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10 POLICIES FOR SUPPORTING

PARTICIPATION IN                                  

VALUE CHAINS

The changing dynamics in the global economy call for a 

renewed effort to enhance the prospects of trade-led 

growth. Looking ahead, in order to mitigate the consequences 

of considerable uncertainty as the global economy undergoes 

a series of adjustments, a more aggressive and holistic 

strategy is needed to regain at least the pre-crisis momentum 

in the region. This report finds plenty of untapped potential 

for the expansion of trade and investment growth through 

further production fragmentation and connectivity to value 

chains, both regional and global.  

The proliferation of value chains in the past two decades is 

a reflection of the rapid changes that have occurred in 

business models as well as international trade and foreign 

direct investment (FDI). Trade patterns have been reshaped 

by fast growth of trade in intermediates. FDI followed a 

dynamic process of production fragmentation as global 

firms moved into sub-contracting, off-shoring and 

outsourcing as ways of increasing productivity and 

competitiveness. Global value chains (GVCs) have reinforced 

a long-standing notion that trade and investment are just 

an extension of the production process in which domestic 

and international barriers and obstacles matter significantly 

with regard to competitiveness. Together with production 

fragmentation, the related areas of technical innovations in 

transport, communications, production and consumption, 

and innovative management practices diffused rapidly 

across the world, especially in Asia where new job 

opportunities have lifted many out of poverty and helped 

reinforce progress towards closing the income gap between 

developed and developing countries. A surge in purchasing 

power in the new middle class of developing countries has 

created new opportunities for South-South trade and 

investment. On the other hand, a rising challenge is that not 

all countries have been able to take advatages of the benefits 

of production fragmentation. As this report shows, many 

low-income developing countries in Asia and the Pacific 

have remained either isolated from GVC expansion or locked 

into their traditional role of commodity or low value-added 

exporters, with little in the way of new manufacturing 

opportunities.    

GVCs are, of course, not the panacea for these challenges 

facing low-income economies and, in particular, they are 

not immune to the malaise of the global economy; on the 

contrary, in certain cases, trade that is linked to GVCs could 

be harmed faster and/or to a greater extent as global demand 

and supply become adversely affected. Some of these factors 

will be cyclical (as was noted in the immediate aftermath of 

the 2008-2009 contraction), but some factors are also related 

to ongoing structural changes and end up permanently 

changing segments of, or even entire value chains. 

Furthermore, policies for increasing participation in GVCs 

should not replace a sound economic development strategy; 

it must be understood that promoting participation in GVCs, 

while in itself a comprehensive policy mix, is just a 

complementary part of a broader economic diversification 

strategy.

Nevertheless, as highlighted in this report, the Asia-Pacific 

economies need to upgrade their policies in order to adjust 

to the “new normal” of slower trade and investment growth, 

and adjusting GVCs processes. These include both the 

policies and measures that developing countries can adopt 

to support direct entry into – or indirect linkages to – GVCs 

as well as ensure that participation in GVCs contributes 

beneficially to sustainable development. Measures related 

to facilitation and access to efficiently provided services and 

resources, including skills and data, are necessary to (a) the 

promotion of upgrading within GVCs and (b) allowing a 

move away from exclusive focus on “low-skilled, low-costs” 

to higher-value production. These measures will also serve 

well in achieving a general goal of more equitably shared 

benefits from participation in global economy.
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• Hard infrastructure: connectivity , energy and logistics
• Domestic regulatory reforms
• Trade and investment liberalization and  trade facilitation

Securing entry to GVCs

• Competitive environment
• Open services sector backed by strong and enforcable regulation (including financial services)
• Preferential trade agreements to support regional integration
• Soft infrastructure: education and training to increase absorptive capacity of firms and workers,  ICT 

development

Expanding participation in GVCs

• Building innovative, human and firm capital
• Governance and intellectual property protection
• Harmonization of rules and standards with international norms
• Openness to FDI and imported technology

Upgrading within GVCs and creating new GVCs

While one model does not fit all, research by ESCAP has 

shown that there are a large number of areas where policies 

tend to converge for countries of certain similar characteristics. 

The empirical research that was undertaken in preparing 

this report with regard to GVC-merchandise trade grouped 

countries by their income status in high, upper-middle, 

lower-middle and low-income economies and covered GVC-

related final and intermediate exports of five sectors: apparel 

and footwear; automobiles; electronics; agricultural primary; 

and processed agricultural products. The scope of research 

has influenced the research findings and thus should be 

taken into account when reviewing the policy 

recommendations.

The similar empirical method was taken when exploring 

the linkages of services in industrial exports and GVCs, and 

the role of FDI and technology. The recommendations 

presented are grouped under the objective that is to be 

achieved, rather than by the group of countries observed in 

the analysis. However, there is a close association between 

the income levels of countries and their stage of participation 

in GVCs. The figure 10.1 summarizes the main policy 

proiority areas based on empirical analyses undertaken by 

ESCAP as well as on evidence drawn from other studies, 

aimed at: (a) securing entry to GVCs; (b) expanding 

participation in GVCs; and (c) upgrading within GVCs and 

the creation of new GVCs. However, it must be stressed that 

these recommendations constitute just the main policy 

options. Furthermore, they are presented here in a 

generalized form  while in any specific case of policy advice 

and design these recommendations will have to be tailored 

to fit the existing circumstances and meet more explicit 

objectives. 

Figure 10.1. Key policy priority areas for supporting participation in value chains 

A SECURING ENTRY

As many smaller and low-income regional economies are 

not yet fully integrated into GVCs, the key question for 

policymakers is how to create an enabling environment for 

local firms to gain entry into existing networks. In this regard, 

it has been found that:

(a) Infrastructure is the main element needed to secure entry 

to GVCs. The focus at the entry stage should be on a country’s 

“basic needs” for connectivity (e.g., roads, rails and ports), 

energy supply and logistic systems;

(b) Trade cost reduction is essential to enabling a country to 

participate more effectively in GVCs, particularly where 

geographical disadvantages have an impact on producers’ 

competitiveness. Trade-cost reduction policies include 

liberalization of trade in goods as well as services and 

investment, with the removal or reduction of direct and 

indirect barriers. While both trade and investment 

liberalization are necessary, trade facilitation is the most 

effective way of dealing with trade costs at the border; and

(c) Domestic regulatory reforms to ensure transparency and 

consistency are necessary for dealing with trade costs 

occurring behind-the-border.
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B EXPANDING PARTICIPATION

Once entry is secured, the next stage is the development of 

policy priorities with a focus on enhancing competitiveness 

in order to expand GVC participation. This could be done 

through additionally shaving costs arising from existing 

barriers in accessing markets or by increasing productivity 

and efficiency of supply. Once a country is significantly 

integrated into a GVC, Governments should pay attention 

to the broader policy environment. Domestic policy and 

regulatory reforms to facilitate trade and business operations 

help to maintain attractiveness for FDI inflow as well as 

preserve competitive advantages; the process of 

servicification is of particular importance. The main policy 

areas are:

(a) While liberalizing trade in goods is a starting point for 

creating new trade opportunities, the value chains of 

industrial goods also require efficient services. Improvements 

in the performance of the service sector, including through 

liberalizing services trade, is a priority. This will enhance 

the competitiveness of manufacturing firms and facilitate 

their participation in global production networks. Many 

regional economies maintain highly restrictive access to 

their local services markets, which in turn could hamper 

efforts to promote industrial goods exports;

(b) To encourage development spillovers from GVCs to the 

rest of the economy, a balanced and sequenced approach to 

sourcing of intermediate services (and goods) is desirable. 

The general direction of service trade policy should therefore 

focus on (i) creating competitive market conditions, and (ii) 

developing a well-functioning domestic service sector that 

meets good practice regulatory standards;

(c) The need for measures to vary from sector to sector. For 

example, ensuring access to the grid or network for new 

entrants in the telecommunications or electricity sectors 

should help in creating equal and equitable opportunities, 

and should result in pro-competitive efficiency gains;

(d) Openness of financial services with a good practice 

regulatory framework. This could enhance competition and 

stability in the financial sector and contribute to macro 

stability; 

(e) It is important to have a comprehensive set of policies in 

place in order to encourage spillovers and technological 

diffusion from foreign to domestic providers. This may 

include, for example, public investment in upgrading and 

improving accessibility to backbone infrastructure such as 

ICT, railways, ports, health and education;

(f) The provision of education and training (e.g., in IT, 

languages and professional skills) as well as greater domestic 

and international labour mobility. Among other things, this 

will enable domestic firms as well as individuals to take 

advantage of service-export opportunities; and

(g) Regional economic integration agreements. Such 

agreements could be a catalyst in enhancing GVC 

participation by developing Asia-Pacific countries, provided 

such agreements are deep in commitments, and broad in 

scope and coverage. However, bilateral and regional trade 

agreements will have little effect without the necessary trade 

regimes – in particular, trade facilitation first being in place. 

Furthermore, there is a need for rationalizing and 

consolidating existing preferential trade agreements, as their 

effectiveness may face adverse impacts through the “noodle 

bowl” phenomenon.

C UPGRADING

Development benefits from GVCs will be achieved through 

the process of upgrading within GVC participation, such as 

capturing a larger share of domestic value-added in exports 

or the performance of more elaborate tasks within the value 

chain, and moving away from “low-value, low-costs” 

segments of the chain. As already elaborated in this report, 

this is more easily achieved by harnessing benefits from 

transferred technology through FDI or alternative access to 

foreign technology such as licensing or direct importation. 

Developing economy firms and workers can only benefit 

from new technology through GVC participation if the 

domestic policy environment is appropriate. Smooth 

transitions from labour-intensive to skills-intensive segments 

of GVCs need enabling policies to facilitate the adjustment 

process through well-designed labour market and social 

reforms as well as investment in education and skills.  This 

requires several attention to several poliey areas, including: 
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(a) Building institutional capacity – including governance, 
the rule of law and contract enforcement – and respecting 
intellectual property rights for securing the benefits of 
technology transfers. All types of technology transfer within 
GVCs rely on some type of legal relationship between the 
source and the recipient;

(b) Openness to FDI. This is one of the most vital and 
beneficial vectors for technology transfer within GVCs. In 
many countries excessive restrictions remain, particularly 
in services. Appropriate reform of foreign investment rules 
–including limits on foreign ownership and legal forms – can 
encourage GVC partners and lead foreign firms to strengthen 
relationships with local firms, including through technology 
transfers;

(c) Maintaining an open stance by developing countries in 
relation to international trade, particularly in the case of 
intermediate inputs and capital goods. A liberal trade policy 
stance facilitates movements of goods that bring technology 
embedded in them;

(d) Development of human capital to improve the capacity 

of firms to absorb technology transfer. For technology 
transfer to be fully effective, new machines and/or 
techniques need to be clearly understood and internalized 
as well as potentially adapted to domestic conditions, both 
by workers and by local engineers.

Together the above policies can help countries to take 
advantage of the opportunities offered by GVCs. Of course, 
in all economies, the sequence of policy reforms will be 
determined by the initial conditions of a country. 

There is also a need to manage the risks from greater 
interdependencies that come with economic integration. 
Likewise, the social and environmental aspects of GVC 
participation need careful attention. Enabling GVC 
development will increasingly require more international 
cooperation and coordination among Governments. The 
need to integrate regulation and domestic rules and 
regulation with international standards is particularly strong 
in Asia and the Pacific, as burdens created by those rules 
and regulations can be amplified across GVCs and result in 
damage to region-wide competitiveness.

D LOOKING FORWARD

Because GVCs have dominated globalization in the past two 
decades, they have also commanded high attention in policy 
dialogues and among research topics. The progress made 
in understanding the phenomenon and its complexity as 
well as the measurement of its size and impacts can only be 
compared to the spread of GVCs themselves. Yet there are 
many open areas requiring further research by academia, 
think tanks, business associations and knowledge 
communities such as ARTNeT. The ESCAP secretariat will 
remain engaged with other partners in the efforts to 
strengthen work in this area.

There is a clear understanding that operators behind trade, 
investment and GVCs are to be found at the micro level – 
they comprise enterprises and clusters that are frequently 
associated with a city, while the Governments (including at 
below national levels)  function as enablers. A further study 
in this area, with a focus on low-income countries, must go 
even deeper into exploring how firms operate and interact 
with the local, national and global economies, their processes 
of adaptability to changes and their preparation for the 
future. The annex to this chapter provides brief description 
of a survey of enterprises undertaken by ESCAP to find the 
main factors influencing their decision on participating in 
international trade and GVCs. 

More efforts are needed to collect hard data on the behaviour 
of firms, which appears to be the main problem at present 
when analysing GVCs. Conventional trade statistics, which 

are still focused on the nineteenth century “Made in a 
country” concept, do not offer much ground for analysis of 
GVCs, which reflect a “Made in the world” approach to 
trade. There is now a consensus that collecting proper 
statistical data needs to involve value-added production as 
well as value-added trade data not only at a national level. 
This could be achieved by more comprehensive and regular 
data collection from the private sector. Many countries, both 
in the Asia-Pacific region and globally, lack capacity and 
resources to undertake such data collection and production. 
Yet without proper measurements, it will not be possible to 
fully understand the nature and scope of interactions among 
firms, locally, regionally and globally, and it will be more 
difficult to prepare the necessary environment for policy 
changes required for future development. Thus, there is a 
critical need for specific capacity-building actions on the 
part of those countries. 

Taking into account the nature and dynamism of GVCs, and 
their reflection of local realities – as discussed in this report 
– there is little doubt that they will continue to shape the 
processes of production, trade, investment and innovation. 
As such, GVCs are a key factor in designing a governance 
structure for sustainable development. The ESCAP 
secretariat offers a key platform for the business community, 
researchers and policymakers at all levels of government to 
interact and work together towards delivering on the 
promise of ending poverty, transforming lives and protecting 
our planet. 
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The augmented gravity model of trade estimated in chapter 7 of this report supports the claim that, at the country level, 

some policy variables influence the ability of developing Asia and the Pacific to integrate into GVCs. Specifically, evidence 

is found that tariff liberalization, RTAs, improvements in logistic and a solid legal system are associated with increments 

in GVC-related trade. Conversely, non-tariff measures (NTMs) are found to hinder international trade. 

Are firms aware of the importance of these factors? The ESCAP Survey of International Trade and GVCs provides the 

opportunity to investigate the level of awareness among single companies. The survey, which targeted almost exclusively 

those businesses based in the Asia-Pacific region, consisted of 34 questions divided into the following five sections: (a) 

perceptions of the relevance of international trade; (b) perceptions of trade barriers; (c) perceptions of business barriers in 

developing countries; (d) an overview of the surveyed company; and (e)contact details and feedback on the survey. The 

complete responses totalled 206. Among other questions, firms were asked to assess the importance of a number of factors 

influencing their activities in international trade, particularly those linked to GVC-related trade. Notably, some of the 

respondents regarded the relevance of tariffs, custom delays, non-tariff barriers, transport and logistics, protection of 

propriety rights, the existence of preferential market access schemes, the existence of free trade agreements and the level 

of transparency in rules and regulations, to be important.  The figures 1 and 2 show aggregate results, on a scale ranging 

from 1 (not important at all) to 6 (extremely important), the average response for each of the elements examined here was 

between 4 (moderately important), and 5 (very important) for all the elements here considered except for Transparency in 

rules and regulations (domestic) which had an average response of just above 5. Thus, on average, the firms surveyed 

recognized the importance of the very same factors that the augmented gravity model of trade finds as having a sizeable 

impact on GVC-related trade.

Other variables can have an impact on the ability of a firm to export its products, including its integration in production 

networks and GVCs. Of particular importance,   in a setting of heterogeneous firms and economies of scale, is the size of 

the firms as often only the larger companies are able to directly enter foreign markets.  Frequently, only the more productive 

firms are, in fact, able to overcome (a) the fixed costs, such as tariffs, and (b) variable costs, such as transportation expenses, 

which originate from operating outside the domestic economy.

The ESCAP survey, inter alia, allows verification of whether such a relationship exists for those firms that responded to 

the survey. In fact, the survey divided companies into four categories, according to their size: (a) less than 10 employees; 

(b) 10-49 employees; (c) 50-250 employees; and (d) more than 250 employees. Companies were asked how easy it was for 

them to export, on a scale ranging from 1 (extremely difficult) to 6 (extremely easy). The findings of the regression analysis 

reveal that, for the samples analysed, there is a positive and significant correlation between the size of a firm and easiness 

of exporting, in accord with the model elaborated by Melitz, indicating that larger firms could have better chances of 

integration into GVCs.

In conclusion, the findings of the ESCAP Survey of International Trade and GVCs (available from www.unescap.org) 

suggests that policymakers in the Asia-Pacific region can create a supportive environment for companies, when trying to 

implement reforms aimed at the enhanced integration of domestic firms into GVCs, by intervening in such areas as logistics, 

preferential trade agreements, tariffs and regulatory systems. 

*A representative model is developed in Marc J. Melitz, 2003, “The impact of trade on intra-industry reallocations and aggregate industry productivity”, 
in Econometrica, 71, pp. 1695-1725.

 

Factors influencing the easiness of GVC-related exports: Evidence from the

 ESCAP Survey on International Trade and GVCs

Annex
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Annex figure 1. Importance of selected factors influencing international trade: Average answers from the   

  report on the ESCAP Survey on International Trade and GVCs

Source: Compiled from the ESCAP Survey on International Trade and GVCs, available at www.unescap.org/publications/asia-pacifi c-trade-
investment-report.
Notes: The number of fi rms that cited the following factors were: customs delays, 167; preferential market access, 167; non-tariff  barriers, 167; 
protection of propriety rights, 169; tariff s and/or custom duties, 168; free trade agreements, 168; transport and logistics, 168; transparency in rules 
and regulations (domestic), 167; transparency in rules and regulations (foreign), 170.
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Annex figure 2. Importance of selected factors influencing international trade depending on firm size:       

              Average answers from the report on the ESCAP Survey on International Trade and GVCs

Source: Compiled from the ESCAP Survey on International Trade and GVCs, available at www.unescap.org/publications/asia-pacifi c-trade-
investment-report.
Note: Number of responding fi rms by size: 10>employees, 30; 10>50 employees, 33; 50>250 employees, 28; >250 employees, 68.
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