
TRADING FOR  
DEVELOPMENT  
IN THE AGE OF 
GLOBAL VALUE 
CHAINS 



The international fragmentation of goods production

Driven by, and boosting demand for, information, communication and transport services

HR and payroll management

Accounting
Software development

Product design

includes both goods parts and services tasks



In parallel, the international fragmentation of services production

Call Centre for customer service, etc. Medical transcription services

Web hosting and
webmaster services

Outsourced consultations
and diagnostics

is creating new opportunities for trade
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Why Care? 

•

•

•



• India has both underachieved and overachieved in GVCs.
• Failure to take full advantage of the first transition: from
commodities to basic labor-intensive manufacturing GVCs

• And precocious second transition: from basic manufacturing to
advanced manufacturing and services GVCs

• Two questions:
• Is it too late to engage more fully in basic manufacturing given
the twin threats of automation and protection?

• Is it possible to rely primarily on advanced manufacturing and
services to deliver growth and jobs?



• The answer to both questions is no.
• Not too late. Technological change is at this stage more boon than curse. And

protectionism is not inevitable.
• Jobs for the less-skilled will not come from advanced manufacturing and services

alone - unless there is an implausibly rapid growth in the skilled.

• Then what is to be done?
• Deeper domestic reform to remedy weakness in manufacturing and to reinforce

strength in services.
• International cooperation to spur domestic reform and secure access to foreign

markets.
• But cooperation needs to extend beyond trade to ensure trade stays open and

beneficial.
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India’s GVC linkages are about a quarter less than the
global average



India has underperformed in its transition to basic
manufacturing



But has developed a strong comparative advantage
in services trade

Share of services exports in total goods and services exports, 2018



The declining share of India’s trade in GDP





Rapid Technological Change

A significant share of India’s goods exports can be produced by robots
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Percent of total exports to OECD countries













Impact of globalization on tax structures: harder to tax winners and
compensate losers

Corporate tax rates and personal labor income tax rates for top
1% and median workers in 65 economies over 1980-2007
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Fundamentals need not determine destiny and transitions—policies matter

Source:World Bank 2019a

No one size fits all — policy priorities evolve



Domestic distortions drive India’s premature transition
to “advanced manufacturing and services”

• Relative rigidity of the market for low-skilled labor.
• Nearly 80 percent of firms in India employ less than 50 workers while in China only 15
percent have a similar small scale.

• Slow improvements in roads and ports on which trade in manufactures relies.
• Logistics costs (US dollar per km of road transport) are three times higher in India than in
China and two times higher than in Bangladesh.

• Restrictive trade policy
• E.g. high tariffs on imports of yarn and fiber which increase the cost of producing clothing.

• Incomplete services reform
• Especially in logistics, distribution, education and professional services.



Binding constraint on job-creation is not services skill-intensity but
skill scarcity

The surprisingly high unskilled labor value added in services exports

Labor value added (LVA) in $1000 of exports

Hence, the vital importance of improving India’s skill production capacity
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Policies can help
ensure benefits are
shared and
sustained

• Expand adjustment
assistance

• Support active labor
market programs to
assist with retraining and
job search

• Avoid rigid labor market
regulation
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The threat to rules-based trade may be a historical inevitability
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The impact of a trade war on India’s trade and
income

Source: Freund et al. (2018)





Deeper trade cooperation matters for
GVCs
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Innovative approaches to regulatory cooperation

Import
liberalization

Exporter regulatory
commitments
(govt. or pvt.) in return for

Import policy

Reciprocal
Liberalization

Import policy

Regulation Regulation

Regulatory
cooperation

Harmonization, MRAs,
equivalence

Country 1 Country 2


