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Investment, Trade and Participation in Global Value Chains

'Globa:I ‘trade (exports of goods and services), by type, 2010

$ Trillions ESTIMATES
Total trade within the international
production networks of TNCs:
~19 ~4 ~80%
_,_A___
~15 ~6.3
~2.4
~6.3
Global trade in Non-TNC All TNC- Intra-firm NEM-generated TNC arm's
goods and services trade related trade trade trade length trade
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Source: UNCTAD estimates, based on WIR12 (table |.8); BEA; EFIGE; Altomonte et al. 2012.
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Investment, Trade and Participation in Global Value Chains

FDI helps countries increase participation in GVCs
but the presence of TNCs that participate in GVCs does not guarantee
participation of local SMEs

Relationship between GVC participation and FDI inward stock,
189 countries over 20 years

GVC Participation vs FDI Inward Stock  GVC Participation vs FDI Inward Stock
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Fragmentation of production: the example of the
Boeing 787 Dreamliner

Forward fuselage:
Kawasaki Heavy Industries (Japan)
Centre fuselage: Alenia Aeronautica (Italy) Spirit Aerosystems (USA)

Rear fuselage: Escape slides: Air Cruisers (USA)
Vertical Stabiliser: Boeing Boeing South Carolina (USA) Doors & windows:
Commercial Airplanes (USA) Zodiac Aerospace (USA)
Lavatories: PPG Aerospace (USA) Flight deck seats:
\ Jamco ( Japan / Ipeco (UK)

Wing box: Mitsubishi Heavy Industries (Japan)
Wing ice‘protection: GKN Aerospace (UK)

/-

Raked wing tips: Korean Airling
Aerospace division (Korea)

—
aw, Flight deck controls:
Esterline (USA),
Moog (USA)

PTLLLLLES

Horizontal Stabiliser:
Alenia Aeronautica (ltaly)
Engines: GE Engines (USA),
Rolls Royce (UK)

Aux. power unit: Hamilton Centre wing box:

Sundstrand (USA) Fuji Heavy Industries (Japan) Engine nacelles: Goodrich (USA)
Tools/Software: Dassault Systemes (France)
Passenger doors: Navigation: Honeywell (USA)

Latécoere Aéroservices (France) Landing gear: Messier-Dowti (France) Pilot control system: Rockwell Colins (USA)

Electric brakes: Messier-Bugatti (France) Wiring: Safran (France)
Tires: Bridgestone Tires (Japan)

Cargo doors: Saab (Sweden)

Prepreg composites: _ _
Toray (Japan) Final assembly: Boeing UNCTAD

Commercial Airplanes (USA) gusiness
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Major Flow of Intermediate Goods and Finished Goods

in Asia (Electrical/Electronic
|.6times (23.3«<—14.4)

5.9times(124.421.1)

es
(27 4<24.2)

Flow of finished goods Flow of intermediate goods
20081998

* Electric/electronic machinery export value (billion USD) BUSINESS

Source: RIETI-TID(2009), White Paper on International Economy and Trade 2010 (METI)"“"5




The Emergence of Regional Value Chains

« There Is a significant structural diversity and a
high degree of complementarity of emerging
global and regional production systems

* Production networking and regional division of
abour result In massive intra-industry trade in
parts and components within regions

 Intermediate goods are the « blood stream» that
Irrigates global and regional supply chains (&)
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Complementarity of auto-parts suppliers
iIn ASEAN
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What are the implications:

consequences for SMEs

* New opportunities (vertical specialization)

 But also risks:
— Being pushed towards cheap end of the market

— Being pushed towards lower tiers of suppliers

UNITED NATIONS

BUSINESS
LINKAGES



Value capture can be limited:
IPod production in China

- The retalil value of the 30-gigabyte
video iPod is $299.

* The most expensive component in it is
the hard drive, which is manufactured by
Toshiba and costs about $73.

» The next most costly components are
the display module (about $20), the
video/multimedia processor chip ($8)
and the controller chip ($5).

Videos
Photos
Podcasts

Videos
Photos
Podcasts
Extras
Settings
Shuffle Songs
Now Playing

Extras
Settings

Shuffle Songs
Now Playing

» The final assembly, done in China,
costs only about $4 a unit.
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Risks

Figure 1: How SMEs fit into Global Value Chains

Original Product
Manufacturer (LE)

1st Tier
Suppliers
Supplier(LE) Supplier(LE)
"""""""""""""" 2nd Tier
Suppliers
Supplier(LE) Supplier(SME)
~ 3rdTier
Suppliers
Supplier(SME) Supplier(SME) Supplier(LE)
~ 7777 athTier
Suppliers
Supplier(SME) Supplier(SME)
LE: Large enterprise G TR
SME: Small or medium enterprise UNCTAD
Source: Abonyi, 2005 BUSINESS
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Results of UNCTAD’s case studies
on the software industry:

Leading software providers (such as
Microsoft in Egypt or IBM in Vietham) depend
on local companies to adapt their products to
the local market and to support local
customers.

Rivalry among local companies is strong and
IS driving a constant upgrading process.

This, In turn, gives companies
not only in their domestic market
but also in their region. 7R
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+« Example of suppliers upgrading in

. the IBM PartnerWorld system applied
o In Vietham

= Significant investment by ier Business Partner enblem

Business Partner pint marketing planning

bpecial benefits

® Enhanced marketing & sales
support

® Enhanced skills & technical

enablement

® Moderate estment

® Information and enablement
tools

® Introduction to IBM
portfolio general
support

Benefits tiered by Business Partner achievement

LINKAGES

ource: UNCTAD'’s case study on IBM in Vietnam, 2007



UNCTAD'’s case studies results
on the audiovisual industry:

TNCs dominate the most important production
networks. Creative industries face structural changes
triggered by technology, both at the production and
the distribution side.

The issue of

IS still a determining factor in shaping
the emergence of new value chains in creative
Industries.

This opens up new opportunities for new, specialized
entrants, such as the Colombian 3-D animation

producers and local movie producers in NoIIywood”V”
(Nigeria). bm%%
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E.g. Numbers on key players in the
3D-animation value-chain in

Colombia

Animation firms (including freelance)

3D-animation producers 23
3D-animation producers with presence in international markets 8

Digital animation producers (not necessarily specialized in 3D-animations) 34
Total (without international offices) S7

Film producers

General film producers 20
Documentary film producers 18
Total 38

Production and postproduction firms

Production and postproduction firms for TV commercials 79

Advertising agencies

Advertising agencies 68

Source: UNCTAD’s case study on Caracol in Colombia, 2007 BUSINESS



Results of UNCTAD’s case studies

on the automobile industry

1. Most local suppliers in developing
countries did not succeed to become

global sourcing partners.

2. Developing countries SMEs have started
to link up with first tier suppliers of large
TNCs.

3. Large opportunities appear

UNITED NATIONS
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First and second tier suppliers of

the Volkswagen plant in

Puebla, Mexico

Source: UNCTAD'’s case study on Volkswagen in Mexico, 2007

VW Puebla . )
First-tier
I I |
Tier 1. Tier 1 Tier 1 Tier and Tier 2 Tier 1
JOHNSON LUNKOMEX FTE MEXICANA REFA MEXICANA SAS AUTOMOTIVE
CONTROLS Shareholders: US Shareholders: Shareholders: USA SYSTEM
Shareholders: US Turnover : § 1million - Germany and Canada Sharehders:
Turnover: $1 million - $5 millon Turnover: $11 a $40 Turnover: Germany
$5 millions Product: Bumper millions $41 to 70 millions Turnover: $1700
Products:Seats Systems, Jack Product: Product: Metal millions
Systems and -Brake and clutch Stamping Parts Products:
-Closure Systems systems -Cockpit Assembly
(Hinges and Lanches)
Tier and Tier 2 Tier 2 Tier 2
CARTEC PARKER SEAL SAMCO
Shareholders: Shalreholders: Shalreholders:
Mexico Mexico Mexico
Turnover : $41to 70 Turnover: Turnover:
millions < § 1 million < $ 1 million
Product: Metal Product : Rubber Product: ;
Stamping Parts packings Turned pieces of Second-tier
high precision
(o)
~ >
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*« UNCTAD’s Business Linkages Programme connects large
companies with domestic suppliers in developing countries

* Currently operational in Argentina, Brazil, Mozambique,
Chile, Tanzania, Uganda and Zambia

“We are all speaking the same language, TNCs are
here to stay and we want to grow. In order to do that,
we need (to work with) local SMEs.”

EXAUDI KIWALI, VODACOM, BL PROGRAMME IN TANZANIA

“The BL Programme in Argentina aims to strengthen
the automotive sector and improve the relationship
between domestic SMEs and large corporations
(TNGs). It is a great step to foster the development
of local suppliers. As this is a complex sector and a
global industry, it is important to transform local SMEs
into competitive global players.”

RUBEN ASCUA, PRESIDENT OF EMPRETEC ARGENTINA

“Through the Business Linkage Barley Project
developed in Mozambique the rural population in
the Manica province got the opportunity to access

a new source of income generation. Now hundreds
of Mozambican small producers have the chance
to improve their quality of life and get out of the
condition of absolute poverty.”

EVARISTO JORDAO VILANCULOS, BL. PROGRAMME
COORDINATOR IN MOZAMBIQUE

“This programme has tremendously enhanced the
productive capacity, efficiency, competitiveness and
sustainability of these (participating) businesses”.

MAGGIE KIGOZI, DIRECTOR, UGANDA INVESTMENT
AUTHORITY ON BUSINESS LINKAGES

|_|UNITED NATIONS

UNCTAD
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Key activities:

» Upgrading local businesses to meet international standards

« Strengthening small businesses to become dependable partners for large companies
 Providing policy advice on improving the environment for sustainable business linkages
» Sharing effective international business linkage strategies with the various stakeholders

...in order to deliver tangible results for all:

ECONOMIC TRANSNATIONAL SMALL & MEDIUM-
DEVELOPENT CORPORATIONS SIZED ENTERPRISES
» Development of a dynamic, « Reliable supply structure « Increased sales and/or exports
competitive & sustainable industry « Cost reduction  Expansion of client base
- Jilelrs wiesis) L fplalit iUl * Flexibility & speed « Access to information, technology

and employment
« Productivity gains from £ slniatg linsind s £ stz
specialization & outsourcing » Access to UNCTAD coaching

& technical advice

« Improved operations
& products standards

« Better use of own resources
(capital, human) for core activities « Improved competitiveness,
& processes product standards &

« Increased competitiveness managerial skills

» Increased industrial transfer
of skills & technology

|_|UNITED NATIONS

UNCTAD
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Results monitoring: Brazil Manaus - . e Pemambuco
: : : @GERDAU AA
15 Income increases of employees
14 Employment increases
Regides
@ R Wron
12 SMEs expand | 13 Other SMEs copy i ::““’:"’“m e e Bahia
B ﬁ B suceste o BOSCH GEA“ Q DETEN
11 SMEs perform better VERACEL su;@?m NI iy
ﬁ {A‘ ‘A €5 Nestle
. : B el
10 TNC/SME doing business S&oBernardodo Campo ' S0
EAS Ea 1 -BASF
8 SMEs capable 9 Bottlenecks resolved
it ir
A 0 Indicator Bahia Ceara Manaus  Pernam- S. Bernardo Total
7 SMEs action plan mpl;r:ented buco do Campo
- Proposals to 22 15 3 20 4 54
6 SMEs action plan developed THC
ar Expression of 8 7 1 12 1 29
5 SMEs on board Interest signed
A THNC needs 8 7 1 5 1 22
identified
4 SMEs selected Assessment 8 ¥ 1 5 1 22
ﬁ questionnaire
3 TNCs on board THC on board 8 ¥ 1 5 1 22
1
i . Signed Mol or 8 T 1 5 1 22
2 Needs of TNC identified agreement \ A
90 Liaison officer 8 7 1 5 1 22 W
1 Proposal to TNC ElpoliiEe 1
Financial 245000 225000 175000 210,000 na. 855,000 f” 1
commitment i S
....... 35
Ehraa e
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Results monitoring: Uganda

15 Income increases of employees

1

14 Employment increases

Indicator TNC 1 TNC 2 TNC 3 TNC 4 Totals
Gross margins
Net margins 332% 215% 105% 217%

(6% to 360%)  (-57to 625%) (-37to 133%) (average)

Imn\;zztments v v v v
Loans received 236,901 1,018,223 199,088 300,683
New clients
captured

= c

1P e i )
12 SMEs expand i_ 13 Other SMEs copy i
T i~
11 SMEs perform better |
1T
10 TNC/SME doing business |
ar ar
8 SMEs capable 9 Bottlenecks resolved
it ir
7 SMEs action plan implemented
it
6 SMEs action plan developed
ar
5 SMEs on board
{}
4 SMEs selected
1
3 TNCs on board
ir

2 Needs of TNC identified

&

1 Proposal to TNC

Indicator
(% change) TNC 1 TNC 2 TNC 3 TNC 4
SME-TNC 17% -9% 7% -
Sales value (6t050%)  (-55%10 28%)  (-2%to 11%) 100%
Repeat sales 277% 154% 156%
Domestic From5to 9
procurement billion UGX

Case specific

(30% to 75%)

inclicators

Relationship

perception

TNC additional Y v N y Y

support /
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Conclusions

SMEs can participate effectively in the
global economy but have to achieve
collective efficiency

C There Is a need for industrial
upgrading policies and business
linkages programmes, In particular

focusing on the integration of lower-
tier SMEs in GVCs and RVCs
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UUUUUU

BUSINESS
LINKAGES



Thank you!
fulvia.farinelli@unctad.org
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