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Abstract

The paper starts by presenting the empirical evidence on to the economic performance
of largest among the stock exchange listed firms, named in this paper VLE (very large
enterprises). This evidence suggests that these very large firms contribute a significant
proportion of macro-economic growth. Among many potential explanation of this
situation, one hypothesis is explored in the second part of the paper, namely the role of
« focal firm » that many of the VLE may play within existing and emerging Global Value
Chains. The peculiarity of a “focal firm” is that it organises the work of other enterprises
involved both in the production and distribution portions of the chain. In consequence,
the economic performance of the largest may well capture a portion of effort and

performance realized by its smaller partners, be it suppliers or distributors.

Key words: internationalisation process, managing knowledge and innovation in
international business, clusters, location and local linkages, international finance, very
large enterprises (VLE), focal firms, SMEs, Global Value Chains, power relationship and

policy issues.



1. Very Large Enterprises (VLE) in the World Economy

There is a broad evidence and agreement that multinational enterprises play

a leading role in the world economy. However both evidence and agreement fall into

pieces when it comes to qualify this role in quantitative as well as qualitative terms. This

section addresses two rather different aspects of VLE. First, it presents some evidence

on their aggregate performance and compares it to the national performance. Second, it

looks at the VLEs as the ultimate structuring forces of the world economy truly focal

role they may play in global value chains.

VLEs is a useful but fuzzy concept, four characteristics help to better

differentiate them from the rest of the enterprise population:

most of the VLEs are public companies, and their shares and bonds
are listed on major financial markets. In most cases, the shares of
these companies belong to the most liquid on the market, i.e. they are
the less risky for financial investors. Because of that liquidity, in normal
times VLES have an enhanced capacity to rise additional finance on
more favorable terms than less liquid or non-listed companies. The
"price" listed companies pay for the preferential access to finance is
their supervision and regulation by market authorities. According to
IFC data, about 50’000 enterprises are listed on world stock

exchanges, it is clear however that not all do qualify as VLEs.

VLEs are powerful enough to set up and manage a worldwide
networks of subsidiaries deeply studied in the literature. This enables

them not only to choose new sites to suit their needs, but also to



optimize their global activities, skills and finances across borders. The
often used term “multinational enterprise” stresses this capacity of
building trans-border networks. According to Unctad, there is about
60’000 "multinational” enterprises worldwide which control about
500’000 affiliates around the globe. In its estimate, Unctad considers
as "multinational” any enterprise that has at least one affiliate. In
consequence, it is obvious that not all multinationals in the Unctad

sense are VLEs.

In industrial societies, the strength of major corporations derives from
their ability to take the full advantage of their production facilities
(economies of scale) and hence charge lower prices than their smaller
competitors could ever achieve. In post-industrial societies, in which
marketing and service matters more than the production of goods, the
nature of the VBEs advantages has changed. The strength of major
corporations, in a post-industrial society lies less in economies of
scale on the production side than in their ability to manage global
brands and carry out parallel activities which. Even though these
activities result in different products or services, make use of the same
basic skills (economies of scope). VLEs are high-profile companies
which polish and protect their images and reputations with the help of
advertising and marketing campaigns. Their brand names or other
identifying features enable them to interact directly with the consumers

of their products and services.

VLEs spend considerable proportions of their turnover on R & D for

new generations of products or services. In fact, what they are trying



to do is to control the speed of innovation. Each business does
everything possible to match the speed of innovation to its own

investment cycle and so optimize its profitability.

The company reports, stock markets' authorities and listings produced by
media groups — such as the famous Fortune 500 started in 1954 - and data providers
are the unique source of quantitative information on VLEs. Despite of their apparent
accessibility due to the data processing technologies, a coherent statistical series on

economic performance of world largest enterprises is still missing.

Because of the lack of existing data, the empirical scope of this analysis has
been narrowed to the largest non-financial enterprises listed on the stock markets of the
Triad with some consideration for BRICKS. Using the Worldscope and Thomson
Financial, it was possible to isolate the 1000 such enterprises in United States and

Europe and 800 in Japan, and analyze their economic performance for 1995 and 2005.

1.1. VLEs productivity

Productivity measures are usually obtained at a macro-level by dividing the
gross domestic product by the level of employment or of the labour force. This
aggregate measure however does not allow for differentiation of productivity levels
among different subsets of enterprises, such as VLE and SMEs. On the basis of the
accounts of stock market listed VLESs, value added and productivity have been either
calculated or estimated for years 1995 and 2005 and compared with macro-economic

GDP and productivity figures put together by the World Bank (all in nominal USD).

As shown in Figure 1, from 1995 to 2005, employment of the largest 2800

enterprises in the Triad (1000 in EU; 1000 in US and 800 in Japan) increased



significantly by more than 20 million people, while their share in total labor force of the
Triad rose by four percentage points, from 15 to 19%. The relative employment growth
differed significantly among the members of the Triad: the share of employment of the
largest Japanese enterprises shifted from 10 to 15% of the total labour force; in the EU
the corresponding share increased from 15 to 19%, while in the US the increase was 17

to 20%.

Figure 1 : Largest enterprises: productivity enhancers in Triad regions
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Looking at the dynamics in each of the regions then the employment in the
Japanese largest enterprises grew by an average of 4.1 % a year, in European by 3.6

% while employment in the American VLESs rose by 2.7 % on average.

From 1995 to 2005, the share of value added produced by the largest 2800
enterprises in the regional Triad’s GDP progressed by almost 10 percentage points,
from 20 to roughly 30% of the total. The relative contribution of the same enterprises to

world gross product increased more slowly, from 15 to 19%.



The fact that the contribution of the largest enterprises to GDP progressed —
in all three regions of the Triad — more rapidly then their share in labour force indicates
the very strong positive dynamics of labour productivity of these enterprises. The
dynamics of productivity growth becomes visible when comparing levels of average
labour productivity generated by the whole economy with the productivity achieved by

the largest enterprises.

In the US, between 1995 and 2005, labour productivity of the largest
enterprises increased by almost 70%, while the country’s labour productivity lagged
largely behind with an increase of 9%. In consequence, the 1000 largest US enterprises
are at the origin of a significant portion of the overall US economic growth. The same
dynamics were at work in the European Union(15), where labour productivity in large
enterprises progressed by 44% in 10 years, while the average productivity of the labour
force (including unemployed) decreased by 6% (in current US dollars terms). The data
for Japan are available only for the years 2000 to 2005, but they indicate that the overall
decrease (in dollar terms) in labour productivity in Japan was slower in large enterprises
than in the whole economy. Today, the largest enterprises of the Triad achieve levels of
productivity that are between 140% (Japan) and 290% (US) of the average country

productivity.

How are productivity gains shared among labour and capital, on average, in
the largest enterprises? Figure 2, provides some insight and also extends the analysis
to some other countries. During the last ten years, generally speaking, the share of
labour related costs in total value added generated by the largest enterprises
significantly decreased only in Europe (from 58 to 49%), while remaining almost stable
in the US (at 52%) and in Japan (around 35%). However, available data show that the

share of labour related costs in value added per employee decreased both in the



European and American VLE during the last ten years. This means that, symmetrically,
the share of capital remuneration (depreciation, interest payments and profits)
increased, per employee, from 45% to 54% of total value added in Europe and from 53
to 58% per employee in US. Since 2000, the share of capital remuneration in value
added of the largest Japanese enterprises increased from 74 to 84%. When profits
alone are considered, then the share in value added increased by ten percentage points
in both Japan (from 6 to 17%) and in EU (from 11 to 21%), while in the US it remained

stable at around 17%.

Since 1990, the role of financial markets increased in many emerging
economies. In consequence, local large enterprises became more visible, and their
annual reports are now available to a wider audience. This is the case of the three
large, fast growing developing economies considered here: Brazil, China (with Hong-
Kong and Taiwan) and India. However, the number of companies for which reports are
available and technically complete is relatively small. In addition, the lack of data limits

the time horizon to 2000-2005.

In China and India (China 280 companies, India 240) and Brazil (130 only),
the contribution of the observed enterprises to GDP grew much faster than their share
in employment. In India, the share in labour force slightly increased to 0.5% in 5 years,
while the contribution to GDP progressed by 3.5 percentage points, from 5.9 to 9.4%. In
China, the share of value added of the 280 large companies in GDP increased by 4
percentage points, to 13.4%, with an employment level in 2005 of 1% of labour force, in
progress of 0.4 percentage points since 2000. In Brazil, the share in employment
decreased from 1.4 to 1.2% of the labour force, while contributions to the GDP

decreased also by 0.2% but at a high level.



In India and China, value added per employee of the large enterprise is 40
and 30 times higher than the productivity of labour force; in Brazil the ratio is “only” 10.
The dynamics of value added per employee is also staggering, illustrating the driving
role of the largest enterprises in terms of productivity. Again, these figures indicate that
large enterprises are effective real growth engines in the most important BRICS

economies.

1.2. Labour and capital remunerations in VLESs

The largest enterprises are, across the world and in each of its regions, the
high-powered productivity engineers. These enterprises — in most cases multinationals
— are well equipped and brightly staffed so as to make the best out of combining

globally the highest possible productivities achieved in each and every location. Despite

Figure 2 : Value added and profits per employee compared
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this fact, local conditions still matter as suggested by the wide range of value
added levels generated by one employee in national sets of observed enterprises. The

highest level (170'000 USD) is achieved by US multinationals, European firms generate



per head 40% less value added, while Chinese and Indians are about 60% below the
Europeans . Thus, an employee of a large Indian enterprise generates 20% of what his

colleague in an US large enterprise achieves.

This being said, the dispersion narrows when profits per employee are
considered: they are highest in Brazil (34'000) and lowest in India (13'000), i.e. 38% of
the former. The possible, convergence of levels of profits per employee may be partially
explained by the growing integration of world financial markets and their global financial

requirements.

When comparing the composition of value added of the largest listed
enterprises the share of labour remuneration in most cases remains fairly constant with
the important exception of EU where this share in value added dropped by almost ten

percentage points in 10 years.

Figure 3 : Structures of gross value added compared
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1.3. Largest listed enterprises as growth enhancers

Many factors may explain the extraordinary performance of the large, listed

enterprises as compared to the rest of the economy which is composed of non-listed

often smaller enterprises (SMES):

(@)

(b)

()

(d)

(€)

(f)

the very high capital intensity, or in other words, a high level of
equipment, which may be a consequence of their easier

access to cheaper capital sources;

the capacity of the largest enterprises to attract the most

productive elements of the labour force;

the high rate of innovation which confer the major players the

possibility to reap market benefits of a “first mover”;

their capacity to spread and organize internationally their
complex operations as featured by the so-called eclectic
paradigm based on ownership-localization-internalization

advantages (Dunning, 1992);

a price mark-up capacity on the final user market due to the
ownership and development of strong brands and more

generally of unique marketing capacities;

the pricing power with respect to the suppliers that allows the
VLE to harvest the economic fruits of technical productivity

gains achieved in other segments of global value chain.
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The last three explanations refer to hypothesis that VLEs — unlike small
enterprises - have a specific capacity to master-mind their economic (and often political)
environment. This may well result directly in their economic performance superior to the
rest of the economy. The notion of “Global Value Chain” is a recent attempt to articulate

more precisely this hypothesis.

2. Global Value Chains (GVC)

2.1. Intricacies of the concept

The notion of GVC is a composite of three distinct concepts. The meaning of
each of these has to be scrutinized before the sense of GVC notion can be properly

grasped.

Value added is the key (national) accounting concept that allows — as shown
in the first section - for a clear linkage between enterprise and macro-economic levels.
Indeed, it is the cornerstone of national accounts but only seldom appears as such in
enterprise accounts, French accounting practices being an exception to this rule. At the
enterprise level, value added is equal to the difference between turnover and inputs
bought from outside, as such it corresponds to the sum of remunerations of enterprise’s

factors of production (labour and capital).

The second important concept in the GVC notion is the one of “chain”. In
everyday language, a chain is a succession of links. Used in an analogical sense by the
management and economic literature, it refers first to a succession of technical steps in
the process of transformation of inputs into a final product. When used in this sense, the
number and the size of the links in the chain that extend from raw materials to the final

user depend on the state of the technology. The economic dimension of a “chain”
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comes to the fore when different components of the technical transformation are carried
out by one or a number of different enterprises. Economists speak then of varying
degrees of “vertical integration”. In this case, the building blocks of the of chain
sequence are no more the steps of technical transformations, but economic
transactions taking place between firms. The idea of a sequence of economic and
technical transformations/transactions is applied at two different analytical levels: the
classical input-ouput interdependence analysis between industries, and what the French
used to call the analysis of “la filiere”. “Commaodity chain” is a term used by international
political economists and by development specialists, today it is being partly replaced by

the GVC notion.

The “value chain” concept has been very successfully introduced in the
management literature by Michael Porter in his 1985 book “Competitive Strategy”. But
unlike the above mentioned economic approach, Porter focuses his use of the concept
of value chain on the internal processes of the firm. The implicit idea is that within a firm
the product flow undergoes a series of transformations and ennoblements and its value
increases accordingly step by step. This is why Porter identifies five steps, or functions
(supply, inbound logistic, production, outbound supply and marketing) that directly
increase product value. These are the links within the firm’s value chain as presented by
Porter. Porter acknowledges the existence of other functions within the enterprise (R&D,
human resource, finance etc) but sees them as contributing only indirectly to increased
product’s value. This analytical framework helped to clearly articulate the key
managerial question, namely how to identify on one side the activities that should be
performed within the firm because they generate the highest value and, on the other
side, those, with lower value, that should either be abandoned to other players or

outsourced. In Porter’s writings, the term “value” is used without any explicit precision,
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but it seems the meaning is closer to the ROI (return on investment), or shareholders’

value rather than to value added or costs.

Unlike in the economic literature, in the managerial one the notion of chain is
seldom (von Gunten, 1991) used to encompass the whole sequence of transactions or
transformations extending from raw materials to the final customer. Conventional
analysis has been limited to a particular stage of transformation located either
“upstream” or “downstream” of the envisaged firm. The “upstream” portion is the locus
of issues and problems related to the “supply chain”, when the “downstream” portion is
linked to the “distribution chain” management problems. The firm is located at the
juncture of these two semi-chains which complement each other. From this position, the
firm manages its classical “make, buy or share” dilemmas according to the
corresponding chunks of value involved. It also manages its relations with different

layers (tiers) of suppliers and distributors.

An additional difficulty linked to the use of the image of “chain” arises when
the firm in question diversified, i.e. is not mono but multi-activity one, as this is the case
of major VLESs today. In such a case, the question arises whether the Porter's model of
value chain should be applied to a unique final good or service, or should | be extended

to the whole activity enterprise level?

The notion of chain carries with it the idea of linearity and sequence. Even if
these characteristics apply to some manufacturing processes, they concern only these
enterprise functions that contribute directly to the creation of value. In all other fields,
namely in most of the service enterprises, and in many supportive functions within
manufacturing enterprises (R&D, finance, human resources, accounting, etc..) — that

correspond in most cases to in-house service activities — the sequential dimension is

14



either absent or less visible. In these situations, cooperation, networks, or convergent
activities replace sequential transactions. In consequence, the application of the neat
and mechanic “value chain” paradigm to other than exclusively manufacturing activities
is inappropriate. It has to be replaced by a less elegant concept of network or of system
which allows for complex interactions between different contributors to the value added
of a good or service. Whatever is the shape of firm’s interactions with its suppliers,
partners or distributors, for the managerial perspective, the maximisation of “value”

(short, medium or long term?) remains the major, if not the sole, objective.

Despite of its intuitively evocative capacity, the image of “chain” is simplistic
when applied to situations where the interactions between different parties to value
production are so intense and multidimensional that even the borders of organizations
involved are blurred by the sheer intensity of these interactions. For this reason, in the
literature either the word of “chain” is used in a broad, almost symbolic sense, or it is
replaced by the term of “system”. In consequence “value chains” become “production
systems”. However, the difference extends beyond wording. For those of the authors
that stick to “chain”, the search for tools to manage the processes of value creation and
distribution remain the core interest, whereas those preferring “system” focus more on
the strategic interdependencies among interacting enterprises. The two approaches are

complementary but not identical.

In the age of globalisation, the adjective “global” is fashionable in almost any
context. When related to “value chains”, it is used to mean the transnational reach of the
inter-enterprise  relational fabric. The inter-enterprise links arising form
interdependencies within value chains are “stronger” than national borders. In other
words, the commanding logic of interaction within the chain or production system is to a

large extent exogenous to the place of operations of actors.
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The trans-border or global logic that governs many of the world-wide “value
chains” or “productive systems” raises the question about their spatial dimension and
the role that national and local authorities can play in influencing them. Are they
compelled to a passive role, or can they be active so as to increase their share in the

value (added) generated.

The paragraphs above have hinted at the fact that each of the three pillars on
which the notion of “Global Value Chain” stand is polysemic. This is to be seen more as
warning than as a conclusion. Although the debate about the meaning of GVC will go on
for years, it is worth mentioning here three more general epistemic problems that it

raises.

e Are GVC new forms of economic organisations where complex
relations replace market transactions and where enterprises involved
develop  unprecedented levels of interdependence and

interpenetration?

e Are GVC, as new forms of trans-border inter-firm linkages,
internalizing de facto what used to be seen as inter-national trade? In
other words, are they commanding, more directly than thought of until
now, and beyond the sheer transfer pricing practices internal to TNC,

the international distribution of value added?

e Are GVC concepts, i.e. only analytical tools, or are they real
phenomena? Are these concepts only tools that help us to handle an
increasingly complex and emerging inter-firm reality, or do they exist

as such? Clearly the inter-firm relations extend beyond and cannot be
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fully grasped be the classical concepts of “market” or “enterprise” but

this is not a sufficient argument to conclude that GVC exist as such.

2.2. Three lines of research related to GVC

The polysemic character of the GVC notion, explains the blossoming
research around this — and related — concepts. The purpose of these pages is not to
offer a final systematisation of this research, but rather to sketch out the main points of
convergence and divergence. There are three lines of research, three research
programs which can be identified in the broad literature extending across many

disciplinary fields.

The three research programs discussed briefly below converge in their basic
guestion which can be phased as follows: how do enterprises organize and coordinate
their activities in highly complex technical matters when they are more complementary

to each other than competitors?

The three lines of research diverge on the methods used to investigate the
common problem and also on the type of conclusions they intend to draw. The three
lines of research converging on the GVC problem differ in their “entry point” to the
problem. From the managerial viewpoint, probably the first to address the issue of GVC,
the firm and its efficiency objectives are the unique point of concern. Thus the
managerial line of research, will scrutinize the problem by strictly sticking to
management techniques. The industrial economy and development research will
address the GVC from a macro perspective and look at the instruments - internal such
as governance, or external such as regulations — that could influence its spatial and

social consequences. Finally, the local and territorial approach will look at the GVC from
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the perspective of a given territory and look for tools it may use to increase its role or

share in GVC.

2.2.1. The managerial literature and research

Management of supply chains is, since many years, a subject taught in most
business schools. Until recently, its meaning has been limited to the techniques and
procedures that have to be put in place in order to achieve “just in time” results. The
guestion was how to smooth the flow of orders, stocks and deliveries. As a
consequence of recent large scale offshoring and outsourcing by VLES, supply chain
management gained in importance to encompass also the management of suppliers’
relations, as an extension of the total quality management, and the techniques of
contracting in complex situations. Today, supply chain management extends to the
guestions of logistics, data transfers and interfaces between different layers of a supply
chain. As such it is part of strategic efforts aiming at building efficiency and long term

trust along the chain.

VLEs, - mostly transnationals - are the most common entry point for the
managerial literature. This research attempts at providing the VLEs with analytical, and
sometimes also practical tools able to help them asses their suppliers’ base and
develop the most appropriate relations with it. The separation line between academic
research and consultants’ or advisors’ work is not clear cut as supply and distribution

chain management remain hot topics on major player’'s agenda.

Faced with pressure on their financial results, large enterprises in many
manufacturing industries seek to enhance their key position as organizer and distributor
of work to their suppliers and distributors. By doing so, they leave all the prima facie

productive work to them. The challenge is especially high in activities that are intense in
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R&D, where the large enterprises tend also to keep the controlling role in the

development of new technologies and their protection though IP instruments.

The importance of value chain management for enterprises and its
multidimensional character explains why the data gathering process in this field is
extremely difficult. Most of the pieces of research (or consultant reports) derives
information either form anecdotal evidence (ad hoc interviews or experience), or from
filed work or surveys carried out by industry associations or consultants. Most of this

work is industry or even company specific.

Parallel to the “traditional” supply (and distribution) chain management
oriented literature, another trend in research deserves to be mentioned here. The focus
point of this research is the reconfiguration of chains into networks or systems. Two
main drivers behind this transformation are identified: the extension of ICT and the “new
business models” emerging in the service sector. There the sequential vision of supply
chain has to be replaced by the synchronisation of convergent — but independent
activities — that are jointly delivered to the customer. Air travel is one of the best
examples: since airport service, reservation system, food and transport belong to the
same “service” sold, however they are provided often by different suppliers which may

be financially independent but are economically interdependent or even interlocked.

2.2.2. Industry and Development Research

GVC are of interest also to research carried out at industry level. Here the
entry point is not the firm, large or SME, but the inter-industry linkages that are
necessary to produce a ship, a car or a plane. This research borrows from input-output
literature and is interested in interdependencies between industrial branches or sectors,

and also in the distribution of functions (R&D, production and marketing) or roles among
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different tiers of suppliers and distributors. In many cases the GVC industry research
has an international, not to say an explicit development concern. For this approach, the
main concerns and policy considerations are the terms and conditions of international
value added sharing across borders, employment consequences in terms of number of
jobs and their quality, and technological transfer issues. In most cases, research
discussed here is industry specific. Over the past twenty years, a an established
methodology is emerging under the leadership of Institute for Development Studies
(Sussex) and authors like Gereffi, Kaplinsky and Schmitz (Bair, 2005), just to name a

few.

2.2.3. Territorial and Cluster Approach

In the perspective of cluster approach, the key issue is a geographic location
where enterprises experience synergies due — among other factors — to proximity. The
quality of the juncture between such territory based clusters and GVC, more specifically
the large enterprises operating worldwide is the dominant concern for many local policy
makers. As SMEs play an important role in most of existing or emerging clusters, the

relevance of cluster research for the better understanding of GVC is clear.

2.3. Focal firms and Global Value Chains

From 2005-2007 a joint field research effort has been carried out under the
title “Enhancing the role of SMEs in Global Value Chains” by two Swiss universities
(Swiss Research Team lead by Paul H. Dembinski), the OECD (Mrs Marie-Florence
Estimé and Mariarosa Lunati) and UNCTAD (Mrs Fulvia Farinelli). The project has been
funded by GIAN/RUIG (Geneva International Academic Network) and the Swiss

Government (SECO). The main goal of the project was to look at kind of interactions
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between VLEs and SMEs that were either their suppliers of distributors. Five final
products or services were chosen so as to extend the research beyond the traditional
automotive industry and, more broadly, beyond the manufacturing sector. These goods
and services were: automobiles, precision, scientific and medical instruments, tourism

services, cinema and software.

Fact finding effort was carried out by research teams in 15 countries
commissioned either by the research team or by national governments. Two important

conclusion of this research are worth mentioning at this stage.

2.3.1. Heterogeneity of Global Value Chains

In some cases, the notion of Global Value Chain is a useful conceptual tool
to analyze inter-enterprise linkages in the field, and for large player to design their
interactions with their numerous smaller partners. However, each of the five
product/service chains analyzed is highly specific, and has to be described using a large

number of variables.

The functioning of value chains for the five studied products/services differ in
very many aspects which makes a comprehensive comparison impossible. The table in
Figure 4 compares those aspects that appeared critical to understand the internal logic
of the working of a given value chain, On one hand there the table enhances the

strategic the role a VLEs can play, and, on the other hand the kind of roles left to SMEs.

Among important aspect of comparison, the question of existence of
alternative and competing value chain structures or set-up comes to the fore. Is the
dominant value chain set-up a unique one (as in automobiles), a dominant one (like in

cinema) or one out of few (like in tourism)? What if there is no clearly dominant value

21



chain set-up, as in medical and scientific equipment industry or, if, as in the cinema and
software industries, there is room for an emerging set-up based on remote delivery
methods or piracy? The question of contestability and innovation in value chain set-up is
closely related to the one about the strategic portion of the global value chain: what are
the value adding activities that have a structuring impact on the other steps of
transformation. In other words, does in the actual set up of the value chain exist a
strategic locus, a “focal firm” could occupy or target in order to reap advantages of the

whole value chain?

2.3.2. Focal firms, the nexus of Global Value Chain

The table in Figure 4 suggests that the concept of Global Value Chain can be
meaningfully used only when the interaction between different layers of enterprises is
masterminded by skilful (usually large) players that take the active role of “chief
conductor or music director”. This enterprise — usually a very large one — has been

labeled here the “focal firm”.

Each of the five product/service chains presented in the table can be divided
into two segments, a segment in which all value added activities are centred on the
production of the good or service, and a segment in which value adding is made of
efforts to reach the final customer or user. The approximate moment or place where the
focus of attention moves from production to the market is called here the ‘focal point’. It
cuts the global value chain into an upstream segment centred on production and a

downstream segment centred on the market.

A firm plays a focal role (and can be labeled a “focal firm”) when it
consistently operates value adding processes on both sides of the focal point within a

chain, i.e. both in production and in marketing/distribution. The term focal firm is inspired
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by the taxonomy of supplier networks elaborated by Harland et al. (2001). Accordingly,
the automotive global value chain would combine a high focal firm’s influence with a low
network dynamics, while for instance the global value chains for some medical and
scientific instruments derive from highly dynamic networks with a low or no influence of

focal firms.

The existence of focal firms is obvious in the automotive industry, in most of
the software activities and in most of the cinema industry. Their presence is much less
clear in the two other industries analyzed, namely tourism and medical and scientific
equipment. Also, in the industries reviewed focal firms are in most cases well
recognised as major or global players listed on stock markets. A critical question that
remains to be answered is what portion of the final value added in each of the segments
is generated directly by the focal firms and what portion is left to partners upstream or

downstream of the chain.

An additional important aspect of the global value chain structure refers to
the sources of strengths of the focal firms in each industry and the level of
concentration. For instance, while the command of economies of scale is still the key

strengths of automakers, standard setting is critical in software activities.

Some evidence suggests that in the automobile global value chain, the focal
point is located around 65% of the final value added which means that distribution and
marketing efforts make up for the remaining 35% of the final value of the product. In
medical and scientific instruments industry, the focal point could well be located around

80%, while in cinema industry it is about 50%.

The place and role that SMEs actually play or could play in global value

chains depends on the role and strength of focal firms and the prevalence of the global
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value chain structure. In the production segment, the situation is more open since focal
firms in each chain configuration are, at least to a certain extent, either dependent on
efficient suppliers (especially knowledge and innovations suppliers) or prone to
competition by new entrants. This is the case for the medical and scientific equipment
industry, in software, in cinema and above all in tourism. In the distribution segment, if
the chain structure is firmly structured around strong focal firms the role left to SMEs is
limited to “mass distribution”, to customisation as in the case of software, or to provision

of additional services like in the case of automobiles.

Most of the global value chains under review involve long-lasting interactions
between larger enterprises and SMEs. In most cases these interactions extend beyond
a textbook type of market transaction. Many different wordings have been used in
literature extending from alliances or partnerships to outsourcing. However, none of
these terms is sharp enough to capture the ambivalent issue of trust, power,
negotiation, reciprocity and in some cases even solidarity among enterprises co-
operating within a global value chain. Despite the fact that these aspects extend beyond
the accepted field of economic expertise, they are vital to understand the actual and

potential roles of SMEs.

The most commonly known typology of “global value chains” governance is
the one proposed by UNIDO (2003; p.12 - initially proposed by Gereffi in 1994) which
differentiates between buyer and producer driven value chains: “In producer-driven
value chains, large, usually transnational, manufacturers play the central roles in
coordinating production networks (including their backward and forward linkages). This
is typical of capital- and technology-intensive industries such as automobiles, aircraft,
computers, semiconductors and heavy machinery. Buyer-driven value chains are those

in which large retailers, marketers and branded manufacturers play the pivotal roles in
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setting up decentralised production networks in a variety of exporting countries, typically
located in developing countries.” Each of these configurations is based, in the last
analysis, on economies of scale achieved by the enterprise that is central to the value
chain. In consequence, in either of these configurations, SMEs cannot do more than be
a second or even third-tier supplier. A recent paper (Gereffi & al 2005) develops another
(complementary to the previous one) typology focusing on the characteristics that
require inter-firm transactions (complexity and ability of partners to codify) and a high
degree of sophistication of the supply-base. This approach identifies five types of global
value chains extending from high level to low “explicit coordination” and “power

asymmetry”: hierarchy, captive, relational, modular, and market.

Are roles evolving? Global value chains are not static, as they are sequences
of value adding activities that may change due to external factors such as new
technology or regulation. They may also evolve because of internal changes such as

strategies to outsource or abandon certain activities to partners.

In most well established global value chain structures, SMEs have to face
focal firms, for whom the stronghold in the chain is a strategic asset. These firms devote
considerable resources to mastermind the critical portions of the chain and to streamline
it SO as to optimise their own economic performance. They are able to manage critical
knowledge, technologies and intellectual property assets on a global scale. Moreover,

many focal firms have financial liquidity necessary to quickly acquire “interesting” SMESs.

Symmetrically, SMEs have control of the basic knowledge of individual
processes and local clients and they are quick at exploring niches, but lack the overall
understanding of chain structure and of key assets. As a result, they often end up in a

weak negotiating position when confronting focal firms. Even when SMEs do have a
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comparative advantage, they may have difficulties defending it in terms of their share in

total value added generated by the chain.

3. Conclusions

The two sections of the paper have pictured the role of VLEs from two
different perspectives. The first section is mostly devoted to the analysis of their
economic performance in terms of productivity and to their contribution to the overall
economic growth which they seem to be driving. The second section analyses the
benefits that a firm may derive form assuming the role of a focal firm within an existing
or emerging global value chain. By doing so, the focal firm uses its structuring power or
capacity it derives from its other assets or skills in order to model its environment
according to its strategic views. Even if not all VLEs do in reality take to role of focal
firms, the minimal prerequisites of achieving such a role correspond to the main
characteristics of a highly transnational VLE as described in the first section of the

paper.

The two sections of the paper follow rather different methodological lines, but
they complement each other: the second section suggests how, by taking the role of
focal firm in a GVC, a VLE can generate an enhanced economic performance as
compared with the rest of the economy. The paper does not prove it, but only

contributes to strengthen this hypothesis.
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Figure 4 : Key descriptive elements of the five value chains analysed
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