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What Are Global Value Chains? 

The emergence of global value chains (GVCs) is the defining feature of twenty-first-century 
trade and has fundamentally altered trade relations between economies. Instead of individual 
countries producing an item domestically and exporting it abroad, products are now in parts 
across a wide array of economies that contribute to a product’s creation by adding value 
throughout the production process. According to an Organization for Economic Cooperation 
and Development/World Trade Organization (OECD/WTO) study, 30–60 percent of all G20 
exports consist of intermediate goods and the growth of intermediate good trade has been 
around 30–40 percent over the last 15 years.1  

In a “value chain world,” a product idea is conceived in one country, inputs are procured and 
produced in others, assembly occurs in yet another, and the final product is shipped and 
marketed around the world. An example is the assembly of a Boeing 787 Dreamliner, where the 
tailfin is made in the United States, the main fuselage in Italy, and the entry doors in France 
(with the rest of the plane, including its electronics, being made elsewhere). Other examples 
range from fish caught in Alaska and then transported to China to be made into fish sticks or 
imitation crab meat and then exported around the world, to Nutella made from Turkish 
hazelnuts, Nigerian cocoa, and French vanillin, and then manufactured in Brazil, Poland, or 
Australia. The onus on economies is no longer just on importing materials and exporting 
finished goods, but to add value throughout a multi-economy production chain. 

This has two implications for trade policy. First, nontariff trade barriers have become more 
important than ever to ensuring efficient value chains. Rather than bargaining primarily for 
market access for their exports in goods and services, economies must ensure the smooth flow 
of investment, technology, and inputs across and behind borders. Any barrier to trade becomes 
a self-imposed “tax” on an economy’s exports since it increases the costs of doing trade with a 
given economy. In effect, trade is no longer in the exclusive realm of international agreements 
but is instead a “self-help program” since economies can improve their participation in value 
chains through domestic reforms (for example, predictable customs procedures, transparent 

1 Clay Lowery, “Global Value Chains and Development: A Roadmap to Integrated Economic Growth” (presentation, 
Center for Strategic and International Studies, Washington, DC, October 30, 2013). 
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bureaucracy, and enforcement of contracts) rather than relying exclusively on international 
agreements. 

Second, the emphasis on adding value means that economies no longer need to focus on large-
scale manufacturing or “national champion” industries but can deepen economic participation 
by emphasizing the addition of value across the production chain. 

 

The “country of origin” concept is now obsolete except in a few limited cases and “made in the 
U.S.A.” (or any country) should now be replaced with “made in the world.” These developments 
allow small and medium-sized enterprises (SMEs) unprecedented opportunity to participate in 
international trade. This also means that trade statistics that emphasize “deficits” or “surpluses” 
are virtually meaningless in a value-added world. Using the example of the iPhone, even though 
it is designed in the United States and assembled by myriad states in Asia and Europe, it is 
considered a Chinese export because the final assembly takes place in China. As a result, the 
entire $178 production cost is associated with China even though it adds only $6.50 in value to 
the finished product. According to Pascal Lamy, former director general of the WTO, if trade 
statistics were adjusted to reflect value added rather than absolute value, the U.S. trade deficit 
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with China would be halved, so say nothing of the trade relationships among other economies.2 
This matters for policy because policymakers need to stop viewing trade as an absolute surplus-
or-deficit issue and instead see trade as an opportunity to add value—an idea that is both more 
achievable and will do immeasurably more for the world economy.  

What Do Global Value Chains Mean for Development? 

GVCs have created unprecedented opportunities for the developing world, which 
predominantly has very small and medium-size businesses. Companies can have the capacity to 
design, manufacture, distribute, and sell anything anywhere, and to do so with impressive 
speed. Currently large firms are engaging with SMEs since it often costs less to source from 
SMEs within and across countries, in light of rising demand from socially mobile populations, 
and to gain access to markets outside of urban areas. According to a study by McKinsey & 
Company, supply chains are becoming less vertically integrated. Smaller supply chains adapt 
more easily to the complexity of the services.3 

Some of the most effective projects in development are happening in GVCs because of their 
sustainability, large scale, and relative low cost to governments. The flow of manufacturing 
foreign direct investment (FDI) to medium-skilled activities in developing countries is nearly 
fourteen times larger each year (and increasing) than the flow to low-skilled, labor-intensive 
operations. The benefits of working with smaller industries are gaining more locally tailored 
products and, most importantly, benefiting local communities. Using the medical technology 
field as an example, there are many South-to-South and North-to-South acquisitions in search of 
providing access to technologies tailored to local requirements and to local distribution 
channels. There are parallel public and private supply chain systems in the health care sector, 
and developing organizations spend considerable money and effort to strengthen public-sector 
supply chains. 

SMEs, and those who advise and finance them, can increase their market power and 
participation in such partnerships through increases in their productivity achieved by 
developing skills and upgrading technology, improving certifications and standards, involving 
small actors in product innovation, and improving access to finance. As a remedy, development 
assistance can reduce the risks companies face when investing in the developing world, 
increase SMEs’ access to finance, reduce structural barriers to investment, and provide local 
governments with technical assistance to increase their own capacity in these areas. 

There have also been shifting demand zones, specifically to Asia and Latin America, as their 
new middle classes create new markets of customers. While this creates new opportunities for 
new markets, these areas will still need to be connected to international trade networks. Part of 
this will be through the construction and maintenance of physical infrastructure (such as ports, 
roads, and rail) and also through improvements to digital connectivity, not only for customs and 
border control, but also for SMEs who do increasing amounts of business on their mobile 
phones. However, the catalyst will be a government’s policy choices concerning rule of law and 

2 Pascal Lamy, “Globalization of the Industrial Production Chains and Measuring International Trade in Value 
Added” (speech, Senate of France, Paris, October 15, 2010). 
3 Yogesh Malik, Alex Niemeyer, and Brian Ruwadi, “Building the supply chain of the future,” McKinsey & Company, 
January 2011, http://www.mckinsey.com/insights/operations/building_the_supply_chain_of_the_future. 
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enforcement of contracts, localization requirements, and enabling digital trade. The question is 
not about more regulation or less, but about developing policies that will create an enabling 
environment for SMEs to thrive and for multinational corporations to take advantage of the 
benefits that SMEs offer.  

What Policies Will Help? 

The key to maximizing the development potential of value chains is to enable SME 
participation. For policymakers it means they will not be able to hold and control pieces of 
supply chains as companies find better ways to get around supply chains’ aspects. Currently 
many local suppliers do not have the capabilities or the capacity to participate in high-value 
activities. 

In short, specific areas for action include: 

• Increasing productivity through technology upgrades and training and skills 
development 

• Improving certifications and standards 

• Involving small actors in product innovation and design 

• Strengthening distribution chains via micro-franchising and small-scale retail 

• Improving SME access to finance 

However, actions are dramatically constrained by various types of trade, investment, 
regulatory, customs, and other barriers. Countries with the best quality of logistics 
infrastructure host significantly more vertical affiliates of multinational corporations (with 
higher value added). 

External assistance continues to be needed through competent agencies that promote 
investment to help middle-skilled multinationals move to developing countries; public-private 
partnerships for vocational skill building to promote cooperation with local partners; and 
creation of infrastructure clusters with industrial parks or agro-processing facilities. 

Human resources are a serious constraint in the developing world, and supply chain managers 
often do not have supply chain skills. The private sector seems interested in learning from 
successful experiences, unlike the public sector, which is often focused on meeting the basic 
requirements in order to secure the necessary funding. The challenge associated with the 
manufacturing sector in developing countries is the absence of quality processes to meet 
international standards and regulations. 

Improving infrastructure will also be a critical component of enabling SMEs to participate in 
value chains. The Inter-American Development Bank’s (IDB) work on understanding the 
involvement of Latin American economies in value chains has found that countries with the 
best quality of logistics infrastructure host significantly more “high-value” components of GVCs. 
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The IDB’s model that simulated the relationship between improved infrastructure and the level 
of vertical affiliates showed that affiliates increased 15 percent with improve infrastructure. 

Finally, economies need to incorporate trade data that accounts for global value chains into 
their policy planning. Data on merchandise trade (which undervalues services) is meaningful 
only when economies are unitary producers or consumers, but explains virtually nothing in a 
global value chain world. In this environment it is more useful to determine how much value 
an economy adds to the given product—as demonstrated by the example of the iPhone 
described earlier. The need to use the right data is important because it can lead policymakers 
to different conclusions as they determine trade policy. An emphasis on trade balances will lead 
policymakers to emphasize exports and “national champion” industries, ideas that are 
becoming outdated in the modern trade system and that, if emphasized, will hold back an 
economy’s development. An emphasis on adding value and scaling up in value chains will allow 
economies to plug into international trade more easily and are far more achievable policy goals, 
often with the effect of producing benefits throughout a country, such as better roads and more 
transparent governance. 

Conclusion 

Global value chains have revolutionized the way that firms do business with each other and 
offer unprecedented opportunities for developing countries. With the right policies, developing 
economies can integrate into global value chains by empowering SMEs and removing barriers 
to their participation in international trade. Furthermore, the policies required for GVCs 
(transparent and efficient bureaucracies, improved infrastructure, and development of talent) 
have benefits beyond trade that extend to good governance and strong societies. GVCs also 
incentivize economies to move up the value chain by increasing the value they contribute and 
continuing to specialize. This is not abstract theory, but demonstrated practice—economies like 
Singapore, Panama, and others have successfully scaled up their economies and increased their 
wealth, becoming international trade centers. In short, the only thing inhibiting economies 
from developing is their policy not to participate in GVCs. 

To accomplish this, economies need to reorder their priorities. Emphasis on trade balances 
rather than adding value will skew priorities in the wrong direction. Protectionism, whether 
through tariffs or nontariff barriers, effectively become barriers for their domestic industries 
by increasing input costs for their exports. In contrast, lowering these barriers will increase 
industries’ access to inputs and enable them to export more goods of higher value. 

SMEs in developing economies are able to participate in value chains. Governments can enable 
them by easing access to finance, improving infrastructure, developing human resources, and 
strengthening rule of law to enforce contracts and create predictable processes. These goals are 
attainable and should be part of any project to develop good governance. That they also 
increase participation in value chains is an added incentive. 

Development practitioners can help by supporting the various development finance initiatives 
that many governments have undertaken, including the United States. While private finance 
has become the critical channel for U.S. engagement on development issues, the United States 
still has government resources and policy tools to leverage, including project finance, loan 
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guarantees, political risk insurance, and technical assistance grants. Still, the United States 
could do more by building the relevant agencies’ capacity for engaging with the private sector, 
even by hiring more professionals with private-sector experience. Additionally, the relevant 
agencies are spread out across government resulting in poor coordination, unclear 
decisionmaking pathways, and an inability to deliver a timely response. One remedy would be 
to expedite information flows and decisionmaking to private partners as a “whole-of-
government” function, as well as focusing on apportioning responsibilities between public and 
private partners with respect to program implementation. While these are not complete 
solutions, they are achievable steps in the right direction. 

Governments in the developing world should begin by taking stock of how well their economies 
create an enabling environment for SMEs. A good place to start is the World Bank’s Doing 
Business report, which documents the complications of official regulation for SMEs that are 
then summarized in indicators comparable across countries and allow them to learn from each 
other. Focus on the complex area of regulation has supported reform all over the world—
stronger protection of property and contracts and less complicated procedures. Importantly, 
this is reform spurred without large aid payments. What governments choose to do with the 
information is up to them, but the report offers in-country SMEs a data point upon which to 
hold their governments accountable. 

As official development assistance becomes increasingly scarce, the ability to leverage private-
sector tools will become more critical than ever. Fortunately, GVCs give the private sector in the 
developing world a chance to shape their own future and engagement with international 
commerce, and without large aid payments or financing, but by creating a policy environment 
that allows SMEs to connect to the world. The opportunity is unprecedented and governments 
should not miss the chance to seize it. 

 

The Walmart Experience 

Collaboration between Walmart and SMEs in the developing world is counterintuitive since Walmart’s 
business model is to buy large volumes and sell at low prices, whereas SMEs tend to have smaller 
volumes and higher prices. Even so, Walmart has prioritized work with SMEs in the developing world 
because SMEs can provide more locally tailored products, and benefiting local communities, which 
improves Walmart’s potential customer base. Walmart works with local governments to bring SMEs 
through local fairs and then accelerates financing for these SMEs, helps them distribute their product, 
and trains entrepreneurs. To maximize Walmart’s interaction with SMEs and facilitate interaction, 
Walmart often creates an intermediary aggregator between the corporation and SMEs. Furthermore, 
Walmart also has various programs working with women in the communities because women tend to 
reinvest in their families, as well as by training and hiring more women. 

The primary challenge for Walmart is to understand how to become locally relevant and make local 
communities self-sufficient and have more disposable income so that the corporation can expand its 
business by acting and growing more inclusively. To do this, Walmart argues, the policy environment 
will need to be improved to allow SMEs in the developing world to become global players with supply 
chains as the primary vehicle for their participation. 
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