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Services- Poorly Understood but 
Becoming More Important

1.
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1. Services- Poorly Understood but Becoming 
More Important

- Historical neglect 
and fears about low 
productivity growth

- Data are difficult

- 70% of GDP 
and growing

- Almost 50% of 
trade and 
underestimated
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1. Services- Poorly Understood but Becoming 
More Important

Sources of higher services growth 
relative to other sectors

• In production         globalization, servicification
• Consumers more demanding, customization is 

services-intensive

Services as innovation

• Services an important source of process 
innovation, as well as in bundled combination 
with goods-driven R&D 
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Case Studies 2.
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2. Case Studies 

• A cautionary note                What we do and do not learn 
from case studies

• Specificity: a blessing and a curse

• Sample size

• Shaping hypotheses

• 12 case studies across many manufacturing  sectors 
(aircraft parts; auto-parts; car manufacture; construction 
machinery; die makers; home appliances; oil and gas 
extraction; power plant; server manufacturer; wastewater 
treatment; watch manufacturer; welding alloys)
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2. Case Studies as Discovery

Identify impact of policy on location, configuration and operation of the value 
chain      

Study outsourcing, bundling, innovation

Map the services according to production stages

Establishment, pre-production, production, post-production, back-office, after-sales

Define the Value Chain

Beginning, end and first-tier outsourced suppliers
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Numerous Services Enter the 
Value Chain 

3.
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3. Numerous Services Enter the Value Chain 

Stages/Cases Total Number of Services

Aircraft parts, Philippines 53

Automotive components, Japan 37

Car manufacturer, Philippines 70

Construction machinery, Japan 72
Die makers, Thailand 38
Home appliance Japan 55
Oil and gas extraction equipment, Singapore 55
Power plant equipment, Japan 77
Server manufacturer, Chinese Taipei 53

Wastewater treatment, Thailand 54

Watch manufacturer, Hong Kong 43

Welding Alloys, Thailand 38

Source: Case studies
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Establishment 38 (6%)
Pre-production117(18%)

Production 169(26%)
Post-Production & Sales 56(9%)

Back-officeand recurrent services213(33%)

After Sales & Support52(8%)
3. Numerous Services Enter the Value Chain 
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Outsourcing4.



7

12

12

12

4. Outsourcing
• Outsourcing is quite common.  In the sample an average 
of 59% of all services inputs were outsourced – 40% was 
the least and 77% the most (caution with the count) .

Universally 
outsourced on a 
discretionary basis
- Telecoms

- Freight

- Insurance

- Security

Never completely 
outsourced
- Ongoing 
Management

- Book-keeping

- Engineering

- Product Design
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4. Outsourcing
• Reasons for outsourcing, or not: trading off

Efficiency

Comparative 
advantage

Internal
economies of 

scale

External 
economies

Networks

Transaction 
Cost

Recurrent 
interaction

(supervision, 
managerial time)

Search costs

Risk

Unforeseen third-
party actions

Reputation

Compliance risk

Obligatory
Outsourcing

Legal obligations

Proprietary third-
party rights
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Bundling5.
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5. Bundling
• Various products (goods and/or services) are typically 

bundled together as single offerings in arm’s-length 
exchanges 

Bundling

Reduce 
costs 

Differentiate 
products –
competitive 

edge

Higher sales 
values

Facilitate 
Innovation
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5. Bundling

Bundling has the 
interesting property 

of rendering all 
producer services 
potentially tradable 

Governments may 
want to reconsider 
policy and sources 

of comparative 
advantage
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What Does Policy Do or Not Do 
to Attract GVCs?  

6.
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6. What Does Policy Do or Not Do to Attract 
GVCs?  

Policy certainty and consistency

• The costs of frequent and often unannounced 
policy and regulatory changes

• Policy inconsistencies between local and central 
government

• Misuse of discretionary authority at the level of 
implementation

• Transactions costs associated with navigating 
uncertainty

• Implications for SMEs

The policy environment:
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6. What Does Policy Do or Not Do to Attract 
GVCs?  

1. Labor Market Restrictions
• Visas, length of stay
• Hiring, demonstration of local unavailability
• Sectors closed for foreign labor

2. Foreign Equity Restrictions
• Direct restrictions on share of foreign equity
• Indirect barriers, such as uncertainty in policy regime and 

excessive administrative burdens

Policy areas where the supply of manufacturing-
related services is directly affected by restrictive 
policy:
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6. What Does Policy Do or Not Do to Attract 
GVCs  

3. Customs Regimes
• Inefficient administration and complicated 

procedures
• Compulsory appointment of customs agents

4. Intellectual Property
• Compulsory to transfer IP to local partner
• Efficacy of counterfeit controls
• Insufficient or non-existent IP protection
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6. What Does Policy Do or Not Do to Attract 
GVCs?  

5. Health, Safety and Environmental 
Regulations

• Costly Compliance
• Compulsory Appointment of Specific Company

6. Inadequant Infrastructure

• Compulsory to transfer IP to local partner
• Counterfeit Product
• Insufficient or non-existent IP protection
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6. What Does Policy Do or Not Do to Attract 
GVCs and SME Participation?  

Measures for Services

Training 
Support 

Infrastructure

Tax Breaks

23

23

23

DISCLAIMER

ABOUT THE INSTITUTE

Information, opinions, or recommendations contained in this document are
submitted solely for information purposes. The factual statements have
been taken from sources believed reliable but such statements of fact are
made without representation to accuracy, completeness, or otherwise. It
should not be regarded by recipients as a substitute for the exercise of
their own judgement. All information and opinions are subject to change
without notice and the Institute is under no obligation to update or keep the
information current.

This document is only intended for its addressee/s and may contain
privileged or confidential information. If you are not the intended recipient,
you are hereby notified that unauthorised use, copying or distribution of this
document or any part of its contents, is prohibited.

The Fung Global Institute is an independent think-tank and learning
institute that generates and disseminates new thinking from Asian
perspectives on issues that are transforming the global economy. Its
business-relevant research is combined with practical experience and
learning that can be applied by senior global business executives as well
as policymakers and civil society leaders. The Institute is a non-profit
organisation based in Hong Kong.
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Fung Global Institute 

Cyberport 1, Level 12

100 Cyberport Road

Hong Kong 

Tel: (852) 2300 2728

Fax: (852) 2300 2729

www.fungglobalinstitute.org

THANK YOU


