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Around the world, the process of delivering goods and services to consumers has become spe-
cialized to a degree no one could have ever imagined. Businesses focus on what they do best in 
their home markets and outsource the rest. Samsung makes its mobile phones with parts from 
2,500 suppliers across the globe. One country—Vietnam—produces more than a third of those 
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farmers and 1,000 villages benefited from the program: the quality of coffee improved, while 
farmers’ profits increased by 13 c9 (f) th-1.t. 

Overall, participation in global value chains can deliver a double dividend. First, firms are 
more likely to specialize in the tasks in which they are most productive. Second, firms are able 
to gain from connections with foreign firms, which pass on the best managerial and technolog-
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have the resources to finance infrastructure projects and social policies. Improved cooperation 
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trade. In Mexico and Vietnam, for example, the 
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Overvalued exchange rates and restrictive labor 
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70 percent of the earnings of the poor. Ensuring that 
smallholders benefit requires additional support, 
such as through agricultural extension services, 
access to risk management instruments (such 
as insurance), and coordination to exploit scale 
through producer organizations. 
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reform, market access around the globe, and recourse 
in case of disputes—even against the trade heavy-
weights. Today, however, the international trade sys-
tem is under tremendous pressure. Three decades of 
trade-led catchup growth in developing countries has 
contributed to shifts in economic power across coun-
tries and increased income inequality within coun-
tries. The growing symmetry in the economic size 
of countries is placing in sharp relief the persistent 
asymmetry in their levels of protection. Meanwhile, 
the trade system, which adapted to changes in the past, 
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importing countries, as is the case in some recent 
agreements on data flows. 

But developing countries must not be left out of 
such arrangements because that would undermine 
their productive engagement in GVCs. International 
support can help them to both make regulatory com-
mitments in areas of export interest (such as in data-
based services) and extract commitments from their 
trading partners when they open their markets (such 
as for the enforcement of competition policy).

Finally, coordination failures in infrastructure 
investment affect GVC investment, expansion, and 
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markets are not perfectly competitive, meaning that 
firms can affect prices. The effect on firms’ markups 
depends on whether the reduction in costs, or the gains 
from GVC participation, are passed fully on to the con-
sumer through lower prices.

	 7.	 Feenstra and Hanson (1996, 1997); Verhoogen (2008).
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What is a global value chain?
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A quality saddle requires the know-how to produce 
high-tech gel.

Because of the extensive bicycle value chain, the 
trade in bicycle parts has outstripped the trade in 
bicycles by 15–25 percent in recent years. In Finland, 
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of their inputs. In addition, firms were able to disperse 
production across the world because transport costs 
fell significantly (figure 1.3, panel b). Declining air and 
sea freight costs boosted the trade in goods, while ser
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Figure 1.3
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The top contributors to GVC intensification were 
Germany, the United States, Japan, Italy, and France, 

https://www.iso.org/obp/ui/#search
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as contracting and logistics expertise. Taken together, 

http://party.in
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export. Similarly, firms that both import and export 
dominate GVC participation (figure 1.14).
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Box 1.4 
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Intrafirm trade flows in world trade flows also 
exemplify the relational aspects of the growth of 
GVCs. For example, U.S. Census data from 2016 show 
that more than 40 percent of U.S. goods trade involves 
related-party transactions. At the global level, intra-
firm trade has been estimated to be about one-third 
of world trade flows. In addition to having their 
own affiliates abroad, multinational companies rely 
on independent suppliers, including small firms in 
domestic and foreign marketTj
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Producer’s World Tour.” In State of the Region Reports: The 



36    |    World Development Report 2020

Drivers of 
participation
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Vietnam’s electronics sector expanded dramat-
ically in less than a decade. Today, Vietnam is 
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is linked to lower forward GVC participation shares 





46    |    World Development Report 2020

To minimize cross-hauling of semiprocessed goods in 
GVCs, countries often specialize in contiguous stages 
of production. Because larger countries have a larger 
industrial capacity, they tend to attract a larger set 





48    |    World Development Report 2020

export orientation of its major auto producers and its 
domestic suppliers.33 High local content requirements 
in the country’s industrial policy toward the auto sec-
tor—the Inovar-Auto policy (2011–17)—prevented the 
sector from participating in GVCs. 

Market access can jumpstart GVC 
participation
Market access, captured by the tariffs in destination 
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unpredictable land transport keeps most Sub-Saharan 
African countries out of the electronics value chain.48
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including tariffs, FDI, political stability, customs, 





�Backwar

d GVC participation in South Asia, the Middle 
East and North Africa (MENA), and the Pacific Islands 
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Key findings

•  �Hyperspecialization and durable firm-to-firm relationships promote efficient production 

and the diffusion of technology, as well as access to capital and inputs along value 

chains. The result is increased productivity and income growth—more so than what 
countries achieve through domestic production but also than what they achieve through 
trade in finished goods.

•  �How countries participate in global value chains (GVCs) matters for the impact on 

development. Countries experience the biggest growth spurt during the transition out of 
commodities into basic manufacturing activities.

•  �
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Bangladesh is a powerful example of how partic-
ipation in global value chains (GVCs) has sup-
ported economic growth and structural change. 

In 1988 Bangladesh’s exports of apparel and footwear 
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supply MNCs, domestic firms experience strong and 
persistent improvements in performance, including 
gains in total factor productivity (TFP) of 6–9 percent 
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strategies: strong connectivity to international tech-
nology ecosystems, and investments in design and 
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and income. For example, many farmers reported that 
their income and output increased by half or more as a 
result of contractual arrangements.31

Employment
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share in total employment, albeit slightly.42 In fact, the 
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wages in 2000–2014 than did those that exported only 
or imported only, controlling for sector, location, and 
year effects. In Mexico, wages are also significantly 
higher in firms that both import and export than 
in firms that do not. Firms that have relationships 
with buyers or suppliers also pay higher wages than 

toward better-paying, higher-value-added jobs.46 Simi-
larly, Lesotho’s integration in the global apparel sector 
accounted for 10 percent of the country’s workforce 
and half of manufacturing employment in 2009, help-

https://www.iso.org/obp/ui/#search
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Agriculture value chains can be a particularly 
powerful factor in poverty reduction by integrating 
rural households and smallholder farmers into supply 
chains. In Madagascar and Senegal, more high-value 

main driver of the remarkable reduction in global 
poverty since 1990.57 Where economic growth from 
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exports and the modernization of export supply chains 
of green beans and tomatoes had important positive 
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In South Africa, markups charged by manufacturing 
exporters are on average significantly lower than 
those charged by nonexporters. Firms with a rela-
tively small proportion of exports (up to 10 percent) 
charge markups that are about 1.2 percent lower than 

GVCs generate.68 The implications of GVCs for the 
emergence of superstar firms huge in scale, high in 
market power, and large in profit rates are exacerbated 
by the disproportionate bargaining power that these 
large lead firms may have over their suppliers.
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firms in GVCs tend to adopt more capital-intensive 
techniques than comparable domestic firms.
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Key findings

•  �
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GVCs are also linked to greater synchrony of 
financial cycles and stock market returns. Looking 
at the consequences of natural disasters, firms expe-
rience a larger drop in stock market returns when 



106    |    World Development Report 2020

the “slack” in an economy) in estimating the inflation 





108    |    World Development Report 2020

•



 �

      

     
     





      
      



    

     





















Macroeconomic implications    |    115

permanent uncertainty in specific countries are likely 
to shift sourcing to more expensive nontargeted mar-
kets and diversify their set of suppliers. Generalized 

https://libertystreeteconomics.newyorkfed.org/2017/04/why-renegotiating-nafta-could-disrupt-supply-chains.html


116    |    World Development Report 2020

economics.newyorkfed.org/2017/04/why-renegotiating 
-nafta-could-disrupt-supply-chains.html. 

Amiti, Mary, Oleg Itskhoki, and Jozef Konings. 2014. “Import-
ers, Exporters, and Exchange Rate Disconnect.” American 
Economic Review 104 (7): 1942–78.

Amiti, Mary, Stephen J. Redding, and David Weinstein. 2019. 
“The Impact of the 2018 Trade War on U.S. Prices and 
Welfare.” NBER Working Paper 25672 (March), National 

https://www.autonews.com/article/20110318/COPY01/303189860/opel-renault-production-hit-by-shortage-of-japanese-parts
https://www.autonews.com/article/20110318/COPY01/303189860/opel-renault-production-hit-by-shortage-of-japanese-parts
https://www.autonews.com/article/20110318/COPY01/303189860/opel-renault-production-hit-by-shortage-of-japanese-parts
http://DC.de
http://DC.de
http://DC.de
http://DC.de
https://libertystreeteconomics.newyorkfed.org/2017/04/why-renegotiating-nafta-could-disrupt-supply-chains.html
https://libertystreeteconomics.newyorkfed.org/2017/04/why-renegotiating-nafta-could-disrupt-supply-chains.html


Macroeconomic implications    |    117

————. 2019b. “Value Added and Productivity Linkages across 

https://www.nytimes.com/2011/03/20/business/20supply.html
https://www.nytimes.com/2011/03/20/business/20supply.html
https://www.swissre.com/media/news-releases/nr-20190115-q4-2018-claims.html
https://www.swissre.com/media/news-releases/nr-20190115-q4-2018-claims.html
https://blogs.worldbank.org/opendata/new-country-classifications-income-level-2017-2018
https://blogs.worldbank.org/opendata/new-country-classifications-income-level-2017-2018








�



       
     
       





   

https://www.ucl.ac.uk/bartlett/energy/research/themes/transport/shipping













      





      





     
   
      

    
       
    


       

     
       

     



     
     


 



128    |    World Development Report 2020

attention to how their supply chains function in 



Impact on the environment    |    129

sustainability index. Levi’s has a comparable arrange-



130

https://www.everlane.com/factories/denim-saitex




132    |    World Development Report 2020

	24.	� See Copeland and Taylor (2004) for a formulation of the 
pollution haven hypothesis. 

	25.	� Cherniwchan, Copeland, and Taylor (2017); Dechezleprêtre 
and Sato (2017); Ederington, Levinson, and Minier (2005).

	26.	� Demsetz (1967). 
	27.	� Levinson and Taylor (2008).
	28.	� Shapiro and Walker (2018).

	

https://www.biologicaldiversity.org/campaigns/ocean_plastics/
https://www.biologicaldiversity.org/campaigns/ocean_plastics/


Impact on the environment    |    133

https://www.weforum.org/agenda/2018/02/how-do-we-tackle-the-fastest-growing-waste-stream-on-the-planet/
https://www.weforum.org/agenda/2018/02/how-do-we-tackle-the-fastest-growing-waste-stream-on-the-planet/
https://www.weforum.org/agenda/2018/02/how-do-we-tackle-the-fastest-growing-waste-stream-on-the-planet/
https://www.ft.com/content/360e2524-d71a-11e8-a854-33d6f82e62f8
https://www.ft.com/content/360e2524-d71a-11e8-a854-33d6f82e62f8
http://www.imo.org/en/MediaCentre/HotTopics/marinelitter/Pages/default.aspx
http://www.imo.org/en/MediaCentre/HotTopics/marinelitter/Pages/default.aspx
http://www.imo.org/en/MediaCentre/HotTopics/marinelitter/Pages/default.aspx
http://www.imo.org/en/MediaCentre/PressBriefings/Pages/06GHGinitialstrategy.aspx
http://www.imo.org/en/MediaCentre/PressBriefings/Pages/06GHGinitialstrategy.aspx
https://www.itf-oecd.org/carbon-footprint-global-trade
https://www.itf-oecd.org/carbon-footprint-global-trade
https://www.ellenmacarthurfoundation.org/publications/a-new-textiles-economy-redesigning-fashions-future
https://www.ellenmacarthurfoundation.org/publications/a-new-textiles-economy-redesigning-fashions-future
http://www.energy-transitions.org/sites/default/files/ETC_MissionPossible_FullReport.pdf
https://www.bicycleretailer.com/international/2018/09/12/pedego-shifts-some-e-bike-production-vietnam-response-tariffs#.XVrgOpNKiCd
https://www.bicycleretailer.com/international/2018/09/12/pedego-shifts-some-e-bike-production-vietnam-response-tariffs#.XVrgOpNKiCd
https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/the-global-electric-vehicle-market-is-amped-up-and-on-the-rise?
https://www.ellenmacarthurfoundation.org/publications/a-new-textiles-economy-redesigning-fashions-future
http://www.energy-transitions.org/sites/default/files/ETC_MissionPossible_FullReport.pdf
http://www.energy-transitions.org/sites/default/files/ETC_MissionPossible_FullReport.pdf
https://www.bicycleretailer.com/international/2018/09/12/pedego-shifts-some-e-bike-production-vietnam-response-tariffs#.XVrgOpNKiCd
https://www.bicycleretailer.com/international/2018/09/12/pedego-shifts-some-e-bike-production-vietnam-response-tariffs#.XVrgOpNKiCd
https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/the-global-electric-vehicle-market-is-amped-up-and-on-the-rise?
https://www.mckinsey.com/industries/automotive-and-assembly/our-insights/the-global-electric-vehicle-market-is-amped-up-and-on-the-rise?


134    |    World Development Report 2020

Value Chain Participation: Which Policies Increase the 
Value Added Gains?” Policy Research Working Paper 

https://www.ocregister.com/2018/09/10/can-southern-californias-electric-bike-companies-survive-trumps-tariffs/
https://www.ocregister.com/2018/09/10/can-southern-californias-electric-bike-companies-survive-trumps-tariffs/
https://www.ocregister.com/2018/09/10/can-southern-californias-electric-bike-companies-survive-trumps-tariffs/
https://www.weforum.org/agenda/2019/01/how-a-circular-approach-can-turn-e-waste-into-a-golden-opportunity/
https://www.weforum.org/agenda/2019/01/how-a-circular-approach-can-turn-e-waste-into-a-golden-opportunity/
https://www.weforum.org/agenda/2019/01/how-a-circular-approach-can-turn-e-waste-into-a-golden-opportunity/
https://unu.edu/media-relations/releases/ewaste-rises-8-percent-by-weight-in-2-years.html
https://unu.edu/media-relations/releases/ewaste-rises-8-percent-by-weight-in-2-years.html
https://unu.edu/media-relations/releases/ewaste-rises-8-percent-by-weight-in-2-years.html




136    |    World Development Report 2020

Key findings

•  �
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Supply chains are rapidly changing under the 
pressure of digital innovation. Robotics, 3D 
printing, big data, blockchain technologies, 

cloud computing, the Internet of Things, and the rise 
of platform firms are transforming production and 
distribution processes in many industries. Digital 
technologies raise productivity but are also disruptive, 
especially when they lead to a reduction in demand 
for workers. Meanwhile, a substantial share of exports 
from low-wage developing countries is in sectors being 
rapidly automated by their trade partners. These devel-
opments have sparked fears that industrialization led 
by labor-intensive exports may no longer be a viable 
model for developing economies seeking to develop 
by joining and then moving up the value chain—and 
that labor costs are becoming a less important deter-
minant of competitiveness. Moreover, changing skills 
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Meanwhile, cloud computing offers a pay-as-
you-go subscription model for storage and software, 
facilitating file sharing between cross-country teams 
and lowering the fixed costs of investments in IT 
infrastructure.

Some robotics and artificial intelligence applica-
tions might further reduce logistics costs, the time 
to transport, and the uncep  r (t)yf inl fi16 (es)-2 (y te)e 
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Automation is compressing labor’s 
income share but not necessarily reducing 
employment
As automation improves productivity, it also com-
presses labor’s share of income in advanced economies. 
Higher robot density at the industry level is associated 
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would be much more expensive to import goods 
produced in developed countries using these tech-
nologies. But this does not mean that protectionism 
stimulates innovation. Instead, it likely prevents  
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create potential conflicts of interest and enhance the 
scope for anticompetitive conduct.

Automation anxiety is not warranted for all devel-
oping countries. Although some countries are likely to 
lose manufacturing employment because of greater 
competition in output markets, countries that are part 
of GVCs and supplying inputs to other countries thatt ar
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specific climatic conditions, and mineral resources. 





164    |    World Development Report 2020

flows and repatriation of profits, what form the tax-
ation regime takes, and what fiscal and nonfiscal 
incentives (such as work permits) are available—are 
central to FDI decision making. But in the GVC world, 
where investments are fundamentally linked to 
import–export relationships, trade policy is equally 
important. Similarly, because of the service intensity 
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(now Eswatini); and Mauritian investors established 
some of the first apparel manufacturing facilities in 
Madagascar. Preferential arrangements such as the 
African Growth and Opportunity Act (AGOA) and the 
Everything but Arms (EBA) initiative of the European 
Union, along with regional trade agreements such as 
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allocation of new licenses remains opaque and highly 
discretionary in many countries. 

Across regions, some of the fastest-growing coun-
tries in Asia and the oil-rich Gulf states have highly 
restrictive policies in services, while some of the 
poorest countries are remarkably open, as measured 
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Map 7.1
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linkages many countries employ local content require-
ments either as conditions for foreign investments or 
as requirements that foreign investors must meet to 
access public procurement (box 7.3). In the absence of 
quality local suppliers, however, such requirements 
can backfire, restricting investment. 

Similarly, in many natural resource sectors policy 
makers may focus on developing forward linkages—
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suppressed indefinitely. This scenario is apparent 
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education system and coordination through works 
councils, is being adapted to other countries. Other 
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boost productivity, but also a useful tool to support 
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manufacturing sectors in economies previously reli-
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state-owned or other domestic firms. One particular 
area in which services inputs matter is transport and 
logistics. At this stage of GVC development, trade facil-
itation becomes more complex and critical, requiring 
the development of a competitive logistics services 
sector. Linked to this is the need for high-quality, 
competitively priced ICT infrastructure and services 
to help coordinate increasingly complex activities and 
value chains.

At the institutional level, the shift to advanced 
manufacturing GVCs demands that greater attention 
be paid to contract enforcement and protection of 
intellectual property. The capacity of national inno-
vation systems also must expand. Although univer-
sities, government, firms, and specialized research 
institutions play various roles in national innovation 
systems, the desired outputs of an innovation system’s 
capabilities are similar.

and services GVCs, policies that promote linkages, 
build managerial capabilities, and facilitate upgrading 
of domestic SMEs come into play as countries look 
toward making this transition.

The demand for lower trade costs itioesanced 
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Therefore, governments have an important role 
to play both in facilitating lead firm investment and 
in supporting smallholder integration in agricultural 
GVCs. Policies for the former include many of those 
discussed in chapter 7—notably, trade and investment 
policy and infrastructure. Policies for the latter include 
the provision of agricultural exted(621 -cturvic30 13notably)88acc30 1 ultural
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harming external competitiveness and in compliance 
with trade law.31 
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the targeted goods and the agreement would have 
required more liberalization from them. In addition, 
the large countries could not agree on the final list of 
products. The agreement therefore remains stalled. 
And yet the goals of the agreement remain desirable: 
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counterfeit imports; and rules to establish the origin 
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What types of subsidies generate the greatest adverse 
effects for other countries and for the trade system? 
Are subsidies achieving government objectives, or 
are they likely to be captured by special interests? All 
these questions require better information and fur-
ther analysis.

As discussed in chapter 8, about half of all trade- 
related policy measures imposed by governments 
since 2009 take the form of subsidies or some type of 
support for exports. These subsidies are only partially 
covered by WTO disciplines. 

WTO subsidy rules
WTO subsidy rules have significant gaps—they do 
not cover investment incentives or support received 
by services activities, and only partially do they disci-
pline the behavior of SOEs. Most PTAs do little more 
than the WTO on subsidies, but the European Union 
is a major exception. For SOEs, however, several recent 
deep PTAs, such as the Comprehensive and Progres-
sive Agreement for Trans-Pacific Partnership (CPTPP) 
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Substantive disciplines
A precondition for considering how and where to 
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such as OECD and the Asia-Pacific Economic Coop-
eration forum. s

gaps in the WTO on investment-related policies, SOEs, 
and services. They do so, however, on a preferential 
basis: the benefits of market access are limited to 
partners. They may also offer a way of bundling dis-s
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countries affects backward and forward participation 
in agriculture and food GVCs,29 the immediate chal-
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Country-specific and firm-level databases are used in some chapters.

http://english.customs.gov.cn/Statistics/Statistics?ColumnId=7
https://datacatalog.worldbank.org/dataset/content-deep-trade-agreements
https://datacatalog.worldbank.org/dataset/developing-countries%E2%80%99-trade-and-market-access-european-union-and-united-states-introducing
https://datacatalog.worldbank.org/dataset/developing-countries%E2%80%99-trade-and-market-access-european-union-and-united-states-introducing
https://datacatalog.worldbank.org/dataset/doing-business
https://en.www.inegi.org.mx/programas/ce/2014
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ENAPROCE (Mexico)
The National Survey on Productivity and Competitiveness of Micro, Small and Medium Enterprises  
(ENAPROCE) 2015 is conducted by Mexico’s National Institute of Statistics and Geography (INEGI). The data are 
proprietary, and access requires permission from the issuing agency.

https://www.inegi.org.mx/programas/enaproce/2015/
https://www.gso.gov.vn/Default_en.aspx?tabid=491
https://www.enterprisesurveys.org/
https://worldmrio.com/
http://www.euklems.net
https://www.exiobase.eu/
https://www.worldbank.org/en/research/brief/exporter-dynamics-database
https://www.globaltradealert.org
https://www.gsmaintelligence.com


https://ifr.org/
https://usa.ipums.org/usa/
http://www.csa.gov.et/survey-report/category/17-large-and-medium-manufacturing-industry-survey
https://www.rug.nl/ggdc/productivity/pwt/
https://www.pewresearch.org/
https://www.oecd.org/countries/ukraine/producerandconsumersupportestimatesdatabase.htm
https://rtais.wto.org/UI/PublicMaintainRTAHome.aspx
https://datacatalog.worldbank.org/dataset/services-trade-restrictions-database
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TiVA

https://www.oecd.org/sti/ind/measuring-trade-in-value-added.htm
https://comtrade.un.org
https://unstats.un.org/unsd/tradekb/default.aspx/
https://datacatalog.worldbank.org/dataset/ad-valorem-equivalent-non-tariff-measures
http://census.gov
https://datacatalog.worldbank.org/dataset/world-development-indicators
http://www.wiod.org/home
https://wits.worldbank.org/about_wits.html
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https://datacatalog.worldbank.org/dataset/women-business-and-law
https://datacatalog.worldbank.org/dataset/world-bank-group-linkedin-dashboard-dataset
https://www.imf.org/external/pubs/ft/weo/2019/01/weodata/index.aspx
https://www.itu.int/en/ITU-D/Pages/About.aspx
http://resources.library.ubc.ca/page.php?id=2165
https://www.wto.org/english/res_e/statis_e/itip_e.htm




Appendix B�Glossary    |    265



266    |     W o r l d  D e v e l o p m e n t  R e p o r t  2 0 2 0





ECO-AUDIT

Environmental Benefits Statement

The World Bank Group is committed to reducing its environmental foot-
print. In support of this commitment, we leverage electronic publishing 
options and print-on-demand technology, which is located in regional hubs 
worldwide. Together, these initiatives enable print runs to be lowered and 
shipping distances decreased, resulting in reduced paper consumption, 
chemical use, greenhouse gas emissions, and waste. 

We follow the recommended standards for paper use set by the Green 
Press Initiative. The majority of our books are printed on Forest 
Stewardship Council (FSC)–certified paper, with nearly all containing 
50–100 percent recycled content. The recycled fiber in our book paper is 
either unbleached or bleached using totally chlorine-free (TCF), processed 
chlorine–free (PCF), or enhanced elemental 

http://www.worldbank.org/corporateresponsibility
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