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Trade Policy Implications of

the Digital Transformation

1. Going digital: the Fourth Industrial Revolution

Throughout history, there has been several periods of accelerated technological change that
have transformed the way goods and services are produced and traded. The First Industrial
Revolution at the end of the 18% century was related to steam and water power and the
mechanisation of production. In the Second Industrial Revolution, at the end of the 19t
century, electricity, petroleum and steel enabled mass production. Through a Third Industrial

Revolution, in the second half of the 20t century, the combination of electronics and

information technologies have introduced automation and global firms. While new , . .
9 9 Sébastien Miroudot

technologies play an important role in these industrial revolutions, they should be understood . .
- Senior Economist,

as a change in the way economies are organised and companies produce. Directorate for

It is the same with the Fourth Industrial Revolution that we witness today. We can first describe Science, Technology

it as a confluence of new technologies. Most of these technologies are digital, such as 3D and Innovation, OECD
- Advisor for Lee&Ko

printing, the Internet of Things, big data, artificial intelligence, advanced robotics or blockchains.
FGlobal Commerce

They are based on a new way of organising information in ‘bits’. If we look separately at these

. . . . Institut
technologies, they already include promising developments in many areas. Taken together, ASHETes

E. sebastien.miroudot

@oecd.org

they create an actual revolution, as their combination will transform the way we live,
communicate and work.

To address the policy implications of the Fourth Industrial Revolution, it is important to not
focus on technologies and to not anticipate changes before they actually take place.
Companies themselves have no precise idea about the business models of tomorrow.
Therefore, it is hazardous for policymakers or experts to predict what will happen.

But policymakers know about existing rules and one question they can answer is whether
current frameworks can deal with issues of tomorrow. In the area of trade, there is a
multilateral trade system, which is under important stress due to diverging views among World
Trade Organization (WTO) Members on trade liberalisation and on the resolution of trade
disputes. Regional trade agreements have proliferated in the absence of progress in
multilateral trade negotiations and created a ‘spaghetti bowl" of disciplines in an increasing
number of trade-related policy areas. Unilateral strategies have also shaped the current trade
regime sometimes in a positive way by opening markets, and sometimes in a negative way,
creating new restrictions and an unlevelled playing field.
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2. New technologies can only promote trade if backed by
market-opening policies

When reading all the recent reports on the new production
revolution and digital transformation, there seems to be a
consensus that technological developments will facilitate and
boost trade. Digital technologies can indeed reduce the cost of
storing, transmitting and computing data, leading to a decrease
in trade and transaction costs. However, the current period is
characterised by a trade slowdown. All globalisation indicators
point to a decline in the international fragmentation of
production, a reduction in the length and internationalisation of
value chains and a re-centring of economies on their domestic
market for large countries and on their regional markets for
smaller countries.

While technologies may indeed reduce in the future different
types of trade costs, the lesson of the present time is that
policies can severely hinder trade. As transactions become more
digital, one should expect governments to increasingly regulate
such transactions. Some policies aimed at protecting consumers,
such as privacy policies, can indirectly become trade barriers. For
governments favouring protectionist policies, new technologies
also give new tools to restrict trade.

Therefore, it is important to not rely on technology as an engine
of trade liberalisation but rather to be pro-active in setting rules
that will prevent the creation of new trade barriers in the future.
For such an agenda, there is no need to anticipate what
technology will bring.

3. The main challenge for trade policy in the digital age

remains trade in services

As previously emphasised, what defines an industrial revolution
is the way new technologies change business models. An
important trend related to the digital transformation is the
servitisation of manufacturing. Manufacturing firms are no longer
just selling products, they offer solutions to customers that
combine goods and services. In addition, these solutions are
tailored to the needs of consumers.

Since trade in services is more restricted than trade in goods,
companies face higher barriers and new business models are not
easily implemented across borders. Only large firms can
overcome the additional costs and consequently market
concentration has increased. The combination of goods and

Issue Brief Vol.3, 2019

services through digital platforms has also encouraged this trend.
Opening services markets and bringing competition is key to
ensure that the digital transformation translates into productivity
and welfare gains.

There is a WTO General Agreement on Trade in Services (GATS)
that entered into force in 1995 and includes important
multilateral disciplines such as transparency and the most-
favoured-nation treatment. However, market access and national
treatment are not general obligations. Countries who signed the
agreement could decide in which sectors foreign firms can
operate and under which limitations. While GATS Article XIX
includes provisions for progressive liberalisation, not a single
round of liberalisation has been concluded since 1997. Regional
trade agreements have not significantly advanced the services
agenda either. In the meantime, trade in digital services has
been multiplied by 5. Some of these digital services did not exist
when GATS entered into force (e.g. cloud computing services).
Trade rules for services need to be updated to take into account
digital services and the servitisation of manufacturing.

4. Addressing new digital barriers: restrictions to cross-

border data flows

One new element that trade policymakers need to take into
account is the fact that trade in the digital age requires the
transmission of data across borders. Sometimes ‘data’ are the
product or service traded. But data are also exchanges of
information between firms and within firms without any
economic transaction involved. They are just required for the
operations of fims.

There is a legitimate concern for governments in terms of
protecting privacy and consumers. However, it does not require
data to be confined within borders. Recently, there is a rise in
data localisation requirements motivated by protectionism and
‘digital mercantilism’. The rationale is that by restricting data
flows, digital activities and related jobs can be encouraged to
stay within the domestic economy. These new barriers are
particularly detrimental to exports of SMEs, which cannot afford
storing data in each consumers’ market.

The recently ratified Comprehensive and Progressive Agreement
(CPTPP)
preventing parties from introducing data localisation measures

for Trans-Pacific  Partnership includes  provisions

or from restricting cross-border data flows. It also limits the
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ability of governments to require software owners to disclose
their source code as a condition for market access. The United
(USMCA) has
provisions and the EU proposes to introduce such provisions in

States-Mexico-Canada  Agreement similar

its trade agreements.

5. What can we expect from e-commerce negotiations at
WTO?

In January 2019, in the margins of the World Economic Forum in
Davos, 76 WTO Members announced the launch of e-commerce
negotiations. The group includes the US, Japan, EU countries and
China, but not India. The negotiations started in March 2019
with the aim of creating global rules on e-commerce, although
the final form of the agreement is not known.

E-commerce is defined at WTO as trade in goods or services
generated or facilitated by electronic means. E-commerce is
determined by the method rather than the characteristics of the
products purchased, the delivery channel or the mode of
payment. It includes trade in physical goods and services
delivered face-to-face to the consumer, as long as the order was
placed on-line. Some e-commerce is however related to
products that are delivered digitally and regarded as ‘electronic
transmissions’.

The practice of WTO Members has been to not impose any
customs duties on electronic transmissions. At a WTO Ministerial
meeting in 1998, a declaration on global electronic commerce
was adopted confirming this moratorium. At that time, e-
commerce accounted for a small share of world trade. The tariff
revenues foregone were not significant. There were also not
many technical options available for governments to tax
electronic transmissions. Today, the situation is different. There
could be some pressure, particularly in developing countries, to
reconsider the moratorium.

But it will give more incentives for some countries to establish a
permanent moratorium as part of a new set of rules on e-
commerce, something that would not be achieved through

regional trade agreements and could reinvigorate multilateralism.

While 3D printing is still a nascent technology, the perspective of
having a large share of world trade in physical goods replaced
with electronic transmissions gives more importance to the
debate on the moratorium.

Some common ground could be found on topics such as

Issue Brief Vol.3, 2019

electronic payments, digital contracts, e-signatures and more
generally rules facilitating the participation of SMEs and reducing
the ‘digital divide'. But on consumer data protection, diverging
views between the US and the EU might be a challenge. It is
also not clear whether a large group of countries could agree on
disciplines on cross-border data flows similar to the CPTPP.

While these negotiations can create new rules on e-commerce,
the question is whether they can be the starting point of a more
ambitious agenda aimed at re-inventing the multilateral trading
system for the digital age.
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