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Abstract 
  
 
The Impact of Global Value Chain and FDI on International Trade 
 
 
 
What role does the value chain management play in the international economy, and 

what kind of impacts does it have on the world trade patterns? Which aspect would be 

influenced the most, and what kind of policy implications can nations take from it? By 

implementing a commonly used perspective in strategic management to analyze 

international trade movements, this paper surveys recent trade literature on global 

value chains paying particular attention to the role of foreign direct investment. The 

literature argues that capital inflow in the form of foreign direct investment encourages 

growth, and now that value chain segmentation has become a general tendency in most 

of major industries, foreign direct investment has turned out to be an even more 

fundamental aspect for a country to enter to the next step of economic level. Empirical 

evidence on the scope of value chain segmentation in international trade provides an 

interesting trend, and based on this analysis, this study tries to propose an eclectic 

model that facilitates major elements of global trade environment.  

Keywords: international trade, foreign direct investment, global value chains (GVCs), 

value-added, value chain segmentation, global production network 
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The Impact of Global Value Chain and FDI  

on International Trade 

 

1. Introduction  

International trade has evolved over time. Newly industrialized countries and developing 

countries have become major growth markets for advanced countries investments. 

Although international commerce has always been a part of our everyday life for centuries, 

the patterns were rather plain/simple. Most of the import product composition could be 

considered luxurious goods, which could be easily substituted by domestic manufactured 

merchandises. 

While institutional barriers hindered direct investment from abroad, most of the outward 

investments were in the form of joint-venture, M&A, or either equity/asset investments 

such as bond, stock, and real estate. Moreover, the tradition economic view that one 

country has comparative advantage over another country could pretty much explain the 

world trade condition in the past. However, the situation has overturned; as IMF has 

announced in its recent economic outlook publication, a three way speed of economic 

growth exists in the world. Surprisingly, Newly Industrialized Countries and developing 

countries belong to the upper-level, which are those with fast economic growth rate. Many 

Asian countries, including the four Asian Tigers, that is, South Korea, Taiwan, Hong Kong 

and Singapore, are in this category. United States barely made it to the moderate level of 

economic growth, due to its fast response to the world financial crisis and monetary easing. 
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Unfortunately, many countries of the African continent are in the bottom of the economic 

pyramid.  

Yet, in this day and age, it has become difficult to place a nation into a specific export or 

import sector where it has absolute or comparative advantage, especially between advanced 

countries and newly industrialized countries. Considering the economic growth difference, 

this is not an unexpected outcome. Take South Korea for example; while it was one of the 

most economic vulnerable countries until the mid 20th century, South Korea's real gross 

domestic product expanded by an average of more than 8 percent per year, from US$ 2.7 

billion in 1962 to US$ 230 billion in 1989. Ranking 15th in the world economy by nominal 

GDP and 12th by purchasing power parity (PPP), it identifies itself as one of the G-20 

major economies, as well as one of the Asian Tigers, becoming a major threat to the 

American automobile industry, and information technology. 

It has turned out to be impossible to focus on only a few major competitors, since no one 

can anticipate, which mom and pop store will race them in the long-term, and become the 

new leader in the industry. A common example of a mom and pop store was the corner 

drugstore that was usually owned and operated by the same family for generations. This 

type of corner store would not only provide prescription medications, but also a selection 

of over-the-counter drugs. As with the general store, the locally owned drugstore would 

often function as a center for social activity in the community. Today, the mom and pop 

store still thrives in a number of forms, meeting consumers’ needs for a limited 

geographical area. But this is also changing due to the information technology that enables 

consumption through the internet, and also advanced logistics that offer fast and accurate 
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resource and product distributions. Nevertheless, witnessing the downturn of numerous 

electronic and automobile companies of advanced economies, neither conglomerate nor 

mom and pop store is save in this current dynamic economic transition. 

It takes tremendous amounts of R&D investment for company to even become a leader in 

only one sector or product. As a result, a lot of former competitors who were focusing to 

gain more market share now have agreed to engage in strategic alliances with their 

competitors to reduce the cost for technological research and development, and also to 

increase the quality of its institutes. This, of course, is not only the case in the tertiary 

segment such as the IT sector. Agricultural trade has also expanded its market. To put it 

more straightforward, it is not easy to find a product in a supermarket that does not contain 

any foreign imported ingredients.  

Above and beyond, this is no more a trend among corporations or between sectors. 

Numerous numbers of economic amalgamations have emerged more than ever during the 

past two decades. To start with, there is the European Union, which has its own respective 

currency area, the Euro Zone. Economic unions have burgeoned more than ever in the 

human history. So the focus, no matter what business, sector, or nation it may be, should be 

on attracting as many production segments as possible.  
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2. Literature Review 

There is extensive literature, including empirical analysis, examining the international trade 

patterns and the impact of foreign direct investment, which has become one of the most 

important aspects of international commerce within a globalizing world economy. In the 

past, most of the emerging and developing countries that were under transition were rather 

protective about the inflow of foreign capital investments, since it was considered that 

foreigners, including conglomerates, only spend money to exploit domestic resources. 

However, since the late twentieth century, globalization has become a catchword for the 

international economy. And the fact that economies have become more interdependent 

through the flows of financial capital investments, goods and services has become an 

axiom.  

The growing importance of export-oriented industrialization has made integration into the 

global economy virtually synonymous with development for a number of nations (Gereffi, 

Humphrey, Kaplinsky and Sturgeon, 2001). Yet, it is important to distinguish the 

difference between internationalization and globalization. While internationalization 

implies to the geographic extension of economic activities across national borders, 

globalization, then again, refers to a functional integration between internationally 

dispersed activities (Dicken, 1998). It is not a one-way street, where colonial empires 

exploit regional resources such as raw materials and labor force, or a destination for 

exporting their manufactured goods.  
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Nowadays, foreign direct investment (FDI) is one of the most crucial factors for a low-

level income country to advance its economic status and transform its national economy 

into the next level. Thus, FDI can be considered as a source of sustained international 

competitiveness. According to the World Investment Report (UNCTAD, 1999b), FDI 

flows remained almost constant, while portfolio equity investment and bank lending had 

fallen sharply in South Korea, Malaysia, Indonesia, Thailand, and the Philippines, which 

are the economies that were mostly affected by the Asian economic crisis in 1997. This is 

because these three types of capital flows have different characteristics and motivations 

(Bark and Moon, 2000). Short-term borrowing and portfolio equity investment that is 

largely effected by market conditions falls sharply whenever an economic crisis hits a 

country. During 1995 and 1999, net foreign bank lending and net foreign portfolio equity 

flows have drastically, while FDI inflows in the above mentioned countries remained 

almost the same, keeping the net amount above the $13 billion level (UNCTAD, 1999b).  

Recently, international production sharing is a widespread phenomenon in East Asia and in 

the Euro zone, as well as the American continent. This has become an important factor that 

not only effects, but determines the regional trade patters (Hummels, Rapoport and Yi, 

1998). In the case of the East Asian region, it has been driven by Asian firms, as well as 

affiliates of US or European Multinational companies, which have shifted from exports to 

international production and reorganized their business activities across different countries 

in order to reduce costs and improve their capacities to react to technological changes and 

market requirements (Gaulier, Lemoine and Ünal-Kesendci, 2005). After China joined the 

World Trade Organization in 2001, regional bond in the East Asian region has strengthened, 

and cross-border production and trade networks have started to establish. International 
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production network can be defined as "the organization, across national borders, of the 

relationships (intra and increasingly inter-firm) through which firms conduct research, 

development, product definition and design, procurement, manufacturing, distribution and 

support services" (Borrus, 1996). International production networks account for a 

significant share of trade flows of most of the regionally engaged countries involving both 

intra-firm and arm's length trade (Ando and Kimura, 2003).  

There is extensive literature, including empirical analysis, examining the international trade 

patterns and the impact of foreign direct investment, which has become one of the most 

important aspects of international commerce within a globalizing world economy. In the 

past, most of the emerging and developing countries that were under transition were rather 

protective about the inflow of foreign capital investments, since it was considered that 

foreigners including conglomerates only spend money to exploit domestic resources.  

Nowadays, foreign direct investment, whatever form it may be, is one of the most crucial 

factors for a low-level income country to prosper/advance its economic status, and 

transform national economy into the next level. Many of these countries are lacking the 

skill and expertise in most of the economic fields in order to be competitive in the 

international market. Building an attractive business environment for foreign companies to 

business is the beginning of a country to flourish.  

Foreign investment can have diverse forms, such as foreign bank lending or portfolio 

equity investment. Yet, foreign direct investment should be mostly favored among the three 

capital inflows. One of the reasons is because of the different characteristics and 



7 

motivations of the three types of capital flows. Short term borrowing and portfolio equity 

investment usually fall sharply when a crisis comes and thus cannot be used as solutions 

for economic crisis, nor for long-term economic development. Take the Asian financial 

crisis in 1997, which hit major Newly Industrialized Economies, including Singapore, 

Malaysia, the Philippines, Thailand, and South Korea. Fortunately, the above mentioned 

countries did not suffer as much as the remaining countries, thanks to its high level of 

foreign direct investment level compared to other foreign investment forms.  

While other capital investments aim short-term capital gains, foreign direct investment is a 

long-term investment in host economies that ultimately helps restore if a country faces 

economic troubles. The World Economic Report 1999 by UNCTAD supports this 

argument by demonstrating almost no change in foreign direct investment to the five Asian 

countries that were most affected by the financial crisis. On the contrast, foreign bank 

lending and foreign portfolio equity flows fluctuated a lot, foreign bank lending almost 

decreasing by 37 percent in 1998 compared to the previous year.  

Furthermore, foreign direct investment also involves resources like technology and 

management skills, on top of capital flow, that are of great magnitude of economic 

development for host countries. For example, foreign banks can bring diverse financial 

expertise to emerging market economies, which holds the prospects of both lower costs and 

fewer credit losses. A well-functioning financial system can be a primary driver of 

economic growth. Foreign direct investment is therefore a more important source of 

sustained international competitiveness than other types of foreign capital inflow.  
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According to the United Nations Conference on Trade and Development (UNCTAD), 

global trade in goods and services these days, amount to more than $20 trillion. It should 

be noted, however, that a significant amount of double counting is included in this sum. 

While the term ‘value chain’ in business administration is generally used in the fields of 

operation management that covers the whole production process of ‘value-adding’ 

activities from raw material extraction, processing, manufacturing, and to final demand, in 

the fields of international trade, it is commonly referred to as global value chains (GVCs). 

Unlike a company that undertakes the entire manufacturing process, and focuses to 

improve its performance along its value chain, global production chains are often 

comprised in more than two countries or regions. Forming a global network, value-added 

occurs throughout the complete production, encompassing any engagements that eventually 

contribute to the final production outcome.  

By studying value added trade statistics, a more in-depth analysis of the international trade 

pattern, as well as international trends, can be provided. An accurate insight offers also 

investment and development policy direction, which is, above all, imperative for 

developing countries.  
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3. New Trends of International Trade and FDI 

3.1. Value chain segmentation 

The current trend of international trade can be expressed as value chain segmentation. 

There are few companies that operate a whole production line from raw material to 

marketing activities. Not only goods, but also services are being outsourced and 

manufactured in a growing number of countries. The growing number of off-shore 

production process segments has increased the weight of imports of intermediate goods in 

production. Naturally, the import content of exports has also climbed, and accompanied the 

growth in trade ties between countries which participate in the production of the same 

goods. Countries, especially those that are geographically nearby or share similar historical 

or cultural backgrounds, are more economically intertwined, which consequently increases 

the correlation of both export and imports between the two countries.  

This means that protectionism is almost impossible, and economies are becoming more 

volatile to external dynamics, whether it is economic or political. It is a challenging task for 

one to find a product that does not contain any imported components. Import of 

intermediate goods and services have become essential to the domestic production 

processes. Production segmentation has evolved from within a company to domestic 

outsourcing, and now to international production segmentation.  

Many developing countries have applied a depreciation of exchange rates to be more 

competitive in the world export market. However, this is longer a clever way to protect 
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one’s economy, because it only raises the price of their own products. So, whether it is a 

developing country or an advanced economy, governments have to come up with a more 

constructive ways to promote foreign investment and enlarge their pie of the production 

process.  

3.2. The indicators of value chain segmentation 

Along the change of business management, corporations have divided production processes 

into segment, which leads to the expression value chain segmentation. Although it is 

common practice to label the origin of a product by its final production location, some end 

products contain more imported components than the value-added of the last assembly line. 

The expression ‘made in’ a country has lost its meaning long ago. Thus, having an accurate 

knowledge of the trade patterns, i.e. the global value chain, is crucial for a nation to 

develop an appropriate strategy, which enhances national competitiveness.  

3.2.1. The weight of imports of intermediate goods in production 

The global value chain has certainly changed the composition of import contents. The 

following are the recent trade trends of United States, the United Kingdom, Germany, 

France, Japan and China (See Figure 1, 2, 3 and 4). As it can be perceived through the 

figures, imports of intermediate goods as percentage of value added exhibit an increase in 

both value and volume terms. Eliminating the United States, which illustrates a decline in 

terms of volume, imports of intermediate goods as percentage of value added in value and 

volume terms show demonstrate to hold high correlation. 
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Figure 1. Imports of intermediate goods of US, GB and DE  
(as % of manufacturing value added in value terms) 

Figure 2. Imports of intermediate goods of FR,JP and CN 
(as % of manufacturing value added in value terms) 

Note: US, GB, and DE refer to the United States, United Kingdom and 
Germany (ISO3166) 
Source: Datastream 

Note: FR, JP and CN refer to France, Japan and China (ISO3166) 

Source: Datastream 

Figure 3. Imports of intermediate goods of US, GB, and DE 
(as % of manufacturing value added in volume terms) 

Figure 4. Imports of intermediate goods of FR,JP, and CN 
(as % of manufacturing value added in volume terms) 

Source: Datastream Source: Datastream 
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3.2.2. The import content of exports  

In the past, and still in many cases, countries have concentrated on the promotion of export, 

since an outsized import volume would impair the domestic economy and trade balance. 

Although there is a stereotype that this is the case of only developing countries, this 

argument stands both for many advanced, as well as developing countries. Surely, this 

statement has been true in the past, take South Korea for example. However, with much 

higher integration among global production chains, a net export and import balance does 

not suggest any growth or decline of domestic production or economic growth. For 

instance, take a look at the import content in terms of exports by sector of China (see Table 

1). Nearly half of exports involve imported materials, exemplify the new phenomena.  

Table 1. China: Import content of exports by sector (as %) 

Information technology 95 Metallurgy 42 

Telecom equipment 85 Paper 41 

Office equipment 81 Transport equipment 40 

Electronic components 78 Non-ferrous metals 34 

Television sets 64 Clothing 33 

Electric materials 63 Motor vehicles 32 

Plastics 63 Textiles 31 

Generators 60 Fibers 30 

Recording equipment 58 Paints 30 

Electrical equipment 54 Wool 30 

Furniture 51 Glass 29 

Chemicals 50 Ferrous metals 25 

Toys 47 Turbines 24 

Shipbuilding 43 Trains 24 

Pharmaceuticals 19 Fertilizers 16 

Cement 14 Total manufactured goods 46 
Sources: National Bureau of Economic Research 
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3.2.3. The trade ties between countries 

As a measurement, participation in the production of the same goods is usually taken into 

account to understand, whether there is a growth or decline of trade ties between countries. 

In this paper, the cases of the Central European countries relative to the euro zone (see 

Figure 5, 6, 7 and 8) and the Asian countries relative to China (see Figure 9 and 10) were 

considered. During the past decade, exports of the bordering countries of the two regions 

demonstrate a significant increase. As many former studies have disclosed, the 

improvement of information technology, increase of regional trade agreements, and many 

other reasons have been claimed to the be the cause of this kind of growing trade relation.  

Along with the rise of regional trade agreements and the development towards a more open 

market system, and of course global value chain segmentation, trade composition among 

neighboring countries have escalated particularly throughout the past two decades. With 

the exception of some countries, the export proportions towards nearby economies have 

more than doubled. To sum up, global value chain segmentation is developed much more 

between economies that are physically or culturally closer to each other. So, the preceding 

public logic that trade occurs among long-distanced countries that generate completely 

different products with no substitutes in the domestic market has proven to have changed. 

With this new trend of trade patterns, nations have to come up with different trade tactics to 

protect one’s economy. Therefore, if the former policy aim was on protectionism, the 

current emphasis should be on investment promotion, expressly on high value-added 

activities. 
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Figure 5. Exports to the euro zone of PL, HU and CZ 
(as % of nominal GDP) 

Figure 6. Exports to the euro zone of SK, RO and BG 
(as % of nominal GDP) 

Note: PL, HU and CZ refer to the Poland, Hungary and the Czech 
Republic respectively (ISO3166) 
Source: Datastream 

Note: SK, RO and BG refer to the Slovak Republic, Romania and Bulgaria 
respectively (ISO3166) 
Source: Datastream 

  
Figure 7. Exports to the euro zone of PL, HU and CZ 
(as % of manufacturing value added in value terms) 

Figure 8. Exports to the euro zone of SK, RO and BG 
(as % of manufacturing value added in volume terms) 

Source: Datastream Source: Datastream 
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Figure 9. Exports to China of JP, KR, TW and TH 
(as % of nominal GDP) 

Figure 10. Exports to China of SG, PH and MY 
(as % of nominal GDP) 

 

Note: JP, KR, TW and TH refer to Japan, the Republic of Korea, Taiwan, 
and Thailand (ISO 3166) 
Source: Datastream 

Note: SG, PH and MY refer to Singapore, the Philippines, and Malaysia 
Source: Datastream 
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3.2.4. The tendencies of production and value added   

If we speak of production itself, it is comprised of both domestic value added and imported 

products, which basically include foreign value added. As simple as a mathematic logic, 

the growth of trade ties is assumed to influence the domestic value added, and thus, 

decrease the whole value added in the domestic production market. Here, the situations of 

major economies, that include the United States, the United Kingdom, Germany, France, 

Japan and China, are considered (see Figure 11, 12, 13, 14, 15, and 16). With the exception 

of Germany, value added has actually increased more than manufacturing production. 

Hence, the prejudice that increase of import harms domestic production efficiency cannot 

be applied to the current trends. As mentioned earlier, this may be due to both export and 

import intensification of both and among countries, where there is not only a single country 

that dominates the international trade bazaar. In addition, because of the global value chain 

trend, some foreign value added products, mainly intermediate goods and services, may 

have emboldening effects on the final goods, delivering some kind of synergy that does not 

only add value to end product, but somehow multiplies. The trends certainly indicate high 

correlation between manufacturing production and value added, rather than a disparity 

among the two factors.  
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Figure 11. United States: Manufacturing production and value 
added (1995:1 = 100) 

Figure 12. United Kingdom: Manufacturing production and 
value added (1995:1 = 100) 

Source: Datastream Source: Datastream 

Figure 13. Germany: Manufacturing production and value added 
(1995:1 = 100) 

Figure 14. France: Manufacturing production and value added 
(1995:1 = 100) 

 

Source: Datastream Source: Datastream 
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Figure 15. Japan: Manufacturing production and value added 
(1995:1 = 100) 

Figure 16. China: Manufacturing production and value added 
(1995:1 = 100) 

Source: Datastream Source: Datastream 
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3.2.5 The trade trends in services 

The change of trade patterns and the rise of the global value chain phenomena could be 

observed. This trend naturally has led to the size of exports and imports of services other 

than tourism (see Figure 17, 18, 19, 19, 20 and 21). Value chain segmentation not only 

affected production processes, but also services, including transport-logistics, capital 

market, and so on. The increased weights of trade in services of both import and export in 

terms of GDP are evidently perceptible. It should be note that the segmentation of the 

production process is of course both the cause as well as the result of the developments in 

the service sector. 



20 

Figure 17. United States: Exports and imports  
(as % of nominal GDP) 

Figure 18. United Kingdom: Exports and imports  
(as % of nominal GDP) 

 
Source: Datastream Source: Datastream 

Figure 19. Germany: Exports and imports 
(as % of nominal GDP) 

Figure 20. France: Exports and imports  
(as % of nominal GDP) 

 
Source: Datastream Source: Datastream 
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Figure 21. Japan: Exports and imports  
(as % of nominal GDP) 

Figure 22. China: Exports and imports  
(as % of nominal GDP) 

 

Source: Datastream Source: Datastream 
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3.2.6. The correlation between imports and exports 

Along the increase in the weight of imports in domestic production and exports, correlation 

between imports and exports is also expected to increase. Again the cases of major 

economies undoubtedly indicate the growing correlation between imports and exports 

within an economy (see Figure 23, 24, 25, 26, 27, 28 in volume terms, Figure 29, 30, 31, 

32, 33, 34 in value terms), except in the most recent period. Even though some decline in 

the recent periods can be notices, the overall correlation between imports and exports in 

both value and volume terms have climbed.  
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Figure 23. United States: Exports and imports (in volume 
terms) 

Figure 24. United Kingdom: Exports and imports (in volume 
terms) 

 
Source: Datastream Source: Datastream 

Figure 25. Germany: Exports and imports (in volume terms) Figure 26. France: Exports and imports (in volume terms) 

 
Source: Datastream Source: Datastream 
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Figure 27. Japan: Exports and imports (in volume terms) Figure 28. China: Exports and imports (in volume terms) 

 

Source: Datastream Source: Datastream 

Figure 29. United States: Exports and imports (in value terms)

 

Figure 30. United Kingdom: Exports and imports 
 (in value terms)

Source: Datastream Source: Datastream 
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Figure 31. Germany: Exports and imports (in value terms) Figure 32. France: Exports and imports (in value terms) 

Source: Datastream Source: Datastream 
  

Figure 33. Japan: Exports and imports (in value terms) Figure 34. China : Exports and imports (in value terms) 

 
Source: Datastream Source: Datastream 
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3.3. Consequence of this new shift in international trade  

Due to the division of production processes between countries international trade between 

countries has increased. Enlarging the concept of value chain segmentation guides us to the 

intra-firm trade aspect. Global value chain has also increased trade within companies which 

segment their production processes (see Table 2).  

Table 2. Share of intra-firm trade (exports) in total exports 

 1990 1997 1999 2005 2008 

United States 32.8 40 36.2 48 50 

Japan 16.6 40 30.8 25 22 

France 34 - 40.6 - - 

Italy - - - 50 43 

Poland - - 20 40 47 

Netherlands - 49 50 49 49 

Sweden - 55 78 - 64 

Israel - 65 65 65 65 

Sources: Datastream 

 

High level of intra-firm trade may indicate a better use of resource allocation, implying 

more efficiency and globalization of companies. This shift in international trade has very 

noteworthy corollaries. First, protectionism has become impossible. The import of the 

necessary components has become essential in order to assemble and produce an end 

product. As noted before, import does not decrease, but increases the total value added 

within a production process, thus, reduction or trade barriers that prohibit and discourage 
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such imports that occur naturally among economies would hurt domestic producers. 

Second, substitutability between foreign production and domestic production is 

considerably low. Although this new organization has been an alarming change to many 

countries, especially in the agricultural sector, it is often to see that the imports 

corresponding to off-shored production segments are no longer present in the country. The 

substitutability between imports and domestic production is very low, since companies not 

only outsource their production line abroad, but also off-shore a certain part of their 

production process. This is because of market-specific advantages that other countries offer. 

This may include technological advancement, infrastructure, and labor market and so on. 

Finally, unlike in the past, a depreciation of the exchange rate results in an adverse effect, 

influencing the domestic production unfavorable. Volumes of imports can no longer be 

restricted, since a high portion of the imported goods and services cannot be substituted 

within the domestic market. Being crucial necessities to the production process, a reduction 

of the volume of imports only increases the price of imports, which automatically results to 

an increase of the price of a final product. Thus, any restrictions on imports actually reduce 

the competitiveness of domestic products in terms of price.  

To elaborate it more specifically, fluctuations in exchange rates between countries which 

contribute to the production of the same goods are also penalizing. This leads to 

fluctuations in the price of imports that are in many cases fundamental components. 

Unfortunately, the cases of Central Europe relative to the euro zone and Asia relative to 

China indicate significant fluctuations in the exchange rates of Central European countries 

against the euro and Asian countries against the Chinese Renminbi (see Figure 35, 36 and 

37). 
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Figure 35. Exchange rates against Euro of CZ, HU, PO 
and RO 

Figure 36. Exchange rates against Renminbi of KR, JP, TW 
and SG 

 
Note: CZ, HU, PO and RO refer to the Czech Republic, Hungary, 
Poland, and Romania 
Sources: Datastream 

Note: KR, JP, TW and SG refer to the Republic of Korea, Japan, 
Taiwan, and Singapore (ISO 3166) 
Source: Datastream 

  
Figure 37. Exchange rates against Renminbi of ID, VN, 

MY and PH 
 

 

Note: ID, VN, MY and PH refer to Indonesia, Vietnam, Malaysia, 
and the Philippines  
(ISO 3166) 
Sources: Datastream 
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3.3.1. Accepting segmentation of production  

What would be the new strategy for countries to fit in this process of value chain 

segmentation of production? Producing low price goods and services is merely a choice for 

advanced economies, because competing with countries that have much lower wage costs 

is almost impossible. So, the wise way is to hold on to the strategy that focuses on the 

sophisticated segments of production processes, and to enlarge the technical difference gap, 

as much, and as long, as possible. A good indication of the market positioning of an 

industry is the price elasticity of exports in volume terms. The higher the market 

positioning, the lower is this price elasticity. The price elasticity in Spain and France is 1.1, 

0.6 in Italy, 0.3 in Germany, the United States and Sweden, 0.1 in Japan and the United 

Kingdom, and 1.25 in China. This means that Spain and France will have great difficulty 

squeeze in with global production processes unless there is a wage costs adjustment (see 

Figure 38).  

Figure 38. Unit wage cost of FR, ES, IT, DE, US and GB (1990:1 = 100) 

 
Note: FR, ES, IT, DE, US and GB refer to France, Spain, Italy, Germany, the United States, and 
the United Kingdom (ISO 3166) 
Sources: Oxford Economics  
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4. Foreign Direct Investment 

East Asian countries such Japan, China and Korea achieved rapid economic growth during 

the past few decades. There are indeed are variations among them in terms of the rate of 

economic growth. For example, Japan able to accumulate high level of economic 

development, but has registered low economic growth compared to other developing 

countries. By contrast, South Korea, followed by China, Vietnam, and Indonesia, achieved 

extremely high growth in recent decades. It is argued that factors such as high savings and 

investment, and abundant labor force, have contributed to rapid economic growth these 

countries. Among these factors, rapid expansion of foreign trade and foreign direct 

investment (FDI) has been shown to have played very important roles. Although the recent 

financial crisis has led to a global recession and has impacted foreign trade and FDI in the 

world unfavorably, the main patterns of foreign trade and FDI that are crucial for emerging 

economies to attain rapid economic growth does not appear to have changed. With this 

background, this part attempts to portray the changing patterns of foreign direct investment 

for major economies in order to derive implications for policy makers interested in 

formulating policies for achieving further economic growth. 

4.1. Overview of the recent financial market  

Quantitative easing monetary policies in mature economies and the prospect of poor returns 

is driving money out of those markets. In contrast, higher growth and interest rates in 

emerging economies are attracting funds in. Since mid-2012, private capital flows to 

emerging economies have strongly recovered by a generally more risk-friendly attitude of 



31 

investors (Institute of International Finance, 2013). The macroeconomic environment has 

revived over the recent months and remains unusually favorable for private flows to 

emerging economies. Tension remains within the debate over the reasons and factors that 

drive capital flows to emerging countries. A number of leading emerging market policy 

makers have blamed major economy policymakers for currency manipulation, while 

Federal Reserve Chairman Bernake and other central bankers in the mature world have 

argued the attractiveness of emerging economies to be the primary driver of the large 

inflow of capital in these markets, rather than high rates.  

According to a the Institute of International Finance (IIF) (2013) measure on private capital 

flows, which is based on country-level analysis of flows to 30 major emerging market 

economies, a key predictor of capital inflows was real GDP growth. The result indicates 

that it is statistically highly significant and economically important for each of the four 

major components, i.e., FDI, portfolio equity, bank flows and other private creditors. Of 

course, risk aversion is also an important predictor of capital flows. For instance, the 

United States BBB spread over U.S. Treasuries increased by more than 2.5 percentage 

points, while flows declined by over $550 billion during the crisis year of 2008 (see Figure 

39, 40, 41, 42, and 43). 
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Figure 39. Private Capital Inflows by Region 
 

Figure 40. Private Capital Inflows to Emerging Market 
Economies  

Source: Institute of International Finance Source: Institute of International Finance 
  

Figure 41. Private Capital Inflows to Emerging Asia Figure 42. Private Capital Inflows to Latin America  

 
Source: Institute of International Finance Source: Institute of International Finance 
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Figure 43. Private Capital Inflows to Africa and Middle East  
 

Source: Institute of International Finance  
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4.2. Direct investment flows 

Contrary to the traditional theory of global capital market integration, previous studies 

already found that OECD countries with high saving rates had high investment rates and 

vice versa (Feldstein, 2005). A more recent study on the capital segmentation view by 

Greenspan (2005) and Helliwell (2004) have shown that the link between domestic saving 

and domestic investment became considerably weaker since the mid-1990s, especially in 

smaller OECD countries. Although this is not the case of the larger advanced economies, if 

the observations are weighted by their GDP, the savings retention coefficient remains 

relatively high. Direct investment flows, which account for half of all private flows, are 

projected to grow about 3.5% both this year and next, reaching a historic high of 

$536billion in 2014 (IIF, 2013).  

4.2.1. Direct investment flow trends 

The conventional view of international trade is no longer applicable in today’s world. 

International trade is less and less based on a situation where a firm in country is competing 

for market share with another firm form another country. In the past, companies were able 

to protect against certain countries by implementing customs duties, quotas, and 

devaluation. Some tactics are still in use, but the impact has certainly diminished. These 

days, corporations allocate their production process counties, based on comparative 

advantages and costs, so, nationality plays a much smaller role in the global value chain. It 

has become difficult for a country to protect itself against another country, because this 

would also include penalizing movements towards its domestic company. Consequently, 
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attracting as many production segments from foreign companies as possible, and losing as 

few production segments of its domestic companies as possible is the ultimate strategy. A 

appropriate indicator for this aspect would be to study the foreign direct investment flow. 

Direct investment inflows are small and direct investment outflow is big in most of the 

counties (see Figure 43, 44, 45, 46, 46 and 48). Only in the case of Spain and China, direct 

investment inflow is large and net direct investment is positive. It should be noted that in 

the case of Spain’s decade average of inbound FDI to GDP was higher than outbound FDI 

during1970-1979 and also during 1980-1989, with 0.006% and 0.001% in the 1970s, and 

0.015% and 0.003 in the 1980s.  
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Figure 43. Direct investment inflows of US, GB, DE and SE  
(as % of nominal GDP) 

Figure 44. Direct investment inflows of FR, ES, IT, JP and CN 
(as % of nominal GDP) 

 

Note: US, GB, DE and SE refer to the United States, the United Kingdom, 
Germany, and Sweden (ISO3166) 
Source: Datastream 

Note: FR, ES, IT, JP and CN refer to France, Spain, Italy, Japan, and China 
(ISO3166) 
Source: Datastream 

  
Figure 45. Direct investment outflows of US, GB, DE and SE 

(as % of nominal GDP) 
Figure 46. Direct investment outflows of FR, ES, IT, JP and CN

(as % of nominal GDP) 

 
Note: US, GB, DE and SE refer to the United States, the United Kingdom, 
Germany, and Sweden (ISO3166) 
Source: Datastream 

Note: FR, ES, IT, JP and CN refer to France, Spain, Italy, Japan, and China 
(ISO3166) 
Source: Datastream 
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Figure 47. Net direct investment inflows of US, GB, DE and SE 
(as % of nominal GDP) 

Figure 48. Net direct investment inflows of FR, ES, IT, JP and 
CN 

(as % of nominal GDP) 

 
Note: US, GB, DE and SE refer to the United States, the United Kingdom, 
Germany, and Sweden (ISO3166) 
Source: Datastream 

Note: FR, ES, IT, JP and CN refer to France, Spain, Italy, Japan, and China 
(ISO3166) 
Source: Datastream 
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4.2.2. Investment and trade relations  

Within an environment of financial globalization, investment and trade seem even more 

extricable. A large portion of trade is driven by transnational companies (TNCs) that divide 

their production line all over the world. These TNCs generate a lot of trade, especially 

intra-firm trade through Foreign Direct Investment (FDI). Since their main objective is to 

seek efficiency and cost reduction, investments are distributed in areas where labor cost is 

significantly lower. According to the estimates of UNCTAD, around 80% of global trade in 

terms of gross exports is linked to international production networks of TNCs, and the ratio 

between FDI stock and trade has almost doubled over the last decade. FDI is indeed an 

important driver that promotes trade flow, which makes the two factors more intertwined in 

recent years.  

These international production networks of TNCs are normally focused to generate value-

added inputs within the production line that consequently create trade. The following graph 

depicts the current ratio of export, value-added of export, and inward FDI (see Figure 13). 

While the share of services in gross exports worldwide is only 22%, it constitutes 43% of 

value-added inputs to exports that is almost double that amount of gross export, and 64% in 

inward FDI stock.   
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Figure 49. Sector compositions of global gross exports, value-added exports, and FDI stock 

 

Source: UNCTAD (2013) 
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5. Global Value Chain Analysis 

Globalization tends to diminish the influence of national origins on business systems, and 

to highlight the role of design, production, and marketing core competencies and strategic 

capabilities within and between economic sectors (Gereffi, 1996). Meanwhile, clustering 

and participating in a (global) value chain are increasingly considered by development 

scholars and policymakers as possible strategies to enhance enterprise competitiveness in 

international markets (Giuliani, Pietrobelli, and Rabellotti, 2005).  

There have been a variety of overlapping terms that have been used to describe the 

complex network relationships that make up the global economy (Gereffi et al., 2001). The 

most inclusive term ‘value chain’ was adopted, because it encompasses the overall chain 

activities. Depending on where the emphasis lies, value chains can be separated into 

several concepts, which include supply chains, international production networks, global 

commodity chains (GCCs), the French filière approach, and the GVCs. The limitation of 

this value chain concept is that, although it is perceived as being the most inclusive of the 

full range, it does not integrate the entire contending concepts. International value chains 

have become much more multifarious, and value-adding activities have lost their clear 

boundaries. Furthermore, it is argued that firms directly or indirectly influence the 

organization of global production, logistics and marketing systems (Gereffi et al., 2001), 

and as a result value chain analysis types like international production networks that 

focuses on the international production networks in which multinational corporations act as 
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‘global network flagships’ (Borrus, Ernst, and Haggard, 2000) have somewhat lost their 

influential importance.  

The GCCs approach, which has an emphasis on the internal governance structure of supply 

chains (product-driven vs. buyer-driven distinction) and on the role of diverse lead firms in 

setting up global production and sourcing networks, helpfully de-centers the nation-state as 

a locus of economic analysis, but in it plays privileges the role of the industrial sector and 

marginalizes the continued importance of state regulation (Dicken, Kelly, Olds, and Yung, 

2001).  

One of the central concepts to value chain analysis is ‘value chain governance’, which can 

be defined as non-market coordination of economic activity. There are three forms of 

governance coordination in value chains: inter-firm networks, quasi-hierarchical 

relationships between powerful lead firms and independent but subordinate firms in the 

firm, and vertical integration within enterprises. Governance structures arise primarily in 

response to two distinct needs for coordination (Gereffi et al., 2001): if more companies are 

involved in specifying products that their suppliers have to make, and if these firms are 

more exposed to risks as a result of the suppliers’ failure. Gereffi, Humphrey and Sturgeon 

(2005) identify five basic types of value chain governance analysis, which involve markets, 

modular value chains, relational value chains, captive value chains, and hierarchy. The 

clearest examples of value chain government are in sectors such as garments, processed 

fruit and horticulture, where the power of the buyer is clearly evident (Gereffi, 1999; 

Kaplan and Kaplinsky, 1998; Dolan and Humphrey, 2004).  
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On the other hand, the actor-network theory (ANT) is a broadly ‘materialist semiotic’ 

approach; a non-textual ‘relational materialism’ that focuses on the building of others, and 

paths of development and meanings in the pursuit of agendas (Bingham, 1996). Thus, 

unlike the structuralist-influenced GCC approach, the ANT’s concentration is on the 

actions and practices. As a non-representational theory, ANT effectively encourages us to 

focus on the ordering of the global economy through multiple (and not necessarily related) 

examinations of the performances that underlie processes of economic change and 

development (Dicken et al., 2001). For example, four over-lapping but relatively stable 

types of actor-networks that play a key role in shaping the current international financial 

sys can be delineated: the nation state, the media, money capitalists and machine 

intelligence (Thrift, 1996). The rising integration of world markets has brought with it a 

disintegration of the production process, in which manufacturing or services activities done 

abroad are combined with those performed at home (Feenstra, 1998).  

5.1. Global value chain model  

Former models are based largely on the premise that firms in advanced countries seek out 

suppliers in developing countries and work with them where necessary to improve supplier 

capabilities. These firms are often leading global manufacturers looking to outsource 

production to low-cost locations. Even if they outsource to multiple locations, they work 

with the suppliers in each location (Humphrey, 2004). With the end of the globalization of 

production era and the introduction of the globalization of innovation in the early 1990s, a 

new pattern of global sourcing emerged in some industries. The buyers themselves became 
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more global, supplying products to a greater range of markets and looking increasingly for 

global suppliers (Sturgeon and Lester, 2001).  

Although, preceding studies such as the strategic coupling model that is an analysis model 

of the global production network and regional development, and several other analysis 

models regarding the GVCs have been purposed, a well-founded analysis tool is yet to be 

found. Based on the propositions of the prior studies, the model is designed into three layer; 

external and internal elements and the core as the country. As for the external and internal 

elements, it encompasses the factors of from Ernst’s model, which are drivers, forms and 

impacts, and home advantages/assets, needs of consumers and suppliers. As mentioned, the 

core can be a country, a company, or even a region, depending on where the analysis focus 

lies (see Figure 50). The advantage of this GVC diagram analysis model is that it is 

designed to add the core focus like a diagram.  

Figure 50. GVC Diagram 
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6. Conclusion 

This study traces the patterns of international trade and foreign direct investment since the 

late 1990s of major economies when open door policy really started to begin. On a broad 

level, the value-added analysis and trade study conducted herein are concerned with one 

fundamental question, whether foreign direct investment and GVCs impact a country’s 

economic stance positively, especially in terms of trade balance.  

As it can be observed through the overall assessment of trade patterns and FDI balance, 

economic integration among countries has increased more than ever, and profits or 

economic progress cannot solely be measured through gross or net outcomes. Thus, a more 

in-depth evaluation of the GVCs is imperative for both advanced and developing 

economies in order to focus their competitiveness in the production progress, and also to 

invest in the fields where most of the value added is created.  

6.1. Summary of findings 

An extensive analysis disclosed that the trade pattern of major economies changed their 

predominant mode of import and export with each other as a response to changes in the 

international trade and business environments. At the start, countries engaging in 

international trade did so by expanding their volume of trade that also resulted in the 

increase of export and import in terms of value. China followed this international trend by 

enlarging its import contents of exports, especially in the manufacturing sector. Naturally, 

the trade ties between the same regional countries intensified, especially in the European 
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Zone located countries and emerging Asian economies. This transformation involved not 

only the volume and value of export and import, but also foreign direct investment as 

economic growth agency and national competitiveness development. Current direct 

investments account for a considerable share of total production, yet, only few of the 

researched countries demonstrate a positive net direct investment. Thus, inflow of foreign 

direct investment needs to be fostered by providing an attractive business environment than 

its neighboring or competing countries.  

6.2. Policy implications 

Despite some important stipulations, it is almost universally acknowledged that FDI has a 

potentially important role in a country’s growth and development. The general assumption 

nowadays is that FDI fosters growth by promoting greater competition both in terms of 

price and market structure and trade, and facilitates a country’s overall integration with the 

global marketplace. The growing significance of production fragmentation emphasizes the 

need for governments seeking export-oriented FDI “to go beyond trade and FDI policies 

and assess their location advantages in the international production system context” 

(UNCTAD, 2002).  

Accordingly, apart from issues relating to financial and fiscal incentives and investment 

promotion, regional integration efforts that lower the costs of cross-border transactions are 

increasingly viewed as an attractive instrument to promote trade, FDI and technological 

improvement. Regional trade agreements have boomed recently all over the world, while 

multilateral trade liberalization is also within the progress. A country that does not 
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participate in such new organizational changes, it destined to lose national competitiveness. 

It is not a choice, but an obligation that may also be the only way to survive and prosper in 

this intertwined world economy.  

The focus point has moved from the domestic market to the global market, and while all 

economies appear to engage in the global value chain, developing countries face more 

difficulties in moving to the next step of economic development, due to the fast growth of 

technological involvements and the rising gap with advanced economies. Yet, even 

advanced major economies have to compete to attract foreign direct invest, so the future for 

both of the parties are rather unclear. In many case, as in recent Greece, Italy and Spain, 

this new organization seems to have affected the domestic economy already. Whether it is 

financial or governmental issue is not important, since the fundamental cause of this 

downturn largely lies to the loss of national competitiveness. Consequently, it is therefore 

imperative that developing countries that are hitherto not part of the new global value chain 

look to consciously establish such linkages with other high-income countries, while 

simultaneously focusing on multilateral trade liberalization. Political support for more 

efficient and effective trade and investment promotion is vital. Governments should be 

geared towards trade facilitating measures such as streamlining and standardizing customs 

procedures and providing timely and relevant information on trade and investment 

opportunities. 
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국문초록 

국제무역에 대한 글로벌가치사슬과 해외직접투자의 영향 

 

가치사슬 개념을 국제경제에 확장시킨 글로벌가치사슬을 통하여 최근 국제

경제에 있어서 가치사슬경영의 역할은 무엇이고, 또한 세계무역추이에는 어

떠한 영향을 끼치는 가에 대한 문제의식에서 연구가 시작되었다. 지난 십 

년간의 유로존과 중국을 중심으로 한 주변국들의 무역패턴을 특히 가치창출

을 중점으로 분석하는 데에 노력하였다. 또한 글로벌가치사슬 내에서 해외

직접투자의 영향력에 대한 연구를 통하여 해외직접투자가 개발도상국과 유

럽 및 아시아 신흥국의 경제성장뿐만 아니라, 선진국의 관점에서의 해외직

접투자의 중요성도 강조하고 있다. 이러한 최근 국제무역동향 및 자본시장 

분석을 통하여 기존의 글로벌가치사슬 분석 모형을 보완하는 절충적 모델을 

제안함으로써 다규모적이고 다결합적인 현 국제무역환경 분석을 용이하게 

하고, 이에 필요한 정책 방향을 제하고 있다.  

주제어: 국제무역, 해외직접투자, 글로벌가치사슬, 부가가치, 부가가치세분

화, 글로벌생산네트워크 

Student ID: 2010-22381 
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