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The Contribution of Local Market Demand to the Functional
Upgrading of Global Value Chains
—Based on a Multi-regional Input-Output Perspective
ZHANG Yabin ZENG Can WANG Zhenguo

Abstract: Promoting the global value chain is necessary for China’s high-quality eco-
nomic development. This paper analyses the evolutionary trend of final demand pulling
effect on the value added of functional activities at national and industrial level from 1999
to 2014 by using the global multi-regional input-output model. Moreover, the impact of do-
mestic demand changes to functional upgrade is examined by adopting hierarchical struc-
tural decomposition method. Calculation results show that the value added pulling effect of
final demand function activities are taking continuous growing trend, while the added value
of manufacturing activities are still holding too large proportion to lead a fully upgrading.
Preliminary decomposition shows that the changing of value added coefficient restrains
functional upgrading. Both the input-output structure and the final demand, especially the
domestic demand, significantly promote the functional upgrading. Hierarchical decomposi-
tion shows that demand scale expanding is the most important driving factor in the upgra-
ding, while both consumption and investment effects are tend to converge in analysis. Lac-
king of demand, especially household consumption, is the most important restricting factor
for function upgrading. Also, the demand of capital and knowledge-intensive service prod-
ucts promotes functional upgrading effectively. This paper analyses the global value chain
function upgrading from a perspective of local demand, then provides new implications for
China to solve the dilemma of low-end locking, also helping China avoid falling into the
functional division trap, and realize the value chain climbing.

Keywords: Demand Scale; Demand Structure; Functional Upgrading of GVCs;
Hierarchical Structural Decomposition Method
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