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MY	CV	in	brief
• Degree	in	Economics	Università Bocconi in	Milan;	
MSc	in	Development	Economics	University	of	
Oxford;	PhD	Institute	of	Development	Studies,	
University	of	Sussex;	

• Main	research	interests:	Clusters,	Global	Value	
Chains,	Innovation	in	developing	countries;	
Emerging	market	multinationals	and	their	
innovation	strategy;

• Check	robertarabellotti.it to	know	more.



Agenda
1st day
• What	is	a	Global	Value	Chain	(GVC)?
• Economic	Upgrading	in	GVCs;
2nd day
• GVC	Governance	patterns;
• Social	upgrading;
• China	in	GVCs;
• Mapping	GVCs;
3rd day
• Discussion	of	case	studies.



What	is	a	global	value	chain?

https://www.youtube.com/watch?v=
5UAnYcqQTR4&t=185s



Recent	growth	of	trade	has	been	driven	
by	intermediate	goods

• Intermediate	goods	account	
for	about	65%	(USD	11	
billion)	of	all	imports	in	
2012,	up	from	57%	and	just	
USD	2.8	billion	in	1995;	

• The	share	of	OECD	
countries	in	global	imports	
of	intermediates	dropped	
from	75%	to	60%	while	that	
of	non-OECD	countries	
picked	up	accordingly;

• Similarly	the	share	of	OECD	
countries	in	global	
manufacturing	value	added	
dropped	from	80%	to	60%.



Shares	of	global	intermediate	imports	reflect	the	rise	of	
emerging	markets	as	production	hubs

Source:	UN	COMTRADE



The Nutella GVC



What	is	a	global	value	chain?	
The	cocoa	GVC

https://www.youtube.com/watch?v=
5UAnYcqQTR4&t=185s
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Definition	of	Value	Chain
• A	value	chain	is	the	full	

range	of	activities	that	
firms	engage	in	to	bring	a	
product	to	the	market,	
from	conception	to	final	
use;

• Such	activities	range	from	
design,	production,	
marketing,	logistics	and	
distribution	to	support	to	
the	final	customer; 

• They	may	be	performed	
by	the	same	firm	or	
shared	among	several	
firms.





National,	regional	and	global	value	chains

• Value	chains	can	involve	firms	located
– in	the	same	country	(domestic	value	chain);
– In	the	same	region	(regional	value	chain)
– Worlwide (global	value	chain).



The	drivers	of	GVC	rise
• Trade	costs	have	decreased	significantly:	the	
container	revolution;

• Rapid	advancing	in	ICTs:	cheaper	and	more	
reliable	TLCs	and	increasing	powerful	PCs	have	
facilitated	co-ordination	and	monitoring	of	
activities	at	large	distance;

• Liberalization:	falling	barriers	to	trade	and	
investments;

• Large	gaps	in	skilled	and	unskilled	wages.



Decline	in	trade	and	communication	costs



Moore’s Law as Seen in Intel Microprocessors –
how the availability of  a global technology ..



.. has driven down the price of  computers, hence the 
cost of  information and communication processing



Falling	trade	barriers



Wage	differences



GVC	has	deepened	the	process	of	
globalization

• Geographically:more	developing	countries	
involved;

• Sectorially:	manufacturing	but	also	services;
• Functionally:	production	and	distribution	but	
also	R&D	and	innovation.	



Why	is	studying	GVC	useful?



GVC	is	“what	you	do”

• Countries	can	enter	
in	the	global	market	
specializing	in	one	or	
few	stages	of	the	
value	chain	(the	
whole	chain	is	not	
needed:	The	Golden	
Opportunity).



Value	Added	along	the	GVC:
The	Smiling	Curve	

• Along	the	GVC	there	are	activities	
that	are	more	lucrative	than	
others:

• Most	value	creation	is	generally	found	
in:	a)	upstream	activities (design,	
product	development,	R&D	and	
manufacturing	of	key	parts	and	
components)	and	b) downstream	
activities (marketing,	branding	and	
customer	service);

• Assembly, often	offshored,	to	LDCS,	
represents	only	a	small	part	of	value	
generation.





GVCs	in	developing	countries
• The	participation	in	GVCs	is	a	key	opportunity	for	firms	in	
developing	countries	to	reach	international	markets;

• Countries	can	specialize	in	one	or	few	tasks,	phases	of	the	
GVC;

• Lead	firms	(e.g.	Gap,	Ferrero,	Apple)	organize	the	GVC	and	
play	a	key	role	in	fostering	and	supporting	the	upgrading	
process	within	GVC;

• Upgrading depends	on	the	governance	patterns	and	on	
the	power	relations	characterizing	the	GVC;

• GVC	analysis	focus	on	the	relationships	between	global	
lead	firms	and	local	producers	to	investigate	the	
opportunities	and	constraints	that	result	from	entering	
such	relationships.



Who are the key players inGVC?

• Buyer-driven value chain
• Producer-driven value chain



Buyer-driven value chains
• Retailers, brand-name merchandisers and trading 

companies play a pivotal role:
– The consumer goods industry provides some of 

the best examples for these types of chains but 
also food value chains dominated by large food 
conglomerates show signs of buyer-driven value 
chains; 

– Global agribusiness chains are often buyer-driven 
because in many cases they are governed by the 
wholesalers, retailers and brand-name 
companies that are closer to final customers.



Producer-driven value chains
• Lead by MNCs or vertically integrated enterprises

that control the production system and allocate 
the production on the basis of comparative costs
advantages: 
– Examples of these value chains can be found

in the capital and technology intensive 
industries such as the car and automotive
industries, the electronics or the pharma
industry.







Economic	Upgrading	in	GVC
• Economic	upgrading	ismoving	up	the	value	
chain	through:

• There	are	four	types	of	upgrading:
①Process	upgrading;
②Product	upgrading;
③Functional	upgrading;
④Inter-sectoral/inter-chain	upgrading.



Process	and	Product	Upgrading
①Process	upgrading	implies	reduction	in	costs,	

productivity	and	flexibility	increases	by	
reorganizing	the	production	system	or	investing	
in	new	or	better	equipment/technology;

②Product	upgrading	involves	a	shift	to	more	
sophisticated,	complex,	better	quality	products	
as	well	as	producing	a	larger	range	of	products.



③ Functional upgrading

• Changing the mix of activities and acquiring new skill 
intensive functions (i.e. from manufacturing to 
design);



Functional upgrading in Mexico 





④ Intersectoral/inter-chain
upgrading

• Applying competences acquired in one 
function of a chain and using them in a 
different sector/chain;

• Sinos Valley shoe producers (Brazil) have 
functionally upgraded (moving up to design, 
branding and retailing) in the 
domestic/regional value chain:
– Leveraging their production capabilities acquired 

in the US value chain;
– ‘Made in Brazil’ program promoted by the local 

business association to create a local design 
capability and a brand.



Upgrading	in	GVC	is	conditioned	
by	governance
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Five GVC Governance Types
 

Governance 
Type 

Complexity of 
transactions 

Ability to 
codify 

transactions 

Capabilities 
in the supply-

base 

Degree of 
explicit 

coordination 
and power 
asymmetry 

Market Low High High  

Modular High High High 

Relational High Low High 

Captive High High Low 

Hierarchy High Low Low 

 

Low

High

Network	
org.	
forms
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Key	governance	patterns

• Modular:	when	complex	transactions	are	relatively	
easy	to	codify.	Typically,	suppliers	in	modular	chains	
make	products	to	a	customer’s	specifications	and	take	
full	responsibility	for	process	technology	(common	in	
agro-food,	electronics,	auto);

• Relational:	when	buyers	and	sellers	rely	on	complex	
information	that	is	not	easily	transmitted	or	learned
(common	in	clothing,	footwear);

• Captive:		when	small	suppliers	are	dependent	on	one	
or	a	few	buyers	that	often	wield	a	great	deal	of	power.	
Such	networks	feature	a	high	degree	of	monitoring	and	
control	by	the	lead	firm.



Economic	and	Social	Upgrading

• It	is	often	implicitly	assumed	that	economic	
upgrading	in	GVCs	will	automatically	translate	
into	social	upgrading	through	better	wages	
and	working	conditions.	

• However,	case	studies	provide	a	more	mixed	
picture.	

• While	this	can	be	the	outcome,	there	is	no	
evidence	that	this	necessarily	follows	if	the	
work	generated	is	highly	insecure	and	
exploitative.



Social	upgrading	in	GVC
• Social	upgrading	is	the	process	of	improvement	in	the	rights	and	

entitlements	of	workers	as	social	actors	and	enhancement	of	the	
quality	of	their	employment;	

• This	includes	access	to	better	work,	which	might	result	from	
economic	upgrading	(for	example,	a	worker	that	has	acquired	skills	
in	one	job	is	able	to	move	a	better	job	elsewhere	in	a	GVC);

• But	it	also	involves	enhancing	working	conditions,	protection	and	
rights;

• Improving	the	well-being	of	workers	can	also	help	their	dependents	
and	communities;

• The	concept	of	social	upgrading	is	constituted	by	four	pillars:	
– Employment,	
– Standards	and	rights	at	work,	
– Social	protection;
– Social	dialogue.	







• Trajectory	A:	when	
workers	remain	within	
home-based	production	
but	are	still	able	to	
improve	their	working	
conditions	(better	wage,	
more	secure	contracts);

• Trajectory	B:	for	instance	
from	subsistence	
agriculture	to	wage	
employment	in	the	
clothing	industry;

• Trajectory	C:	when	
workers	move	to	better	
paid	jobs	associated	with	
social	upgrading	(e.g.	
skilled	jobs	in	IT	sector	in	
China	or	India).









China	process	upgrading:	from	simple	contract	
assembly	to	“full-package”

manufacturing



Functional	upgrading

• From	assembler	to	parts	provider:	China’s	
share	in	world	exports	has	increased	not	only	
in	final	products	but	also	in	parts	and	
components;	

• From	1995	to	2007,	China’s	share	in	world	
exports	of	parts	and	components	increased	by	
9.2%,	while	those	of	Japan	and	the	United	
States	dropped	by	7.1%	and	6.3%.



A	new	role	in	the	knowledge-
intensive	segments	of	GVCs?	

• China	is	now	the	world’s	second	largest	spender	on	
R&D	after	the	United	States;	

• Patents	held	by	Chinese	residents	increased	at	an	
average	annual	rate	of	29%	between	1999	and	2009.	

• However,	Chinese	firms’	patents,	especially	in	the	
United	States,	are	largely	held	by	a	handful	of	export	
oriented firms	in	computer,	communication	and	
consumer	electronics	industries,	such	as	Foxconn,	
Huawei	and	ZTE;	

• China’s	exports	of	commercial	knowledge-intensive	
services	(business,	financial	and	communication	
services)	have	also	expanded.	







The	future	of	China’s	upgrading

• Its	large	and	fast-growing	domestic	market	facilitates	the	
upgrading	of	GVC	activities:	Chinese	firms	absorb	advanced	
knowledge	by	participating	in	foreign	MNEs’	GVCs,	they	can	
use	this	knowledge	to	develop	new	capabilities	and	new	
products	for	the	domestic	market;

• China	was	able	to	leverage	its	large	market	to	attract	foreign	
investments	embodying	the	latest	technology.	This	allowed	
Chinese	firms	to	improve	their	capabilities	and	keep	up	with	
the	world’s	technological	frontier;

• Competition	with	MNEs	in	the	domestic	market	gives	Chinese	
firms	incentives	to	invest	in	technology	and	other	knowledge-
based	assets.



But	beware…

• High	tech	exports	doesn’t	mean	high	value	
added	production:	see	the	iPod	case;

• Export	dependence	has	risks	for	economic	and	
employment	growth;

• Economic	upgrading	≠	Social	upgrading



The	Ipod GVC







Who	captures	Value	in	Apple’s	iPod?

• Apple captures the most of the
value;

• Suppliers of key inputs also gain a 
good share of value;

• Trade statistics may lead to wrong
conclusion (is a made in China 
IPOD a chinese or a US product?).





Mapping	GVC

https://www.youtube.com/watch?v=
KMkJu8S8ztE







Outsourcing	and	Offshoring

• Outsourcing:
purchase	of	
intermediate	goods	
and	services	from	
outside	specialist	
providers;

• Offshoring:
purchase	of	
intermediate	goods	
and	services	from	
foreign specialist	
providers.



Outsourcing	(=	share	of	externally	sourced	
intermediates	in	production	or	“vertical	dis-
integration”):	rather	common	to	all	countries
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Offshoring (=	imports of	intermediate	goods and	services as %	
of	total intermediate	inputs):	decreasing with	country	size

64



Trade	in	value	added

• Trade	statistics	record	gross	flows	of	goods	
and	services	every	time	they	cross	borders;

• TIVA	(Trade	in	Value	Added)	database	
addresses	the	problem	of	double	counting,	
measuring	the	value	added	by	a	country	in	the	
production	of	any	good	or	service	exported.





GVC	and	trade	statistics
• Global	exports	=	210;
• Value	Added	=	110;
• In	trade	statistics	C	has	

a	deficit	of	110	with	B;
• In	fact,	C	has	a	trade	

deficit	of	10	with	B	and	
of	100	with	A;

• A	depends	on	the	
demand	in	C;

• B	depends	on	A	for	
intermediate	parts.	



VA	in	global	trade
• 28%	of	global	exports	is	
double	counted	in	trade	
statistics.





Foreign	value	added	by	country

• Economic	size	of	countries:	
– smaller	economies	have	higher	shares	of	foreign	
value	added	embodied	in	their	exports;

• Specialization	of	countries:
– countries	with	substantial	natural	resources	have	
lower	ratio	of	foreign	value	added	in	their	exports	
as	mining	activities	require	fewer	intermediate	
goods	in	the	production	process.





Foreign	value	added	by	industry
• The	fragmentation	of	production	in	GVCs	is	linked	to	
the	technical	characteristics	of	products	and	it	is	far	
more	developed	in	manufacturing	than	in	services;

• Foreign	value	added	is	very	large	in	basic	industries	
that	make	heavy	use	of	imported	primary	goods	such	
as	coke	and	refined	petroleum,	basic	metals,	
chemicals,	and	rubber	and	plastics;

• Fragmentation	is	also	significant	for	modular	products	
in	high	technology industries:	parts	and	components	
are	often	produced	in	one	country	and	exported	to	
another	in	which	they	are	assembled;

• This	international	division	of	labour is	deep	in	electrical	
machinery,	radio/television	and	communication	
equipment,	office,	accounting	and	computing	
machinery,	but	also	motor	vehicles.





Foreign	value	added	by	geographic	
regions

• In	most	European	countries,	between	60%	and	70%	of	the	
foreign	value	content	of	exports	comes	from	other	European	
countries;

• Within	the	NAFTA	region,	Canada	and	Mexico	are	heavily	
oriented	towards	the	other	NAFTA	countries,	in	particular	the	
United	States:	almost	half	of	the	imported	intermediates	
embodied	in	their	exports	originates	in	the	NAFTA	zone;

• In	Asia,	the	majority	of	the	intermediates	embodied	in	exports	
are	sourced	from	within	the	region,	reflecting	the	importance	of	
Factory	Asia	where	(advanced)	parts	and	components	are	often	
produced	by	developed	economies	such	as	Japan	and	Korea	and	
then	exported	to	emerging	economies		such	as	China	and	
increasingly	Vietnam	and	Cambodia	where	the	intermediates	are	
assembled	into	finished	products.



China	trade	balance

• China’s	trade	surplus	
with	the	USA	is	smaller;

• China	assembles	
intermediate	parts	
coming	from	Korea	and	
Japan	(Factory	Asia);

• There	is	a	pressure	for	
rebalancing	trade		
deficits	which	can	
induce	a	rise	in		
protectionism..



Wo	wins	and	who	loses?




