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Based on the regional industrial divi-
sion of labor within a country, under 
the new international division of la-
bor system, establishing and improv-
ing Domestic Value Chains (DVCs) 
and seeking a new mechanism for 
more effective coordinated regional 
development have become funda-
mental requirements as China builds 
the new development paradigm and 
achieves high-quality development 
under the economy’s new normal.
 
Domestic demand

Division of labor is an important 
theme in global and regional eco-
nomic development. In essence, 
both domestic and international di-
visions of labor are the embodiment 
of the optimal resource allocation 
in the production process. The dif-
ference between DVCs and Global 
Value Chains (GVCs) mainly lies in 
the different geographical scope on 
which the division of labor is based.

DVCs are based on a country’s 

local market demand, with local 
enterprises possessing the core link 
of the product value chain, acquiring 
the brand, sales, and terminal chan-
nels in the local market. DVCs retain 
high-end competitiveness, such as 
independent R&D and innovation 
capacities, integrating into the region-
al or global market. The formation 
of DVCs mainly relies on resource 
allocation and integration within 
domestic regions. This process needs 
to enhance the domestic market’s de-
cisive role on resource allocation, and 
to employ the huge domestic demand 
potential as China’s key advantage 
when coping with new changes in 
economic globalization.

To accelerate the construction 
of DVCs, a domestic market effect 
should be gradually formed which 
can siphon global resource factors, 
promoting the construction of a 
modern industrial chain with a com-
plete system, close connections, and 
strong competitiveness, effectively 
opening up the domestic economic 
circulation, and promoting the or-
ganic connection between DVCs and 
GVCs through this opening up.
 
New development paradigm

First, promoting the construction 
and optimization of DVCs is the stra-
tegic pivot for China as it builds the 
new development paradigm. On the 
one hand, building and optimizing 
DVCs can accelerate the formation of 
a unified national market, further ex-
pand domestic demand and jointly 
promote economic development 
with domestic and external demand. 

On the other hand, connecting DVCs 
with GVCs can allow China to ac-
tively participate in various types of 
bilateral, regional, and global multi-
lateral cooperation, realize the mutu-
al promotion of deepening domestic 
reform and opening up, and better 
connect domestic and international 
markets to achieve a more robust 
and sustainable development.

Second, promoting the construc-
tion and optimization of DVCs is 
inherently required in the compre-
hensively deepening reforms. The 
construction of DVCs can serve the 
optimization and upgrade of domes-
tic industrial layouts and the overall 
industrial structure, and help China 
to enhance its position in global 
industrial chains. Meanwhile, DVC 
optimization requires giving full play 
to the advantages of the super-large-
scale domestic market, participating 
more deeply in the global industrial 
chains’ divisions of labor as deep 
integration of the domestic and in-
ternational markets accelerates, im-
proving the global layout of Chinese 
enterprises, effectively solving the 
problems of supply shortage encoun-
tered by global supply chains under 
the impact of the COVID-19, and 
driving the recovery of the industrial 
chains and the world economy.

Third, promoting the construc-
tion and optimization of DVCs is the 
key to regional collaborative devel-
opment. China needs to unleash the 
advantages of different regions’ re-
source endowments, break through 
key blockages and obstacles, and 
realize the synergistic and joint 

development of different regions 
under a common goal, so as to build 
a new mechanism of more effective 
regional coordinated development.
 
Regional synergy

First, it is advisable to focus on the 
structural embedding perspective 
and promote the industrial synergy 
between regions in China. When co-
ordinating economic cooperation and 
division of labor among regions, we 
can focus on the method of structural 
embedding, put each node of DVCs 
in its social network and geographical 
area, and consider its possible impact 
on regional socioeconomic develop-
ment. Meanwhile, DVCs’ radial effect 
should be leveraged.

Second, it is crucial to break 
through path-dependent restric-
tions and accelerate the reform and 
innovation of DVC rules. On the one 
hand, it is necessary to transform 
government functions, enhance ser-
vice awareness, innovate manage-
ment methods, improve public ser-
vice efficiency, and take the initiative 
to provide government services 
for local enterprises. On the other 
hand, we should further strengthen 
policy support in terms of finance, 
taxation, talent introduction, and 
foreign investment management, 
attract high-quality talent, attach 
importance to technological innova-
tion and human resource training, 
so that production factors such as 
technology, capital, labor, and data 
can be clustered at a higher level, 
participate in the optimal alloca-
tion of resources in a wider range of 

fields, and foster a new competitive 
advantage based on the integration 
of production factors.

Third, the government and the 
market should promote the establish-
ment of a sound unified national fac-
tor market. A good DVC transforma-
tion requires the flexible use of market 
instruments to optimize the allocation 
of various resources from different 
regions and reduce factor price distor-
tions. The government should focus 
on infrastructure construction such as 
transportation. In addition, it should 
continue to reform the institutional 
mechanism for talent development.

Fourth, it is necessary to deepen 
innovation-driven strategies and 
promote the upgrading and perfec-
tion of China’s modern industrial 
system. We should aim to develop 
key industries and achieve break-
throughs in important technologi-
cal areas. We should improve the 
innovation support policy system, 
encourage enterprises to carry out 
technological innovation, promote 
an organic combination of the 
digital economy, a new generation 
of information technology and the 
traditional manufacturing indus-
try, and then promote the close 
connection between industrial 
and innovation chains, to speed 
up the iterative innovation of 
China’s manufacturing industry. 
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EDITOR’S NOTE

China, as one of the centers for 
the Global Value Chains (GVCs), 
is accelerating the building and 
improvement of its Domestic 
Value Chains (DVCs) to bet-
ter integrate in GVCs. The first 
article sheds light on the im-
provements of its DVCs, and the 
second focuses on China’s place 
within GVCs.

Accelerating construction and improvement of domestic value chains

By ZHAO YUAN

2022 witnessed the overlapping of 
multiple factors such as geopolitical 
risks, demographic changes, digita-
lization, and climate change, which 
have profoundly affected the de-
velopment of Global Value Chains 
(GVCs). Under this new situation, 
what trends does GVC development 
face, and how can China climb to 
the high end of GVCs ? 

Enhancing resilience
The GVC is a global cross-enter-

prise network organization that con-
nects the processes of production, 
sales, and recycling to realize the 
value of goods or services, involving 
the whole process from raw mate-
rial procurement and transporta-
tion, production and distribution of  
intermediate and final products, to  
consumption and recycling. 

Rolf Langhammer, professor 
at the Kiel Institute for the World 
Economy in Germany, summarized 
the current situation facing GVCs 
in terms of population, technology, 
and climate change. On the demo-
graphic side, an aging and affluent 
society will shift the demand struc-
ture from low-skilled manufactur-
ing to high-skilled manufacturing, 

from manufacturing to the service 
industry, from efficiency to security, 
and to a greater focus on sustainable 
production. Technological advance-
ments have reduced trade costs, 
and GVCs will also promote the 
dominance of trade in services over 
trade in goods. Meanwhile, climate 
change is a long-term trend, and 
measures to combat global warm-
ing will favor horizontal rather than 
vertical Foreign Direct Investment 
(FDI), with the former supplying 
host markets and the latter tak-
ing advantage of costs to increase 
exports. Typically, horizontal FDI 
stimulates trade in intermediate 
goods between home and host 
countries, while displacing trade in 
final goods.

From these three scenarios, GVCs 
may tend to be shorter chains, con-
centrated in regions with similar 
security benchmarks. Langham-
mer observed that many countries 
around the world are currently 
demanding more resilience from 
GVCs. As technology develops, GVCs 
will move closer to consumers.

In the face of the COVID-19 pan-
demic and increasingly tense trade 
relations, companies in a dominant 
position within GVCs are examining 
existing vulnerabilities, and some 

have already made changes, such as 
increasing suppliers and additional 
investments to enhance resilience. 

According to Erik Berglof, the 
Chief Economist at the Asian Infra-
structure Investment Bank, GVCs 
remain an important lever for the 
integration of emerging and devel-
oping economies—particularly in 
Asia—into the global development 
process. Innovation and the qual-
ity and capacity of infrastructure 
development are critical to the flex-
ibility and resilience of GVCs. Ber-
glof emphasized the importance of 
industrial development policies in 
infrastructure-intensive regions for 
GVCs. Special economic zones that 
rely on power grids, multimodal 
transport, and high-quality digital 
infrastructure are examples of this.  

Alicia Garcia-Herrero, a senior 
fellow at Bruegel, said data shows 
that GVCs’ size has been shrinking 
since 2008. Policies targeting climate 
change have also driven the shorten-
ing of GVCs and pushed GVCs to 
operate closer to consumers.

Holistic approach
Intensifying integration in GVCs 

and deepening international coopera-
tion will help participating parties un-
derstand where value is created and 

how it is shared. Since the reform and 
opening up, China has been deeply 
involved in the process of economic 
globalization, promoting a high level 
of opening up and further integrat-
ing into the division of labor in GVCs. 
Currently, China is ascending to the 
higher end of GVCs in areas such as 
R&D, design, and brand services.

Chris Rowley, a professor emeri-
tus from Bayes Business School, 
City, University of London, said 
that China can respond to changes 
through increasing the added value 
of its products, improving the agil-
ity and flexibility of its production, 
speeding up production, and build-
ing a “glocal” production system for 
the Asian regional network.

Today, China plays an important 
role in many GVC areas. Liu Wan-
Hsin, a senior researcher at the Kiel 
Institute for the World Economy in 
Germany, said that “China plays, 

nowadays, an essential role in GVCs 
in a great amount of sectors. This 
is not only reflected in its very high 
share in global trade, but also re-
flected in the fact that firms in China 
are able to supply a large scope of 
products that cover all industrial 
sectors to the world. Additionally, 
China makes it to become one of the 
very few critical sources for many 
products that are essential for the 
digital and green transformation. 
To further move forward along the 
GVCs and to take over higher value 
added tasks, it is certainly crucial 
for China to further strengthen its 
engagement in education, R&D, 
and innovation activities as well as 
in sustainability issues. More atten-
tion also needs to be paid to how to 
increase the resource allocation ef-
ficiency to foster the development of 
a knowledge-based economy, digital 
transformation, and green growth. ”  

Innovation in Zhongguancun Science Park promotes integration in 
GVCs. Photo: CFP

Marching towards the high-end of GVCs 


