
World Trade Report 2020:
Government policies to promote 
innovation in the digital age



Starting point
• Resurgence of government policies/intervention in economy. 

Different phases overtime, variance across countries. 

• For over a decade, countries adopted new kinds of policies, 
labeled “New industrial policies”, “Industry 4.0”, “digital 
development plans”, etc.

• Such governments policies are reflecting a duality inherent to 
all policy phases, aiming to address difficult modernization of 
traditional industries and supporting the new economy

• However, clearly this time, there is a focus on technological 
upgrading, digitalization of production and innovation



Questions

• What has changed with the digital economy?

• What are the policy implications of such changes at 
the national level?

• What is the role of trade and the WTO?



Key findings
• What’s changing with the digital economy?

• Special features of digital economy lead to re-thinking of policy-making 

• What are the policy implications of such changes at the national level?
• Today’s digital-oriented policy toolkit includes new tools and adapt old ones, reflecting the 

unique characteristics of the digital economy as described above. Hence policies focus 
on: 

(1) encouraging innovation and knowledge; 
(2) developing data policies and regulation; 
(3) supporting the development of enabling infrastructure and access to it; addressing 
winner-takes-all dynamics and employment concerns  

• What is the role of trade and WTO
• Open trade policies contribute to innovation
• WTO rule book and commitments contributed to innovation: ITA, standards, TRIPS, e-

commerce, etc. Many national policies already covered in WTO rules.
• Looking ahead: what reforms are needed? 
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• What has changed with the digital economy?

• What are the policy implications of such changes at 
the national level?

• What is the role of trade and the WTO?



Special features of the digital economy
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• Data as key inputs in the digital economy
• Digital technologies are general purpose technologies 
• Goods and services are increasingly integrated
• Firms are more scalable in the digital economy 
• Dramatic changes take place rapidly



Digital technologies spread rapidly to all 
sectors 
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The relative price of computers has 
declined drastically in the past decades
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Innovation in AI cover a wide range of fields
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Source: World Intellectual Property Organization (WIPO)

Top patent applicants by AI application field



Questions

• What has changed with the digital economy?

• What are the policy implications of such changes at 
the national level?

• What is the role of trade and the WTO?



What does this mean for policies?
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• Data key input: data availability (policies) matter; less capital intensive model (less 
upfront capital needed to build a new sector), more knowledge/IP/education 
intensive 

• Digital: how to generate innovation (new in country or new in the world) 
• Large focus on R&D – more horizontal support
• Use of tech hubs and attraction of talent; start-up and entrepreneurship
• Software industry can develop cheaply on open source tech
• Benefitting from “importing knowledge”, remaining importance of FDI, immigration and 

integration in shifting supply chains (integration of digital processes in manufacturing)
• Digital economy requires a network/access to network (goods, standards, telecom 

infrastructure). Allows potentially all countries to develop a local app industry
• Flip side of digitalization of production (quick changes): need to retrain workers
• Scalability: companies can quickly become global; winner-takes-all effects (negative 

spill-overs)



What do we find?
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• Government support in innovation and the digital economy –
mix of “known tools” and “new tools”
• R&D support to promote innovation
• Tariff liberalization supports digitalization and ICT sector expansion
• New policy instruments to foster digital innovation (tech clusters, data 

policies, regulatory sandboxes)

• Investment policies are a central piece of government policies 
(investment incentives, investment facilitation)

• Industrial policy tools are still widely used to support traditional 
economic sectors (metals, chemicals…)



Government R&D funding key to promote 
innovation
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Source: Author's calculation based on UNESCO data

Foreign



World exports of ITA products almost 
quadrupled

13

18%

1%

13%

23%

-14%

0%

7%

28%

4%

15%

3% 2%

-16%

24%

6% 6% 6%

3%

-5%
-2%

14%
12%

549

2027

-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

25%

30%

0

500

1000

1500

2000

2500

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Annual percentage change (%) Exports ($bn)

$bn

Source: WTO Secretariat based on UN Comtrade (reported data, complemented by mirror estimates).

$bn



Increasingly, tech clusters are used as an 
innovation policy
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Data regulations are widely used

15Source: Casalini and López-González (2019)
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Heterogeneity of internet access in the 
MENA region
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Active mobile broadband subscriptions per 100 inhabitants 

Source: Author’s calculation based on ITU WTI Database
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Policies to foster digital economy in MENA (WB and ICANN reports)

17

• Providing ubiquitous, affordable internet connectivity; encourage supply of 
international bandwidth, especially for intra-regional connectivity. 

• Further promote competition in telecoms and incentivize collaboration between 
network providers to raise the attractiveness of investments, especially for remote 
areas. 

• Defining policies to enable a vibrant start-up scene, encouraging digital skills 

• Implementing a supportive legal and regulatory framework for the digital economy, 
including for example, fighting cybercrime, protecting intellectual property. 

• Coordinating regulations to promote freer flow of data across borders as this helps 
advance e-commerce, fuels economic growth and drives innovation. Improving this 
would encourage investment in physical logistics systems and payment platforms to 
support the digital economy. 



Questions

• What has changed with the digital economy?

• What are the policy implications of such changes at 
the national level?

• What is the role of trade and the WTO?



Rationales for government policy
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•Why government innovation policy? Market failures in 
innovation activity, especially in the digital sector
• Public good aspect of technology and data
• Economy-wide benefits of general purpose technologies
• Financial frictions
• Coordination failures
• Network externalities, technology lock-in
• Winner-takes-all dynamics



Cross-border effects of innovation policy
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• Domestic innovation policies can have international 
effects
• Knowledge spillovers and technology diffusion
• Strategic government policy
• Inter-industry linkages
• Competition for scarce resources
• Supply and demand effects

• International cooperation key to limiting negative 
spillovers and maximising positive spillovers



International cooperation: where does 
the WTO fit?

21

• Cooperation in the multilateral trading system contributed to 
the expansion of digital sectors
• Tariff elimination and reduction in some sectoral agreements 
• Technical standards
• Government procurement 
• Trade in services 
• Trade-related aspects of intellectual property 
• Subsidies
• TRIMS
• Aid for Trade 

• Cooperation at the bilateral, plurilateral and regional level 
• Other forms of international cooperation (other international 

organizations)



Do we need more cooperation on 
innovation policies in the digital age?
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• The rising importance of data leads to increasing demands 
for new international rules on data transfer, data localization, 
consumer protection and national security.

• More liberalization of digital trade would contribute to digital 
innovation: 
• Open up and stimulate competition in digital service sectors (mode 4, 

telecom and internet services)
• Facilitate investment in broadband infrastructure

• Do we need more flexibility in R&D subsidies?
• International dialogue and cooperation on competition 

policies



Thank you!
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