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MOTIVATION CAR&Q?%EB‘

In the modern world countries trade more and more by
integrating their production into global value chains.

We see less of “wine-for-cloth” kind of trade, and more trade in
intermediate goods and services.

Value Chain (VC) model of trade:

Forward VC Participation: Country A produces
intermediate goods domestically, exports to Country B. Country B
uses them to produce export goods for other countries.

Backward VC Participation: Country A imports
intermediate goods from country B. Country A adds value
domestically and exports to other countries.



BENEFITS FROM PARTICIPATING IN GLOBAL /CARN
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Research finds that both forward and backward linkages in VC
participation tend to benefit participating countries, as they

- increase domestic per capita value-added embodied in
exports (gains from trade to domestic factors of production).

- increase sophistication of exports (product upgrading)

- increase diversification of exports

- improve access to markets

- facilitate knowledge spillovers and technology transfers

- create opportunities for Small and Medium enterprises to
participation in and benefit from global production.



DEGREE OF GVC PARTICIPATION /CAREC§§E&‘

The degree of GVC participation — different for different countries.
Example: OECD countries

Foreign inputs and domestically produced inputs used in third economies’ exports, as a share of gross exports (in %)
OECD countries (above), non-OECD economies (below)
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Source: OECD 2013 report (2009 data)
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DEGREE OF GVC PARTICIPATION @“m‘

GVC participation, non-OECD countries
%
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DEVELOPING AND EMERGING ECONOMIES: GVC /CARN
AND RVC PARTICIPATION

What about developing countries and emerging economies?

Barriers to participating in GVC: infrastructure, weak institutions and
contract enforcement, quality of human and physical capital, lack of FDI.

Can countries (such as CAREC members) benefit from participation in
Regional Value Chains?

- RVC participation can be a stepping stone towards greater GVC
integration

- countries can benefit from proximity, access and natural resource
endowments of each other

But developing/emerging economies are often very weakly integrated into
RVC, and, as our analysis shows, CAREC countries are no exception.
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WHAT DOES THIS PAPER DO?
T EEEESS——— EEa———

* Our study is the first one to create comprehensive mapping of
the GVCs and RVCs for CAREC region by using the inter-
country input-output matrices.

* |t aims to contribute to the empirical literature on RVC by
assessing the trade linkages between countries in this

group
* Empirically identify policy factors that may be associated

with RVC participation at the country level.



MAPPING RVC AND GVC PARTICIPATION FOR
CAREC COUNTRIES: METHODOLOGY
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METHODOLOGY ’CAR&SEEES‘

Table 2. The matrix of the value-added content of trade

Country 1 Country 2 Country 3

Country 1

Country 2

Country 3 T3% T35 R T3k e Tsn

Country k T T T T
Tn2 TN feee TN feee TN

Domestic Value Added (DVA) content of export of Country 1

Indirect Value Added Exports (DVX) of Country 1

Foreign Value Added (FVA) content of export of Country 1




METHODOLOGY G

The Global Value Chain (GVC) participation index simply
adds the FVA and DVX shares for country i and industry k
and can be expressed the following way:

FVAik DVXik
_|_
Gross Export;, Gross Export,

GVCik —



RESULTS: GVC AND CAREC-RVC PARTICIPATION
INDEX @

Value Chain participation index for CAREC countries

Value Chain Participation, 2015
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RESULTS: GVC AND CAREC-RVC PARTICIPATION Z2\

CAREC
INDEX QBB

TABLE 3: GVC and RVC Participation Indicies of CAREC Countries

2012

RVC/GVC GVC RVC/GVC RVC/GVC
Kazakhstan 4.69% | 59.44% 7.89% | 5.23% | 55.25% 9.46% | 4.53% | 51.60% 8.78%
Turkmenistan 4.93% | 52.10% 947% | 6.86% | 53.89% | 12.73% | 5.81%| 49.60% | 11.72%
Kyrgyzstan 16.38% | 51.85% | 31.60% | 18.27% | 50.89% | 35.91% | 15.17% | 44.03% | 34.44%
Mongolia 21.08% | 50.76% [ 41.52% | 21.05% | 50.52% | 41.67% | 18.92% | 45.62% | 41.47%
Azerbaijan 2.85% | 46.29% 6.17% | 0.33% | 46.62% 0.70% | 3.27% | 39.96% 8.19%
China 0.24% | 44.47% 053% | 621% | 44.41%| 13.98% | 0.25% | 42.73% 0.59%
Georgia 3.87% | 41.80% 9.25% | 3.47% | 43.07% 8.05% | 5.13%| 40.01%| 12.83%
Pakistan 738% | 37.02% | 19.94% | 7.37% | 38.48% | 19.16% | 8.81%| 35.04%| 25.15%
Tajikistan 522%| 36.53% | 14.30% | 10.01% [ 38.27% | 26.16% | 6.00%| 33.77% | 17.75%
Afghanistan 2.74% | 36.00% 7.62% | 3.73% | 33.43%| 1117% | 2.75%| 28.54% 9.65%
Uzbekistan 3.25% | 35.89% 9.05% [ 3.09% | 30.99% 9.96% | 3.33%| 30.39%| 10.96%
Average for CAREC | 6.60% | 44.74% | 1430% | 7.78%| 4417%| 17.18% | 6.73%| 40.12%| 16.50%




RESULTS: HOW DID PARTICIPATION
CHANGE OVER TIME?

Changesin RVC and GVC participation (percentage points)

Country 2006-2015 2006-2012 2012-2015

RVC GVC RVC GVC
Pakistan 4.01 1.46 1.44 -3.44
Georgia .40 1.27 1.66 -3.06
Turkmenistan 0.B8 -1.05 4.29
Tajikistan -4.02 -4.50
Azerbaijan
Uzbekistan
China
Afghanistan
Kazakhstan
Kyrgyestan
Mongolia

Average
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RESULTS: CASE OF GEORGIA ’CAR&SEEES‘

Table 4: Bilateral Value Chain (CVC) Participation Indicies for Georgia and top VC partner countries

2006 2012 2015
Forward = Backward CVC Forward Backward CvC Forward Backward
Russia 6.59% 3.79% 2.81% 8.42% 3.83% 4.59% 7.80% 3.64% 4.16%
Germany 4.76% 3.47% 1.28% 4.96% 3.28% 1.68% 3.83% 2.73% 1.10%
Italy 3.55% 3.03% 0.52% | 337% 2.72% 0.65% | 3.08% 2.58% 0.50%
France 3.44% 3.07% 0.37% 3.12% 2.65% 0.46% 2.94% 2.59% 0.34%
Turkey 3.05% 1.46% 1.59% 3.46% 1.43% 2.02% 2.93% 1.31% 1.62%
Azerbaijan 1.91% 0.32% 1.59% 3.54% 0.30% 3.24% 2.80% 0.26% 2.54%
Ukraine 1.49% 0.71% 0.78% 1.78% 0.80% 0.97% 1.53% 0.74% 0.78%
USA 1.49% 0.65% 0.84% 1.64% 0.60% 1.04% 1.34% 0.53% 0.80%
Netherlands 1.39% 1.15% 0.24% 1.38% 1.07% 0.31% 1.26% 1.01% 0.25%
UK 1.42% 0.81% 0.61% 1.36% 0.74% 0.62% 1.12% 0.59% 0.53%
China 0.84% 0.57% 0.27% 1.25% 0.75% 0.50% 1.07% 0.61% 0.46%
Iran 0.82% 0.52% 0.30% 0.89% 0.45% 0.43% 0.98% 0.59% 0.39%
Belgium 1.01% 0.83% 0.18% 0.94% 0.72% 0.23% 0.85% 0.67% 0.17%
Spain 0.76% 0.59% 0.17% 0.73% 0.50% 0.23% 0.65% 0.48% 0.17%
South Korea 0.48% 0.40% 0.08% 0.64% 0.53% 0.11% 0.59% 0.51% 0.09%
Japan 0.73% 0.47% 0.26% 0.72% 0.40% 0.32% 0.57% 0.37% 0.20%
Singapore 0.56% 0.52% 0.04% 0.57% 0.51% 0.06% 0.56% 0.51% 0.05%
Kazakhstan 0.54% 0.33% 0.22% 0.64% 0.33% 0.30% 0.53% 0.29% 0.24%




FURTHER ANALYSIS CARNEEEEETES‘
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Industrial Level RVC Participation, 2015
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FURTHER ANALYSIS CARNEQEEETES‘
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Industrial Level GVC Participation, 2015
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FURTHER ANALYSIS CARNEQT?U%ETES‘
Analyze Domestic value added (DVA) and Foreign value added (FVA) associated with

forward and backward value-chain exports for Georgia and other CAREC countries by
industry and country.

Forward CVC linkages of Georgia, 2015 (domestic value-added used in foreign exports)

Georgla Russa  |Germany |Italy France  |Turkey  |Azerbaijan |Ukraine |USA Netherland| UK

Wholesale trade and commission trade, except of motor vehiclesand matoreycles NAEES s [ 67 -FEI?T}L 1934 sl msF null sl
Manufactureof basic metals and fabricated metal products HiEi oM aena(W aoos B oM aezz|  osos|  aerll wm|l o wost| el
Retal rade of motor fue sl sl v o] ws m]  ws] w] wm| s
Miningand quarrying I O S R T R O
Retail trade, including trade of motor vehicles and motarcycles |.I.5]‘?|I 3?ﬂi|l IEE#‘I B#EE|| w94 3l en TEE|| a3 838
Manufacture of coke, refinedpetmleumpruductsandnuclaarfuel;manufactureufchemiulﬁ,chem|.EE.UIE|l #UEE|I 3311‘-1330|| wnfl um| o wn| IEN|I 3953 843
Real etat,renting and businessativites e I T e I O L T
Cargo handling and storage e R R D I I I I R
Other land transport; sea and coastal water transport Bl 0l wosl usms[l soos]  me] | s ms| s
Growing of fruit, nuts, beverage and spice crops |IEEI.IEE|. EE?EI|| wa| e8| 268 sl s as|  sw|
Financialintermediation e e e O T S I I
Other supportingtransport activites R I I I I T I I S




FURTHER ANALYSIS CARNETCEU%ETES‘

Backward CVC linkages of Georgia, 2015 (foreign value-added used in domestic exports)

Georgia Rusla  |Germany Fm France  |Turkey }imrhaljm Fwne USA |Netherland|UK

Chemicals, chemical products and man-made fibires MBS il vl W oassiM arss|l  wase]l w210 sl 1
Basic metals and fabricated metal products msF 1wl sl 4| msF w7l ze3|| sesll  1ses
Office machinery and computers; machinery, equipment and apparatusn.ec. aozfl  1346]) aasb muﬁ ae2ll 2238 23| seofl wE
Fruit, nuts, beverageand spicacraps 7| s el zsa3(M asis|l  aomel woos|  ses| 7S
Alcoholic beverages l?.lnF sl s 949}! 30880 298| 1055P wie] s 1w
Whalesale trade and commission trade services, except of motor vehicles and motorcycles Bbossll 1| 7er|  assll 2z 0 ms]i 1794l 1653] | 873
Other [and transportatian services; water transpart services }!JIE.EIJ# U] I IEE}! 1393F so3s|l 38| sss| g9 s
Transpart equipment Watoeea|l  om|  aze|  am3fl  uee|l e ea1| 63| 18] 459
Cake, refined petraleum products and nuclear fusls; industrial gases CETTRPE] I ET | I S s | eS| ms| i | 197
Retail trade services of motor fuel F:m.nsl w9 w7| wos| s e se0| 412 % 26
Mineral waters and saft drinks Bsaeooz|l 17| sse| 4wl we7|  ee| 397 eu| 283|  sl6
Reexpart/reimport }!43?.1}'9 | e | ol 143 a2l 1038l 1580 |
Other food products Baoss| s 0 sal ot e;| 4| | st 155
Public administration and defence services; compulsory social security services hogzasy| 4| 2 1220 sl 38| 48| 23 107 168
Waood and productsof wood and cork [except furniturel articlesof srawand plaiting materials 1695981 798|  as1| 251l 1as)l 1] 36] 374 165 34
Collected and purified water; distribution services of water }!IEEHIE L1 3 17 53 125 52 52 11 i
i transport services hewsa| s3] 3] ol oufW sess]  es| e ]  ass




NEXT STEPS ‘CAR@SSEEES‘

* Taking the stock of forward and backward linkages between Georgia and other
CAREC countries at the industry level. This exercise will reveal the opportunities
for further trade cooperation and will serve as a backdrop for in-depth interviews
with industry representatives. We will also do the same exercise for a number of
select CAREC countries.

* Look at the industry by industry VC participation index for CAREC countries. This
would reveal how particular industries are integrated on the regional level and in
global value chains. It would be instrumental for understanding which industries
may have the highest potential for intra-regional integration.



