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Abstract 

In an increasingly interconnected global economy, emerging markets are seeking 

effective strategies to upgrade their position in global value chains (GVCs). This 

paper explores the dynamics of GVC upgradation, focusing on how firms and 

industries in emerging economies can move from low-value to high-value 

segments within international production networks. Upgradation is examined 

through four key dimensions: process, product, functional, and inter-sectoral. The 

paper highlights how local capabilities, institutional frameworks, infrastructure, 

and innovation systems play a critical role in enabling this transition. 

Drawing on case studies from Asia, Africa, and Latin America, the paper analyzes 

successful strategies such as enhancing productivity, adopting advanced 

technologies, forging strategic partnerships, and improving quality standards. 

Policy interventions, including investment in education, trade facilitation, and 

support for small and medium enterprises (SMEs), are also evaluated for their 

effectiveness in fostering GVC integration and upgradation. 

The study argues that while globalization provides opportunities, structural 

challenges such as skills mismatch, weak governance, and limited access to 

finance often hinder progress in emerging markets. It emphasizes the importance 

of coordinated action between the public and private sectors to create an 

ecosystem conducive to GVC upgradation. Finally, the paper offers a framework 

for policymakers and business leaders to assess their current GVC position and 

plan for sustainable, inclusive development. 
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Introduction 

The contemporary global economy is characterized by the fragmentation of production processes across multiple countries, 

creating complex networks known as Global Value Chains (GVCs). Baldwin (2016) [1] from the Graduate Institute of 

International and Development Studies argues that this "unbundling" of production has created new opportunities for developing 

countries to participate in international trade without building entire industries domestically. For emerging markets, GVC 

participation has become a critical pathway for economic development, industrialization, and integration into the global 

economy. Gereffi (2014) [2] from Duke University's Sociology Department defines GVC upgrading as the process by which 

economic actors move from low-value to relatively high-value activities in global production networks. This upgrading process 

is essential for emerging economies seeking to escape the "middle-income trap" and achieve sustainable economic growth. The 

challenge lies in identifying and implementing effective strategies that enable countries to climb the value chain ladder while 

maintaining competitiveness. 

 

Theoretical Framework of GVC Upgrading 

The theoretical foundation for understanding GVC upgrading draws from multiple disciplines including international economics,  
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development studies, and industrial organization. Humphrey 

and Schmitz (2002) [3] from the Institute of Development 

Studies at University of Sussex identified four types of 

upgrading: process upgrading (improving efficiency), 

product upgrading (moving to higher-value products), 

functional upgrading (acquiring new functions), and chain 

upgrading (moving to new sectors) [3]. 

Kaplinsky and Morris (2001) from the Institute of 

Development Studies further expanded this framework by 

emphasizing the importance of governance structures within 

value chains [4]. They argue that the distribution of power and 

coordination mechanisms within GVCs significantly 

influence upgrading opportunities for emerging market firms. 

Lead firms in developed countries often control critical 

functions such as design, marketing, and brand management, 

while emerging market participants typically engage in 

manufacturing and assembly activities. 

Taglioni and Winkler (2016) from the World Bank's Trade 

and Competitiveness Global Practice highlight that 

successful GVC upgrading requires a combination of firm-

level capabilities and enabling policy environments [5]. This 

multi-level approach recognizes that upgrading strategies 

must address both micro-level constraints faced by individual 

firms and macro-level institutional and policy barriers. 

 

Key Strategies for GVC Upgrading 

1. Technological Advancement and Innovation 

Technology absorption and innovation capabilities constitute 

the cornerstone of successful GVC upgrading. Lee and Lim 

(2001) from Seoul National University's Economics 

Department demonstrate that countries like South Korea 

successfully upgraded their GVC position through systematic 

technology learning and indigenous innovation [6]. This 

process involves three stages: technology imitation, 

technology adaptation, and technology innovation. 

Emerging markets must invest heavily in research and 

development (R&D) infrastructure while simultaneously 

building absorptive capacity to effectively utilize foreign 

technologies. Ernst (2002) from the East-West Center's 

Economics Study Program argues that participation in global 

innovation networks can accelerate this process by providing 

access to knowledge spillovers and technological learning 

opportunities [7]. 

 

2. Human Capital Development 

The availability of skilled labor is crucial for moving up value 

chains. Crespi, Fernandez-Arias, and Stein (2014) from the 

Inter-American Development Bank's Research Department 

emphasize that human capital development must align with 

the skill requirements of higher-value-added activities [8]. 

This involves not only expanding access to education but also 

ensuring that educational content matches industry needs. 

Technical and vocational education and training (TVET) 

programs play a particularly important role in developing the 

middle-skill workers required for manufacturing upgrading. 

Lall (2000) from Oxford University's International 

Development Centre argues that countries must develop both 

general capabilities (basic education, technical skills) and 

specific capabilities (firm-level learning, linkages with 

technology sources) [9]. 

 

3. Institutional Strengthening and Governance 

Effective institutions and governance mechanisms are 

prerequisites for successful GVC upgrading. Rodrik (2004) 

from Harvard University's Kennedy School of Government 

argues that institutional quality significantly influences a 

country's ability to diversify its economy and move into 

higher-value activities [10]. This includes regulatory 

frameworks, property rights protection, contract enforcement 

mechanisms, and anti-corruption measures. 

Industrial policy also plays a crucial role in facilitating GVC 

upgrading. Lin and Chang (2009) from Beijing University's 

National Development Research Institute and University of 

Cambridge's Faculty of Economics respectively advocate for 

strategic industrial policies that address market failures and 

coordinate investment in complementary assets [11]. 

 

4. Infrastructure Development 

Modern infrastructure is essential for GVC participation and 

upgrading. Raballand, Kunaka, and Giersing (2008) from the 

World Bank's Transport Unit demonstrate that logistics 

performance significantly affects trade competitiveness and 

GVC integration [12]. This includes physical infrastructure 

(ports, roads, telecommunications) and soft infrastructure 

(customs procedures, trade facilitation measures). 

Digital infrastructure has become increasingly important for 

GVC upgrading. Brynjolfsson and McAfee (2014) from 

MIT's Sloan School of Management argue that digital 

technologies are transforming value chains by enabling new 

forms of coordination and control [13]. Emerging markets 

must invest in digital infrastructure to participate in 

increasingly digitized global value chains. 

 

Case Studies of Successful GVC Upgrading 

China's Manufacturing Upgrade 

China's transformation from a low-cost manufacturing hub to 

a technology-driven economy illustrates successful GVC 

upgrading strategies. Naughton (2007) from University of 

California San Diego's School of Global Policy and Strategy 

documents how China leveraged foreign direct investment to 

acquire technology and build domestic capabilities [14]. The 

country's gradual move from original equipment 

manufacturing (OEM) to original design manufacturing 

(ODM) and original brand manufacturing (OBM) 

demonstrates systematic functional upgrading. 

 

India's Services Sector Success 

India's success in information technology services represents 

a different model of GVC upgrading. Arora and Gambardella 

(2005) from Duke University's Fuqua School of Business and 

Bocconi University's Department of Management and 

Technology show how India built world-class capabilities in 

software services through a combination of human capital 

development and strategic market positioning [15]. 

 

Vietnam's Textile and Apparel Industry 

Vietnam's textile and apparel industry demonstrates how 

emerging markets can upgrade within traditional sectors. 

Goto and Endo (2014) from Institute of Developing 

Economies analyze how Vietnamese firms moved from 

simple assembly operations to full-package services by 

developing design capabilities and supply chain management 

skills [16]. 

 

Challenges and Constraints 
Despite the potential benefits, GVC upgrading faces several 
challenges. Paus (2012) from Mount Holyoke College's 
Economics Department identifies the "middle-income trap" 
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as a major constraint, where countries struggle to transition 
from low-cost production to innovation-driven growth [17]. 
This often occurs when wage costs rise faster than 
productivity improvements. 
Milberg and Winkler (2013) from The New School's 
Economics Department argue that power asymmetries within 
GVCs can limit upgrading opportunities for emerging market 
firms [18]. Lead firms may deliberately prevent suppliers from 
upgrading to protect their own competitive advantages. This 
highlights the importance of developing autonomous 
capabilities and diversifying value chain relationships. 
 
Policy Recommendations 
Based on the analysis of successful upgrading strategies, 
several policy recommendations emerge for emerging 
markets: 
First, governments should implement comprehensive 
innovation systems that support both technology absorption 
and indigenous innovation. This includes establishing 
research institutes, promoting university-industry linkages, 
and providing incentives for R&D activities. 
Second, education and training systems must be aligned with 
GVC upgrading objectives. This requires close collaboration 
between educational institutions and industry to ensure that 
skill development matches market needs. 
Third, institutional reforms should focus on improving 
business environments and reducing regulatory barriers to 
upgrading. This includes streamlining business registration 
procedures, strengthening intellectual property protection, 
and improving contract enforcement. 
Fourth, infrastructure development should prioritize 
connectivity and logistics performance. This includes both 
physical infrastructure and soft infrastructure that facilitates 
trade and investment. 
 
Conclusion 
GVC upgrading represents a critical pathway for emerging 
markets to achieve sustainable economic development and 
escape middle-income traps. Success requires coordinated 
efforts across multiple dimensions including technology 
development, human capital formation, institutional 
strengthening, and infrastructure improvement. While 
challenges exist, the experiences of countries like China, 
India, and Vietnam demonstrate that systematic and sustained 
efforts can enable emerging markets to successfully upgrade 
their position within global value chains. 
The key to successful upgrading lies in developing 
indigenous capabilities while strategically leveraging GVC 
participation to access knowledge, technology, and markets. 
As global value chains continue to evolve, emerging markets 
must adapt their strategies to capture new opportunities while 
addressing emerging challenges such as digitalization and 
sustainability requirements. 
Future research should focus on understanding how new 
technologies like artificial intelligence and blockchain are 
transforming GVC structures and what this means for 
emerging market upgrading strategies. Additionally, more 
attention should be paid to sustainable and inclusive 
upgrading pathways that ensure broad-based benefits from 
GVC participation. 
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