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Structure of the present lecture

In this module we will discuss several issues:
 The Concept of GVCs

* The Rise of GVCs

* Implications of GVCs for Trade

* GVCs and Investment

* Indonesia’s participation in GVCs
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What Are GV(Cs?

“The full range of activities that firms undertake to bring a product or service
from 1its con_cgeprlon to 1ts end-use by final consumers. l'%eSffp activities include
des1gg,_l_producthn and manufacturing,. marketing as well as pre-sale and
post-salé support.

Source: International Trade Center ‘Global Value Chains in Services’

Some basic characteristics of today’s global economy drawn by GVCs:

- Growing in,terconnectedne(i,s of .economies: fragm((fntation of prodélction
processes, international dispersion of  tasks Cfln activities, ~borderless
production systems (more 70% -> intermediate goods/services).

» Specialization in taSk% and bysiness functions: most goods and a share of
sérvices are “made 1n the world".

» Networks of global buyers and suppliers

- New drivers of economic performance, affected production, competition, labor
market and so forth

Source: OECD ‘Interconnected Economies’
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The ‘Smiley Face’ Curve

Added Economic Value
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Logistics:
Distribute

Logistics:
Purchase

Production

Base Price

Post-Production
Intangible

Production:
Tangible Activities

Pre-Production
Intangible

Value-Adding Activities

Source: Sébastien Miroudot ‘Trade in a World of Global Value Chain* Slides Presentation, WT| Summer

Academy 2015
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VALUE-ADDED
ACTIVITIES

SOFTWARE

SERVICES

STORES

SUPPLY CHAIN

B RAW MATERIALS
I COMPONENTS
—_— I FINAL PRODUCTS
DISTRIBUTION
SALES

ELECTRONIC EQUIPMENT INTERNET TELECOMMUNICATIONS INSTRUMENTS SUPPORTING
COMPONENTS REPAIR SERVICE PROVIDERS PROVIDERS MANUFACTURING INDUSTRIES

Source: CGGC (http://www.cggc.duke.edu)
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Who bites the Apple?

Components

’ Country Components Manufacturers Costs -

207

Chinese Taipei  Touch screen, camera Largan Precision, Wintek ~ § 20.75

Baseband, power 1

WN
61
Germany . Dialog, Infineon § 16.08 ( /
management, transceiver
Applications processor, USA CHN ﬂ
Horea display, DRAM memory LG, Samsung e . KOR
Audio codec, connectivity,  Broadcom, Cirrus Logic, Assz?blv 413
United States ~ GPS, memory, touchscreen  Intel, Skyworks, Texas § 2288
controller Instruments, TriQuint
Other Other Misc. § 47.75 Final good
Total $ 187,51 1,875

Source: Xing and Detert
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Sport shoes : 100 Euro (final retail
price)

PRODUCTION:12 EURO BRAND: 33 EURO DISTRIBUTION: 55 EURO

Transport and taxes: 5 EURO
Retail margin: 32.6 EURO

VAT:17.4 EURO
Raw material: 8 EURO

Wages: 0.4 EURO

Other expenses: 1.6 EURO

Profits producer : 2 EURO

Conceptionand
design: 11 EURO

Marketing and
branding: 8.5 EURO

Profits brand:
13.5EURO
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Bringing the 787 together

Wing tips
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Washington, USA
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n

Wing/body fairing
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Winnipeg, Canada
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o " o Passenger entry doors
e L Toulouse, France (Latécoére) —
(Boeing) Aft fuselage ‘
Charleston :
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Source: DFAT



5”/“ UNIVERSI
CIT1 STER FoR NTERNATIONAL
TRADE & INVESTMENT

The Rise of GVCs

The ‘Great Unbundlings’ by Richard Baldwin

 First unbundling: steam machine invention made it possible
« Cut trade costs, produce at vast scale, transform transportation
 International trade and labor migration boomed
* Production clustered locally, dispersed globally
» Spatial separation of factories and consumers
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The Rise of GVCs

« Second unbundling: ICT revolution made it possible
« Communication costs reduced
» Easier to coordinate complexity at distance
* Transfer know-how facilitation
 Internationally mobile technology
* Production started to disperse geographically

« fragmentation, offshoring, vertical specialisation, and slicing up the
value-added chain.
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Want to know more about the rise of GVCs?

THE GRADUATE INSTITUTE | GENEVA
CENTRE FOR TRADE CTEI PAPERS
AND ECONOMIC INTEGRATION

¥ MK ()
% Y . v CTEI WORKING PAPERS

GLOBAL SUPPLY CHAINS: WHY THEY
EMERGED, WHY THEY MATTER, AND WHERE
THEY ARE GOING"

CTE-12-13

Richard Baldwin®

Richard Baldwin' Snopas
The paper presents an economist's perspective on supply chains explaining why they
Globalisation: the great unbundling(s) emerged, why they are significant, the future directions they are bikely to ke, and

mplications for policy.

provanely * 8 thask Jos Ao , Bobert Jobemn, Javicr Corucalea-1opes, 3ad Nadis Hocks S awsaance with dua bom
ther excellens papers on relstod topica. | thask Passck Low 2ad Simon Dveres for cxcellons dicumnss, advice
T T 30 ok, 3 Ales Mudshcbe S roacasch smsncs. Ths popes was pespared far the Turg Clobal Iracsien s



http://graduateinstitute.ch/files/live/sites/iheid/files/sites/ctei/shared/CTEI/Baldwin/Publications/Chapters/Globalization/Baldwin_06-09-20.pdf
http://graduateinstitute.ch/files/live/sites/iheid/files/sites/ctei/shared/CTEI/working_papers/CTEI-2012-13.pdf
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How Economies Engaging in Value Chains

 Either as users of foreign input or suppliers of intermediate
goods/services

* Not all equally engage and depend on their size and openness
 Emerging economies play increasingly important role

* Upstream (raw materials, R&D) and downstream (production
and customer services), this position may change over time

 Both multinational and small firms involved
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Read more about Interconnected
Economies

SYNTHESIS REPORT

@) OECD
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Value Added Trade - Raw Materials Counted Several
Times in World Exports

Domestic value
added in exports
Value chain

1 Foreign value added
r 1 incorporated
Participating Raw material Processing Manufacturing E
countries extraction demand / Gross Domestic Double
. " . exports value added counting
Country A
\ 2 2 0
N\
Y
Country B
4= 26
\\ ) 26 24 2
Country C \
@24 46 =72
e N
"~ > 72 46 26
Country D \\
> 100 72 28

Source: UNCTAD
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Share of Foreign Value Added in Exports, by Region (2010):
Indicating the extent to which a country’ exports depend on imports

Global 28%
Developed economies 31%
European Union 39%

United States 11%

Japan 18%
Developing economies 25%
Africa 14%
Asia 27%
East and South-East Asia 30%

South Asia 11%

West Asia 16%

Latin America and Caribbean 21%

Central America 31%
Caribbean 21%
South America 14%

Transition economies 13%

Memorandum item:

Least developed countries 14%

A

Developing-country average

Source: UNCTAD
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The implications of GVCs for trade policies

* GVCs contribute to double counting in trade

 Intermediate inputs are traded across the borders many times. This process have
resulted tariffs accumulation.

* Trade facilitation measures become increasingly significant

» Trade poligg_ focusing on reducing suPpIy-side constraints such as cutting the red
tape, providing fast and efficient customs and ports management is necessary to
Improve participation in GVCs

* Non-tariffs measures are serious barriers for GVCs participation

« Mandatory compliance with varied standards and technical regulations proves to
be burdensome for companies including small-medium enterprises (SMES)

« Regulatory conver}gence and mutual recognition agreements could be a way to
ease this burden ot compliance and enhance participation in GVCs

 GVCs change international trade’s pattern and structure

 The old mercantilist view ‘exports are goods and imports are bad to be
counterproductive

« Trade agreements have to cope with the new reality and to be able to facilitate
the changes in order to be relevant.
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Want to know more about implication of
GVCs?

INTERNATIONAL MONETARY FUND PARTICIPATION OF
DEVELOPING COUNTRIES
e TRADE INTERCONNECTEDNESS: THE WORLD WITH IN GLOBAL VALUE CHAINS
Aogust 26, 2013 GLOBAL VALUE CHAINS
Implications for Trade
EXECUTIVE SUMMARY and Trade-Related Policies

Evidence based on the World Input-Output Database (WIOD), which became avaiable

&) 7 @) e e

income is ge axporting Cs. Moreover, the
OECD WTO OMC UNCTAD ¥agmentation of the prodkction process across different countries has kd to 3 strong Summary Paper
; ness. Data at country levet indicate that being part of

GVCs s associated with 3 higher orowth rate since the mice1990s.

The emaergence and growth of GVCs have important implications for the Fund's
IMPLICATIONS OF GLOBAL VALUE CHAINS in particular ring or the real effective
FOR TRADE, INVESTMENT, DEVELOPMENT AND JOBS @xchange fate (REER). The standard REER computed at the Fund is based on the

assumpticn that goods traced are final goods cnly. Given that trade in intermediate
9oods ks now mare than Two thirds of total trade, this may be problematic. For example,

OECD, WTO, UNCTAD it does not account for the fact that a nominal appeeciation not anly makes goods more
espansive 1o sel, but 350 makes imermediate Inputs cheaper to import. One approach

6 August 2013 10 account for GVCS is to madify the formda 5o that changes in intermediate inputs

«costs can be reflecied in the REER. An altemative appeoach & 10 move away ¥om a

“goods” 10 "tasks” workd and to measure the competitiveness in asks” rather than
Prepared for the “goods”. Empirical these rew find that GVCsis

G-20 Leaders Summit complex, but provides new insights cn for instance, igh
Saint Petersburg (Russian Federation) matter but the chaice of the price index more. To fuly
September 2013 these todks in the Fund's surveiance work, however, more work is nesced. |

The growth of GVCs has ked to the rise of “supply-chain trade™ which involves
medticimensional cross-barder flows of Goods, investment, seevices, knowshow, and
peogle. wade i 3 number of changes in rade pokicy=
making. First, it reckaces incentives for the wse of traditional protectionist measures,
though traciticnal trade restricthensss measures stil harm growth and resilience of
(GVCs. Second, behind-the=border measures and trade faciitation bottenecks are
becoming more impartant to GVCs than traditional trade policy measures. Thind, new
rulis and disciplines underpinning the rise of supply«chain irade are being written into
the "mega” Free Trade Agreements (FTAS), Creating a risk of contribeting 10
ragmenting the medtilaneral trading systom.



http://unctad.org/en/PublicationsLibrary/unctad_oecd_wto_2013d1_en.pdf
http://www.imf.org/external/np/pp/eng/2013/082613.pdf
http://www.oecd.org/countries/mali/Participation-Developing-Countries-GVCs-Summary-Paper-April-2015.pdf
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GVCs: Investment and Trade Linkages

* Trade and investment are intertwined. FDI can be a substitute
for and a complement to trade

« E.q for trade substitution: a firm invests and produces goods in the
foreign country to serve the consumers in that country

« E.q for trade complementary: efficiency-seeking FDI, through a firm
looks for the best (low-cost) location from which to produce

efficiently and export their products
See: Trade and Investment Linkages and Policy Coordination



http://www.oecd.org/investment/globalforum/40300944.pdf
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Linkages

* FDI| generates trade flows globally. According to UNCTAD,
80% of global trade is linked to the international production
networks of TNCs, either as intra-firm trade or through arm’s
length transactions involving at least one firm.

 TNCs' international production networks, where most trade
takes place, are geared towards providing the value added

Inputs needed to generate trade.
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Extensive Use of Services Caused by
GVCs

 Almost half of value added l """"""""""""""
inputs (46%) to export is |
served by services-sector

activities

*6/% of global FDI stocks is

allocated in services sector
activities | |

Source: UNCTAD, Global Value Chains and Development


http://unctad.org/en/PublicationsLibrary/diae2013d1_en.pdf
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TNCs' presence and Country’s GVC

Participation

* A group of countries that have
most FDI tend to have:

* higher foreign value added In
their exports

 higher GVCs participation

a higher contribution of value
added trade to their GDP

Source: UNCTAD, Global Value Chains and Development

st quartile
(Countries with high FOI
stock relative to GDP)

2nd quartile

3rd quartile

4th quartile
(Countries with low FDI
stock relative to GOP)

Foreign value added Contribution of value added

in export GVC participation ~ trade to GDP

B - "
54% 30%

;-

17%

48%

46%

4%

21%



http://unctad.org/en/PublicationsLibrary/diae2013d1_en.pdf
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Indonesia’s Participation in GVCs

* Indonesia’s participation is driven by downstream activities as
other countries use Indonesia intermediates in their exports (e.q.
commodities and natural resources)

* Mining and chemicals and minerals are two Indonesia’s industries
strongly involved in GVCs

* One of the examples is Indonesia’s sectoral policy to restrict
export of raw mineral which has far reaching implications in the
downstream industries is being questioned by trading partners

. Ma'oritty of final demand for ﬁoods and services represents value
added that has been created domestically

 Domestic value added (direct or indirect) represents final demand

]tort?]large number of products such as food, textiles, wood and so
orth.
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Want to read more about Indonesia’s
participation in GVCs?

/
WORLD TRADE ORGANIZATION WT0
e, ORGANISATION MONDIALE DU COMMERCE <
2/ ORGANIZACION MUNDIAL DEL COMERCIO Chairs

e INDONESIA: A GLOBAL
Value chains governance in Indonesia’s VALU E C HAI N PERS PECTIVE

extractive and natural resources export
commodities: Policy notes on its upgrading
= and diversification endeavors

Riza Noer Arfani & Poppy Sulistyaning Winanti

Dominated by natural resources commodities and extractive industries (such as oil and
| | gas, coal, copper and other minerals, palm oil, rubber and other horticulture commodities), AD B ECO N OM l CS
export diversification and upgrading have been the concemns of the Indonesian govemment No. 411 ; ;
and related stakeholders in the industries. Considered as one of successful stories of developing e e AR S AP
countries in escaping the resource-curse, Indonesia has undergone rapid economic growth. In Shy
this context, it is interesting to examine the governance of regional and global value chains of omba 2014 Wo R KI N G PAPER S E R I ES
top ten Indonesia’s export commodities in an effort to annotate its upgrading and diversification
endeavors.


http://www.adb.org/sites/default/files/publication/110982/ewp-411.pdf
https://www.wto.org/english/tratop_e/devel_e/train_e/Indonesia.pdf
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Room for Improvement

 Infrastructure and energy

« Efficient bureaucracy, reduced red-tape and robust and
transparent rule of law

* Improved inter-agency coordination

* Improved quality and reduced volatile risk of labor market
e Sustainable industrial policy
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Other readings worth to consider

UNITED NATIONS CONFERENCE ON TRADE AND DEVELOPMENT

GLOBAL VALUE CHAINS: INVESTMENT AND TRADE FOR DEVELOPMENT

LOBALWALUE S5HAINS
AND

INVESTMENT AND VALUE ADDED
TRADE IN THE GLOBAL ECONOMY



http://unctad.org/en/PublicationsLibrary/wir2013_en.pdf
http://unctad.org/en/PublicationsLibrary/diae2013d1_en.pdf
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