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Abstract

Global Value Chains (GVCs) are the central form of
cross-border economic association for the production and
delivery of goods and services, and developing countries deal
with them to maintain and enhance their global presence.
The first part of the paper deals with the key issues involved
for developing countries to integrate GVCs into their pol-
icy frameworks; the second part deals with some of the key
developments in GVCs, especially in the context of the cur-
rent economic crisis; and the third part with the increasing
role that global services networks are playing in the global
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trading system. The fourth part looks at how some of the
industry sectors in India and South Asia have fared in their
interaction with GVCs. The concluding part draws some
policy conclusions, including on the issue of rule-making for
GVCs.
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Countries, India, Global Economy.
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1 INTRODUCTION

Global Value Chains (GVCs) symbolize the governing form of cross-
border economic organization for the production of goods and ser-
vices and delivery of goods and services, and developing countries
have to deal with them so as to maintain and enhance their pres-
ence in the global economy. While GVCs are the result of significant
changes which took place in the global economy in the past three
decades and market forces determine their scope and direction, the
Governments play an important role in influencing the nature and
terms of participation of their firms. The expansion of trade in
services has added a new dimension to GVCs and offers another
avenue for developing countries to grow their economies. This re-
search paper aims at providing an insight into the policy challenges
and possible opportunities that global and regional value chains
offer for developing countries and also argue that proactive policy
measures can improve the outcomes for the developing countries.
Nevertheless, the GVCs pose problems for small, poor countries
with weak governance structures. GVCs require a robust decision-
making process so as to enhance their economic and political sus-
tainability.

2 GLOBAL VALUE CHAINS (GVCS)

AND THE GOVERNMENTS

Two phases of economic globalization have a particularly significant
bearing on the economic crisis and its resolution: the integration
of global financial markets and the geographical fragmentation of
manufacturing and services. Both the phases have influenced the
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direction of global trade flows. As the post-crisis efforts of the
world leaders most notably the G-20 have focused on the first as-
pect, the second has brought forth inadequate policy attention till
recently. The new interest of researchers and policymakers in the
study of GVCs and the use of the GVC framework as a policy tool
is therefore a positive development. Essentially, the GVC frame-
work focuses on how value is created within the GVC and how it is
distributed among the participant firms and countries. Empirical
studies of GVCs determine as to firms and countries capability in
terms of employment generation, as well as the role of Government.

Figure 1: Global Value Chains (GVCs)

Figure 1: Global Value Chains (GVCs) Source: Compiled.

GVCs are the result of integration of factor and product markets
across the world in response to the political changes and technolog-
ical changes that took place in recent years thereby promoting eco-
nomic openness and facilitating easier communication and delivery
of goods and services. The basic ground for value chains is eco-
nomic efficiency and competitive advantage, based on transaction
cost minimizing behavior of firms. Lead firms within value chains,
whether such value chains are producer driven or buyer driven,
weigh the risks of off-shoring or outsourcing their production in
various locations and countries against the cost advantages. Such
decisions are constantly re-evaluated for ever changing consumer
preferences, technological changes, and geographical shifts. How-
ever, Governments view value chains from a different perspective
that encompasses economic, political and strategic factors. Most
policymakers view domestic value chains (DVCs) as a move to-
wards greater economic efficiency in positive terms and regional
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value chains (RVCs) as economic and strategic benefits. In coun-
tries where food security is a concern, the Governments tend to
look at the agro-food GVCs.

Policymakers can also be expected to view the issue of up gra-
dation within the value chain from a perspective which is often
different from that of participant firms. From the firms point of
view, moving up the value chain has positive connotations, but a
number of situations may arise where secured value chain exists.
Economic downgrading is often used by firms as a business strat-
egy. Conversely, upgrading often involves higher technology that is
usually involves in labor saving. Since firms participate in GVCs
they would upgrade the value chain for economic benefits, the pol-
icy makers would operate on a larger base capturing the maximum
value within the country and generating most of the jobs.

The over-arching framework for policymakers is of course their
national development strategies. In the post-colonial era of the
1950s, many developing countries adopted the import substitution
paradigm for industrialization. The East Asian miracle based on
the rapid growth of Japan on the one hand and the Republic of Ko-
rea; Chinese Taipei; Hong Kong, China and Singapore on the other,
provided a striking counter-narrative through export oriented de-
velopment strategies. The remarkable success of the latter, along
with the oil shocks of the 1970s which led to debt servicing prob-
lems for several countries that had embraced import substitution
strategies resulted in the declining of the import substitution.

The World Bank (WB) and the International Monetary Fund
(IMF) pushed the transition from import substitution to more open
strategies in many indebted countries. This transition was assisted
by an increase in outsourcing by MNCs (Multinational corpora-
tions) of standardized activities to lower-cost production locations.
As a result of all these factors, developing countries became more
export-reliant, with exports growing to 33 (thirty-three) % of GDP
in 2007, compared with 15 (fifteen) % in 1980. Chinas transi-
tion was even more dramatic. Its export reliance increased from
3 (three) % of GDP (Gross Domestic Product) in 1970 to 43 (forty-
three) % in 2007. There is a strong a link between the GVCs
and the adoption of export-oriented industrialization strategies by
a large number of developing countries. A number of countries like
China and India have created GVCs during their import substitu-
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tion phase, elements of which are still in existence in their policy
regimes.

GVCs and national development strategies have to think be-
yond the construct of import substitution versus export-oriented
industrialization. They have to recognize that while the world is
witnessing a phase of unprecedented economic interdependence, at
the same time it is in the throes of deep structural changes. As
a consequence, industrialized economies can no longer be expected
to function as the main drivers of global growth in the foreseeable
future, having ceded the role to a considerable extent to the emerg-
ing economies. The shift of demand to the emerging economies is
bound to impact the nature and direction of GVCs. The current
economic crisis has highlighted the risks involved in export depen-
dence and shifted the policy focus in various countries to generate
domestic demand.

Secondly, though participation in GVCs has its bonuses, there
is growing concern regarding the uneven distribution of the gains
between countries, within countries and among participant firms.
However, the process of un-equalization has implications for the
political sustainability of globalization. It is therefore clearly rele-
vant for policymakers at the national level to look at policy options
that seek to improve outcomes for firms and workers in terms of in-
comes and employment. At the same time, it should be recognized
that any economic activity carries with it risks of unequal benefits.
The question for policymakers is to consider whether such risks
emerging from GVCs are greater than in the case of counterfactual
scenarios and whether they can be mitigated through appropriate
policy instruments.

A third issue is the risk of transmission of exogenous shocks by
GVCs. Critics of GVCs point to the demand fallout during the cur-
rent economic crisis and also argue against the exposures to GVCs
and for risk mitigation measures. The 20082009 downturn resulted
not only in larger declines in trade than had occurred previously
but also declines that were more rapid. GVCs raise issues of inter-
national governance and rule making. Within GVCs, the rules are
usually set by lead firms based on their requirements. The prolifer-
ation of product and process-related private standards is an exam-
ple of the exercise of this power. These rules act as market entry
barriers where the lead firms imposing such rules have large market
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power. The antidote can be a multilateral rule-making process that
is in line with the market realities. It is often argued that in the ab-
sence of such a process, the new generation of deep RTAs (Regional
Transportation Agency of Central Maryland) is filling the breach.
The policy formulation combines GVCs and the national develop-
ment strategies for the developing countries. The shifts in the cen-
ters of final demand will have obvious implications for the nature,
scope and governance of GVCs. The economic downturns in indus-
trialized countries with robust growth in the emerging economies
lead to the consolidation of GVCs with a drastic reduction in the
number of suppliers and changes in the value distribution pattern
within the GVCs. These changes tend to favor larger, more capable
suppliers in emerging economies.

3 GVCs - CONSOLIDATION, DISTRI-

BUTION, MARKET SHIFTS AND

PARTICIPATION

Milberg and Winkler (2010) described about 2 (two) types of con-
solidation of value chains one being the vertical consolidation and
the other being the horizontal consolidation. The former relates
to a reduction in the number of tiers in the value chain and the
latter to the number of suppliers in a tier. It is logical to expect
both types of consolidation in a downturn, but the real issue is
its reversibility when demand rebounds. While there is an evi-
dence of GVCs consolidation thereby resulting of the current eco-
nomic crisis where relationships between buyer firms and suppliers
are short-term in nature. Producer driven chains, which usually
involve deeper relationships including technology sharing between
lead firms and suppliers, have been less affected. These conclusions
are borne out across a number of industries. The global apparel
industry has undergone deep restructuring in recent years, first as
a result of the WTO (World Trade Organization)-driven phase-out
of the quota regime in 2005 and now also due to the current eco-
nomic downturn in major markets. As a result, a large number of
marginal players (both countries and firms) have been edged out
and buyers now prefer to work with fewer, larger and more capable
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suppliers. In the automobile industry, the economic crisis has in-
creased the demand and capacity towards the emerging markets in
large developing countries. The response of the electronics indus-
try to the economic crisis highlights the strong role of deep supplier
capabilities among contract manufacturers and platform leaders.

At the same time, given the history of dynamic change in the
industry, incumbents cannot take their positions for granted and the
structure and direction of electronics GVCs is bound to change in
line with increasing capabilities and demand in emerging economies.
The reversibility of consolidation depends on numerous factors like
the speed of recovery, the ability of surviving suppliers to expand
capacity and capture scale economies and the entry barriers such
capabilities would create for prospective entrants. Overall, the more
capable survivors are, the more they are in a better position to
expand when the market recovers. The ongoing consolidation can
be expected to be irreversible in the medium term.

The frequently cited examples of value distribution in Apples
Ipod11 and Nokias N95 phone provide good illustrations of the
low share of off-shored manufacturing in the total value added in
a product. Although the IPod and N95 are mostly made in Asia,
most of the value accrues in the United States (US) and Europe,
respectively. The smile curve provides graphic illustration of the
phenomenon that the value of a developed product and the owner-
ship by a leading firm takes place in the stages of pre-production
i.e., product concept, design, R&D (research and development) and
post-production stages i.e., sales and marketing, after sales. This
has clear lessons for industrial policy in developing countries. Fo-
cus only on manufacturing is not sufficient rather it is essential
for policy makers to look at all stages of the value chain so as to
maximize the income generation and employment outcomes. This
calls for an integration of policies for manufacturing, services, in-
vestment, innovation and intellectual property in the larger trade
policy regime.

It is almost axiomatic to contend that the nature of final mar-
kets plays a determinative role in economic growth. Some observers
have speculated that the shift of markets away from the North could
have negative implications for low-income economies participating
in GVCs. They argue that this shift could cause a move from dif-
ferentiated products to commodities, with less emphasis on quality,
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both in products and processes, environmental aspects and stan-
dards. Given the lesser complimentarily in the economies of the
emerging-economy buyers and the low-income economy suppliers,
there would be greater competition in the division of labor within
GVCs. This has a disadvantage for the low-income economies who
want to move up in the value chain.

However, these apprehensions remain largely untested against
empirical evidence of shifts in GVCs that provide differentiated
products to northern markets. As far as food and agricultural prod-
ucts especially are concerned, value added in low-income economies
supplying their products to northern markets has been frequently
constrained by the significant tariff escalation in the tariff structures
of the northern markets as well as by other non-tariff barriers. The
issue of standards is more complex. It can be argued that the pro-
liferation of private standards in northern economies often has as
much to do with the lead firms in buyer-driven GVCs seeking to
add more value to their products through differentiation as it does
with consumer preferences. There is evidence that suggests that
the value generated by the standard tends has to be captured by
the downstream market operators, especially the large-scale retail-
ers, and only a small share of it goes to the producers. Regarding
environmental aspects, advanced economies, especially while deal-
ing with mineral-based products, have been quite content to ex-
port their pollution to developing country suppliers by encouraging
the process. The reasoning that less complimentarily between the
economies of emerging markets and low-income economies will dis-
courage value addition in the latter is also open to question. Recent
reports of labor shortages and increasing labor costs in China point
to the dynamic nature of comparative advantage.

Overall, there is little evidence which suggests that the shifts in
markets would have a negative impact on the low-income economies
participation in GVCs. On the other hand, the increase in demand
in emerging markets has helped to maintain or even enhance the
incomes of low-income economy participants. Still, similar risks
emerging from the consolidation in GVCs are real and well docu-
mented.
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4 SERVICES GLOBALIZATION

Development theory has traditionally associated economic devel-
opment with the expansion of manufacturing. However, the rapid
growth in services trade in recent years has provided another ad-
ditional opportunity for developing countries. Changes in commu-
nication technology have revolutionized the way services are orga-
nized and delivered. The technological advances that have led to
the plethora of services have created new opportunities for various
specializations and entry for newcomers into the value chain. An
added advantage for the tradability of many modern services is that
they are traded digitally and are therefore not subject to many of
the trade barriers that typically affect merchandise trade. Based
on the evidence available, it would be fair enough to say that the
enormous expansion of trade in modern services in the last 2 (two)
decades demonstrates that India is now witnessing the emergence of
a new paradigm shift in development that accords equal importance
to services as a growth accelerator.

The importance of services growth for developing countries can
be gauged from the following indicators:

1. In the last three decades, services have contributed more to
total global growth than the industry. Developing countries
outperformed developed countries in growth of services ex-
ports, and their services exports grew faster than their goods
exports.

2. In roughly the same period, the services sector led to rapid
job creation in developed and developing countries, while in-
dustry and agriculture shed jobs.

3. The rise in the contribution of services to employment is as-
sociated with labor productivity growth. This implies that
the global technology frontier for services is expanding.

4. The product mix of services exported by developing countries
is changing with higher growth in modern services as com-
pared to traditional services like tourism.

5. There is good evidence to suggest that the sophistication of
services exports is positively related to growth and that en-
try barriers to services exports are not too strongly related
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to the economic sophistication of the exporting country (as
measured by per capita income).

6. Cross-country evidence from some 50 developing countries
suggests that growth in the service sector is more correlated
to poverty reduction than growth in manufacturing.

Given that the globalization of services is still far from achieving
its potential, services led growth strategies can potentially yield rich
dividends for developing countries. Delivery through supply chains
is intrinsic to the unbundling of services and the services economy
can only grow through the vehicle of supply chains. The increasing
development in trade and services is a significant element of the
policy debate on GVCs.

5 GVCS IN SOUTH ASIA

1. Services
Services have led the growth process in South Asia in recent

years and have enabled the region to match the high growth rates
in East Asia. Labor productivity in services has expanded faster
than in industry, and productivity growth in services in South Asia
matches productivity growth in manufacturing in East Asia. This
has helped the region to reduce poverty levels.

Figure 2 : Offshore Services Value Chain
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Figure 2 : Offshore Services Value Chain Source: Compiled.

Within the impressive growth of the services trade in South Asia,
the performance of Indias information technology business process
outsourcing (IT-BPO) industry has been remarkable. During fiscal
year 2012, despite the global slowdown, Indian industry is expected
to achieve aggregate revenues of over US$ 100 (hundred) billion, in-
cluding exports of US$ 69 (sixty-nine) billion. Of this, IT software
and services revenue is expected to reach US$ 88 (eighty-eight) bil-
lion, reflecting growth of around 15 (fifteen) % over the previous
year. Despite the controversies around off-shoring, India was able to
increase its share of the global sourcing industry from 51 (fifty-one)
% in 2009 to 58 (fifty-eight) % in 2011. The sophistication and
diversity of the Indian industry made the engineering and R&D
services, and software products constitute to one fifth of its total
software and services exports. The industry expects to add 230,000
(two lakh thirty thousand)jobs in fiscal year 2012, thus providing
direct employment to about 2.8 million people and indirectly em-
ploying 8.9 million. The industrys revenues now comprise around
7.5 % of Indias GDP compared to 1.2 % in 1998. Over the same
period, its contribution to total Indian exports (merchandise plus
services) increased from less than 4 (four) % to about 25 (twenty-
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five) %.
The performance of Indias IT (information technology) - BPO

(Business process outsourcing) industry enables it to provide pos-
itive responses to several questions that policymakers concerned
with GVCs would tend to ask. Indias participation in GVCs is cre-
ating jobs and augmenting incomes, thus helping to reduce poverty;
it is moving up the value chain and scaling up to remain competi-
tive; it is diversifying its markets in response to changing conditions;
and it has been able to hold its own and even increase market share
in the global sourcing industry during the economic crisis.

A number of factors have enabled India to take advantage of
global opportunities to build its IT services industry which include
positive policies that enable the industry to take advantage of key
markets openness, high-quality telecom facilities such as broad-
band, innovative programs like the Governments Software Tech-
nology Parks initiative in 1991. This initiative created the base for
IT start-ups and high-quality tertiary education through institu-
tions like the Indian Institutes of Technology that helped foster a
large pool of highly skilled IT workers. A growing domestic econ-
omy needing IT solutions to enhance productivity has been another
positive factor.

2. The Indian Automotive Industry
The Indian automotive industry provides an illustration of how

Government policies can leverage domestic market advantages to
improve the bargaining power of local firms and thus influence value
distribution in a GVC. At first, the industry developed under strict
policy conditions. The Auto Components Licensing Policy of 1997
provided 4 (four) requirements to be fulfilled by investors: estab-
lishment of production facilities, minimum foreign equity of US$ 50
(fifty) million, a phased manner in foreign exchange balances over
a period of time. The United States and the EU filed a complaint
with the WTO, which was upheld, against the local content and
indigenization requirements. However, Indias policy along with a
high tariff regime contributed to its success in attracting the global
automobile majors to set up production facilities in India. In fiscal
year 2011, the industry produced over 20 (twenty) million vehicles,
including over two million passenger cars, with a turnover of US$
58.58 billion. About 2.9 million vehicles were exported including
half a million passenger cars. Similarly, the auto components sec-
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tor witnessed rapid growth. In fiscal year 2011, the industry had
a turnover of US$ 43.5 keep together billion including exports of
US$ 6.8 billion. Some 59 (fifty-nine) % of the exports went to the
United States of America (USA) and Europe.

A mix of factors has enabled Indian automotive firms to straddle
the value chains at all levels: high protection walls, policies that
incentivize local production, a large and growing domestic market, a
reservoir of skilled labor and strong IT skills. Indias strengths in IT-
enabled design have helped Indian firms move into this area. These
factors have also strengthened the bargaining position of Indian
firms with the lead firms in the automotive GVC. The acquisition
of foreign automobile brands like Jaguar and Land Rover by Tata
Motors, SsangYong by Mahindra has helped Indian firms to acquire
the technical know-how, especially in design and development.

Figure 3 : Global Value Chain : The Automotive In-
dustry

Figure 3 : Global Value Chain : The Automotive Industry Source:
Compiled.

3. The South Asian Apparel Industry
Figure 4 : The Apparel Supply Chain
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Figure 4 : The Apparel Supply Chain Source: Compiled.

The GVC for apparel has witnessed fairly tumultuous times over
the last decade leading to significant changes in the participation
of countries and firms. The consolidation engendered by the Multi-
Fiber Arrangements phase-out has increased by the economic crisis.
The skewed nature of global demand (in 2008, the EU, the United
States, Japan, and the Russian Federation accounted for about 82
(eighty-two) % of the world apparel imports) has contributed to
changes in the scope, participation and direction of the apparel
GVC due to intensified competition for the reduced demand. Power
equations between the various actors in the GVC (brand owners, re-
tailers, purchasing agents and suppliers) have changed to the detri-
ment of suppliers. The shakeout among suppliers has led to changes
in the way the survivors deal with the lead firms with greater em-
phasis on long-term relationships, scale and full package capabili-
ties. The export-driven business model has come under question
and there is new emphasis on domestic markets.

The South Asian industry has not done too badly in the crisis,
and Bangladesh has emerged as the star performer in the region.
However, the economic crisis has highlighted the considerable po-
tential efficiency gains from an integration of the textiles and cloth-
ing industry. This industry is extremely important for the region
as it employs 55 (fifty-five) million people directly and nearly 90
(ninety) million indirectly. In 2007, textiles and clothing exports
accounted for 80 (eighty) % of Bangladeshs total exports. The fig-
ures for Pakistan, Sri Lanka and India were 55 (fifty-five) %, 45
(forty-five) %, and 12 (twelve) % respectively. A recent study has
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pointed to the potential gains and the policy challenges that greater
integration would entail. An indication of the challenges to inte-
gration is provided by the fact that, in many instances, despite the
South Asian Free Trade Agreement (SAFTA), South Asian coun-
tries maintain a more restrictive trade regime with their regional
trade partners than with the rest of the world, and many products
being imported from the rest of the world find place in the sensitive
lists for tariff concessions under SAFTA.

A similar ongoing study by UNCTAD (The United Nations
Conference on Trade and Development) called INTRAREGIONAL
TRADE IN LEATHER AND LEATHER PRODUCTS IN SOUTH
ASIA : IDENTIFICATION OF POTENTIAL REGIONAL SUP-
PLY CHAINS concludes that, with greater integration and removal
of tariffs, intra-regional trade in leather and leather products can
increase tenfold from the existing level US$ 63 (sixty-three) million
in 2010.

Figure 5 : The Global Garment Industry Supply Chain
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Figure 5 : The Global Garment Industry Supply Chain Source:
Compiled.

6 CONCLUSIONS

Global value chains are the consequence of the geographical frag-
mentation of manufacturing and services and require a fresh policy
paradigm if they are to be leveraged for development. Global com-
merce involves crisis-crossing networks of goods, services, finance,
capital, technology, intellectual property and people. National de-
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velopment strategies which aim to bind globalization for develop-
ment based on an integrated approach that recognizes the organic
links between the factors and seeks to remove impediments in their
flows. The value chain framework provides a good basis for such
integrated policy formulation. Such a policy framework would take
developing country trade policymakers away from solely focusing on
tariffs or industrial policy and towards the objective of maximizing
value capture across the value chain.

The conceptual basis for value chains is economic efficiency
based on transaction cost minimization, thus the foundation of an
integrated policy approach must be domestic market integration.
This is partly accomplished in many developing countries. Effec-
tive participation in international value chains can only be built
on the shoulders of efficient and well-integrated domestic markets;
policy instruments such as Special Economic Zones (SEZ) can only
be a partial, suboptimal panacea. Regional value chains are a nat-
ural bridge between domestic value chains and global value chains
that expand markets and enhance scalability. Politically, they are
an easier bridge to cross and successful regional value chains based
on RTAs have the dual advantage of building political and strategic
relationships along with economic relationships.

Managing the risks inherent in GVCs is a key policy challenge
for many developing countries. However, once the absence of a vi-
able counterfactual to GVCs is acknowledged, policy attention can
be focused on the risks, which are many: demand compression in
existing markets, ever-changing product and process standards, the
emergence of new technologies, changes in labor markets and food
security challenges. Robust domestic market conditions can func-
tion as an antidote to these risks, but small low-income economies
with poor governance structures will feel especially vulnerable.

The objective of rule-making for GVCs is to ensure a fair dis-
tribution of value between all participants. The fact that such
rules like standards are often being made by lead firms in a GVC
highlights the extent to which multilateral rulemaking has lagged
behind market realities. The deep regional trade agreements have
tried to fill the breach but their multiplicity can only contribute
to greater complexities in the noodle bowl. The most ambitious
among them, the Trans Pacific Partnership (TPP), is now chal-
lenged by the newly launched Regional Comprehensive Economic
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Partnership (RCEP). Both have largely overlapping membership
and overlapping value chains. These developments threaten the
centrality of the WTO in the multilateral trading system and at
the same time provide it with an opportunity to re-establish its
relevance and pre-eminence. For this, the WTO requires a fresh
mandate that acknowledges the organic linkages between manufac-
turing, services including the movement of people, capital flows,
technology and IPRs (Intellectual property rights).

GVCs have large market-driven nature and multilateral rule-
making requires a custom-made approach. Rule-making through
a public-private partnership platform is one option and there are
some existing initiatives that can provide such a template. Princi-
ples for Responsible Agricultural Investment (PRAI) that Respects
Rights, Livelihoods and Resources, a joint initiative of FAO (Food
and Agriculture Organization of the United Nations), IFAD (Inter-
national Fund for Agricultural Development), UNCTAD and the
World Bank, seeks to establish a code of good practices for agricul-
tural investments while respecting local rights and concerns like
food security in developing countries. The principles provide a
tool-kit of best practices, guidelines and governance frameworks for
investors and host Governments. The Extractive Industry Trans-
parency Initiative (EITI) provides a global standard, based on public-
private partnership, for ensuring transparency of payments from
natural resources. It is followed in several countries. Such ini-
tiatives create a basis for inter-governmental agreements to assist
low-income countries in obtaining a fair share of value from GVCs.
However, they cannot be a substitute for basic developments like
infrastructural development and capacity building.
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