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1. Introduction 

Much has been written on global value chains (GVCs) over the past few years. However, this literature has often gone in different directions, 

resulting in inconsistent analysis using different terminology. This has tended to muddy the waters. Authors have discussed the key concept of 

‘governance’ in different contexts with alternate meanings in relation to the operation of GVCs, which has resulted in confusion for analysts and 

practitioners of trade policy. 

Since the focus of authors has often been different, there has been no consensus around the notion of ‘governance’ of GVCs. Many 

economists have written about governance of value chains with what, in this chapter, we are going to call ‘g’. Our definition covers industrial 

and national policy frameworks from the perspective of firms and individual countries. 



Note that the term ‘governance’ is also being used to refer more broadly to the World Trade Organization (WTO), the entire global 

trading system, and its relationship to this new phenomenon. In this chapter we call the latter ‘G’, as it is more concerned with systemic issues.  

The aim of this chapter is to bring some clarity and shed light on the various perspectives that have been used by economists in the GVC 

literature and to remedy terminological confusion when talking about governance with respect to GVCs. This should remove some of the 

misunderstandings that have been generated by discussing the same term with underlying reference to different contexts. 

2. A Typology of GVC Governance  

We propose to set out a typology of GVC governance in three different categories:  

1. Industrial policy frameworks and the governance of GVCs from a firm perspective; 

2. National policy frameworks and governance of GVCs from an individual country perspective; 

3. The global trading system framework and governance of GVCs from the WTO perspective and/or that of major preferential trade 

agreements. 

For the purpose of this chapter, governance of GVCs from the firm and individual country perspectives will be discussed with a small ‘g’ 

while Governance of GVCs from the perspective of the multilateral trading system or multi-party trade agreements will be discussed with a 

capital ‘G’. This is because in the first and second cases governance is used in a micro sense, applied to either firm behaviour or national 
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government policy, while in the third case Governance is used in a broader, systemic sense as affecting all economic actors in the world 

economy or in a regional economic grouping.  

Figure 1 below sets out a typology of the different levels of governance relevant to GVCs, together with the objectives, challenges and 

policy analysis that are applicable at each level. 

Looking at value chain operations according to this typology highlights differences in the motivation that drives the actors at all three 

levels of governance, as well as how and why this motivation might differ. For firms, the primary motivation is one of market power: how they 

position themselves in the value chains; how they interact vis-à-vis other firms; how they can maintain and/or gain dominance; and how they can 

keep control of the strategic assets, intellectual property and know-how that define the essence of the firm’s activities, while directing the other 

firms in the production chain. Of course, firms are also concerned with how they can upgrade in the value chain and increase their percentage of 

the overall pie or value-added. Thus, from a firm’s point of view, the question of governance in a GVC setting is a zero-sum game; they win 

dominance and profits at the expense of other firms in the chain. 

Nation-state governance is motivated either by efficiency or by a desire to influence the country’s relative position in the value chain. 

Most nation states wish to see their involvement in GVCs strengthened, and thus the efficiency motivation is the basis for a panoply of policies 

to allow firms to most efficiently access and compete in a value chain structure. Other nation states are driven by the desire to influence their 

placement within the value chain, as well as the distribution of gains deriving from it, and attempt to do so through the adoption of more directed 

economic and other policies.  



At the third level, the global trade system does not appear to have a specific motivation for its role in the Governance of GVCs, as it is 

not an entity with a distinctive personality but rather a collection of government actors. The main body in the global trade system is the WTO, 

but it is only one of many actors at present, with greater or lesser influence.  

A number of regional and bilateral trade agreements cover much of world merchandise trade flows, and thus an overlapping set of 

countries are beginning to be concerned with how the structure and rules of these trade agreements do (or do not) influence the operation of 

value chains at the regional level, as well as through the WTO. However, the discussion of Governance of GVCs at the systemic level has barely 

begun; thus, the motivation at this level is cloudy. 

Another consideration in a GVC typology is overlap between the three levels of governance. There would seem to be no overlap between 

the governance of GVCs at the level of the firm and that of the nation state, as each actor has separate objectives (i.e. profit making vs. non-

profit operation), motivations, and areas of activity. With regard to overlap between the governance of GVCs at the level of the nation state and 

that of the WTO/trade agreements within the global trading system, only a few policy areas would seem to be common to both at present, 

namely trade policy, investment policy, competition policy, and government procurement.  

In the sections below we discuss the main trends in this literature according to the three perspectives of governance: firms, nation states, 

and the multilateral trading system. 

While there is a quite voluminous amount of industrial policy literature discussing firm behaviour, as well as a growing body of literature 

discussing how governments can and should create the best possible environment to facilitate the participation of their firms in GVCs, there is a 



real dearth of literature and views on how the global trading system should adapt – or not – to this phenomenon. Hence the governance 

discussion has been more focused on ‘g’ rather than ‘G’. 

This chapter modestly aims both to clarify the ways in which the term ‘governance’ is being used with respect to GVCs and to suggest 

options and policies for moving forward at the third, or systemic level, for the Governance of GVCs by the WTO. 

3. Firm-Level GVC Governance Concepts 

An early approach to GVC governance from the firm perspective was developed by Gereffi (1994), who discussed governance of what he then 

called the ‘global commodity chain’. His theory laid out how global buyers used explicit coordination to help create a highly competent supply-

base upon which global-scale production and distribution systems could be built without direct ownership. He defined governance as the 

‘authority and power relationships that determine how financial, material, and human resources are allocated and flow within a chain’ (97). In 

this context, governance ensures that interactions between firms along a value chain exhibit some reflection of organisation rather than being 

simply random. Gereffi distinguished between two ideal-typical governance structures: producer-driven and buyer-driven GVCs. In producer-

driven chains, the key parameters were set by firms that controlled key product and process technologies, such as the car industry. In buyer-

driven chains, retailers and brand-name firms set the key parameters by focusing on design and marketing, not by necessarily possessing any 

production facilities. 

According to Ponte and Sturgeon (2014), the producer-driven variant is akin to the internal and external networks emanating from large 

multinational manufacturing firms, such as General Motors and IBM. Multinational firms have long been a focus of research and debate among 
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scholars of the global economy (c.f. Hymer 1976; Caves 1996; Zanfei 2000; Doz, Santos and Williamson 2001). These scholars examined and 

debated the methods, timing and motivations of multinational companies’ (MNCs) engagement with the global economy. Some scholars focused 

on the degree to which MNCs acted as conduits for the transfer of capabilities from developed to developing countries (Lall 2000). The novel 

aspect of the ‘global commodity chain’ framework was the attention it paid to a set of firms that had been largely ignored in previous research: 

‘global buyers’. 

The value chain governance debate shifted in the 1990s, when technology-intensive firms began engaging in extensive outsourcing and 

thus became more buyer-like, highlighting the need for a more nuanced and dynamic theory to help explain changes in the organization of global 

industries over time. These changes led to further developments of GVC governance frameworks from an industry perspective. 

In their work on ‘Governance in Global Value Chains’, Humphrey and Schmitz (2001, 5) defined governance as ‘the inter-firm 

relationships and institutional mechanisms through which non-market coordination of activities in the chain is achieved.’ They used the term to 

‘express that some firms in the chain set and/or enforce the parameters under which others in the chain operate’ (2). Nonetheless, they 

acknowledged that different parts of the chain could be governed in different ways. This insight was especially relevant for the upgrading 

prospects of producers in developing countries (see further Humphrey and Schmitz 2000 and next section). 

One of the more important contributions to firm-level discussions of governance came from Gereffi, Humphrey and Sturgeon (2005). 

They developed a ‘typology of value-chain governance’ emerging from previous work by Gereffi and Korzeniewicz (1994) on ‘global 

commodity chains’ as well as increasingly available literature originating from GVC field research. The typology identified five basic types of 



value chain governance: markets; modular value chains; relational value chains; captive value chains; and hierarchy (Gereffi, Humphrey and 

Sturgeon 2005, 84).  

Figure 2 below illustrates these five types of governance along the dual spectrums of explicit coordination and power asymmetry. 

Smaller arrows represent exchange based on price while the larger arrows embody thicker flows of information and control, regulated through 

explicit coordination. 

To summarize, ‘governance’ in Gereffi’s (1994) formulation refers to the role played by powerful firm-level actors, or chain ‘drivers’ 

(buyers or producers), while Gereffi, Humphrey and Sturgeon (2005) focus on the determinants of ‘make-versus-buy’ decisions in transactions 

and the characteristics of linkages among value chain activities. 

Building on this foundation, more recent literature written from a firm perspective has tried to examine different types and linkages in 

firm governance in GVCs to determine how firms enter value chains, how they behave once they are inside a chain, and importantly, how they 

can upgrade along an existing value chain. MNCs drive most variants of firm governance in GVCs through their investment and outsourcing and 

off-shoring activities (Dunningand Lundan2008, and Aldonas 2013). Smaller firms are drawn into GVCs through providing intermediate inputs 

or ‘tasks’ in the case of services (Low 2013). A key question in this context is how the benefits are divided between MNCs and small and 

medium-sized enterprises (SMEs), which appears to be dependent upon where they are located in the chain and the governance structure. This 

can influence the type of benefits realized by both the firm and the host economy. Some authors have written that the political economy of value 
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chain management by firms makes it difficult for upgrading to take place, given the role of the lead firm and the efficiencies in the chain that it 

drives (Gereffi and Sturgeon 2013). This debate is still ongoing. 

4. GVC Governance from the Country Perspective 

The second level of governance relevant to GVCs is that of the country or nation-state perspective. Many analysts have suggested that the GVC 

policy agenda is primarily a national or a domestic one. They underline the need for governments to create the best possible enabling 

environment to facilitate the insertion of their firms into GVCs. Relevant policies in this regard are numerous and touch on many areas. Trade 

policy, for instance, is a part of a broader package in the GVC area; it is viewed as a necessary but not sufficient component of national GVC 

governance. The cost of protectionist measures undertaken in a globalized context is higher than appreciated because such policies impact not 

only on final goods but also on intermediate inputs that now represent more than half of the imports of Organisation for Economic Co-operation 

and Development (OECD) countries. The World Bank/World Economic Forum’s ‘Enabling Trade’ report (2013) underscored the need to adopt 

a holistic approach to removing logistics barriers to trade in goods and key national-level infrastructure services, such as transport and 

telecommunications, in order to allow value chains to operate efficiently. 

Yet while open markets are viewed by many as an essential component in a government’s policy arsenal, they will not be effective 

without the human capital base necessary to provide the quality inputs to be fed into supply chains. Other policies are vital. Several authors have 

emphasized the need for governments to attribute greater importance to their relative competitiveness in services given the important role these 

play in GVCs (Low 2013, and Drake-Brockman and Stephenson 2012). Fostering a competitive services industry depends on creating and 
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nurturing a cluster of talent and expertise. Key ingredients in services development are education policy and innovation policy. In this context, 

government intervention through positive support measures to develop higher education learning centres as well as vocational institutions can 

have an across-the-board economic impact. Government support to encourage compliance with international services standards and quality 

assurance processes can be extremely important, especially in developing countries. 

Given the links between investment and GVCs, the national government stance on investment is also viewed as an essential factor in the 

policy mix. It is generally acknowledged that the investment decisions of MNCs, through their outsourcing and off-shoring activities, are driving 

the operation of GVCs worldwide. Thus multinational firms will look globally for a welcoming investment climate. Governments can take a 

multitude of actions in order to make their countries more attractive destinations for investors. These actions are linked to investment entry, 

promotion, investor protection, the adequate use of incentives (transparent for domestic as well as foreign investors), and further considerations 

regarding linkages and spill-over effects for the country. A country’s participation in preferential trade agreements and the rule of law in the 

country are also decisive factors for MNCs’ investment decisions.  

A solid institutional environment is also important to create a solid national framework for the operation of GVCs. This includes strong 

government institutions with a minimum of corruption as well as effective intellectual property enforcement mechanisms and avenues for legal 

recourse in the case of disputes. 

Stephenson and Drake-Brockman (2014) proposed a framework of eight factors that play a role in determining competitiveness, 

particularly in the sphere of services, and thus impact the ability of firms to participate in GVCs. This framework draws on firm-level evidence 



emerging from business associations in the APEC region, and on empirical results from several developing country case studies undertaken by 

the World Bank and the African Union Commission. Key factors include:  

i. Endowments, especially human capital (talent, education, skills, ideas, culture of customer focus) (see also Chanda and Pasadilla 2011) 

ii. Investment in intangible assets (corporate intellectual property, e.g. copyright, business methodologies, brands) 

iii. Enabling digital infrastructure (see APEC Policy Support Unit 2012) 

iv. Quality of institutions (see Goswami, Mattoo and Sáez2011) 

v. Efficiency of domestic regulation (see McCredie and Findlay 2011) 

vi. Connectedness with the international markets – logistics (see Stephenson 2014) 

vii. Services business stakeholder consultations (see ITC 2014) 

viii. Policy focus, or putting services explicitly in national planning strategies 

This framework highlights many policy variables relevant to the determination of competitiveness related to GVC governance at the 

national level, and indicates the broad scope of policies within the purview of governments that enables them to do much to create and/or 

enhance the opportunities for participation of their firms in global and regional supply chains. From this perspective, openness of an economy’s 

own policies affecting trade and investment (inwards and outwards) is an important national policy ingredient, but must be complemented by 

domestic policies to create strong competition, judicial and IP frameworks, and a qualified human capital base.  



Logistics are critical for supply chain performance in linking global operations and transiting goods across borders. Especially when 

goods may cross borders several times, all aspects of border management, automation in customs clearance procedures, efficient port operations 

and cargo handlers, and the quality of transportation services are key.Firms also need mutual recognition and interoperability of standards to 

create more seamlessness regulation across markets. Regulatory simplicity and efficiency, including predictability and coherence, are also key 

components of the national GVC governance framework for firms to be able to join and prosper in GVCs.  

Several institutions as well as national governments have become involved in developing ‘tool kits’ for participation in GVCs to help 

government officials understand and better apply the various policies available at the national level for this objective. The Inter-American 

Development Bank (IADB) has studied GVCs in Latin America and published a volume with suggestions to governments in the region on how 

to improve their inclusion in GVC operations (Blyde 2014). The United Nations Conference on Trade and Development (UNCTAD) and the 

International Trade Centre (ITC) provide policy advice to member governments on their participation in GVCs. The Canadian Trade 

Commissioner Service published a guide on linking SMEs into chains (2010). The World Bank has put online a comprehensive series of six 

modules to help officials diagnose the ‘readiness’ of individual countries and the ability of their firms to take advantage of GVC opportunities 

and to provide the information and policy tools to leverage GVC participation for development.2  These modules are applied as part of the 

technical assistance offered by the World Bank in its programs with member countries. 

                                                 
2 See The World Bank Open Learning, Global Value Chains: The Basics, at https://olc.worldbank.org/content/global-value-chains-basics. 



It is worth noting that the idea of promoting GVCs through open policies, a welcoming stance to foreign direct investment (FDI) and 

measures designed to promote international competitiveness is not a universally accepted view at present. There is debate in some governments 

about who captures the value in the value chain, what types of value chains are most suitable to bring about developmental benefits, and even 

whether or not participating in GVCs is a desirable goal (Draper and Freytag 2014). 

National-level concerns include equity, an unequal distribution of gains among participants in the value chain, and difficulty deriving 

benefits from innovation when upgrading within the chain may be impeded by lead firms (usually MNCs). The different types of gains to be 

derived from different types of value chains also generate worries, especially for countries heavily engaged in resource extraction or countries 

with firms involved in labour-intensive, assembly-driven GVCs. Anxieties abound over entrapment in a situation of poor comparative advantage 

or a middle income trap, or the ‘race to the bottom,’ especially with respect to MNC behaviour (Draper and Freytag 2014).  

According to this line of reasoning, GVC governance at the national level should be directed not at policies designed to embrace FDI and 

open markets, but rather to the adoption of the newer version of ‘industrial policies’ based on targeted intervention that would allow 

governments to ‘manage’ FDI inflows into sectors of their choice and to strategically protect imports in favour of certain national industries that 

would be the object of ‘deliberative targeted promotional efforts’ (Draper and Freytag 2014). Joseph Stiglitz, Dani Rodrik and Justin Lin are 

three of the most well-known and outspoken proponents of an active interventionist industrial policy, and their arguments have met a favourable 

resonance in many quarters (Stiglitz and Lin 2013). In this context, GVC governance consists of adopting appropriate policy tools to promote 



specific skills, relevant technologies and markets, and develop public–private partnerships to generate investment and derive synergies for 

upgrading investment and innovation (Singh 2014).  

Thus, at the national level, governments have different underlying philosophies and areas of policy focus. However, the relevant question 

for these actors remains the type of governance (and resulting policies) they should adopt in relation to GVCs. 

5. The Evolving Understanding of GVCs in an International Trade Context 

GVCs have evolved in terms of the way that economists understand them in the context of international trade. While a good early working 

definition for a GVC can be taken as ‘the full range of activities which are required to bring a product or service from conception, through the 

different phases of production (involving a combination of physical transformation and the input of various producer services), delivery to final 

consumers, and final disposal after use’ (Kaplinsky and Morris 2000, 4), it is clear that this definition does not involve international trade. 

In 2001 Arndt and Kierzkowski brought in the international dimension by using the term ‘fragmentation’ to describe the geographical 

separation of different parts of a production process.  

With the development of databases that linked national input-output tables, economists such as Grossman and Rossi-Hansberg (2006) 

moved away from an ‘old’ paradigm of trade theory ‘which conceptualizes the production process as generating finished goods from bundles of 

inputs combined at a single plant’ in a single location to conceptualizing the production process in terms of component tasks, a ‘new paradigm’ 

(7). 
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Baldwin (2006) has written extensively about GVCs from an international trade perspective. He describes a ‘first unbundling’ between 

production and consumption that took place in the second half of the 19th century (1850-1914) and from the 1960s onwards. This was followed 

by a ‘second unbundling’ that started in the mid-1980s, when the production process itself was split across countries both geographically 

(offshoring) and organizationally (outsourcing). Both of Baldwin´s ‘unbundlings’ were in part technology-enabled, with the first unbundling 

driven by the industrial revolution and the second unbundling driven by the information and communications technology (ICT) revolution 

(Baldwin 2013). 

Over the past few years there have been further developments of international databases that allow us to better understand the value 

added from trade contributed by each of the producers in a supply chain through examining the backward and forward linkages in value terms. 

New trade-in-value-added databases such as those published by the OECD/WTO (2013), among others, can now distinguish the position of 

countries in relation to their participation in supply chains overall and in individual sectors, and thus their involvement in globalized patterns of 

production sharing. 

6. GVC Governance from the Global Trading System Perspective 

While national governments wrestle with the appropriate governance structure for supply chains, at the global level the 162 member WTO has 

remained occupied with its Doha Development Agenda. The multilateral emphasis on 20th century issues (mostly tariffs and agriculture) into the 

first two decades of the 21st century has left space for regional trade agreements to fill pent-up desires for rulemaking on new issues. Baldwin 

argued that a ‘supply chain governance gap’ is being filled by piecemeal and uncoordinated developments in deep regional trade agreements that 
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discipline behind-the-border regulatory issues as well as bilateral investment treaties (Baldwin 2011a; WTO 2011 World Trade Report). 

Ambitious mega-regional negotiating initiatives have also been launched, and emerging and other developing economies continue to carry out 

autonomous reforms. Such rulemaking initiatives, both large and small, have all recently been concerned with ‘Governance’ of value chains with 

a ‘G’ for the systemic level. 

This level differs significantly from the other two levels of GVC governance discussed above. No longer focused on a single actor, either 

a firm or a government, this level addresses decisions that affect trade and investment flows between two or more trading partners, as well as the 

trading system as a whole. The governance questions raised at this level, and particularly for the WTO, have been little explored.  

Figure 1.1 on the typology of GVC governance presented earlier in the chapter highlights some of the challenges that the WTO faces 

when trying to deal with a world of GVCs. Putting aside the difficulty of reaching agreement among a very diverse membership of countries 

with differing priorities, the WTO at present is characterized by the following: 

i. Outdated trading rules: The WTO came into existence two decades ago with the transformation of the General Agreement on Tariffs and 

Trade (GATT) in 1995. Many of the trade issues that have become important for the global trading system – including rules relevant to 

GVCs – have come to the forefront since then, especially in the services area. Yet the WTO has not been able to find a way to 

‘modernize’ its current rules. The Doha Development Round is in its 13th year but has not made much headway in the area of ‘rules’ 

negotiations for either goods or services. 



ii. Silos for existing WTO rules: The current structure of WTO rules creates separate ‘silos’, with nearly complete segregation between rules 

for goods, services, and intellectual property rights (IPR). But firms in the 21st century global trading system do not operate in that 

manner. Rather, they carry out integrated activities covering goods and services in their investment and trade. The WTO has not been 

able to address this dichotomy between its structure and how international trade is being conducted, though several trade policy experts 

have called for these silos to be broken down and the rules better integrated (Low 2013).  

iii. Lack of WTO coverage of key issues: WTO rules do not include many key issues at present that are relevant, and even vital, to GVC 

operations. A complex set of policies is needed to address GVC governance at the national level, but the WTO does not have many 

arrows in its quiver to target all relevant aspects of GVC operations at the multilateral level. Other than trade policy and IPR protection, 

many vital issues for GVC operation have not yet been brought under WTO competence. Figure 1.1 highlights the importance of 

including rules on investment, competition policy and e-commerce/digital trade, as well as aspects of regulatory cooperation for logistics. 

The missing element of investment at the WTO is an especially glaring gap, as it is more and more evident that investment decisions lead 

trade flows and are a key determinant for GVC participation (UNCTAD 2013).  

Additionally, the WTO has two characteristics at present that limit its ability to fill the governance gap at the systemic level in dealing 

with a world characterized by GVCs. First, the negotiating mind-set of WTO Members leaves few opportunities in the WTO’s normal 

functioning to simply ‘discuss’ issues as opposed to ‘negotiate’ them. One of the main objectives of the WTO is to reach negotiated, binding sets 

of rules for world trade. However, this often blocks the ability of WTO Members to sit back and take time to reflect on new issues, as well as to 



try new ways of doing things. Second, no processes within the WTO exist to allow Members to look at issues and policies on a cross-cutting 

basis in order to evaluate their impact on trade flows, trade costs and investment decisions (Hoekman 2014). But GVCs by their nature operate in 

a cross-cutting manner, concerned with trade and investment as well as the impact of differences in regulation across national jurisdictions, since 

all affect the ability of firms to engage in supply chain activities.  

The lack of a cross-cutting discussion forum impedes the WTO in helping its Members obtain information about the aims and effects of 

regulatory policies and thereby reach a better understanding of the interactions between these policies and how they impact trade flows and 

patterns. Hoekman (2014) refers to this as the lack of a ‘knowledge platform’ function within the WTO and cites this as a reason why business 

appears to be less engaged in and supportive of the WTO than in the past. He suggests the creation of a platform or various platforms, animated 

by private sector input and functioning on a product or sectorial basis, to allow the WTO to look across the various policy silos that all have an 

impact on supply chain trade. Such a discussion platform would also help to prepare WTO Members over time for negotiating new agreements 

to cover those areas where its competence is currently lacking.  

The WTO should – in principal – have an advantage over national governments in adopting a supply chain focus, as it is the one body 

that can combine the assessment of the policies of various members and address the multi-country spill-overs in a single setting. 

Remedying the current Governance gap for GVCs at the WTO level is challenging, but can be approached in two ways: 1) through a 

focus on changes in process, and 2) through a focus on changes in, or additions to, WTO rules. The former can be viewed as relevant in a short-

term context with steps that, if adopted successfully, could help pave the way to the latter in the medium and longterm. The discussion below 



will be divided between these two. Another section will discuss a proposal to establish a ‘GVC Platform’ that would provide some of the 

analytical basis to help in bringing about these reforms. 

6.1  Focus on Changes in WTO Processes (A Short-Term Agenda) 

Incorporating a supply chain perspective into trade discussions in all of the WTO’s regular working bodies, as well as into the preparation of the 

WTO Annual Reports and into the Trade Policy Review reports, would be a fairly straightforward process change that would help to shape the 

understanding of GVC operations through consistent treatment of this issue. Private sector firms should nourish discussions in some WTO 

forums to help officials grasp how investment and trade is being conducted in the real world. These private sector representatives would share 

experiences on how they actually carry out value chain operations. Various suggestions as to how private sector input might be incorporated into 

the WTO are being considered in the E15 Initiative in the Expert Group on the Functioning of the Multilateral Trade System. 

The recent OECD/WTO trade in value-added database (TiVA) is an extremely useful tool with expanded coverage and analysis. The 

implications of looking at trade on a value-added basis alongside gross trade flows should be reported on an annual basis and discussed regularly 

in WTO meetings and in the various WTO Working Committees and bodies. This process change would again allow for greater familiarization 

with the value-chain understanding of global trade and how this picture differs from one drawn with traditional trade statistics.   It should be 

noted that the WTO Secretariat is already thinking in this direction and has put further emphasis into reflecting the reality of today’s 
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international trade through a new series of statistical profiles on GVCs by country that it began publishing in January 2016, based on statistics 

from the TiVA database.3   

A Work Program on GVCs, similar to the Work Program on E-Commerce, should be created within the WTO to focus discussions and 

break down silos. Such a step would involve more of a process than a rule change, and would allow for the impacts and implications of value 

chains to be better understood in a non-negotiating, non-threatening context. The trade policy and development implications of analyses 

undertaken within or synthesized by the GVC Platform (see below) could be discussed under this Work Program with a holistic view of GVCs 

and their impacts. These discussions would help to make developing countries more aware of how to better understand and define their 

objectives vis-à-vis the operation of GVCs.     

The existing ‘Aid for Trade’ (AfT) Agenda could be reoriented toward addressing those measures and constraints that impede the ability 

of Least Developed Countries (LDCs) to increase their participation in GVCs. Many of the relevant policies regarding the ability of countries to 

participate in GVCs involve regulatory and infrastructure improvement and could be addressed under AfT programs. 

6.2  Focus on Expansion of Existing WTO Areas of Competence and Changes to WTO Negotiating Approaches (A Medium- to Long-Term 

Agenda) 

                                                 
3 The WTO has released statistical profiles on GVCs for 61 economies so far. These profiles bring together a set of indicators on trade taking place within GVCs.   These 

profiles provide insights into the value-added content of exports, the interconnection between economies within GVCs and the role of the services industry in exports. Other 

indicators related to GVCs include trade in intermediate goods, trade facilitation and foreign direct investment. See 

www.wto.org/english/news_e/news16_e/stat_28jan16_e.htm 
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A major step toward bringing about a systemic focus on GVCs at the WTO level or in trade agreements would be to eliminate silos in the 

treatment of goods and services through a dedicated overhaul of existing rules on the one hand and to complete key missing disciplines most 

relevant to GVCs on the other. Ideally, multilateral negotiation should create new, comprehensive rules for investment, competition policy, and 

e-commerce and digital trade. These may both be daunting challenges, however, given the difficulties that the Doha Round has faced in 

engaging WTO Members to negotiate on existing trade issues.  

An alternative path to a multilateral overhaul of trade rules would be the negotiation of plurilateral agreements or critical mass 

agreements in areas to address these missing disciplines and substantively expand existing WTO competence. Hoekman (2014) notes that 

plurilateral agreements consist of a subset of WTO members agreeing to new commitments without extending the benefits to non-signatories, 

while critical mass agreements also cover new commitments but extend these benefits to non-signatories. As an example of each, a member 

might drop tariffs on pencils to zero in a plurilateral agreement – but only members of the plurilateral get this benefit. If pencil tariffs are 

dropped to zero in a critical mass deal, the benefit is automatically granted to every WTO member without reciprocity from those who are not 

part of the arrangement.  

However, the distinction between the two seems somewhat less important in practice for GVC issues given that many of the regulatory 

disciplines that would be negotiated in plurilateral agreements would most likely have to be applied on a Most-Favoured-Nation (MFN) basis as 

it is quite impractical for governments to apply different sets of regulations to different trading partners. 



A set of plurilateral or critical mass agreements in core GVC-related areas, applied by WTO members accounting for the large majority 

of trade in goods and services, would go a long way toward addressing gaps in existing WTO competencies related to GVCs. One challenge is 

how to get new agreements incorporated into the WTO. Currently the incorporation of a discriminatory plurilateral agreement into the WTO 

requires consensus among all members, which is an almost impossible bar to meet. Passage would likely be easier if a non-discriminatory 

critical mass agreement were involved.  

Hufbauer and Schott (2012) suggest relaxing the consensus requirement and adopting a requirement that a deal can proceed if it includes 

‘substantial coverage’ of world trade or production (with a percentage to be determined, but presumably close to at least two-thirds of either or 

both). This reform could go a long way toward allowing the WTO to become an organization that is both more relevant and responsive to the 

needs and concerns of a majority of its members in particular areas, and has been advocated by several well-known trade economists (c.f. World 

Economic Forum 2012; Lawrence 2013).  

A practical problem remains with this approach, however, in that excluded parties would still have resort to dispute settlement 

proceedings if there were discriminatory elements in the outcome. It is unlikely that agreement would ever be reached to deny a subset of 

Members their right to dispute settlement. More generally, it is likely that many parties would resist what they would see as a potentially 

dominant situation of larger trading nations, with unpredictable consequences for the less powerful in future circumstances where they could find 

themselves on the wrong side of an argument. 



Lastly, the standard GATT/WTO approach of negotiating separately on goods and services should be put aside in the next round of 

multilateral trade negotiations (if and when this occurs), and the areas relevant to the operation of a given GVC should be treated under a holistic 

approach. Adopting a ‘supply chain approach’ (Nakatomi 2013) to multilateral trade negotiations might mean negotiating disciplines for goods, 

services and investment with respect to a cluster of productive activities associated with particular supply chains rather than with specific 

sectors, as has sometimes been done in the past such as in the Information Technology Agreement or the recently begun Environmental Goods 

Agreement negotiations. Negotiating in ‘clusters’ has not yet been attempted in the WTO, but this might arguably be the best route for 

approaching a world characterized by GVCs. A holistic negotiating approach will eventually lead to an integration of trade rules, whether this be 

on a horizontal basis (for all goods and services and investment) or on a cluster basis (for a cluster of goods and services and investment 

associated with a particular family of value chain chains) so that the distinction between these areas eventually disappears both on paper and in 

the thinking of trade negotiators and government officials. 

6.3  Creation of a GVC Platform to Focus on the Trade and Developmental Aspects of Supply Chain Operation 

The establishment of an external GVC Platform could complement the steps described above within the WTO. Such a platform, inspired in part 

by the suggestion of Hoekman and Mattoo (2013) and Hoekman (2014) of ‘knowledge platforms’ under a slightly different focus, would have 

the objective of increasing the understanding of the trade and development aspects of GVC operation for government officials and the trade 

policy community. The platform would be focused on the trade and development aspects of GVCs. It would serve the purpose of fostering 

greater transparency of information and enhanced understanding of GVCs, and help highlight the interdependence between regulatory policies 

<B> 



that impact GVC performance and operation. It would also help to clarify the developmental consequences of participating – or not participating 

– in GVCs and the types of impacts that different types of supply chains might deliver. A GVC Platform would bring together relevant work 

carried out at the WTO or in outside bodies, so that analysts could draw out the trade policy and developmental implications of various aspects 

of GVCs.  

While such a platform could be established within the WTO, it would be easier and more convenient to do this outside the WTO, but 

with the possibility for feed-in into WTO discussions and deliberations. The GVC Platform could foster better dialogue among governments and 

officials through new mechanisms such as online chats and question-and-answer sessions with experts. It should also offer a roster of GVC 

experts to provide technical assistance when requested, and disseminate analysis to assist governments in understanding the opportunities, 

challenges, relevant policy responses and potential impacts of GVCs both for individual economies as well as for the global trading system. 

The GVC Platform should serve as a virtual place for exchanging ideas and information and making available existing analyses on the 

trade policy and developmental implications of the functioning of GVCs.4 To the extent that resources were made available, it would also engage 

researchers to carry out analyses of particular interest. Such a platform should carry out four functions, namely to: 

i. Create a repository for research and policy work that examines trade policy and developmental implications of GVCs; 

                                                 
4 In line with this recommendation and since the completion of this paper, it is of note that a new Research Centre for Global Value Chains (RCGVC) has been established in Beijing, China, 

under the initiative of the Chinese Government.  It will be dedicated to research and analysis of GVCs from a developmental perspective and will enjoy the institutional collaboration of many 

international organizations, think tanks and universities from around the world in this effort.   The Centre began operations in January 2016 and will issue its first report during the course of 

2016  



ii. Provide information and summary analyses of such research and policy work to the various WTO bodies upon request and to the broader 

trade policy community to facilitate discussion of GVCs and relevant trade policy and developmental implications; 

iii. Offer a virtual forum for discussion and question-and-answer sessions on GVCs for all interested officials and policymakers; and  

iv. Constitute a network of worldwide analysts with expertise in the trade policy and developmental implications of GVCs. 

7. Conclusion and Recommendations 

This chapter has reviewed the notion of ‘governance’ and how it has been used in various contexts in relation to GVCs. We have tried to show 

that the interpretation and meaning of governance differs depending upon the context in which the term has been employed, leading to potential 

confusion for trade policy analysis.  

While the role of firms in GVC governance is fairly obvious, governments need to be aware of the double role government plays in both 

the ‘g’ and the ‘G’ GVC governance space. Governments carry out national-level policies designed to influence the participation and positioning 

of their firms in GVCs, and simultaneously work with other governments to design and implement trade rules at the systemic level in the WTO 

and in bilateral, plurilateral and mega-regional trade agreements. These agreements also impact the ability of national firms to trade and invest in 

an increasingly GVC-dominated world.  

The current supply chain ‘G’ governance gap at the systemic level is in great need of improvement.  The following steps could help to 

close the gap:  

<A> 



1. Explicitly incorporating a supply chain or GVC perspective into trade discussions at the WTO and all WTO reports.  

2. Publishing the OECD/WTO trade in value-added database (TiVA) on a regular basis alongside gross trade statistics, with expanded 

coverage and analysis.  

3. Creating a Work Program on GVCs within the WTO, similar to the Work Program on E-Commerce.  

4. Establishing a GVC Platform outside the WTO, to increase understanding of GVC operations and implications for trade policies and 

development among government officials and the trade policy community.  

5. Finding more effective avenues for coordinating the AfT Agenda with trade objectives involving GVCs.  

6. Completing key missing disciplines at the WTO level relevant to GVC operations either through multilateral negotiations of new rules on 

investment, competition policy, and e-commerce and digital trade, or through a series of plurilateral or critical mass agreements 

addressing each of these key issues individually, and bringing them into the WTO through a relaxation of the current ‘consensus’ 

requirement. 

7. Using a different negotiating approach for the next round of multilateral trade negotiations, where disciplines for goods, services and 

investment are negotiated in a holistic manner by creating clusters of productive activities associated with particular supply chains (a 

‘cluster’ approach), gradually leading to the integration of goods, services and investment in a horizontal manner under a single set of 

trade disciplines. Such a “cluster” approach could, for example, focus on the operation of the respective supply chains for certain specific 

industries, such as automobiles, electronics, tourism or processed agricultural goods, which would be the object of sectoral agreement. In 



these, Governments would address all relevant issues of services, goods, investment and data flows relevant to the operation of the 

supply chain for that particular industry from a holistic perspective, reconciling the views of officials deciding within their “g” (national 

interest) with those targeting the interest of the “G” (global, systemic interest).  The objective would be to identify all barriers or 

bottlenecks impeding the flow of the supply chain in order to liberalize and bind this openness. Under this approach, governments would 

address the complexity of today’s trade as a whole, and achieving efficiency in logistics and trade facilitation would be as important in 

this GVC context as the reduction of border barriers.   This is one of the possible ways of thinking about how to apply a GVC focus to 

trade negotiations, but it is by no means the only option.     

At the latest WTO Ministerial Conference, which took place in Nairobi, Kenya, in December 2015, little progress was achieved on thinking 

about a GVC perspective in trade.   Neither GVCs, nor services or investment came up for discussion in the context of the Ministerial meeting, 

whose outcome focused primarily on new disciplines for export credits, food aid and public stockholding for essential food supplies. 

The real challenge of the WTO 10th Ministerial Conference however was to try and overcome divergences on the future of the Doha 

Development Agenda (DDA) and on how to proceed in future trade negotiations.  This did not prove to be possible and the WTO membership 

remained divided, as is evident in the final Declaration, where Para 30 states:  

 “While many Members reaffirm the Doha Development Agenda…….., Other Members do not reaffirm the Doha mandates, as they 

believe new approaches are necessary to achieve meaningful outcomes in multilateral negotiations” (bold added).     



 Exactly what these new approaches might be were not specified and have not yet been discussed.   However, it is no secret that some 

WTO Members have expressed a desire to incorporate a GVC approach into future negotiations.  This may however take a longer period of time 

to achieve.  As it is unclear at present whether the Doha Round will be concluded in the future, it may well be the case that plurilateral initiatives 

such as the expanded Information Technology Agreement (ITA-II), the Trade in Services Agreement (TiSA) and the Environmental Goods 

Agreement (EGA), among others, will provide the vehicles for like-minded countries to move trade liberalization forward at the multilateral 

level, provided the outcomes of such initiatives are then granted to all WTO Members on an MFN basis (as is the case for the ITA-II).  

Although the WTO is still the first best option for the negotiation of global trade disciplines that apply to all countries regardless of size, 

economic weight or share in trade, in the current economic environment and with the inconclusive outcome of the WTO MC10, it is necessary to 

recognize the reality that WTO Members are choosing to move at different speeds and with differing degree of commitment on trade issues.  

Thus it would also be important for members of regional, plurilateral and mega-regional trade initiatives to take the opportunity to design these 

trade agreements in a more holistic manner and to incorporate disciplines that foster the operation of GVCs.  Many provisions in the recently-

concluded Trans-Pacific Partnership (TPP) Agreement have been included or deepened to facilitate the operation of supply chains and ensure the 

free flow of investment, as well as services and data among members, all key to integrated production networks.  These agreements may help 

prod the WTO by paving the way and showing more skeptical WTO Members that it is not only possible but beneficial to think of trade in an 

integrated manner. 



If the WTO does not modernize its approach to trade in the near future to address the systemic challenge posed by GVCs, it will find 

itself increasingly marginalized and ineffective in terms of its Governance function. Instead of just showing the way forward, the deep 

preferential trade agreements (PTAs) will ‘de facto’ fill this governance gap to constitute the normative framework for the majority of world 

trade and investment. Without the WTO stepping up to the task, the ‘G’ governance vacuum for GVCs at the multilateral level will continue to 

grow and will be filled from other quarters in a less inclusive manner. And the developmental outcomes of a more fragmented governance 

system run a high risk of being less favourable for countries outside these alternative trade frameworks.   
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Figure 1: Typology of Governance of Global Value Chains 
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Figure 2: Five Global Value Chain Governance Types at the Firm Level 

 

Source: Gereffi et al (2005), p.89 

 

 

 


