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The World Government Summit is a global platform
dedicated to shaping the future of government
worldwide. Each year, the Summit sets the agenda for
the next generation of governments with a focus on
how they can harness innovation and technology to

solve universal challenges facing humanity.

** The World Government Summit is a knowledge

exchange center at the intersection of government,
futurism, technology, and innovation. It functions as
a thought leadership platform and networking hub
for policymakers, experts and pioneers in human

development.

The Summit is a gateway to the future as it functions

_as the stage for analysis of future trends, concerns,

and opportunities facing humanity. It is also an arena

~to showcase innovations, best practice, and smart

 solutions to inspire creativity to tackle these future

challenges.
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INTRODUCTION

During the two decades before the 2008 global
financial crisis, the world economy seemed
to be on an irreversible course of ever-deep-
ening globalization. Global trade expanded
nearly eight-fold in the 1990s and 2000s, and
doubled as a share of global gross domestic
product (GDP)." However, governments and
firms around the world are now facing new
uncertainties concerning the future growth
of trade. While the volume and throughput
of goods and services trade have continued to
grow in the aftermath of the crisis (reaching
historic highs in 2017), the value of these flows

has declined over the last two years. As a share

of GDP, trade has fallen from ~30 percent in
2009t02014to ~27 percentin 2016,and is not
expected to grow in the coming years based
on the forecast from the World Trade Organi-
zation. These trends and forecasts are raising
questions about the future role of trade as an

engine of global economic growth.?

MEASURED IN VALUE AND AS A SHARE OF GDP, GROWTH IN
GLOBAL TRADE FLOWS FLATTENED AFTER THE CRISIS
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Two trends shaping the future
of trade: transforming tech-
nologies and policy shifts




How will regions be affected?

This paper outlines these trends, assesses
their potential impact on trade, and high-
lights how they can potentially be leveraged
for competitive advantage. In the first sec
tion, we examine the impact of technological
trends, including the maturation of existing
technologies and the potential disruptions
of new innovations. In the second section,
we turn to policy uncertainties. Here, we
describe four stylized scenarios for the evo-
lution of regional trade policy liberalization,
with analyses of the impact of policy changes
at a global and regional level for each of
them. The final section explores the potential
cross-cutting measures and strategies gov-
ernments can apply to navigate the changing

global trade context.



TECHNOLOGICAL TRENDS SHAPING
THE FUTURE OF TRADE

The outlook for trade at both a global and
regional level will be shaped by a wide range
of technological trends. We have isolated the
following four trends as having the greatest

transformation potential for global trade:

1. Technologies enabling trade

2. Technologies leading to shortening supply
chains

3. Digitization and the rise of digital flows

4. Technologies enabling the diffusion of
knowledge.

The following section highlights these trends,
and develops preliminary hypotheses on how
these technological shifts are likely to re-shape

the global trade environment.

1. Technologies enabling trade

For many decades, containerization and bar
codes revolutionized global trade, amplify-
ing growth significantly. Advancements in
shipbuilding technology, energy efficiency,
and the liquefaction of natural gas have all
further enabled transport of larger volumes
at lower cost. Many key technological driv-
ers of the precrisis trade boom have by now
been implemented throughout the core logis-
tics hubs and top firms in the global shipping
industry. While some potential may still be
realized through expanding containerization,
bar code usage, and other productivity boost-
ers to secondary trade hubs and smaller logis-
tics sector firms (particularly in less developed
markets), the future impact of these drivers is
unlikely to match what we have seen in the
past. These innovations will probably play a
diminishing role in magnifying future produc
tivity growth in shipping and logistics, and

reducing transport time and costs.

At the same time, new technologies are com-
ing into play. Some of these, including new dig-
ital platforms such as e-commerce and social
media, offer opportunities for new growth.
E-commerce and service marketplace plat-
forms are already boosting trade growth, ena-
bling unprecedented numbers of new buyers

and sellers—including institutions,

3 See Daniel M. Bernhofen, “Estimating the effects of the container revolution on world trade.” Journal of International Economics 98 (Jan 2016): 36-50



governments, companies, and individuals—to
engage directly in international commerce
through an ever-growing range of websites
and apps. These range from major social
media sites such as Facebook, Instagram, and
Baidu, to e-commerce giants such as Amazon,
Ebay, Alibaba, and Etsy, to mobile-focused
platforms such as the iTunes and Android app
stores, as well as to a proliferating ecosystem
of niche sites and single-brand online shops.
The diverse and growing spectrum of users on
these platforms are contributing to a dramatic
expansion in the range of products and ser-
vices being traded.

While trade on digital platforms still represents
a very small share of overall economic activity
in most countries, the growth potential is high.
As global penetration deepens, trade based on
digital platforms is likely to grow faster than
global GDP. International e-commerce is just
beginning to penetrate a number of regions
with growing consumer classes, such as Latin
America, Africa, and the Middle East-here the

room for future growth is extensive.

In addition to having a positive impact on
trade, these platforms will likely continue to
increase the diversity of actors participating
directly in international trade, as small and
medium-sized enterprises (SMEs) as well as
individuals take advantage of new opportuni-
ties to offer products and services to interna-
tional markets. The impact of these platforms

4 See the latest UNCTAD Information Economy Report, 2017
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in expanding the inclusiveness of international
trade is already impressive—over 60 million
SMEs are currently active on Facebook, with
over 10 million on Alibaba alone. As they
expand, these platforms will present new
potential sources of income and jobs for pop-
ulations in a wide range of economies. They
could encourage the emergence of new infor-
mal sectors, including freelance craftwork and
service provision encompassing both low- and
high-skilled activities.



2. Technologies leading to
shortening supply chains

Some emerging technologies are challenging
the original cost-saving premise of globalized
production of goods, and may drive continued
shortening of supply chains. This trend could
contribute to a decline in the growth rate for
the trade in goods. The trend toward shorter
supply chains emerged even before the finan-
cial crisis of 2009 (Exhibit 2). Increasing auto-
mation in manufacturing is reducing cost
advantages associated with offshore produc
tion, while increasing the importance of access

to highly skilled local talent. This dynamic

GLOBAL SUPPLY CHAINS ARE SHORTENING

Measures of world vertical specialization, 1995-2014

is making it possible for some companies to
shorten their supply chains and re-shore some
operations. 3-D printing could also reduce
the importance of labor-cost savings, while
increasing the attractiveness of locating pro-
duction close to the end customer in order to
take advantage of rapid prototyping, testing,
and customization. The effects of such shifts
would be compounded by falling wage dif-
ferentials between developed countries and
leading manufacturing hubs, especially China,

which are also reducing incentives for Western

firms to outsource production.
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3. Digitization and the rise of
digital flows

In addition to providing new platforms for
trade, the internet and digital technology are
transforming some physical flows into digi-
tal flows. While digital flows such as e-mail,
file sharing, and digital news and entertain-
ment consumption are not well captured in
trade data, they have the potential to replace
a growing share of physical trade flows.> A
large share of digital communications sharing
and media consumption is domestic, yet the
international segment is growing rapidly. For
example, international Netflix subscriptions
have nearly doubled since the beginning of
2016, with total international subscribers now
surpassing domestic subscribers.® 3-D printing
has the potential to further enable this digi-
tization of physical flows, replacing flows in
tangible intermediate goods with data flows

encoding design specifications.

The trends toward digitization flows suggest
that trade in services will continue to grow as
a share of overall trade. Rapid growth in the
services trade is not new. Prior to the global
financial crisis, global trade in services was
growing at a rate of 13 percent annually, out-
pacing trade in goods. Since 2000, the value of
global trade in services tripled and its share of
total world trade grew from 19 to 22 percent.’

Governments around the world have already
begun to recognize the significance of this
trend, with more than 100 free trade agree-
ments (FTAs) with stipulations for services
provision signed since 2000. However, we are
likely to see a continuation and intensification

of this shift in the coming years.

5 McKinsey Global Institute, 2014, “Global Flows in a Digital Age: How trade, finance, people, and data connect the world economy”.

6 Netflix, 2017 Q3 report, accessed from https://ir.netflix.com/index.cfm.

7 WTO; as reported in “Digital Globalization: The new era of global flows” (McKinsey Global Institute, 2016), global data flows were 45 times greater in 2014

than in 2005, WTO
10



4. Technologies enabling the
diffusion of knowledge

A further factor affecting trade growth con-
cerns the diffusion of knowledge and technolog-
ical advancement across emerging economies.
The rate and extent of this diffusion will be a
key driver of global economic development and
trade growth-yet there are both new opportu-

nities and new challenges in this area.

The digital revolution has certainly enabled
greater transfer of knowledge and technol-
ogy across borders. The rise of open-source
software and online learning platforms pres-
ent opportunities for individuals in emerging
economies to cultivate cutting-edge skills.
Details concerning a wide variety of industries
are accessible online. Even some global bench-
marks and best practices on operations and
management are available, as well as informa-
tion on potential international suppliers and
customers. Private-sector firms in less mature
markets can use this information to boost

competitiveness and growth.

However, in some industries emerging econ-
omies face new and complex challenges in
acquiring the latest advances. In the tech sec
tor, for example, we have seen increases in intel-
lectual property protection and the power of
network and ecosystem effects that make it

harder for new firms to compete with incum-

bent tech players—which are largely, though
not exclusively, concentrated in developed
economies. Aggressive patenting strategies,
including acquisition of overlapping patents
to cover a wide area of activity and potential
downstream innovations—otherwise known as
“patent fencing”—can effectively close off areas
of future research. Network effects enjoyed
by leading global digital firms likewise pose
significant challenges to new entrants look-
ing to compete with leading platforms (such
as Google or Baidu) and products (such as the
iPhone). More traditional incumbent advan-
tages, such as economies of scale and mar-
ket power, provide an additional competitive
edge, particularly for retail platforms such as

Amazon and Alibaba.

8 WTO; as reported in “Digital Globalization: The new era of global flows” (McKinsey Global Institute, 2016), global data flows were 45 times greater in 2014

than in 2005; WTO
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POLICY SHIFTS AND SCENARIOS FOR
GLOBALIZATION: EAST VERSUS WEST?

In addition to technological change, the evolu-
tion of trade will be determined by the policy
choices of government decision-makers around
the world. Here, too, the outlook is highly uncer-
tain. Popular pressures to reconsider liberal
trade cooperation regimes—arising from com-
plex socioeconomic disruptions (partly, but far
from exclusively driven by globalization)-are
rising and coalescing into political movements
in multiple countries. However, it is impossi-
ble to definitively foresee what concrete policy

changes will result from these movements.

An eastward shift?

The center of gravity in global trade volumes
has been shifting East over the last two dec
ades, and the geographical epicentre of future
policy liberalization may follow. The relative
weight of developed Western economies versus
emerging markets as sources of trade growth
has changed. For example, flows among devel-
oped Western markets declined as a share of
total global trade from 57 in 1990 to 30 per-
cent in 2016, while flows among Asian, Mid-
dle Eastern-North African, and Latin Ameri-
can markets grew from 6 to 28 percent in the
same period.’ In light of this trend, as well as
the evolving policy environment, it is not clear
which global power—or powers—will take the

lead in driving further trade liberalization.

9 UN Comtrade
12

The United States has historically been a key
proponent of free trade—as an original signa-
tory of the General Agreement on Trade and
Tariffs (GATT), an influential member of the
WTO, and the driving force behind the North
American Free Trade Agreement (NAFTA).
However, in the last year the US has withdrawn
from talks on the Trans-Pacific Partnership
(TPP) agreement, and a potential US exit from
NAFTA has been put on the table. At the same
time, China may be moving to the vanguard
of globalization. China has expanded its role
in shaping the rules of global exchange, driv-
ing ambitious initiatives including the Regional
Comprehensive Economic Partnership (RCEP)
agreement as well as the One Belt, One Road
(OBOR) initiative. These actions could estab-
lish the East as the new hub of global economic

cooperation.

To what extent does this potential transition
matter, in terms of concrete impact on global
or regional economic outcomes? Would a shift
from East-driven globalization to West-driven
globalization have significant implications for
global or regional GDP, trade levels, or other
indicators, or does the notion of East-led vs.

West-led globalization set up a false dichotomy?



Four policy scenarios

To gain visibility on what is at stake in the uncer-
tainties surrounding future trade cooperation,
this paper analyzes a series of stylized policy
scenarios modeling four alternate visions of
the future of trade policy liberalization. They
include: a baseline scenario, in which no trade
liberalization measures are implemented; a
scenario in which an “East” bloc leads future
trade liberalization; a scenario in which a
“West” bloc leads, and a “multipolar” scenario
in which both East and West drive aggressive

intraregional liberalization.

For the purposes of scenario development,
four groups of countries have been defined:
“West” includes potential TPP and TTIP sig-
natory countries;'® “East” includes potential
RCEP signatories as well as the rest of Asia-Pa-
cific" “both” includes potential signatories to
TPP and/or TTIP as well as RCEP;"* and “nei-
ther” includes regions uninvolved in East-led

or West-led trade agreements.”

Scenario 1: baseline

No regional group implements major new trade
cooperation agreements. Global trade grows
at a multiplier of 1.0 relative to GDP, which we
(conservatively) assume grows at a CAGR of 2.8

percent from 2016 to 2026 in real terms.

Scenario 2: East-led

East-centric free trade policies are imple-
mented from 2020 to 2023. The West does
not implement major new intraregional trade
agreements.

Eastern intraregional tariffs are reduced by
90 percent of current levels, and actionable
non-tariff barriers (NTBs) by 33%, each over
three years. Western and other intraregional

trade barriers remain unchanged.

Scenario 3: West-led

West-centric free trade policies are imple-
mented from 2020 to 2023. The East does
not implement major new intraregional trade
agreements.

Western intraregional tariffs are reduced by
90 percent of current levels, and actionable
NTBs by 33 percent, over three years. Eastern
and other intraregional trade barriers remain

unchanged.

Scenario 4: multipolar

East- and West-centric free trade policies are
implemented from 2020 to 2023.

Both Eastern and Western intraregional tariffs
are reduced by 90 percent of current levels,
and actionable NTBs by 33 percent, over three
years. Intraregional trade barriers in other

regions remain unchanged.

10 “West” includes Canada, France, Germany, Italy, Mexico, Spain, UK, US, and other aggregated regions in Europe. Subgroupings are based on existing GTAP

segmentation structure

11 “East” includes China, India, Indonesia, and other aggregated regions in Asia. Subgroupings are based on existing GTAP segmentation structure

12 “Both” includes Australia, Japan, New Zealand, and Turkey

13 “Neither” includes Latin America (including Chile and Peru—potential TTP signatories—due to limitations of GTAP country segmentation), the Caribbean, Russia,
other Eastern European countries, other Central Asia countries, the Middle East and North Africa (not Turkey), and all of sub-Saharan Africa

13



4 SCENARIOS ON FUTURE INTRA-REGIONAL TRADE INTEGRATION

— YES West-led
West bloc
liberalizes —
internally?
— NO Baseline
NO

Multipolar

East-led

YES

L East bloc liberalizes internally? |

We modeled the outcomes of these scenar-
ios using a recursive, dynamic version of the
Global Trade Analysis Project (GTAP) com-
putable general equilibrium (CGE) model and
data base."

Key findings

In terms of aggregate global growth outcomes,
“more liberalization is better,” but the question
of “who leads” has little impact.

At the level of global GDP, there is little out-
come variation across the scenarios. The world
is best-off in terms of GDP in the Multipolar sce-

nario (which entails the highest overall degree
of liberalization), albeit only by a margin of 1.6
percent relative to the baseline GDP outcome.
Meanwhile, the East-led and West-led scenar-
ios have nearly identical GDP impact, generat-
ing 0.7 and 0.8 percent improvements in global
GDP relative to the baseline, respectively.

The variation in outcomes on total global
exports is also relatively modest. The Multipo-
lar scenario leads to a 6.2% higher outcome on
total global trade relative to the baseline, while
the East- and West-led scenarios again gener-

ate slightly lower, and very similar improve-

14 The model adapted for this study is a multiregion, multisector global model used for global-scale assessment of international trade policies, as well as other economic

policies and shocks.

14



ments—2.9 and 2.8 percent respectively.

The scenarios we modeled relied on many
simplifying assumptions, and do not capture
the full range of variables that could poten-
tially be affected depending on how trade
policy evolves, and the roles various countries
and regions play in shaping future liberaliza-

tion. However, as preliminary insights, these

2026 GLOBAL GDP
2011 USD trillions

@& & G

100.0 100.7 100.8 101.6

Baseline East-Led West-Led Multipolar

SOURCE: McKinsey Global Trade Flows Model, GTAP, Oxford Economics

Baseline East-Led West-Led

findings support the broad perspective that
“more liberalization is better”, while suggesting
the politically-charged question of “who leads”
may not have significant concrete impact-at
least in terms of aggregate outcomes in global
GDP growth and trade.

» Increase over baseline

2026 GLOBAL EXPORTS
2011 USD trillions

- 3 R S
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27.8 27.8
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At a regional level, GDP growth, consump-
tion, and trade outcomes will vary by scenario,
with the East group standing to gain (or lose)

slightly more than the West.

All regions are best off when driving intrare-
gional trade liberalization, particularly when
the other regions do nothing. The East and
West regions are each best-off, in terms of
GDP and consumption, in the scenario where
they drive intraregional liberalization while
the other does nothing—and worst-off in the
scenario when the other region leads. For the
East, GDP and private consumption are both
~3 percent higher in the East-led vs. the base-
line scenario. Outcomes for the West are a
mirror image: GDP and consumption are both
~3 percent higher in the West-led vs. the base-
line scenario. The both group is, unsurprisingly,
best-off in the multipolar scenario and worst-
off in the baseline scenario (where no liberali-
zation is taking place), with ~2 percent higher
GDP and ~5 percent higher consumption
compared with the baseline. Neither, on the
other hand, is best-off in the baseline scenario,
and worst off in the Multipolar scenario, with
baseline providing ~3 percent higher GDP and

consumption than multipolar.

However, while both East and West benefit
most from leading liberalization on a unipo-
lar basis, the East has slightly more at stake
than the West-suggesting the East faces even
stronger economic incentives to push liberali-

zation. The downside risk implied by a scenario

16
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SOURCE: McKinsey Global Trade Flows Model, GTAP, Oxford Economics

in which the other region leads is higher for
the East than for the West. For the East, GDP
and consumption are 3.4 percent lower in the
West-led vs. the East-led scenario, while the
West loses 2.9 percent of GDP and consump-

tion in the East-led vs. the West-led scenario.

For both East and West, the preferred strat-
egy in this scenario context should be to lead
intraregional liberalization, regardless of what
others are doing—despite the fact that liberal-
izing internally tends to hurt a region’s extra-
regional trade balance.

As illustrated above, all regions are worst-off

when they do nothing while other regions are



REGION-LEVEL PRIVATE CONSUMPTION

IN 2026 ACROSS 4 SCENARIOS
2011 USD trillions
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liberalizing. The negative outcomes are the
result of falling interregional trade. For exam-
ple, if the West does nothing while the East
liberalizes (East-led scenario) Western intrare-
gional trade essentially stays at the same level
as in the baseline scenario—as does the West’s
trade with the neither group. However, the
East and both groups import significantly less
from the West in this scenario compared with
the baseline scenario, even as total East trade
with the world-and world trade overall-are
both growing. Similarly, the neither group
experiences reduced trade with the East and

both groups.

The same fundamental dynamics apply in a
West-led scenario—trade among the East and
neither groups holds steady compared with
baseline outcomes, but trade between the East
and neither groups on one hand, and the West

and both groups on the other, declines.

EAST-LED SCENARIO

2026 Percent change in the value of trade
flows from baseline, percent

l._l Regions implementing FTA

Importing region

Grand
East Both West Neither total
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SOURCE: McKinsey Global Trade Flows Model, GTAP, Oxford Economics

In a multipolar scenario, intraregional trade
among all groups increases (with the sole
exception of both-both trade), while interre-
gional trade among East, West, and neither

groups declines.
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WEST-LED SCENARIO

2026 Percent change in the value of trade
flows from baseline, percent

l._l Regions implementing FTA

Importing region

Grand
East Both West Neither total
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This decoupling effect in interregional trade,
under conditions where one or more regions
liberalized internally, gives rise to a consistent
incentive for both East and West to drive intrar-
egional liberalization, independent of the other

region’s behaviour.

This incentive applies in spite of the fact that
leading intraregional liberalization tends to
have a negative effect on trade balances.
Across the board, the regions achieve their
strongest trade balances in their worst-off
GDP and consumption scenarios, and weak-
est trade balances in their best-off scenarios

on these indicators. The East’s trade balance

18

MULTIPOLAR SCENARIO

2026 Percent change in the value of trade
flows from baseline, percent
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in either an East-led or a multipolar scenario
is USD 1.1 trillion (3.4 percent of GDP), com-
pared with a more favourable outcome of USD
1.2 trillion (3.7 percent of GDP) in the Baseline
scenario, and a maximum outcome of $1.4
trillion (4.5 percent of GDP) in a West-led sce-
nario. The trade-offs are directionally similar
for the West, as well as the both group (which
reaches its most favourable trade balance in
the baseline scenario). Conversely, the neither
group achieves its strongest possible trade bal-
ance in the multipolar scenario, and its least

favorable balance in the baseline scenario.



EAST REGION - INTRA/EXTRAREGIONAL TRADE Regional trade balance

as a percent of GDP

2011 USD trillions ° Regional trade balance
Fr= g -7 1 | S |
D @ @ @
12 T @ ! O . @ :
| 1 | |
Extraregional o1 7.9 g——— o0 1 o1 7.6 Lo 89 |
\ sz [ a2 | ' 1 s0 [ 39 [
5.4 : 47 53 d 3.9
|ntraregiona| \ 1 1 - 1 1
. . . y I
Exports  Imports I Exports Imports | Exports  Imports I Exports Imports |
|
Baseline | East-Led : West-Led : Multipolar :

WEST REGION —INTRA/EXTRAREGIONAL TRADE

2011 USD trillions
(09 D
D D

|
|
|
12.9 13.2 12.8 12.9 |1
|
|
|

excaregondl

|

|

|

: |

b : . |
|

|

|

|

|

Exports  Imports Exports  Imports Exports  Imports Exports  Imports

Baseline East-Led West-Led Multipolar

BOTH REGIONS —INTRA/EXTRAREGIONAL TRADE

2011 USD trillions [ - - - - - - -

Extraregional

Intraregional \

Exports  Imports 1 Exports  Imports Exports  Imports Exports  Imports
Baseline | East-Led West-Led Multipolar
e e e |

NEITHER REGION - INTRA/EXTRAREGIONAL TRADE

2011 USDtrilions g, D D D

43 4.1 4.0
35 35 35 35 >

Extraregional

Intraregional \

Exports  Imports Exports  Imports Exports  Imports Exports  Imports

Baseline East-Led West-Led Multipolar

SOURCE: McKinsey Global Trade Flows Model, GTAP, Oxford Economics



These outcomes reflect that optimizing for
trade balance would lead to suboptimal out-
comes on GDP and private consumption, sug-
gesting that a trade-balance-oriented approach
to formulating trade policy could reduce the
average standard of living for regional house-
holds.

Although based on simple, stylized scenarios,
the findings outlined above highlight a number
of nuances often missing from political rhet-
oric on who will lead future globalization. All
groups benefit from driving intraregional trade
liberalization, and benefit the most when they
lead FTA activity on a unipolar basis, although
the size of the prize (and conversely, the down-
side risk) differs across groups. The economic
incentives to drive intragroup trade cooper-
ation apply despite negative implications for
extraregional trade balances. With respect to
both GDP and consumption, it is in the best
interests of each group to liberalize, and this
incentive only increases when the other group
liberalizes. Thus, a rational observer would
expect the multipolar scenario to be the most
likely outcome result, as this scenario reflects
the Nash equilibrium. In reality, governments
weigh a variety of considerations in making
trade policy decisions, including political and
social factors as well as economic impact.
However, taken alone, the economic incentives
outlined above would predict a trend toward
more liberalization.
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The uncertainties and trends—both techno-
logical and political in nature—outlined in the
preceding sections pose a range of new ques-
tions and challenges for both policymakers
and firms. In the final section of this paper,
we present an initial perspective on the prior-
ities governments will need to focus on in this
evolving context, and the levers available to
address risks and negative externalities as well

as emerging opportunities.






NAVIGATING AN EVOLVING CONTEXT

In the context of uncertainties on the future
scale, composition, and geographical organ-
ization of trade growth, policymakers must
strengthen their toolkits to shape both the
future trajectory of trade and its impact
on local economies. The complex, evolving
dynamics of global trade, and their effects on
local economies, require tailored strategies
that take account of diverging regional and
country contexts. We have developed several
preliminary cross-cutting recommendations
for policymakers, which relate to three cate-
gories of government levers: 1) measures to
mitigate the short- to medium-term downside
risks related to trade liberalization, 2) strate-
gies to shape longer-term economic transfor-
mations to take advantage of opportunities
linked to trade, and 3) proactive approaches

to driving future trade cooperation.

Priority areas for government
action

1. Given the potential disruptions and socio-
economic externalities posed by the uncer-
tain outlook on trade, governments will need
to include adjustment mitigation measures in
their approaches to navigating the future of
trade.

Governments across multiple regions and
a broad spectrum of economic profiles are

likely to face some externalities from trade

and related structural economic adjustments,
e.g., job losses linked to decelerating growth in
goods trade and the reorganization of global
value chains. As reflected in recent global
political events such as the Brexit referendum,
governments cannot afford to ignore the eco-
nomic disruptions associated with globaliza-
tion and related technological trends outlined
above. When facing these disruptions, coun-
tries can consider implementing a range of
trade adjustment mitigation policies, includ-
ing both passive (e.g., unemployment benefits)
and active (e.g., job placement support) meas-
ures. However, the best practices in designing
these measures are still being defined. While
some preliminary insights have been synthe-
sized, e.g., in a recent joint publication by the
IMF, World Bank, and WTO,”* policymakers
around the world will need to experiment
with various approaches and interventions,
and develop evidence-based learning around

what works.

At a high level, some categories of measures—
such as improving the access, affordability, and
quality of healthcare services for all population
segments, including the un- and under-em-
ployed as well as those working in insecure or
informal sectors—are important priorities for
all countries (though the specific interventions
needed will vary). Yet other categories of sup-
port may be more relevant in some regions
and countries than in others. In the UK, USA

15 IMF, World Bank, and WTO, 2017. “Making Trade an Engine of Growth for All: The Case for Trade and for Policies to Facilitate Adjustment.” Accessed from: https://

www.wto.org/english/news_e/news17_e/wto_imf_report_07042017.pdf
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and other advanced economies in which auto-
mation and the fragmentation of global value
chains have led to job losses in key sectors, top
priority interventions may focus on “softening
the blow” for displaced skilled workers and ena-
bling them to find employment in new sectors.
Along these lines, many Western countries are
experimenting with new short-term retraining
programs, job counseling and placement pro-
grams, wage subsidies, and/or reemployment
bonuses. Middle income countries may have a
greater need to focus on incentivizing or man-
dating household savings, and introducing
national unemployment insurance schemes.
In contrast, low income economies will likely
need to first focus on developing the basic
fabric of a social safety net, including pilot-
ing food access programs, social housing, and
rural service provision models. Governments
from diverse global contexts can contribute
to defining regional or economic profile-based

policy agendas in this sphere.

To develop the required insights, countries
will need to implement rigorous data collec
tion and evaluation. Adjustment mitigation
measures often involve complex trade-offs
and potential negative externalities, and can
thus have unpredictable results in practice. As
an illustrative example, some countries make
unemployment benefits contingent on par-
ticipation in programs—in theory, this stipula-
tion reduces the risk that recipients of benefits
become “rent seekers,” failing to prepare for

and seek out new employment opportunities.

However, the policy also risks hindering highly
motivated participants from finding more
suitable or desirable opportunities through
independent skill development and job
searching. Advancing our knowledge on the
best approaches to mitigation thus requires
piloting a range of programs, and closely track-
ing the outcomes. When experimenting with
these policies, governments should proactively
analyze potential risks and trade-offs, design
and implement rigorous data collection pro-
cesses, evaluate policy outcomes and external-
ities on an ongoing basis, and codify and share

relevant learning.

2. In parallel with these measures, countries
should also develop tailored long-term strat-
egies to adapt to the changing landscape of
opportunities and challenges driven by trends
such as growth in tradable services, and the
digital revolution, and emergence of new digi-

tal trade platforms.

Identifying sustainable sources of competi-
tiveness in a rapidly changing environment,
and investing in key enablers for these activ-
ities and/or sectors (e.g, modernizing infra-
structure) should be perennial priorities for
governments everywhere. In a trade context
characterized by rising trade in services, for
example, emerging economies will need to
explore pathways beyond a purely manufac
turing-for-export growth model, finding and
capitalizing on complementary opportunities

in services.
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In addition to more traditional economic devel-
opment strategies and plans, governments are
increasingly developing strategies to drive nar-
rower priorities such as R&D, innovation, dig-
itization, and/or adoption of specific technol-
ogies at the level of the national economy. For
example, the United Arab Emirates (UAE) has
published a UAE National Innovation Strategy,
a UAE Artificial Intelligence Strategy, and a
UAE “Future Strategy” with specific priorities
identified to enhance the country’s competi-
tiveness and the technological sophistication
of local industry. Due to private sector trans-
formation, governments will also need to crit-
ically examine national education system and
develop strategies to transform approaches,
focus areas, and outcomes across all levels of

education.

As with mitigation measures, national strategies
must be customized to regional and national
contexts. While a national Artificial Intelligence
Strategy such as the UAE's can make sense for
relatively developed and technologically sophis-
ticated governments and economies, most less
developed countries are likely to achieve more
impact through prioritizing development of
national infrastructure development strategies,
primary education transformation strategies,
and other fundamental enablers. Meanwhile,
expanding digital access and literacy could
be particularly critical for countries with rela-
tively small or uncompetitive industrial sectors,
including both higher- and lower-income econ-

omies. By increasing the use of digital platforms
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and expanding e-commerce, these governments
could complement standard growth promotion
in traditional manufacturing, and enable a new

generation of entrepreneurs and SMEs.

In addition to national-level strategies, poli-
cymakers can also explore new approaches to
shaping the economic and social development
of specific regions and cities, some of which
have been particularly profoundly affected by
trade liberalization and technological change.
In advanced economies, the “local flavor” of
these strategies may include a focus on eco-
nomic revitalization of declining industrial
cities and regions—for example, Buffalo, New
York was able to transform its economic per-
formance through a revitalization strategy that
incorporated levers to boost the youth popu-
lation of the city and attract entrepreneurs. In
contrast, less-developed economies may focus
instead on driving economic inclusion of rural
areas, e.g., through mobile payments/finance
and expanding ICT access and other infra-

structure and services.

Similarly, refreshing urban planning and devel-
opment strategies (as well as subnational regu-
latory environments) may also be necessary to
adapt to changing local industrial structures.
For example, booming tech cities like San Fran-
cisco may need to rethink transport infrastruc
ture and relaxing restrictions on housing devel-
opment to mitigate spikes in real-estate prices.
In all contexts, however, such approaches

should focus on enabling to resilient, growing



industries where the location in question has
potential to be truly competitive. Developing
effective, procompetitive economic strate-
gies will require extensive communication and
joint problem-solving between policymak-
ers, private sector firms and institutions, and
social sector leaders to ensure policy and pub-
lic investment priorities are oriented toward
the top challenges constraining private sector

growth and affecting the well-being of citizens.

3. Finally, in the context of the evolving trade
policy climate, many countries should consider
taking a more proactive and strategic approach
to trade cooperation than in the past.

Moving beyond reactive postures, which entail
depending largely on leading global and regional
powers to set trade policy agendas, policymak-
ers in all countries need to develop independent
perspectives on their objectives and approaches
in boosting trade. Governments should identify,
target, and drive opportunities to deepen coop-
eration at both multilateral and bilateral levels.
Developing a national trade development strat-
egy and plan, with clear objectives and cooper-
ation agendas with key regional and global part-
ners, can be a useful first step to define a vision
and align efforts among diverse relevant stake-
holders. As in the case of economic develop-
ment strategies, this type of effort requires close
partnership between public, private, and social
sector stakeholders.

Governments should also endeavor to lead

popular discourse away from simplistic “pro- vs.

anti-globalization” debates on trade, toward a
more nuanced outlook and a “portfolio mind-
set” when it comes to trade agreements. In
contexts where trade liberalization is a politi-
cally charged issue (at the level of popular con-
stituencies and/or vested business interests),
there may be short-term political gains associ-
ated with taking clear pro- or anti- stances on
trade liberalization. However, delivering long-
term economic and social welfare depends on a
carefully considered, and contextually sensitive
approach to trade cooperation, rooted in a fact-
based understanding of the potential benefits,
trade-offs, and risks linked to specific coopera-
tion arenas and partners.

For some governments, this proactive policy
approach will require developing or deepening
capacity and capabilities in economic mod-
eling and analysis, as well as diplomacy and
negotiation skills. Taking a proactive stance in
the arena of trade cooperation requires strong
intelligence on domestic and international eco-
nomic dynamics, evolving trends, and promis-
ing opportunities for cooperation, as well as
the diplomatic talent to act on these insights.
Governments should focus on ensuring the
required talent and institutional infrastruc
ture is in place, as well as pushing the envelope
to generate new insights, e.g, through lever-
aging emerging analytics approaches such as
machine learning and predictive modeling.
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Required enablers

A common theme cutting across these three
areas is the need to develop more rigorous
fact bases, analytical capabilities, and policy-
making processes—a need which applies to all
regions and countries, and at a global level.
Driving progress on this core priority requires
(a) improving government data collection and
analysis capabilities and capacity, (b) developing
new approaches to leveraging existing big data
sources, and (c) reforming legislative and regu-
latory processes to strengthen evidence-based
policymaking. There are a wide range of poten-
tial approaches to pursuing these goals. Some
governments may have existing agencies that
could be logical “owners” of this drive, others
may need to develop new functions, institu-
tions, and/or governance structures and pro-
cesses, while still others may choose to work
with external partners to provide analytical
and strategic support.

One potential (and highly adaptable) approach
is to embed “Decision Support Centers” in
key government entities—centers of excel-
lence providing data and analytical support
to decision-makers. These can be created in
institutions with a macroeconomic scope and
mandate, such as Ministries of Trade and/or
Economic Planning, or in narrower institutions
such as sector-level or subnational agencies.
The model-illustrated by examples such as
Singapore’s Center for Strategic Futures, and

Data Studios being piloted in multiple GCC
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government contexts—involves setting up a
multidisciplinary team to define key use cases
and analytical approaches to support evi-
dence-based policy making. In relatively data-
rich, high-capability government contexts, this
could mean a team of data scientists, advanced
analytics experts, and data visualization experts,
and “translators” or communication experts
working together to develop insights from big
data analytics, and help policymakers digest
and embed the lessons learned from policy
decisions. In less mature institutional environ-
ments, a similar concept can be implemented
with a more basic capability profile, focusing on
strengthening transparency on and responsive-
ness to traditional macroeconomic, social, and

policy analysis.

In addition, many governments could bene-
fit from setting up institutional platforms for
ongoing dialogue and cooperation between
private and public sector stakeholders. While
there is no single correct model for this collab-
oration, setting up advisory councils to minis-
tries or committees responsible for economic
and/or trade strategy development could be
an option in some contexts. In others, a multi-
sector task force might be formed to drive the
effort. Examples such as Canada’s private-sec
tor-led Advisory Council on Economic Growth,
the publicprivate organization Fundacién
Chile, the multisector New South Wales (Aus-
tralia) Innovation and Productivity Council,
and/or the Itasca Project could serve as high-

level models for these partnerships.



Global trade flows are reaching historically
high volumes, and are a long way from signif-
icant decline. Nevertheless, low commod-
ity prices have caused values to wobble, the
trade multiplier has weakened significantly,
and an anti-globalization backlash appears to
be reversing some of the progress made on
free trade. If countries and companies are to

* kX

overcome these challenges to foster continued
trade growth and capture the opportunities
that come along with it, they need to explore
new strategic models, levers, and partnerships,
and develop new capabilities to ensure policy
decisions are grounded in rigorous, data-based

analysis.

27



28

AUTHORS

Yassir Zouaoui

Partner

Email: Yassir_Zouaoui@mckinsey.com

Nadia Terfous

Partner

Email: Nadia_Terfous@mckinsey.com

Alan FitzGerald

Senior Research Manager

Email: Alan_FitzGerald@mckinsey.com

Tari Ellis

Practice Manager

Email: Tari_Ellis@mckinsey.com




Jeffrey Condon

Knowledge Specialist

Email: Jeffrey_Condon@mckinsey.com

Borko Handjiski

Engagement Manager

Email: Borko_Handjiski@mckinsey.com

Joana Carreiro

Senior Knowledge Analyst

Email: Joana_Carreiro@mckinsey.com









www.worldgovernmentsummit.org




