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BACKGROUND DOCUMENT: GLOBAL VALUE CHAINS AND THE TRANS-
PACIFIC PARTNERSHIP AGREEMENT

INTRODUCTION TO GLOBAL VALUE CHAINS

Global Value Chains (GVCs) are transforming international trade and investment. The Trans-Pacific
Partnership Agreement (TPP) will assist Australian businesses, exporters and consumers benefit from
this dynamic development.

A GVC is a network of interlinked stages of production for the manufacture of goods and services that
straddles international borders. Typically, a GVC involves combining imported intermediate goods and
domestic goods and services into products that are then exported for use as intermediates in the
subsequent stage of production.

GVCs are becoming an increasingly important feature of international trade and investment, particularly
in Asia. The benefits to industry, business, exporters and consumers from participation in GVCs are
manifold. GVCs provide scope for firms to enter markets by specialising in niche intermediate activities
within a chain and allow suppliers to upgrade production into higher-value segments of their industries.
GVCs also allow business to learn new processes, meet standards that enhance their access to new
markets, facilitate exports and imports in intra-firm trade, encourage the utilisation of network
technology, and tap into new sources of capital. At the national level, GVCs enable countries to
specialise in areas of comparative advantage, thus enhancing productivity growth and supporting wages
and incomes.

The TPP

In addition to providing new market access opportunities, the TPP will establish a common set of rules
between the 12 TPP countries and any other Asia-Pacific economies that join the TPP. This includes
one set of rules of origin and one standard set of documentation required to claim preferential tariff
treatment on goods exported from Australia. Common rules contribute to the functioning of GVCs by
reducing the number of different regulatory settings businesses must navigate when they trade with
multiple TPP countries. The TPP is the most significant harmonisation of trade rules since the WTO
Uruguay Round was concluded over 20 years ago.

As aregional free trade agreement, the TPP will create additional and longer term integration benefits
for Australian businesses, exporters and consumers - beyond those that can be achieved in a bilateral
free trade agreement (FTA). Under the TPP, businesses and exporters will be able to count inputs
sourced from any of the TPP countries when calculating if a good can be traded under the TPP
preferential trading arrangements. This means lower tariff rates on inputs as well as the final product.

In sum, the combined effect of new market access opportunities and common rules will make it easier for
Australian businesses, exporters and consumers to participate in and benefit from GVCs.
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The following examples demonstrate the benefits for Australian businesses and consumers of increased
participation in GVCs as a result of the TPP.

Example 1: Increased sugar exports to New Zealand

Australian agricultural producers and exporters will benefit from increased participation in GVCs because
the TPP will drive demand for ingredients from the most efficient agricultural suppliers. Tariffs on ice-
cream imported into Japan, for example, will be more than halved to a tariff of less than 10 per cent
under the TPP, increasing the demand for ice-cream originating from TPP countries. New Zealand has
been the largest exporter of ice-cream to Japan. The TPP will allow increased Australian sugar exports
to be mixed with New Zealand dairy products and Malaysian cocoa, to produce ice-cream in New
Zealand that can be exported to Japan under new tariff preferences.

New Zealand doesn’t impose duties on Australian sugar or Malaysian cocoa, but the elimination of tariffs
faced by New Zealand ice cream manufacturers exporting to Japan results in increased demand for
Australian sugar exports.

EXPORTER: MALAYSIA
IMPORTER: NEW ZEALAND
GOOD: COCOA

TARIFF RATE: (%

PRICE: $3.00/ KG

NEW ZEALAND

‘s

EXPORTER: NEW ZEALAND
IMPORTER: JAPAN JAPAN
GOOD: ICE CREAM
TARIFF RATE: 21.3% .—> [ ]
PRICE: $4.00/ KG

TPP PREFERENCE: 55% REDUCTION
TARIFF SAVED: $0 20/ KG

EXPORTER: AUSTRALLA
IMPORTER: NEW ZEALAND
GOOD: SUGAR

TARIFF RATE: 0%

PRICE: $3.50 / K3

TPP GVC EXAMPLE:
NEW ZEALAND ICE CREAM

Example 2: Increased exports of Australian manufactured products

The TPP will make it easier for businesses to source inputs from efficient producers in other TPP
countries, manufacture a product in Australia, and then export the product under preferential tariffs to
TPP countries. A mining technology business in Queensland, for example, that designs and produces
drilling machinery could import vehicles from Japan and engines from the United States. The Australian
business could then combine the imported inputs with parts supplied domestically to produce a drilling
rig for export.
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While Australia’s 5% tariffs on imported materials will have already been eliminated under existing FTAs,
the TPP will allow the Australian business to use the imported inputs and treat them as if they were
made locally in claiming TPP preferential treatment when exporting drilling equipment to a TPP country.

The ability to gain preferential TPP treatment in this way significantly improves the competitiveness of
the Australian business when exporting mining equipment overseas. For example, for drilling equipment
sold for $150,000, the elimination of a 15% tariff faced in Mexico or a 6% tariff faced in Chile saves the
Australian company $22,500 and $9,000 respectively.

JAPAN usa TPP GVC EXAMPLE:
P E= AUSTRALIAN DRILL RIG
a—w
EXPORTER: JAPAN EXPORTER: LUSA EXPORTER: AUSTRALIA
IMPORTER: AUSTRALIA IMPORTER: AUSTRALIA IMPORTER: MEXICO MEXico
GOOD: VEHICLE GOOD: ENGINE GOOD: DRILL RIG
TARIFF RATE: 0% TARIFF RATE: 0% TARIFF RATE: 15% _b l@ l
PRICE: $15,000 PRICE: 550,000 PRICE: $150,000
TPP PREFERENCE: ELIMINATION
TARIFF SAVED: $22,500

EXPORTER: AUSTRALIA
IMPORTER: CHILE

GOOD: DRILL RIG

TARIFF RATE: 6% —’ L
PRICE: 150,000

TPP PREFERENCE: ELIMINATION CHILE

TARIFF SAVED: 6,000

Example 3: Increased benefits for consumers

The following example of a GVC for a lounge made and sold with inputs from TPP countries
demonstrates the benefits of the TPP for Australian consumers.

In the absence of the TPP, a lounge could be made of: wood from Malaysia at a cost of $US75 and tariff
of $US15; fabric from Singapore at a cost of $US50 and tariff of $US6; foam from Japan at a cost of $75
and tariff of $7.50; screws and bolts from Singapore at a cost of $US25 and tariff of $US1.25; and
chemicals from the United States at a cost of $US25 and tariff of $US1.25. Once manufactured in
Vietnam and exported to Australia the lounge would be subject to an additional tariff of $18.75. Under
this scenario, the tariffs all add $51 to the cost of the lounge sold to the Australian consumer.

Under the TPP there would be no tariffs adding to the cost of the inputs or the final product, so the
lounge would be $51 or 10 % cheaper at the point of sale for the Australian consumer.
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TPP GVC EXAMPLE: JAPAN

VIETNAMESE LOUNGE

MALAYSIA

INPUT: CHEMICALS USED IN PLASTICS
” COST: $25

TARIFF RATE: 5%
|

TARIFF: $1.25

INPUT: FOAM FOR CUSHIONS
COST: §75

TARIFF RATE: 10%

TARIFF: $7.50

WHOLESALE PRICE: $375

INPUT: WOOD FINAL GOOD: LOUNGE
COST: $75
TARIFF RATE: 20% TARIFF RATE: 5%
TARIFF: $15.00 TARIFF: $18.75

INPUT: FABRIC INPUT: SCREWS & BOLTS

COST: 850 COST: $25

TARIFF RATE: 12% TARIFF RATE: 5%

TARIFF: $6.00 TARIFF: $1.25
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= FINAL GOOD: LOUNGE

: RETAIL PRICE: $500

= TARIFFS ON INTERMEDIATE GOODS: $31.00
: TARIFF ON FINAL GOOD: $20.00

" TOTAL TARIFFS: $51
: TOTAL TARIFFS (% OF RETAIL PRICE): 10.2%
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