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Introduction
Global Value Chains (GVCs) have essentially replaced the configuration of global trade. Rather than simply exchanging finished goods, countries now participate in fragmented, cross-border production systems where stages—from design to distribution—are dispersed across multiple locations (Gereffi, 1994; Dicken, 2011). Therefore, integration presents major opportunities and threats to the emerging economies. On the one hand, GVCs lead to quick industrialisation as countries can enter existing production networks. Conversely, they can entrap firms in their low-value assembly positions that have lower upgrading possibilities. Consequently, GVC participation does not necessarily affect development, but rather it relies on the governance frameworks, firm policy, and state policies. This report, therefore, presents the concept of GVC and the nature of governance in the first section, considers the examples of apparel (Nike-Vietnam) and automotive (Volkswagen-Mexico) companies in the subsequent section, and finally, provides a summary of the policy implications and suggestions.

2.1  GVCs and Literature Review
The Global Value Chain Conceptual Framework
GVCs refer to the total collection of activities, including design, sourcing raw materials, production, distribution, and after-sales service, that it takes to take a product to the end-user, with each activity possibly being situated in a different country (Gereffi, 1994; Dicken, 2011). The classical theory of trade concerned the exchange of finished goods; the GVC theory, in turn, attracts interest in the unbundling of production into discrete and tradeable activities. This unbundling cannot be reduced to geographic fragmentation; it is a functionally structured and coordinated system that is, in general, coordinated by a few powerful leading firms that have the determination of product specifications, standardizations, and the distribution of duties throughout the chain (Gereffi, 2019).
This structure is important in the case of firms operating in developing economies, where it is not necessary to develop all stages of production alone. In fact, a supplier can enter into the chain at the assembly level and, by engaging in interaction with the lead firms, build capabilities over time. This learning-by-doing is among the most important mechanisms through which GVC participation can bring economic development (Bamber et al., 2014). Meanwhile, the liability of foreignness, or the drawback that companies have to encounter because of functioning in a strange institutional setting, is partially avoided in situations when a lead company is well developed to offer technical aid, quality standards, and entry to the market (Soundararajan, Khan, and Tarba, 2018).

Typologies of Governance: Buyer-Driven and Producer-Driven Chains
There are two main forms of governance outlined in the literature that determine the distribution of value along a chain. The automobile and aerospace industries are the capital- and technology-intensive ones that have producer-based chains (Sturgeon and Van Biesebroeck, 2011). These networks are dominated by big transnational corporations (TNCs), which exercise control over the chain due to proprietary technology, large-scale R&D programmes, and economies of scale. The technological nature of inputs states that there are high entry barriers: the local suppliers are required to show high levels of absorptive capacity before gaining membership to the chain (Dicken, 2011).
In contrast, the buyout chains control the labour-intensive goods related to consumerism, which include garments, shoes, and toys (Gereffi, 1994). A large retailer or a brand owner (such as Nike or Walmart) outsources all physical production to independent contractors in low-wage countries but retains a high-value portion of the business, such as design, branding, and marketing, is often known as a lead firm in this model. The barriers to entry are relatively modest, yet this openness demands a cost: the rivalry between suppliers is highly intense, pressure on wages is suffered, and the orders repeatedly shift to find relatively inexpensive options, resulting in a so-called race to the bottom in labour and environmental regulations, as Gereffi (2019) terms it.

The Literature on the Impacts of GVC Participation
GVC integration provides new markets with faster access to the world trade, flows of foreign direct investment (FDI) and firm level of learning without the need to build a full industrial base independently (Bamber et al., 2014). Involvement imposes pressures on local suppliers to improve their operational procedures to attain global quality and that is likely to create an innovation spillovers beyond the fully integrated firms (Gereffi, 2019). Digital technologies related to Industry 4.0 enhance these advantages even more through transparency in supply chains, waste management, and accessibility of small firms to international buyers at a cheaper cost (Nyagadza et al., 2022).
The literature, however, alerts to what Riccio, Dosi, and Virgillito (2025) refer to as functional specialisation traps, whereby companies in the emerging markets end up being trapped in low-margin assembly operations yet fail to build the capabilities needed to upgrade the value chain. Moreover, Soundarararajan et al. (2018) pointed out that there is a decisive difference between economic upgrading (measured by the increase in productivity and export growth) and social upgrading (which includes the increase in wages, job security, and labour rights). Notably, these transformations may not always be interconnected; improvements in the performance of the firm may coincide with no further advancement or even worsening the situation among the workers. Furthermore, these challenges are exacerbated by climate-related externalities. For example, Sun et al. (2024) reveal that high-temperature events create a disproportionate rise in production costs in labour-intensive industries in the global south. Moreover, recent COVID-19-related disruptions, as well as growing geopolitical tension, highlighted the weakness and frailty of well-linked global value chains (Qin et al., 2023; Panwar, Pinkse, and De Marchi, 2022).

2.2  GVC 1: The Apparel Industry — Nike (Buyer-Driven)
The canonical example of a buyer-driven GVC is the apparel industry. Its value curve is of a typical smile shape where pre-production activities (R&D and design) and post-production activities (branding and retail) take the biggest proportion of value generated, and the manufacturing phase takes the least proportion of the value added.

Nike as Lead Firm: Chain Architecture and Triangle Manufacturing
Nike is a buyer-driven model. As a brand owner rather than a manufacturer, Nike retains design, marketing, and intellectual property in its Oregon headquarters while outsourcing all physical production to a network of independent contract suppliers across Asia and Latin America. Nike is not the owner of the factories where its products are manufactured; the strength of its brand value and product design is purely its competitive advantage.
One of the structural characteristics of this chain is what Gereffi (1994) refers to as triangle manufacturing. Nike engages highly established intermediary manufacturers (notably Newly Industrialised Countries (NICs), such as Taiwan or South Korea), which in their turn outsource real production to lower-waged countries, including Vietnam. Final products are taken directly to Western markets by the Nike label. This structure helps to keep the cost of production down and protects Nike against the first-order reputational risk of labour conditions. It makes the industry also footloose (Dicken, 2011): the rise in wages or development of political instability in a particular place allows the industry to move the orders to other places, and supplier countries can offer very little bargaining power to them.

Case Study: The Effect on Vietnam
According to Nike, as a component of the Global Value Chain of the apparel industry, and after joining the WTO in 2007, the incorporation of Vietnam in its supply chain has become a source of great economic advantages. The textile and garment industry is the largest export business in the country that generates about 16% of GDP and around 15 per cent of the total employment (Better Work, 2025). Moreover, the presence of highly competitive wage rates and constant enhancement of infrastructure has led to large assets of foreign direct investment with net inflows projecting a figure of about USD 71 billion over a period of three years between 2010 and 2020. These advancements have facilitated high urbanisation and been used to reduce levels of poverty significantly.
The social and government results are more complicated, however. According to Better Work (2025), about 80% of employees in the garment industry of Vietnam are women, and this fact consolidates and strengthens pre-existing gender inequalities in the labour market. Moreover, exit costs are an impediment that workers in low-paying positions experience, making it hard to quit or switch jobs and thus preventing them from leaving the occupation and getting higher-paying jobs with better career opportunities (Soundararajan et al., 2018). Moreover, buyer-driven value chains are footloose, implying that increases in wages or labour standards can be met by causing lead firms to shift production to low-cost countries, thus discouraging social upgrading. Even though digitalisation can amplify productivity, it can also amplify inequality because it will favour those workers who have digital skills and others who do not.

2.3  GVC 2: The Automotive Industry — Volkswagen (Producer-Driven)
Unlike the apparel industry, the automotive GVC is producer centric. It is characterized by large capital outlays, protracted relations with suppliers, and a value placed on technical interoperability among complicated modular systems among the lead firms.

Volkswagen as Lead Firm: Chain Architecture and Regional Interdependence
Volkswagen (VW) is a company with a hierarchically organized production system. Research and development (R&D) and platform design are done at the headquarters in Germany at VW. Tier 1 Suppliers (such as Bosch and Continental), respectively, manufacture complex, organized structures, including braking structures and electrical modules, below this tier. Tier 2 and Tier 3 suppliers are suppliers of standardised components and raw materials that feed even the upper levels of production. The last assembly is done in local assembly plants, such as the large plant that VW has in Puebla, Mexico (Sturgeon and Van Biesebroeck, 2011).
Unlike other industries, garments, finished cars, and major parts of the drive, including engines and foreign exchanges, are expensive to move to distant places. Consequently, the automotive Global Value Chains are oriented more towards regional than a global organisation. VW’s operations in Mexico are specifically oriented toward supplying the North American market, a structure reinforced by the United States-Mexico-Canada Agreement (USMCA), which imposes regional content requirements for tariff-free access. This regionalisation provides a degree of stability that an otherwise footloose, buyer-driven chain would not offer. As a result, the high initial capital expenditure to move large-scale automotive production and long-term planning, which in turn strengthens the bargaining position of host countries.

Case Study: The Effect on Mexico
Entering the supply chain of Volkswagen, Mexico has helped it to undergo tremendous technological advancement. The Puebla plant that produces the Tiguan and other Volkswagen vehicles to be sold in North America has demanded the use of Mexican Tier 1 and Tier 2 suppliers that would produce highly quality products that would match international standards. Consequently, such suppliers have been investing in modern manufacturing technology and adopting the lean production system. Integration has enhanced productivity and has created technological spillovers in the industrial cluster around it (Lee and Wen, 2025). Moreover, Volkswagen's corporate sustainability needs have recommended more energy-saving production processes, due to which Mexican suppliers have achieved environmental as well as economic upgrading.
Nonetheless, the role of Mexico in the automotive Global Value Chain has created a significant structural problem since the shift to electric vehicles (EVs). Volkswagen has its supply chain being changed with the help of its strategy called ACCELERATE, since batteries take over traditional components of the internal combustion engine. The change is also prompting new Tier 1 Suppliers who specialize in battery technology. Unless the Mexican government plays a close role in helping local companies develop capacity in the production of batteries, power electronics, and software integration, the nation is likely to lose greater value-added positions along the chain. In this case, they might be seized by more advanced competitors, especially companies located in China and having experience in the EV supply chain (Allan and Nahm, 2025; Chen et al., 2025). As such, the issue of green industrial policy is not only an environmental issue, but also strategic, because it reveals the nations that will take value in the next generation of car manufacturing.

2.4  Firm- and Government-Level Responses to GVC Participation

Firm-Level Strategies
The functional upgrading that involves the shift in low-value assembly operations (Original Equipment Manufacturing, or OEM) to higher-value operations (product design and brand ownership) is the core firm-level issue of the two case studies. This transformation does not come by default. Rather, it mandates continuous investment in research and development, the design capability building, and the dependency building on independent market relationships that decrease the dependence on lead firms (Gereffi, 2019).
One of the essential processes that can promote such upgrading is the boundary work, which presupposes the existence between the rigorous demands of global lead companies and the realities of local production settings (Soundararajan et al., 2018). This is done in both Mexico and Vietnam, through the sourcing agents and industry associations, who assist local suppliers to learn and comprehend the international standards, and inform lead firms of local constraints. Companies that can internalize them instead of relying fully on intermediaries are in a better position to attain longer-term upgrading in global value chains.

Government-Level Strategies
Emerging markets are unable to sit back and enjoy the fruits of GVC integration. The institutional voids, i.e., the lack of functional regulatory frameworks, enforceable labour standards, and infrastructure of skills, weaken the environments under which social upgrading can occur (Soundararajan et al., 2018). The active government intervention will involve investing in workplace and digital training programmes to make sure productivity gains are widely distributed; the creation and enforcement of labour protections that do not favour a race-to-the-bottom dynamic; and the development of trade-enabling infrastructure, such as logistics networks and digital connectivity (Cook and Rani, 2025; Alzoubi et al., 2025).
At a higher level of strategy, the governments will have to choose between developing GVC relations further or relying on regionalism and near-shoring as the trends of deglobalisation continue to rise (Yucesan, 2025; Mittal and Mittal, 2025). In the case of Mexico specifically, the USMCA model already provides a motive toward regionalization, but the EV transition creates a pressing need to design proactive green industrial policy in advance of VW and other OEMs building their next-generation supply chains devoid of Mexican content. In the case of Vietnam, the problem is instead to maintain the competitiveness of exports in terms of apparel and at the same time create the environment, the infrastructure, skills, and protection of IP, that would enable domestic firms to ascend the smile curve to design and branding.

3.  Conclusion
A comparison of Nike’s buyer-driven apparel chain in Vietnam and Volkswagen’s producer-driven automotive chain in Mexico illustrates that GVCs are not a uniform development mechanism: their structural characteristics determine the nature and distribution of the opportunities and risks they create. The Nike apparel model provides comparatively open access to the developing economies. This has helped Vietnam to achieve a fast reduction of poverty and middle-income. Nevertheless, the very proximity of the model, low barriers, strong competition among suppliers, and footloose capital put a structural strain on bilateral economic and social upgrading that has not been resolved. Payment increase will lead to order shift; branding and design have been entrenched in the headquarters of Nike. The Volkswagen automotive model has more profound integration, higher stability, and motivation for technological improvement in Mexico, as is witnessed by the evolution of maquiladora assembly to sophisticated manufacturing systems. Nevertheless, the high financial cost of TNCs and strategic mobility generates their own shortcomings, which are most dramatic during their current EV transition era. Nevertheless, TNCs are vulnerable due to their high capital requirement and strategic mobility, which is most obvious during the current EV transition period. Mexico would be able to lose the decades of industrial capabilities that it has built unless it proactively stands in the new supply chain structure at VW. GVCs' developmental impact is eventually co-produced: it is a matter of strategic decisions of local companies, of government-devised policy templates, and, more and more, of the disposition of lead firms to invest in actual social and environmental modernization through their supplier networks.

4.  Recommendations
For Emerging Market Firms
1. Proceed with functional upgrading in a methodical way with an assembly process, via OEM and an assembly process, to OBM, and with a long-term investment in design capacity, labor force capabilities, and brand name as an exploitation of the results of innovation spillovers associated with lead firm associations (Gereffi, 2019).
1. Build digital capabilities to respond to the progressively stricter supply chain transparency and environmental responsibility demands of global lead firms, especially in those sectors within the Industry 4.0 transformation (Nyagadza et al., 2022).
1. Institutionalise boundary work: Invest in special compliance and standards teams who can mediate between global demands and local production realities to make foreignness less liable, and that leads firms to have more steady relationships (Soundararajan et al., 2018).

For Governments
· Include active pro-green industrial policy - specifically in Mexico - to make sure that local suppliers are placed in next-generation EV supply chains before outsourcing away those chains' consolidation, again without local content (Allan and Nahm, 2025).
· Commit heavily to vocational education and digital literacy initiatives to avoid having the human resources of GVC productivity accumulate in a small group of the elite and to avert the risk of social downgrading discussed in the apparel scenario (Cook and Rani, 2025).
· Overcome institutional voids with enforceable labour standards and investor-grade infrastructure, transforming passive participation in the GVC into a means of industrial upgrading in the long term using Smart Government and strategic coupling initiatives (Alzoubi et al., 2025; Riccio et al., 2025).
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