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Introduction 
 
 

Witada Anukoonwattaka  
 

Asian international production networks (IPNs) started by the changes of 
MNCs’ strategies on international fragmentation of production in responding to rapid 
globalization, technology changes, and increasingly open trade and investment 
environments in Asian countries in the 1980s.1 The phenomenon was fuelled in the 
1990s by the opening of China which has emerged as a global centre for 
manufacturing assembly. Currently, the growing IPNs have a significant impact on 
merchandise trade patterns and regional integration among Asian economies. The 
phenomenon has led to dramatic expansion in trade in parts and components with a 
notable development in exports by Asia-Pacific. The share of the Asia-Pacific region 
in total world exports of parts and components has been increasing since the 1990s, 
especially during the past 10 years (figure 1) 

 
Figure 1.  Exports of parts and components by the Asia-Pacific region  

and the rest of the world2 
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Source: UNCOMTRADE data downloaded from WITS database. 

                                                            

 

1 International fragmentation of production generally refers to the spreading of production stages across 
countries. In public debates, the terms “international product fragmentation”, “offshoring” and “vertical 
specialization” have been used interchangeably. Slicing up the value chain allows production cost 
savings through cross-country differences in factor prices, resources, market sizes, infrastructures and 
institutional factors. The geographic dispersion of the value chain creates international production 
networks (IPNs) between countries where different stages of the production are located. IPNs can be 
organized within a single firm (vertically integrated) or can involve different companies (outsourcing). 
In both cases, the fragmentation of production requires a sophisticated organization, and involves trade 
in parts and components and/or trade in tasks.  
2 Data on parts and components is based on the 5-digit SITC Revision 3, and follows the descriptions 
of parts and components given by Athukorala (2010). The list of parts and components is provided in 
the annex to this chapter.  
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 During this process, China emerged as a pivotal assembling centre for a wide 

range of manufactured products by importing parts and components from other East 
and South-East Asian countries such as the Republic of Korea, Malaysia, the 
Philippines, Singapore and Thailand. It appears that the phenomenon has provided 
tremendous trade and investment opportunities for developing Asian economies 
participating in IPNs. The fact that countries in East and South-East Asia have 
benefited from the expanding IPNs has been widely documented, especially in terms 
of gaining access to world market, employment creation, and technology transfer.3 
Available evidence also indicates that there would be a sizable benefit for late-comer 
countries if and when they were to increase their presence in existing IPNs of Asian 
manufacturing industries. 

 
While the IPN phenomenon has accelerated trade and investment linkages 

between countries in East and South-East Asia, the remainder of the region has not 
matched those countries in this process. Chapter II discusses the fact that India, the 
second-most populous economy in the world, remains a tiny participant in the global 
production networks of manufacturing industries. Although India’s emergence as a 
world-class IT-services hub has proved that a developing country can achieve high 
economic growth without following the IPN-driven development strategy, concerns 
are mounting over the low-employment generation of India’s growth model. Heavy 
reliance on relatively skill-intensive service sectors created somewhat limited 
prospects for employment growth in India during the past two decades. An average of 
13 million people is expected to enter into India’s labour force annually for the next 
four decades, most of whom will be unskilled workers.4 To absorb such a massive 
expansion of the workforce, India will need to develop more manufacturing sectors 
that are labour-intensive.  

 
However, recent trends indicate that the factors shaping the manufacturing 

landscape of IPNs in Asia are changing. Overall, China is facing growing competition 
from other low-wage countries. The costs of assembly activities in China have been 
increasing rapidly during recent years, especially in the highly-concentrated 
manufacturing centres in the coastal regions. According to the United States Bureau 
of Labour Statistics, the estimated hourly compensation in the Chinese manufacturing 
sectors more than doubled from US$ 0.62 per hour in 2003 to US$ 1.36 per hour in 
2008 (figure 2). In addition, investment incentives for the majority of new 
manufacturing activities near the coast have been eliminated or dramatically reduced 
due to the efforts of the Government of China to encourage manufacturing activities 

                                                            

 

3 See, for example, Borrus, Ernst and Haggard, 2000; Ernst, 1997; and Gauiler, Lemoine and Ünal-
Kesenci, 2004. 
4 See, for example, Acharya, 2006; Kochhar and others, 2006; and Mehta, 2005. 
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to locate in other parts of the country (Timberlake, Schneider, and Terry, 2009). Will 
these dynamics create an opportunity for a low-income country to fill the labour-
intensive activity gaps in Asian IPNs? What are the challenges and prospects for a 
country that has been lagging behind in this process? 

 
Figure 2. Hourly compensation costs in Chinese manufacturing sectors,        

2003-2008 
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Source: United States Bureau of Labour Statistics, 2011. 

 
The objective of this study is to clarify these issues by using India’s 

performance in the Asian IPNs as a case study for other countries that are trailing 
behind in this area. The study seeks to identify the reasons why India has performed 
below its potential in this new form of international division of labour, even though 
that country possess several supportive factors including: (a) the sheer size of the 
economy and population; (b) a large pool of engineers; (c) relatively sound 
intellectual property protection; and (d) an increasingly open trade and investment 
climate resulting from progressive economic reforms.5 In addition, continuing efforts 
towards the “Look East Policy” (LEP) have been made by forming preferential trade 
agreements (PTAs) with East and South-East Asian countries, including Japan, the 
Republic of Korea, Malaysia, Singapore and Thailand as well as the push for the 
India-ASEAN Free Trade Agreement (IAFTA). 

 
It has been argued that the emphasis on PTAs with the important players in 

Asian IPNs may provide a stepping stone for India to increase its integration into the 
                                                            

 

5 Based on indicators from various institutions and various years (e.g., World Bank, 2011; and A.T. 
Kearney’s FDI confidence index, 2004 and 2010). 
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Asian IPN process. However, the effectiveness of using PTAs to increase India’s 
integration with Asian IPNs will depend on the features of each PTA as well as 
India’s ability to engage in the division of labour in the production networks. 
Therefore, this study also considers PTA features that are necessary for the 
development of IPNs. 

 
The reason for focusing on India is not only because that country is a gigantic 

emerging economy that is expected to become another growth centre of the region 
within the next two decades; more importantly, it is because such a study holds 
important policy messages for other low-income countries that have been missing out 
on the opportunities offered by the IPN phenomenon. If integration of the Indian 
economy into Asian IPNs occurs, it may have trade opportunity implications for 
peripheral countries in South Asia through their trade with India.6 In a policy context, 
India’s growth and trade patterns are an illustration of adverse impacts generated by 
inward-looking policies as well as tight controls on foreign and domestic investment. 
The efforts of India to sign a number of PTAs with players in Asian IPNs can provide 
a very useful case study for countries seeking to use PTAs as a vehicle for integrating 
their production and trade with production networks in the region.  

 
Chapter I of this study presents a brief review of the appearance and expansion 

of the Asian IPN phenomenon, followed by a literature survey that explores key 
drivers of this phenomenon from theoretical perspectives. Theories point to important 
conditions that countries must meet in order to be successfully integrated into IPNs. 
These conditions highlight policy implications for creating trade and investment 
climates that are favourable to IPN development. 

 
Chapter II and III undertake a comparative analysis between China and India, 

with a view to understanding the divergence in the performances of the two countries. 
Chapter II begins with a comparative overview of the differences in the economic 
structures of the two countries, followed by a detailed examination of the roles of the 
two countries in the current landscape of Asian IPNs. Due to the fact that the IPN 
phenomenon has been driven by decisions of multinational corporations (MNCs) 
regarding operations and locations of their production systems, chapter III provides an 
insightful background aimed at understanding the issues involved. It examines the 
operational characteristics of Japanese MNC affiliates in comparison to United States-
based MNCs, using affiliate-level data.  

 

                                                            

 

6 See, for example, United Nations (2011) exploring prospects of Sri Lanka’s integration into the  
global  electronics value chains. 
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Chapters IV and V analyse more closely the constraints and challenges facing 
the integration of India into the Asian IPNs in the future. Chapter IV includes case 
studies of the automotive components and electronics sectors in order to illustrate the 
potentially successful example of India emerging as an important regional player in 
Asian IPNs.  The policy challenges and key recommendations for India to integrate 
into Asian IPNs are analysed. Chapter V specifically emphasizes India’s recent 
initiatives towards entering into PTAs with East and South-East Asian countries. The 
chapter critically analyses the depth of PTAs between India and important players in 
IPNs in order to decide whether they contain the necessary coverage and institutional 
depth to provide a vehicle for the integration of India into the value chain of Asian 
IPNs.  

 
Chapter VI synthesizes the findings and key messages emerging from this study 

and presents policy recommendations with regard to fostering IPN participation by 
countries that are still lagging behind. The recommendations hold important 
implications for India and other developing Asian countries that have been missed out 
in the growing phenomenon of IPNs, given their similarity in terms of the constraints 
and challenges that they face. 
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