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Initial main messages V/, ORGANIZATION

e GVC(Cs offer a useful mechanism to
use trade to develop.

0)4le -12/= * Initial GVC integration typically
nEPC has large development benefits.

— But many countries still left out.

- * Challenge thereafter becomes to
upgrade to higher value added
tasks or products in GVCs.

.« . .. Therearealso risks involved and
i ~  benefits are not automatic.

| * Broad policy package needed.
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income and growth
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of initial GVC integration —/
Shin’s “Smile” curve  Enabled by lead firms in
[ GVCs incl. thru FDI
Value
added e Lead firms bring many

advantages to
developing country
suppliers:

— Access to distribution

system in developed
e countries

integration

— Product design
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world quality levels

Distribution of Component Suppliers to Multi-National Car Makers
by number of defective components
(per million)
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Source: Sutton (2012).

e Standards/certification can be a way to achieve this (more)
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(North America, Europe, East Asia) -/

e Many EMs industrialized, because ...
— ... they were close enough to the world quality window AND...

— ... either located close to Japan and each other in Asia (China, India, Indonesia)
or close to existing factories (CEE, Mexico).
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Presentation Notes
even with today’s ICT, coordinating a production network still involves some face-to-face and face-tomachine
interactions that require technicians and managers to travel from the advancetechnology
home nation to the developing host nation. This is perhaps one reason we see
most production networks concentrated in low-wage nations that are near high-technology
nations US, Japan and Germany (Johnson and Noguera 2012, Baldwin and Lopez-Gonzalez
2012)
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3 types of upgrading in

Value
added

GVCs

Shin’s “Smile” curve

Product
upgrading

Functional
Upgrading
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Much upgrading is
attainable (though not
always achieved)

Lead firms largely only
discourage functional
upgrading that impinges
on their core
competences
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Process Upgrading
Streamlining the production process to produce the existing good or service at lower price
Product Upgrading
Improving an existing product into a higher quality or more functional variety
Functional Upgrading
Moving up the smile curve into different tasks within an industry that capture higher value added


Quality upgrading and 2 Jon i,
development

e Much quality upgrading occurs in initial development stages
e Strong variation among low and middle-income countries
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