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Key findings

• Foreign direct investment (FDI) has been the primary driver of global value chain (GVC) 

expansion in the past several decades. Mutually reinforcing dynamics occur between FDI 

and GVC participation. Trade with foreign markets could induce initial FDI from lead firms 

by lowering entry costs; lead firms tend to bring their suppliers with them, and a herd effect 

triggers more FDI inflows; and FDI stimulates further GVC entry and upgrading through 

spillovers and agglomeration effects.

• Firms’ production and trade decisions are interdependent. The more recent industrial orga-

nization literature emphasizes firms’ choices between domestic and foreign markets and 

between integration and outsourcing simultaneously in the context of heterogeneous, 

within-sector productivity, and further adds the role of ex ante network embeddedness in 

facilitating firms’ entry into foreign markets. 

• The geographic distribution of GVC and FDI is unequal: only three regions—East Asia and 

Pacific, Western Europe, and North America—are highly integrated into global produc-

tion networks. Other regions rely largely on commodity exports; investment and trade ties 

within those regions are relatively sparse. 

• Although countries take different paths, the growing importance of each country in the 

GVC network is often preceded by its increasing FDI linkages with the rest of the world. 

• Countries have different comparative advantages and specialize in different sectors or seg-

ments of production. Almost all countries that have successfully upgraded their dominant 

archetypes of GVCs during the past three decades have benefited from strong FDI inflows 

in related sectors.
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Global value chains: Definition, 
measurement, and archetypes

A global value chain (GVC) consists of a series of stages involved in producing a 

good or service, with each stage adding value and with at least two stages produced 

in different countries (World Bank 2020). There is no consensus on the definition 

of the term GVC—the concept encompasses a myriad of interactions between firms 

around the world through the flows of goods, services, people, funds, information, 

and knowledge. Table 1.1 lists the definitions of some of the most common measures 

of GVCs used in the literature and in this report. 

Most GVC-related studies use aggregate trade data and intercountry input- output 

tables to depict the intercountry and interindustry flow of goods (Antràs 2020; 

Antràs et al. 2012, Antràs and Chor 2013; Hummels, Ishii, and Yi 2001; Johnson and 

Noguera 2012; Koopman, Wang, and Wei 2014). This macro-level approach is widely 

used to estimate the factor content of trade, value added exchange rates, international 

inflation spillovers, and business cycle synchronization. However, these aggregate 

data lack detailed information on intraindustry trade, leaving the true structure and 

complexity of GVCs obscured. This approach also relies on many strong assumptions 

to back out certain bilateral intermediate input trade flows that are not available in 

either customs data or national input-output tables. 

A growing body of literature now tries to map GVCs by firm business records and 

customs or transaction-level data (Dedrick, Kraemer, and Linden 2011; Xing and 

Detert 2010). This micro-level approach accurately shows the structure of GVCs, but 

it is often limited to a small number of firms, and it cannot reflect the aggregate GVC 

participation of a country or industry. However, as customs data and transaction-level 

data have become increasingly available, recent research has shed new light on how 

multinational corporations (MNCs) organize their global production and sourcing 

(Alfaro et al. 2019; Bernard et al. 2018) and how domestic firms benefit from joining 

the supply networks of MNCs (Alfaro-Ureña, Manelici, and Vasquez 2019).

More notably, most existing studies on GVCs—using either macro- or microeco-

nomic approaches—fail to consider their multidimensional nature. Current studies 

TABLE 1.1 Definitions of global value chain measures 

Backward GVC participation Backward GVC participation involves importing foreign inputs to produce goods and 
services for export. It is measured as the foreign content of exports (foreign value added, 
or FVA).

Forward GVC participation Forward GVC participation involves exporting goods and services that become inputs in 
the exports of other countries. It comprises transactions in which a country’s exports are 
not consumed in the importing country but are instead reexported by that country as 
part of a good or service (indirect value added, or DVX) to a third country. 

Total GVC participation Total GVC participation is the sum of the foreign value added and the indirect value 
added in an export to a third country (FVA + DVX).

GVC intensity GVC intensity is a country’s total GVC participation as a share of its total trade. GVC 
intensity = (FVA + DVX)/(exports + imports).

Source: World Bank summary based on Antràs 2020 and World Bank 2020.
Note: DVX = indirect value added (domestic value added in another country’s exports); FVA = foreign value added; GVC = global 
value chain.
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often dissect GVCs from only a trade perspective because trade data are most avail-

able, but GVCs involve the cross-border flows of all production factors: funds, goods, 

services, people, information, and knowledge. Firms, especially multinational firms, 

are the architects of GVCs through their unbundling, outsourcing, and offshoring 

production processes, which they undertake to balance risks and rewards. 

GVC intensity—or the share of GVC trade in a country’s total trade—expanded 

rapidly in the 1990s as information and communication technologies (ICTs) dramat-

ically reduced communication costs and stimulated multinational activities (Amador 

and Cabral 2016). This intensity dropped following the global financial crisis of 

2007–09; it later recovered somewhat, but never to the precrisis level. More recently, 

GVC intensity (for both simple and complex GVCs) has been flat or even trending 

downward. The global fragmentation of production has also declined since 2011 

(Timmer et al. 2016), mirroring a slowdown in foreign direct investment (FDI). 

There are many explanations for the stagnation of GVCs, including the saturation 

of possibilities for unbundling production, increasing geopolitical risks and costs asso-

ciated with trade and investment, increasing local capacity and local sourcing in some 

developing countries, automation-induced reshoring and nearshoring, and a global 

shift in demand away from goods toward services. 

Measurement issues may also explain the recent stagnation of GVC intensity. Global 

flows of data, information, and people are intensifying; and the world is becoming 

more linked than ever. However, trade in services and information is still not fully 

captured in world input-output tables, resulting in low numbers for GVC intensity.

This report classifies GVCs into six archetypes (table 1.2). These archetypes provide 

a broad sectoral classification to frame the report’s analyses, with the caveat that the 

business activities involved in each archetype and sector are heterogeneous. To com-

plement this analysis, the report also includes in-depth country case studies that give 

more nuanced pictures of specific GVCs.

TABLE 1.2 The six archetypes of global value chains

GVC 
archetypes Sectors Tradability

Labor 
intensity

Knowledge 
intensity

Commodities Agriculture, fuel, minerals High Low Low

Labor-intensive 
services

Wholesale and retail, transportation and storage, tourism, 
health and social services, personal services, leasing, 
other services 

Low High Low

Labor-intensive 
goods

Textiles, apparel, toys, leather products High High Low

Regional 
processing

Food and beverages, fabricated metal products, rubber 
and plastics, glass, cement and ceramics, furniture

Low Low Low

Knowledge-
intensive services

Research and development, IT services, professional 
services, education

Low Low High

Knowledge-
intensive goods

Automobiles, transportation equipment, computers 
and electronics, electrical machinery and equipment, 
chemicals and pharmaceuticals

High Low High

Source: World Bank adaptation of MGI 2019. 
Note: GVC archetypes are in ascending order of average product complexity. “High” and “Low” are assigned based on average 
level across sectors in each archetype, which could mask huge variations across sectors. GVC = global value chain; IT = information 
technology.
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Foreign direct investment and global value 
chains are mutually reinforcing

FDI has been the primary driver of GVC expansion in the past several decades. The 

emergence and evolution of GVCs have mirrored MNCs’ investment and trade deci-

sions as they have relocated their production activities worldwide. The surge in FDI 

after the 1990s reflects these decisions and accelerated the expansion of GVCs. In 

contrast, the past 10 years have witnessed a slowdown of GVC expansion, also in 

tandem with decreasing global FDI flows. However, despite this connection, theories 

and empirical studies on the relationship between FDI and GVCs have gained atten-

tion in the literature only in recent years. These theories show a mutually reinforcing 

dynamic between FDI and GVC participation. 

Initial empirical research has established a series of stylized facts: only some firms 

export, exporters are more productive than nonexporters, and trade liberalization 

is accompanied by an increase in aggregate industrial productivity. Recent evidence 

has shown that global trade is concentrated in a few importing-exporting firms. These 

firms, many of which are MNCs, constitute 15 percent of all traders (World Bank 

2020) yet account for about 80 percent of total trade (UNCTAD 2013). 

Early trade theories did not establish a direct relationship between FDI and trade 

because factors of production were often assumed to be internationally immobile. 

However, some scholars did discuss whether FDI substitutes for or complements 

international trade. Mundell (1957) argues that the two are complete substitutes 

for each other under the identical production function assumption, which is char-

acterized by the Heckscher-Ohlin-Samuelson theory of trade. Later, Schmitz and 

Helmberger (1970) and Purvis (1972) show that foreign investment may com-

plement international trade if production functions vary between the two trading 

countries. Kojima (1975) further illustrates that FDI can improve productivity and 

expand production possibilities in the host country through the transfer of tech-

nology and managerial skills, therefore creating more trade. FDI can also substitute 

for trade if it shifts demand for a product in the same direction in the two coun-

tries. These early discussions were based on a model with two countries, two final 

goods, and two homogeneous factors of production. Although powerful in high-

lighting the differences in the two countries’ factor endowments and the two prod-

ucts’ factor intensities, that model was oversimplified and included many restrictive 

assumptions.

Since the 1980s, several prominent studies have modeled the firm behaviors that 

give rise to GVCs. These studies build on the industrial organization literature, such as 

Williamson (1985) and Grossman and Hart (1986). Grossman and Helpman (2002) 

formulate firms’ choice between integration and outsourcing. Their model empha-

sizes the trade-off between the costs of running a large and less specialized organiza-

tion and the costs arising from search friction, relationship-specific investment, and 

imperfect contracting. Helpman, Melitz, and Yeaple (2004) analyze firms’ decisions on 

whether to serve foreign markets through arm’s length trade or through investment. 

They focus on the trade-off between trade costs and the costs of investing in for-

eign markets and on within-sector productivity heterogeneity. Antràs and Helpman 

(2004) combine these two strands of modeling frameworks and study firms’ choices 
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between domestic and foreign markets and between integration and outsourcing 

simultaneously in the context of heterogeneous within-sector productivity. 

Among many theories on FDI and GVCs, Melitz (2003) and Helpman, Melitz, and 

Yeaple (2004) establish a microeconomic theoretical framework from an entry cost 

perspective to explore the factors determining firms’ internationalization choices 

between FDI and trade. The framework concludes that the entry cost required 

for FDI is higher than that required for exporting. Thus, only the most productive 

firms would incur the former costs and engage in FDI; less productive firms would 

export, and the least productive firms would merely serve the domestic market. 

Many empirical studies have confirmed this finding (Kimura and Kiyota 2006; Lee 

2010; Wagner 2006). 

Recent studies extend this model by emphasizing the role of ex ante network 

embeddedness in facilitating firms’ entry into foreign markets (Kimura and Kiyota 

2006 [for Japan]; Koenig 2009; Kumar 2008 [for India]; Singh 2011). Bernard et al. 

(2018) further develop a theoretical framework that allows firms to have large mar-

ket shares and to decide simultaneously on their sets of production locations, export 

markets, input sources, products to export, and inputs to import. Their model sug-

gests that firms’ importing, exporting, and production decisions are interdependent. 

Evidence from US firms and trade transaction data support the main predictions of 

their theory: MNCs (referred to as “global firms” in their paper) participate in GVCs 

more intensively than other firms and magnify the impact of underlying differences 

in firm characteristics, increasing their share of aggregate trade.

There are multiple mutually reinforcing dynamics between FDI and GVC 

participation:

• Trade could induce initial FDI from the lead firm by lowering its entry costs.

• Lower entry costs and high switching costs encourage the lead firm to bring its 

GVC partners into the host country as well, and a herd effect triggers subsequent 

FDI. 

• FDI stimulates further GVC entry and upgrading in the host country through 

 spillovers and agglomeration effects.

Trade could induce initial FDI by lowering entry costs into a market for foreign firms 

(Kathuria and Yatawara 2020). This possibility is most relevant for market- seeking 

FDI. Before a firm invests abroad, it must weigh the costs and benefits of entering a 

new market. Entry costs include sunk costs before entry, fixed entry costs, and vari-

able entry costs. The sunk costs before entry consist of information acquisition, due 

diligence, regulatory research, costs of matching up with partners, and contracting 

costs, all of which cannot be recovered if the firm eventually decides not to enter. 

Fixed entry costs include building plants and buying equipment and vary by entry 

mode. If the firm starts operating in the foreign market, it will also bear variable costs 

such as material costs, labor costs, transportation costs, and tariffs. However, previous 

trade with firms in the destination country offers access to information, a peer support 

network, and experience-based trust, which can help reduce the fixed costs of entry. 

Once a lead firm sets up affiliates in a host country, it often brings its suppliers to 

the same location (Baldwin and Venables 2010). This phenomenon is described as 



36 AN INVESTMENT PERSPECTIVE ON GLOBAL VALUE CHAINS 

“sticky buyer-seller relationships” in the GVC literature: high matching costs encour-

age  relationship-specific investment, leading to high switching costs and a “lock-in” 

effect, especially in new markets (World Bank 2020). The initial wave of FDI inflow 

also generates a herd effect known as FDI clustering. Firms will learn from the behav-

ior of other firms because a firm’s location decisions reflect the information that 

guided its choices. If enough firms favor a destination, other firms will be tempted 

to copy their moves to the same destination, even if they possess information that 

suggests they should move elsewhere. 

Finally, the proximity of foreign firms will benefit domestic firms through various 

types of spillovers, which will stimulate domestic firms to enter into and upgrade 

in GVCs themselves. FDI spillovers can happen through direct linkages, indirect 

demonstration effects, supplier sharing, labor mobility, or resource reallocation. FDI 

spillovers will enable more domestic firms to enter GVCs, ultimately expanding GVC 

participation and upgrading in the host country. 

Numerous studies have empirically tested the relationship between FDI and GVC 

participation. Buelens and Tirpák (2017) use an augmented gravity model to demon-

strate a positive association between bilateral FDI stock and both gross bilateral trade 

and the bilateral import content of exports. World Bank (2020) finds that FDI inflows 

play a strong role in the extent of backward GVC participation shares and levels, 

driven by GVC integration of the manufacturing sector. The lack of foreign-owned 

firms in manufacturing is an important reason for low backward GVC participa-

tion in Sub-Saharan Africa. Countries attracting FDI in manufacturing may also 

reduce their exports of raw agricultural goods and intermediate services embodied 

in exports of resource-intensive goods, thereby lowering their forward GVC partici-

pation (World Bank 2020). FDI not only contributes to countries’ GVC participation 

directly by  integrating local firms into global production networks, but can also pro-

vide  higher-quality inputs and services to local firms, generating widespread posi-

tive spillovers that expand host countries’ GVC participation indirectly (World Bank 

2020). GVC participation in turn stimulates FDI flows. Martínez-Galán and Fontoura 

(2019) show that a country’s degree of GVC participation contributed positively to 

bilateral inward FDI stocks in the 2000s. 

International production networks

Network analysis offers important new tools with which to consider the interrela-

tionship between investment, trade, and GVCs in greater detail. Network analysis 

is a set of integrated techniques to depict relations among various actors to ana-

lyze the structure of these links (Chiesi 2001). It thus highlights relations between 

actors in addition to individual actors’ attributes. In a globally interconnected world, 

each actor’s own characteristics are only half the story because people, businesses, 

and countries are interdependent. GVCs are complex and multifaceted networks 

encompassing flows of people, capital, goods, services, information, and ideas. Thus, 

network analysis could fittingly depict the ties among these many players and how 

the players influence each other. Table 1.3 explains the basic concepts of network 

analysis used in this report.
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China’s rise to prominence in the global production network may be the most 

noteworthy GVC trend of the past three decades. In 1990, Germany, the United 

States, and Japan were the three central nodes connecting cross-continent trade 

flows. China was a tiny dot with very low participation in GVCs, both backward and 

forward. However, by 2019 China had replaced Japan as the central node in Asia 

and replaced the United States as the second- largest GVC hub globally (figure 1.1). 

Although China has moved into knowledge- intensive manufacturing GVCs, textiles 

and apparel remain the  second-largest source of value added in China’s GVC partic-

ipation. Germany remains the global leading player with the highest GVC partici-

pation. As the world’s knowledge-intensive manufacturing powerhouse, Germany 

makes heavy use of many other countries’ value added in its exports, especially elec-

trical machinery, transportation equipment, and chemicals. The United States is the 

third-largest GVC hub in the world, and its GVC participation is dominated by for-

ward linkages. The United States’ value added is concentrated in machinery, trans-

portation equipment, financial services, and pharmaceuticals. Western Europe, North 

America, and East Asia and Pacific are the three regions most integrated into GVCs, 

as shown by the density of their networks and their average node sizes. GVC partic-

ipation is limited in Latin America and the Caribbean, South Asia, and Sub-Saharan 

Africa, especially in low-income countries.

FDI statistics are notoriously inconsistent because of varying statistical approaches 

and the existence of phantom FDI for tax avoidance purposes.1 With or without adjust-

ing for special purpose entities2 (SPEs) and the ultimate recipients of investments, FDI 

TABLE 1.3 Basic concepts of network analysis

Node Each actor in a network is represented as a node. For example, a node can denote a person, a 
firm, a sector, or a country.

Directed and 
undirected relations

• Directed relations have a clear source and destination and thus a clear direction (for example, 
firm A sells to firm B).

• Undirected relations are symmetric and do not have a direction (for example, firm A and firm B 
have the same owner). 

Degree • In-degree: The number of linkages that point to a given node as a destination, or the number of 
incoming interactions the node receives. 

• Out-degree: The number of linkages that go out from a given node as a source, or the number of 
outgoing interactions the node initiates. 

• Degree: The sum of a node’s in-degree and out-degree. In unidirectional networks, the degree is 
the number of linkages each node is adjacent to.

Strength of a link Values can be attached to linkages to represent an attribute of the link (for example, the strength 
of a relationship, the information capacity of a linkage, the distance between nodes, or the 
frequency of interaction between nodes).

Weighted degree The degree of a node weighted by the strength of its linkages. This chapter uses weighted degree 
to measure a node’s centrality to the network.

Average degree The average number of linkages for each node.

Network diameter The shortest distance between the two most distant nodes in the network.

Graph density The number of existing relationships in a network relative to the maximum possible number of 
relationships. Dense networks indicate highly integrated markets with many transactions among 
different countries.

Average path length The average length of the shortest paths between each pair of nodes. 

Source: World Bank summary based on Wasserman and Faust 1994.
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FIGURE 1.1 Global value chain participation network, 1990 and 2019

Source: World Bank calculations based on United Nations Conference on Trade and Development–Eora Global Value Chain database. 
Note: These two panels are based on the country-to-country value added matrixes for 1990 and 2019, which include 189 economies 
and a “rest of the world” group. For each exporting economy, the matrixes show the value added contributed by all other 
economies in the world. In the two panels, each node stands for an economy, and the thickness of each link reflects the source 
economy’s value added in the destination economy’s exports. The panels display only linkages that are worth at least US$500 
million. Nodes are colored by World Bank region. The size of each node represents its weighted degree, which measures the 
corresponding economy’s centrality to global value chains. Data for 2019 are forecast on the basis of the International Monetary 
Fund World Economic Outlook database.
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networks vary significantly. The unadjusted FDI stock network shows the Netherlands 

and Luxembourg as the first- and third-biggest nodes, respectively, which is dispro-

portionate to their market size (figure 1.2). Major pass-through economies—such as 

Bermuda; the British Virgin Islands; the Cayman Islands; Hong Kong SAR, China; 

Ireland; Luxembourg; the Netherlands; and Singapore—host more than 85 percent of 

the world’s SPEs (Damgaard, Elkjaer, and Johannesen 2019). When the FDI network 

is adjusted for SPEs and the ultimate recipients of investments, Luxembourg and the 

Netherlands become much less central, and China, France, Germany, and the United 

Kingdom emerge as major nodes. Brazil, India, Israel, and South Africa also show up 

as the FDI hubs in their respective regions. 

Overall, countries’ adjusted FDI centrality is highly correlated with their GVC 

centrality (figure 1.3). A 1 percent increase in a countries’ adjusted FDI centrality is 

associated with a 0.87 percent increase in its GVC centrality. The positive correlation 

remains highly significant at the 0.10 percent level even when total population and 

gross domestic product (GDP) are controlled for. 

Countries that maintain a relatively high share of manufacturing value added in 

GDP (usually more than 20 percent), such as China, Germany, major economies in 

the Association of Southeast Asian Nations, and some Eastern European countries, are 

more central in the GVC network than in the FDI network. These include advanced 

economies that specialize in knowledge-intensive manufacturing and innovative 

activities, such as Germany, Japan, the Republic of Korea, and many emerging mar-

kets that successfully joined labor-intensive manufacturing, as well as knowledge- 

intensive manufacturing GVCs, such as China, the Czech Republic, Malaysia, the 

Philippines, and the Slovak Republic. A few countries that rely heavily on commodity 

exports, such as Algeria, Kuwait, and República Bolivariana de Venezuela, are also 

more central in the GVC network than in the FDI network. These countries partici-

pate in GVCs primarily by supplying raw materials that are used in other countries’ 

exports, which does not require high levels of FDI. 

Countries that have low shares of manufacturing value added in GDP (typically 

less than 12 percent), such as Azerbaijan; Colombia; Luxembourg; Macao SAR, 

China; the Netherlands; the United Kingdom; and the United States, tend to be more 

central in the FDI network than in the GVC network. Advanced economies such as 

Luxembourg, the Netherlands, the United Kingdom, and the United States started 

deindustrialization several decades ago by outsourcing and offshoring manufacturing 

activities to cheaper locations; these countries now specialize in upstream innova-

tive activities as well as financial services and other downstream services. Developing 

countries such as Azerbaijan, Colombia, the Arab Republic of Egypt, Myanmar, and 

Peru underperform in GVC participation relative to their FDI centrality because these 

economies have a weak manufacturing base while FDI inflows are concentrated in 

nonmanufacturing sectors. Many other developing countries are marginal nodes in 

both the FDI and the GVC networks.

For many countries, joining regional value chains is the stepping-stone to GVC 

participation, especially for developing countries in Europe and Central Asia, East 

Asia and Pacific, and North America. Regional value chains are subsets of GVCs. 

Neighboring countries and economies within the same region are often each other’s 

primary value chain and FDI sources and destinations. An analysis of the value chains 
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FIGURE 1.2 Global foreign direct investment stock network, 2017

Source: World Bank calculations based on International Monetary Fund bilateral foreign direct investment database, 2019. 
Note: These two panels are undirected networks. The size of each node represents the weighted degree of its corresponding 
economy (the total inward and outward foreign direct investment [FDI] stock into and from all other economies in the network). 
The thickness of the linkages represents the sum of the inward and outward FDI stocks between the two linked economies. Only 
bilateral linkages worth at least US$5 billion are included in the network analysis. Nodes are colored by World Bank region. 
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FIGURE 1.3 High correlation between countries’ foreign direct investment centrality and global value 
chain centrality, 2017

Source: World Bank calculations based on United Nations Conference on Trade and Development–Eora Global Value Chain 
database and International Monetary Fund bilateral foreign direct investment database. 
Note: The x axis shows each country’s weighted degree in the 2017 adjusted FDI network in natural logarithm. The y axis shows 
each country’s weighted degree in the 2017 GVC network in natural logarithm. FDI = foreign direct investment; GVC = global value 
chain.

within each region reveals more nuanced dynamics. In the network analyses, higher 

average degree, average weighted degree and graph density, and lower average path 

length indicate more within-region connections.

The Europe and Central Asia region has by far the densest regional value chain and 

FDI network, followed by the East Asia and Pacific region. On average, each country 

in the Europe and Central Asia region has 37 inward and outward linkages in the 

regional trade network and 14 linkages in the regional FDI network, which is more 

than twice the level in East Asia and Pacific and much higher than the three other 

regions. This density occurs partly because there are more countries in the Europe and 

Central Asia region. East Asia and Pacific has the second-highest average degree and 

average weighted degree in both networks. Latin America and the Caribbean and the 

Middle East and North Africa have fewer regional value chains and FDI connections 

because of their limited intraregion specialization. The Middle East and North Africa 

region has relatively high graph density in the GVC network, but intraregion invest-

ment is much weaker. The Sub-Saharan Africa region is the least integrated into global 

networks, and it has the sparsest regional value chains and FDI networks (table 1.4). 
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The regional value chain network figures in this chapter use the United Nations 

Conference on Trade and Development (UNCTAD)–Eora country-to-country 

input-output table from 2019. A link from country A to country B indicates A’s 

value added in B’s exports. Only edges weighted at more than US$1 million are dis-

played. The regional FDI networks use bilateral FDI positions data for 2017 from the 

International Monetary Fund. Only edges weighted at more than US$1 billion are 

displayed. The size of each node represents the corresponding economy’s weighted 

degree, and the color represents the scale of the weighted degree.

Europe and Central Asia’s regional value chain and FDI networks are very dense, 

with many sophisticated participants and the shortest average path length in the 

world (figure 1.4). Germany is the regional GVC hub, whereas the Netherlands is the 

FDI hub; they are surrounded by Belgium, France, the United Kingdom, and other 

countries. These countries are involved in knowledge-intensive manufacturing and 

knowledge-intensive services GVCs. Each country specializes in specific segments, 

and all are closely connected by trade and FDI given their complementary capabilities. 

Central and Eastern European countries are less connected than those of Western 

Europe—the former countries are mostly involved in regional processing and tourism 

GVCs, given their proximity to the consumer markets of the European Union (EU). 

The East Asia and Pacific region is also highly integrated into regional value chains 

and FDI networks (figure 1.5). The region is home to about 30 percent of the world’s 

population, as of 2019, and it is becoming the world’s biggest consumer market. 

China is the regional hub, and it has strong trade and FDI linkages with Hong Kong 

SAR, China; Japan; Korea; Malaysia; Singapore; and Thailand. Most countries and 

economies that have upgraded from commodity or labor-intensive goods GVCs to 

knowledge-intensive goods or services GVCs come from East Asia and Pacific. Hong 

Kong SAR, China; Japan; Korea; Taiwan, China; and Singapore have successfully 

upgraded into advanced economies, and China, Malaysia, Thailand, and Vietnam are 

rising in global and regional networks.

Brazil is the largest regional GVC and FDI hub in Latin America and the Caribbean, 

followed by Argentina, Chile, and Mexico (figure 1.6). Mexico is more integrated in 

TABLE 1.4 Statistics of regional value chain and foreign direct investment networks

Region

Regional value chain network, 2019 Adjusted FDI network, 2017

Average 
degree

Average 
weighted 
degree 
(US$, 

billion)
Graph 

density

Average 
path 

length
Average 
degree

Average 
weighted 
degree 
(US$, 

billion)
Graph 

density

Average 
path 

length

SSA 3.8 0.1 0.10 2.1 2.3 1.4 0.08 2.3

MENA 13.1 0.4 0.69 1.3 2.4 3.8 0.14 2.2

LAC 11.2 1.0 0.36 1.7 4.8 8.0 0.17 2.1

EAP 16.2 34.8 0.65 1.3 5.1 80.2 0.21 1.9

ECA 37.3 46.8 0.73 1.3 13.7 107.1 0.24 1.9

Source: World Bank calculations based on United Nations Conference on Trade and Development–Eora Global Value Chain database 
and International Monetary Fund bilateral FDI database. 
Note: EAP = East Asia and Pacific; ECA = Europe and Central Asia; FDI = foreign direct investment; LAC = Latin America and the 
Caribbean; MENA = Middle East and North Africa; SSA = Sub-Saharan Africa.
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FIGURE 1.4 Regional value chain and foreign direct investment networks in Europe and Central Asia

Source: World Bank calculations using United Nations Conference on Trade and Development–Eora Global Value Chain database 
and International Monetary Fund bilateral foreign direct investment database.
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FIGURE 1.5 Regional value chain and foreign direct investment networks in East Asia and Pacific

Source: World Bank calculations using United Nations Conference on Trade and Development–Eora Global Value Chain database 
and International Monetary Fund bilateral foreign direct investment database.
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FIGURE 1.6 Regional value chain and foreign direct investment networks in Latin America and the 
Caribbean

Source: World Bank calculations using United Nations Conference on Trade and Development–Eora Global Value Chain database 
and International Monetary Fund bilateral foreign direct investment database.
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FIGURE 1.7 Regional value chain and foreign direct investment networks in Sub-Saharan Africa

Source: World Bank calculations using United Nations Conference on Trade and Development–Eora Global Value Chain database 
and International Monetary Fund bilateral foreign direct investment database.
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the North America regional value chain. Most countries in Latin America and the 

Caribbean remain commodity exporters or engage in regional processing. Even the 

region’s major GVC hubs, Argentina, Brazil, and Chile, obtain 40–50 percent of their 

value added in exports from regional processing. Mexico was the only country in 

the region specializing in knowledge-intensive goods GVCs in 1990, and Costa Rica is 

among the few countries in Latin America and the Caribbean that have transformed 

from commodity exporters into knowledge-intensive goods exporters.

South Africa is the prominent central node in Sub-Saharan Africa’s regional value 

chains, and connections between other countries are very sparse (figure 1.7). For 

many countries in this region, such as Burundi, the Central African Republic, Eritrea, 

São Tomé and Príncipe, and Sierra Leone, the only way to participate in GVCs is 

through South Africa. Countries in Sub-Saharan Africa generally participate in com-

modities or labor-intensive services GVCs. The dominant GVC archetypes in the region 

remained almost the same from 1990 to 2015, with very few exceptions. Ethiopia 

moved from commodities to labor-intensive services, but the Democratic Republic 

of Congo and Uganda moved in the opposite direction. The region’s FDI network 

looks slightly different in 2015, with Mauritius as a major FDI investor and recipient. 

Once an economy known for sugar plantations, textiles, and tourism, Mauritius has 

transformed into a middle-income country and the financial hub of the continent. 

However, its exorbitantly high FDI figures suggest round-tripping at a large scale.3 

Recent research shows more complex value chains often have stronger regional 

linkages. Although GVCs expanded both globally and regionally in the past three 

decades, different trends emerged across regions. Value chains in East Asia and Pacific 

and Europe and Central Asia are more focused on trade within the region, even 

though GVC integration in other regions has been mostly global and is continuing in 

that direction (World Bank 2020). Global policy coordination has become even more 

important as multilateralism has been challenged on several fronts. Maintaining an 

open system, solidifying trust among countries, and ensuring shared benefits from 

FDI and GVC participation are key to ensuring sustainable economic growth and 

shared prosperity in the future.

Hyperspecialization

Countries have different comparative advantages and specialize in different sectors 

and segments of production. This section uses trade and GVC participation data to 

illustrate selected value chains in the six archetypes to identify the key players in those 

value chains.4 Global GVC and FDI hubs are almost always present as top exporters 

in at least one of the archetypes. Top exporting countries already show some spe-

cialization: the Russian Federation and some Middle Eastern countries are top oil 

exporters; Bangladesh, China, India, and Vietnam have clear comparative advantages 

in labor-intensive goods; and Germany, Japan, and the United States specialize in 

knowledge-intensive goods and knowledge-intensive services. 

To illustrate specialization, table 1.5 lists the top five exporters with the highest 

revealed comparative advantage for sample sectors in each archetype. Kuwait, Brunei 

Darussalam, Azerbaijan, the Republic of Congo, and the United Arab Emirates rely 
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heavily on fuel exports, which make up more than 80 percent of total goods exports 

in these countries. Tourism accounted for more than 20 percent of total value added 

in exports in Bermuda, Cayman Islands, Aruba, Georgia, and Botswana in 2015. 

Pakistan, Cambodia, Benin, El Salvador, and Mauritius saw more than 30 percent 

of their goods exports from textiles and clothing. Malawi and several Sub-Saharan 

African countries are highly dependent on food exports; a few Eastern European 

countries specialize in transport equipment, including the Slovak Republic and the 

Czech Republic. All five countries with the highest revealed comparative advantage 

in information technology (IT) services, professional services, and research and devel-

opment (R&D) are advanced economies. 

Russia, the United States, and Saudi Arabia were the top three oil exporters in 

2019 (figure 1.8). Russia serves primarily the European and Asian markets; Saudi 

Arabia’s top export destination is Asia; and the United States exports mainly to Latin 

America. The United States’ shale oil technology has made great strides in recent 

years, transforming the global oil market. Other Middle Eastern countries also have a 

strong presence in the oil value chain, and a few Sub-Saharan African countries, such 

as Nigeria, Angola, and Gabon, are also major oil exporters.

Most oil exporters, regardless of income level, have yet to diversify their export 

portfolios and are heavily reliant on oil rents. For example, oil exports made up an 

average of 84 percent of total merchandise exports in Organization of the Petroleum 

Exporting Countries from 2014 to 2018. These countries are vulnerable to oil price 

fluctuations and tend to suffer from the “resource curse.” The resource curse is the 

observation that countries endowed with rich natural resources can struggle to make 

effective use of these resources and often end up poorer and have less economic 

growth than countries with fewer natural resources. It is crucial for oil exporters to 

spread the benefits of oil wealth among their population and to invest in other indus-

tries so that they can have more balanced and stable growth.

TABLE 1.5 Key players in the six archetypes of global value chains, 2019

GVC archetype
Commodities or sectors 

used for illustration Top five exporters
Top five countries with 

highest RCA

Commodities Mineral fuels and oils (HS2 
code: 27)

Russian Federation, United 
States, Saudi Arabia, Canada, 
Iraq

Kuwait, Brunei Darussalam, 
Azerbaijan, Republic of Congo, 
United Arab Emirates

Labor-intensive 
services

Transportation, hotels, 
tourism, and restaurants

China, United States, Germany, 
Japan, United Kingdom

Bermuda, Cayman Islands, 
Aruba, Georgia, Botswana

Labor-intensive 
goods

Textiles and clothing (HS2 
code: 50–63)

China, Bangladesh, Vietnam, 
Germany, Italy

Pakistan, Cambodia, Benin, 
El Salvador, Mauritius

Regional processing Food and beverage products 
(HS2 code: 16–24)

Germany, United States, 
Netherlands, France, China

Malawi, Cabo Verde, Seychelles, 
Belize, Côte d'Ivoire 

Knowledge-intensive 
services

Professional services, 
computer and IT services, R&D

United States, Germany, Japan, 
United Kingdom, France

United States, Japan, Germany, 
France, United Kingdom

Knowledge-intensive 
goods

Transportation equipment 
(HS2 code: 86–89)

Germany, United States, 
Japan, Mexico, France

Slovak Republic, Japan, Czech 
Republic, Germany, France

Sources: United Nations Comtrade; United Nations Conference on Trade and Development–Eora Global Value Chain database; and 
World Bank calculations. 
Note: This table shows the top five exporters and top five countries with the highest RCA in selected products across the six GVC 
archetypes in 2019 (or 2015 for services). GVC = global value chain; HS2 = 2-digit Harmonized System codes; IT = information 
technology; RCA = revealed comparative advantage; R&D = research and development.
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FIGURE 1.8 Commodity trade network: Mineral fuels and oils, 2018

Source: United Nations Comtrade database, 2019. 
Note: Figure uses Harmonized System (HS) code 27 for mineral fuels and oils. Only linkages worth at least US$500 million are 
included. The top 10 exporters are labeled.

Global tourism has surged since the 1950s, consistently outpacing global GDP 

growth. Intraregional trade dominates the transportation and tourism value chains 

(figure 1.9). According to the United Nations World Tourism Organization, four-

fifths of tourists travel within their own region. Tourism connections among 

EU countries are very dense because the region is highly integrated and people 

can move freely across borders within the EU. With a population of more than 

1.4  billion and growing demand for international travel, China accounts for a large 

share of global tourism GDP. The United States is the second-largest source country 

for travel and tourism, and its close ties with Europe make the Europe and Central 

Asia region its top destination. 

FIGURE 1.9 Labor-intensive services trade network: Transportation, hotels, tourism, and 
restaurants, 2015

Source: Data from the Eora sector-to-country matrix, 2015. 
Note: Each source node represents the origin of the value added in the selected sector; each destination node represents the 
country exporting that added value. Only linkages worth at least US$50 million are included.
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As disposable income rose rapidly in developing countries and the world’s appetite 

for travel grew, the global tourism industry was flourishing before the COVID-19 

(coronavirus) crisis. China’s international departures reached almost 150 million in 

2018, about 40 percent higher than Germany’s 108 million. Tourism was also play-

ing an increasingly large role in the global economy. Travel and tourism generated 

10.3 percent of global GDP in 2019 and employed 330 million people.5 Tourism is 

the main pillar of the economy in many small island states and Oceanian countries. 

However, overreliance on tourism increases economic vulnerability, as the cata-

strophic impact of the COVID-19 outbreak on the industry showed in 2020. 

The global textile and apparel value chain is largely centered around China 

 (figure 1.10). Some apparel manufacturers have left China for lower-cost places, 

including Bangladesh, Ethiopia, and Vietnam. However, most firms that have exited 

China physically are still entangled in its supply networks. As a result, China actually 

increased its share of textile exports from 2008 to 2019. Chinese fabrics are produced 

by highly automated processes and then shipped to Bangladesh, Vietnam, and other 

countries for labor-intensive cutting and sewing. These countries also import sewing 

machines, zippers, fasteners, and labels from China before the finished clothing is 

exported to the United States and Europe. Most textile and apparel exports from 

China do not carry Chinese brands because many of the big Chinese exporting firms 

are original equipment manufacturers for global brands. However, as the quality 

of their products improves, some Chinese producers are aiming to make their own 

brands more appealing to final consumers worldwide and are moving into new seg-

ments of the clothing value chain, such as design and marketing. 

Europe and Central Asia, North America, and East Asia and Pacific are the three 

top sources and destinations for prepared food exports (figure 1.11). Germany became 

the largest food exporter in 2019; its food exports range from chocolates, baked goods, 

and cheese to pork, wine, and other produce. The United States was the second- 

largest food exporter, and it is the world’s largest corn producer and among the largest 

producers of oats, tomatoes, soybeans, and spices. The Netherlands is another major 

FIGURE 1.10 Labor-intensive goods trade network: Textiles and clothing, 2019

Source: United Nations Comtrade database, 2019. 
Note: Figure uses Harmonized System (HS) code 50–63 for textiles and clothing. Only linkages worth at least US$200 million are 
included. The top 10 exporters are labeled.
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FIGURE 1.11 Regional processing trade network: Food and beverage products, 2018

Source: United Nations Comtrade database, 2019. 
Note: Figure uses Harmonized System (HS) code 16–24 for food and beverage products. Only linkages worth at least US$200 
million are included. The top 10 exporters are labeled.

food exporter, with dairy, eggs, meat, and vegetables making up the bulk of Dutch 

food exports. France is the world’s largest wine-exporting country by value; its wine 

exports exceeded US$11 billion in 2018, far ahead of its nearest rival, Italy. 

Many developing countries are highly involved in the food and beverage value 

chain, but they are often involved only as agricultural commodity  exporters. 

Brazil is the largest producer of sugarcane, oranges, and coffee; and it is also 

among the top-ranked producers of corn, soybeans, chicken, beef, and vari-

ous fruits. Indonesia exports about half of the world’s supply of palm oil, and 

Thailand  contributes a third of global rice exports. Coffee and tea are many African 

countries’ main exports. Africa accounted for 20 percent of global tea exports in 

2015–17, and Kenya is by far its leading tea exporter (and the third-largest tea 

exporter in the world). The global food and beverage industry is projected to grow 

steadily over the next few decades, with an increasing focus on quality, traceabil-

ity, sustainability, and convenience. This growth will create new opportunities 

for developing countries to expand and upgrade their food production and their 

ability to add value. 

The United States is the dominant player in many knowledge-intensive services 

value chains, ranging from ICT services and R&D to all sorts of professional services 

(figure 1.12). Of the top 100 digital MNCs by sales or operating revenues, 67 are 

US firms, 23 are European, and 4 are Japanese (UNCTAD 2017). The ICT sector 

has led the way in technological breakthroughs over the past several decades and is 

anticipated to bring about the next industrial revolution. ICTs have become highly 

integrated with a large share of economic activities, and they are profoundly trans-

forming the ways people live and work. Some ICT services are altering the distribu-

tion of value within existing GVCs: many manufactured products embody them, and 

they account for a significant share of those products’ value. For example, the design 

of the iPhone and the operating system it runs on are worth much more than the 

iPhone’s hardware. Other ICT services have created new industries and new stages of 
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production in GVCs. In the data-driven global economy, talent, data, and algorithms 

have become key ingredients for success. Although competition for these ingredients 

is intense, companies can also expand their value creation through collaborative eco-

systems built around ICTs (Frederick, Bamber, and Cho 2018). 

Famous for its car brands, Germany has solidified its leading position in the trans-

portation equipment value chain over the past several decades (figure 1.13). The 

United States was the largest car manufacturer in the world until recently; Chrysler, 

Ford, and General Motors are known as the “Big Three” US automakers and are among 

the largest global auto exporters. Japan is the world’s second-largest auto exporter; its 

automotive industry took off in the 1970s and overtook that of the United States after 

the 1980s. Japan and Germany are also among the biggest rail equipment exporters. 

Japan launched the first class of bullet trains in 1964 and has continuously advanced 

its rail technology. It boasts some of the most important train manufacturers in the 

world, including Hitachi, Kawasaki, and Mitsubishi. Germany also plays a central role 

in international rail markets; Siemens and other German firms are known for their 

innovative capacity and intelligent traffic systems. The United States has the largest 

aerospace sector in the world, and it is the main supplier of both military and civilian 

aerospace hardware to the rest of the world.

Mexico emerged as the fourth-largest auto exporter and a major aerospace parts 

exporter by attracting FDI. Unlike Germany, Japan, and the United States, Mexico 

does not have its own world-famous car brands; instead, it developed its automo-

tive industry by attracting foreign firms such as Chrysler, Ford, General Motors, and 

Volkswagen. Mexico’s aerospace exports also surged in recent years by virtue of a 

large influx of FDI into its aerospace sector. Aerospace exports from Mexico reached 

US$8.4 billion in 2019, a 17 percent increase over the previous year, and FDI in the 

industry is estimated to have reached US$13 billion in 2019, of which 75 percent will 

originate in North America and the rest in Europe (TECMA Communications 2019). 

FIGURE 1.12 Knowledge-intensive services trade network: Professional services, computer and 
information technology services, and research and development, 2015

Source: Data from the Eora sector-to-country matrix, 2015. 
Note: Each source node represents the origin of the value added in the selected sector; each destination node represents the 
country exporting that added value. Only linkages worth at least US$50 million are included. The top 10 exporters are labeled.
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FIGURE 1.13 Knowledge-intensive goods trade network: Transportation equipment, 2019

Source: United Nations Comtrade database, 2019. 
Note: Figure uses Harmonized System (HS) code 86–89 for transportation equipment. Only linkages worth at least US$500 million 
are included. The top 10 exporters are labeled.

Leveraging foreign direct investment to upgrade 
into new global value chain archetypes

Over the past three decades, some countries have upgraded into new dominant 

archetypes of GVCs (table 1.6). Using sector-level value added data from the 

UNCTAD–Eora Global Value Chain database, this report maps each country to a 

dominant GVC archetype. The most remarkable examples of countries’ upgrading 

journeys include those of Costa Rica, which transformed from a commodity exporter 

in 1990 to a knowledge-intensive goods exporter in 2015, and China, which moved 

from labor-intensive goods to knowledge-intensive goods during the same period. 

Other changes over that period include Guatemala and Indonesia upgrading from 

commodities to regional processing and Albania and Papua New Guinea joining 

labor-intensive services GVCs. However, a few other countries, such as Azerbaijan, 

the Democratic Republic of Congo, Iraq, and the Kyrgyz Republic, formerly special-

ized in labor-intensive services but have downgraded to become heavily reliant on 

commodity exports. 

Overall, most countries have maintained their dominant GVC archetype over the 

past three decades, and labor-intensive services have been the biggest source of value 

added in many countries’ exports. Transportation, hotels and restaurants, entertain-

ment, and personal services make up the bulk of these countries’ value added in 

exports, especially for small African, Caribbean, and Pacific countries. 

Almost all countries that have upgraded into new archetypes have benefited from 

strong FDI inflows in related sectors. Below are four noteworthy examples of how 

developing countries have joined, or upgraded their roles in, GVCs with the help of 

FDI. China’s and Costa Rica’s transformations started a few decades ago, whereas 

Ethiopia’s and Vietnam’s cases are more recent. Additional examples can be found in 

part II of this report.
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TABLE 1.6 Economies that changed their dominant global value chain archetype, 1990–2015

Dominant GVC 
archetype, 1990

Dominant GVC 
archetype, 2015 Economies

Upgraded

Commodities Regional processing Guatemala, Indonesia

Commodities Labor-intensive services Albania, Papua New Guinea

Commodities Knowledge-intensive goods Costa Rica

Labor-intensive services Labor-intensive goods Cambodia, El Salvador

Labor-intensive services Knowledge-intensive goods Philippines, Singapore 

Labor-intensive goods Knowledge-intensive goods China; Hong Kong SAR, China

Downgraded

Regional processing Commodities Bolivia, Kenya, Lao PDR, Paraguay

Labor-intensive services Commodities Azerbaijan; Congo, Dem. Rep.; Iraq; 
Kyrgyz Republic; Mongolia; Trinidad  
and Tobago; Uganda

Source: World Bank calculations based on the United Nations Conference on Trade and Development–Eora Global Value Chain 
database as revised by the World Development Report 2020 team.
Note: “Dominant GVC archetype” refers to the archetype that has the highest share in an economy’s total value added to exports in 
the specified year. GVC = global value chain; PDR = People’s Democratic Republic; SAR = special administrative region.

Costa Rica

FDI has profoundly changed Costa Rica’s export specialization and has significantly 

propelled its integration into GVCs. Despite the small size of Costa Rica’s economy, the 

country has successfully transformed its export composition from primary products 

to high-tech manufacturing and value added service industries thanks to a robust 

inflow of FDI over the past decades. In the early 1980s, Costa Rica was exporting 

 undifferentiated and unprocessed agricultural products such as coffee, bananas, and 

sugar. The Costa Rican government decided to adopt an export-oriented growth 

strategy, including trade liberalization and the promotion of export-led FDI, to  create 

employment, diversify exports, and boost the country’s productivity. Generous invest-

ment incentives and proactive investment promotion were key factors that attracted 

lead firms into Costa Rica. Following the arrival of the world-leading technology com-

pany Intel in the late 1990s, more and more MNCs started to invest and set up shop 

in Costa Rica, gradually diversifying and upgrading the country’s production base and 

exports. The country’s FDI volume grew from US$340 million in 1995 to more than 

US$2.9 billion in 2014 (figure 1.14). 
More recently, foreign companies have upgraded their operations in Costa 

Rica toward more knowledge-intensive activities, including software design and 

R&D. Along with this trend, the Costa Rican government has shifted toward a 

more selective approach to attracting FDI, focusing on companies that operate 

in knowledge-intensive sectors such as knowledge-processing services, medical 

devices and the life sciences, and clean technologies. In general, FDI has been a 

key factor in the transformation of Costa Rica’s economy, and it has been pivotal 

to diversifying the country’s exports, boosting economic growth, and generating 

skilled jobs.
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China

FDI has played a critical role in China’s economic transformation and enduring 

growth. China’s FDI inflows followed three main stages: the FDI spurt in the 1990s 

that jump-started China’s export growth; the wave of FDI in the 2000s that further 

accelerated China’s economic transformation; and more diverse FDI inflows since 

2010 that have increasingly focused on knowledge-intensive goods and services.

China’s “Reform and Opening Up” policy began in 1978, but until the 1990s FDI 

inflows into China remained negligible. In the spring of 1992, Deng Xiaoping deliv-

ered his famous speech on deepening reforms and opening up by attracting foreign 

investment. The Chinese government subsequently made a series of major policy 

reforms to improve the country’s investment climate, with a focus on attracting FDI 

in infrastructure and manufacturing that would boost exports. China saw a large 

influx of FDI immediately in 1992: close to 50,000 new foreign enterprises were 

established in the country, and the actual use of foreign capital reached US$11 billion, 

a 150 percent jump from the previous year (China, MOFCOM 2019). FDI continued 

to surge in the following years as more and more MNCs accelerated their investment 

in China. As of 2001, about 400 of the world’s 500 largest MNCs had entered China. 

Most of these firms, including Ericsson, General Motors, Motorola, Nokia, Siemens, 

and Volkswagen, are in capital- and technology-intensive industries. The advanced 

technologies, knowledge, equipment, and products brought by foreign firms greatly 

accelerated domestic firms’ development. From 1992 to 2000, China’s textile and 

footwear exports more than doubled, and the country’s knowledge-intensive goods 

exports increased by more than 400 percent (figure 1.15).

Upon its accession to the World Trade Organization in 2001, China’s internation-

alization reached a new level. The Chinese government proactively sought to attract 

FIGURE 1.14 Costa Rica’s foreign direct investment inflows and export growth, 1994–2018

Source: World Bank calculations based on data from United Nations Conference on Trade and Development and 
United Nations Comtrade database. 
Note: FDI = foreign direct investment.
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high-quality FDI to align with the transformation of the domestic economy. From 

2001 to 2007, China opened 100 of the country’s 160 services sectors and revised its 

laws and regulations to create an encouraging business environment for MNCs. Sole 

proprietorship became MNCs’ most popular mode of entry into the country.6 China 

also promoted FDI in its central and western regions to narrow regional gaps in eco-

nomic development. From 2001 to 2010, China’s knowledge-intensive goods exports 

jumped by 700 percent, and the country became the world’s second-largest GVC hub.

Global FDI flows into China have slowed since the global financial crisis of 

2007–09, but China has stepped up its efforts to attract and retain FDI and to max-

imize the development benefits it brings. These efforts revolve around three goals: 

continuing to reduce FDI entry restrictions, promoting investment facilitation, and 

creating a transparent and predictable business environment (China, MOFCOM 

2019). Despite the stagnation of worldwide FDI flows, China remains one of the 

world’s top investment destinations. Its FDI inflows increased steadily from US$115 

billion in 2010 to US$140 billion in 2018. In the meantime, China’s knowledge- 

intensive goods exports continued to expand rapidly, from US$860 billion in 2010 

to US$1,350 billion in 2018. 

Ethiopia

Over the past decade, Ethiopia has emerged as one of the largest foreign invest-

ment hubs in Africa. The expansion of the country’s textile and garment sector 

since 2006 is an illustration of how a surge of inward FDI has transformed the 

country’s domestic economy. Ethiopia’s garment sector has been expanding at an 

annual rate of more than 50 percent, and it currently hosts about 65 international 

investment projects. Although Ethiopia’s first textile factories can be traced back 

to the mid-1940s, the sector took off only after this rise in FDI inflows. From 2009 

to 2017, Ethiopia’s total apparel exports to the rest of the world grew from about 

US$33  million to more than US$151 million, roughly coinciding with an increase in 

FDI from about US$220 million to US$4 billion (figure 1.16). 

FIGURE 1.15 China’s foreign direct investment inflows and export growth, 1982–2018 

Source: World Bank calculations based on data from United Nations Conference on Trade and Development and 
United Nations Comtrade database. 
Note: FDI = foreign direct investment; KIG = knowledge-intensive goods; LIG = labor-intensive goods.

0

20

40

60

80

100

120

140

160

0

200

400

600

800

1,000

1,200

1,400

1,600

1982 1988 1994 2000 2006 2012 2018

FD
I i

nfl
ow

s 
(U

S$
, b

ill
io

n)

Ex
po

rt
s 

(U
S$

, b
ill

io
n)

LIG export KIG export FDI inflows (right scale)



 Foreign Direct investment anD global value chains  57

The significant flow of foreign investment into Ethiopia’s textile and gar-

ment sector has occurred alongside the government’s state-driven industrializa-

tion strategy for attracting FDI. In the early 2000s, the Ethiopian government 

planned to rely on domestic investment to spur textile and garment production 

for export. At that time, the country’s inward FDI was very small and came 

only from individual investors. However, the government soon realized the lim-

ited effectiveness of local investment and shifted its industrialization strategy 

toward attracting and harnessing foreign investment. To provide incentives to 

prospective foreign investors, the government has implemented a series of pol-

icies since 2012, including removing sectoral restrictions on FDI and exempting 

foreign investors from customs duties and income taxes. The arrival of Turkish 

textile giants in 2008 was an important milestone because they not only estab-

lished factories and created thousands of jobs locally but also started to move 

Ethiopia into GVCs by attracting additional investors. Facilitated by the gov-

ernment’s efforts to improve Ethiopia’s infrastructure and establish specialized 

industrial parks, a significant number of transnational garment manufacturers, 

mostly from Asia (particularly Bangladesh, China, and India), arrived after 2013 

to cluster in those parks and invest in production bases (Balchin and Calabrese 

2019). Some Western brands, such as PVH, also began to source from Ethiopia 

in the mid- to late 2010s. 

The Ethiopian government continues to work toward its vision of building the 

country into the manufacturing powerhouse of Africa, and it aims for Ethiopia’s tex-

tile and garment exports to reach US$300 billion by 2025. Though the evidence that 

it has spurred backward linkages and local ownership currently remains relatively 

weak, the textile and garment sector in Ethiopia has already achieved noticeable 

growth in a short period, and the country has great potential to become the next 

global garment manufacturing hub. 

FIGURE 1.16 Ethiopia’s foreign direct investment inflows and export growth, 2006–18

Source: World Bank calculations based on data from United Nations Conference on Trade and Development and 
United Nations Comtrade.
Note: FDI = foreign direct investment. 
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Vietnam

Vietnam’s is another success story of achieving rapid growth by taking advantage of 

FDI. Since passage of the Law on Foreign Investment in 1987 during the period of 

Doi Moi (Renovation) reforms, the Vietnamese government has made great efforts 

to harness FDI to boost economic growth and to transform the country into one 

of the world’s most favorable destinations for foreign investment. Over the past 

30 years, FDI from 160 countries, mostly from East Asia, has poured into 68 prov-

inces and cities in Vietnam. These investments have occurred in a wide range of 

high-tech industries, such as telecommunications, oil and gas, electronics, chem-

icals, steel, automobile and motorbike manufacturing, and IT, as well as in some 

traditional manufacturing sectors, such as garments and textiles, footwear, and agri-

cultural product processing (figure 1.17). By the end of 2016, more than 20,000 

projects were in operation with total registered capital of more than US$290 billion 

(Hanh et al. 2017). Foreign-invested projects are estimated to account for about a 

quarter of Vietnam’s total socioeconomic capital and about two-thirds of the coun-

try’s total exports (Hanh et al. 2017). 

FDI has played an indispensable role in Vietnam’s integration into GVCs by 

increasing domestic competition, providing incentives for innovation and technol-

ogy transfer, promoting production efficiency, and developing supporting industries 

(Focus Economics 2018). In recent years, the government has also increased its 

efforts to enforce the connection between FDI and domestic businesses to keep 

pace with technological advances in manufacturing production around the globe. 

Local firms have been encouraged to innovate and enhance their technologies and 

management practices to supply MNCs and to perform competitively in the inter-

national market. 

FIGURE 1.17 Vietnam’s foreign direct investment inflows and export growth, 2000–18

Source: World Bank calculations based on data from United Nations Conference on Trade and Development and 
United Nations Comtrade. 
Note: FDI = foreign direct investment; KIG = knowledge-intensive goods; LIG = labor-intensive goods.
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Notes

 1. Bilateral FDI data between home and host countries often exhibit large discrepancies. 
The statistical methodology for measuring FDI also varies vastly across countries. One 
methodology is the fair market valuation approach, which adds up the market value of all 
the foreign equity of listed enterprises in the country. However, this value is subject to stock 
market fluctuations and does not include any unlisted FDI equity, which can amount to 
22–156 percent of the host country’s gross domestic product (GDP) (Damgaard and Elkjaer 
2014). The most common FDI valuation method—own funds at book value—promotes 
cross-country comparability but hugely distorts FDI assets and liabilities by measuring them 
at outdated historical cost and often fails to capture the growing importance of intangibles 
(Lipsey 2010). More important, FDI statistics do not always reflect real economic activity. 
Nearly 40 percent of global FDI flows in 2017 was funneled to special purpose entities 
and offshore financial centers for tax purposes, obscuring the true “brick and mortar” 
investments that have real economic impacts on host countries (Damgaard, Elkjaer, and 
Johannesen 2019). Moreover, modern MNCs have increasingly complex ownership 
structures: an investment often travels through a chain of entities before reaching its final 
recipient. Tracing the initial investor and the ultimate destination and use of funds has 
become extremely difficult.

 2. An SPE is a separate legal entity created by an organization. The SPE is a distinct company 
with its own assets and liabilities as well as its own legal status. SPEs are usually created for 
a specific objective, often to isolate financial risk.

 3. Round-tripping refers to the channeling of domestic funds through offshore centers and 
then back to the local economy in the form of FDI (Aykut, Sanghi, and Kosmidou 2017). 

 4. For goods-producing GVCs (commodities, labor-intensive goods, regional processing, and 
knowledge-intensive goods), this section uses bilateral trade data from the United Nations 
Comtrade database because those data are more up to date and more granular. However, 
export data do not reflect real value added captured by these countries and hence may not 
always reflect countries’ true positions in GVCs.

 5. Based on 2020 data from the World Travel and Tourism Council (https://wttc.org/). 
 6. “China and the WTO” (http://www.xinhuanet.com/2018-06/28/c_1123050189.htm).
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