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Preface

International trade and foreign direct investment have long been
central features of the world economy, but their importance has been
growing rapidly, especially since the late 1980s. While the scale of this
increase is easy to see in international trade statistics, a qualitative
change has also been unfolding, one that is more difficult to discern.
Alongside the well-documented flow of goods in the global economy
are streams of services, information, and knowledge that are very poorly
documented, if they are documented at all. Official statistics reveal
very little about the volume and character of these invisible flows and
even less about the firm-level power asymmetries and ownership pat-
terns that structure them and, in many ways, determine opportunities
for technological learning and the distribution of gains. Nevertheless,
the density of information and knowledge transfer in the world econ-
omy has increased at least as quickly as the flow of goods. Information
technology and plummeting prices for international communications
enable this transformation, along with the accelerated flow of peo-
ple and the leveling effects of mass media, which drive the scale and
homogeneity of product markets.

Researchers studying this structural shift in the global economy
have generated a very long list of terms to describe it, including new
international divisions of labor, integrative trade, inter-industry trade,
fragmentation, global production sharing, multistage production, slic-
ing up the value chain, disintegration of production, and offshore
outsourcing. The enduring structures that contain and structure these
new forms of trade and investment have been referred to as global
commodity chains, global production networks, and, most recently,
global value chains. While the cross-border flow of intermediate goods
and foreign direct investment are the primary statistical evidence for
these new structures, qualitative research methods have revealed that
the cross-border inter-firm relationships involved come with varying
degrees of power asymmetry, requirements for explicit coordination,
and potential for knowledge transfer. These qualitative features of
trade, though difficult to define and measure, are important objects of

xi



xii Preface

study because they help to determine how profits are divided in the
global economy, and increasingly, how technological learning and eco-
nomic development happen in both the developed and the developing
world.

Because ownership and control of economic assets are hard to dis-
cern in international statistics, and the divisions of knowledge and
power in the global economy are unequal, we cannot automatically
assume that countries which export large quantities of goods or ser-
vices have domestic companies with the full competencies required
for their development and production. We cannot even assume the
country has the supply base needed to provide needed inputs, or the
know-how to build and operate the infrastructure required. Factories
can be owned and controlled from a great distance, products can be
designed and developed in one country and assembled in another,
largely from imported inputs, multinational firms can build, own, and
operate port facilities, and financing can be drawn from global capi-
tal markets. Even with production spread across the globe, the world is
far from being “flat.” Access to technologies can be controlled through
intellectual property rights protection, careful knowledge partitioning,
or by embedding capabilities in machinery, software, or advanced com-
ponents. To judge where developing countries truly stand in terms of
economic development, we must look beyond industrial output and
export statistics to the less visible, but critically important, structures
and processes that underlie them. The research collected in this book
does exactly that.

The central question asked here is straightforward, “How can local
firms in developing countries increase their capabilities by participat-
ing in global value chains (GVCs)?” The answer, however, is not so
simple. The specificities of industries, regulations and standards, tech-
nologies, policies, and regions within countries all structure the ways
that learning occurs in GVCs. Since learning is cumulative and rela-
tional, outcomes hinge to a large degree on starting points, the length
and intensity of global engagement, and on the strategies and practices
of lead firms, suppliers, and other actors in the chain, including inter-
national and government agencies. While it is clear that the capabilities
of firms in developing countries have increased and that this learning
has happened in a variety of ways, we suspect that there must be gen-
eralities and best practices to be uncovered. We simply know very little
about the process. This book helps to fill that gap by examining how
the dynamic interactions between firms from developed and developing
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economies, together with other factors, have stimulated and shaped the
rise of local firm capabilities in East Asia. We see how and why local
firms in late-industrializing countries have sometimes seized and some-
times been excluded from the learning opportunities offered by global
integration.

Timothy J. Sturgeon,
Cambridge, Massachusetts,
February 8, 2010
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