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The two-way link between production 
networks and deep integration

Estimations for a set of 200 countries during 
the time period 1980-2007 confirm the positive 
relation between production networks trade 
and deep integration. In particular, signing 
deeper agreements increases trade in production 
networks between member countries by almost 
35 percentage points on average. In addition, 
higher levels of trade in production networks raise 
the likelihood of signing deeper agreements by 
approximately six percentage points. This effect is 
still significant after taking account of other PTA 
determinants, such as the economic similarity 
between countries and their differences in relative 
factor endowments.

Different effects for different industries
The impact of deep integration is heterogeneous 
across industries. While signing deeper agreements 
increases production networks trade in automotive 
parts and information and communication 
technology products (ICT) by 81% and 56% 
respectively, the impact on textiles trade is only 
20% on average. One interpretation of this result is 
that the textiles industry might be less influenced 
by deep integration due to the higher levels of 
standardisation and the lower levels of capital 
intensity of its production processes, compared 
with other industries. In other words, whilst 
regulating areas such as intellectual property rights 
or capital movement will be fundamental for the 
development of automotive or ICT production 
networks, these areas are not as relevant for the 
promotion of textiles production networks. 

The interaction between production networks 
and deep integration has also evolved over time. 
In particular, compared with the average impact 
across the whole period (35%), the impact of deep 
integration was ten percentage points higher in the 
time period 1990-2007 and almost 30 percentage 
points higher in the period 2000-2007. This is not 
surprising given that in recent years, industries 
such as the automotive sector and ICT, which 
require higher levels of integration by their very 
nature, have become more important. In the past 
decade, the growth rate of production networks 
trade was very high for the automotive industry 
(93%) compared to the ICT and textiles industries, 
where production network trade grew only 47 and 
36 percentage points respectively.

North-South production networks and deep 
integration 

Countries engaging in production sharing were 
initially mainly rich countries.6 From the mid 1980s, 

6 See Grunwald and Flamm (1985). 

however, production networks between developed 
and developing countries started to increase. 
As Baldwin (2011) points out, in this scenario, 
some of the costs related with international 
fragmentation of production such as managerial 
and logistic costs of monitoring and coordinating 
international production, learning about the laws, 
and regulations to do business in another country 
might be particularly high for developing nations 
who mostly lack the sophisticated business law 
and the product and labour regulations which are 
essential for rich countries to consolidate their 
trade in intermediates. 

Empirical evidence supports the fact that the 
positive impact of an increase in production 
networks trade on the likelihood of signing deeper 
agreements is five times higher for North-South 
countries compared to countries with similar 
income levels. 

This outcome confirms the fact that one of the 
reasons why deep agreements are signed is to fill the 
governance gap between countries. In particular, 
disciplines including competition policy, capital 
movement, TRIPS, intellectual property rights and 
state trading enterprises, would make production 
sharing activities between North and South 
countries more secure and less likely to encounter 
disruptions or restrictions. 

Deep integration: The case of East Asia
Papers such as Athukorala and Menon (2010), 
Ando and Kimura (2005) and Kimura et al (2007) 
show that production networks are an extremely 
important phenomenon for this region. In 
addition, one feature that makes Asian production 
networks distinctive is that they take place between 
countries of different income levels. In the region, 
the growth of production sharing first took place 
through de facto economic integration. More recent 
agreements, such as Japan's economic partnerships 
with Malaysia, Indonesia, Thailand and Viet Nam, 
or ASEAN, push for deeper disciplines and clearly 
show that this region is moving towards deeper 
integration.

Empirical evidence confirms that in countries 
belonging to Asia and in particular to the East Asia 
region, the relevance of production networks trade 
is one of the driving forces for governments to sign 
deeper agreements. 

This outcome confirms the fact that while the 
increased regionalisation of production networks 
would not have been possible in this region 
without the increasing levels of trade liberalisation 
and openness to foreign investment that was 
achieved through agreements such as ASEAN, 
integration going beyond tariff liberalisation 
and aiming at higher levels of predictability in 
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economic policy is a prerequisite for production 
networks to prosper. High trade costs could still 
be an obstacle for the development of production 
networks because of inadequate infrastructural 
services. In addition, differences in legal systems 
and economic institutions among countries in 
areas as intellectual property rights protection, 
investment protection, become more critical as 
a potential obstacle for production networks to 
develop.7 

This policy insight is based on Orefice and Rocha 
(2011) “Deep Integration and Production Networks: an 
Empirical Analysis”, WTO working paper N.2011-11. 
The views presented in this article are those of the authors 
and do not reflect the World Trade Organization. They 
are not meant to represent the positions or opinions of 
the WTO and its Members and are without prejudice to 
Members' rights and obligations under the WTO.
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