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Making the Global Supply Base

Timothy Sturgeon, John Hziﬁ;phrey, and Gary Gereffi

Introduction

As the preceding chapters ‘have discussed at length, the structure of produc-
tion and trade in the world economy has changed dramatically since the
1960s, when relatively self-contained national economies interacted through
arm’s-length trade in finished goods and raw materials. Retailers and branded
merchandisers in the United States wrested power from manufacturers in
consumer markets in the 1970s’and 1980s, in part hy establishing their own
low-cost sources of supply in Fast Asia. Thus, a significant step was taken
toward the creation of a mere deeply integrated global economy, where the
various stages of production and consumption are dispersed within increas-
ingly elaborate and spatially extensive global value chains (GVCs). The GVC
perspective directs our attention away fromm the opposing theoretical poles of
production and consumption toward the 1nteg1ated meso-level analytics of
market making; spemﬁca]ly, the making of supplier markets, Intermediate
markets account for about two-thirds of all market transactions (Tininga
1992) and intermediate geods trade for about 60 percent of world trade {see
Figure 8.2 below). Evidence for the rise of GVCs can be found in these statistics
as well; developing countries increased their share of intermediate goods trade
from less than 5 percent in 1988 to more than 30 percent in 2¢08 (Sturgeon
and Memedovic forthcoming). Trade in intermediate goods is indicative of

GVCs because fragmented production processes require that parts, compo-
nents, and partally manufactured products pass across borders—sometimes
more than once—before finished goods are shipped to final markets (Feenstra
1998).

In our view, the making of supplier markets in East Asia by retailers has been
just one facet of GVC formation. The goal of this chapter is to broaden this




Timothy Sturgeon, John Humphrey, and Gary Gereffi

story of global buying, global production, and econcmic development, and
deepen it by grounding it in: a series of company and industry case studies. Qur
main point is that the emergence of supplier markets in Fast Asia has been
driven, not only by retailers and the consumer product manufacturers that
supplied them, but also by manufactuzers of brand, technology, and capital-
intensive goods such as computers, communications eguipment, white
goods, and motor vehicles seeking new markets and low-cost sources of supply
worldwide. In short, purchasing by global retailers has been part of a broader
pattern of outsourcing and offshoring that has helped to “make” supplier
markets in the East Asia region and elsewhere.
For fraditional technology-intensive companies, including mul‘anatlonal
.corporations (MNCs) with offshore affiates handling the chores of foreign

production, domestic outsourcing was often a first step, However, in & very

short time, the largest US-based suppliers had set up global operations and
were producing shoulder to shoulder with local suppliers in developing
countries. Through a process that mirrored the retail consolidation outlined
in Chapter 3, the most successful US-based suppliers quickly became huge
global players, with facilities in scores of locations around the world. A hand-
ful of elite East Asian suppliers also grew rapidly, in part by taking on more
tasks for MNC affiliates, expanding production not oniy in China, but also in
other Asian countries and, in a few cases, in Africa, East Europe, and Latin
America as well. These two trends, by the end of the 1990s, dovetailed to
create a single dynamic: the rise of a global supply base populated by large,
international, highly capable suppliers, contract manufacturers, intermedi-

aries, and service providers, something unique in the history of the world -

economy (Sturgeon arrd Lester 2004). Thus, our second main point is that the
concept of market making in East Asia is not incompatible with industry
concentration and consolidation. The geographic and organizational frag-
mentation that occurred in the 1980s was followed by concentration in
specific places (for example, Chinz) and industry consolidation as lead firms
and suppliers scaled up in an attempt to meet the challenges of global produc-
tion and competition.

As Gereffi (1994a, 1999) has argued, the role of “lead firm” in GVCs—the
company that defines product characteristics and takes the finaricial risk of

placing orders and putting producis up for sale—has tended t¢ vary signifi- °
cantly. by.industry. In.the apparel, footwesr, household.goods, and agro-food..

industries, GVCs have traditionally been “buyer-diiven.” As they have
acquired more power in the chain, retailers, in particular, have assurned this
lead firm role (see Chapters 1, 3, 4, and 5). In the “producer-driven” chains in
the electronics, white goods, and motor vehicle industries, retailers have accu-
mulated less power and are more passive actors in GVCs. Because of product
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complexity and high-quality requirements, lead firms in producer-driven -
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chains tend to exercise more control in GVCs even as they focus less on in-
house production and more on design, marketing, and value-added services.

"Because goods in producer-driven chains are technology intensive and, early

on, domestic suppliers lacked technical competence to make the required
inputs, production in East Asia was largely accomplished by MNC affiliates—
a fact examined in great detail in the literature on the MNC (Vernon 1971;
Zanfei 2000; Yamin and Sinkovics 2009),

Although firms have been operating internationally since the days of the
British East India Company, suppliers and supply bases tended to be domestic
and beyond the reach of retailers and buyers without international operations.
Foreign affiliates of MNCs, often motivated by local content rules, gradually
increased their use of local suppliets, but were forced by these same rules to
develop redundant supply relationships in each of the countries or regions
where they produced. By the end of the 1990s, this situation had changed
markedly. The most capable suppliers became more “global” by establishing
new plants, acquiring customer facilities, and purchasing smaller local and
regional producers. Suppliers and supply-chain intermediaries from Bast Asia
also setup facilities to serve customers from a larger set of locations. With this
new supply base in place, tretailers, branded merchandisers, and manufac-
turers, whether they were selling globally or simply seeking to cut operating
costs to compete at hoine, could quite easily tap into supplier capabilities in
multiple locations without the cost, risk, or time required to set up their own
factories and nurture local supply chains from scratch. The next step was to
simplify these supply relationships by using the same set of global suppliers in
each of the regiens wheze production was catried out.

Thus, the rise of the global supply base is not simply a story of more and
better producers coming‘on-stream in East Asia to supply MNC affiliates in
producer-driven ~sectors, nor of retailers in buyer-driven sectors placing
increasingly large orders with firms and intermediaries in East Asia. The two
trends are connected. This chap‘Eer lays out how the new global supply base
emerged. It is a complex story, one that has played out differently in various
places and in diverse industries. Indeed, much of our understanding of the
dynamics of GVCs comes from detailed research on how these production
chains have evolved in specific industries. We rely on 2 series of sector- and

firm-level examples, lazgely from three sectors that dominate manufactured

gnr\d: frm"lP.-—P]P.r‘f'rnnir‘cf nf\}'\m‘p].,. and.motor. wehicles—to highligh'r. several..

different facets of the phenomenon.

In this chapter, we {irst present some evidenice of how suppliers based in
advanced economies, especially US-based suppliers to technology-intensive
industries such as electtonics and motor vehicle industries, began to establish
global operations in the late 1980s, and then accelerated their global expansion
the 1990s. Second, we describe how the sourcing strategies of transnationai
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manufacturers, global retailers, and global brands spurred the emergence of a
highly capable and responsive set of contract manufacturers and component
suppliers from newly industrialized countries in East Asia. Third, we examine
the related issues of modularity and consolidation in the global supply base,
and discuss how they have helped to shape it and enable its growtl. Finally, we
take stock of the global supply base in light of the extreme volatility that has
repeatedly wracked global markets during the past decade or so, especially the
current global economic crisis.

The Globalization of Developed Country Suppliers

Lead firms did not only increase their reliance on suppliers through their
global buyers and offshaore affiliates in the 1990s. Outsourcing was a major

strategy at home too, and as a result domestic suppliers won huge volumes of -

new business and grew spectacularly, As US-based companies embraced the
main elements of “corporate re-engineering and restructuring” (Harrison

1994) with its focus on core competence, asset variability, and maximization

of shareholder value, most outsourcing began domestically. In the 1990s,
however, the largest suppliers and service providers in these industries and

product categories developed global-scale operational footprints. In some -

Instances, the motivation of suppliers was to expand their own market
reach, but more often it was to provide integrated global supply capabilities
{or their largest customers.

Within the Unilted States, the movement toward outsourcing began with-

non-manufacturing services, such as information technology, accounting,
and call centers. By the 1980s, large companies wete also outsourcing routine
business functions such as accounting, legal services, advertising, billing, and
payroll (Rabach and Kim 1994). Firms divested themselves of non-cote activ-

ities such. as provision of food, security, and janitorial services for-their build--

ings. Despite recent alarm in the United States about “services. offshoring”
(see Sturgeon et al. 2006), most of these services remain difficult or impeossible
to source offshore-—for bath practical and regulatory reasons—and continue,
in large part, to be provided by home-based suppliers (Batt, Deellgast, and
Kwon 2006; Neilsen 2008). Nevertheless, there ate some significant and very
..Jarge-scale exceptions to this in. indusiries where. Processescan-be-segmented,
linkages between activities codified, and inputs and outputs transmitted elec-
tronically. Examples include call-center-based services, back-office business
functions, IT services, enterprise computing, clinical trials, and contract
medical research. In recent years, the economic geography of these services
industries has begun to resemble the manufacturing industries—consumer
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goods (household geods, apparel, and footwear), electronics, and automotive
and aircraft parts—that have been driving the growth of GVCs for decades.

The rise of global suppliers has been most pronounced in technology-
intensive manufacturing industries, such as electronics and mosor vehicles.
In these industries, it has proved to be a powerful combination for suppliers to
have facilities both at home, to work out the manufacturing details of new
product designs in collaboration with their customers’ design groups, and
abroad, to perform high-volume production in locations with lower costs
and proximity to promising new markets. In some cases, the offshore affiliates
of these large domestic suppliers began to challenge developed country sup-
pliers on their home turf. In other cases, a complementary pattern emerged
where global supphers rely on “second-tier” developing-couritry suppliers for
components, services, and as subcontractors. A third pattern is for developed-
couniry suppliers to specialize in products and services that require the initial
co-location described above,

An example of this division of labor can be found in automotive parts.

© Suppliers rnaklng “original equlpment" autometive parts for use in new vehi-

cle final assembly have a requirement for initial co-location, while suppliers
making “after-market” parts sold to repair shops do not. As a result, first-tier
original equipmént parts suppliers are generally giobal suppliers, while after-

- market parts suppliers operating mainty in Taiwan and China have been able

to gain significant market share via exporting alone (Cunmingham, Lynch,

~ and Thun 2005).

Whatever the competitive battles and complementarities that have

' emerged amongst developed- and developing-country suppliers, the real

news is that increasing supplier capability is allowing lead firms to implement
global production-strategies in ways that were undreamt of in the late 1980s.
Lead firms outsourced to suppliers at home, and demanded that these firms set
up operations offshore, both to serve and to substitute for their offshore
affiliates. These sustained efforts to expand and consolidate their sourcing
networks have helped o create a new class of huge global suppliers in a
range of industries, and supplier consolidation has meant that there are
larger, more capable suppliers to choose from. Global suppliers now have
capabilities~accumulated through internal development and acquisition—

- to provide “one-stop shopping” for lead firms seeking regional and global

s pply-solations.-This new-classof- suppliers-tias ulieﬁldlifé'ﬁ""'iﬂ'ﬁ‘fiy [ s (=N

iy
most difficult and costly aspects of cross-border integration such as logistics,
inventory management, and the day-to-day management of factories, cail
centers, and engineen’ng centers. To provide some detail, we briefly present
several examples from the electronics and automotive industries,
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Global suppfiers in the electronics industry

In the electronics industry, a combinaticn of globalization, outsourcing, and
vertical bundling in the 1990s helped to push a small but elite set of supplier
firms to move quickly beyond their traditional cluster- or national-scale foot-

print to become global in scope. Vertically integrated lead firms with global

operations, inciuding Lucent, Nortel, Alcatel, Ericsson, and Apple Computes,
sold off most, if not all, of their in-house manufacturing capacity—both at
home and abroad—to a cadre of large and highly capable US-based contract
manufacturers, including Sclectron, Fiextronics, Jabil Circuit, Celestica, and
Sanmina-SCI (Sturgeon 2002; Sturgeon and Lee 2005). ‘

Solectron (acquired by Flextronics in 2007) provides an example of how
these contract manufacturers expanded. The company was concentrated in a
single campus in Silicon Valley from its founding in 1979 through the 1980s.
In 1991 Solectron’s key customers in Silicon Valley, including Sun Microsys-
tems, Hewlett Packard, and Cisco Systems, demanded that Solectron. provide
global manufacturing and process engineering support. The company went
on an acquisition-fueled binge of giobal expansion and revenue growth; by
2001 the company’s footprint had grown to more than 135 facilities world-
wide, and annual revenues had increased from $265 million to $12 billion. In
the process of this expansion the company gobbled up competitors, expanded
customer facilities, and acquired an array of specialized firms with capabilities
that allowed the company to offer a much broader package of services. In just a
few short years, Solectron had morphed from a humble, if highly respected,
regional contract manufacturer (the company won the Malcolm Baldridge
Quality Award in both 1991 and 1997) to become the largest manufacturing
firm that no one had ever heard of; a quintessential global supplier.

An example of a global electronics contract manufacturer that emerged as a
lead firm spin-off is Celestica, an in-house manufacturing division of IBM that
was spun off as an independent company in 1996. At the outset the firm had
only two production locations, a large complex near Toronto, Canada, and a
small facility in upstate New Yozk, since closed. By 2001, after completing
twenty-nine acquisitions of custemer and competitor facilities, Celestica had
accumulated nearly fifty facilities in North America, South Aniel;ica,_ Western
and Eastern Furope, and Asia, and annual revenues had soared to more than

$10 billion.
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around the world, Flextronics, with its strategy of “vertical integration,” oper-
ates nine huge “industrial parks,” where it has invited many of its most
immediate suppliers of product-specific compenents (bate printed circuit
boatds and plastic enclosures) to co-locate with its final assembly plants for
rapid response in regional markets.”

The sale and spin-off of in-house manufacturing and parts operations
underiine the structural shift that was occurring in these industries from in-
house production to global outsourcing, and the accumulation of this off-
loaded capacity within a relatively small number of huge suppHers shows the
dramatic consolidation and increasing integration of the global supply base.
But outsourcing, as such, does not tell the entire story. In the electronics
industry, fast-growing lead firms with little if any in-house production cap-
acity, such as EMC, Sun Microsystems, Cisco, and Siticon Graphics, also
demanded that'suppliers provide global support.

In some key locations, lead firms did not necessarily have plants to sell or
spin-off, especially in newer locations such as China and Eastern Europe.
Because of this, a great deal of the global expansion of suppliers in the 1990s
was either “organic” in character, involving the enlargement of existing facil-
ities and the establishment of new, “greenfield” plants, or achieved through .
the acquisition of reglonal suppliers, in what some industry participants refer
to as the “rolling-up” of regional supply bases into an (albeit imperfectly)
integrated global Supply base.

Global suppliers in the motor vehicle industry

In the motor vehicle industry, ocutsourcing and vertical bundling also
exploded in the 1990s. Employment in final assembly and in parts had main-
tained a rough patity since 1929, but after 1985 employment began to
shift dramatically into the parts sector. By 2000, parts employment stood at
61.4 percent of total secfor employment, up from just 49.1 percent in 1985
(US Bureau of Labor Statistics, cited in Sturgeon and Florida 2004: 54). What is
hidden by these statistics is the employment that supplier firms added by
estabiishing and buying operations outside the United States.

Consider the exarnple of Lear, which began the 1990s as a seat manufacturer
for the American Big 3 automakers. By 2000, Lear had grown to 120,000

. u_rn.-r)'ln}zg.q_c.._pgm,rfizhﬂg- at-moete-than. 200 locations. in..22 f‘ﬂ11n'}ft‘i9cl mqlxv’ng Do
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I the Tound of consolidation that followed the bursting of the technology
bubble in 2003, Flextronics (listed in Singapore but managed from San Jose,
California) emerged as the world's largest electronics contract manufacturer, a
position that was further solidified through its acquisition of number-two-
ranked Solectron in 2007. Flextronics’ 2009 revenues were slightly less than
$31 billion. Aside from dozens of stand-alone factories and technology centets
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full range of automotive interior parts and systems that were used in vehicles
bearing nameplateé as diverse as Pontiac, Suzuki, Hyundai, Isuzu, Jaguar,
Mazda, Opel, Ford, VW, Porsche, Mercedes, Chrysler, Saab, Subaru, Fiat, Dae-
woo, Renault, Toyota, Mitsubishi, Honda, Audi, BMW, Peugeot, Nissan,
Volvo, and Rover. As a result, the company zose from the world’s thirteenth
largest automotive suppiier in 1995 to the fifth largest in 2000, with record
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sales of §14.1 billion. Since then, Lear has suffered from the severe financial

difficulties plaguirnig the automotive supply base, along with most other large .

suppliers. While 2008 revenues and employment are down from the peak in
2000, the company’s geographic footprint has continued to expand.*

The spin-off of the internal parts divisions of General Motors and Ford in’

the late 1990s created the world’s two largest and most diversified automaotive
parts suppliers almost overnight, Delphi and Visteon. Because they were spun
out of uge parent firms with strong international operations, these “new”
suppliers were born with a global footprint and the capability to supply
complete aufomotive subsystems, For example, Visteon was born with broad
capabilities in chassis, climate, electronics, glass and lighting, interior and
exterior trim, and power trains. In 2000 the company ocperated 38
manufacturing plants in the USA and Canada; 23 in West Furope; Z1 in
Asla; 9 in Mexico; 6 in East Europe; and 4 in South America; system and
medule engineering work was carried out in 1 facility in Japan, 3 in Germany,
3 in England, and 4 in the United States. Like Lear and other large global
suppliers with significant business with the American automakers, Visteon has

experienced deep financial trouble in recent years. Nevertheless, the com-

pany, in 2010, still has a global footprint, with 21 manufacturing facilities
and 2 technical centers in the United States and Canada, 8 manufacturing
facilities and 2 techinical centers in Mexico, 43 manufacturing facilities and 5
technical centers in Asia Pacific, 23 manufacturing plants and 10 technical
centers in Western Europe, 8 manufacturing plants and 2 technical centers in
Lastern Europe, and 6 manufacturing facilities in South America. The shift, in
the main, has been from the United States and Western Europe to Asia.

The emergence of global suppliers was mostly, but not solely, a phenome-
non of American firms, Puropean and a few Japanese motor vehicle parts
suppliers followed their customers into new markets and went on acquisition
sprees to gain both a global foetprint and the ability to supply larger sub-
systems of the car. Examples include Continental, Bosch, and Siemens
(Germany), Valec (France), and Yazaki and Dense (Japan). ‘

By the late 1990s it had become a requirement for automotive suppliers,
" large electronics contract manufacturers, and suppliers in several other sectors
t0 have a global footprint. In separate interviews conducted in 2000, Sturgeon

and Lester (2004: 69-70) quote managers at two global automotive suppliers |
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Suppliers must support assemblers as a sole source for global product lines to
support commonelization. We must supply the same part, with the same quality
and price, in every location. If {the automaker] says to go to Argentina, we must go
or lose existing, not just potential, business. Logistics are becoming a key competi-
tive advantage;we must have the ability to move production to whetre customer’s
facilities are.

Here we see market making in action. Globalization and consolidation in
the automotive supply base were driven by management strategy at lead firms,
first to divest their companies of the high fixed costs and labor needs of
business fuactions related to production and back-office work, and, second,
to demand that their key suppliers support them on a global basis to increase
scale, reduce transaction costs, decrease redundancy, and increase the com-
monality of products and processes worldwide. :

The Rise of East Asiah Transnational Suppliers

In the previous section, we argued that global buyers in “buyer-driven” GVCs
were not the only actors responsible for the expansion of GVCs, and that

' - domestic outsourcing in “producer-driven” GVCs scon morphed into global

outsourcing, as domestic suppliers were driven by customets to set up global

. operations (Gereffi 2006). In this section, we examine the rise of an indi-

genous Fast Asian transnational supply base through a series of “best case
studies” of successful local supplier development in Last Asia,

Forelgn affiliates of MNCs were set up In East Asia and elsewhere during the
1970s and 1980s to lower costs and gain access fo local markets. Over tline,
offshore affiliates began to use local suppliers for a broader range of inputs,
materials, and services. In some cases, locals employed at these foreign affiii-
ates used what they had learned to establish firms to supply thelr former
employers and others like them. As more functions were shifted out of the
affiliates and supplier competence grew, the affiliate activities, gradually
and unevenly, shifted to higher-value functions such as purchasing inputs,
adapting products to local markets, working with suppliers on new product
introduction, and coordinating regional activities.

In the 1990s, some of the leading developing country suppliers from places

T WETos o 01 o S .
B e

The industty began to change 5-10 years ago. If a supplier doesn't have a global
strategy, it can’t bid, New projects are no longer seen as an opportunity to expand
globally—instead, a supplier must have a global base in place to even make a bid.
This forces suppliers to have a global supply system in place.
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such.as Taiwan, South Korea, and Singapore, in response to.cusiomer demands
to lower costs and to produce within large emerging markets such as China,
began to set up offshore facilities of their own. The combined demand from
global buyers and transnational affiliates helped to create a new class of
transnational supplier based in East Asia (Bonaglia, Goldstein, and Mathews
2007; Yeung 2009). In the apparel industry there was an additional motivation:
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to tap the available quota for export to the United States under the Multi-Fiber
Agreement (MFA). This triggered investment in countries that would not
otherwise have large-scale apparel assembly, such as Sti Lanka and Bangladesh.
In contrast to the pattern setin the 1970s and 1980s, control did not migrate to
local suppliers in these new locations. Rather, customer service and network

coordination functions stayed in the suppliers’ headquarters in Taiwan, Hong -

Kong, Korea, and Singapore, while production was partially and sometime
completely relocated to less-developed countries.

Gereffi (1994a) calls this pattern “triangle manufacturing,” with developed-
country buyers, Hong Kong and South: Korean intermediaries, and developing-
country factorles creating a tripartite spatial division of labor. On top of this,
reglonal production systems, in which American and European apparel man-
ufacturers had been steadily moving production to nearby countries with
lower costs, such as Turkey, Morocco, Mexice, and the Caribbean Basin,
began to be penetrated by a few of the largest Fast Asian manufacturers and
intermediaries. As more countries were added over time, more complex
regional and even global-scale production systems emerged, with coordination
functions handled by East Asian suppliers and intermediaries. In the following
sections, we show the variety of paths to international production using a few
case studies.

South Korean investment in the indonesian apparel industry

The role of firms from South Korea in developing the Indonesian apparel
industry shows clearly how foreign direct investment (FDI) within Asia cre-
ated more elaborate production networks over time. Hong Kong, Taiwan, and
South Korea dominated garment exports in the 1960s and 1970s, In South
Korea, much of the export business was organized through intermediaries,
especially large trading companies who “played a pivotal brokerage role, link-
ing designers and buyers from the developed core nations to the small Korean
businesses that are the direct producers of the clothing” (D. Smith 1996: 222).
These same intermediaries linked garment producers to producers of textiles
and other inputs located in South Korea, As a result of their control over the
export quotas established under the MFA, firms wishing to export to the USA
tended to work through these traders (Gereffi 1999), |

Jn the 19808, one of the responses.of Korean manufacturers. and trarﬂprq 0.

tising labor costs in South Korea was to move factories offshore—to China,
Indonesia, Central America, and elsewhere. Korean manufacturing FDI in the
ASEAN-4 countries increased dramatically at the end of the 1980s. The total
for the three years 1987-9 was four times the total for the previous fourteen
years, and 55 percent of this manufacturing investment went to Indonesia.
Many foreign-owned clothing factories were set up, enabling Indonésia to
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move from thirteenth place to eighth place amongst global garment exporters
between 1988 and 1992. About one-third of foreign-owned plants were set up
by South Korean firms, and another third were established by firms from Hong
Kong, Taiwan, and Singapore {Shin and Lee 1995: 187).

As with the contract garment assembly plants used by US companies in
Mexico and Central America, the new Indonesian planis were inserted into a
much broader division of labor. In many cases, they used materials and
equipment supplied from South Korea. Two-thirds of their inputs were im-
ported and two-thirds of cutput was exported (Dicken and Hassler 2000: 270).
The plants were also linked with their parent company’s marketing operations
and through these to global buyers in the United States and Europe. A Taiwan-
ese apparel manufacturer in Indonesia described how orders atrived at the
plant:

90% of our orders for Indonesia are coming from our Taiwanese head office. The
remaining 10% are orders from agents and representative offices in Jakarta. The
Tatpel office is working with the buying offices directly in America or their repre-
sentative offices in Hong Kong or Singapore. Qur main market is the US where we
sell 80% of our products. (cited in Dicken and Hassler 2000: 275)

Similar processes were evident in China, where firms from Hong Kong and
Taiwan created complex value chains with chain management and chain
coordination functions at home and production operations in China. I
many cases, firms from Taiwan and Hong Kong have relocated manufacturing
plants to the Chinese mainland, but maintained ownership.

Egst Asian intermediaries: The case of Li & Fung

As we have seen in the case of South Korea, intermediaries (Spulber 1996,
1998) have played an important role in the rise of Fast Asian-based GVCs.
Intermediaries help ‘to create supplier markets by matching manufacturers
with the tight requitements to retailers and branded marketers seeking pro-
duction in East Asia and beyond, The largest and best known of these com-
panies is Li & Fun'g, a Hong Kong-based firm that specializes in sourcing for
global buyers of appazel and household goods. Li & Fung coordinates produc-
tion.for many large American branded garment merchandisers and retailers,
such as Donna Karan and the Gap. The company's website defines it as “one of

the premier global consumer products export trading companies managing
the supply chain for hlgh -volume, time-sensitive consumer goods.”®

Li & Fung offers a full service package for customers, taking responsibility for
product development, the sourcing of inputs, management of all manu-
facturing processes—while owning only a handful of plants itself—and out-
bound logistics. The difference between this division of labor and value-chain
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configurations in which sourcing is done through specialist traders is that the
retailer or branded mazketer plays a role in preduct development. The extent
of this role will depend upon the competitive strategy and market positien
of the buyer. Branded marketers and high-end retailers generally regard prod-
uct development as an important part of their competitive advantage, while
low-end retailers are often content to define broad concepts and to follow
fashion trends, leaving the product-development process to intermediaries
and manufacturers.

Global expansion began in earnest at Li & Fung in the mid-1990s, mainly
through the acquisition of sourcing networks controlled by British-owned
Hong Kong-based trading companies. The acquisition of one such competitor,
Inchcape Buying Services, doubled the company’s size and provided a cus-
tomer base in Europe to complement its strength amongst American retailers.
To support the new business from Furope, Li & Fung strengthened its sourcing
relationships in India, the Caribbean, and the Mediterranean basin. In 1999
and 2000, 11 & Fung further broadened its customer base in the United States
and Burope through the acquisition of three more of its Hong Kong-based
rivals, Swire & Maclaine Ltd, Camberley Entetpzises Ltd; and Colby Group
Holdings Ltd. The company also acquired Disney Sourcing, the consumer
products sourcing arm of Disney International with responsibility for stocking
Disney stores worldwide. By 2001, two-thirds of Li & Fung’s revenues were
being generated through its acquisitions. Revenues grew fromi $ 750 million in
1995 to more than $14 billion in 2008, :

By the end of 2000, Li & Fung had acquired a global footprint, and in 2009
the company had approximately 14,000 direct employees working in 80
offices in 40 countries. About one-third of these offices are located in devel-
oped countries, mainly Earope and the United States (but also in South Korea,
Taiwan, and Japan), to provide customer support services. Most of the remain-
ing offices are located in developing countries, mainly in China (18), South
Asia (12), and Southeast Asia (9), but also in Turkey, Egypt, Romania, Poland,
South Africa, Mauritius, Mexico, Guatemala, Honduras, and Nicaragua.
These offices provide supply-chain management services for the company’s
network of 12,000 suppliers, mainly contract garment and household goods
manufacturers. .

This strategy of intermediaries such as Li & Fung is to separate the service

elements in. the supnly relationshin. from. the praduction. elements.. This. .. '
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innovations and cost conirols. The danger, as always for the trader, is that the
manufacturer ard the buyer will deal directly with each other. In fact, this has
happened again and again, as both manufacturers and buyers have gained
competencies. Li & Fung has tried to shore up its position by offering turn-key
solutions, including product design services, and by helping buyers assute
their customer that their products meet labor and environment standards
with its “responsible sourcing” program.®

The case of Singapore’s Beyonics

To get a more finely tuned look at how outsourcing by MNC affiliates has
helped to drive supplier upgrading in Fast Asia, let us now turn to the case of
the Singapore-based firm Beyonics. The case reveals a common dynamic of
affiliate outsourcing, local learning, entrepreneurship, supplier upgrading,
regional expansion, and organizational consolidation. In 1981, two Singapor-
ean engineers decided to start their own company after they had been laid off
from the Singaporean subsidiary of the German camera manufacturer Roliei.
Seeing that the local tool and die business in Singapore was underdeveloped—
because most foreign firms tended to bring in their own tooling—the two set
up their own tool and die shop on a chicken farm owned by one of the
founder's parents. From their experience at Rollei they knew that advanced
lathes for precision metal cutting spin very fast, but could be stopped quickly
to make rapid set-up changes. The two retrofitted some inexpensive lathes
with motorcycle brakes to achieve the desired effect. The company, which was
originally called Uraco, generdted $700,000 in reveriues during its first year of
operation, mostly by supplying precision metal parts to American disk-drive
producers, which wete investing heavily in manufacturing in Singapore and
Malaysia at the time (Business Times Online 1995).

As Uraco grew, it began to supply a wider range of products to the disk-drive
industry, including precision metal stampings and assembled electronic cir-
cuit boards. Most of the company’s business was with Seagate, the leading
Amertican disk-drive manufacturer, but the company also exported precision
parts to Hitachi’s disk-drive operations in the Philippines, Because of the
extreme volatility in disk-drive and PC markets, in 1987 managers began
the first of many efforts to diversify Uraco’s customer base by distributing
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approach has advantages and disadvantages. It gives the intermediaries a
free hand to find producers in various countries, and, in the case of the apparel
industry, the MFA and preferential trade deals such as the African Growth and
Opportunity Act (AGOA) have provided many opportunities for firms that can
source production from multiple locations. The disadvantage lies in the lack
of control over production and limited opportunities to introduce process
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Harris Semiconductor, and Siemens.”

In the mid-1990s, the company began o leverage its experience with elec-
tronic components, contract manufacturing, and warehouse management to
manufacture and sell products of its own design, including connectors, crys-
tals, automated warehouse vehicles, electronic ballasts for fluorescent lamps,
light bulbs, and telecommunications producis. Uliimately, these attempts
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were not successful, and the bulk of Uraco's business remained in providing
contract manufacturing services and precision-engineered metal parts to for-

eign firms operating in the Southeast Asian region. As traditional distribution

networks in the region matured, the need for the company’s distribution
services waned as well.

Nevertheless, in 1995 the company underwent a successful initial public
offering on the Singaporean stock exchange. In 1996, as revenues were ap-
proaching $53 million, Uraco won an important contract to manufacture
flatbed scanners for Hewlett Packard. In this year the company was operating
82,000 square feet of production space in three Singaporean factories, and
165,000 square feet of nearby production space in five factories in Johor and
Selangor, Malaysia (Business Times Online 1996a). In 1997, the firm reorganized
its business into three divisions: precision machining, contract manufacturing,
and investment (Business Tirmes Online 1996b, 1997). The company’s troubles
were not over, however, and flagging profitability led to a management reshuf-
fle in 2000 and a name change, to Beyonics, in 2001, The company returned to
profitability in 2001, when it generated nearly $300 million in revenues, with
62 percent coming from contract manufacturing services, 29 percent from
precision engineering, and 9 percent from distribution (Geocities 2004).

The company’s product and service oiferings are electronics manufacturing
services (that is, contract manufacturing), medical and censumer plastic injec-
tion molding and assembly, precision engineering services, precision metal
stampings, and precision tooling design and fabrication-services. This is a
highly focused and complementary product portfolio, covering many of the
processes and a few of the basic products required to produce a wide variety of

electronics and closely related goods. The company has followed the rest of -

the electronics contract manufacturing industry toward the bundling of ser-

vices to enable the production of complete products through its acquisitions *

of precision plastic moldings suppliers Techplas (in 2000} and Pacific Plastics
{in 2002). In 2003 the company merged with a similar Singaporean contract
manufactures, Flairis Technology Corporaticn, to achieve additional econo-
mies of scale and scope. The company's distribution activities and attempts at
selling its own branded products have been dropped entirely.

With this tighter focus the company has expanded dramaticaliy. According
to the market research newsletter Mamufacturing Market Insider, Beyonics reven- -
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and Batam, Indonesia, in 2007. In 2010, the company operated 16 facilities: 3 in
Singapore, 6 in Malaysia, 3 in China, 2 in Thailand, and 2 in Indonesia.”

While Beyonics may have grown much larger than most local fitms in Fast
Asia that started as suppliers to MNCs, there are several lessons to be drawn
from this “best” case. First, Beyonics’ managers demonstrated the use of
dynamic capabilities (Teece 2009) for sensing opportunities, seizing them,
and transforming the company as needed. Second, they stumbled by frying
to diversify and develop their own products, which required end-user matket-
ing competences they had not yet developed, but recovered when they refo-
cused on providing producer services to MNCs in the regicn. Third, like most
large electronics contrdct manufacturers, Beyonics has struggled to remain
profitable, even as the company has grown rapidly. Fourth, as the company
expanded, it chose a variety of lower-cost locations within East Asia, balancing
its investments in China with locations in Malaysia, Thailand, and Indonesia.

What the Beyonics case illustrates most dramatically, howeves, is how with
enough time (a twenty-eight-year span in this case), local firms with extremely
humble roots have been able to grow, master advanced technologies, and set
up multiple locations in East Asia, largely by serving American MNC affiliates
in the region. Here, we see market making in East Asia, not via arm’s-length
buying by retailers and branded manufacturers in the United States, but by the
combination of local sourcing (lmport substitution) by MNCs operating in the
region with sustained efforts by local entrepreneurs who rely, at least in patt,
on local capital markets to raise the funds needed for regional expansion,

Taiwan’s electronics contract manufacturers

While there are significant PC components, subsystems, and peripheral de-
vices in which Taiwan-based firms ate not active—mnaimnely, software, printers,
hard disk drives, and Highervalue semiconductors such as microprocessors
and memory—the sum of the capabilities that have emerged in Taiwan com-
prise a powerful, agile supply base for the design, manufacture, and delivery of
PCs and related products, especially notebook computers.'® Working in close
geographic proximitjf, mostly along the Taipei-Hsinchu corridor in Taiwan,
this supply base grew to constitute an extremely efficient system that could
respond very rapidly to orders from lead firms (Dedrick and Kraemer 1998).
Notehook. computers. which. generally. have a high.enongh. value-to-weight

nes.of $1.57. hillion (x_j\ﬂth a.razor-thin. net Prﬁ'ﬁf of. 0.3 Pprr‘pﬂﬂ ranked the
company thitteenth on a list of the world’s largest electronics contract manu-
facturers in 2008.% Through a combination of internal expansion and acquisi-
tion, Bevonics has developed a solid regional manufacturing footprint,
most notably by establishing “vertically integrated” electronics contract
manufacturing campuses in Kulai, Malaysia, in 2005; Suzhou, China, in 2006;
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ratio to make air shipment viable, can bé shipped to customers within two to
three days of incoming orders. -

This powerful productive engine has developed, almost in its entirety, in
response to orders from lead firms based in the United States, and more
recently Japan. At the same time, the develepment of contract manuiacturing
in Taiwan and elsewhere has provided lead firms with an increasing range of
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sourcing options, This process of co-evolution has meant that Taiwan's elec-
tronics industry has been able to develop without a significant cadre of local
lead firms, From the late 1970s to the present day, sourcing from Taiwan has
expanded from computer monitors, to various components and subsystems,
to complete desktop and notebook PC systems.

Firms from the American PC industry have played an especially important
rale in the development of Taiwan's electronics contract manufacturing sec-
tor. In the early 1980s, IBM began scurcing PC moniters from television and
television tube producers in Taiwan, including Tatung and Chung Hua. As the
demand for PCs expanded rapidly and the open architecture of IBM-compati-
ble PCs became firmly established in 1984 with the IBM model AT, some
entrepreneurial firms in Taiwan, such as Acer and Mitac, recognized the
opportunities and moved aggressively to develop the capability to design
PCs and peripheral devices based on the emerging standard. IBM's modular
system architecture relied on a central processing unit supplied by Intel and
on an operating system from Microsoft, and, because the contracts famously
did not block Intel and Microsoft from selling to IBM's competitors, a bevy of
new entrants, intense price competition, and a series of boom and bust cycles
soon followed, These condittons caused contract manufacturing to become &
popular strategy for lead firms in the United States seeking to cut costs and
limit investments in fixed capital.

The surging demand for contract manu.facturmg services encotiraged exist-
ing Taiwan-based confract manufacturers producing consumer eleciromnics
and electronic components, such as Hon Hai, to develop capabilities to assem-
ble PCs. Then, in the late 1980s, a set of firms that had been focused on the
design and manufacture of hand-held calculators, entered the field. These
firms, which inciuded Quanta, Compal, and Inventec, eventually became
the dominant notebook computer producers, in part because the design and
assembly competencies that drove miniaturization in calculators were weil
suited to notebook computers, where small size, low weight, and efficient
power consumption are key factors for success. Although much simpler,
calculators are similar to PCs in that they are built around a central processing
unit that determines system architecture and most of the preduct's
Tunctionality.

The modular system architecture of PCs, and the dominant role of the

central processing unit (CPLD and.operating system software in setting svstem
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design, which determines the physical appearance of the product. However,
because most functionality resides in chips sets and software—system ele-
ments that computer producers do not design—control over the innovative
trajectory of the industry has continued to reside in “platform leaders” such as
Intel and Microsoft (Gower and Cusumano 2002}, which have traditionally
woitked closely with branded PC firms on future requirements. However, as
the notebook format has come to dominate consumer PC sales, and branded
PC firms have either left the business (IBM) or changed their business focus to
bundling services with PCs (Hewlett Packard), Intel has begun tc work more
closely with Taiwanese firms on the requirements for next generation CPU
design {Kawakami 2008),

The sto:y of lead firm, supplier, and platform leader co-evolution that we
have outlined here reveals a powerful dyhamic of cutsourcing, upgrading, and
subsequent outsourcing; the enabling role of open standards and modular
product architecture in PCs; the intense competition and rapid product life
cycles that drove lead firms to seek to spread risk and lower costs through
outsouzcing; and the entrepreneurial agility that many firms in Taiwan dis-
played in shifting to export production by recognizing and seizing new op-
portunities to specialize in narrow segments of the value chain. But there were
two other important factors that have not yet been discussed. The first is the
Taiwanese government, which helped by licensing, refining, and disseminat-
ing foreign technology and encouraging, and in some cases underwriting, the
entty of local firms into promising market areas, especially for 1T-related
products. The second is the role of Japanese technology pariners, which
provided critical technologies and components, such as disk drives, but with
little support and with restrictions, such that Taiwanese firms were inhibited
from building on the technology to develop independent product develop-
ment strategies. Licensing agreements of this kind have continued to be
important in Taiwan's flat panel display industry (see Akinwande, Fuller,
and Sodini 2005).

The migration of Taiwan's electronics production to Mainland China began
in the mid-1990s, following Compaq’s demand for a sub-$500 desktop PC.
The migration started with components and peripherals, and then spread
to the assembly of desktop PCs and ‘motherboards, with the latest stage
being notebook’ computers. As sales of notebook PCs expanded rapidly, sur-
passing.desktop.units in. the.esrly. 2000s. prodociion. in. Taiwan soared from

architecture, along with intense competition and short product life cycles,
created the conditions for the emergence of a set of firms that specialized in
the iterative, post-architectural porticns of product design. This includes, for
example, the board-level input/output system (BIQS} of the PC, which deter-
mines how the machine handles the input and cutput from its main board to
the other elements of the system, such as storage and displays; and industrial
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2.3 million units in 1995 tw a peak of 14.3 million in 2002. After 2002,
notebook PC production in Taiwan dropped just as rapidly, even as Taiwariese
firms produced a larger share of the world’s output, reaching 92 percent in-
2008. At the same time, production by the largest five Taiwanese notebook PC
producers—Quanta, Compal, Wistron, Inventec, and Asustek—grew to more
than 70 miilion units in 2006. )
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Under the tight control of headquarters in Taiwan, manufacturing subsidi-
aries co-located with their component suppliers to respond to the time-to-
market, ramp-up, and cost-reduction requirements set by lead firms. This
migration contributed to the dramatic expansion of two industry clusters for
electronics manufacturing, one in the Pearl River Delta near Hong Kong and
the second in the Yangze River Delta region near Shanghai, Smaller Taiwanese
contract manufacturers and component suppliers were not able to make this
move, leading to a dramatic consolidation amongst firms specializing in
notebook PC production: the number of Taiwanese notebook PC producers
fell from forty-five in 1993 to only twenty-one in 2006, with market share
shifting dramatically in favor of the largest five producers (Kawakami 2008).

Modularity, Consoiidation, and Crisis in the Global Supply Base

The making of the global supply base was enabled by the deployment of
information: technologies, which, along with better standards-for sharing
information, enabled companies to achieve more precise forms of coordina-
tion, even with highly complex and. technologically sophisticated products
and processes, a mode of governance that we have referred to elsewhere to as
valug-chain modularity (Sturgeon 2002; Gereffi, Humphrey, and Sturgeon
2005). By the end of the 1990s, the depth and breadth of the global supply
base, along with new Internet-based tools for buyer—suppher matchmaking,
quotation, and operationai coordination, was opening a new chapter in the

development of the global supply base, in which the barriers to global sour-

cing could fall far enough to encourage smaller and less technologically adept
retailers and start-ups to engage in global souzcing.

On the supply side, new requirements to respond rapidly to buyers and
make timely deliveries of complex products from multipie locations around
the world put a premium on size and technological competence, and raised
bazriers for new entrants. Smaller local suppliers in developing countries were
often relegated to the margins of the value chain, if they were included at all.
The result was a process of consolidation, where the largest suppliers gained at
the expense of smaller, regional producers. Today, in the midst of an unprece-
dented global economic slowdown, the survival of this system has come into
-.guestion on several fronts. Fven priot.to.the current.crisis, supplier profitabil.
ity in some sectors, such as automotive and electronics, had been low to
negative for many years (Sturgeon, Van Biesebroeck, and Gereffi 2008).
Repeated severe economic cycles, previously contained within specific regions
and industries, and now being experienced across the board, have exacerbated
this persistent low profitability in the global supply base, triggering a wave of
plant closures and driving some of the largest and most capable firms to
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financial ruin. Nevertheless, prior experience reveals that outsourcing and
offshoring have not reversed following economic crises.

Value-chain modulgrity

The making of the global supply base has been enabled by rapid advances in
computerized design, automated production planning and inveniory control,
logistics and production planning software, and robotic manufacturing equip-
ment. Tighter integration between lead firms and suppliers has been facili-
tated by the development of global industry standards (poth open and de
facto), not only in the electronics industry, where standards at the component
level have created modularity in system design, but in all global industries. For
example, even when components are unique to specific products and design
architecture is integral and proprietary, as they are in the motor vehicle
industty, information technology can help firms coordinate cross-border ac-
tivities; exchange complex design files; track incoming, in-process, and fin-
ished inventories; and direct the shipment of finished goods directly from
factories to lead firms. In services, information technology and low-cost, high-
bandwidth communications systems installed during the late 1990s facilitate
the expansion of remote call centers for after-sales service and the real-time
provision of a host of other business services. Because these are not capabilities
that can be acquired cheaply or maintained easily, and because they allow
suppliers to handle larger and more diverse orders, increasing value-chain
modulatity has helped to drive consolidation in the global supply base.

Consolidation in the global supply base

After decades of expansion and fragmentation in the giobal supply base,
driven by the needs of multinational firms to develop unigue supply bases
in each of the countries where they operated, a cycle of expansion, shakeout,
and consolidation: has played out repeatedly since the Iate 1990s. It is impor-

_tant to point out that GVCs were not distributed equally across the globe.

Mote-production locations were added to the system, but large-scale agglom-
eration economies, focused around historic production centers with new,
world-class port facilities, favored specific cities and regions. This triggered
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and the Pearl River Delta region of southern Chma, while other regions
continued to struggle or remain entirely severed from GVC-related economic
development.

Within this system of uneven development consolidation has been espe-
clally acute in some of the most geographically extensive and dynamic global
value chains, such as motor vehicles, electronics, apparel, consumes goods,

249



Timothy Sturgeon, john Humphrey, and Gary Gereffi

and horticulture, reversing the trend toward organizational fragimentation

and geographical dispersion outlined earlier. It is hard to overstate the rapidity

of this consolidation and the encrmity of the changes that it has wrought in
key industries. Substantial segments of important industries such as autos and
electronics were utterly transiormed. Value chains that had been increasingly
fragmented and dispersed were rationalized, beginning in earnest during the
iatter half of the 1990s, creating more tighily integrated global systems com-
paised of far fewer, much larger players. The fragmentation and dispersion that
had marked the 1970s and 1980s, if seems, had reached their [imits.

For MNCs, the rationalization of in-company operations has involved the
concentration of production in fewes, larger plants, often placed to serve
regional markets. The division of labor between these plants has also been
rationalized. Even when companies expand internationally to meet the needs
of new markets, new subsidiaries are designed to function within a larger
international division of labor. Lead firms have moved aggressively to source
- from fewer suppliers with larger operations in a smaller number of low-cost
locations, even as they redouble their efforts to sell globally. As China be-
comes a more important location for many global suppliers, some investment
has been either shifted or diverted there from competing existing low-cost
locations in Southeast Asia, Fastern Furope, and Mexico, although rising
wages in China’s coastal region are driving some new investment inland and
to countries with lower wages, such as Vietnam. |

Consolidation in the global stpply base is primarily driven by a desire on
the part of lead firms to simplify and streamline suppljr-chain management.

As the complexity of inter-firm transactions has risen along with outsourcing, -

50 too has the impulse to simplify the supply chain. Using fewer, larger, more
capabie suppliers has meant a smaller number of relationships to manage,
and the ability to collaborate with the same set of suppliers worldwide. Since
design work tends to be carried out in advanced-country locations and high-
volume manufacturing in developing-country locations, this approach re-
quires supplers to establish a tightly integrated global network of subsidiary
operations, and, most recently, to rationalize those operations by concentrat-
ing activities In a few key locations to build up scale economies and simplify
logistics.

The impact on suppliers has been clear. The largest and most capable global .
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operations and offer a broader package of services. In fresh fruits and vegeta-

° . bles, the large supermatkets in the UK, such as Tesco and Asda (owned by

Wal-Mart), raticnalized the supply systems that they had developed in
the1980s and 1990s. They have begun to outsource functions such as planning
year-round supply, customer research, and benchmarking (product variety,
space allocated to different products, and so on) to “category managers.”
According to one leading UK importer, the goal is to reduce the number of
direct suppliers for the complete fruit and vegetable product offering from
dozens to perhaps three or five. These first-tier suppliers will be respensible
for organizing the rest of the chain (Dolan and Humphrey 2004},

This overarching trend, from vertically integrated lead firms with “captive”
supply bases dedicated to them, to outsourcing into a series of national and
reglonal supply bases, to consolidation and the rise of global suppliers, is
depicted in Figure 8.1. The role of medularity in facilitating this transition is
depicted in the character of inter-firm linkages, shifting from idiosyncratic to
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tronics and the Detroit-based automotive seat supplier Lear menticned earlier,
stepped up to internalize many of the truly difficult and risky aspects of global
production, such as FDI, global purchasing and inventory control, capacity
planning, fixed asset management, and logistics. In apparel, intermediaries
such as Hong Kong-based Li & Fung and manufacturers such as Taiwan's Nien

Hsing and Pou Chen and China’s Yue Yuen, alsc moved to set up global -
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Figure 8.1. The evolution of supply-base modularity, consclidation, and global
integration -
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codifiable, standardized, and modular in later periods. Note that we define the
“value chain” as the full range of value-added activities, from component and
material production to end use, and the “supply chain” as the specific set of

companies that serve a specific lead firm in the context of producing a specific

product or service.

Unmaking the global supply base?

At the time of writing {January 2010), the consolidation of the global supply.
base appears to be accelerating further as the global economy undergoes a
severe contraction. For suppliers with the ability to form modular value-chain
linkages, business depends not on the success or failure of any single customer

or narrow industty but on the ability to switch to growing customers ot

industry segments when hard times arrive. The difference in the recession of
2007-9 is that there has been a very steep drop in orders across the board, niot
to mention difficulties in obtalning the credit needed to keep the wheels of
global production and trade turning, In a broad downturn, there are very few
if any sectors or customers where new business can be won. In a period where
business grinds to a hait, global suppliers suffer more than most, given their
huge investments in factories, equipment, and large-scale employment. What
we can predict is that some will fail, or become easy takeover targets, with
further consolidation the result.

While there is no way to predict the future course of offshoring, outsour- .

cing, and the nascent global supply base with any certainty, past experience is
instructive. The long-term trend in intermediate goods trade from 1962 to
2006, with a variety of bubbles and crises, as noted in Figure 8.2, suggests that
outsourcing and offshoring tend to accelerate both in boom times, when
companies are scrambling quickly to add new capacity, and directly foliowing
downturmns as well, when cost cutting comes to the fore and companies are
reluctant to expand internally in the face of uncertainty.

While history has shown that that volatility does not spell a retreat from

outsourcing, the bigger question is supplier survival, both in the near and the " -
long term. Supplier markets may be dramatically remade through consolida-

tion, but it seems unlikely that they will be entirely unmade.

Conclusions

This chapter has outlined how the new global supply base has come about, :

how it has begun to remake the global economy, and what its prospects are
going forward. Retailers have been only one of several driving forces in the
development of this supply base. While the global supply base is concentrated
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Figure 8.2, World imports of intermediate, capital, and final goods, 1962-2006

in East Asia, it now extends far beyond that region, creating a more-or-less
Integrated network of plants, service facllities, distribution and collection
points, and logistics hubs in key locations across the globe.

Suppliers from developed countties, especially the United States, expanded
their roles and set up global operations through the 1990s. Beginning in the
late 1990s, decisions by lead fitns (zetailers and-technology-intensive produ-
cers alike) sought to simplify and consolidate their sourcing networks and in
the process created a new class of global suppliers. As giobal suppliers added
capabilities and scale, they began to offer their customers turr-key access to a
full package of manufacturing processes, finished products, complete product
lines, and even complementary bundles of services, including product design,
component purchasing, final packaging, global logistics, and after-sales repair.
To establish their global footprints and provide full-package capabilities,
global suppliers invested In new plants, acquired regional competitors and
facilities previously owned by MNC affiliates, and in some cases “vertically
integrated” by entering the business of upstreamn and downstream component

. suppliers and service providess.

Whitte-globat-suppiieis frave Towered te bar-fui-Tead firmis to participate i
global value chains, they have at the same time raised the bar for local
manufacturing firms that want to enter GVCs as suppliers. As global suppliers

“expanded their operational footprint to new locations, such as Southern Asia,

Central America and the Caribbean, Eastern and Central Europe, parts Of sub-

" Szharan Africa, and the Middle East, it became harder for new entrants to

compete. Firms annd countries that try to enter global value chains today must
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meet standards and performance requirements that are much higher than
firms entering one or two decades ago.

Within these broad patterns, there is plenty of room for variation in com-
pany strategy, even in what might appear to be the same market niches. Thus,
The Limited and Gap, Nike and Reebok, Ford and Toyota, Coca Cola and
Pepsi, Hewlett Packard and Fujitsu, and so on, might follow different specific
strategies related to outsoutcing and offshoring based on managerial choices
(Berger 2005) or the institutional norms of the company’s home country

(Lane and Bachmann 1997; Sturgeon 2007} A major theme in this chapter -

is that market making in global supply chains is not just about offshoring,
fragmentation, and specialization. By highlighting that there is consolidation,

concentration, and rebundling going on in particular locations and within

MNCs around the globe, we reinforce the core idea that market making takes
place through the exercise of “power” by big firms and large countries. These
issues ate captured by the GVC perspective, and introduce ctitical elements of

agency and institutional variation into the story that would be lost in a

straightforward “market-forces” account of global integration.

This chapter has emphasized the self-reinforcing, co-evolutionary character
of the market-making process. In eatlier chapters in this volume, we have seen
how experiments with global sourcing in the 1970s and 1980s by a handful of
pioneering retailers and multinational manufacturing firms created the initial
markets for export-oriented economies in East Asia. Retailers and branded
manufacturers in rich countries became more experienced with international
outsourcing; developing countries acquired the infrastructure and capabilities
needed to sustain more complex operations; and suppliers upgraded their
capabilittes in response to larger orders for more complex goods. As these
resources improve over time, more lead firms gain the confidence to embrace
the twin (and often entwined) strategies of outsourcing and offshoring. The
global supply base has been made in a self-reinforcing cycle of outsoutcing
and supply-base upgrading that conniects firms across developed and develop-
ing countries; its frontiers and capabilities continue to evolve.
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