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FOREWORD BY TASK FORCE CHAIR
PAOLO ROCCA

Investment and trade are fundamental engines for job
creation, poverty reduction, and ultimately for achieving
sustainable development goals.

The multilateral rules-based trading system has played
an essential role in providing a credible framework for
international investment and for the development of
global value chains, contributing to fuel an
unprecedented global economic growth and inclusion

over recent decades.

However, world trade has changed dramatically since the WTO creation in 1995 after

the Uruguay Round. The global scenario is radically different from the post war world
that led to the original GATT negotiations. The emerging economic relevance of
state owned enterprises, by substantial cross-border investments as well as by
participation in global trade is having an unexpected and significant competitive
impact, particularly when distorting subsidies are present.

At the same time, the digital economy is boosting innovation in products and
services, fostering the inclusion of micro, small and medium enterprises, and bringing
along an enhanced focus on data. New technologies, along with responsible
transformations towards more clean and circular economies are driving business
leaders to rethink the way they conduct business at an accelerated pace.

Multilateralism, as a source of institutional predictability through international
cooperation, is a fundamental enabler for entrepreneurship and investment. It is the
way to move forward in order to bridge all social gaps, providing broad-based
opportunities for all.

However, to retain much needed consensus and remain relevant, the multilateral
trading system needs to evolve addressing distortions that have emerged within this
new economic landscape. It needs to face all current issues to capture the
enormously positive scenario ahead of us.

Our mission in this endeavor is to identify the most relevant challenges to the global
trading system, to provide concrete recommendations about rules that need to be
either adjusted or developed, as well as necessary efficiency or functionality
improvements that need to be considered.

We are convinced that G20 leaders are facing a unique opportunity to reshape the
multilateral trading system and lead the way into a new era of sustainable
globalization.

Sincerely,

At

Paolo Rocca
Chair of the B20-Taskforce on Trade & Investment
Techint Group CEO
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EXECUTIVE SUMMARY

The B20 community continues to believe that a rules-based multilateral system,
ensuring open trade with a level playing field, is crucial for inclusive development and
economic growth. To ensure continuity and improvement of the multilateral trade
system as an enabler of inclusive and sustainable globalization, a comprehensive
approach needs to be undertaken.

An ambitious and positive agenda for the 21 century, which includes the
development of new rules and institutional adaptation, is therefore urgently
required to avoid unilateral approaches and ensure governability. In terms of the
Trade Agenda, members of the B20 Trade & Investment Task Force have identified
three top priorities where joint action from leaders is required:

1. Addressing state-related competitive distortions, by initiating negotiations
on transparent new rules that would ensure that no party is granted access to any
non-commercially available benefit exclusively based on its ownership. These rules
would therefore particularly address market-distorting industrial subsidies and
consequently trade distorting actions by state-owned enterprises, which the
Charlevoix G7 Summit Communigue has recently pointed at.

2. Adapting rules to the digital age in order to provide regulatory coherence
and identify regulatory gaps that need to be addressed to facilitate an open, inclusive
and transparent digital trade with strong data protection and data privacy
regulations.

3. Ensuring further inclusion of Micro, Small and Medium Enterprises (MSMEs)
in international trade by improving access to finance, simplifying regulatory
environments, tackling non-tariff barriers that impede the fragmentation of global
value chains and refraining from introducing new distortive measures that prevent
inclusion. The B20 would welcome further concrete joint public-private work in the
arena of technical barriers to trade and phytosanitary measures to ensure
transparency and full adherence to international standards and scientific evidence in
the case of Sanitary and Phytosanitary (SPS) measures.

In terms of the Investment Agenda: the B20 highlights the importance of proactive
involvement in investment facilitation negotiations aimed at reaching a predictable,
transparent, non-discriminatory investment framework while fully ensuring
protection of intellectual property rights. In pursuing these objectives, there is also
an opportunity for leaders to reach a clear, shared vision regarding investment
screening mechanisms.

The World Trade Organization (WTO), due to its determinant role in international
trade, is usually referred to as the guardian of the multilateral trade system. The B20
members concluded that reform and structural functional improvements of the
WTO need to be put into place to regain momentum.

Several institutional reforms such as having a structured business advisory
committee, addressing governance methods that would promote advancement (i.e.
by considering alternative decision-making methods), as well as enhancing
compliance (i.e. by strengthening the notification system), would bring substantial
benefits. Finally, the B20 also strongly believes leaders should urgently get the
Appellate Body vacant posts filled and work towards reforms that would foster
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effectiveness and a shortened timeframe for dispute resolutions.

It is utmost importance that G20 countries, who lead by example, strongly support
adaptation to new economic realities and take positive actions to reshape the
global trading system.
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KEY POLICY RECOMMENDATIONS AND ACTION PLAN

TOPIC 1: AGENDA FOR THE FUTURE OF THE MULTILATERAL TRADE
SYSTEM

l. ADDRESSING STATE-RELATED COMPETITIVE DISTORTIONS

RECOMMENDATION 1: G20 countries should prioritize establishing measures
that ensure that state-owned enterprises do not have privileged access to
non-commercial assistance in order to allow for a level playing field for
investment and trade.

Policy Action 1.1: Recognize the principle of competitive neutrality to address
distorting behavior by state-owned enterprises.

Policy Action 1.2: Foster a plurilateral agreement on government-driven competitive
distortions.

Policy Action 1.3: Promote the extensive application of domestic/regional policies
ensuring non-discriminatory behavior from SOEs.

Il. DESIGNING NEW RULES FOR DIGITAL TRADE AND E-COMMERCE
RECOMMENDATION 2: G20 leaders should agree on a plurilateral approach

to harmonize data flow regulatory frameworks and standards in order to
unleash the benefits of digital trade.

Policy Action 2.1: Address restrictions on free data flow and localization
requirements.

Policy Action 2.2: Data privacy standards should be properly defined and enforced
with a focus on alignment across national policies to the greatest extent practicable.

Policy Action 2.3: Seek international cooperation frameworks and exchange of
information to enhance cyber security protection.

Policy Action 2.4: Support the timely achievement of a plurilateral trade agreement
on e-commerce under the umbrella of the WTO.

1l. GLOBAL VALUE CHAINS DEVELOPMENT AND SMALL AND MEDIUM
ENTERPRISES INCLUSION

RECOMMENDATION 3: Address increasing non-tariff barriers to trade that
restrain value chain fragmentation and promote SMEs inclusion in global
value chains.

Policy Action 3.1: Refrain from increasing trade distorting measures that end up
affecting inclusiveness.

Policy Action 3.2: Further the WTO s work in the arena of technical barriers to trade
(TBT) and sanitary and phytosanitary measures (SPMs) regarding: best practices,
timely notification and due follow-up, particularly in the agribusiness sector.

Policy Action 3.3: Enable SME inclusion by facilitating international trade, trade
defense and access to dispute settlement mechanisms.

TOPIC 2: MULTILATERAL INVESTMENT POLICY
-5-
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RECOMMENDATION 4: G20 should foster a multilateral investment policy
coordination that would improve transparency and predictability, allowing
for a significant increase in Foreign Direct Investment (FDI) flows.

Policy Action 4.1: Accelerate the multilateral framework initiative on investment
facilitation and encourage all G20 member countries to contribute.

Policy Action 4.2: Reach a clear and shared vision on investment screening.
TOPIC 3: IMPROVING THE WTO MULTILATERAL TRADE SYSTEM

RECOMMENDATION 5: Governments should discuss structural functional
improvements of the WTO, particularly in the field of reaching new
agreements and on the enhancement of the dispute settlement system.

Policy Action 5.1: Promote a structured contact between the WTO and the business
community.

Policy Action 5.2: Strengthen the notification system.
Policy Action 5.3: Consider alternative decision-making schemes.

Policy Action 5.4: Improve the dispute settlement system, avoiding deadlocks.



B20 Argentina 2018 Trade and Investment Policy Paper

TOPIC 1: AGENDA FOR THE FUTURE OF THE MULTILATERAL TRADE
SYSTEM

A strong legal and institutional framework to sustain international trade and
investment and effective transparency mechanisms that ensure inclusive and fair
trade are fundamental pillars of economic growth.

While the 20" century trade was characterized by goods made in one nation being
sold in another nation, 215t century trade is much more complex, characterized by
multi- directional and mostly regional flows of people, goods, services, capital, and
data.

Governments, multilateral organizations and the business community need to agree
on a comprehensive approach to define an ambitious agenda for a sustainable and
fair trade and investment system aligned with the 215t century.

To adjust to these changes, World Trade Organization (WTO) members need to
constructively engage in several arenas. Current rules need either further
development or major updates and modernization. This process has to consider
digital age challenges and also acknowledge how the role of the state and state-
owned companies has evolved since current rules were negotiated, as well as the
impact of non-tariff barriers in inclusive growth and micro, small and medium
enterprises (MSMEs) participation in global trade.

Negotiations and agreements should ensure the possibility of subseguent
multilateralization. All sectoral and other plurilateral agreements should be
negotiated and implemented in a transparent manner and be open to all countries.

It is imperative that the G20 reaches agreement on the most required new initiatives
and pushes for a forward-looking trade policy agenda. The Business community of
the G20 desires to contribute with positive recommendations on several areas where
we believe there is a necessity to obtain positive results.

B20 acknowledges the underlying difficulties in reaching agreements in many of the
arenas suggested by these recommendations but does not believe a softer approach
necessarily provides a way forward. Even at this difficult juncture, there will be no
better time than now to start making constructive progress on unavoidable issues.

l. ADDRESSING STATE-RELATED COMPETITIVE DISTORTIONS
RATIONALE

Serious concerns about fairness, sustainability, reciprocity and even national security
have arisen, particularly in the field of trade and investment, resulting in an increased
number of trade measures with the potential of further restrictions being imposed as
counter-measures.

The growing impact of state-owned enterprises (SOEs) SOEs as well as their
objectives, motives and strategies has become the subject of a significant body of
research and debate and is at the core of recent developments.

The relevance of SOEs in the economic landscape

The relevance of SOEs in the international economic landscape cannot be
understated. According to the Organization for Economic Cooperation and
Development (OECD), “22 of the world’s 100 largest companies are effectively under
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state control”!

According to the United Nations Conference on Trade and Development (UNCTAD)
World Investment Report 20172, the number of government-owned, controlled or
closely related enterprises has grown steadily over the past decade. About 1,500
state-owned multinational enterprises (MNEs) -only 1.5 per cent of all MNEs- own
more than 86,000 foreign affiliates, representing close to 10percent of all foreign
affiliates. At the same time, the economic relevance of these multinational enterprises
is growing steadily, as they already represent almost 25 percent of the Fortune Global
500.

Furthermore, the ICTSD emphasized, “most of the economies with a particularly high
share of SOEs among their largest enterprises are important players in international
trade in goods and services. Moreover, those segments of the raw materials,
manufacturing, and services sectors that have the strongest SOEs presence account
for significant shares of world trade”.®

Defining the issue

According to the OECD, “governments may create an uneven playing field in markets
where state-owned enterprises (SOE) compete with private firms, as they have a
vested (direct or indirect) interest in ensuring that state-owned firms succeed. Often
this interest is not only driven by commercial considerations but is also due to non-
commercial priorities such as maintaining public service obligations, promoting
national champions through industrial policy, protecting fiscal revenue derived from
SOEs, correcting market failures and other politically sensitive issues such as
safeguarding the political influence of ministries and protecting public sector jobs.
Competitive neutrality occurs where no entity operating in an economic market is
subject to undue competitive advantages or disadvantages”.*

“.several possible sources of competitive distortions can arise because of
advantages some public-sector business has due to their government ownership”.®

SOES “are not necessarily expected to maximize profits and long-term value”®.
Conversely, “incentives at the national level might produce an anti-competitive effect
on the global marketplace to the detriment of the public interest of other countries”.’

These harmful effects on trading partners and competitors can be extremely
significant “especially considering SOEs operate in sectors with important upstream
and downstream roles in international supply chains”®

IOECD (2016), State-Owned Enterprises as Global Competitors: A Challenge or an Opportunity? OECD Publishing,
Paris, https:/doi.org/10.1787/9789264262096-en.

2 UNCTAD. (2017). World Investment Report 2017. Geneva: UNITED NATIONS PUBLICATION.

# Biau, Carole, Capobianco, Antonio, Chammas Mona, Christiansen, Hans, Gestrin, Michael, Kowalski, Przemyslaw and
Sara Sultan. Governments as competitors in the global marketplace: Options for ensuring a level playing field. E15In-
itiative. Geneva: International Centre for Trade and Sustainable Development (ICTSD) and World Economic Forum,
2016. www.el5initiative.org/

4 OECD (201), “Competitive neutrality and State-owned Enterprises: Challenges and policy options”, OECD Corpo-
rate Governance Working Papers, No.l, www.oecd.org/daf/corporateaffairs/wp

5 lbidem, p. 4.

60QECD (2016), State-Owned Enterprises as Global Competitors: A Challenge or an Opportunity? OECD Publishing,
Paris, https:/doi.org/10.1787/9789264262096-en.

7 lbidem, p. 27.

8 Biau, Carole, Capobianco, Antonio, Chammas Mona, Christiansen, Hans, Gestrin, Michael, Kowalski, Przemyslaw and
Sara Sultan. Governments as competitors in the global marketplace: Options for ensuring a level playing field. E15In-
itiative. Geneva: International Centre for Trade and Sustainable Development (ICTSD) and World Economic Forum,
2016. www.el5initiative.org/
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Specific sources of competitive distortions

SOES may enjoy privileges and immunities that are not available to their privately-
owned competitors.

Examples of preferential treatment with distortionary cross-border effects includes,
but are not limited to:

“1 preferential financing from SOEs, state banks or other (state-backed) financial
institutions; 2) privileged access to information; 3) outright subsidies/tax
concessions; 4) In-kind subsidies; 5) grants and other direct payments; 6) privileged
position in the domestic market; 7) explicit or implicit guarantees; 8) exemptions; 9)
preferential regulatory treatment; 10) preferential treatment in public procurement;
1) price support; 12) support in the form of commercial diplomacy”.®

Political discussion developments on state-related distortions

During the 2011 Organization for Economic Co-operation and Development
Ministerial Council Meeting, the chair remarked the urgent need to “develop
multidisciplinary guidelines for the treatment of state-owned and state-controlled
enterprises (...) whether they are owned by shareholders or states, all companies
should operate on a level playing field consistent with the principles of competitive
neutrality”.©

In its 2016 Guidelines for International Investment, the International Chamber of
Commerce (ICC) pointed out that few adequate and effective disciplines exist to deal
with those state-owned enterprises that can remain protected in their home markets
and abroad while receiving benefits, including political support from domestic
governments, thus weakening the fundamental workings of a market-based system.
The ICC also stated that “SOEs mode of operation undermines the fundamental
workings of a market-based system where individuals and companies engaged in
trade, investment, and finance compete freely, fairly, and on equal and non-
discriminatory terms and are mutually constrained by accepted rules to act
according to commercial considerations”."

The World Economic Forum (WEF) emphasized that the prospect of intellectual
property displacement by subsidized competition would discourage innovation and
investment. Tackling the issue of economic neutrality of state-owned or state-related
enterprises is therefore one of the ways to strengthen the WTO and ensure fairness
and sustainability.

The G7 Taormina Statement” strongly agreed on the “removal of all tradeZlistorting
practices including dumping, discriminatory non-tariff barriers, forced technology
transfers, subsidies and other support by governments and related institutions that
distort markets so as to foster a truly level playing field” (G7 Leaders: Final
Communique, 2017).

Stressing the urgency to address these challenges, the Charlevoix G7 Summit
Communigue expressed that “we call for the start of negotiations - this year - to
develop stronger, international rules on market-distorting industrial subsidies and
trade distorting actions by state-owned enterprises. We also call on all members of

2 Ibidem, p.5.

10 OECD (2012), Competitive Neutrality: Maintaining a Level Playing Field between Public and Private Business, OECD
Publishing, Paris, https:/doi.org/10.1787/9789264178953-en.

International Chamber of Commerce. (2016). ICC Guidelines for international investment. Paris: ICC.

2. G7 Leaders: Final Communique. (27 de 05 de 2017). Financial Market News. Obtained through https:/www.mar-
ketnews.com/content/2-final-communique-g7-leaders-summit-taormina-sicily-text
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the Global Forum on Steel Excess Capacity to fully and promptly implement its
recommendations. We stress the urgent need to avoid excess capacity in other
sectors such as aluminum and high technology”.®

WTO country-specific trade policy reviews also pointed at industries with “huge
overcapacity, such as iron and steel, aluminum, cement, plate glasses and vessels” as
a result of government intervention.'

In 2016, G20 leaders exceptionally mandated a specific sectoral approach through
the Global Forum on Steel Excess Capacity (GFSEC). In its last meeting, in 2017, the
GFSEC addressed all types of non-commercial assistance (including subsidies)
coming from different levels of government and/or government-backed institutions
reviewing them in a new light, reaching fundamental conclusions, and finding them
responsible for severe distortions that impede market operation.

Such distortive non-commercial assistance to state-owned enterprises was found to
include government assistance through any combination of:

i Grants or debt relief,

i Loans, loan guarantees or any form of financing on terms more favorable than
those that are commercially available to that enterprise.

i Equity capital infusion (including debt-for-equity swaps) that is inconsistent
with usual investment practices under market conditions.

i Assumptions of liabilities, administrative fees, and others, inconsistent with
market considerations.

i Goods and services on terms more favorable than those available to that
enterprise.

Discretionary policies, such as regulatory exemptions (i.e. exemptions from
competition laws), lower compliance costs, and others.

RECOMMENDATION 1: G20 COUNTRIES SHOULD PRIORITIZE MEASURES THAT
ENSURE THAT STATE-OWNED ENTERPRISES DO NOT HAVE PRIVILEGED ACCESS
TO NON-COMMERCIAL ASSISTANCE IN ORDER TO ALLOW FOR A LEVEL
PLAYING FIELD FOR INVESTMENT AND TRADE.

POLICY ACTIONS

1.1: Recognize the principle of competitive neutrality to address state-owned
enterprises distortive behavior.

1.2: Foster a plurilateral agreement on government-driven competitive
distortions.

1.3: Promote the extensive application of domestic/regional policies ensuring
non-discriminatory behavior from SOEs.

3 The Charlevoix G7 Summit Communigue | Sommet du G7 - G7 Summit. https./g7.gc.ca/en/official-docu-
ments/charlevoix-g7-summit-communique/

" Wto.org. (2016). World Trade Organization. [online] Available  at: https:/wwwwto.org/eng-
lish/tratop_e/tpr_e/s342 sum_e.pdf [Accessed 20 Jul. 2018].
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Policy action 1.1: Recognize the principle of competitive neutrality to address
state-owned enterprises distortive behavior.

Restoring trade to normal and fostering a level playing field should begin with a clear
consensus on a high-level principle indicating that no business entity should be
advantaged or disadvantaged solely because of its ownership.

One of the critical aspects of promoting competitive neutrality is transparency and
accountability. The SOEs Guidelines suggest an approach that requires ongoing
monitoring and enforcement to be effective. This is also related to the much-required
revision of notification compliance practices at the WTO.

Policy action 1.2: Foster a plurilateral agreement on government-driven
competitive distortions.

G20 leaders should actively engage in a plurilateral agreement on competitive
distortions in order to achieve the level playing field required to allow sustainable and
inclusive growth.

The agreement would require significant lessening, limitation and/or complete
elimination of policies that accord preferential treatment to SOEs, such as preferred
supplier status through market limitations among other means, access to subsidies,
diverse forms of low-cost financing, equity infusion inconsistent with market
conditions, debt relief, and special exemptions from regulatory enforcement.

Special attention should be paid to strict and substantial phasing out preferential
treatment to SOEs pertaining to sectors that have already shown severe adverse
effects such as steel, aluminum, chemicals, glass, cement, and others already
identified or otherwise timely defined.

Most importantly, such discriminatory practices should not be allowed under the
agreement in the future.

In order to achieve results, enforcement rules should be put in place, under which
non-fulfillment of obligations should lead to loss of benefits/rights.

We suggest it would be advisable to immediately create a working team to advise
G20 leaders on the specific technical alternatives.

Policy action 1.3: Promote the extensive application of domestic/regional policies
ensuring non-discriminatory behavior from SOEs.

As a complement to a plurilateral agreement to phase out government driven
competitive distortions and grant a level playing field in international trade, G20
leaders should promote regulatory consistency in competition regulations, at
national level as well as in Preferential Trade Agreements (PTAS).

Disciplines to ensure competitive neutrality already provided for at national level in
some G20 countries (see OECD competitive neutrality, national practices) PTAs
could be considered as benchmarks.

Furthermore, the OECD pointed at the operational form of government business,
cost identification, rate of return reguirements, public service obligations, tax
neutrality, debt neutrality, regulatory neutrality, and public procurement practices as
some of the points to consider. This recommended policy action is also required to
impede returning to severe crises such as excess capacity in several industries.

-1N-
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Il. DESIGNING NEW RULES FOR DIGITAL TRADE AND E-COMMERCE
RATIONALE

As the Internet and new technologies have been gaining more relevance in the
spheres of communications and information, they have also greatly affected the
world economy dynamics. This effect has not been limited to the traditional
producer-consumer transactions- it has also generated a new set of transaction
dynamics, particularly in relation to data and information transfer. All these changes
have contributed to the increasing development of digital trade.

Digital trade constitutes a key factor of today’s global economy development. The
positive impact of trade digitalization concerns the economy as a whole, fostering
employment, entrepreneurship, innovation and growth. The increasing percentage of
global population with access to the Internet facilitates the digitalization of trade and
could potentially benefit developing countries, as well as enterprises of all sizes.

Exhibit 1| Global Internet access rate 2005-2017

= Developed 8= Developing Wosld

Source: International Telecommunication Union (ITU), Key 2005-2017 ICT Data for the World, July 2017,
https:/www.itu.int/en/ITU-D/Statistics/Pages/stat/default.aspx

The potential of digital trade remains significant according to near-future
estimations. By 2020, cross-border “business-to-consumers (B2C) e-commerce
alone is expected to reach approximately $1 trillion per year (including physical
products, digital contents and services)”.. Business-to-business (B2B) e-commerce,
for which no reliable cross-border estimates are available, is much larger: according
to UNCTAD, global B2B e-commerce (domestic and cross-border) stood at $19.9
trillion in 2015 more than nine times the figure of global B2C e-commerce. Cross-

5 AliResearch - Accenture. (2016). Global Cross Border E-Commerce Market 2020. Washington DC: Ali Research.
' UNCTAD. (2016). New Initiative to Help Developing Countries Grasp $22 trillion E-Commerce Opportunity. Obtained
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border data flows grew by 50 percent annually from 2005 to 2014 and by 2025 they
could be worth $20 trillion. Already today, approximately 50 percent of all traded
services are enabled by information and communication technologies.

The Office of the United States Trade Representative highlighted the scope of what
we can expect from trade digitalization in the near future. In terms of data flows, by
2024, "an estimated 27 billion devices will be constantly generating data and sending
it across the room or across borders”.” As the manufacturing sector is the biggest
data generator of all, the data it generates at every link in the value chain and firms
is crucial to increase productivity and drive down costs.

In this sense, the importance of data flows as enablers of digital trade cannot be
overstated. Growth of data flows is only set to explode further, e.g. with the Internet
of Things, 3-D printing, Industry 4.0 and machine-to-machine communications. In
particular, intracompany and B2B data transfers are critical for these new commercial
applications. By 2025, cross-border data flows could be worth US$20tn, more than
the current global trade in goods according to Financial Times estimates.”® Even
today, approximately 50 percent of all traded services are enabled by information
and communication technologies.”

Despite the positive aspects of digital trade, there is a growing tendency towards
digital trade protectionism that needs to be tackled, mainly driven by concerns about
data protection and security issues. Governments that are addressing these issues
tend to use regulations to promote domestic interests in a discriminatory way,
creating unnecessary barriers for economic operators.?©

At least three categories of digital trade barriers have been identified and need to be
properly discussed:

|. Data localization barriers, including unnecessary requirements to store data
within a particular jurisdiction or locate computing facilities locally, as well as outright
bans on cross-border data flows.

[I. Technology barriers, including requirements to meet onerous and unnecessary
security standards and requirements to disclose encryption algorithms or another
proprietary source code.

[Il. Barriers affecting e-commerce, including barriers to digital products, issues
surrounding electronic authentication and signatures, ban of foreign owned e-
commerce platforms, inability to use certain types of credit and debit cards, and
other practices.

Given the nature of today’s globally interconnected economy, national policies that
increase data processing and storing costs have a severe economic impact as many
sectors of the economy rely on digitally supplied services and goods. In this sense,
there is a need to consider the potential indirect obstacles to free trade embedded
in those national digital strategies.

Manufacturing, agriculture and other export sectors are dependent on having access
to a broad range of services at competitive prices, such as logistics, retail distribution,

through http://unctad.org/en/pages/newsdetails.aspx?OriginalVersionID=1281

7 Office of the U.S. Trade Representative. (04 de 03 de 2017). Office of the U.S. Trade Representative. Obtained
through https://ustr.gov/about-us/policy-offices/press-office/fact-sheets/2017/march/key-barriers-digital-trade

8 Financial Times - Digital trade boom: how data are replacing physical goods (October 16, 2017)

9 UNCTAD, Information Economy Report (2017), 30, accessed February 28, 2017, http://unctad.org/en/Publication-
sLibrary/ier2017_en.pdf

20 Business Europe (2017). Business Europe’s views on Digital Trade. [online] Available at: https:;/www.busi-
nesseurope.eu/sites/buseur/files/media/position_papers/rex/2017-02-06_digital_trade.pdf [Accessed 20 Jul. 2018].
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finance or professional services, which in turn are heavily dependent on secure, cost-
efficient and real-time access to data across borders.

When data must be confined and stored within a country, it does not merely affect
social networks and email services, but potentially any business that uses the Internet
to produce, deliver, and receive payment for their work, or to pay salaries and taxes.
The idea that data should be stored only within one country falls apart as soon as
business representatives or citizens cross a border and find that they no longer have
continuous access to their data. At the same time, legitimate data protection
standards and access security with regards to personal data (i.e. the case of medical
records) should not be undermined.

Similarly, the inability to transfer data from one actor to the next (data portability) or
to process data for technical reasons, can have a severely negative impact on the
economic and social potential. A high degree of data portability also prevents lock-
in effects and stimulates competition and innovation in digital services.

National policies that restrict cross-border data flows may also have a security
impact. Big data and machine learning have the potential to drive improvements in
our understanding of cyber security threats as well as in innovative defensive
technologies and strategies. However, when data is confined to a local environment,
it cannot be aggregated and used to analyze the behavior or tools of malicious
actors. As a result, organizations that operate across borders may not be able to take
advantage of that scale to improve the security of their products and services and
on top of that, groups such as sectoral organizations, will be limited in leveraging
cross-border information sharing and in pursuing defense coordination.

Close G20 countries cooperation on these matters remain crucial to ensure as much
understanding, harmonization, relevancy and level of transparency as possible in the
context of their national digital transformation strategy.

RECOMMENDATION 2: G20 LEADERS SHOULD AGREE ON A PLURILATERAL AP-
PROACH TO HARMONIZE DATA FLOW REGULATORY FRAMEWORKS AND
STANDARDS IN ORDER TO UNLEASH THE BENEFITS OF DIGITAL TRADE.

POLICY ACTIONS

2.1: Address restrictions on free data flow and localization requirements.

2.2: Data privacy standards should be properly defined and enforced with a focus
on alignment across national policies to the greatest extent practicable.

2.3: Governments should seek international cooperation frameworks and
exchange of information to enhance cyber security protection.

Policy action 2.1: Address restrictions on free data flow and localization
requirements.

G20 leaders should agree on the principles of free cross-border data flow and avoid
unnecessary localization reguirements, taking a comprehensive perspective when
addressing data flow regulations as well-intended national policies can act as a
barrier to digital trade. Only a mutual recognition of privacy standards will enable a
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truly free and global flow of data. Therefore, security or privacy protections should
avoid fragmentation with other jurisdictions’ approaches.

Policy action 2.2: Data privacy standards should be properly defined and enforced
with a focus on alignment across national policies to the greatest extent
practicable.

Governments should develop modern privacy frameworks, strive for interoperability
and focus on developing incentives for responsible and accountable organizations
rather than on establishing blanket ex-ante prohibitions to the processing of
information and to global data flows.

Harmonization of data protection regimes according to agreed international
standards that enable information interoperability is crucial. Only international
standards and adequacy decisions will enable a truly free and global data flow. Given
the increasing number of data transactions in which individuals engage every day,
governments should promote more durable privacy systems and standards.

We note the new and proposed EU data protection policies for personal and non-
personal data. While mutual recognition of private standards should be a priority,
these policies could pave the way for the discussions of global rules.

Personal Data: EU new set of GDPR standards shift control of personal data to
customers. New rules require companies to obtain informed consent from users as
to how data will be repurposed or sold and give the right to opt out of consent
immediately, the right to be forgotten (or expunged from the Internet), the right to
transfer data to another organization, and the right to transparency regarding use of
their data and by whom.

Non-personal data: The European Commission proposed a regulation over free flow
of non-personal data (FFDR), in hopes to “reduce the number and range of data
localization restrictions, enhance legal certainty, facilitate cross-border availability of
data for regulatory control purposes, improve the conditions under which users can
switch data storage and/or processing service providers or port their data back to
their own IT systems, and enhance trust in and the security of cross-border data
storage and/or processing”.

Policy action 2.3: Governments should seek international cooperation frameworks
and exchange of information to enhance cyber security protection.

Cyber security maybe used by some governments as a protectionist barrier to digital
trade and free digital flows. In other instances, conflicting government cyber security
policies can serve as a barrier to digital trade. Governments must continue to
recognize the importance of aligning cyber security baseline frameworks across
sectors and geographies as an essential condition to avoid regulatory fragmentation.

G20 Leaders should agree on baseline principles to protect personally identifiable
information (PI), or sensitive personal information (SPI) such as customers financial
information. This agreement should be the result of private and public-sector
consensus that enables post coordination of G20 countries on more ambitious
cybersecurity policies, enhancing the cyber resilience and stability of the different
industries. Some examples of these successful approaches can be found in the United
States with the NIST framework or the ISO/IEC 27103 report that outline a framework
and international standards for cybersecurity risk management.

Moreover, an updated cyber-threat testing framework for significant market
participants and infrastructures should also be developed.
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Governments and companies may profit from existing online cyber security
knowledge by sharing platforms to leverage cyber risk initiatives and data. There are
a number of information sharing regimes such as the Threat Exchange and Cyber
Threat Alliance, the Trusted Automated Exchange of Indicator Information (TAXID)
and the Structured Threat Information Expression (STIX), that enable information
sharing for cybersecurity situational awareness, real-time network defense and
sophisticated threat analysis.

Policy Action 2.4: G20 governments should support the timely achievement of a
plurilateral trade agreement on e-commerce under the umbrella of the WTO.

68 WTO members responsible for 75 percent of global trade -including a vast
number of G20 countries- have launched an initiative on e-commerce under MCI11.

G20 members should define the scope of the e-commerce definition to include: 1)
digitally-enabled ordering of physical goods; 2) trade in digital goods (such as books,
movies, software, music, games); and 3) trade in digital services.

In connection with these three components, there is a need to develop new
commerce disciplines regarding digital goods and digital services. The latter in
particular should be addressed specifically due to its relevance as an enabler for
developing new generation jobs -a much important source of development and
inclusion. As for digitally-enabled trade in goods, traditional commerce disciplines
should be applied. E-commerce offers great opportunities to SMEs in developing
countries, but important challenges remain, particularly in the areas of infrastructure
and regulatory practices. The Trade Facilitation Agreement (TFA) has allowed a
sustained boost in the trade liberalization agenda. No matter how significant its
impact, the TFA extends only to the physical dimension of trade and does not adapt
well to the characteristics of the new economy. The new business models, together
with the new production structures reveal a new frontier for the facilitation of trade
in this regard.

Faced with these challenges, the B20 suggests following these guidelines:

-Improve the institutional ecosystem for the development of e-commerce.

. Update WTO rules to improve access of SMEs to the Internet and its services.

. Update and improve the regulatory framework for trade in
telecommunications.

. Improve the capacities of global institutional coordination for the development
of SMEs through electronic commerce.

. Improve the collection of data and metrics related to digital commerce.

-Support micro, small and medium enterprises to develop efficient e-commerce
strategies.

. Carry out measures to simplify bureaucratic procedures in electronic
commerce globally in customs, taxation and market access issues.

. Expand commitments to access service markets that can be delivered online.

. Improve online financial payment options for SMEs.

. Develop a dispute resolution mechanism for digital commerce.

-Establish clear rules for sustainable growth of electronic commerce and consumer
confidence.

. As set out in the OECD Internet Policymaking Principles, promote [P
protection and enforcement and appropriate limitations of liability for intermediaries
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as important elements of a balanced policy framework that advances creativity and
innovation.

. Develop international standards for the protection of consumers and new rules
that promote technological innovation to improve the security of global electronic
commerce.

Ill. GLOBAL VALUE CHAINS DEVELOPMENT
RATIONALE

According to the OECD, international production, trade and investment are
increasingly organized within global value chains (GVCs) where the different stages
of the production process are located across different countries. Globalization
motivates companies to restructure their operations internationally through
outsourcing and offshoring companies, thus fragmenting processes. This fact
provides countries with the opportunity to diversify exports, participate in global
trade and ultimately to achieve further opportunities for growth and development.
Following UNCTAD’s studies, 80 percent of cross-border trade is carried out within
GVCs coordinated by global firms, which include exchanges with affiliated
companies, contractual partners and independent suppliers.?

Literature has widely established the positive correlation between participation in
GVCs and Gross Domestic Product (GDP) per capita growth rates. Particularly, in the
case of developing countries, value added trade contributes nearly 30 percent to
countries’ GDP on average, as compared with 18 percent for developed countries.
Furthermore, economies with the fastest growing GVC participation have GDP per
capita growth rates of some 2 percentage points above average. It should be
highlighted that GVC participation in developing countries also leads to job
creation??, increased income and value added and to higher employment growth,
even if GVC participation depends on imported contents in exports.?*

Small and Medium Enterprises and Global Value Chains

Several studies have identified the fundamental role of GVCS for SMEs development.
As OECD highlights “stronger participation by SMEs in global markets creates
opportunities to scale up and enhance productivity by accelerating innovation,
facilitating spill-overs of technology and managerial know-how, and by broadening
and deepening the skillset” 24

According to the WTO, SMEs play an important role in economic and social
development, particularly in poorer countries and least developed countries (LDCs).
Following WTO calculations, based on data from World Bank Enterprise Surveys, out
of more than 15,000 manufacturing and services firms in 41 LDCs, 88 percent were
SMEs, including some 59 percent of small firms employing fewer than 20 people, and
29 percent of medium-sized firms with 20-99 employees. In general, their direct
participation in international trade is low.?®

Rather than exporting directly, SMEs may connect indirectly to global markets by
supplying goods and services to other domestic firms that export. SMEs can use the

2LUNCTAD. (2013). GLOBAL VALUE CHAINS: INVESTMENT AND TRADE FOR DEVELOPMENT. Obtained through
http://unctad.org/en/PublicationsLibrary/wir2013overview _en.pdf

22 The International Labor Organization (ILO) “estimates that one in five jobs worldwide is linked to GVCs” (ILO, 2015).
23 UNCTAD. (2013). GLOBAL VALUE CHAINS: INVESTMENT AND TRADE FOR DEVELOPMENT. Obtained through
http://unctad.org/en/Publicationslibrary/wir2013overview en.pdf

24 OECD. (2018). Fostering greater SME participation in a globally integrated economy. OECD Ministerial Conference
on SMEs (22-23 February 2018, Mexico City).

25 WTO (2016). World Trade Report 2016: Levelling the trading field for SMEs. Geneva.
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services of domestic intermediaries such as agents or distributors to help market
their products in foreign countries and reach new markets. However, goods and
services produced by SMEs can also be indirectly exported as intermediate inputs
incorporated in products exported through larger firms. In the manufacturing sector,
for example, SMEs may be contracted to produce certain parts according to
specifications of other companies -often larger ones- and enter value chains.?®

Unfortunately, the linkages between SMEs and indirect exports remain unexplored
by recent studies. Results tend to vary according to different types of measurement
and the chosen sector for analysis. For instance, “Slaughter (2013) showed that,
yearly, US multinational companies purchase inputs valued at more than US$ 3 billion
from SMEs, whereas estimates from the United States International Trade
Commission indicate that the share of SMEs in gross exports rose from 28 percent to
41 percent after including indirect exports” .2’

Finally, Industry Canada (2011) produced estimates showing that 26 percent of
manufacturing enterprises sold inputs used in the production of final good for
exports.?® However, SMEs from Canada were actually less likely than larger companies
to indirectly export intermediate goods. In numbers, according to this study, 26
percent of small enterprises and 27 percent of medium-sized firms exported
intermediate goods indirectly, compared to 30 percent of large ones.

Exhibit 2| SMEs share of total domestic value added contained in exports
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Source: WTO Statistics Database, accessed July 27, 2018, http:/stat.wto.org.
Trade restrictions as an impediment for GVCs development

The “"Global Value Chains Development Report 2017” published by the WTO and the
World Bank already stated the strong correlation between GVCs development and
“deep” preferential agreements, including WTO-plus as well as WTO-extra policy

2 |bidem.
27 |bidem.
%8 |bidem.
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areas.?® Trade agreements can be an effective tool for policymakers to anchor
national producers to global and regional production processes. In fact, the future of
the relationship between Preferential Trade Agreements (PTAs) and GVCs will
depend on continued trust in the willingness of other partners to preserve an open,
rule-based multilateral trading system, which ensures a level playing field
competition. To delocalize processes in GVCs, enterprises need to be sure that they
are able to buy and sell across-borders without undue restrictions in order to secure
adeqguate access to markets and inputs.® This issue is particularly sensitive in the
case of low-income and developing countries that are seeking international
investments to achieve a sustainable growth path.

Despite rolloack commitments, the number of trade restrictive measures keep
increasing. According to the WTO 18" report on G20 trade measures, G20 economies
applied 3 new trade-restrictive measures per month during the period under
consideration (May 2017 to October 2017), compared to six in the previous period.
Trade remedy initiations also show an increase, there were 61in 2016 whereas in 2017
they reached 973" This change could indicate that unfair trade practices are
damaging national productive sectors, but also that traded exports to those
countries are also being compromised, not only in the countries where proceedings
are initiated but also in countries (especially developing countries with smaller
domestic markets) which send fairly traded exports to those countries whose
exports are diverted by unfair competition.

Exhibit 3| Stock of G20 trade-restrictive measures imposed

Stock of G20 Trade-Restrictive Measures Imposed
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Source: WTO, Report on G20 Trade Measures (2017), accessed July 27, 2018,
https:/www.wto.org/english/news_e/newsl7 e/g20_wto_report_novemberl7_e.pdf

The Global Trade Alert Report®? shows an increase in protectionist measures and
state intervention in international trade implemented by G20 countries. Measures

29 “World Bank Group; IDE-JETRO; OECD; UIBE; World Trade Organization. 2017. Global Value Chain Development
Report 2017: Measuring and Analysing the Impact of GVCs on Economic Development. Washington, DC: World Bank.
© World Bank. https:/openknowledgeworldbank.org/handle/10986,/29593 License: CC BY 3.0 1GO.”

30 Where firm engagement in vertical integration or arm’s length trade leads to a higher dependence on intermediate
products. Whether firms are export-oriented or import-competing, fragmentation of production creates a direct
dependency on imports and exports of intermediate products.

3 Wto.org. (2017). Global Value Chain Development Report 2017, [online] Available at: https:./wwwwto.org/eng-
lish/news_e/newsl’7 _e/g20_ wto_report_novemberl7 e.pdf [Accessed 20 Jul. 2018].

32 Evenett, S. and Fritz, J. (2017). The 21st Global Trade Alert Report. [online] London: CEPR Press. Available at:
https,/www.globaltradealert.org/reports/42 [Accessed 20 Jul. 2018].
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linked to export promotion have practically doubled after the international financial
crisis, while subsidies have tripled. Interestingly, import tariff increases, which get
much attention, are “only” the fifth most important trade distortion, affecting 8.67
percent of G20 exports by the end of 2016. The top four discriminatory policy
interventions in terms of G20 export coverage relate to various forms of state fiscal
incentives. The top three relate entirely to measures to promote national exports at
the expense of other countries’ companies.

Exhibit 4| Breakdown of G20 export exposure to discriminatory policies, by

UNCTAD MAST classification of trade measures
Contingent trade protection
E Non-automatic licensing, quotas 0.8 1.9 2.1 2.4 3.0 3.0 4.5 4.6
F Price control measures ‘0.4 ‘0.4 ‘0.5 ‘0.5 ‘0.5 ‘0.7 ‘1.0 ‘1.1
G Finance measures 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1
I Investment measures ‘0.4 ‘1.2 ‘1.4 ‘1.6 ‘1.7 ‘2.1 ‘2.8 ‘3.2
L Subsidies (except expatibsidy 5.4 7.8 9.4 11.9 13.4 14.7 15.9 17.2
M Government procurement ‘4.5 ‘6.4 ‘6.6 ‘9.6 ‘10.7 ‘11.0 ‘11.3 ‘11.4
P Export measures 34.5 42.8 49.8 56.7 59.0 58.8 60.2 62.9
Import tariff measures ‘0.8 ‘1.7 ‘1.8 ‘2.0 ‘3.4 ‘6.8 ‘7.9 ‘8.7
Instrument unclassified 0.2 0.8 0.8 1.0 1.7 2.4 4.1 4.0

Source: Evenett & Fritz (2017).

Whether firms are export-oriented or import-competing, fragmentation of
production creates a direct dependency on imports and exports of intermediate
products.

To foster sustainable and inclusive GVCs development, G20 governments should
work in a coordinated manner to eliminate pervasive non-tariff barriers, including
technical barriers with no scientific basis, (particularly relevant for agroindustry
GVCs), harmonize production regulations, facilitate investments and diminish
government interventions that distort GVCs developments. Regulatory coherence is
also a fundamental need for SME participation.

At the same time, digitalization, particularly e-commerce, is helping independent
SMEs to access foreign markets by helping them reach foreign consumers and
distribution networks they could not otherwise attain by “reducing trade costs,
increasing SME involvement in trade and spawning a new breed of born-global
enterprises”.®® Data from e-commerce platforms shows that SMEs that use online
platforms are five times more likely to export than those in the traditional economy.

It is crucial to give MSMEs proper training in international trade through initiatives
like ICC's and ITC’s, among others, with online courses and eventually the
implementation of apps that would allow basic understanding of international

33 OECD. (2018). Fostering greater SME participation in a globally integrated economy. OECD Ministerial Conference
on SMEs (22-23 February 2018, Mexico City).
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transactions.

Many countries have implemented the Customs Single Window to facilitate customs
access, while others have specific programs addressed to SMEs to make exports
easier.

The G20 should build on the progress made at MCI11 in Buenos Aires with regards to
a dedicated work plan for MSMEs at the WTO and table a set of guidelines for
recommendations. The well-established “think small first principle” should guide
future work on regulatory coherence and transparency, reducing burdens for SMEs
inclusion, including strengthening efforts already made in public procurement
discussions.

RECOMMENDATION 3: ADDRESS INCREASING NON-TARIFF BARRIERS TO
TRADE THAT RESTRAIN VALUE CHAIN FRAGMENTATION AND PROMOTE SMEs
INCLUSION IN GLOBAL VALUE CHAINS.

POLICY ACTIONS

3.1: G20 leaders should refrain from increasing trade distortive measures that end
up affecting inclusiveness.

3.2: G20 leaders should further the WTO work in the arena of technical barriers
to trade (TBT) and sanitary and phytosanitary measures (SPMs) regarding: best
practices, timely notification and due follow-up, particularly in the agribusiness
sector.

3.3:

Policy Action 3.1: G20 leaders should refrain from increasing trade distortive
measures that end up affecting inclusiveness.

It is evident that G20 countries have not fulfilled their commitment on rollback of
protectionism. New measures have been introduced since the last B20 cycle, which
results in a net increase (instead of a much-needed decrease) of distortive measures.
B20 calls for a renewal of the G20 commitment with the implementation of a
mechanism to phase out past measures.

Policy Action 3.2: G20 leaders should further the WTO work in the arena of
technical barriers to trade (TBT) and sanitary and phytosanitary measures (SPMs)
regarding: best practices, timely notification and due follow-up, particularly in the
agribusiness sector.

Transparency and predictability are fundamental principles for the global economy.
Further work is required in the arena of technical barriers to trade. Periodical report
on G20 Trade Measures stops short of indicating if SPS and TBTs to newly introduced
NTF are trade distortive or trade facilitating.

At the same time, low compliance with notifications only creates a disincentive to
notify. If a WTO member fails to notify SPS or TBT measures, it is already too late.
Other members lag behind and cannot participate and influence the drafting and
particularly SMEs in developing economies suffer the conseguences.
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