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A new view of international trade

A new view of
international trade
T

he United States is in the process of
negotiating two major regional trade and
investment agreements that together cover
a majority of our export dollars, including
61 percent of our merchandise exports1—
the Trans-Pacific Partnership (TPP) and
the Transatlantic Trade and Investment
Partnership (T-TIP). If these agreements live
up to their promise, they would substantially
enhance the benefits that the United States
derives from trade. The potential of these
agreements to generate jobs and growth in the
United States is clearer if one considers some
new data constructed by the Organization
for Economic Cooperation and Development
(OECD) and the World
Trade Organization
(WTO). These data look at
trade in value-added terms
rather that the gross-flow
basis generally published
by national statistical agencies. Three aspects of US
trade not particularly visible in the gross-flow data,
but that stand out quite
clearly in the value-added
data, are:

• The US service sector plays a significant
role in exports, especially when considered
on a value-added basis
Each of these commonly underestimated
strengths could be further enhanced if the
goals of the TPP and T-TIP are realized.

A new generation of trade deals
The trade deals now under negotiation are
the largest in scope ever attempted outside
of the multilateral framework of the WTO
and the most ambitious and extensive, in
terms of coverage, that the United States has
ever envisioned.
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• The relative strength of the US export sector
is higher than is generally understood, and
some of our larger bilateral deficits, particularly with China, may be overstated
• US trade is well integrated into global
value chains, which can be a powerful source of increased efficiency and
firm competitiveness

The Trans-Pacific Partnership. Starting
with nine countries in 2011 (Australia, Brunei
Darussalam, Chile, Malaysia, New Zealand,
Peru, Singapore, Vietnam, and the United
States), the TPP has expanded to include
Japan, Canada, and Mexico. This expansion
is consistent with the TPP’s stated purpose
to be a “living” agreement that sets a trading
framework that will eventually expand to cover
additional Pacific Rim nations.
1
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The original set of trade ministers identified
five defining goals that they felt would make
TPP “a landmark 21st-century trade agreement, setting a new standard for global trade
and addressing next-generation issues that will
boost the competitiveness of TPP countries in
the global economy.”2 These goals, which are
aimed at creating jobs, raising living standards,
improving welfare, and promoting sustainable
growth in the participating countries, are:
• To provide comprehensive market access,
eliminating tariffs and other barriers to
trade and investment in goods and services
so as to create new opportunities for workers and businesses and immediate benefits
for consumers
• To develop a fully regional agreement to
facilitate the development of production
and supply chains among TPP members
• To address cross-cutting issues (regulatory
coherence, competitiveness and business
facilitation, small- and medium-sized
enterprises, and development) to support
economic integration and increase trade
and investment
• To address new trade challenges to promote
trade and investment in innovative products and services, including those related to
the digital economy and green technologies
• To create a living agreement to enable the
updating of the agreement as appropriate
to address trade issues that emerge in the
future as well as new issues that arise with
the expansion of the agreement to include
new countries3
Transatlantic Trade and Investment
Partnership. The purpose of the T-TIP is
to further open European Union (EU) markets, increasing the $458 billion in goods and
private services the United States exported
in 2012 to the European Union (the United
2

States’ largest export market) and strengthening rules-based investment to grow the world’s
largest investment relationship.4 The United
States and the European Union already maintain a total of nearly $3.7 trillion in investment
in each other’s economies (as of 2011).5 The
goals of the T-TIP include:
• Eliminating all tariffs on trade
• Tackling costly “behind the border” nontariff barriers that impede the flow of goods,
including agricultural goods
• Obtaining improved market access on trade
in services
• Significantly reducing the cost of differences in regulations and standards by
promoting greater compatibility, transparency, and cooperation, while maintaining high levels of health, safety, and
environmental protection
• Developing rules, principles, and new
modes of cooperation on issues of global
concern, including intellectual property
and market-based disciplines addressing
state-owned enterprises and discriminatory
localization barriers to trade
• Promoting the global competitiveness of
small- and medium-sized enterprises6

A new generation of trade data
Most countries, such as the United States,
gather and publish trade data based on gross
flows. Not only do such measurements overstate the total value of trade, but they may
distort individual countries’ benefits from
trade as well. The joint OECD-WTO “Trade
in Value-Added” (TiVA) initiative seeks to
remedy this shortcoming by constructing a
series of metrics that accounts for the fact that
goods and services, although sold in their final
form by a particular country, are composed
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of inputs from various countries around the
world. TiVA’s indicators address this issue by
measuring the value added by each country
in the production of goods and services that
are consumed worldwide. These indicators are
designed to provide new—and more meaningful—insights into the commercial relations
between nations.7 In some cases, they change
our view of reality.

The United States’ trade
situation in perspective
Over time, production has become increasingly geographically fragmented, with materials and components crossing many borders on
their way to becoming final goods and services. The gross flows of exports and imports
presented in official US monthly trade statistics
count the total value of each good or service
every time it crosses US borders. The new
OECD/WTO data allow for the disaggregation
of trade flows into where the value is created.

In 2009, the most recent year for which
these data are available, 11.3 percent of
the value of US exports was attributable to
imported content (value added by other
countries), while the remaining 88.7 percent
reflected value added in the United States.
Although this 88.7 percent is a decline from
the 91.6 percent of domestic value added
observed in 1995, it is still higher than the
comparable figure for any other OECD country. On the import side, a quarter of the value
of US imports actually represented re-importation of value that had originated in the United
States (figure 1).
The United States’ high percentage of
domestic value added in exports has implications for global rankings in export shares and
for the way bilateral trade relationships are
viewed. Figure 2 shows the change between
1995 and 2009 in the share of world exports
accounted for by the United States and China.
On a gross-flow basis, the United States’ share
of world exports declined from 13.5 percent

Figure 1. Origin of value in US exports and imports, 2009
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in 1995 to 10.6 percent in 2009. China, in contrast, increased its share of world exports from
2.5 percent to 9.4 percent during the same
period. However, since the domestic value
added of China’s exports declined from 88.1
percent in 1995 to 67.4 percent in 2009, the
figures calculated on a value-added basis tell
a different story. Although the United States’
share of world exports did decline while that of
China increased, China’s increased share on a
value-added basis is still considerably less than
that of the United States.
Because of differences in domestic value
added embedded in exports and the intermediate imports included in exports, the United
States’ bilateral trade balances are noticeably
different on a value-added basis than on a
gross-flow basis. For example, the United
States’ trade deficit with China is one-third
smaller in value-added terms than on grossflow terms. Other differences include smaller
deficits with Canada and Mexico and increased
deficits with Germany, Japan, and Korea (figure 3).8

The rise of global value chains
A recent study by the OECD, the WTO, and
the United Nations Conference on Trade and
Development (UNCTAD) prepared in advance
of the 2013 G20 summit examined the expanding role of “global value chains,” or GVCs, in
international trade. According to the study:
A value chain identifies the full range of
activities that firms undertake to bring
a product or a service from its conception to its end use by final consumers.
Technological progress, cost, access to
resources and markets, and trade policy
reforms have facilitated the geographical
fragmentation of production processes
across the globe according to the comparative advantage of the locations. This international fragmentation of production is
a powerful source of increased efficiency
and firm competitiveness. Today, more
than half of world manufactured imports
are intermediate goods (primary goods,
parts and components, and semi-finished products), and more than 70
percent of world services imports are
intermediate services.9

Figure 2. Global export shares
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Figure 3. Bilateral trade balances, 2009
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n Gross trade surplus n Value added in final demand, surplus

50

0

-50

-100

-150

M

Ch

ex

in

a

ico

da
na
Ca

do
ng
Ki

Un

ite

d

Ne

Ge
rm
an
y

m

n
pa
Ja

er

Ko

re

a

Br
az
il

ds
lan

lan

th

Au

Ire

str

ali

a

d

-200

Source: OECD-WTO TiVA dataset, May 2013 release.
Graphic: Deloitte University Press | DUPress.com

Figure 4. GVC participation, selected countries, 2009
Percent
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The report presented an index to quantify
the degree to which a country is integrated
into GVCs—the sum of exports of intermediates used in third countries’ exports and the
imported inputs used in exports as a percentage of gross exports. Among the G20 nations,
this index ranges from 30 and 60 percent of
each country’s gross exports, with the United
States falling in the mid-range at just under 40
percent (figure 4).

Focus on services
Traditional measures of trade show exports
of goods playing a significantly larger role
than the exports of services in the United
States. However, these measures of gross flows
are misleading. When the value added from
trading partners is removed and the service
contribution of goods is accounted for, services
provide over 50 percent of the value added
of exports.
Employment in the United States has long
been dominated by service sector employment, which currently accounts for 70 percent

of total employment (figure 5). Even in terms
of the output of the economy, the larger portion derives from the services sector. In 2012,
private service sector industries contributed
69 percent of GDP, while the goods-producing
sector contributed 18 percent.
As shown in figure 6, when we look at the
trade numbers, the relative importance of the
two sectors initially seems to reverse, in both
real and nominal terms.
Conventional wisdom suggests that the
reason goods play a more significant role in
trade than services is that they are more “tradable.” While it is true that for many services,
the provider needs to be in close proximity to
the customer (e.g., haircuts and restaurants),
many services are also consumed in producing goods—including goods for export. These
include services such as business and financial
services, transportation, and warehousing.
The following chart by Logan Lewis of the
Federal Reserve Board illustrates the role that
services play in creating value added in goods
and services (figure 7).10 When the service

Figure 5. Employment by sector in the United States
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Figure 6. US exports of goods and services, real and nominal
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Figure 7. US gross export decomposition, 2009
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Figure 8. Services value added embodied in gross exports, selected countries, 2009
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value-added of goods and services production
are combined, services contribute 53 percent
of the value added of exports, while goods’
contribution is 47 percent.
Although the combined service content
of US gross exports is near the G20 average,
the United States’ share of domestic services
value added is surpassed only by the United
Kingdom and Greece (not shown) (figure 8).

The possibilities of the
TPP and the T-TIP
The data compiled by the OECD-WTO
TiVA initiative provide important insight into
why the TPP and T-TIP negotiations, as well
as other multilateral negotiations such as the
Trade in Services Agreement being discussed
in Geneva, hold the possibility for real job
creation and growth opportunities for the
United States.
The relative strength of the US export sector should not be underestimated. US exports

8

have a very strong “made in America” component—higher than the corresponding valueadded calculation of all of our OECD partners.
With growing supplies of domestic energy, the
United States is well placed to reduce energy
imports and increase its share of value added
in exports even more as foreign oil content
declines. Low cost and highly reliable energy
supplies make the United States an even more
attractive destination for foreign direct investment. Trade deals that increase our access to
foreign markets and encourage direct foreign
investment are a plus for the United States.
Increasing the efficiency of trade by
decreasing regulatory costs through standardization and enhancing rules for protecting
cross-border data flows build on the benefits
already being delivered by GVCs. Efficiencies
that can lower the cost of the imports that we
use in our exports, and that can reduce the cost
of US exports that are included in other countries’ production, enhance the competitiveness
of US exports.

A new view of international trade

Even on a gross-flow basis, the United
States has a surplus in services trade. The
importance of services to our trade situation is even more striking, however, when the
service component of our goods exports are
highlighted. Both the agreements currently
under negotiation specifically target trade in
services as an area where market access can be
increased and barriers, such as those covering

the movement of people and credentialing, can
be reduced or eliminated.
While, as always, the devil is in the details—
and these negotiations are covering a multitude of highly contentious details—the real
potential for these trade agreements to increase
jobs and growth in the United States means
that the hard work of negotiation could have a
real payoff.

Endnotes
1. US Bureau of the Census, “Top US trade
partners,” November 2013, http://www.trade.
gov/mas/ian/build/groups/public/@tg_ian/
documents/webcontent/tg_ian_003364.pdf.
2. “Statement of leaders of the nine TransPacific Partnership countries,” November
12, 2011, http://www.ustr.gov/about-us/
press-office/fact-sheets/2011/november/
outlines-trans-pacific-partnership-agreement.
3. Ibid.
4. Office of the United States Trade Representative,
“White House Fact Sheet: Transatlantic Trade
and Investment Partnership (T-TIP),” June
2013, http://www.ustr.gov/about-us/press-office/
fact-sheets/2013/june/wh-ttip.
5. Ibid.
6. Ibid.

7. Organisation for Economic Cooperation and
Development (OECD) and World Trade Organization (WTO), “Measuring trade in value added:
An OECD-WTO joint initiative,” http://www.
oecd.org/industry/ind/measuringtradeinvalueaddedanoecd-wtojointinitiative.htm
8. “OECD/WTO Trade in Value Added (TIVA)
indicators,” United States Country Notes, May
28, 2013, page 3, http://www.oecd.org/sti/ind/
TiVA_USA_MAY_2013.pdf.
9. K. D. Backer and S. Miroudot, “Mapping global
value chains,” OECD Trade Policy Papers, no.
159 (2013): p. 5, doi: 10.1787/5k3v1trgnbr4-en.
10. Logan Lewis, “Trade in value-added,” IFDP
Notes, Board of Governors of the Federal
Reserve System, December 3, 2013, http://www.
federalreserve.gov/econresdata/notes/ifdpnotes/2013/trade-in-value-added-20131203.
html.

9

Follow @DU_Press
Sign up for Deloitte University Press updates at DUPress.com.

About Deloitte University Press
Deloitte University Press publishes original articles, reports and periodicals that provide insights for businesses, the public sector and
NGOs. Our goal is to draw upon research and experience from throughout our professional services organization, and that of coauthors in
academia and business, to advance the conversation on a broad spectrum of topics of interest to executives and government leaders.
Deloitte University Press is an imprint of Deloitte Development LLC.

About this publication
This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its and their
affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other professional advice
or services. This publication is not a substitute for such professional advice or services, nor should it be used as a basis for any decision or
action that may affect your finances or your business. Before making any decision or taking any action that may affect your finances or
your business, you should consult a qualified professional adviser.
None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any loss
whatsoever sustained by any person who relies on this publication.

About Deloitte
Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network of
member firms, each of which is a legally separate and independent entity. Please see www.deloitte.com/about for a detailed description
of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms. Please see www.deloitte.com/us/about for a detailed
description of the legal structure of Deloitte LLP and its subsidiaries. Certain services may not be available to attest clients under the rules
and regulations of public accounting.
Copyright © 2014 Deloitte Development LLC. All rights reserved.
Member of Deloitte Touche Tohmatsu Limited

