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CASE STUDIES

MR. ANDERS AEROE

Director, Division of Enterprises and Institutions
International Trade Centre

Anders Aeroe hasbeen Director of the Division of Enterprises and Institutions of the International
Trade Centre (ITC), Geneva, Switzerland since March 2011. Mr. Aeroe, a Danish national,
joined ITC in 2007 and has since then held several positions within ITC, including as Acting
Deputy Executive Director and as Chief of the Market Analysis and Research Section. During
his professional career, Mr. Aeroe has focused on the interrelated topics of competitiveness
and trade development at enterprise, organizational and policy level, trade intelligence, trade
in services, sector and value chain development, and industrial transformation, learning and
innovation.

Before joining ITC, he spent a number years in South Africa, as a regional adviser to the Danish
Industrialization Fund for Developing Countries and prior to this position as Senior Manager
Trade Promotion at the Western Cape Trade and Investment Promotion Agency (WESGRO).
He was Chairman of the Board of the Western Cape call centre business association
(CallingtheCape) and was appointed as a member of the South African Maritime Industry Task
Team. He also served as a member of the Advisory Council to the Cape IT Initiative.

Prior to moving to South Africa, Mr. Aeroe held positions as Head of the Research and Policy
Section at the Danish Society of Engineers and Export Manager at the Danish Federation of
Small and Medium-Sized Enterprises. Mr. Aeroe holds a PhD in industrial economics from
Copenhagen Business School. He has been a Research Fellow at University of California Los
Angeles and at the Danish Institute for International Studies, and a post doc scholar at the
Technical University of Denmark.
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MR. HERNAN MANSON

Senior Officer, Sector and Enterprise Competitiveness
International Trade Centre (ITC)

Hernan A. Manson has been working in the area of evidence based participatory policy
formulation and public private partnerships for value chain development since 2005. He is
currently Senior Officer for Sector Competitiveness at the International Trade Centre (UN/
WTO). Hernan received his MA in International Public Affairs and Governance at the LUISS
Guido Carli School of Government, Italy and holds a Licenciatura in Business Management
from the Universidad de San Andres, Argentina. Hernan has substantive experience in
facilitating multi-stakeholder value chain and cluster development strategies responding to
market potential focusing on investment, value addition, R&D and supply side constraints.
He manages programs in Latin American, African and Caribbean countries using holistic
processes involving the creation of sector and business support networks. His research is
focused on the type of Governance required to achieve sustainable food systems and to
maximize the benefits of participation in global value chains. Hernan is interested in studying
how to combine the buyer and producer requirements with particular focus on the adoption
of multichannel strategies (multi product-multi market such as combining food crops and cash
crops) can improve returns and mitigate risks for the producers.
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PROF. OWEN SKAE

Associate Professor and Director of Rhodes Business School
Rhodes University, South Africa

Prof Skae has acquired a reputation in thought leadership around leadership for sustainability.
As an Associate Professor and Director of the Rhodes Business School he teaches MBA
courses in business modelling, entrepreneurship, ethical organization, finance, management
accounting and strategic management based on the 4E Model - Economics, Equity, Ethics and
Ecology. He has conducted executive, management and leadership development programmes
for EnviroServ, First National Bank, Mercedez-Benz SA, St. Andrews College and Standard
Bank. Prof Skae also regularly writes columns/ pieces for Business Day, Leadership SA and
The Conversation on corporate governance, ethics, leadership, entrepreneurship, marketing,
strategy and finance related matters. Before joining Rhodes Business School, he was a
management consultant and worked for the International Trade Centre as Senior Adviser in
Export Strategy Design and Management, where he managed the export strategy business line
definition and advised senior policymakers, trade support institutions and enterprises in over
twenty countries. Prof Skae has an MBA from Durham University.
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CASE STUDIES

MR. AJMAL ABULSAMAD

Research Analyst, Center on Globalization, Governance &
Competitiveness Duke University

Ajmal received his M.A. in International Development Policy from the Sanford School
of Public Policy, Duke University. He has over nine years of international development
experience working for various International Development Organizations and the United
Nations. His experience includes extensive work in program management and research in
international development. Ajmal’s research interest is the interface of institutions, industry
competitiveness, and economic development strategies. His current research at the CGGC
focuses on the value chains of energy in the U.S. and food security in the Middle East and
North Africa.
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Global Value Chain Concepts

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's
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Competing in a world of Regional and Global Value Chains
Concepts

18-19 September, 2017

Prepared by
Dr. Anders Aeroe, International Trade Centre
Prof. Owen Skae, Rhodes ; Business School, Rhodes University
Mr. Hernan Manson, International Trade Centre

Technical inputs and support by
Mr. Ajmal Abdulsamad; CGGC, DUKE University
Prof. Jorge Walter, Universidad de San Andres, Buenos Aires, Argentina
Prof. Gerald McDermott, Darla Moore School of Business, University of South Carolina
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Competing in a world of Regional and Global Value Chains

Fundamental concepts
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Evolution of GVCs

O 1990s Globalization gives rise to GVCs - Focused on light
manufacturing.

O 2000s GVC expansion to most sectors — Driven by firms seeking

to improve competitiveness by lowering costs. By early 2000s,
also included services also including talent seeking aspects.

¢ 2010s Post-Washington Consensus world — Global economic
recession of 2008-09 and rise of “middle powers” changed
export-oriented model

— Washington Consensus: set of broadly free market economic ideas (i.e: free trade, floating exchange
rates, etc), supported by prominent economists and international organizations, such as the IMF, the
World Bank, the EU and the US.

What is a Global Value Chain?

* Full range of activities that firms and workers perform to bring a product from its
conception to end use and beyond

— Includes R&D, design, production, marketing, distribution and support
— Includes governance, power structures

Players in the South African pharmaceutical value chain
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Global Value Chain Concepts 01

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's

Value Chain Mapping: Simplified Automotive Value

Chain

Vehicle Design & Parts & Systems: Srsiems ; acement Parts
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Avalue chain § e L .
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Geographic Dimensions of Value Chains

Aglobal industry: Regional production systems:

* Value chains can be
n a t I o n a | ’ reg I O n a I O r tomakers an_d €|°b3_| SUPP"e"S form Intra-regional finished vehicle and parts
. buyer-supplier relationships on a flows are the dominant operational pattern
g I 0 b a I | n S CO p e . bal scale. Inter-regional vehicle and in this industry.

hrts trade is substantial, but capped
by political and operational
considerations

* Its geographic scope help
map the countries where
particular value-adding
activities are located

00 ©

particular country can
competitively participate _ : v Locel clsters:
National production systems: Activities tend to be concentrated

a n d u ra d e . o - within clusters of specialized
Domestic production s still very strongin this

. - - . activity, such design and

industry, and still dominates many national o y ® 8
assembly

markets.

* Examine where a Oo

Source: Duke CGGC based on Sturgeon, Timothy, Johannes Van Biesebroeck and Gary Gereffi. (2008). "Value chains, networks and clusters:
reframing the global automotive industry." Journal of Economic Geography, 8(3): 297-321.
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Global Value Chain Governance

* Value chain governance Five GVC Governance Types
refers to the role of lead Market ~ Modular  Relational ~ Captive Hierarchy
firms in coordinating the
activities of other chain .
actors or setting O] ?g‘

End Use

Integrated

Lead Firm
Firm

conditions for @ 9

participation in the
. . | Full-package Relational
Context Of |nter‘f|rm (‘ @ Supplier Supplier

actor) networks & &
Uo0 ] \/

e Lead firms: smien] Rememte
* Global brands i ol Haed | comesiplr
* Large retailers

Degree of Explicit Coordination
Low High
Degree of Power Asymmetry

Gary Gereffi. (2008). "Value chains, networks and clusters: reframing the global
automotive industry." Journal of Economic Geography, 8(3): 297-321

Value Chain Upgrading: Major Categories

Product Upgrading: moving into higher value product lines

* Process upgrading: Transforming inputs into outputs more
efficiently by reorganizing the production system or
introducing better technology

* Functional upgrading: acquiring new functions to increase to
increase the value or skill content of the activities

* Intersectoral or chain upgrading: entry or diversification into
new value chains by leveraging the capabilities acquired the
exiting chain
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Global Value Chain Concepts 01

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's

Inclusive and Sustainable Growth?

* Economic growth that
leads to gainful jobs
and better working
conditions for the
labor force and
controls harmful
environmental effects

* Income inequality and
climate change are Environrggntal
critical global Upgrading

challenges today

*"0 International
\ Trade gﬁ
,‘ Centre

Competing in a world of Regional and Global Value Chains

Trends and Drivers

10
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Current Trends Shaping GVCs

* Today: End-markets shifted to include Global South & regional markets
Countries such as China, India and Brazil are now both export platforms and

key markets

* Lead firms in global value chains are streamlining and consolidating their
sourcing and production networks
— Fewer, larger suppliers = more difficult to compete

N Value
Added Markefing, Advertising and

Basic and app[ied Brand management,
. R&D, Design, Specialized logistics, |
‘ Commercialization After-sales services |
Manufacturing,
Standardized
services Marketing

Purchasing Distribution
R&D

Production Knowledge
Base-Price
>

Added EconomicValue

fmau Irdge

Pre-Production Production: Tangible Post-Production Inputs Markets

Intangible Activities Intangible Location 1 Location 2 Location 3 Location 4 Location 5

Value-Adding Activities VALUE CHAIN DISAGGREGATION

Source: Gereffi, Fernandez-Stark (2016). Global Value Chain Analysis: a primer Source: Mudambi (2008). Location, control and innovation in knowledge-intensive

industries 11

Current Trends Shaping GVCs (cont.)

* Regional production networks & markets gaining
importance
— Countries seeking to leverage synergies in production side of GVCs
— Goal is to create and capture more value within a region

* Increased attention from policy makers

— Growing awareness of need to compete — structure policies to
attract investment and engage in trade in a win-win model

— Small economies are seeking specialized niches in the global
economy and regional economic blocs

— Large economies leveraging market power to improve gains from
participation

12
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Global Value Chain Concepts

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's
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New end markets

* Large emerging countries such as China, India, Turkey; Brazil, South
Africa, Russia and the Middle East

* Some demand characteristics:

— Mass production of less sophisticated products with regard to quality,
variety, fashion/innovation content and frequency of deliveries, and
process and product standards

— Fiercer price competition

— Commodities and basic manufactures (apparel, low electronics, simple
automotive models) have higher share in the demand profile

* Innovation centers shifted to large emerging countries
— To develop products tailored to local demand
— Leads to transfer of knowledge
— Challenges local firms

Public and Private Standards

* Standards related products and processes are a type of trade barrier

* The ability to meet these standards is both a threat for producers
(excluding them from profitable markets) and an opportunity (providing
the potential to enter high margin markets).

*  Why are they important?

1. Standards have become a major determinant of market access

2. Many high-margin market segments are defined by product and process
standards (for example, organic foods)

3. In developing the capacity to achieve standards, many producers
develop capabilities which enhance their efficiency and their capacity to
systematically increase productivity.

4. Meeting standards is generally a costly process, and this can act as a
barrier to entry for small-scale and informal producers.

5. Many standards require coordinated actions along the value chain, and
this systemic performance may be difficult to achieve.

Source: Kaplinski (2010). The role of standards in GVCs.
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Competing in a world of Regional and Global Value Chains

Trajectories in GVC participation

15

Global Value Chain analysis Dimensions

* GVC analysis provides a holistic view of global industries —
both from the top-down and from the bottom-up.

Dimensions of GVC analysis

1. Input-Output Structure of a GVC
2. Geographic Scope

3. Governance Structure: Lead Firms &
Industry Organization

4. Upgrading
5. Local Institutional Context

6. Industry Stakeholders

7. Producer Strategies

GLOBAL

Value Chain Alliances

LOCAL

Source: Adapted by Author based on Gereffi, Fernandez-Stark (2016). Global Value Chain Analysis: a primer

16
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Global Value Chain Concepts 01

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's

Underlying the global value chain approach...

e Buyer Perspective: Focus on the lead firms and relationship with SME’s & inter-
firm networks using “Industrial Governance” lenses.

* Producer Perspective: Focus on countries and regions as well as SME’s which are
analyzed in terms of various trajectories of economic and social upgrading or
downgrading.

* Upgrading should result in moving away from low value added activities

* Key Question: How to ensure countries and their enterprises maximize benefits of
joining and participating in Global and local Value Chains?

* GVCresearch dimensions (for both global and local linkages).
— Actor and Governance mapping (enterprises, Institutions, Policies)
— Trajectory assessment (upgrading or downgrading)
— Identification of constraints and opportunities for value chain development

— It must Include both cluster (horizontal) and value chain (vertical) linkage and network capabilities as
a way to LEARN and Innovate

— Role of local service providers

Consulted Sources: Gary Gereffi ( Duke University), Humphrey y Schmidt (IDS), Carlo Pietrobelli (IADB), Gerald
McDermott, Jorge Walter (UdeSa)

Trajectories — Economic & Social
Upgrading/Downgrading

Upgrading
* Economic upgrading = moving to higher value activities
 Barrientos et al (2010) — how can economic upgrading lead to social upgrading?
* Increasing quality & competitiveness = trade-off between reducing costs & increasing
flexibility.
* “High road vs. “Low road”

* Functional upgrading implies need for stable, skilled & formalised labour force -
Assumption = Economic & Social upgrading = Positively Correlated.

* HOWEVER - pressures to reduce cost & increase flexibility might lead employers to
combine economic upgrading with social downgrading by reducing workers’ wages.

* BUT, if correct investments are made, employment - social upgrading - generates
decent work, higher wages, better labour standards, rights & protection for workers -
equitable development.

(Sources: Gereffi, 1994, 1999, 2005, 2011, Humphrey & Schmitz 2002, Dolan & Humphrey, 2004, Gereffi, Lee et al., 2009, Barrientos et al,
2010)
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Example of Dynamic Trajectories

Figure U.S.- Torreon Apparel Value Chain: Activities and Location

1993
UNITED STATES
TORREON
Textiles Trims and Cutting Assembly Laundry and Distribution Marketing Retail
Labels Finishing
1996
UNITED STATES
TORREON
Textiles Trims and Cutting Assembly Laundry and Distribution Marketing Retail
Labels Finishing
2000
UNITED STATES
TORREON

(Source: Gereffi et al 2011)

But... upgrading is not automatic and and trajectories can be non linear
19

Trajectories — Economic & Social Upgrading/Downgrading

(cont.)
* Social upgrading

— Portion of the gains from economic upgrading captured by the workers in a
given firm, industry or economy in a global production network.

— Components: include labour conditions, enabling rights (i.e: freedom of
association), youth unemployment, higher education levels, wages

— Other dimensions: gender, environmental rights, use of natural resources, land
ownership and others

Social upgrading trajectories — decent work A: Workers remain in home-based
Social Upgrading production, but enjoy improvements in
. LA s work conditions. l.e: worker in small-scale
Measurable o horticulture that receives better payment and

standards protective equipment

c B: Workers move to better labour intensive
types of work and also obtain better

Typesofwork  working conditions. I.e: women moving from
working in subsistence farming to garment factories

Small scale, 6w skilled, N[LQdem‘\é High skilled, Knowiedge-

e hold- | labour- -1 Skilled, ied technology- inter work i i
| | it T | e =1 || ooy | Lot that implement codes of labour practices
i - Pead intensities

work

C: workers move both towards better paid
. employment associated with progressive
Measurane social upgrading. I.e: worker moves from lower-

paid job to higher paid employment in IT sector
after higher education

Source: Barrientos, Gereffi, Rossi (2010). Economic and social upgrading in global production networks: developing a framework for analysis. 20
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the Risk of Participation in GVC's
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Risks and Opportunities of participation in GVC

* Opportunities

Expand market

Firm and product upgrading opportunities

Socio-economic upgrading

Facilitate learning and innovation

Creation/ reinforcement of innovation systems and R&D

Job creation/poverty reduction

Increase domestic value added and develop new capabilities

* Risks

Upgrade is not automatic and trajectories can be non linear

Not matching International standards for price, quality and delivery schedules
More exposure to unexpected events (i.e: global economic crises)

Firms need to build specialized production capabilities and to be constantly
updating for remaining in the GVC

The trap of producing the same products to the same commercial partners
(prevents functional upgrading)

What could be done to drive GVC
Investment and Trade?

* Focus on quality, adaptability, high-value activities and just-in-
time delivery in order to move up global value chains

* Target MINCs that will strengthen country’s position in RVCs & GVCs
and create dynamic local linkages and supplier development

* Strengthen the role of domestic suppliers and use TNCs as learning
platforms

* Invest in human capital linked to high potential RVCs & GVCs

* Target investments to enhance infrastructure & logistics for high-
potential global and regional value chains

* Explore international partnerships to expand country’s capabilities
and footprint in RVCs & GVCs

* Use domestic and Regional market and related capabilities to
expand country’s capabilities and as basis for industrialization

Maximizing The Benefits Of Participation In
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Integrating into GVCs

* The ability to compete and maximize benefits into GVCs is a
vital condition for development, specially for producers.
How to do that?

— i.e. SMEs Participation in Regional and Global Value Chains

Four-Pillar Model for Sustainable Inclusion of
Small and Medium-sized Producers in the
Value Chain

e Linkages ® Technical

* Entrepreneurial Producer Strategies

* Financial literacy .
« Soft skills Multichannel

= Preferences

= Certifications &
Standards

; e Access to | Access to
Dynamic Policies Market | Training

Strong PPP’s &
Association

Business environment
and Stability

Collaboration & | Access to

Coordination | Finance

Labour Force & Local and Regional

« Horizontal [ameng « Infrastructure Markets as basis
Research producers] « Equipment
-Verl_lcal[amungvatue » Certifications &
chain actors| Standards
Source: Adapted by Author based on Gereffi, Fernandez-Stark (2016). Global Value Chain Analysis: a primer 23
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Competing in a world of Regional and Global Value Chains

Knowledge and Innovation in GVC’s

24
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Global Value Chain Concepts 01

Maximizing the Benefits & Reducing
the Risk of Participation in GVC's

Main Sources of Knowledge for firms

* MNCs - global buyers or FDI — transmit int’l standards and
technology, strong incentives

— BUT competitive advantage of MNC is against adaptation and close
mentoring relationships with backward suppliers. And they not know
how.

— Show “what to do”, not how or why
* Local firms and organizations — they know local contexts; and
trusting relationships
— BUT firms stuck in isolated local networks or industrial districts.
— Old relationships impede access to new knowledge.

* Expanding innovation systems locally

— lIran: moving steadily towards a knowledge- and innovation-based
economy

— Policies and initiatives leading to the creation of technology and
innovation-intensive entities (as new technology-based firms, start-ups
and knowledge-based firms) in sectors as biotechnology and oil & gas
and its derivatives

— Educated and skilled labour
— ICT infrastructure

Consulted source: UNCTAD (2016). Science, technology and innovation policy review — Islamic Republic of Iran.

The General Problem

* What kind of knowledge do emerging market firms
need? Where can they get it?

» Upgrading is about applied or experiential
knowledge.
— Knowledge not “in the air” or “off the shelf”.
— Not pioneering knowledge or technology per se.
— It is about adaptation and constant improvement.

* This demands coordination and recombination.
Many times supplier firms lack resources.

e Must look at inter-organizational networks and
institutions.

Maximizing The Benefits Of Participation In
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Innovation systems and Value Chains

Some questions from the producer perspective. ..

* How do societies build innovative capacities for upgrading to
enhance international competitiveness?

. Upgrading%: continuous improvements in processes, products, and
functions Tor a shift to higher value-added economic activities.

» Capabilities are forward indicators of productivity and performance.

*  What type of institutional infrastructure can improve firm access to a
variety of knowledge resources?

— Knowledge about markets, products, processes

» s it all about social and knowledge capital?
— Variety — fragmentation or integrated coordination?

» s it all about foreigners versus locals?

*  Why do Government Support Institutions (GSIs) and business
associations matter for knowledge resources?

Potential to maximize learning

* Non-market institutions that:

— Act as social and knowledge bridges between
previously isolated producer communities.
* Work with firms from a variety of communities
* Anchor multiplex networks
— Provide basic services for applied experiments
— Create forums for sharing tacit knowledge and
building common strategies
* Might need special participatory governance
structure to be sustained.

 Then firms can learn faster from the MNCs.
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the Risk of Participation in GVC's
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Private Public networks are key

* Building public-private institutions via principles of
inclusion and collective problem solving can:

— Bridge existing structural holes and strengthen new
horizontal ties among groups and firms.

— Improve experiments and knowledge flow for government
and firms.

— Limit problems of powerful gate keepers (knowledge,
resources), monocropping, short-term exploitation.

— Improve institutional governance (e.g., all of the above,
including government, have had changes in
directors/governors, but continue to grow and adapt).

Multichannel strategies

* Learning comes from multiple and simultaneous channels:
not only within vertical relationships that are driven by lead
firms but also via horizontal linkages between producers
interacting collectively with support or service delivery
institutions.

* A multi-channel approach concerns a variety of functions,
including finance, association forms and linkages

* It allows producer resilience and competitiveness

* Product and market diversification for avoiding dependency
(same product to the same market) are key

Consulted sources: Manson, Walter (2015). Multichannel strategies of association and innovation for sustainable producer
participation in buyer driven GVCs; Dalle, Fossati, Lavopa (2013). Industrial policy and developmental space - the missing piece in
the GVCs debate
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Multichannel strategies

* Learning comes from multiple and simultaneous channels:
not only within vertical relationships that are driven by lead
firms but also via horizontal linkages between producers
interacting collectively with support or service delivery
institutions.

* A multi-channel approach concerns a variety of functions,
including finance, association forms and linkages

* It allows producer resilience and competitiveness

* Product and market diversification for avoiding dependency
(same product to the same market) are key

Consulted sources: Manson, Walter (2015). Multichannel strategies of association and innovation for sustainable producer
participation in buyer driven GVCs; Dalle, Fossati, Lavopa (2013). Industrial policy and developmental space - the missing piece in
the GVCs debate
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The Buyer Perspective

Participation and Upgrading

&

The Producer Perspective

Participation and Upgrading







Participation and Upgrading Participation and Upgrading
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Maximizing SME insertion into GVC through different
organizational forms, SME connectivity and multiple channel
value-added strategies

CASE STUDIES and Experiences from the southern hemisphere
September 18-19 ; 2017

Mr. Anders Aeroe, International Trade Centre, (UN-WTO)
Mr. Hernan Manson, International Trade Centre, (UN-WTO)
Prof. Jorge Walter, Universidad de San Andres, Buenos Aires, Argentina
Prof. Gerald McDermott, Darla Moore School of Business, University of South Carolina

Methodology

- case studies that are illustrative. Focus on the producer perspective in their

participation, positioning and trajectory in the GVC’s during a period of time
(1998 to 2014)

- The selection of the cases was deliberate, as the persuasive power of these
cases (Siggelkow 2007)

- methodology used for collecting information
- secondary sector and industry research and stakeholder mapping;

- assessment of relationships and linkages between stakeholders
(enterprises, institutions, associations, government) through unstructured
interviews with key value chain stakeholders and government institutions

- analysis of producer and value chain trajectories using a dual logic that
involved the identification of key functions required for competitiveness
and for the adaptation of export/trade strategies followed by the producers

Maximizing The Benefits Of Participation In
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GVC: the Buyer and Producer
perspective

- Buyer Perspective: Focus on the lead firms and relationship with SME’s &
inter-firm networks using “Industrial Governance” lenses and looking at
individual transactions in value chains dominated by lead firms.

- Producer Perspective: Focus on the producer agency and strategies when
inserted in chains that are dominated by the buyer lead firms. Producer
perspective also factors the multiple transactions (product market
combinations) and channels the producers are trading with..

- We focus on:

- The producer firms and their trajectory

- The strategies adopted by firms (and countries) to join, compete and
maximize benefits of participating in Global and local Value Chains

- Forms and evolution of firm linkages and association types as a way to
become more resilient to external and internal competitive pressures

- Innovation types, upgrading and downgrading paths
- Process innovations; Product innovations, functional innovation, Organizational

forms and institutional innovations

5 Case Studies of integration into GVC'’s

CASE - STUDY

Particularity

White Good sector in Argentina:
Survival Strategies in a regional GVC
context

Disarticulation of local value chain
and associativity with technology
suppliers

Citrus exporters from the citrus
transboundary cluster in Uruguay
and Argentina

Trans- Border Associativity between
producers and Multichannel
strategies

Agricultural innnovation and
grupos CREA, Argentina

Horizontal associativity and
Innovation at Territorial level

Value Chain aliances (Alianzas
Productivas de Cadenas), Colombia

Horizontal (territorial) and vertical
(VC) associativity including
Government and Institutions

Competitiveness through Bridging
Institution support, Wine cluster in
Mendoza Argentina

Bridging institution governance and
technical support resulting in SME

linkages, innovation and upgrading
capabilities enhanced
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TRADE IMPACT
ESCP CERALE
FoRGooD o A e

RS | 1964-2014 ;ri?\ FX& MOORE SCHOOL OF BUSINESS

Universidad de

SanAndrés

CASE 1

White Good sector in Argentina: Survival
Strategies in a regional GVC context

CASE 1: White Goods Industry Concentration in Argentina and the
impact of Multinational strategies in the region

Tabla 4.1:

Concursos y Quiebras 1999-2002 productores Linea Blanca en Argentina

Numero de
Trimest Cc s :

Quiebras b el sl et
15 TRIM 1999 13 Wl em mm
2°TRIM 1999 24 wi-
35 TRIM 1999 16 ol -
4o TRIM 1999 21 %
Total 1999 ] 74 LB s s IO e 12
12 TRIM 2000 22 - ‘ e
25 TRIM 2000 37
35 TRIM 2000 25
[4°TRIM 2000 16 Grfia 34
Total 2000 130 Heladeras
10TR|M 2001 26 P ion, E: i i y Consumo Aparente en 2002 y 2003
25 TRIM 2001 32 %o
3°TRIM 2001 24 o
4° TRIM 2001 40 370 ——Produccion
ﬁﬁlﬂhﬁm 1& : ; =0 |mportacion
15 TRIM 2002 29 H —
2°TRIM 2002 51 2"; e Bonzmmo
Total Semestre 2002 80 L

§F 3 F R 3

Fuente: Fiel 2002 T S e

Las cifras del primer trimestre incluyen la Feria judicial de Enero
Las cifras del tercer trimestre incluyen la Feria judicial de Julio
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White Goods Industry with lead FIRM in ARG | White Goods Industry without lead FIRM in ARG

Cuadro 4.5: Vinculos en cadena de valor con presencia de Lead Eirm Cuadro 4.6 Vinculos en la cadena de valor tras retirada del lead firm

Fuente: Elaboracié ——— Fueni= elboracinPropa
Arrows indicate VC Governance relations Arrows indicate VC Governance relations

GVC and Concentration of production in the

’ . Terminal and Tier 1 suppliers that survive the exit of
Region and in the world:

Lead Firm and the entry of MNC’s via Brazil do so by
an alliance with their international technology suppliers

LEAD FIRMS exit Argentina and move to Brazil (Marcegaglia and Liebherr).

and new MNC'’s enter the Brazilian market to

supply all Southern Cone Through this alliance firms in Argentina

innovate/upgrade technology in order to resist in local

Horizontal association CAMARA is weak and :
market and penetrate Brazil.

participation by enterprises diminishes with crisis
scenario

Alliances between Firms key to survival

MARCEGAGLIA-PRANO
Producer - GVC
Forms of association Objectives and type of linkages (chain) trajectory
Case 3; - Strategic alliance or - To penetrate and gain positioning Join GVC,
Alliance association between in the Brazilian market (given the improve
Marcegag a foreign technology crisis of the value chain in competitive
lia-Prano supplier and a local Argentina and exit of lead firm).  Position and
producer SME - Prano follows a multichannel maximize
. ) ) benefits
(vertical alliance) for strategy: trolgh
com.r!lerf:ial o Continues to produce for local .\ itichannel
positioning and market
innovation o Exports to Chile from Argentina

o Diversifies products into new
sector (service to auto parts)

o Expands with Marcegaglia to
Brazil
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4
ZLITC | mmee CERaLE &

o o

%355 1964-2014 ;&\@jf; MOORE SCHOOL OF BUSINESS

\ % UNIVERSITY OF SOUTH CAROLINA

Universidad de

SanAndrés

CASE 2

Citrus exporters from the citrus trans-
border cluster in Uruguay and Argentina

Case 2. Critics in Argentina and Uruguay: Virtuous
Insertion through Multi-product Multi Market strategies

40% ; 2
35% °‘
30% 29.20% § . yﬂ.s BRARSIL
25% ‘ b “
20% A P
159% 15.40% 13.10% : B, Y
(o] , . “
10%
5%
0% - ‘ : :
South Africa Argentina Brasil Uruguay ‘

Citrus exporters countries in the south hemisphere. Relative participation on the European counter seasonal fresh fruit
market (1997)

NB For a typical Citric Exporter, 20% of production exported (specific varieties for
external markets) provide 80% profits. 80% of production (several traditional varieties)
go to domestic market and are less profitable.

Maximizing The Benefits Of Participation In

GLOBAL VALUE CHAINS

33



Exporters (complementary) forms of coordination and
association/ Multichannel participation

MULTIPLE CHAIN

Captlve cham
Modular Relatlo
chain
ntlre Ha ntlre (global) chaln
(global)

g SME FAMA FAMA FAMA FAMA
i Consortiums URUD'OR | URUD'OR

Ayui Ayui Ayui
members
Individual Forbel | URUD'OR
produc ers (filial) | members
Citricola
Saltefia
ECA ECA ECA ECA

Different forms of association to compete: FAMA Consotium,

Case 2.1 FAMA: import and export  Commercial alliances and linkages:  Join GVC,

FAMA consortium - Between producers: improve

consortiu  _  Horizontal o To compete in Europe against  competitive

m association form South Africa position and
between SME’s in the o To continue and expand maximize
citric cluster in production in the local market  benefits
Argentina (joint selling, = Through FAMAto supply  through
construction of chilling the largest supermarket ~ multichannel
and packaging plant, chain
traceability) = Individually through their

- Vertical or chain
association with a
lead distributor in
Europe (who finances
investments)

- Cooperation between

own retail channels
- Collaborate with R&D and support
institutions to improve technology
and productive efficiency
- To receive funding for investment

FAMA and local via foreign lead firm (lead firm then

support institutions becomes more competitive by
securing quantity and origin of
supply
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Strategic Alliances with Lead firms
SAN-MIGUEL-CITRICOLA SALTENA

Producer - GVC
Forms of association Objectives and type of linkages (chain) trajectory

Case 2.2 Strategic Aliance San For San Miguel (world leader in lemon Join GVC,
Alliance Miguel (Argentina) — production a'ndl export): N ' improve
San e . - To maximize the efficiency of their lemon - competitive
] Citricola Saltefia distribution channel in Europe by adding position and
M_'gfjel' (Uruguay) products (oranges, tangerines). | .o
Citricola Resulting in more products offered and .
Saltefia broader availability throughout the year. benefits
- Alliance between a  For Citricola Saltefia: through
lead firm in the - Professionalize their management with Multichannel
i support (and learning from) San Miguel
Argentmean lemon - Add value to their products (packaging
cluster (Tucuman) and merchandising) and become closer
and an SME in the to the sales points. Citricola follows a
citric cluster in Multichannel strategy:
Uruguay. o As it continues to export through

other channels (distributor) and at
the same time sells with San Miguel

o Continues to sell in the domestic
and regional market

Key lessons Case 2: Multi-product Multi-channel
(global/local) increases long term sustainability

+ +/+ +/-

DOMESTIC
MARKET i +- -

For a Citric Producer: Domestic market solid base because it absorbs 80% of production.
However 80% of profitability comes from the export varieties.

Multichannel means that Internationalization is not incompatible with preservation and
development of domestic markets. There is a virtuous circle when you are looking at the GCV
from the producer perspective.
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TRADE IMPACT

%ﬂj 1964-2014 ;"\@ﬁ

Universidad de

SanAndrés

CASE 3

CREA, Argentina

S4 _
/,& ITC | &&Réoom ESCP =X CERALE @
N M MOORE SCHOOL OF BUSINESS

Agricultural innnovation and grupos

increased income.

Case 3: Regional Consortiums of Agric. Experimentation (CREA)

“Actors associate to improve” (bottom up or cluster logic)

- CREA s a farmer led Organisation: National, Regional and Community forum for
discussing and solving production problems resulting in technological innovation and

Gl
EVOLUCION DE LA PRODUCCION ARGENTINA DE CEREALES Y OLEAGINOSAS
ARG

RAFICO VLI

ENTINA. 1900-2007
(En toneladas)

- 4 Million hectares, 2050 Producers, 18 Regions

- They work with and request support from:

- National research organizations (INTA),

- Universities, national & other countries

- Unions and parties

- Public policy makers, and Public sector
 Producer organizations

+ Other Value chains
- Buyers

-Objectives of CREA: “it is a group of farmers willing to share their experiences in order to capi
individual skills to find better solutions to their problems and take decisions”.

- Model replicated in : Argentina, Bolivia, Paraguay, Uruguay, Chile, Brasil
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Forms of association between producers, strategic
objectives and type of linkages, type of trajectory

CREA

S . Producer
Forms of association Objectives and t¥pe of linkages | _gyc
(chain) trajecto

Case 3 Non-commercial alliance or linkages at

QACRE horizontal and national level - Toimprove productive efficiency i
- National level Association between and quality GVC,
producers groups in different Development and _ maintain
territories (AACREA) and local experimentation through sharing 5
level association between family and adaptation of new improve
owned producers by type of technologies at process and compe-
production (CREA) product level as well as fitive
- Association between producers management (accounting, positions

and support institutions (R&D, financial, sourcing and HR
INTA, Universities etc.) management) and family
enterprise succession.

Conclusions: CREA above all: a learning platform
for associated actors resulting in technological
thinking and innovation

» Importance of territorial level: Segmentation of SME types
and producers and Segmentation of Support Policies

» Private sector led: The groups request and demand specific
support to institutions: Improving knowledge exchange,
sharing experiences, technology, creativity, and solving
common problems.

 Associativity resulting in upgrading (product, process,
function, chain) and joint learning and problem soIving@
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TRADE IMPACT
FOR GOOD E%E:DE %( &CE:R:A“IZR':E

1964-2014 \:“(:@% MOORE SCHOOL OF BUSINESS

2211C

! YEARS

CASE 4

Alianzas Productivas — Colombia

Case 4: Value Chain Alliances in Colombia

MARKET REQUIREMENTS
; VC Analysis

M tional |

Mca Strategic VISION

FIRM: Strategic PLAN
Workers. \ m—
KEY ~ POLICY +Funding

- ACTION PLAN
() Ol | \/

NATIONAL LAW
Actions, Goals, Indicators and Support

N\
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echo
o]
.

<A Apoyo

Alianzas

Example ALIADOS COMERCIALES Productivas

. <
Ex@if B gipjlcg S
Fr CC H_ I

BANACOL T Qi s ‘ ASOHECA
uperz= “Gme
’ SRR fEehts  INTER exjto
Nyra CASA LUK
' > G ()
” f e i Wiy § o
o e Carrefour

W A

= @

Continental Foods S.A. parmalat
FritoLay A E @

artesanias de colombia s.a.

¢ \ e o Camen.

R RESULTS 2010-2013: 640
&/ Apoyo Alliances, 100.000 JOBS in
AI'“”ZO{S medium to high poverty rural
Productivas

areas

Ministerio de Agricultura y Desarrollo Rural

Annual Sales (2009 - 2010)
$ - Miles de Millones of Pesos /US $

184,6

US$ 98,4 MM

US$ 63,7 MM

US$ 43,9 MM

a. Planned sales b. Real sales (65% of a) c. Sales to partners (69% of b)
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1964-2014 \:“(:@% MOORE SCHOOL OF BUSINESS

7\ ﬂ UNIVERSITY OF SOUTH CAROLINA
Universidad de

SanAndrés

2211C

! YEARS

CASE 5

Competitiveness through Bridging
Institution support, Wine cluster in
Mendoza Argentina

Case 5. Wine industry in San Juan and Mendoza: Bridging institutions and
linkages

Mendoza 1989

Associations

@

Zona Sur Primer Zona Zona Este
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More gov’t
specialization

Mendoza 2000
/

ProMza

;

New
Institutions

Fondo Viti

Zona Sur Primer Zona Zona Este

_ Different Institutional Communities - 2004 _

Mendoza San Juan

« — "

4 7
’M’w\\ X
W"‘k&‘l&
=
="
V4
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Bridging Support Institutions (TRTA)

1. Need to focus on improving firm product and process capabilities.

2. The results emphasize the importance of accessing diverse
knowledge resources, especially applied knowledge, for
upgrading.

- Focus on Experiential knowledge and Adaptation first.

3. Firms access DIVERSITY via the Associations and GSls that act
most as Social and Knowledge Bridges between producer
communities.

4. We need non-market institutions to act as these bridges and sources
of recombination.

- Extension, training, forums
- Suggests that governance rules shapes knowledge flows.

5. This means politics and policy can shape networks and
knowledge diffusion.

]
Case study 5: Main points

* Building public-private institutions via principles of
inclusion and collective problem solving can:

— Bridge existing structural holes and strengthen new
horizontal ties among groups and firms.

— Improve experiments and knowledge flow for government
and firms.

— Limit problems of powerful gate keepers (knowledge,
resources), monocropping, short-term exploitation.

— Improve institutional governance (e.g., all of the above,
including government, have had changes in
directors/governors, but continue to grow and adapt).
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% 1964-2014 ﬁ@*{
SaInlAIwem lad;TéS
Conclusions

]
Key lessons from Cases

Solutions from within the Value Chain + Cluster

- Survival and repositioning through INNOVATION via linkages with Technology Providers:
White Good Industry Argentina

- The producer perspective not only the Buyer perspective: Virtuous insertion and survival
through multichannel insertion (Domestic and Global) ; CITRICS Uruguay and Argentina

Solutions from both outside and inside the Value Chain and Cluster

- Towards innovative associativism: Value chain actors are working together to improve and
they participate in learning networks: CREA ARGENTINA + Mendoza Wine

- Policy networks (territorial level) as enabling environment in conjunction with (and
responding to) the new associations (composed of the whole value chain). In other words:
Networks for collective problem solving and planning: Alianzas Colombia Case +
Mendoza Wine

- Bridging Institutions: Mendoza Wine
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]
Key lessons from Cases (Cont)

A clear shift in the integration dynamics to GVC’s:

- Opportunity for SMEs to exploit the possibilities offered by clusters and GVC depend on

CONNECTIVITY and LINKAGES:

- SME’s capability to exploit current opportunities while exploring new ones. It requires
innovation, investments, diversification and Multichannel strategies.

- Upgrading and Learning: From Top-down (White Goods) to bottom up (CREA)

- Support Policies and Environment: from Enterprise or sub-sector association to Value
Chain or SECTOR association (Colombia case)

- Role of bridging Institutions (Mendoza, CREA and Colombia case)

Further research area: How to generate support networks?:

- Through facilitation of systematic participation of enterprise & value chain associations
in platforms which seek to detect and solve common problems

- Moving towards the new institutions for upgrading and promoting linkages (cluster,
environment and Value Chain)

- Support policies and institutions to be redefined: Mandate, services and focus based
on the requests and constraints emerging from learning of value chain associations

]
Conclusion

‘The cases show institutional innovation forms that help producers diversify, adopt multichannel
strategies and become more resilient in their trajectories.

-All of the producer strategies presented result from private sector led responses, from within
the chain and/or cluster

-Learning comes from multiple and simultaneous channels: not only within vertical relationships
that are driven by lead firms but also via horizontal linkages between producers interacting collectively
with support or service delivery institutions.

-A multi-channel approach concerns a variety of functions, including finance, association forms
and linkages; this is in addition to pursuing multiple commercial product-market combinations or
channels.

-New forms of association and strategy:
firm;
cluster,
value chain
Policy and institutions

Allows producers to learn, design and adapt their own multichannel strategies and to link with
actors in the chain and territory (vertical, horizontal) This enables:
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- Opportunities for innovation depend on the context and competitive pressures in

- When inserted in buyer or lead firm controlled chains: different types of Associations

- Non linear trajectories (Walter 2011) for multichannel insertion (Bradach y Eccles,

- Dynamic Policy implications: By adopting the producer perspective, a clear shift

Conclusion (cont)

the cluster and in the global and local chains + export and local markets
simultaneously

are key for producers to diversify risk, compete and expand and multi-channel
strategies enable for the producer resiliency, competitiveness and development
trajectories.

1989) that allow producers to combine and recombine exploration and exploitation
(March, 1991). This makes the producers more resilient and their strategies more
sustainable (and dynamic) in the longer term.

takes place in how to conceptualize the integration dynamics (and support policies
required) of enterprise and countries in GVCs. How to better promote linkages? Plural
forms of associations and multichannel strategies?

3.

Role of state, market and society
Policy intervention areas

Facilitating participation of value chain actors and creation of vertically
integrated sector associations

- Contrast with classical forms of integration

- What type of value chain associations?

- Key point: Multi product, Multi market including domestic, regional and export

Enabling the creation of dynamic policy and PP networks for

Identification of priorities and provision of support to value chains

- What type of bridging institutions behind the creation of policy networks?

- Re-definition of Institutional support and coordination based on agreed priorities using
a participatory approach

For what:

- Commercially driven business models supported by policy networks that allow for
innovation

- Enabling industrial upgrading and innovation from within

- Linking different support service institutions and value chain actors in a network that is
proactively changing roles and functions based on market potential and challenges
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Overview

e Thai Position in Auto Global Value Chain

* Upgrading Trajectory and Its Critical Drivers

* Dynamic Supportive Policy Framework
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Thai Position in Auto Global Value Chain

Thailand in Automotive Global Value Chain, 2015

* Strong export market presence
* Exported 1.2 million units or 63% of total production in 2015

* Thailand ranked the 5'™-largest Asian and the 12-largest auto
producer worldwide

» Well-developed clusters of leading global automakers and
part manufacturers

e Over 3 million units production capacity, led by Japanese
firms—Toyota, Isuzu, Mitsubishi, Nissan, and Honda

* Consolidated global presence in specific market segment

. GhlobaISIy, it is the 2"d-largest pickup truck manufacturer after
the U.

* Positioned to emerge as a %/obal manufacturing base and
the largest market in ASEAN for ‘green’ cars

* Thailand’s Eco-Car Phase Il program launched to attract
further investment in production capacity

Major Auto Producers in Asia, 2015 (‘000 units)
China 24 503
Japan
worea
India
Thailand

noonesia

Malaysia

Source: Duke CGGC
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Thai Automotive Industry: Growth Trajectory

PrOd u Ctlo n Specialized** and Export-oriented industry
From 525 in 1961 to 10 .
thousand units by the late P rOd u Ct | O n
1960s
Domestic-oriented local 1.9 Million Units
assembly of CKD* kits Export
USD32.4 billion
Employment
1960s 500,000 jobs

A\ 4

Despite a steady growth trajectory, production has recently been volatile influenced by a declining
domestic demand (as well as 2011 floods).

Source: Duke CGGC
*CKD: Complete Knocked Down; **Thailand specializes in pickup trucks and is the world’s 2"¢ largest producer after the U.S

Upgrading Trajectory and Its Critical

Drivers
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Function

1980s-90s

Thai
Automotive
Industry:

Upgrading
Trajectory Key

Milestones

2000s

Upgrading

Entryin
Auto GVCs

Functional
Upgrading

Il Moving from assembly operations of CKD kits
to dynamic clusters of major global OEMs and

network of part manufacturers

Cars

Source: Duke CGGC

Thai Auto Industry Upgrading: Critical Drivers

Presence of

Leading Global

| Automakers

Availability of a
Skilled Labor
Force

Well-
Established
Auto Part
Industry -

Dynamic

Supportive
Policy
Framework

Strong domestic
and Export
Market
Presence

Source: Duke CGGC
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research and development activities and Eco-




The Country Perspective 04

Thailand- Automotive Sector

Dynamic Supportive Policy Framework

Dynamic Supportive Policy Framework: Focused on Industry
Upgrading and Competitiveness

Building
Research and
Development

Capabilities

Support to a
Competitive
Workforce

Development of Formalized
Economic Public-Private
Infrastructure Relationships

Linked Trade Upgrading
and and Business
Investment Competitive Environment
Policies
-hess

Source: Duke CGGC
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Trade and Investment Policies: Waves of Assembly and Supplier

Plant Construction in the 1980s-90s

1990s-2000s

A Policy objective: Market

1970s -1980s liberalization and export-
orientation and ‘product
champions’
Policy Objective: promoting and Poli .
olicy tools:
1960s consolidating domestic part k4
manufacturing -Deregulation of ownership: 100%
Policy tools: foreign
Policy Objective: Import substitution Y : - Lifted import ban on passenger
supporting local assembly of - LCR: phased from 25% to >50%, vehicle CBUs and abolished LCR
completely knocked down kits finally 100% local sourcing of )
Policy tools: certain parts per local capabilities - Pickup trucks and Eco-cars
- Temporary tax corporate tax Import ban of passenger vehicles selected to attract FDIin in
incentives CBUs assembly and associated part

) ) ) manufacturing
- Reduced tariff rate on import of input

& machinery

Source: Duke CGGC

GVC-oriented Investment and Trade Policy: Capacity of Leading

Auto Assemblers in Thailand

Ke , Adva nta ES: No Assembly OEMs Brand Annual Capacity (Units)
1 Toyota Motor Thailand Toyota 790,000
2 Isuzu Motor Thailand Isuzu 400,000
Global alignment and 3 Mitsubishi Motors Thailand Mitsubishi 510,000
market access through JVs 4 Nissan Motor Thailand Nissan 370,000
5 Honda Automobile Thailand Honda 270,000
Benchmarking against 6  AutoAlliance Thailand Ford: Mazda 300,000
global technical standards 7 General Motors Thailand Chevralet 250,000
8 Ford Thailand Ford 150,000
Learning, innovation and 9  Suzuki Thailand Suzuki 100,000
upgrading through 10 Tata Thailand Tata 20,000
Integration 10 BMW Thailand BMW 3,000
Total Capacity 3,163,000
Note: Annual capacity volume based on 2013 installed capacity.
Source: Frost & Sullivan
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GVC-Oriented Trade and
Investment Policy : Part
Manufacturing Clusters

Capable to Supply Just-in-

Pathumthani

+ Total Suppliers: 39

+ Body Parls: 18%

+ Engine parts; Electrical parts
13% each

+ Suspension & Brake Parts: 10%

+ Drive, Transmissions & Steering
parts; Accessories: 8% each

+ Others: 31%

Bangkok

+ Total Suppliers: 232

+ Body Parts: 9%

+ Engine parts; Electrical parts:
6% each

+ Suspension & Brake Parts: 4%

+ Mold &Die: 3%

+ Others: 60%

Chiang eal
°

Chiong Mai

°

°
Mae Hong San

Time the Entire Range of
Automotive Parts

Chonburi
+ Total Suppliers: 55

+ Body Parts: 25%

+ Engine parts: 22%

+ Drive, Transmissions & Steering parts: 15°
+ Electrical parts: 9%

+ Accessories: 5%

+ Suspension & Brake Parts: 4%

+ Mold & Die: 4%

+ Others: 16%

Source: Frost & Sullivan

The Gulf of Thailas

Samutprakam

+ Total Suppliers: 158

+ Body Parts: 22%

+ Electrical parts: 15%

+ Engine parts; Drive, Transmissions &
Steering parts: 8% each

+ Suspension & Brake Parts: 5%

+ Mold & Die: 4%

+ Accessories: 3%

+ Others: 36%

°
Koh Chang

thailand-map.gif|

Rayong

+ Total Suppliers: 41

+ Body Parts: 24%

+ Engine parts; Drive, Transmissions &
Steering parts: 15% each

+ Suspension & Brake Parts: 12%

+ Electrical parts: 10%

+ Accessorries: 7%

+ Mold & Die: 2%

+ Others: 15%

Development of Economic
Infrastructure Integrated
with Trade and Investment
Policies : Industrial Estates
offering quality

infrastructure to attract FDI L2

* 1980s: Lad Krabang in Bangkok area &

and Samrong in the Samutprakarn
were the first industrial estates
established and they were followed

by the next wave in the 1990s

* Industrial Estates Incentives:
¢ Tax & Tariff Exemptions;
¢ Low-cost energy;

¢ Permission on land ownership by
foreign entities;

Visa and work permit to experts and
technicians;

Waste water treatment;
High-speed IT and communication;

Transport links to deep sea port and
airports

Data Source: Industrial Estate Authority of Thailand
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Automotive Cluster in Hemaraj's Industrial Estates
= ] [

Host to 15 of the
world’s top 25
automakers, and
over 190
automotive OEM,
parts and
components
manufacturers,
with 25 from the
Toyota Group
alone.

410z Aenuer  wofeseway mmm

Data Source: Industrial Estate
Authority of Thailand

Formalized Public-Private Relations

* Thai Auto-Parts Manufacturers Association (TAPMA) established to
serve as the central voice in protecting the interests of auto parts firms

* Thailand Automotive Institute (TAI) facilitating links between the
government and the private sector
* TAl is an independent organization

* |t is mandated to advise on policy and strategic opportunities for public-private
collaboration

* TAl also runs ISO certified testing labs and provides services in product analysis,
testing, inspection and certification

Source: Duke CGGC
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The Country Perspective 04

Thailand- Automotive Sector

Competitive Workforce and Research & Development Capabilities

* Since the 1990s, the Thai government has initiated several policies to

improve University and Industry Linkages (UILs)
* 1999-2005: Seven Centers of Excellence established under the Higher Education Development Project
* 2009: National Research University
* 2012-2021: National Science Technology and Innovation Policy and Plan

* These initiatives established ‘area-based network of industry, university
and local government agencies’ incentivized to collaborate in innovative
‘broblem-solving’ through: R&D grants; matching grants; tax-incentives;
technology licensing offices; and business incubation units in universities

Source: Duke CGGC

University and Industry Linkages

* Bachelors in Automotive Engineering: Chulalongkorn University & Toyota since the
1990s

* Masters in Automotive Engineering: Thai-German Graduate School of Engineering
of King Mongkut’s University of Technology in collaboration with BMW,
DaimlerChrysler, Siemens as well as Asian and American manufacturers since 2004

» A degree program focused on industrial research and development and modern manufacturing
processes of vehicles and their subsystems

* Floor-Level Technicians: Toyota Automotive Technological College since 1998

* Train-the-Trainer Program: Cross-firm program involving agreement on skill-specific
certification standards and training curricula. Program facilitated by TAl under the
Automotive Human Resources Development Project in 2006.

Source: Duke CGGC
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Future Outlook: Focus on Eco-Cars

Key Factors that will largely continue to shape government policy to promote Eco-Car industry

Dependence on - Heavy reliance on fuel imports increases vulnerability to volatile fuel prices
Fuel Imports High fuel import bills lead to increase in the trade deficit in Indonesia

High rates of motorization due to rapid economic growth and urbanization

Rapid Motorization
P Rising fuel consumption to increase subsidy bills

The ASEAN group among the regions most exposed to climate change
Increasing pellution due to growing motorization and low fuel quality

Environmental
Issues

Opportunities for the ASEAN group as both a production hub and a market for green
Global Market cars

Context Greater integration with global supply networks and access to markets through FTAs

Vital to develop competencies and establish competitive advantage as integration
increases within the ASEAN group and the region tums into a single manufacturing

The AEC
Imperative base and market

Source: Frost & Sullivan
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Barnes, J; Morris, M. (2008). Staying alive in the global automotive industry: what can
developing economies learn from South Africa about linking into global automotive value
chains? The European Journal of Development Research, Vol. 20, no. 1, 31-55.

The insertion of the South African automotive industry into global mainstream of vehicle
manufacturing highlights a number of valueable analytical lessons for developing country
automotive economies. The global value chains that dominate the automotive industry have
fostered substantial upgrading within South African automotive industry but pervasive
international trends also limit the opportunities for value addition and more substantive
increases in vehicle output. Key trends in this regard relate to tightening market conditions
in the developed economies into which South African vehicle producers and automotive
component manufacturers supply, excess global production capacity and the emergence of
new low cost production locations principally in Asia. The benefits to the South African
automotive industry of engaging in global value chains are clear but the long term
sustainability and development of the industry remain in question. The importance of
industrial policy in shaping any national industry’s insertion into global value chains, as well
as the need for ongoing upgrading and adoption of world class manufacturing standards is
stressed as pivotal to maximizing the gains that can be derived from insertion into global
automotive value chains.

Dalle, D.; Fossati, V. Lavopa, F. (2013). Industrial policy and developmental space: the
missing piece in the GVCs debate. Revista Argentina de Economia Internacional. No 2.
Available at: < http://www.cei.gob.ar/userfiles/GVC.pdf >

Global value chains (GVCs) have gained unusual prominence in the research agendas of
international organisations and academics devoted to the study of international trade and
economy. Even more important, GVCs gained a central place at the negotiating tables of the
main international economic for a held during 2013. This theoretical framework is far from
being a novelty, though. In fact, the issue of GVCs has been intensively investigated by
specialized researchers since the nineties, when the seminal work of some authors, who
could be labelled as neo-Schumpeterian —namely, Gary Gereffi, Raphael Kaplinksy, Timothy
Sturgeon, John Humphrey, among others—, were published. What is new, though, is the use
of this analytic tool to support an agenda on eminently liberal economic reforms. Although
the initiatives proposed by OECD, WTO and other organizations are of great interest and
have proved to be very useful, both the underlying theoretical assumptions of these studies
and the conclusions drawn from them are, at least, debatable. The aim of this paper is to
provide a critical view on these conclusions and, in particular, on those prescriptions that
only seem to search new theoretical and discursive underpinnings to push the trade
liberalization agenda forward, disregarding the negative consequences this may have on
developing economies. For this purpose, we will seek to bring new elements to the
discussion and to propose a future research agenda, mainly from the perspective of
developing countries. Our main objective will be to put the concept of GVCs at the service of
the studies on economic development, for which it was originally conceived.
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3. Devlin, R. (2014). Towards Good Governance of Public-Private Alliance Councils Supporting
Industrial Policies in Latin America. Inter-American Development Bank. Available at: <
https://publications.iadb.org/bitstream/handle/11319/6397/CT1%20TN%20Towards%20G
00d%20Governance%200f%20PublicPrivate%20Alliance%20Councils.pdf?sequence=1&isAl
lowed=y >
Systematic application of industrial policies has reemerged in Latin America after a hiatus
during the era of the Washington Consensus. These industrial policies are broadly different
from the past. One of the characteristics of the region’s new industrial policies is the use of
public-private alliance councils (PPAs) to help guide their development and implementation.
The deployment of public-private dialogue and related problem solving is considered an
essential component of modern industrial policies. However, to be effective councils must
be well governed. This paper approaches the issue of governance of PPAs with an overview
of their rationale and framework, and then draws from the experience of several OECD
countries, most of which have long experience working with councils, to illustrate how they
operate and gain insights on good governance for Latin America alliances. The paper
examines the intangible dimensions of governance, as well as tangibles involving the
structure and procedures of councils.

4. Gereffi, G. (2014). Global Value Chains in a Post-Washington Consensus World. Review of
International Political Economy. Available at: <
http://dx.doi.org/10.1080/09692290.2012.756414 >
Contemporary globalization has been marked by significant shifts in the organization and
governance of global industries. In the 1970s and 1980s, one such shift was characterized by
the emergence of buyer-driven and producer-driven commodity chains. In the early 2000s, a
more differentiated typology of governance structures was introduced, which focused on
new types of coordination in global value chains (GVCs). Today the organization of the global
economy is entering another phase, with transformations that are reshaping the governance
structures of both GVCs and global capitalism
at various levels: (1) the end of the Washington Consensus and the rise of contending
centers of economic and political power; (2) a combination of geographic consolidation and
value chain concentration in the global supply base, which, in some cases, is shifting
bargaining power from lead firms in GVCs to large suppliers in developing economies; (3)
new patterns of strategic coordination among value chain actors; (4) a shift in the end
markets of many GVCs accelerated by the economic crisis of 2008-09, which is redefining
regional geographies of investment and trade; and (5) a diffusion of the GVC approach to
major international donor agencies, which is prompting a reformulation of established
development paradigms.

5. Gereffi, G. (2014). A Global Value Chain Perspective on Industrial Policy and Development
in Emerging markets. Duke Journal of Comparative and International Law’s 2013
symposium.

The article exposes the consequences of the emergence of Global Value Chains for emerging
economies. For developing countries, the trade, investment, and knowledge flows that
underpin GVCs provide mechanisms for rapid learning, innovation and industrial upgrading.
Still, GVCs are not a panacea for development. Very rapid GVC driven development can
create a host of new economic and social policy challenges. GVCs can create barriers to
learning and drive uneven development over time, even as they trigger rapid industrial
upgrading, because of the geographic and organizational disjunctures that often exist
between innovation and production. There is considerable evidence that profits accrue to
lead firms in the value chain that control branding and product conception and to platform
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leaders that provide core technologies and advanced components. At the same time,
contract manufacturers and business process outsourcing service providers tend to earn slim
profits and may never develop the autonomy or capabilities needed to develop and market
their own branded products. Several major features highlight the distinctive nature of GVC-
oriented industrial policies. One is the role of global suppliers. Lead firms are relying on
global suppliers and intermediaries for an array of processes, specialized inputs, and
services, and they demand that their most important suppliers have global presence. A
second feature of industrial policies in the GVC era is global sourcing and value chain
specialization. Third, firms in emerging economies like China and Brazil are seeking to move
to the head of GVCs, regionally if not globally.

Gereffi, G; Luo, X. (2014). Risks and Opportunities of Participation in Global Value Chains.
Background Paper to the 2014 World Development Report. The World Bank. Available at:
< http://documents.worldbank.org/curated/pt/914141468325443509/pdf/WPS6847.pdf >
Risk is inherent to the pursuit of opportunity. This paper surveys the recent literature and
looks at the risks and opportunities firms and their workers face in the global value chains.
First, it examines the risk-sharing mechanisms that firms provide from the national and
global perspectives; second, it takes a closer look at the new opportunities and challenges
for firms and individuals in the global arena; third, it discusses the role of economic
upgrading and social upgrading; and finally it sheds light on how the government can help
people manage risks and reap the benefits in the participation of global value chains.

Gereffi, G.; Fernandez-Stark, K. (2016). Global Value Chain: a Primer. Center on
Globalization, Governance & Competitiveness, Duke University, 2" Edition. Available at: <
http://www.cggc.duke.edu/pdfs/Duke_CGGC_Global_Value_Chain_GVC_Analysis_Primer
_2nd_Ed_2016.pdf >

The article retains a simple, expository style and use of recent research examples in order to
offer an entry point for those wishing to better understand and use the GVC framework as a
tool to analyse how local actors (firms, communities, workers) are linked to and affected by
major transformations in the global economy. The GVC framework focuses on structural
shifts in global industries, anchored by the core concepts of governance and upgrading.

Kaplinsky, R. (2010). The Role of Standards in Global Value Chains. World Bank Policy
Research Working Paper No. 5396. Available at SSRN:
<https://ssrn.com/abstract=1653682>

Standards have become an increasingly important dimension in global trade. Without the
capacity to meet the growing body of standards, producers may either have difficulty in
entering global markets, or be relegated to unprofitable and low-margin niches. This paper
overviews the history of standards, explains the difference between different types of
standards, and identifies the key stakeholders involved in the setting of standards. It then
addresses the role that standards play in enterprise upgrading and considers some of the
major costs for producers in meeting standards, including potential cost barriers for small-
scale producers. Before concluding with a discussion of the policy challenges raised by these
developments, it discusses the extent to which standards intensity in global value chains will
be affected when the final markets increasingly move from high-income consumers in the
North to lower-income consumers in Southern economies such as China and India.

McDermott, G; Corredoira, R; Kruse, G (2009). Public-Private Institutions as catalysts of
upgrading in emerging market societies. Academy of Management Journal, Vol. 52, No. 6,
1270-1296. Available at: < http://www.jstor.org/stable/40390369 >
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In this article, the authors argue that the ability of a firm to access a variety of knowledge
resources and, in turn, upgrade its products depends on its being tied not simply to any or
many organizations and institutions, but rather to those that act as social and knowledge
bridges between previously isolated producer communities. Through a multimethod analysis
of the recent transformation of the Argentine wine industry, we highlight how distinct
governance rules for new government support institutions can anchor their multiplex, cross-
cutting network qualities, which underpin their ability to provide improved collective
resources and reshape the ties between firms.

10. McDermott, G.; Pietrobelli, C. (2017). Walking before you can run: rethinking the types of
knowledge, networks and institutions emerging market SMEs need to benefit from GVCs.
Forthcoming in  Advances in International Management. Available at:
<http://www.geraldamcdermott.com/uploads/8/3/1/3/83136366/mcdermott-
pietrobelli_-_advances_in_intl_mgmt_v3_-_final_2017.pdf >
Advancing the ability of emerging market SMEs to learn, absorb new technologies and grow
is one of the greatest challenges in economic development and to theories of knowledge
transfer. We analyze the mechanisms that can facilitate or impede the participation of Latin
American SMEs in Global Value Chains (GVCs), and in turn improve their capabilities and
productivity. We attempt to shift the focus of attention that scholars and policymakers have
towards the types of knowledge and network linkages that emerging market SMEs need to
sustainably benefit from GVCs. By drawing on recent work from the knowledge theory of the
firm, development, and network dynamics, we call into question a core assumption about
the necessary benefits that can accrue to SMEs by being tied more closely to sources of
pioneering technologies. We argue instead that in order to overcome legacies of resource
constraints and technology gaps, these SMEs need access to a variety of applied and
experiential knowledge that help them transform their existing organizational capabilities
into ones that enable them to implement basic international process and product standards,
in turn allowing them to learn from potentially fruitful relationships in GVCs. Because of the
way such knowledge is created, through intense interactions and exchanges of tacit
knowledge, access is constrained. With a focus on the need for broad based upgrading of
SME capabilities, we further suggest that particular constellations of inter-organizational
networks and public-private institutions, often overlooked in IB research, are best suited to
facilitate such access.

11. Nadvi, K. (2014). “Rising Powers” and Labour and Environmental Standards. Oxford
Development Studies, Vol 42, |Issue 2, 137-150. Available at: <
http://dx.doi.org/10.1080/13600818.2014.909400 >
There is a growing recognition that the “Rising Powers”, namely the emerging economies, in
particular, but not only, China, India and Brazil, whose economic dynamism has begun to
transform the contours of the global economy, will bring about radical shifts in global
governance. A critical question that arises is how might these countries influence the “rules
of the game” that pertain to international trade, particularly those relating to process
standards associated with labour conditions and environmental impacts. This special issue
provides an initial attempt to address this agenda. This article defines the concept of “Rising
Powers” and considers how these economies might challenge the governance of labour and
environmental standards. It outlines the objectives of this collection, provides an overview
of individual contributions and suggests areas for further research.
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Staritz, C.; Gereffi, G.; Cattaneo, O (Editors) (2011). Shifting End Markets and Upgrading
Prospects In Global Value Chains. Int. J. Technological Learning, Innovation and
Development, Vol. 4, Nos. 1/2/3. Available at: <
https://www.researchgate.net/publication/281900635_Shifting_End_Markets_and_Upgra
ding_Prospects_in_Global_Value_Chains >

The global football industry is noteworthy for a number of reasons. It has grown rapidly over
the past decade. It has also seen a significant shift in terms of the locations of production
and emergence of new end markets. China has consolidated its position as the world’s
largest football manufacturer, taking market share from Pakistan the world’s second biggest
producer. The GVC framework provides a useful tool to map the global industry and to
assess how the chains are governed and organized by major brands. But the framework is
relatively weak in terms of providing a handle on how technological upgrading takes place
within the sector. The sector has also been marked by challenges in terms of social
compliance. Further research is needed to better understand the outcomes of developments
on social compliance and technological upgrading for workers both in Pakistan and China.

Werner, M.; Bair, J.; Fernandez, V. (2014). Linking Up to Development? Global Value
Chains and the Making of a Post-Washington Consensus. Development and Change,
Volume 45, Issue 6, Pages 1467-7660. Available at: <
http://dx.doi.org/10.1111/dech.12132 >

Over the last decade, the global value chain (GVC) approach, with its associated notions of
chain governance and firm upgrading, has proliferated as a mode of analysis and of
intervention amongst development institutions. This article examines the adoption and
adaptation of GVCs at four multilateral agencies in order to understand the purchase of
value chain approaches within the development field. Mixing GVC perspectives with other
theoretical influences and applied practices, these institutions deploy value chain
frameworks to signal a new generation of policies that promise both to consolidate, and to
advance beyond, the market fundamentalism of the Washington Consensus. To achieve this,
value chain development frameworks craft interventions directed toward various
constellations of firm and non-firm actors as a ‘third way’ between state-minimalist and
state-coordinated approaches. The authors identify key adaptations of the GVC framework
including an emphasis on value chain governance as an instrument to correct market failure
in partnership with state and development agencies, and upgrading as a de facto tool for
poverty reduction. They find that efforts are ongoing to construct a ‘post’ to the Washington
Consensus and that the global value chain is enabling this process by providing a new
language and new object of development intervention: ‘the chain’ and the local—global
linkages that comprise it.
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1. Original Brand Manufacturing

2. Assembly/Cut, Make, and Trim

3. Free on Board (FOB)

4. Original Design Manufacturing (ODM)/Full Package with Design

5. Original Brand Manufacturing (OBM)
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