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enterprises in the EU and GVCs concerning the next issues: determinants of businesses participation in GVCs; perceived benefits
of SMESs’ participation in GVCs; advantages of SMESs’ participation in GVCs; importance of SMEs for economic progress and their
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Ky3miwmH M.

OOKTOP EKOHOMIYHUX HayK, AOLEHT, EKOHOMIYHMI thakynbTeT, TexHiyHun yHiBepcuTeT B Kowwnue, CnoBaubka pecnybnika
KysmiwunHoBa B.

KaHaupaTt eKOHOMIYHUX HayK, aoueHT, MixkHapoaHa wkona meHemxmeHTy ISM CnoBayvynHa

Mani Ta cepeaHi nignpuemcTBa B rnob6anbHMX BUPOOGHN4O-36yTOBUX NaHLorax

AHoTauif. MeTolo L€l pob0oTH € BU3HA4YEHHA POMi Masnnx i cepeaHix nianpueMCTB Ta iXHIX MOXIMBOCTEN 3 OrnAAy Ha MpoLecy, Lo
BiabyBatoTbCA AK Yy rMobanbHMX NaHurorax BapToCTi, Tak i B CBITOBIN €KOHOMIUI B UinoMy. TeopeTndHa YacTuHa poboTu BKasye Ha Te,
LLIO Mp1poay Ta BB rMobanbHMX NaHLoriB BAPTOCTi MOXHA PO3rAAATM 3 Pi3HUX TOHOK 30py. B aHaniTuyHin YacTuHi yBary npuaineHo
Manum Ta cepegHim nignpuemcteam €C y rnobanbHUX naHuorax BapTocTi. OCHOBHI pe3ynbTaTi AOCHiAXKEHHA MOB’A3aHi 3 HaNPAMKamm
PYHKUIOHYBaHHA rMobanbHMX MaHLOrIB BapPTOCTI, TAaKUMU AK NOMINWEHHA hyHKLIOHyBaHHA rMobasibHMX NIaHLOriB BAPTOCTI B 3arasisHOMY
BMPOBHMYOMY MPOLIECi 1 iMMNeMeHTaLif peKOMeHAALIn CTOCOBHO NOAANLLUOI AepXXaBHOI NIATPUMKM Manoro Ta cepeaHLoro 6isHecy. Y
BMCHOBKax aBTopamu cTarTi 6yno y3arasibHeHO OOCHiAXKEHI MMTaHHA, a TakOX OKPECNIEHO acneKTh NoAanbLUMX AOCNIAKEHb rnobanbHUX
JIAHUIOTiB BApTOCTI, TaKi AK KOHKYPEHTOCMPOMOXHICTb, TOPriBMA, MOCAYry, iIHBECTULi, EKOHOMIYHWI PO3BUTOK, aaanTawia Ta pUsvKu.
KnioyoBi cnoBa: mani Ta cepegHi nianpneMcTBa; rnobanbHi NaHuorm BapTocTi; BUpoOHUY0-36yToBI NnaHutory; OECP.

Ky3amuwumH .

[IOKTOP 9KOHOMUYECKUX HayK, AOLIEHT, 3KOHOMUYECKUI (haKynbTeT,

TexHudeckuit yHusepcuteT B Kowwuue, CrnosaukanA pecnybnvka

KysmuwmuHoBa B.

KaHanaaT 9KOHOMUYECKMX Hayk, MexxayHapoaHana wkona meHemxkmeHTa ISM CnosakuA

Manbie n cpeaHue nNpeanpuUATUA B rNobanbHbIX NPOM3BOACTBEHHO-COLITOBBIX LienAxX

AHHoOTaumA. Llenbio gaHHoM paboTbl ABAAETCA onpeaeneHne ponv ManbiX U CpeaHnX NpeanpuATUiA, a Takke X BO3MOXHOCTEN B
KOHTEKCTEe MPOLIECCOB, NPOUCXOAALLMX KaK B MMobasibHbIX LienoyKax co3aaHnA CTOMMOCTU, Tak U B MUPOBOWM SKOHOMMVKE B LIENOM.
[inA focTuXeHna noctaBneHHon B paboTe Lenn aBTopbl OTBETUM HA PAL BOMPOCOB, & UMEHHO: Kak B NPOtUIIbHOW nuTepaTtype
OCBeLLaoTCA BONPOChI, UMEIOLLIME OTHOLLEHNE K (DYHKLIMOHMPOBaHMIO rMobasibHbIX LIeNoYeK Co34aHnA CTOMMOCTH (MPOU3BOACTBEHHO-
COHLITOBbIX LIEMAX) B KOHTEKCTE MEXAYHAPOAHbLIX S3KOHOMUYECKMX OTHOLLEHUI; KaKoe 3Ha4eHne, NoTeHUman u BO3MOXHOCTU UMEIOT
marsble 1 cpeaHue nNpeanpuATUA B robanbHbIX Lienovkax co3aaHnA CTOMMOCTY; pelleHne Kakux npobnem 6yaeT cnocobcTsoBaTtb
AhheKTUBHOMY (PyHKLMOHMPOBAHMIO rMobanbHbIX LienoYek co3faHnA CTOMMOCTY B MPOM3BOACTBEHHOM npoLecce. TeopeTuyeckan
YacTb paboThl yKasbiBaeT Ha TO, YTO NPUPOAY U BANAHME rNobanbHbIX LienoYek co3aaHnA CTOMMOCTM MOXHO paccmatpusath C
pasHbIX TOYeK 3peHnA. B aHanMTn4eckon 4acT BHUMaHme yaeneHo manbiv n cpegHnm npeanpuAatuam EC B rmobanbHbIX Lenoykax
co3fgaHunA ctommocTu. OCHOBHblE pe3ynbTaTbl MCCNEeAOBaHWA CBA3AHbl C HanpasneHWAMU (OyHKLMOHMPOBAHWA [Mo6asnbHbIX
Lieroyek CTOMMOCTM, TaKUMU KaK Yny4LleHue hyHKLUVOHUPOBAaHWA rmobanbHbIX LienoYeK Co3aaHna CTOMMOCTU B MPOU3BOACTBEHHOM
npouecce, a Takxke UMMNemMeHTauum peKomeHJaumin no AanbHenLen rocyaapCTBEHHOM NoaaepkKke Masnoro u cpeaHero busHeca.
B yactu BbIBOOOB aBTOpamu cTatbi 6binn 0606LLEHbl UCCNefoBaHHbIe BOMPOChl, @ TakxXe 0603HaYeHbl acnekTbl AanbHEenLnX
uccnenoBaHwii rmobanbHbIX LENoYeK CO34aHNA CTOMMOCTU, TakUX KaK KOHKYPEHTOCMOCOBHOCTb, TOProBnA, YCNyr, MHBECTULINK,
3KOHOMUYECKOEe pa3BuThe, aganTauma U PUCKN.

KniouyeBble cnosa: Manble v cpeaHue npeanpuATvA; rnobanbHble LenoYku co3aaHna CTOMMOCTM; NPON3BOACTBEHHO-CObITOBbIE
uenun; OBCP.
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1. Introduction

To understand the nature of the problem which results from
the topic, it will be useful to provide some context and status of
the global value chains (GVCs) business and the importance
which is paid to the area by researchers, integration groupings
(EV), respectively selected international organisations (OECD).

Entrepreneurship is a powerful driver of economic growth
and job creation: it creates new companies and jobs, opens up
new markets and nurtures new skills and capabilities. In the
field of industry, for instance, it is therefore particularly impor-
tant for fast development of the six emerging growth sectors
identified in the Commission’s Industrial Policy update.

GVCs are important units of analysis to understand enter-
prise competitiveness. Activities along GVCs may involve con-
cept, design, production, marketing, distribution, retailing and
R&D: they might even include waste management and recy-
cling. Depending on the industry needs, each link of the chain
performs an activity, and different firms add value at each stage
of the production or service process. New transportation, infor-
mation and communication technologies have driven down the
cost of accessing information and trading products, services
and facilitated the spatial division of value chains. Accordingly,
a certain production process can be located in a particular geo-
graphical area because of the location-specific competitive ad-
vantages. (UNCTAD, 2010).

The OECD report, in cooperation with the World Trade Or-
ganisation and the World Bank, for the meeting of G20 trade
ministers on 19 July 2014 in Sydney underlines the importance
of GVCs for shaping of economic policy and its impact on trade,
economic growth, job creation and distribution of added value
through GVCs. GVCs attention is focused on connecting the
trades, investments, services and know-how which become a
determining factor of future trade flows and investments de-
ployment as a precondition for further economic growth.

The growth of GVCs has increased interdependence of
economies and led to increasing specialisation in particular sta-
ges of the chain. More than 70% of world trade is intermediate
products, services and investment goods. The income genera-
ted within GVCs has doubled in the last 15 years. The individual
national economies are involved in GVCs with varying portions.
This diversity is affected by objective factors such as their geo-
graphic location and availability of raw materials. However, rele-
vant are conditions resulting from the country’s economic policy,
including the business and investment environment, the level of
education, the state of infrastructure, etc.

GVCs are almost exclusively carried out by multinational
companies; they are an important part of foreign trade in inter-
mediate products. Also, finished goods and services are imple-
mented within the branches of these multinationals. Eventual-
ly, independent suppliers, especially small and medium-sized
enterprises, such as subcontractors of production inputs (inter-
mediate goods or services) should be increasingly involved in
GVCs. In such a case, their intermediate goods or services will
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reach foreign consumers as part of the finished goods or ser-
vices. The potential of the largest economies in the world can
be derived from data about the share in added value of those
countries, which is stated in Table 1.

The purpose of this paper is to identify the position and
the opportunities which SMEs have in GVCs in the context of
the development process in GVCs and the world economy.
Methodology. To conduct the research, it was important to study
publications on the subject. Those which are listed in the litera-
ture contain mainly theory relate to the issues under our study
and the relevant implications in the environment of the European
Union (EU) and the OECD countries. The authors have applied
the methods of abstraction, induction, analysis, synthesis and
quantitative methods. The data source was mainly statistical da-
tabases (Eurostat, national statistical materials). To meet the ob-
jectives of the research, the authors formulated the following
questions: «What is the state of the art of GVCs issues in the li-
terature in the context of international economic relations and ef-
ficiency?», «What are the positions, potential and opportunities
for SMEs in GVCs?», «What solutions would contribute to more
effective functioning of GVCs in the overall productive process?».

2. The essence of GVCs and knowledge status of the
topic in the literature

Global value chains (GVCs) is a term that refers to the
geographic deployment of production and services into the
areas with the most effective economic conditions and busi-
ness environment (OECD, 2014).

For the first time, the concept of global value chains ap-
peared in the 1970s in relation to the research of commodity
chains (Hopkins, Wallerstein, 1976). The substance of commo-
dity chains was to map all inputs and process steps which result
in the production of a product. In 1994, G. Gereffi first introduced
the concept of global commodity chains based on the clothing
example where he described the supply chain and operations
from raw materials to the final product. The terms «commaodity»
and «value chain» are largely similar; however the «value chain»
has a broader meaning as it is used to describe the organisa-
tion of production (Bair, 2005). In the 1980s, the term «global va-
lue chain» started to be used under the influence of literature on
world trade and value chains (Porter, 1985).

An essential function of GVCs is to ensure an optimal ra-
tio of input to output and create the greatest possible degree
of added value. The more a country develops value added, the
higher the standard of living is for its people. The income ob-
tained from GVCs is a «value that was added in the country at
any stage of production of any product» (Timmer et al., 2014).
Added value has two basic components: income from work
(wages, salaries and remunerations of personnel) and capital
income (profits, interest, rents).

The nature and effect of GVCs on various aspects of eco-
nomic processes can be examined from different perspec-
tives. In this sense, an important snapshot of processing re-
sources and literature on GVCs states Kowalski (2015). Other

Tab. 1: Share of the largest economies on the added value

Source: [23]
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aspects of GVCs problems, in particular the theoretical basis of
GVCs, the place and the possibility of participation of SMEs in
GVCs, topic development in developing and developed coun-
tries, specifically in the OECD, etc. (see references) were pub-
lished by Gereffi et al., (2001); Baldwin, (2012); OECD, (2013);
Hausmann, (2014); Stamm, (2004); Baldwin, (2012); Escaith,
(2014); UNCTAD, (2013b); Primo Braga, (2013); Bamber et al.,
(2014); Mankiw and Swagel, (2006); Blinder, (2006); Baldwin,
(2009); Grossman and Rossi-Hansberg, (2008); De Backer
and Miroudot, (2013); OECD-WTO-UNCTAD, (2013).

2.1. Global value chains at micro- and macroeconomic
level

Micro level

Identification of the input - output structure of production
activities in the value chain can be realised by mapping ma-
nufacturing operations sequence «from raw materials to a fi-
nished product». Within each production phase, we can identify
companies involved in the key operations of production. A ty-
pical feature of GVCs is that the activity (and phase of the pro-
duction process) take place in different countries of the world.
Geographical mapping of the value chain begins with identi-
fying the key company. This is usually original equipment ma-
nufacturer (OEM). The main direct suppliers to the OEM com-
panies are first-degree suppliers (Tier 1 suppliers). Companies
providing subcontracting for first-level suppliers are categorised
under Tier 2, etc. The length of the value chain can vary great-
ly according to the complexity of the manufactured product and
the level of the supplier’s specialisation for specific production
activities. Although value chains are global, specific phases of
the production process are concentrated in certain regions of
the world. In general, sophisticated activities of the value chain
are located in developed countries, while inter-consumption
and finalisation is carried out in less developed countries. An
analysis of the geographical structure of GVCs shows a trend
towards increasingly higher regional concentration of GVCs.

The logic of regional concentration (especially at the level
of economic groupings) is based on the following factors:
1) geographical proximity and the resulting savings in trans-
portation costs; 2) benefits of spill-over effects coming from
the possibility of direct personal communication of key actors
at different stages of the production process; 3) harmonisa-
tion of the production process and consumption within the EU
or NAFTA groupings (Slusna and Balog, 2015).

Macro level

Mapping the country’s participation in global value chains
uses two basic approaches. The first one is based on trac-
king flows of gross exports, while the second approach fo-
cuses on the analysis of flows of added value. At macro level,
the GVC mapping is important for the analysis of the country’s
position in global trade, in particular in terms of added value.
The international division of labour is reflected in an increase
in different countries’ and companies’ specialisation related
to those activities where they have a comparative advantage.
A deepening division of labour results in a gradual fragmen-
tation of vertically integrated production. There are several in-
dicators that describe the degree of production fragmentation
between specialised manufacturers and countries. The most
widely used are the participation index and the length of the
production chain index (OECD, 2012).

Summary of the first research issue:

The term «global value chain» means the full set of activi-
ties that companies and their workers are performing, from the
initial product concept till the usage by customers. The crea-
tion of global value chains is the result of the growing interna-
tional division of labour. The division of labour is reflected in the
ongoing fragmentation of manufacturing operations, which are
spread among different countries. Countries specialise in those
parts of the manufacturing process in which they have a par-
ticular comparative advantage, for example the presence of raw
materials, skilled labour or good institutional environment sup-
porting a specific stage in the production process. The ultimate
effect of the global value chains functioning is to achieve an
optimal ratio between inputs and outputs. Global value chains
mapping can be made at the micro- (company) or macroeco-
nomic level.
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3. Status, potential and opportunities for SMEs in GVCs

3.1. Small and medium-sized enterprises in the EU and
GVCs

SMEs are the backbone of Europe’s economy. They rep-
resent 99% of all businesses in the EU. In the past five years,
they have created around 85% of new jobs and provided two-
thirds of the total private sector employment in the EU. The
European Commission considers SMEs and entrepreneurship
as a key to ensuring economic growth, innovation, job creation
and social integration in the EU.

SMEs accounted for 71.4% of the increase in employment in
2014 in the non-financial business sector, which includes all sec-
tors of the economy except for financial services, government ser-
vices, education, health, arts and culture, agriculture, forestry and
fishing. SMEs are a highly diverse population of enterprises, and
are present in every nook and cranny of the economy, with activi-
ties ranging from the production of artisan food to the production
of high tech space exploration equipment, from retail services to
the provision of highly specialised professional services, from fo-
cusing primarily on serving domestic customers to focusing main-
ly on the export markets. Hvizdova and Balogova (2016) see a
great opportunity for SMEs in the creative industries.

In short, SMEs are ubiquitous; they accounted for 99.8% of
all enterprises in the non-financial business sector in the EU28
in 2014, for every squire kilometre of land surface the EU has
an average of 5 SMEs. Moreover, in 2014 SMEs employed al-
most 90 million people, which is 67% of total employment, and
generated 58% of the sector’s value added (table 2).

Almost all SMEs (93%) are micro SMEs employing less than
10 people. About three quarters of SMEs are active in the five
key sectors: wholesale and retail trade, manufacturing, construc-
tion, business services and accommodation and food services.

The tentative green shoots of the growth of 2013 gained
in strength in 2014. Namely, in 2014 EU28 SMEs’ value added
grew by 3.3% and employment - by 1.2%, while in 2013 value
added grew by 1.6% and employment declined by 0.5% [1].

Tab. 2: Share of SMEs in value added of non-financial
business sector (2014)

Source: [1]

3.2. Determinants of businesses participation in GVCs

Determinants of GVCs participation structural characteristics
of countries are the main determinants of GVCs participation and
their relationships with backward and forward engagement are
diverse. The following elements are the most important:

a) Market size. The larger the size of the domestic mar-
ket, the lower the backward engagement of a country, and the
higher the forward engagement. The intuition is that countries
with a larger market can draw on a wider array of domestic in-
termediates both in terms of purchases and sales.

b) Level of development. The higher the per capita income
is, the higher the aggregate forward and backward engagement
is. Developed countries tend to source more from abroad and sell
a higher share of their gross exports as intermediate products.

¢) Industrial structure. The higher the share of the manu-
facturing sector in GDP, the higher the backward engagement,
and the lower the forward engagement.

d) Location. GVCs activity is organised around large manu-
facturing hubs. The larger the distance to the main manufacturing
hubs in Europe, North America and Asia, the lower the backward



engagement, suggesting that there is a premium to locating
close to large «headquarter» economies (source).
3.3. Perceived benefits of SMEs’ participation in GVCs
From a theoretical point of view, many factors suggest
that the integration of SMEs in global value chains, under
specific conditions, is for the benefit of those firms. Du-
ring the OECD (2008) interviews, SMEs were asked about
their perception or experience of participation in GVCs.

The main findings can be summarised as follows:

e The answers by the SMEs in all sectors support the ar-
gument that the participation in global value chains
brings benefits to SMEs or is expected to bring them.

e Firms that have successfully integrated in one or more
value chains have been able to gain stability or expand
their business. Even those SMEs, who have chosen to
remain at the margins of the global value chain, recog-
nise the potential for growth associated with participa-
tion in GVCs.

¢ Co-operation within the network is one of the key factors
of successful integration. Coordination of work with part-
ners upstream and downstream increases the chances
of success due to substantial benefits in terms of infor-
mation flow, access to superior technologies and lear-
ning opportunities.

3.4. Advantages of SMEs’ participation in GVCs
Firstly, according to OECD «Enhancing the Role of

SMEs in Global Value Chains», participation in GVCs may

provide SMEs with a number of benefits, including stabi-

lity and productivity improvements through new niches for

the supply of products and services at lower costs. If SME

owners take a proactive as opposed to a reactive approach,

SMEs can position themselves quickly to capture oppor-

tunities in new production areas. This internationalisation

of production, through increased outsourcing and develop-

ment of GVCs, can have a significant impact on SMEs.

Secondly, participation in GVCs provides new avenues of

growth for SMEs looking to expand. New finance growth op-

portunities, uncovering more efficient suppliers and untapped
markets, and mutually beneficial relationships with other SMEs
owners, are all potential gains by small business owners who
board the cabins of the GVC express, as opposed to the risk
and reality of stagnation when limiting themselves in local or

in some cases, even suburban supply chains (OECD, 2008).

3.5. Importance of SMEs for economic progress and
their participation in GVCs

SMEs are the backbone of the economy in several deve-
loping countries, too. Indeed, they account for more than half of
all formal employment worldwide (IFC, 2013). A cross-country
study of 49,370 firms in 104 countries finds out that while small
and medium-sized firms (<100 employees) have a compara-
ble share of aggregate employment as large firms, the small
firms (<20 employees) provide the largest shares of job crea-
tion, highest sales growth and employment growth. (Ayyagari et
al., 2014). These findings are also common in OECD countries,
where 75% of new jobs are created by SMEs. Forecast growth
for employment in the european SMEs for 2014-2016 is shown
in table 3. Over the last several years, however, additional re-
search has revamped the debate, indicating that the size is not

a relevant measure, but rather it is the age of the firm which de-

termines its contribution to net job creation. Evidence for the

United States (Haltiwanger et al., 2013), Colombia (Eslava and

Haltiwanger, 2013) shows that once the firm age is controlled

for, there is no systematic relationship between its size and job

creation, highlighting the role of start-ups and young firms to
contribute to the creation of new jobs. However, more evidence
is needed to determine what kind of firms play a significant role
in net job creation among developing countries. GVCs likewise
operate to the benefit of smaller firms, as they provide opportu-
nities to specialise in tasks within the chain. While SMEs find it
difficult to compete along an entire line of activities, in the GVC
world of today they can more readily participate in those tasks
in which they have expertise, as long as market failures that
disproportionately affect SMEs are addressed (table 4). Gereffi,

Humphrey, and Sturgeon (2005) discuss in detail the principal

actors in GVCs and the power relations between them: multina-
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Tab. 3: Forecast growth of SMEs by the EU Member States, 2014-2016

Source: Annual Report on European SMEs 2014/2015.
http://ec.europa.eu/growth/smes_en. ISBN 978-92-79-52922-1

Tab. 4: Key challenges faced by SMEs in international markets

Source: Compiled by the authors based on OECD, 2006

tional enterprises (MNEs), their affiliates abroad and indepen-
dent suppliers in both domestic and foreign markets, including
SMEs. Economic transactions within GVCs include intra-firm
transactions between headquarters and affiliates, as well trans-
actions between companies and independent suppliers (arm’s-
length trade and transactions accompanied by specifications on
quality, product design, etc.). The distribution of power and the
direction of knowledge flows will differ depending on the type
of GVC. They may be largely concentrated in the lead firm or
MNE or may be shared between lead firms and (upper-tier) sup-
pliers. Factors such as the complexity of transactions, the ability
to codify transactions, and the capabilities in the supply bases
enter the equation (Gereffi, Humphrey, and Sturgeon 2005), but
the business model’s intrinsic characteristics matter too (Por-
ter and Kramer, 2011). Owing to their size and capability to en-
gage in international trade and investment, MNEs tend to be the
leading actors in GVCs. But affiliates of cost efficiency seeking
FDIs (Dunning, 1995) are essential links in GVCs. MNEs or-
ganize global production processes across different geographi-
cal locations and through a complex network of affiliates (that is
offshoring), as well as through their arm’s-length relationships
with other companies and suppliers (that is outsourcing). MNEs
dominate exports. In fact, cross-border trade between MNEs
and their affiliates - often referred to as intra-firm trade - now
accounts for a large share of international trade in goods. Ear-
lier firm-level evidence, based on gross exports data, reveals
that exports are driven by a limited number of large, often multi-
national companies. For example, Mayer and Ottaviano (2007)
show that 1%, 5%, and 10% of companies account for no less
than 40%, 70%, and 80%, respectively, of aggregate exports in
Europe. Similar results are reported for the United States (Ber-
nard et al. 2007), as well as for Low-Income Developing Coun-
tries (LIDCs) (Cebeci et al. 2012). Although evidence may show
that GVCs is a «big-firm story», with MNEs as leading actors,
those findings underestimate the importance and participation
in GVCs of smaller firms, which often supply intermediates to
exporting firms in their country and are, as such, integrated in-
directly into GVCs. Slaughter (2013) finds that the typical US
MNE buys more than USD 3 billion in inputs from more than
6,000 US small and medium-size enterprises (SMEs), or almost

Kuzmisin, P.,, & Kuzmisinova, V. / Economic Annals-XXI (2016), 162(11-12), 22-27

25


http://ec.europa.eu/growth/smes_en.%20ISBN%20978-92-79-52922-1

WORLD ECONOMY AND INTERNATIONAL ECONOMIC RELATIONS

25% of the total input purchased by those firms. Such

domestic supplies are not reflected in international

trade statistics, which count only direct exports. Es-
timates for the United States show that in 2007 the
export share of SMEs increased from approximately

28% (in gross exports) to 41% (in value-added ex-

ports), when such indirect exports are taken into ac-

count (USITC, 2010).

Summary of the second research issue:
¢ Situations: In most cases, large firms dominate in

GVCs; however, it is important to include SMEs in
GVCs, as SMEs serve as the major driving force
for economic performance and sustainability.

¢ Benefits: Added benefits for SMEs to engage in
GVCs consist of:

- enhancing industrial capabilities by meeting
internationalstandards and requirements.

- encouraging production upgrades by associating with
leading global firms.

e Constrains: Lack of: access to finance; advanced technolo-
gy; skilled working force; networking and market information;
economy scale (Hong, 2015).

4. Problems, topics and solutions to more effective
functioning of GVCs in productive process

4.1. Steps to more effective functioning of GVCs in
productive process

A. In the country’s economic policy, it is necessary to
create a business environment favourable to participation in
GVCs. Based on OECD (2013), the economic policy priorities
of the G20 in this area include (table 5):

e Ratification and immediate implementation of the WTO
Agreement on trade facilitation.

* Provision of technical assistance from developed countries
to developing countries for the latter to meet their commit-
ments on trade facilitation.

¢ Improvement of the effectiveness of the services sector,
which is a catalyst for the functioning of GVCs.

* Meeting the commitment to combat protectionism and with-
draw all restrictive measures taken to fight the crisis, particu-
larly non-tariff barriers to trade.

e Solving problems of supplier-customer relations in order to
create as much space for the involvement of SMEs in GVCs.

¢ Ensuring that preferential trade and investment agreements
create better business environment, and not vice versa.

¢ Implementation of the active labour market policy, policy to
encourage investment, support of education and training so
the labour supply would cope with demand, and at the same
time to develop adequate social safety net for those who
have difficulty adapting to new requirements.

B. At the EU level, trade policy must strengthen Europe’s
place in global supply chains. It must support the full range of
economic activities through which Europeans create and sell
value. That includes the manufacturing of components and final
products, which is vital. It also includes services, research, de-
sign and marketing, assembly, distribution, and maintenance.
Adapting to this reality, EU trade policy has already expanded
from traditional tariff discussions. It takes a holistic approach,
covering vital issues like public procurement, competition, in-
cluding subsidies, or sanitary and phytosanitary barriers (SPS).
These remain essential. Public procurement spending, for in-
stance, accounts for 15% to 20% of GDP worldwide. Infrastruc-
ture investment and other public procurement in emerging and
developed economies are likely to be major driving forces of
economic growth in coming years. While the EU has progres-
sively integrated and opened its markets, EU companies still
encounter discrimination and restrictions abroad. It is therefore
essential to ensure a level playing field in market access, and
this can be achieved partly through foreign trade agreements
and negotiations on the accession of new countries to the WTO
Government Procurement Agreement (GPA). However, trade
policy will need to tackle a wider range of issues if the EU is to
secure its place in global value chains. This requires us to pro-
mote trade in services, facilitate digital trade, support the mobil-
ity of professionals, address regulatory fragmentation, secure
access to raw materials, protect innovation and ensure the swift
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Tab. 5: Recommendations for future government support

for internationalising SMEs

Source: Compiled by the authors based on OECD, 2006

management of customs. Joined-up strategy across different
areas of economic policy will also need to ensure responsible
management of supply chains and to address aggressive cor-
porate profit shifting and tax avoidance strategies that make
use of the value chains fragmentation. The Commission is tack-
ling this through different policy tools. Trade agreements sup-
port efforts promoting international standards of transparency
and good governance'.

5. Conclusions

The evolution of GVC implies the second unbundling of
globalisation: production stages previously performed in close
proximity were dispersed geographically (Baldwin, 2013):

a) traditional indicators of globalisation by trade value
of each country may be misleading, because the export va-
lue are double-counted from one country to another. To trace
the domestic value-added from the export can be the better
measures;

b) higher value-added exports are associated with higher
growth rates, part of which comes from participating in GVCs
(IMF, 2013);

¢) SMEs with unique niche in different stages of manufac-
turing or different tasks of service could be the driving force for
one country to participate more in GVCs;

d) Policymakers need to fully understand how GVCs are
or could be linked with the domestic economy in order to help
SMEs to participate in GVCs (APEC 2014).

In light of this, governments could facilitate SMEs’ gainful
participation in global value chains through policy initiatives in
specific areas (OECD, 2008):

1. Raising awareness of the potential of participation in
global value chains.

2. Supplier financing (providing financing to small sup-
pliers).

3. Facilitation of compliance procedures.

4. Promoting the development of industrial clusters.

Issues and topics for further research in the area of
GVCs

As an important issues and topics for further research
GVCs, we consider:

1. Competitiveness area: to increase attention to human
capital investment, skills and quality infrastructure and to pro-
mote strong links between industry and science and research;
the quality of institutions and the State to be deemed as impor-
tant in making an investment decision of firms.

2. Trade, services and investment area: remove barriers
to trade and mobility of investments; it will stimulate new busi-
ness opportunities, global value chain requires the efficient
service and the ability to move people, capital and technology
across borders; focus investment promotion more on activities
within global value chains than the industry.

3. Economic development impact of GVCs: integration in-
to global value chains through access to networks, global mar-
kets, capital, knowledge and technologies is usually the first
step to economic development.

4. Adaptation and risk area: the adaptation process should
be facilitated by labour market policies and social policies, as
well as by investing in education and skills.

' http://trade.ec.europa.eu/doclib/docs/2006/december/tradoc_118238.pdf
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