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Motivation — WHY GVC?
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» There seems to be a positive association between GVC participation and the growth rate of ’ i P
economies. ~0.2 - L 5
« Between 1990-2010, developing countries with high rates of GVC participation (upper 7087 .
quartile) had a mean growth rate of 3.3% as compared to 0.7% for counties that were in ~0.4 . : : . I . .
the bottom quartile. UNCTAD (2013) 06 -04 —02 o 02 o4 06 08

GVC participation (log difference)

* GVC participation increases firm-level productivity.

« TFP index for firms participating in GVC (backward linkage) was 1.25 as compared to b. Poverty
0.87 for non-participatory firms. (World Bank, 2019).
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 Itis also associated with a rise in Labor productivity (World Bank, 2019). 0.8 - i
« GVCis also associated with a fall in poverty rates (World Bank, 2019). 3\2 S . ° ' &
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» Today, four-fifths of world trade—worth around US$17 trillion— happens along global value g oo ﬁ:__._;@._:__._ ________
chains (GVCs) (World Bank, 2019). 2 o ’ '5. O
 Given its ubiquity and benefits, the issue of what drives their location, and what countries can %" —0-4 ° ?.t.‘.. .
do to become part GVC is, therefore, an enduring academic and policy interest. S -0.6 . ; : .
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Change in foreign value
added in exports (%)

Source: World Bank 2019



Summary

 Explores the patterns of GVC in Pacific Island Countries (PICs) at the country, industry, and firm-level and
examines the relationship between country and firm characteristics and GVC participation.

« Utilizes two different datasets — UNCTAD-Eora GVC data (1999-2018) and the World Bank Enterprise survey
data (2009 and 2015)

* Findings
» Country-level: Low participation rate of PICs in GVC
» Industry-level: Participation concentrated in low-value-added activities

» Firm-level: Labor productivity and quality certification are essential for entry into GVC, but insufficient to deepen participation. Macro
factors such as good governance, trade openness, and FDI also play a role.



Baldwin (2013) points out GVCs have:

omment I: Is the pattern , |
1. Headquarters and factories economies

Of GVC uniq ue to P I CS ? 2. GVCs are not very global but regional
3. Hub-and-spoke asymmetry
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us 1% 2% 2% 3% 3% 1% 2% 1% 2% 2% 1% 1% 5% Canada
Canada 4% 2% | 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% guey
Mexico 2% 1% 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 1% Switzerland A
Japan 1% 1% 5% 5% 1% 5% 6% | 1% 1% 0% 1% 1% 1% 1% 1% spein
China 3% 3% 9% 2% 5% 6% 7% 2% 2% 2% 2% 3% 3% 1% 3% Korea, Rep. ;
India 0% 0% 0% 0% 1% 1% 1% 0% 0% 0% 0% 0% 0% 0% 1% - g Brazil o]
Indonesia 0% 0% 0% | 2% 1% 1% 1% | 0% 0% 0% 0% 0% 0% 0% 0% Chinese Taipst 0\ ‘ 2 Portugal
Korea, Rep. of 1% 0% 4% 1% 4% 1% 2% 0% 0% 0% 0% 1% 1% 0% 1% ]
Germany 1% 1% 3% 0% 1% 2% 2% 1% 4% 5% 5% 7% - 7% 2% A 5
UK 1% 1% 1% 0% 0% 1% 0% 0% 2% 1% 2% 2% 1% 2% 1% O Singapore (O ! India o)
Australia / Hong Kong, China
Italy 0% 0% 1% 0% 0% 1% 1% 0% 1% 1% 3% 4% 3% 3% 1% y / Israel
France 0% 0% 1% 0% 0% 0% 1% 0% 2% 2% 3% 5% 2% 4% 1% : 0 Ao e
Spain 0% 0% 1% 0% 0% 0% 0% 0% 1% 1% 1% 2% 1% - 0% Malaoysia Thailand
Poland 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% 0% 0% 0% 0%
Portugal 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% 0% 0% Indonesia O
Brazil 0% 0% 1% 0% 1% 0% 0% 0% 0% 0% 0% 0% 0% 0% 1% ggen e
Total 15%  27%  65% 8% 16% 16% 20% 21% 1% 13% 16% 17% 29% 26% 35% 16%
Source: Author’s manipulation of Lopez-Gonzélez (2012) data. O chile
Note: The columns show the intermediate inputs intensity from each row nation, e.g, five per cent of the gross value of China's exports consists of intermediates bought from Japan, Viet Nam ©
while two per cent of Japan's gross exports consist of intermediates bought from China. Source: Diakantoni and others 2017, based on the UN Comtrade database (https://comtrade.un.org).
Note: Includes the 61 economies in the Organisation for Economic Co-operation and Develop World Trade Organization Trade in Value-Added datab

and their most important bilateral gross trade flows.



Export complexity PNG

B. Papua New Guinea

Comment II;
Technology
classification

What classifies low, medium, and medium-high
technology?

Can be based on existing literature: Harvard Growth-
lab’s product-wise complexity; aka Atlas of Economic
Complexity (Hausman and Higaldo, 2011)

Why is it important that countries export complex
products? Hausmann et al (2007)

» In general, countries that produce more
sophisticated products tend to enjoy higher
incomes, because such products are associated
with higher productivity and more knowledge B
spillovers, helping push countries to higher D] [
economic growth wo e e o
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Comment III: Model and robustness

1. Financial access: In contrast to the literature, the effect is not significant

» The choice of variable might be driving the result—alternative ways of capturing financial access, (eg: working credit
for trade.)

« Evidence shows exporters are more dependent on working credit than domestic firms. This is more evident for GVC

exporters due to the long lag between exporting and receiving payments (see Bruno and Shin (2021), Manova (2013),
Chor and Manova (2012), among others)

2. Firm age: not significant

» Whenever we talk about firm age and size, an important distinction needs to be made between infant firms vs. dwarf
firms (Ministry of Finance, Government of India)

> Infants: Firms that tend to be innovative and have high productivity but are young
» Dwarfs: Firms that are small but have been operational for more than ten years
« Can add/interact with these factors in the model (age and size)
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