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Six trends are reshaping global value chains

1 A smaller share of goods is traded across borders

VNG . . .
@7 2 Services trade is growing faster than goods trade
3 Low labor costs have become less important

4 R&D and innovation are becoming increasingly important

. 5 Trade is becoming more regional and less long-haul
- | 6 Technology is reshaping global value chains
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A SMALLER SHARE OF GOODS IS TRADED ACROSS BORDERS

1 Global goods trade intensity declined after 2007
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A SMALLER SHARE OF GOODS IS TRADED ACROSS BORDERS

Declining trade intensity reflects rise of consumers in
China and other developing countries

Developing economies’ share of global consumption
by region, %
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A SMALLER SHARE OF GOODS IS TRADED ACROSS BORDERS

1 China is consuming more of what it produces and exporting less

China’s exports as a share of gross output, 2007 vs. 2017 ~ 2007 [ 2017
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China’s trade surplus has fallen from 7 .4% of GDP in 2007 to 1 . 3% in 2017
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SERVICES TRADE IS GROWING FASTER THAN GOODS TRADE

2 Services trade is growing 60 percent faster than goods trade
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SERVICES TRADE IS GROWING FASTER THAN GOODS TRADE

2 “As a service” business models are becoming more widespread

Global recorded music revenues US vehicle sales
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LOW LABOR COSTS HAVE BECOME LESS IMPORTANT

3 Trade based on labor-cost arbitrage has declined across many value chains

Global trade is from
low-wage to high-wage
country in 2017

Global trade in labor-
intensive goods was
based on labor-cost

arbitrage in 2005
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LOW LABOR COSTS HAVE BECOME LESS IMPORTANT

3 Speed to market and proximity to consumers are becoming increasingly important

Nike Flyknit Automated Manufacturing Process y/

Flyknit running shoe = 19X less sewn pieces — from 37 to just 2

= Shoe weight down by 45% — from 290g to 160g

= $1B sales of Flyknit shoes 2012-2017

= Lower labor costs, reduced waste and cycle time

* Embedded customization features

* Factory in Mexico (other Nike shoes mainly
produced in Asia)

Futurecraft 4D shoe = 959%,+ fewer employees

= 3X faster time to market
= 100,000 pairs sold in 2017-2018

= Goal to produce 1Vl Futurecraft 4D athletic shoes
in the coming years
= Location in Ansbach, Germany and Atlanta, U.S.

- .
adidas
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Rethink your global footprint:

Offshore

Nearshoring could decrease costs while increasing speed to market Nearshore

Jeans production, US company

. Onshore

Jeans production, German company

Freight Landed cost price, 2016
Mode/days $ per pair of jeans

Bangladesh £i—/30 10.68

China 2.1/ 30 12.04

Freight Landed cost price, 2017
Mode/days $ per pair of jeans

Bangladesh £t /30 9.94

China 2. /30 12.46

Mexico g% /2 - 10.57

Turkey LB /3-6 - 12.08

SOURCE: McKinsey Global Institute
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R&D AND INNOVATION ARE BECOMING INCREASINGLY IMPORTANT --
4 All global value chains are becoming more knowledge-intensive
2016

Intangible assets as a share of revenue, 2000 vs 2016, Percent
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R&D AND INNOVATION ARE BECOMING INCREASINGLY IMPORTANT

4 Intangible assets, such as software, design, and R&D, are an increasingly important part of the

value of physical goods

Average value of vehicle content
Percent
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TRADE IS BECOMING MORE REGIONAL AND LESS LONG-HAUL

More than half of goods trade is intraregional in EU-28 and Asia-Pacific
Share of intraregional goods trade by region, 2017
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TECHNOLOGY IS RESHAPING GLOBAL VALUE CHAINS

6 Technology is reshaping value chains in three ways

et e e o Internet of Things _ (

costs ) E-comme.rce M Upto +$47T increase in
" Blockchain | goods trade by 2030 as
= Automated document processing transaction costs are reduced
. m \\
Change production _ 2It ) Upto ~H4T reduction in Ny
RIOSS . dromation >3 goods trade by 2030 as
3D printing production moves closer to

consumers
= Electric vehicles
New goods . Renowablos Upto ~H310B less
o » goods trade by 2030
" Digital goods through changes in

composition and tradabili
of goods

SOURCE: McKinsey Global Institute, Globalization in transition: The future of trade and value chains, January 2019



Digital platforms connect the world: By 2020, cross-border B2C e-commerce is projected to grow
to $1.0 trillion

Global B2C e-commerce transaction volume Number of parcels sent by postal services'
$ Trillions %, annual growth rate, indexed to 2000
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Companies we surveyed are changing their global strategies
Global executive survey, September 2018, n=1,021

Expect to change Change geography Invest more in local Consider trade
strategy due to trade of their operations supply chains uncertainly to be
tensions and top concern
uncertainty

SOURCE: McKinsey Global Institute, Globalization in transition: The future of trade and value chains, January 2019 McKinsey & Company 18



Globalization in transition: Looking ahead

Focus on speed to
4 market and proximity
. to customers drives
slower than the past, in near-shoring

1 Growth in goods trade
line with GDP growth

Trade policies (and
uncertainty)
accelerate value

chain shifts

towards services and

2 Continued shift in trade
data flows

Digitization and
environmental
1 sustainability drive
closer supplier
relationships

Continued growth of I
regional trade corridors 8§
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Different countries will benefit in the next era of globalization

1

Shifts in global
value chains
favor production
in advanced
economies with
highly skilled
talent, innovation
ecosystems, and
large consumer
markets

2

Competitive
service
sectors are
increasingly
important in
all countries

3

Near-shoring
countries stand to
gain as companies
prioritize speed to
market and closer
integration with
suppliers (e.g.,
Mexico, Morocco,
Turkey)

4

Developing
countries with
service exports
may gain --

but need to move
up the value chain
as basic BPO
services are
automated (e.g.,
Costa Rica, India,
Philippines)

o

Low-income
countries face
higher hurdles as
labor-intensive
manufacturing
declines: must
build soft
infrastructure as
well as hard
infrastructure
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