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Introduction
The evolving global trade landscape offers a huge
opportunity for developing and emerging countries to
gain greater access to the global economy and achieve
sustainable and inclusive growth. But to do so, these
economies need to adapt to the new landscape by
increasing their focus on linking with global and regional
supply chains managed by multi-nationals, attracting
much greater levels of direct foreign investment to their
Small and Medium Enterprises (SMEs), which are the main
players in this process. Hence policymakers must prioritize
supply chain integration by implementing trade facilitation
and logistics reforms that will reduce transaction costs
behind the border, at the border and across the border.1
Unlike macro level tariff issues, which are easily identifiable
by most trade economists, familiarity with micro supply
chain related issues regarding various aspects of trade,
particular operations and processes on the ground,
and specifics of supply chain organization, requires a
deep engagement with business. And yet the majority
of trade economists focuses on macro level issues and
is unaware of the micro level details that have a huge
impact on transaction costs, which ultimately informs
business decisions. On the other hand, most supply chain
professionals tend to be limited by their lack of knowledge

of the wider world economic policymaking and its relation
to the day to day micro level challenges they face. This
limitation prevents them from seeking holistic policy
intervention, prioritizing instead short-term local solutions
that may in fact ‘break’ supply chains by introducing
discontinuity and negatively affecting reliability.2
What is needed is a marriage of such expertise. Trade
economists require exposure to micro-level details and
supply chain professionals must gain a better sense of
the wider issues of economic policy making and theory.
With both sides working together, there is potential
to provide real solutions to the trade facilitation and
related transaction costs problems inhibiting supply chain
development and, in turn, inclusive growth.
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GSCs and the global economy
The rise of multinational corporations, (MNCs), and their
vast network of global supply and production chains
offer a huge opportunity for developing and emerging
countries, and their Small and Medium Enterprises, (SMEs),
to gain greater access to the global economy. A recent
UNCTAD report estimates effective global supply chains,
(GSCs), participation can increase per capital GDP growth
by 2% above average growth rates.3 Emerging economies
(and MNCs alike) that take advantage will enjoy periods
of sustaining, inclusive growth while others will be left
behind.
International trade has risen rapidly over the past 30
years, growing on average twice as fast as global output
since 1980.4 Advances in production technology, IT
and telecommunications and transport logistics have
incentivized businesses to delocalize their production
networks; a phenomenon that has grown tremendously
since the 1980’s.
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As a result, worldwide trade has become more and
more fragmented, with different phases of production
increasingly taking place in many different countries.
This shift in production has given rise to complex GSCs.
Products are sourced globally with global destinations,
delivered to the consumer who often has little idea of the
path traveled to get to their door. The extent to which
GSCs have expanded over the last few decades is evident
when analyzing trade data, which shows that the foreign
content of final goods has risen rapidly: traded goods
contain more and more inputs from different countries
(see figure 1). The WTO estimates that almost 30 percent
of total trade consists of re-exports of intermediate inputs,
a measure which has risen 10 percentage points since the
mid-1990s.5

Differences in GSC connectivity,
caused by variances in the quality
of trade and business facilitation,
will explain much of the difference
between fast growing regions and
laggards

Figure 1: Foreign Content of Final Goods Exports (%)
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Inclusive growth requires greater prioritization of trade
and business facilitation policies. These policies promote
inclusive growth, allowing SMEs to gain access to export
markets. Trade impediments tend to be more difficult for
SMEs to overcome since large upfront investments are
often needed. For example, the 2013 World Economic
Forum Enabling Trade report found that many small firms
found the personnel and time investments needed just
to understand country-specific regulatory requirements
prohibitive.6 A “Perceptions of SME Survey” jointly carried
out in 2006 by the OECD/APEC found that customs and
procedures and domestic regulation being one of the most
widely reported barriers to competitiveness.7
It is imperative these obstacles are addressed — SMEs are
estimated to contribute up to 45 percent of employment
and up to 33 percent of GDP in emerging markets, many
of which are women.8 Moreover, an improved business
environment and reduced transaction costs which will
not only enable SMEs to participate more fully into GSCs
but also will attract the much-needed Foreign Direct
Investment (FDI), since investors will look to using the
country as a hub.
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Trade economists and supply chain
professionals: The Perfect Marriage
From an MNC perspective, there are three prerequisites for
choosing to locate or participate in supply and production
networks in a given country:
1. Competitive input costs to allow a profit while not
sacrificing quality;
2. Capacity to maintain low inventory levels with high
customization demands while minimizing cost of
capital;
3. Timely and cost-effective movement of product within
countries and then across continents.
The last factor is a key coordination point between MNC
decision makers and policy makers. MNCs need to be
assured that security through verifiable chain of custody;
infrastructure, labor, regulators and customs officials, as
well as tax and regulatory policies align to business needs.
To do so, export oriented economies need to prioritize
next generation trade reforms that provide an environment
conducive to the needs of MNCs in a way that also
promotes SMEs participation. In particular, policymakers
must prioritize supply chain integration by implementing
crucial trade facilitation and logistics reforms that will
reduce transactions costs behind the border, at the border
and across the border.9
Figure 2: Global Supply Chains and the role of Trade Facilitation

and services throughout the country, which translates into
lower transaction costs (as well as greater SME market
access by removing costly barriers). For example, the WTO
estimates that the doubling of a country’s miles of paved
roads can boost trade by as much as 13 percent.10
The quality logistics is a key driver of internal (or behindthe-border) transactions costs, but other policies also
have a significant impact, including internal taxes or fees,
competition-related restrictions on market access, and
poor access to trade facilitating services, etc.
The physical cost of moving goods behind borders not
only hurts a country’s ability to attract private investment,
but it also stymies SME participation. The Centro Logistico
de Latinoamerica found that relatively smaller companies
(with turnover less than $5 million per year) spend
over 40% of their income on logistics costs, including
warehousing, inventory management, transportation, and
distribution (IFC). This is much higher than larger firms,
who spend approximately 18% on logistics costs.11
The IFC reports that firms in developing countries spend a
much larger share of their final price of goods on logistics
costs. Reducing such costs will not only attract greater
foreign investment, which will likely bring with it invaluable
know-how and technological diffusion, but it will help
local firms increase productivity and provide greater room
for sustainable and inclusive growth (IFC).12

Source: Bernard Hoekman presentation (September 30, 2013) “Trade and Gains from Policy Reform in a Value
Chain World”. European University Institute and CEPR

Behind-the-border Transaction Costs
Behind the border transaction costs vary greatly by country
and are largely dependent on a country’s logistics capacity.
Logistics reforms that impact transactions costs behind the
border include: 1) transport infrastructure such as road,
rail, ports, and airports; 2) reliable communications and
technology infrastructure and 3) quality logistics services
such as transport operators. Quality logistics behind the
border allows for efficient and reliable movement of goods
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At the Border and Cross-Border Transaction Costs
Behind the border trade logistics are a key concern for
MNCs looking to develop their supply chains overseas. Yet
substantial costs are often incurred as goods move at the
border and across borders.
Trade facilitation (TF) refers to policies that seek to
minimize trade impediments and reduce costs at the
border and across borders, facilitating greater integration
with global supply chains.13 While most attention is
typically given in TF to customs modernization efforts,
the ambit of TF includes many other important areas,
such as port logistics, customs procedures, standards
harmonization, business mobility, trade information and
e-business infrastructure, administrative transparency and
professionalism, and effective government institutions; all
of which have a substantial impact on transactions costs
and the ability of countries to integrate into global trade.14
According to UNCTAD, direct and indirect transaction
costs, i.e., banking and insurance, customs, business
information, transport and logistics etc., add up to 10 per
cent of the total value of world trade, a staggering sum of
$400 billion.15

Getting Connected: Vietnam attracts Australian
Wool Company
Australian Wool Innovation (AWI) is a research and
marketing association for Australian sheep farmers.
AWI has recently launched out “Out of Vietnam”
Project which would establish a new processing and
manufacturing market in Vietnam. The decision is
partially based on Vietnam’s ability to provide the right
business environment, as Jimmy Jackson explains in a
recent Vietnam News article,
“Vietnam meets a host of essential criteria,
including low sovereign risk; well established textile
manufacturing industry and infrastructure; a large,
skilled workforce, growing exports of textile products;
trade access, including a Free Trade Agreement with the
United States; and an abundant water supply.”
Source: O’Reilly, Joseph (February 2013) “ Lifting Supply Chain
Barriers at the Border,” Inbound Logistics, available at: http://www.
inboundlogistics.com/cms/article/global-logistics-february-2013/

Policymakers tend to focus on applied tariffs on final
goods and intermediate inputs; however such focus is not
sufficient to achieve supply chain integration. Data shows
that the relative impact of tariff policies is substantially
less compared to the potential impact business and trade
facilitation reforms offer.16 UNCTAD estimates that lowincome countries could increase trade by nearly 8% by
applying tariffs at levels comparable to those of middleincome economies. However if the same low-income
countries offer comparable levels of business facilitation
as middle-income countries, trade could increase by nearly
28%.
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Recommendations for success
A precondition for integration into supply chains is
sufficient physical capital to ensure goods can move
efficiently and effectively (in a timely and reliable manner).
Thus for those countries with inadequate physical capital,
including transportation infrastructure such as roads, ports
and airports, but also plant, machinery and equipment,
policymakers would be best served to prioritize policies
that invest in their physical capital stock. MNCs can and
should play a big part in facilitating such development,
through public private partnerships and impact investing
initiatives.
For countries with sufficient physical capital, and
recognizing that each country has its own unique
challenges and advantages, governments should prioritize
policies that lower trade transaction costs.
Key recommendations to drive down costs include:
• Create a system based on trust with reliance on selfcertification of importers, ex-post audits, and minimal
physical inspection;
• Support speedier clearances relying fully on a stateof-the art management system;
• Introduce full automation leading to a paperless system
with minimum face-to-face contacts and signatures;
• Identify and remove regulatory bottlenecks to fast and
efficient cargo movement behind the border;
• Reduce cargo dwell times to levels comparable with
best performers in the region;
• Enforce regular monitoring of cargo dwell times in
major ports and airports
Driving down transaction costs is only part of the equation.
A more holistic set of policies which takes a ‘whole supply
chain’ approach is required. Like the establishment of
global supply chains, this will require action at the local,
national, regional and global levels. A recent World
Economic Forum report by Bernard Hoekman and Selina
Jackson recommends five policy recommendations to
help unlock the large potential welfare gains from a more
holistic approach to supply chain integration:17

2) Create a focal point within government with a
mandate to coordinate and oversee all regulation that
directly affects supply chain
A government focal point can allow for a cross-industry
response to the challenges affecting supply chains and
will also assign authority and responsibility to officials. This
will likely not only provide accountability to help ensure
things get done, but can also make it easier for supply
chain professionals to coordinate and collaborate with
government officials on these issues.
3) Ensure SME interests are represented in the policy
prioritization process and solutions are designed to
address constraints that disproportionately impact
their ability to integrate
Many SMEs lack the resources needed to overcome supply
chain barriers and in some cases policies crowd out their
ability to integrate. One example given in the report is
that some programs which drive down transaction costs
are not accessible to SMEs, such as the “trusted trader”
program, which reduces regulatory compliance costs. As
a result, SMEs face higher transactions costs and are thus
less competitive relative to companies which can benefit
from such programs.
4) Pursue a ‘whole of the supply chain’ approach in
international trade negotiations
Through case studies, the WEF found that coordination
across countries is extremely important to GSC integration.
International negotiations, which tend to take a silo
approach rather than a holistic one, often fail to take
into account the cross-sector barriers to supply chain
integration, e.g., border protection and management,
product health and safety regulations, foreign investment,
and the movement of people and services across borders.
By refocusing regional and multilateral trade negotiations
to consider the holistic view of supply chains, there is
greater potential to address operational barriers globally
and locally.

1) Create a national mechanism to set policy priorities
for improving supply chain efficiency based on
objective performance data and feedback loops
between government and firms
Governments and MNC professionals should work
together to identify the policies and procedures that has
the greatest impact on supply chain efficiency, an effort
which should be supported by data that is transparent and
available to businesses and officials alike. The data will
inform both parties so a join determination of the greatest
barriers can be identified and remedied.
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5) Launch a global effort to pursue conversion of
manual and paper-based documentation to electronic
systems, using globally agreed data formats.
Supply chain efficiency requires that all links are reliable,
timely and visible. If parts of the supply chain use manual
paper-based documentation with varying data formats
there is high risk for redundancy and slower clearance.
The WEF recommends a global effort to adopt a common
documentary and electronic data/information standards
which would help reduce administrative, costs, errors and
time and enhance efficiency in the movement of goods.

MNCs and policymakers alike have a strong business
case for working together to lower transaction costs and
improve the business environment to enhance supply chain
integration. Multinational corporations can gain greater
access to markets that not only offers relatively cheaper
production networks but it also opens the doors to new
consumer markets. Export-oriented developing countries
can gain greater integration into the global economy while
concurrently facilitating greater SME participation and
technological diffusion, two factors which are critical to
achieving sustainable and inclusive growth.
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