International trade
International trade flows are penetrating deeper inco the workings of developing economies, affecting the overall economic structure in general and income distribution, employment practices, and productivity growth in particular.2 Trade in goods and services has grown twice as fast as-global GDP in the 1990s, and the share attributable to developing countries has climbed from 23 to 29 percent. These aggregate numbers do not reflect the important compositional changes of the last 10 years, which offer developing economies new opportunities for growth. Chapter 2 addresses these challenges and opportunities in depth, The compositional shifts in trade have created a new pattern in the international exchange of goods, services, and ideas. Trade in components is one part of diat new pattern. "Sourcing" such components from abroad is an increasingly common practice, and use of the Internet is sure to expand the process, encouraging entry by new producers throughout the developing world. While precise numbers are difficult to come by, in the early 1990s one-third of all manufactures trade (approximately $cSOO billion) involved parts and components. This type of trade has generated an ever-spreading web of global production networks that connect subsidiaries within transnational firms to unrelated designers, producers, and distributors of components. These networks offer their con


stituent firms access to new markets and commercial relationships and facilitate technology transfer. Advances in information technology help to link firms from developing countries into global production networks. General Electric, for instance, posts information on its components requirements on the Internet, and firms from all over the globe bid to supply diem.
The tremendous growth of" trade in services and, more recently, of electronic commerce is also a part of the new trade pattern. Exports of commercial services have been growing on every continent (particularly Asia) throughout the 1990s (figure 1.1). This change has its own special significance, as services are frequently used in the production of goods and even other services. Enhanced international competition in services means reductions in price and improvements in quality that will enhance the competitiveness of downstream industries. Both industrial and developing economies have much to gain by opening their markets. Developing countries would derive large gains from an easing of barriers to agricultural products and to labor-intensive construction and maritime services.3 Over the longer term, electronic business will loom large as an area where expanding opportunities for trade require an expanding frame-. work of rules.4
Underpinning this surge in trade flows is the growing commitment developing economies have shown to liberalizing their trade regimes. Their resolution has taken many forms: membership in the WTO (110 of 152 developing countries were members in 1999), participation in regional trade agreements, and unilateral reforms (figure 1.2).-5 But this push for trade reform is meeting with increased resistance, especially in industrial economies, where adjustment to die competitive pressure of the international marketplace can be a painful process. Successful trade reform requires reallocating resources among economic groups, and that adjustment can be costly for some. Increasingly, governments are recognizing that successful trade reform requires flexible labor market institutions, a point developed in chapter 2, Import-competing firms are also resisting further trade reform by using antidumping laws to reverse the gains in market access previous reforms have secured. At least 29 countries were applying such laws by 1997, and many more had diem on their books.
Although the 1990s saw impressive progress in liberalizing trade regimes, sustaining that momen-
Figure 1.1
Exports of commercial services have surged in most regions since 1990
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Note: The annual growth rate for the European Union was zero in 1997. Figures for the European Union exclude intra-European Union trade. Source: WTO, Annual Report, various years.
turn over the next 25 years will be more difficult. The Millennium Round commencing in November 1999 will provide tire international community with an opportunity to meet the challenge. For the developing countries it will be important to be fully engaged and to use the technical expertise at their disposal to arrive at favorable outcomes in areas such as liberalization of agricultural trade and of trade in those services of greatest relevance to their future development. Recognizing that trade reform creates both winners and losers (and more of the former than the latter) is the starting point. The real test will be persuading the winners to forgo some of their gains in order to compensate influential losers who could otherwise stymie the process of reform.

cial markets a top priority. Financial flows soared in the 1990s, spurred by the greater readiness of countries to liberalize capital account transactions. Even though they slipped in 1998, such flows are resum-
Figure 1.2
An increasing number of developing countries is
committed to trade reform
Number of GATT/WTO member countries
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Note: Number of OECD members is for 1999. Source: WTO, Annual Report, various years.
