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Preface

The Social Policy Lectures are endowed by the ILO’s Nobel Peace
Prize of 1969 and dedicated to the memory of David A. Morse,

Director-General of the ILO from 1948 to 1970. They are held in major uni-
versities of the world with the three-fold aim of stimulating the interest of
graduate and post-graduate students in international social policy; of promot-
ing academic work in areas of concern to the ILO; and of encouraging greater
dialogue between the academic community on the one hand and policy
makers, and business and labour on the other. The International Institute
for Labour Studies has been entrusted with the responsibility for organizing
the lectures.

The 7th Nobel Peace Prize Social Policy Lectures were hosted by the
University of the West Indies, and were held in the Mona Campus of the uni-
versity in Jamaica during 5-7 December 2005. The lectures were given by
Professor Gary Gereffi of Duke University, North Carolina, USA. The central
theme of the lectures was “The new offshoring of jobs and global develop-
ment.” Professor Gereffi used the global value chains perspective to look at
how offshore outsourcing has affected the quantity and quality of jobs in the
global economy. In all there were three lectures, dealing with the following top-
ics: (i) An overview of the contemporary global labour market; (ii) Global con-
solidation and industrial upgrading: The promise and perils of development;
and (iii) Globalization and the demand for governance. 

Four main themes run through the lectures. The first is an analytical
framework for linking jobs in the industrial structures of both advanced and
developing economies through the dynamics of global value chains. The strate-
gies of lead firms - global retailers, branded marketers, and brand-name man-
ufacturers - are reviewed within this framework. A second theme is to concep-
tualize jobs in the global economy not by their location in particular industries
or countries, but by their role in global value chains. Four types of jobs were



discussed in this regard: (i) Assembly jobs that involve the processing of
imported inputs for exports; (ii) “Full-package” jobs producing finished con-
sumer goods; (iii) Original design manufacturing and own brand manufactur-
ing; and (iv) Knowledge-intensive jobs related to research and development,
information technology and business process services. The third theme is that
along with the geographical dispersion and fragmentation of production under
contemporary globalization, there has been a significant consolidation of glob-
al value chains in recent years. These consolidation trends are illustrated with
reference to China, India, and the apparel industry. Finally, given the special
features of global value chains, the lectures highlight the need for a rethinking
of the development agenda in both the developing and advanced industrial
economies. In particular, Gereffi argues that there is a need to reconsider the
contemporary notions of global corporate social responsibility and private as
well as public governance.

The Social Policy Lectures were followed by panel discussions on each
lecture. The faculty members and students of the University of the West Indies,
staff of the Institute and the ILO social partners in the Caribbean took part in
the lectures and discussions. They were concluded with a roundtable meeting
that included the ILO tripartite representatives from the Caribbean region -
the Government Group, the Caribbean Labour Congress and the Caribbean
Employers’ Confederation, who reviewed the topics with special reference to
the situation in the Caribbean.

The Mona Campus of the University of West Indies was the main venue
of the lectures and related events. The entire proceedings of the lectures, panel
discussions and roundtable were transmitted via videoconference to the two
other major campuses of the University, Cave Hill in Barbados and St.
Augustine in Port of Spain. The videoconference facility enabled the academic
community of the three campuses to attend the lectures and to take part in
interactive discussions on social and labour policy matters. A full-length video
recording of the lectures and associated events has been prepared by the uni-
versity for use by students and researchers and by ILO constituents. 

This volume contains the text of the social policy lectures, revised and
updated by Gary Gereffi. It is being brought out as a joint publication of the
University of the West Indies and the International Institute for Labour
Studies. On behalf of the Institute I would like to acknowledge the valuable
support and cooperation from Professor Neville Ying and his colleagues at the
Mona Business School of the University of West Indies towards organizing the
lectures and related events.

I would like to thank Gary Gereffi, a longstanding associate of the
International Institute for Labour Studies for having prepared a remarkably
elegant set of lectures on a topic on which he has the distinction of being a
leading authority. I would also like to thank Professor Frederick Mayer for his
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help in revising the content of Lecture 3 for publication in this volume. Last
but not least, A.V. Jose ably handled the preparation and organization of the
event on behalf of the IILS. 

Gerry Rodgers
Director
International Institute for Labour Studies
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Lecture 1. An overview 
of the contemporary global labour
market1

The great global job shift

Acover story in the 3 February, 2003 issue of Business Week highlight-
ed the impact of global outsourcing over the past several decades on

the quality and quantity of jobs in both developed and developing countries
(Engardio et al., 2003). The first wave of global outsourcing began in the
1960s and 1970s with the exodus of production jobs in shoes, clothing, cheap
electronics, and toys. After that, routine service work, like credit-card receipt
processing, airline reservations, and the writing of basic software code began to
move offshore. Today, the computerization of work, widespread access to the
Internet, and high-speed private data networks have allowed a wide range of
knowledge-intensive jobs to become more footloose. 2

Global outsourcing reveals many of the key features of contemporary
globalization. It deals with international competitiveness in a way that under-
scores the growing interdependence of developed and developing countries; a
huge part of the debate centres around jobs, wages and skills in different parts
of the world; and there is a focus on how economic activities are organized

Lecture 1. An overview of the contemporary global labour market
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1 Much of the material discussed in these lectures reflects a close collaboration with John Humphrey (Institute of
Development Studies, University of Sussex, UK) and Timothy Sturgeon (Industrial Performance Center,
Massachusetts Institute of Technology, Cambridge, Mass., USA) as part of our joint work on the Global Value
Chains Initiative funded by the Rockefeller Foundation in New York, NY. Information about this project can be
found at http://www.globalvaluechains.org. However, the opinions or any errors contained in this publication are
the sole responsibility of the author.

2 The extent of global outsourcing is impressive. In 2001, about 90 per cent of all consumer electronics sold in the
United States were produced offshore, as were 80-85 per cent of footwear, toys, luggage and handbags, watches,
clocks, games, and television sets, 70 per cent of bicycles, 60 per cent of computers, and 57 per cent of apparel
(USITC, 2002).



across firms and country boundaries, and where in this production chain value
and employment is created. There are enormous political as well as economic
stakes in how global outsourcing plays itself out in the coming years, particu-
larly as well-endowed and strategically positioned economies increase their par-
ticipation in global value chains. Countries such as China, India, Mexico, the
Philippines, Russia, and parts of Eastern and Central Europe are replete with
college graduates who speak Western languages, have technical training in
engineering and the sciences, and can handle outsourced information-technol-
ogy work.

The rise of global outsourcing has triggered waves of consternation in
advanced economies about job loss and the degradation of capabilities that
could spell the disappearance of entire national industries. Many have dis-
missed these concerns, arguing instead that global outsourcing should be
embraced as a mechanism for economies to shift out of low-value activities and
old industries, freeing up capital and human resources for higher-value activi-
ties and the development of newer industries and cutting-edge products (The
Economist, 2004a; 2004b). But clearly such assurances are of little comfort to
those whose economic survival has been placed in jeopardy by direct competi-
tion with firms and workers with low wages and good skills. 

Global outsourcing has also triggered a debate about the benefits and
costs of globalization for developing countries. Some claim that it has been
extremely beneficial, while others argue that global outsourcing has led only to
“immiserizing” growth and a “race to the bottom,” as developing countries
compete with one another to offer transnational companies the lowest operat-
ing costs (Kaplinsky, 2000; 2005). The recent emergence of China and India
as important nodes of activity – or hubs – in global value chains has expanded
the global labour force so significantly that globalization may bid down the liv-
ing standards not only for unskilled work and primary products, but increas-
ingly for skilled work and industrial products as well. 

Despite popular notions to the contrary, global outsourcing has not
meant a wholesale transfer of economic activity out of developed economies
and into developing ones. A large and important set of activities have remained
rooted, at least so far, in advanced economies, even as they have become tight-
ly linked to activities located elsewhere. The cumulative effect is that cross-bor-
der linkages between economies and firms have grown more elaborate. Firms
are less likely to simply make products and export them; they increasingly par-
ticipate in highly complex cross-border arrangements that involve a wide array
of partners, customers, and suppliers. Global outsourcing has given rise to a
new set of economic structures in the world economy that we refer to as “glob-
al value chains” (Gereffi and Kaplinsky, 2001; Gereffi et al., 2005).

In these lectures, the global value chains perspective is used to look at
how offshore outsourcing has affected the quantity and quality of jobs in the

The new offshoring of jobs and global development

2



global economy. There are four main themes that run through the ILO Social
Policy Lectures this year. First, an analysis of jobs in the contemporary global
economy requires an integrated framework that looks at the industrial struc-
tures of both advanced industrial and developing economies, which are close-
ly linked through the dynamics of global value chains. The strategies of new
types of lead firms in these chains since the 1970s (global retailers, branded
marketers, and brand-name manufacturers) have tied what is sometimes
referred to as the deindustrialization or “hollowing out” of manufacturing sec-
tors in developed countries to export-oriented industrialization in many parts
of the developing world.

Second, jobs in the global economy are most usefully conceptualized
not by their location in particular industries or countries, but rather by their
role in global value chains. This paper discusses four types of jobs in the glob-
al economy: (1) assembly jobs, usually involving the processing of imported
inputs for export of diverse manufactured products; (2) manufacturing jobs
associated with the “full-package” production of finished consumer goods, typ-
ically led by US and European retailers and branded marketers in a process of
buyer-oriented industrial upgrading; (3) jobs related to original design manu-
facturing (ODM) and own brand manufacturing (OBM), which often involve
the supply of key components or subassemblies to large manufacturers in a
process of supplier-oriented industrial upgrading; and (4) knowledge-intensive
jobs linked to the offshore provision of research and development, information
technology and business process services.

Third, while contemporary globalization has been associated with the
geographical dispersion and fragmentation of production and trade networks,
there has been a significant consolidation of global value chains in recent years.
These consolidation trends will be illustrated with reference to China, India,
and the apparel industry.

Fourth, and finally, we believe that these features of global value chains,
industrial upgrading, and the global labour market highlight the need for a
rethinking of the development agenda in both the developing and advanced
industrial economies. This is driven not only by changes in the capabilities of
countries and workers participating in the global economy, but also by pres-
sures from transnational civil society actors to redefine and expand our con-
temporary notions of global corporate social responsibility and private as well
as public governance.

Lecture 1. An overview of the contemporary global labour market
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Offshore outsourcing and development: 
Old and new trends

Offshore outsourcing has been gathering pace since the 1970s. This
process combines two quite distinct phenomena. “Outsourcing” is a standard
aspect of all businesses, which frequently and continually need to make the
decision to “make or buy” specific inputs and services. While companies regu-
larly decide whether they wish to produce goods and services “in house” or buy
them from outside vendors, the tendency in recent years has shifted in the
direction of “buy.” Major manufacturers, such as the automakers General
Motors, Ford, and Toyota, have spun off their huge internal parts divisions as
independent suppliers (Delphi, Visteon, and Denso, respectively), and many
businesses have outsourced a wide range of services, such as accounts receiv-
able, insurance, and logistics, to specialized firms. In industries like electronics,
manufacturing itself has become a service.

“Offshoring” refers to the decision to move the supply of goods and
services from domestic to overseas locations. These activities may be carried
out in facilities owned in whole or in part by the parent firm, by transnation-
al suppliers, or by local suppliers. The geographic shift of industries is certain-
ly not a new phenomenon. In the early twentieth century in the United States,
many industries that were established in New England, such as textiles, appar-
el, footwear and furniture, began to move to the US South in search of abun-
dant natural resources and cheaper labour, frequently in “right to work” states
that made it difficult to establish labour unions. The same forces behind the
impetus to shift production to low-cost regions within the United States even-
tually led US manufacturers to cross national borders to places such as Japan,
Mexico and Singapore, and eventually to most of East Asia. Another major
driver of industry relocation have been trade rules, which either tilted the bal-
ance for market access in favour of local production or reduced tariffs in out-
ward processing trade (or production sharing) to the point where manufactur-
ing offshore for the home market became highly attractive.

The offshoring of jobs is not a new trend. It reflects the fragmentation
and geographical expansion of international production and trade networks in
the global economy, which has been going on for decades. The global value
chains perspective highlights the various forms of explicit coordination or gov-
ernance in global industries, and the existence of “new drivers” (most notably,
retailers and branded marketers) in a wide range of agricultural, manufactur-
ing, and service industries (see Gereffi et al., 2005; Gereffi, 2005).

From the point of view of global development, the offshoring of both
manufacturing and service jobs is important because it has helped to spur the
industrialization and upgrading processes that have occurred in developing
countries. This has been one of the main positive aspects of globalization. But

The new offshoring of jobs and global development
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a closer look at the kinds of jobs being created in global value chains reveals
striking asymmetries and knowledge gaps.

Jobs in the global economy:
A global value chains perspective

From a global value chains perspective, the industrial structures of the
advanced countries are intrinsically linked with networks of suppliers and
workers across the world. A striking feature of contemporary globalization is
that a very large and growing proportion of the workforce in many global value
chains is now located in developing economies. In a phrase, the centre of grav-
ity of much of the world’s industrial production has shifted from the North to
the South of the global economy. In the 1970s and 1980s, many of the newly
industrializing economies were narrowing the industrialization gap with
advanced economies, and by the end of the twentieth century, the proportion
of gross domestic product (GDP) in manufacturing was actually higher in var-
ious parts of the developing world than in advanced industrial regions3

(Arrighi et al., 2003).

These aggregate figures only tell part of the jobs and development story,
however, and they hide deep and pervasive asymmetries in the global economy.
First, the trend toward industrial convergence noted above was due primarily
to First World de-industrialization, rather than to endogenously generated
industrial development in the Third World. The shift of manufacturing jobs
from developed economies to lower-cost production sites overseas entails what
some see as a “hollowing out” of the industrialized world, including the growth
of a vast service sector that accounts for two-thirds to three quarters of the jobs
in high-wage economies, such as Canada, Germany, Japan, the United
Kingdom and the United States (see figure 1.1). Thus, the offshoring of man-
ufacturing jobs from industrialized nations is a key factor in explaining the
impetus behind recent Third World industrialization.

Second, the gains from industrial growth are highly concentrated in
both the developed and developing portions of the world. If we look at man-
ufacturing value added (MVA) as an indicator of the amount of industrial
activity actually carried out in different countries, the top three performers in

Lecture 1. An overview of the contemporary global labour market
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3
The percentage of GDP in manufacturing in the Third World moved from 78.3 per cent of the First World aver-
age in 1970 to 99.4 per cent in 1980, 108.1 per cent in 1990 and 118 per cent in 1998. There was considerable
unevenness at the regional level. Thus, in 1998, China was at 190 per cent of the First World average, Japan was
at 119 per cent, East Asia (without China and Japan) at 130 per cent, and Latin America at 105 per cent. On the
other extreme, West Africa and North Africa were just over 70 per cent of First World manufacturing levels, Sub-
Saharan Africa stood at 78 per cent, and South Asia at 79 per cent (Arrighi et al., 2003, p. 12).
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2003 in terms of their share of global MVA are the United States (23.3 per cent
of the total), Japan (18.2 per cent), and Germany (7.4 per cent), followed by
China (6.9 per cent). Within the developing world, just six economies account
for nearly two-thirds of all MVA in 2003: China (28.9 per cent), Republic of
Korea (14.1 per cent), Brazil (8.8 per cent), India (5.1 per cent), Mexico
(4.7 per cent), and Thailand (3.9 per cent) (see table 1.1). Thus, most job cre-
ation and job shifts in manufacturing are occurring among a relative handful
of dynamic developed and developing economies.

While the increase in the manufacturing GDP in developing economies
is an aggregate indicator of development, it doesn’t tell us anything about the
types of jobs that exist in these industries. If we look at the leading exporters
of high-technology products in 2003, we find six developing economies –
China, Hong Kong (China), Singapore, Republic of Korea, Mexico, and
Malaysia – among the top twelve countries worldwide, and China is number
three worldwide with 8.8 per cent of global high technology exports (see
table 1.2). What we do not know from these statistics, however, are the kinds
of specific jobs within high-technology industries that are located in each
country, as well as the kinds of companies that are providing these jobs. The
same country could be exporting clothes, cars, and computers, but the trade

Lecture 1. An overview of the contemporary global labour market
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Table 1.1. Shares of top ten economies, global manufacturing value added, 2003

Rank All economies Share in world Developing Share in
(%) economies developing 

economies
(%)

1 United States 23.3 China 28.9

2 Japan 18.2 Korea, Rep. of 14.1

3 Germany 7.4 Brazil 8.8

4 China 6.9 India 5.1

5 France 4.5 Mexico 4.7

Top 5 ranks 60.3 Top 5 ranks 61.6

6 Italy 3.4 Thailand 3.9

7 Korea, Rep. of 3.4 Indonesia 3.7

8 United Kingdom 3.2 Argentina 2.7

9 Brazil 2.1 Turkey 2.4

10 Canada 1.9 Malaysia 2.3

Top 10 ranks 74.3 Top 10 ranks 76.6

Source: UNIDO, Online Country Database (http://www.unido.org/data/regions.cfm). Last accessed, 27 June 2006.



data alone do not tell us whether the economy is carrying out labour-intensive
assembly activities, advanced manufacturing of components and finished prod-
ucts, or product development, design, and engineering services. Nor do we
know whether the main suppliers of these products are state companies, for-
eign-invested enterprises, or domestic firms. Yet it is precisely these details
about types of jobs that are essential for us to evaluate development trajectories.

The contemporary global labour market: 
A changing landscape

Usually when we think of jobs, we envision them as tied to particular
individuals, places and industries. However, global value chains have created a
new kind of global labour market that is tied to the demand for jobs in pro-

The new offshoring of jobs and global development
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Table 1.2. Top 15 exporters of high-technology products, 2003

Rank Country Exports (US $ billion) World Total (%)

1 United States 236.4 13.8

2 Germany 157.8 9.2

3 China 150.3 8.8

4 Japan 137.6 8.0

5 Hong Kong (China) 93.3 5.5

6 France 85.9 5.0

7 Singapore 81.1 4.7

8 United Kingdom 77.0 4.5

9 Republic of Korea 74.5 4.4

10 Netherlands 63.7 3.7

11 Mexico 57.5 3.4

12 Malaysia 54.7 3.2

13 Belgium 44.5 2.6

14 Italy 42.2 2.5

15 Ireland 39.7 2.3

TOP 15 1396.2 81.7

World 1709.5 100.0

* Definitions of “high-technology exports” are derived from the UNIDO Industrial Development Reports, on which this
table is based. This includes SITC codes 524, 54, 712, 716, 718, 75, 761, 764, 771, 774, 776, 778, 792, 871, 874, 881
from SITC Revision 2. For more information, see UNIDO’s 2005 Industrial Development Report
(http://www.unido.org/file-storage/download/?file_id=44686).

Source: UN Comtrade Database (http://unstats.un.org/unsd/comtrade/). Last accessed 27 June, 2006.



duction, design, marketing, logistics and finance that cut across industries.
Relatively unskilled farm and factory work has been moving offshore for
decades. Recently, there have been unprecedented increases in the supply of
offshore pools of low-wage, technically skilled workers in both manufacturing
and services (Roach, 2003; Polaski, 2004).

Several factors underlie these shifts in the size and composition of the
global labour market. First, following the break-up of the former Soviet Union
in 1989 and the end of the Cold War, about 3 billion workers from China,
India, Russia, and Eastern Europe – half of the world’s labour force – joined
the capitalist world economy, creating a labour supply shock on a scale unlike
anything experienced before. Second, technological changes associated with
the Internet allowed a dramatic expansion of outsourcing and offshoring
options in services as well as manufacturing, and this real-time connectivity has
converted what were once segmented national labour markets into an inte-
grated, global production system. Third, transnational corporation business
strategies have been unrelenting in their search for new efficiencies, especially
on the labour side where substantial cost gains can be found. 4 As a result, off-
shore outsourcing is no longer considered merely an option, but “an increas-
ingly urgent survival tactic for companies in the developed economies” (Roach,
2003, p. 6).

Global value chains encompass the full range of economic activities that
are required to bring a good or service from conception through the different
stages of production, delivery to final consumers, and final disposal after use
(Kaplinsky, 2000; Gereffi and Kaplinsky, 2001). As such, they have given rise
to different kinds of jobs in the global economy. 5 We distinguish four main
types of jobs in this analysis: (1) assembly jobs in export-oriented industries,
based on imported inputs; (2) basic manufacturing jobs associated with “full
package” (or OEM) production6 and buyer-oriented upgrading; (3) more
advanced stages of manufacturing that require design (ODM) and brand
(OBM) capabilities, which tend to be linked to supplier-oriented upgrading;
and (4) the shift to offshoring of services, which include traditional white-
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4 In the United States, worker compensation makes up nearly 80 per cent of total domestic corporate income, while
wage rates in China and India are as low as 10 per cent of those for comparable quality workers in the United States
and other developed countries (Roach, 2003, p. 5).

5 This classification scheme is not intended to refer to all jobs in the global economy; rather, it only applies to jobs
linked to the offshore production of goods and services. Our main objective is to use the position of jobs in differ-
ent types of global value chains to highlight features associated with trends in the creation, mobility and loss of these
jobs.

6 While the precise definition of original equipment manufacturing (OEM) is subject to controversy (Sturgeon,
2001; Fuller, 2005, p. 290, fn. 9), the purpose of using the OEM, ODM, and OBM categories is to denote dis-
tinct production roles within global value chains – referring to manufacturing, design, and marketing competen-
cies, respectively. For a fuller discussion of these roles in terms of upgrading dynamics, see Gereffi (1999; 2005),
Sturgeon and Lester (2004), and Sturgeon and Lee (2005)



collar jobs and also more advanced activities associated with research and
development and business process outsourcing.

Assembly jobs in the global economy
The fragmentation of production that began in the 1960s and 1970s

generated a search for labour-intensive assembly jobs in predominantly low-
wage economies. Assembly jobs were usually the first stage of export-oriented
industrialization in developing nations, and they tended to have a relatively
large and positive impact on job creation, especially for female workers. Small,
less-developed economies often specialize in particular export products, such as
apparel, sporting goods, or electronics, while larger countries (such as China or
Mexico) carry out assembly jobs in a more diversified range of industries. Sri
Lanka, for example, generated 350,000 assembly jobs in the export-oriented
apparel industry, which was the largest source of manufacturing employment
in the country (ILO, 2003, p. 6).

Assembly jobs are often located in export-processing zones (EPZs).
These sites have been established since the 1960s to attract foreign investment,
boost employment, increase exports, and generate foreign exchange by provid-
ing factories, modern infrastructure, and streamlined administrative proce-
dures (“one-stop shopping”). Table 1.3 shows several notable trends regarding
the expansion of EPZs between 1975 and 2002. In 1975 there were close to
80 EPZs in 25 countries; by 1995 the number of countries with EPZs had
nearly tripled to 73 and the number of EPZs grew more than sixfold to 500.
In 2002, there were 3,000 EPZs in 116 countries. In terms of employment, the
number of workers in EPZs roughly doubled from 22.5 million in 1997 to
43 million in 2002, with China alone accounting for 70-80 per cent of the
global EPZ workforce – approximately 30-35 million workers (see table 1.3).

Why has the number of EPZs grown so rapidly? 7 Many early exporters
such as the Republic of Korea, Mexico and Taiwan (China), dispensed with the
EPZ model relatively quickly, and allowed generalized export incentives to all
companies located in their economies. But table 1.3 indicates that EPZs have
grown even more rapidly since 1995 than before that date. This suggests that
assembly jobs continue to play a vital role in the global economy, and the large
number of EPZs may actually be one of the best measures of the growth of
global value chains. EPZs are useful in attracting investors, ramping up output,
and meeting international standards for a variety of export products. 
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7 There are different varieties of EPZs, such as Free Trade Zones (Dominican Republic), China’s Special Economic
Zones (SEZs), and Mexico’s maquiladora sector. 



However, assembly jobs are also highly vulnerable to fluctuations in
developed country demand, competition from other low-wage countries, and
the purchasing preferences of lead firms in global value chains. Employment in
Mexico’s maquiladora industry, which assembles products for the US market
based on imported inputs, rose from 446,000 in 1990 to 1,285,000 in 2000,
but then fell to 1,086,000 workers in May 2002 due to a mild recession in the
US economy, as well as intensified competition from China. Similarly, assem-
bly jobs in the Dominican Republic fell from 200,000 in 2000 to 175,000 just
one year later (ILO, 2003, p. 6). Thus, while the assembly role has created
many jobs in the global economy, these tend to be low paying and footloose
jobs, characterized by minimal local linkages to the host economy and poor
working conditions. As a result, many developing economies are trying to
move beyond assembly to more stable forms of integration with global value
chains.

Full-package production jobs and buyer-oriented
upgrading 
One of the most striking new features of the contemporary global econ-

omy has been the rise of “global buyers.” These agents of globalization include
giant discount chains, department stores, supermarkets, and brand marketers
(so-called “manufacturers without factories”), who frequently drive the organ-
ization of global value chains (see Gereffi, 1994; 2005; Dolan and Humphrey,
2000). These retailers and marketers turned supply-side economics on its head,
and played a direct role in shaping international production from the demand
side, specifying which firms would make what products, how, where, when,
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Table 1.3. The development of export processing zones

1975 1986 1995 1997 2002

No. of countries with EPZs 25 47 73 93 116

No. of EZPs 79 176 500 845 3 000

Employment (millions) n.a. n.a. n.a. 22.5 43

– of which China n.a. n.a. n.a. 18 30

– other countries 
for which figures available 0.8 1.9 n.a. 4.5 13

Total countries for which data 
were available (108)

Source: International Labour Office, “Employment and social policy in respect to export processing zones,” GB.286/ESP/3,
March 2003.



and at what cost. Global buyers became gatekeepers to developed country mar-
kets, and they also shaped upgrading dynamics in developing economies.

The penchant of global buyers for the offshore production of consumer
goods precipitated a dramatic flood of imports in developed countries, which
were coupled with a steep decline in domestic employment in traditional
manufacturing industries. East Asian manufacturers such as Hong Kong
(China), Republic of Korea, Taiwan (China) and the Philippines focused on
the OEM production of consumer goods, according to the designs and brand
name specified by the buyer (Gereffi, 1999). Branded manufacturers also
became “global buyers” to the extent that they outsourced production to low-
cost offshore locations. 

The key difference between assembly jobs and OEM jobs, the first two
categories in our typology, is who supplies the inputs and coordinates the pro-
duction process: in assembly production, developed country manufacturers
control the inputs and the orders; in full-package or OEM production, global
buyers in developed economies control the orders, but developing country sup-
pliers coordinate the supply of inputs, make the final product, and send it to
the buyers. 8

A detailed study of the impact of offshore production shifts on the US
economy by Bronfenbrenner and Luce (2004) illustrates in considerable detail
the number and kinds of jobs involved, and who gains from these production
shifts. Between 1992 and 2000, the authors estimate that each year between
70,000 and 100,000 production jobs moved from the United States to China
and Mexico (Bronfenbrenner and Luce, 2004, p. 3, p. 17).

More detailed calculations for the first quarters of 2001 and 2004 indi-
cate a significant increase in annual job losses from production shifts out of the
United States during this three-year period. In 2001, the annual rate of job loss
to both China and Mexico, extrapolated from first-quarter results, was 85,000
jobs going to each country, and 204,000 production jobs leaving the United
States overall. By 2004, total US job losses due to offshore production shifts
had doubled to 406,000, of which 140,000 went to Mexico, 99,000 to China,
and 47,000 to India (Bronfenbrenner and Luce, 2004, p. 55).

Large diversified economies such as China, India and Mexico have been
the main destinations for offshore production shifts from the United States.
Each of these countries attracts a different mix of industries. China was the
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8 The performance standards for the goods and services that global buyers procure from their offshore suppliers in
global value chains have tended to become more stringent and comprehensive over time. For instance, Wal-Mart
requires all of its suppliers to hold their own inventory and to develop sophisticated electronic data interfaces with
the giant retailer so that the regular replenishment of individual stores is guaranteed. Suppliers in Hong Kong
(China) provide logistics, financial, and product development services that firms in other developing economies
can’t match. Thus, “full-package” production and buyer-oriented upgrading are often moving targets.



preferred location for the broadest range of industries: it captured all produc-
tion shifts for sporting goods and toys; 40 per cent of production in electron-
ics and electrical equipment, apparel and footwear; and one-third of US pro-
duction shifts in aerospace, appliances, household goods, and wood and paper
products. Mexico won out in a different set of industries: auto parts (68 per
cent of US shifts), plastics, glass and rubber (58 per cent), appliances (56 per
cent), industrial equipment and machinery (53 per cent), and wood and paper
products (50 per cent). Meanwhile, India accounted for all US production
shifts in finance, insurance, and real estate, and one-third of those in commu-
nications and information technology (Bronfenbrenner and Luce, 2004, p. 29).

Advanced production jobs: Supplier-oriented 
upgrading and industry co-evolution

A different set of offshore activities emerged in the 1980s and 1990s as
lead firms in capital- and technology-intensive value chains, such as automo-
biles and electronics, set up international production networks not only to
assemble their finished goods, but also to develop a supply base for key inter-
mediate products and sub-assemblies. At the uppermost tiers of these produc-
tion networks, the suppliers tend to be very large and technologically sophisti-
cated. Global contract manufacturers in electronics and mega-suppliers in the
motor vehicles industry have established an international presence that has dif-
ferent implications for jobs and industrial upgrading than was characteristic of
the labour-intensive, buyer-driven value chains.

The consolidation and geographic expansion of global suppliers have
been dramatic. In electronics, the top five global contract manufacturers –
Solectron, Flextronics, Sanmina/SCI, Celestica, and Jabil Circuit – increased
their total revenues from $6.6 billion in 1994 to $56.4 billion in 2001
(Sturgeon and Lester, 2004, p. 47). This came about largely as a result of acqui-
sitions of outsourced manufacturing plants from the large brand-name elec-
tronics companies like IBM, Hewlett-Packard, Lucent, Cisco Systems, Alcatel,
and Ericsson. These US and European brand-name lead firms in electronics
expect the global contract manufacturers not only to meet their full range of
functional needs, 9 but also to provide these services all over the world. In
motor vehicles, the process is similar. First-tier suppliers like Bosch, Johnson
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9 In addition to excellent manufacturing performance, suppliers must be able to provide a wide range of value-
enhancing services, such as product and component design, inventory management, product testing, packaging,
and inbound and outbound logistics.

10 Consolidation has occurred largely through the acquisition of second-tier suppliers. It is estimated that 75 per cent
of the value of a car can be accounted for by only 15 modules or sub-assemblies, such the suspension system, doors,
dashboards, and drive trains (Sturgeon and Lester, 2004, p. 56).



Controls, Lear, Siemens Automotive, Magna, TRW, Denso, and others have
attained both supply-chain consolidation10 and a global footprint to meet the
needs of the world’s leading motor vehicle companies. In other words, these
transnational manufacturers have created a new global supply base, which in
turn creates both opportunities and challenges for local suppliers (Sturgeon
and Lester, 2004). 

The opportunities for local suppliers are related to the process of sup-
plier-oriented upgrading and “industry co-evolution” described by Sturgeon
and Lee (2005), which can improve technology learning and knowledge
spillovers between developed and developing economies. A good example is the
co-evolution of electronics contract manufacturing in Taiwan (China) and the
United States. Lead firms in the global computer industry, such as Hewlett
Packard/Compaq, Dell, Apple, and IBM, have relied heavily on Taiwanese
contract manufacturers to supply their notebook and desktop personal com-
puters, monitors, motherboards, optical disk drives, and servers. In the early
1990s, Taiwanese suppliers, known as “original design manufacturers”
(ODMs), began to provide design services along with volume production, and
some local companies, like Acer, created their own brand of personal comput-
ers as well. This form of supplier-oriented industrial upgrading created both
jobs and enhanced technological capabilities for Taiwanese computer hardware
suppliers. 11

This model of supplier-oriented upgrading also has some negative
implications for jobs in the developing world. First, industry co-evolution
drives consolidation in the global supply base. Large and technologically
sophisticated suppliers tend to concentrate “good” jobs in relatively few loca-
tions. The hard disk drive industry illustrates this pattern. Jobs in the US hard
disk drive industry migrated to South-east Asia over a 20-year period begin-
ning in the late 1970s. By the mid-1990s, 80 per cent of the jobs shifted to
Singapore and other countries in South-east Asia, such as Malaysia.
Nevertheless, hard disk drive design remained rooted in the United States, and
since design jobs pay much more than production jobs, nearly 80 per cent of
the wage bill was paid to workers in the United States, despite the fact that
80 per cent of the jobs were in South-east Asia (McKendrick et al., 2000). 

Another problem is that supplier-oriented upgrading has a built-in con-
tradiction. The automakers and electronics lead firms are reluctant to have
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11 Another example of supplier-oriented upgrading and industry co-evolution involves the interplay between US
brand name electronics firms, Taiwan’s pure-play foundries (which do volume manufacturing of integrated circuits),
and Taiwan’s “fabless” semiconductor design industry, which is the second largest in the world after the United
States (Fuller, 2005).



their suppliers learn too much, and thereby undercut the power of lead firms
to set the knowledge parameters essential for product innovation. As a result,
OEM and ODM suppliers are often limited by their customers to focus
only on detailed design and production activities (Sturgeon and Lee, 2005,
pp. 53-54). They are not encouraged to develop more profitable production of
own brands or engage in breakthrough research and development activities. 

Knowledge-intensive jobs in offshore services

The outsourcing debate in the United States ratcheted up its intensity
level in 2003 when the spectre of “white-collar outsourcing” was unveiled in a
Business Week cover story, “Is your job next?” (Engardio et al., 2003). While
low-cost offshore production had been displacing US factory and farm jobs for
decades, the idea that middle-class office work and many high-paying profes-
sions were now subject to international competition came as something of a
shock. The news got even worse when outsourcing was reputed to endanger
the two strongholds of developed country value chain supremacy: design
(Rocks and Moon, 2004) and innovation (Engardio and Einhorn, 2005). In
his bestseller, The world is flat, Thomas Friedman (2005) lauded the rapid
progress of India and China in upgrading to relatively high value activities in
service and manufacturing global value chains, and he challenged the advanced
industrial economies to sustain their competitive edge through innovation and
the creation of new waves of knowledge-intensive jobs. 

Facts regarding the current extent of the offshoring of services don’t
come easily. The best known study of service sector outsourcing to date is by a
business consulting firm, the McKinsey Global Institute (2005). It argues that
outsourcing in the service sector is generally beneficial to the US economy, and
far less detrimental to jobs than outsourcing in the manufacturing sector has
been. According to the report, only 11 per cent, or 160 million, of the 1.46
billion service jobs around the world could be performed remotely, and just a
small fraction of those jobs will actually go offshore. 12 The jobs most amenable
to remote employment are engineering (a 52 per cent likelihood) and finance
and accounting (31 per cent). 

McKinsey’s study identified a series of supply-side constraints that indi-
cate that, on average, just 13 per cent of the 33 million university graduates in
the 28 low-wage nations included in the study are suitable for jobs in multi-
national corporations from developed countries (Farrell et al., 2005). The 83
human-resource managers for multinationals in low-wage countries who were
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12 McKinsey estimated that in 2003, only 1.5 million service jobs were done in low-wage countries for clients in high-
er-wage countries, and by 2008, this number is expected to reach 4.1 million - just 1.2 per cent of the total num-
ber of service jobs in developed countries.



interviewed for the study cited a variety of reasons for this shortfall, including:
a lack of language skills (especially English); an emphasis in their training on
theory over practical knowledge; an inadequate appreciation of the importance
of teamwork and flexible work; and locational disadvantages (many university
graduates live far from major cities with international airline connections).
Despite the relatively small number of people presently involved in the off-
shoring of services, the McKinsey study argues that this trend is permanent and
it can be expected to grow significantly, especially in key locations like China,
India and the Philippines.

The International Monetary Fund (IMF) also takes a sanguine view of
this phenomenon, claiming that “the risk of service outsourcing dramatically
reducing job growth in the advanced economies has been greatly exaggerated”
(Amiti and Wei, 2004, p. 20). Using data for 2002, the study finds that the top
outsourcers of business services are the United States (US$41 billion) and
Germany (US$39 billion), followed by Japan (US$25 billion), the Netherlands
($21 billion), Italy ($20 billion), France ($19 billion), and the United
Kingdom ($16 billion). However, many of these same countries were also the
biggest recipients of business services from abroad in 2002: the United States
($59 billion), the United Kingdom ($37 billion), Germany ($28 billion),
France ($21 billion), and the Netherlands ($20 billion) (Amiti and Wei, 2004,
pp. 13-15). Therefore, the IMF study claims that the anxiety concerning serv-
ice sector outsourcing is misplaced because many developed countries, such as
the United States and the United Kingdom, run sizable surpluses in business
services with the rest of the world. 

Neither the McKinsey Global Institute report nor the IMF study are
likely to assuage the major concerns of service sector workers in developed
countries. From the perspective of multinational companies, the offshoring of
business services is efficiency-enhancing and profitable. It continues the trend
toward fragmentation and specialization in global value chains, and offshore
suppliers can be added to the set of winners that benefit from globalization.
However, the tendency toward global consolidation applies to knowledge-
intensive jobs as well as those in manufacturing. Thus, the real concern is
whether there are forces in the global economy that can effectively disseminate
the employment gains from globalization to a broader set of countries, or
whether global consolidation among a handful of countries and suppliers will
be exacerbated.
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Lecture 2. Global consolidation
and industrial upgrading:
The promise and perils 
of development

Introduction

There are fundamental changes afoot in the global economy, and no
simple answers for countries that want to improve or even maintain

their levels of development. In recent decades, both inward-oriented and out-
ward-oriented development models have come under increasing scrutiny, and
countries are trying to determine what kinds of policies and institutions pro-
vide the best opportunities for long-term growth and prosperity.

Since the mid-1980s, globalization has been associated with a neoliber-
al model of development that has produced rapid economic growth and
improving standards of living in some parts of the world, most notably East
Asia. In other regions, like Latin America, neoliberalism has been marked by
slow economic growth, large-scale unemployment, social deterioration, and
political protest (Dussel Peters, 2000; Lora et al., 2004). Development models
in both Latin America and East Asia, however, have evolved considerably dur-
ing this period. 

Within the global economy, China, India and Mexico present particu-
larly interesting cases because of their highly successful but divergent develop-
ment models. Mexico is the most diversified and export-oriented economy in
Latin America, with a heavy reliance on manufactured exports to the United
States. China currently is one of the world’s fastest growing economies, char-
acterized by extensive economic diversification and booming exports to all
parts of the world. Both Mexico and China rely heavily on foreign direct
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investment to fuel their export growth. India, by contrast, was until the early
1990s an inward-oriented economy, but it has now become a major player on
the global economic stage, sparked to a large degree by the stellar performance
of its information technology sector. However, unlike Mexico and China,
India relies more extensively on home-grown entrepreneurs than foreign capi-
tal to spur development (see Huang and Khanna, 2003).

This lecture will provide an overview of two different trends in the glob-
al economy: consolidation and industrial upgrading. China and India have
prompted a great deal of attention to the potential for global consolidation.
This is a particular concern in the apparel industry, where the elimination of
quotas at the end of 2004 threatens to terminate the guaranteed access that
many small garment exporting nations had to developed country markets. At
the same time, countries are preoccupied with industrial upgrading, or “mov-
ing up” in the global economy. We will examine this process in detail for
Mexico and China, which have used international trade as a mechanism to try
to promote their economic growth. Exports are key to the development strate-
gies and employment dynamics of many smaller economies as well, so we will
examine the potential and limits of certain kinds of upgrading within global
value chains.

Global consolidation: China, India
and the apparel industry

To examine the employment implications of the trends toward consoli-
dation in the global economy, we will examine the cases of China and India,
as well as the shift from dispersion to growing concentration in the global
apparel industry.

China: The “Workshop of the world”

China stands at the centre of the story of offshore production because
it has advanced so rapidly as the supplier of choice in virtually all labour-
intensive global value chains. Whereas China had concentrated on a limited
number of industries in the 1990s, “by 2001 an increasing percentage of the
jobs shifting to China were in higher-end manufacturing of goods such as bicy-
cles, furniture, motors, compressors, generators, fibre optics, injection mold-
ing, and computer components” (Bronfenbrenner and Luce, 2004, p. 4).
Furthermore, China had attained a virtually insurmountable cost advantage in
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most consumer goods industries. 13 China’s appeal is not merely to low-cost
producers; it supplies all of the leading brand manufacturers that target the
United States as well as global markets – Mattel Barbie Dolls, Levi jeans,
Samsonite luggage, Rubbermaid kitchenware, Remington electric shavers,
Carrier air conditions, and so on. 

China’s rise to global prominence marks a new phase of global consoli-
dation. However, a global value chain perspective adds several important
dimensions to the China story. First, China’s emergence, like that of the other
East Asian “miracle economies,” is inextricably intertwined with the role of
global buyers; it is demand-pull more than supply-push. A telling example is
China’s relationship with Wal-Mart, the world’s largest retailer with sales of
more than $245 billion in 2003. More than 80 per cent of the 6,000 factories
in Wal-Mart’s worldwide network of suppliers are in China. In 2003, Wal-
Mart spent $15 billion on Chinese-made products; this total accounted for
nearly one-eighth of all Chinese exports to the United States. If Wal-Mart were
a separate nation, it would have ranked as China’s fifth-largest export market,
ahead of Germany and Britain (Goodman and Pan, 2004). 

A second feature of the China story is the role of global intermediaries.
About two-thirds of China’s exports are shipped from factories wholly or joint-
ly owned by foreign investors, mainly from Hong Kong, Taiwan (China), and
Japan. It is reported, for example, that foreign-invested enterprises account for
more than 85 per cent of China’s high-technology exports, and for three-quar-
ters of its sales of technology-related products abroad (Shenkar, 2005, p. 68).
This is in striking contrast to India, where domestically owned firms are key to
exports and offshore outsourcing in the information technology (IT) sector
(Huang and Khanna, 2003). 14

Third, China’s reliance on global buyers and its “survival of the cheap-
est” approach has created a production glut that places enormous pressures on
wages, working conditions, and profit margins at the factory level. A typical
export factory in southern China pays a salary of $40 per month, which is
40 per cent less than the local minimum wage. Workers put in 18-hour days
with poor workplace conditions, minimal training, and continual pressure to
boost output (Wonacott, 2003).

Finally, China confronts a structural employment problem in consoli-
dating its position atop the global manufacturing pyramid. In 2002, China’s
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Carolina testified before the US Congress that a Chinese bedroom set comparable to his company’s $22,750 offer-
ing was priced at $7,070, a saving of 69 per cent to the consumer (Shenkar, 2005, p. 106).

14 The influence of global intermediaries extends well beyond China, however. In athletic footwear, for example, man-
ufacturers based in the Republic of Korea and Taiwan (China) typically run the factories in Vietnam, Indonesia,
Thailand, and China that supply shoes to Nike, Reebok, Adidas and all the other major brands. East Asian inter-
mediaries play a similar role for export-oriented apparel suppliers in sub-Saharan Africa and the Caribbean Basin.



labour force of nearly 750 million people accounted for over one-quarter of the
world’s total. It is estimated that China will have to create around 10 to 30 mil-
lion jobs per year during the coming decade to absorb a multitude of laid off
workers and rural emigrants as it shifts from an agricultural to an industrial
economy, and soon to a knowledge- and service-based economy (Zeng, 2005).
Despite an effective unemployment rate estimated to be at least 10 per cent,
which has been a major cause of urban poverty and worsening inequality,
China is facing significant labour shortages, especially in the light manufac-
turing industries that have accounted for much of the country’s export growth. 

Table 2.1 shows that between 1994 and 2000, the number of manufac-
turing workers in China declined from 54.3 million to 32.4 million, in large
part as a result of the state sector shedding jobs in large numbers. The work-
force in light, labour-intensive industries was nearly halved from 18 million
workers to just under 10 million workers (30.7 per cent of manufacturing
workers in 2000), while the much touted knowledge-intensive industries (elec-
tronics and telecommunications) do not generate many new jobs (just 8.7 per
cent of the manufacturing labour force in 2000). In response to this situation,
China is adopting a range of policies, including encouraging private sector
growth, expanding the service sector, reforming state-owned enterprises, and
establishing mass retraining programmes.
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Table 2.1. Number and share of workers in China’s manufacturing industries,
1994-2000*

1994 1996 1998 2000

Category No. of Share No. of Share No. of Share No. of Share
workers (%) workers (%) workers (%) workers (%)
(1,000) (1,000) (1,000) (1,000)

Manufacturing 54 320 100.0 52 930 100.0 37 690 100.0 32 400 100.0
industry
Light industry 18 060 33.3 17 280 32.7 11 650 30.9 9 950 30.7
Chemical 7 960 14.7 8 140 15.4 6 220 16.5 5 350 16.5
products
Metal products 10 440 19.2 10 260 19.4 7 430 19.7 6 380 19.7
Machinery 10 810 19.9 10 560 20.0 7 510 19.9 6 290 19.4
Electronics and 3 960 7.3 3 990 7.5 3 040 8.1 2 830 8.7
telecom-
munications
Miscellaneous 3 610 6.7 2 110 4.0 1 390 3.7 1 220 3.8

*Includes only state-owned industrial enterprises and non-state enterprises with annual sales greater than 5 million yuan.
Source: National Bureau of Statistics: China Statistical Yearbook 2002. Cited in Douglas Zhihua Zeng, “China’s employment,
challenges and strategies after the WTO accession,” World Bank Policy Research Working Paper No. 3522, Feb. 2005, p. 6.



India: The offshoring of information technology services

Offshore outsourcing in India’s IT sector is considered by many as a
globalization success story. In 2002 India’s IT service providers were the dom-
inant offshore vendors, delivering an estimated $10 billion in IT services
(Karamouzis, 2003). India employs about 650,000 professionals in IT servic-
es, and this figure is expected to more than triple in the next five years 15

(Roach, 2003, p. 6). The significance of India as an offshore site for IT servic-
es is perhaps best represented by General Electric’s “70-70-70” outsourcing
rule of thumb: General Electric has publicly stated its goals of outsourcing 70
per cent of its work, moving 70 per cent of this outsourcing offshore, and
locating 70 per cent of these IT jobs in India. Thus, about one-third of GE’s
IT work will be done in India.

While General Electric is a global pacesetter in India, lots of other big
companies are moving in the same direction. The top five US employers in
India are: General Electric with 17,800 workers, which is about 5.6 per cent of
its global workforce of 315,000 people; Hewlett-Packard, 11,000 employees in
India; IBM, 6,000 employees; American Express, 4,000 employees; and Dell,
3,800 employees (Pink, 2004, p. 13). While US firms have created as many as
100,000 IT jobs in India, a strong nucleus of domestic IT service providers
there has emerged to handle this demand, including: Tata Consultancy
Services – 23,400 employees and over $1 billion in revenues (as of March
2003); Wipro Technologies (19,800 employees and $690 million in revenues);
Infosys Technologies (15,500 workers, over $750 million in revenues); and
companies like Satyam Computer Services and HCL Technologies, with close
to 10,000 employees each and $460 million and over $330 million in rev-
enues, respectively (Karamouzis, 2003). 16

From a global value chain perspective, many of the software and other
IT jobs in India involve routine work on mainframe computers using relative-
ly standardized or outmoded technology. However, the lure of the Indian sub-
continent makes eminent sense for US companies, who see this as a win-win
situation in economic terms. In the United States, gross domestic product per
capita in 2003 was just over $35,000 and the typical salary for a programmer
was $70,000; in India, GDP per capita was $480, and a typical programmer
earned $8,000 per year (Pink, 2004, p. 13). Thus, Indian programmers make
only one-ninth of their US counterparts, but in the domestic setting the Indian
programmers are earning more than 16 times the minimum wage, while the
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15 Of course, one or two million jobs, even if highly skilled and well paid, could appear insignificant in terms of India’s
total population of 1.2 billion people.

16 By March 2004, Infosys Technologies and Wipro reportedly both topped $1 billion in revenues for the first time
(Rai, 2004).



average US programmer earns only twice the minimum wage. Furthermore,
India is already beginning to offer higher-level services, such as systems archi-
tecture, design, and technology strategy services (Chadwick, 2003).

While IT outsourcing is viewed in a positive light by many in India, it
has become a highly politicized and emotional issue in the United States.
According to Vivek Paul, vice-chairman of Wipro Technologies, “If three mil-
lion jobs have been lost in the United States, and 100,000 created in India,
every one of those three million thinks, ‘That’s my job’ “ (Waldman, 2004).
Unemployment in India is at its highest level in decades: officially pegged at
7 per cent, many economists believe the actual level is over 20 per cent.
According to commentators in both the United States and India, IT outsourc-
ing reveals not only the asymmetries of globalization, but the incredibly high
stakes for developing as well as developed countries. 

Trade rules and global consolidation in apparel
International trade rules have an enormous influence on the creation

and distribution of jobs in the global economy. One of the best examples is the
Multifiber Arrangement (MFA) in the apparel value chain, which from the
early 1970s until 1995 opened up the markets of the United States, Canada,
and Western Europe to exports from a wide range of developing economies by
placing quantitative limits (or quotas) on imports for a variety of textile and
apparel products. As a result of these quotas, the North American and
European textile and apparel markets received imports from 50 to 60 different
developing economies (Gereffi and Memodovic, 2003). 

The international spread of the apparel value chain has been well docu-
mented in various sources (Gereffi, 1999; UNCTAD, 2005). As seen in table
2.2, the leading apparel exporters in 1990 were concentrated in East Asia:
China, Hong Kong (China), Republic of Korea and Taiwan (China). During
the early 1990s, Thailand, Indonesia, Turkey, and India grew rapidly as appar-
el exporters, and after the passage of the North American Free Trade
Agreement in 1994, Mexico became a star performer because of the rapid
expansion of its exports to the US market. The biggest exporters of apparel
tend to be relatively diversified economies, where apparel as a share of total
national exports ranges from around 12 per cent to 16 per cent (China, India)
to less than 5 per cent (Mexico, Republic of Korea, Thailand). However, the
reliance on apparel exports is very high in some of the least developed
economies, such as Bangladesh (77 per cent), Sri Lanka (51 per cent), and
Tunisia and Morocco (about one-third of total exports). 17
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17 There is a strong, but far from perfect, correlation between high levels of apparel exports and low wages. The rea-
son for the disparity is that some countries with relatively high wages - Hong Kong (China), Republic of Korea and
Taiwan (China) - play a major role because they still have access to large apparel quotas primarily issued by the
United States and Western Europe.



Table 2.2. World’s top non-EU apparel exporters, 1990-2005

Region/Country Apparel exports to the world market Apparel as per cent 
(US$ billions) of total national exports

1990 1995 2000 2005 1995 (%) 2005 (%)

North-east Asia

China 10.2* 24.0 36.1 74.2 16.2 9.7

Hong Kong (China) 15.7* 21.3 24.6 27.3 12.2 9.3

Korea, Rep. of 7.9 5.0 5.0 2.6 4.0 0.9

Taiwan (China)* 4.2* 3.5* 3.5* n.a. 2.8 n.a.

South-east Asia

Indonesia 1.6 3.4 4.7 5.1 7.4 6.0

Thailand 2.8 5.0 3.8 4.1 8.9 3.7

Vietnam 0.1* 0.9* 1.8 3.5b 14.9 17.2b

Philippines 0.7* 1.1 2.5 2.3 6.1 5.5

Malaysia 1.3 2.3 2.3 2.3a 3.1 1.8

Cambodia 0.0* 0.1* 1.0 2.0a 16.3 70.8

Singapore 1.6 1.5 1.8 1.7 1.2 0.7

South Asia

India 2.5 4.1 6.2 6.6a 13.0 8.3

Bangladesh 0.6 2.0 3.9 4.4a 57.8 76.6

Pakistan 1.0 1.6 2.1 3.0a 19.8 22.6

Sri Lanka 0.6 1.1* 2.6* 2.8a 47.8 50.6

Central and Eastern Europe

Turkey 3.3 6.1 6.5 11.2a 28.3 17.7

Romania 0.4 1.4 2.3 4.6 17.2 16.7

Poland 0.4* 2.3 1.9 2.2a 10.1 3.0

Bulgaria 0.1* 0.4* 0.7 1.8a 7.9 17.7

Africa and the Middle East

Tunisia 1.1 2.3 2.2 3.3a 42.4 34.0

Morocco 0.7* 0.8 2.4 3.0a 16.9 30.5

Jordan 0.01 0.03 0.1 1.1 1.6 24.8

Mauritius 0.6 0.8 0.9 0.9a 52.5 48.8

North America

Mexico 0.0 2.7 8.6 7.3 3.4 3.4

World totals* 110.6* 168.7* 215.3* n.a. 3.2 n.a.

* World Trade Analyzer (WTA), based on United Nations trade data. Apparel is defined as SITC 84.
a = 2004 UN Comtrade data; b = 2003 UN Comtrade data; n.a. = Not available.

Source: UN Comtrade. Apparel is defined as SITC 84.
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However, in 1995 the World Trade Organization (WTO) issued an
Agreement on Textiles and Clothing that mandated a 10-year phase out peri-
od for all MFA quotas. 18 There is great consternation among developing
economies that the deregulation of apparel will contribute mightily to global
consolidation in one of the world’s most diversified export industries by allow-
ing China in particular, along with other major suppliers like India, Indonesia,
Pakistan, and Vietnam, to dominate US and European apparel markets. In the
words of a definitive study by the US International Trade Commission on the
impact of quota elimination in 2005: “China is expected to become the ‘sup-
plier of choice’ for most US importers (the large apparel companies and retail-
ers) because of its ability to make almost any type of textile and apparel prod-
uct at any quality level at a competitive price” (USITC, 2004, p. xi).

The removal of apparel quotas is of grave concern to apparel and textile
manufacturers in advanced industrial and developing countries alike. The
main reason for concern in both cases is China. Estimates have been made of
the impact of MFA quota elimination on the main sources of US apparel
imports. Before quota elimination (in 2003), China had a 16 per cent share of
the US apparel market, Mexico 10 per cent, the rest of the Americas 16 per
cent, Hong Kong (China) 9 per cent, and India 4 per cent. After quota removal
(2008), China’s US apparel market share is expected to jump to 50 per cent,
India to 15 per cent, Mexico to 3 per cent, and the rest of the Americas to 5
per cent (Nordås, 2004, p. 30). 

Current US trade data from 2000 through 2005 show that these pro-
jections are not far off the mark. China increased its share of US apparel
imports from 18.8 per cent in 2004 to 26.1 per cent in 2005, while Mexico’s
market share slipped from its top spot with 13.6 per cent of the total in 2000,
down to 6.3 per cent in 2005 (see table 2.3). 

In its report on the impact of quota elimination on developing coun-
tries, the USITC (2004) identified those countries whose apparel exports to
the United States are highly concentrated in products most vulnerable to tight
quota categories (i.e., knit shirts, pants, underwear, and pyjamas). These “high-
ly concentrated producers” include: Lesotho (95 per cent), Jamaica (90 per
cent), Honduras (86 per cent), Haiti (80 per cent), El Salvador (80 per cent),
Kenya (77 per cent), and Nicaragua (76 per cent), with the percentages refer-
ring to the share of their total US apparel exports concentrated in the product
categories most affected by quotas. Now that quotas have been removed in
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18 Under specified cases of market disruption, the US market access agreement with China regarding its entry into the
World Trade Organization allows the United States to apply selective safeguards (or quotas) on imports of Chinese
textiles and apparel for four additional years beyond the termination of textile and apparel quotas for WTO mem-
bers - that is, from 1 January 2005 to 31 December 2008. However, the agreement also states that no safeguards
established during this four-year period will remain in effect beyond one year, without reapplication, unless both
countries agree.
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2005, these countries – among the poorest in the world – are the most vul-
nerable to precipitous job declines.

The apparel case shows another side of the competition for jobs in
global value chains. Previously we have emphasized how offshore production
shifts to large developing countries, like China and India, affect labour markets
in the developed economies. In the apparel value chain, however, the most
serious impact of China’s and India’s gains won’t be felt in the United States or
Europe, but in the developing economies that have relied on low wages and
special access to developed country markets to sustain jobs and foreign
exchange in what is for many their main export industry. Between 70 per cent
and 80 per cent of workers in the apparel sector today are women in the poor-
est of countries (Nordås, 2004, p. 30). Without their jobs in the apparel indus-
try, they are unlikely to find work in the formal sector of their economies.
However, a return to protection is not likely to be the best option for improv-
ing the role of developing economies in global value chains. 

Industrial upgrading in Mexico and China 
– An international trade perspective

Industrial upgrading is defined as “the process by which economic
actors – nations, firms, and workers – move from low-value to relatively high-
value activities in global production networks” (Gereffi, 2005, p. 171). One of
the ways that we can assess industrial upgrading for export-oriented economies
such as China and Mexico is to look at shifts in the technology content of their
exports over time. We divide each country’s exports into five product group-
ings, which are listed in ascending levels of technological content: primary
products, resource-based manufactures, and low- medium-, and high-technol-
ogy manufactures. 19

In figure 2.1, we see that in 1985, nearly 60 per cent of Mexico’s total
exports to the US market were primary products, the most important of which
was oil. In 1993, one year prior to the establishment of NAFTA, medium-tech-
nology manufactures (mainly automotive products) and high-tech manufac-
tures (largely electronics items) moved ahead of primary products in Mexico’s
export mix. By 2003, about two-thirds of Mexico’s exports of $150 billion to
the US market were in the medium- and high-technology product categories,
followed by low-technology manufactures (such as textiles, apparel, and
footwear). Thus, in less than 20 years, Mexico’s export structure was trans-
formed from one based on primary products to one dominated by medium-
and high-technology manufactured items.

The new offshoring of jobs and global development
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19 Sanjaya Lall (2000) developed this technological classification of exports based on 3-digit Standard International
Trade Classification (SITC) categories. His article provides a detailed list of products under each category.



Lecture 2. Global consolidation and industrial upgrading

27

Fi
gu

re
 2

.1
. 

C
om

po
si

ti
on

 o
f 

M
ex

ic
o’

s 
ex

po
rt

s 
to

 t
he

 U
S

 m
ar

ke
t,

 1
9

8
5

-2
0

0
3

 

So
ur

ce
: W

or
ld

 T
ra

de
 A

na
ly

ze
r, 

St
at

is
ti

cs
 C

an
ad

a.

010203040506070

H
ig

h 
Te

ch
 M

an
uf

ac
tu

re
s

M
ed

iu
m

 T
ec

h 
M

an
uf

ac
tu

re
s

Lo
w

 T
ec

h 
M

an
uf

ac
tu

re
s

R
es

ou
rc

e 
B

as
ed

 M
an

uf
ac

tu
re

s
P

rim
ar

y 
P

ro
du

ct
s

20
03

20
01

19
99

19
97

19
95

19
93

19
91

19
89

19
87

19
85

16
.6

10
.1

13
.9

14
.6

17
.8

20
.4

20
.1

38
.9

44
.4

54
.4

69
.0

83
.2

95
.9

10
4.

6
12

2.
6

14
9.

0
14

2.
7

14
6.

3
15

0.
8

To
ta

l 
Ex

po
rt

s 
U

S 
$B

% Export Market



In figure 2.2, we see the composition of China’s exports to the US mar-
ket during the same 1985-2003 period. Unlike Mexico, the leading product
category in China’s exports to the US market has consistently been low-tech-
nology manufactured goods. These were primarily made up of a wide variety
of light consumer goods – apparel, footwear, toys, sporting goods, house wares,
and so on. These products accounted for about two-thirds of China’s overall
exports to the United States in the mid-1990s. By 2003, however, high-tech-
nology exports from China had increased their share to nearly 40 per cent of
China’s overall exports to the US market, and, by the mid-2000s, were poised
to pass low-technology exports for the top spot in China’s export mix. 

Mexico and China have a number of commonalities in their export tra-
jectories to the US market since 1985. Both are diversified economies, with a
range of different types of export products. In both cases, manufactured
exports are more important than primary product or resource-based exports;
within manufacturing, high- and medium-technology exports are displacing
low-technology goods. While these export data have limitations as indicators
of industrial upgrading, 20 both economies appear to be increasing the sophis-
tication of their export structures.

A more detailed look at the international trade data, however, shows
that since 2000, China has bested Mexico in head-to-head competition in the
US market. Table 2.4 identifies six of the leading manufactured products in
which China and Mexico are significant US suppliers. In five of these prod-
ucts, Mexico’s share of the US market was greater than China’s in 2000; by
2005, China had wrested the lead from Mexico in all but one of these items.
In automatic data processing machines (SITC 752), for example, China’s share
of US imports quadrupled from 11.3 per cent in 2000 to 47.1 per cent in
2005. In telecommunications equipment (SITC 764), China’s market share
nearly tripled from 10.3 per cent to 28.9 per cent; and in electrical machinery
(SITC 778), it doubled from 11.9 per cent to 22.1 per cent. Only in auto parts
and accessories (SITC 784) did Mexico expand its lead in the US market
over China.

Table 2.5 shows the top US imports in which either Mexico or China
accounted for 20 per cent or more of the US market in 2005. Mexico had
10 products that met this criterion in 2005, whereas China had 24 such items.

The new offshoring of jobs and global development

28

20 The main problem with these export data is that they are not sufficiently detailed to tell us about the processes by
which these products are elaborated. Auto parts or electronic components, for example, can be made in labour-
intensive ways by relatively unskilled workers or they can be highly automated using capital-intensive technology.
Thus, industrial upgrading cannot be assured just by moving in the direction of medium- or high-technology fin-
ished products. However, it is quite likely that the relative proportion of high-value activities and the skill level of
jobs will increase as we move from low-technology to medium- and high-technology export categories. More pre-
cise cross-national and longitudinal occupational data are needed to explore this key research topic.
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However, if we increase the threshold to 40 per cent or more of US imports,
Mexico had three such products and China had 13. For example, more than
two-thirds of all footwear imported to the United States comes from China,
while China also accounts for over 55 per cent of US imports of clothes and
television or sound recorders (DVDs) and nearly 50 per cent of imported office
machines, automatic data processing machines, and household appliances.

Why has China gained US market share over Mexico so rapidly and
decisively? There are several factors. First, China has significantly lower labour
costs than Mexico. In 2002, the US Bureau of Labor Statistics calculated
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Table 2.4. Competing exports by Mexico and China to the United States, 2000-05

SITC Product 2000 2005 Change
category Value Share Value Share in US

(US$ of US (US$ of US markets 
millions) market millions) market share 

2000-05

752 Automatic data Mexico 6 413 11.5 5 653 8.9 –2.6
processing machines 
and units China 6 310 11.3 29 883 47.1 +35.8

US Total 55 909 63 465

764 Telecommunications, Mexico 9 128 20.6 7 670 12.7 –7.9
equipments 
and parts China 4 579 10.3 17 543 28.9 +18.6

US Total 44 349 60 625

778 Electrical machinery Mexico 3 144 18.3 4 363 21.8 +3.5
and apparatus

China 2 040 11.9 4 414 22.1 +10.2

US Total 17 149 20 012

784 Auto parts Mexico 4 639 16.3 7 859 18.6 +2.3
and accessories

China 440 1.5 1 993 4.7 +3.2

US Total 28 440 42 255

821 Furniture Mexico 3 202 16.9 4 297 14.0 –2.9

China 4 476 23.6 13 187 43.0 +19.4

US Total 18 927 30 636

84 Articles of apparel Mexico 8 731 13.6 6 322 8.3 –5.3
and clothing

China 8 483 13.2 19 931 26.1 +12.9

US Total 64 296 76 380

Source: US International Trade Commission (http://dataweb.usitc.gov, downloaded on 3 March, 2006.
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Table 2.5. Select US imports in which Mexico and/or China hold 20 per cent or more 
of the US market, 2005

Mexico

Product (SITC categories) % Market Change in % 
Share Market Share
in USA 2000-05

054 Vegetables, fresh, chilled, frozen; roots, tubers 60.6 –0.4
and other edible vegs

773 Equipement for distributing electricity, n.e.s. 57.5 –3.2

761 TV receivers (including video monitors & projectors) 45.6 –17.9

782 Motor vehicles for the transport of goods 37.3 5.7

772 Electrical apparatus for swithing of portecting 28.0 3.5
electrical circuits

716 Rotating electric plant and parts thereof n.e.s. 27.9 –5.0

778 Electrical machinery and apparatus n.e.s. 21.8 3.5

872 Instruments and appliances for medical, surgical, 21.7 1.5
dental or veterinary purposes

713 Internal combustion piston engines and part 20.3 3.3
thereof, n.e.s.

775 Household type electrical and nonelectrical 20.0 0.4
equipment

China

894 Baby carriages, toys, games and sporting goods 78.0 13.5

831 Trunks, suitcases, vanity cases, binocular, camera 73.8 24.0
cases, handbags, wallets, etc.

851 Footwear 70.9 9.0

813 Lighting fixtures and fittings, n.e.s. 65.1 6.8

697 Household equipment of base metal, n.e.s. 57.6 22.0

763 Sound recorders; television image and sound recorders 57.1 34.9

848 Articles of apparel and clothing accessories; 56.0 11.2
nontextile fabrics

751 Office machines 49.0 19.9

752 Automatic data processing machines; magnetic 47.1 35.8
or optical readers

775 Household type electrical and nonelectrical equip. 46.8 9.6

658 Made-up articles of textile 43.9 19.8



China’s average manufacturing compensation at $0.64 an hour, 21 compared
with Mexico’s US$2.48 (Business Week, 2004). It remains to be seen if this gap
will widen, shrink, or be maintained in coming years. Persistent labour shortages
are now being reported at hundreds of Chinese factories, a trend that is pushing
up wages and leading a number of manufacturers to consider moving their fac-
tories to lower-cost countries like Vietnam (Barboza, 2006; Goodman, 2005).

Second, China has sought to leverage its huge economies of scale, and it
has made major investments in infrastructure and logistics to lower trans-
portation costs and to speed time to market for export products. The growth
of China’s “supply-chain cities” – led by foreign investor-driven clusters in
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21 China’s 30 million city manufacturing workers on whom data could be found earned an average of US$1.06 an
hour, while 71 million suburban and rural manufacturing workers earned 45 cents an hour, for a blended average
of 64 cents (Business Week, 2004).

Table 2.5. (cont.)

Product (SITC categories) % Market Change in % 
Share Market Share
in USA 2000-05

821 Furniture and parts; bedding, mettresses, 43.0 19.4
supports, cushions

762 Radio-broadcast receivers 41.1 5.7

893 Articles, n.e.s. of plastics 38.3 7.5

899 Miscellaneous manufactured articles 34.4 –8.3

759 Parts and accessories for use office machines 33.2 21.7

771 Electric power machinery 32.9 11.1

842 Women’s or girls’ coats, capes, jackets, suits, 32.0 16.2
trousers, dresses, skirts, underwear, etc. of woven

764 Telecommunications equipment, n.e.s. and 28.9 18.6
telecommunications accessories

699 Manufactures of base metal, n.e.s. 26.3 12.7

845 Articles of apparel, of textile fabrics, whether or not 24.1 13.2
knitted or crocheted

761 TV receivers (including video monitors & projectors) 23.1 20.6

778 Electrical machinery and apparatus 22.1 10.2

897 Jewelry goldsmiths’ and silversmiths’ wares, and 20.8 11.0
other articles of precious or semiprecious materials

Product selection criteria: Over $2 billion in US Imports from China or Mexico in 2005 at the 3-digit SITC level

Source: U.S. International Trade Commission (http://dataweb.usitc.gov), downloaded on April 14, 2006.



Guangdong (including Dongguan and Humen) and single-product clusters in
Zhejiang (such as Anji and Datang) – is a perfect illustration of how China’s
governments and entrepreneurs are turning scale-driven specialization into a
persistent competitive advantage for the country (Wang and Tong, 2002;
Zhang et al., 2004; Sonobe et al., 2002). 

Third, China has a coherent and multidimensional upgrading strategy
to diversify its industrial mix and to add high-value activities. In their careful
study of China’s export performance, Lall and Albaladejo (2004) argue that
China and its East Asian neighbours are developing high-technology exports in
a regionally integrated fashion, based on complex networks of export produc-
tion that link leading electronics multinationals and their first-tier suppliers
and global contract manufacturers (see also Sturgeon and Lee, 2005; Gereffi et
al., 2005; Gereffi, 1996). The export patterns for high-tech products reveal
complementarity rather than confrontation between China and its mature East
Asian partners (Japan, Republic of Korea, Taiwan (China), and Singapore).
China’s role as a motor of export growth for the region, however, could change
as China itself moves up the value chain and takes over activities currently car-
ried out by its regional neighbours. Rodrik (2006) suggests that China is
already exporting a wide range of highly sophisticated products, and he calcu-
lates that China’s export bundle is similar to that of a country whose per capi-
ta income is three times higher than China’s current level.

Fourth, China is using foreign direct investment to promote “fast learn-
ing” in new industries and knowledge spillovers in its domestic market (Zhang
and Felmingham, 2002; Wang and Meng, 2004). Despite restrictions imposed
by the WTO against domestic performance requirements for foreign firms,
China’s local market is sufficiently attractive for multinational manufacturers
that they are willing to comply with the wishes of local, regional and national
government authorities, despite stringent technology transfer requirements.

A note on China’s supply chain cities
and industrial upgrading 22

The concept of “supply chain cities” has been used in media reports and
academic literature to highlight the growth of large-scale production in China
and the agglomeration of multiple stages of the value chain in particular locales
within China as a key to its upgrading success. Barboza (2004), for example,
lays out the incredible specialization and scale that characterizes China’s diver-
sified export success in the apparel industry, even before the phase-out of the
Multifibre Arrangement and apparel quotas by the WTO on 1 January 2005.
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The term “supply-chain cities” encompasses two distinct, but related,
phenomena in China. The first usage refers to giant, vertically-integrated firm
factories. Appelbaum (2005), as well as a variety of textile journals and large
textile/apparel companies like Luen Thai (2004), use “supply chain city” to
indicate a new breed of “super-factory” that firms are constructing in China
and in other parts of Asia (Kahn, 2004; Pang, 2004). These factories are com-
pany-specific, and are designed to bring together multiple parts of the firm’s
supply chain – designers, suppliers, and manufacturers – so as to minimize
transaction costs, take advantage of economies of scale, and foster more flexi-
ble supply chain management. Luen Thai’s factories in Guangdong Province
(in Dongguan, Qingyuan, and Panyu) are exemplars of this approach. 23 Many
of the firms actively establishing these giant factories are from Hong Kong and
Taiwan. 

A second usage of this term refers to so-called cluster cities. Barboza
(2004) and others use “supply chain cities” when discussing the growing num-
ber of single-product industrial clusters that have sprung up in China’s coastal
regions. These areas have dramatically increased production of one specific
product, and are churning out massive volume, but are not limited to manu-
facturing firms. As these clusters have grown, they have attracted related and
supporting businesses, including yarn dealers, sewers, pressers, packagers, and
freight forwarders. These clusters also feature large sprawling factories, with
factory buildings, dormitories, and limited amenities for workers, but the focus
here is on the overall cluster of firms. Illustrative examples include Datang
(socks) and Shengzhou (neckties) (see Wang and Tong, 2002; Wang et al.,
2005; Kusterbeck, 2005; Zhang et al., 2004).

What forces drive the formation of China’s supply-chain cities? In
addressing this question, bottom-up versus top-down metaphors offer a mis-
leading dichotomy for China, simply because both characterizations are over-
simplified. “Top-down” implies that development patterns are directed closely
by the central government, while “bottom-up” implies that development pat-
terns are determined purely by market forces. The reality in China lies some-
where in the middle.

(a) “Supply-chain city” super-factories appear to be more bottom-up
than top-down, since they result from individual sourcing decisions by private
firms and are not directed by central government policy. The location of many
of these factories is tied to existing manufacturing activities and the low cost of
factor inputs (land, electricity, labour), though local and provincial govern-
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23 In Dongguan, in southern China, apparel maker Luen Thai Holdings Ltd. boasts of a “supply-chain city” that is a
two-million square foot facility that includes a factory, dormitories for 4,000 workers, and a 300-room hotel (Kahn,
2004). Appelbaum (2005, pp. 7-8) describes Hong Kong-based Yue Yuen - the world’s largest footwear supplier -
as a company that made nearly 160 million pairs of shoes for export in 2003, one-sixth of the world total of brand-
ed athletic and casual footwear. One of its four Dongguan factories employs as many as 70,000 workers.
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ment has played a key role in providing a beneficial policy environment (tax
incentives, streamlining bureaucratic red tape, etc.)

(b) As for the formation of clusters, this story is more complicated,
and involves regional, technological, and industry factors. There is a growing
body of scholarship – mainly in Chinese – on this topic, addressing the eco-
nomic, policy, cultural, and historical reasons behind cluster formation. 24 At
the risk of overgeneralizing China’s current situation, the major analytical
divide in these clusters seems to be between clusters whose formation was driv-
en initially by foreign capital, and those whose formation was initiated by
domestic entrepreneurship. 

The foreign-led clusters were founded first in the 1970s and 1980s as
export-oriented production platforms, mainly in South China (Guangdong,
Fujian). These began in low-cost manufacturing industries, including textiles
and apparel, and have now expanded to include newer industries like elec-
tronics. Foreign investment was particularly important, with large investments
coming from Hong Kong, Taiwan, and Macao; thus the central government’s
role in determining the policy environment for foreign investors was impor-
tant. These clusters were founded in South China due to its low-cost labour
and its relative proximity to both investors and major transportation Centres.
Guangdong (close to Hong Kong) and Fujian (across from Taiwan) were pio-
neers of this type of cluster, with larger cities in the Yangtze River Delta
(Shaoxing, Hangzhou) developing at a later date (see Zhang et al., 2004; Wang
and Tong, 2002).

The Chinese-led clusters are mainly in Zhejiang and Jiangsu provinces
(near Shanghai), and began to grow more rapidly in the 1990s. These clusters
are based on so-called town and village enterprises that were a major part of the
government’s push for economic development in the 1980s and 1990s, and are
often in traditionally rural areas. In Zhejiang, many of these clusters were
founded by chance – with a confluence of historical knowledge, individual
entrepreneurship, networking, and pure luck – but continued to grow because
of conscious local government policy. Thus, private entrepreneurship is criti-
cal, but the government had an important facilitative role (Wang et al., 2005,
p. 12; Zhang et al., 2004, pp. 7-8; Sonobe et al., 2002).

An additional question is whether these clusters are seeking to upgrade
and move up the value chain. Again, it is helpful to separate our clusters into
two groups.

• South China: The foreign-led cluster cities in Guangdong and Fujian
seem to be further along in terms of fostering new, higher-tech indus-
tries, building firms with international brands, and featuring a broader
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export mix in traditional industries. The growth of the electronics
industry is a good example (Lüthje, 2004). 

• East China: These cities lie at an earlier point on the development tra-
jectory, and Chinese authors such as Jici Wang have commented that
these areas are still producing at the low-end of the technology value
chain. Even here, firms and government officials are increasingly con-
scious of their need to find new competitive advantages, especially in the
face of rising labour costs and growing competition from other locations
(Wang and Tong, 2002; Wang et al., 2005).

Shifting development strategies
and regional linkages

Both China and Mexico currently face a host of new social and eco-
nomic problems – corruption, environmental degredation, income inequality
– and they are actively questioning the merits of a neoliberal, export-led
growth model (Nolan, 2005). Each nation faces criticism that previous para-
digms of development have left parts of the economy vulnerable to foreign
control or foreign pressure. In each case, reformers are calling for new social
welfare programmes to address their concerns, and they confront those who
argue that only a fuller implementation of neoliberalism can address the prob-
lems of development.

China’s growing economic links with Mexico and Latin America also
make this comparison a valuable one. Latin America has become an important
source of raw material exports to China in the last decade, and a foreign poli-
cy priority as well, marked by major visits to the region by President Hu Jintao
and Vice President Zeng Qinghong in the past two years. In addition, Mexico
and China are competing for US markets in a widening array of product lines,
ranging from textiles/apparel and furniture, to automotive and electronic
products. 

To understand China’s development model and industrial upgrading
experience, it is essential to situate China within emerging intra-regional trade
and production networks in East Asia, as well as to examine China’s broader
role in the global economy. Foreign direct investment has facilitated China’s
export diversification, but China is also pioneering new forms of domestic
industrial organization in the form of supply-chain cities. The Chinese model
is predicated on a clear value-chain strategy of giving high-value activities the
most attention, and thus there is a growing emphasis on research and develop-
ment, design, science and engineering education, and brands. 
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This is a very difficult upgrading model for other countries to emulate,
and China’s future success is not guaranteed. Smaller economies in particular
need to focus on developing specialized niches in global value chains in order
to compete with much larger economies in both the developed and the devel-
oping world. China, India and Mexico are instructive cases because they have
a lot of experience with upgrading in global markets. But other dimensions
that are important to the ability of globalization to spread its benefits broadly
and fairly are the public and private governance mechanisms that regulate the
global economy, a subject to which we turn in the next lecture.
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Lecture 3. Globalization 
and the demand for governance
(co-authored by Gary Gereffi and Frederick Mayer)

The challenge to globalization

Halfway through the first decade of the twenty-first century, eco-
nomic globalization continues to pose challenges for developing

and developed countries alike. In the developing world, globalization has
brought greater prosperity to some, but it has also left many other countries,
sub-national regions, and individuals behind. Much of Africa and parts of
Latin America and Asia have benefited little. Some initial beneficiaries of glob-
alization, such as Mexico and Eastern Europe, are beginning to suffer compe-
tition from East Asia, and above all China. And even the biggest apparent win-
ners, notably China and India, face strains in coping with the rapid changes
that globalization has caused. 

Globalization is not only a problem for developing countries. Although
many in the advanced industries have benefited, traditional manufacturing
heartlands across North America and Western Europe have declined in the face
of competition from developing countries. Now, too, there are concerns about
the loss of white-collar jobs to developing countries, as well-educated and highly
paid workers are finding themselves traveling the same road their blue-collar
peers took in the 1970s and 1980s. Both are suffering from “the triple threat
of computerization, tech-led productivity gains, and the relocation of their jobs
to offshore sites” (Schwartz, 2003). US-trained Indian radiologists in Bangalore
can analyse CT scans and chest X-rays for less than half what would be paid to
their counterparts in the United States, and Ernst & Young employs 200
accountants in India processing US tax returns (Schumer and Roberts, 2004). 

These stresses reflect two dramatic changes in the structure of the global
economy. The first is an historic shift in the location of production, particu-
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larly in manufacturing, from the developed to the developing world. As more
and more countries have acquired the ability to make complex as well as
standard manufactured goods, barriers to entry have fallen and competitive
pressures in the production stage of global value chains have increased. The
emergence of China, India, and other large developing nations has expanded
the global labour force so significantly that a likely consequence of globaliza-
tion is to bid down the living standards not only for unskilled work and pri-
mary products, but increasingly for skilled work and industrial products as well
(Polaski, 2004; Kaplinsky, 2005). 

The second is a change in the organization of the international econo-
my. The global economy is increasingly concentrated at the top and fragment-
ed at the bottom, both in terms of countries and firms. Because of this struc-
ture, profits are driven down at the base of global value chains because of
intense competition, and there is no money for reinvestment, innovation, or
for improving wages and profits among smaller producers. Developed and
developing economies alike are now competing to capture the relatively high-
value activities in global production networks. 

As the report of the World Commission on the Social Dimensions of
Globalization has put it, “The current process of globalization is generating
unbalanced outcomes, both between and within countries. … Meanwhile the
revolution in global communications heightens awareness of these disparities”
(ILO, 2004, p. x). These shifts reveal a sobering globalization paradox: the
dramatic expansion of production capabilities reflected in global outsourcing
across a wide range of industries does not necessarily increase sustainable devel-
opment, generate adequate numbers of jobs, or contribute to poverty reduc-
tion in the exporting nations. 

The economic and social stresses attributable to globalization have
sparked resistance to the policies that promote it. In the developing world, par-
ticularly in Latin America and Africa, there is a growing rejection of free mar-
ket and other neoliberal prescriptions and a desire for a return to a more man-
aged economic system. Many developing countries complain that they lack the
influence they deserve at the IMF, the WTO, and other global institutions
where the rules are negotiated. In the advanced economies, a political backlash
against outsourcing, particularly to China and India, appears to be brewing.
And in the networks of labour, environmental, human rights, religious, and
other activists that constitute an increasingly global civil society, there are
protests against the social consequences of the new global economy. 

The social response to globalization is often interpreted as merely a
backlash against economic globalization. But much of the political activity
around the globe is actually focused on something quite different. It is not so
much a rejection of globalization as it is a demand for greater and more effec-
tive governance. As the report of the Commission on the Social Dimensions of
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Globalization put it, the problem is that “Global markets have grown rapidly
without the parallel development of economic and social institutions necessary
for their smooth and equitable functioning” (ILO, 2004, p. xi). The response
to globalization reflects a growing awareness that the new global economy has
outstripped the existing capacities of governments, international institutions,
and citizens to govern in ways that advance the interests and values of individ-
uals, communities and nations. 

In this lecture, we develop a broad framework for understanding the
relationships between economic globalization, social response, and demands
for new forms of governance. We argue that globalization has led to governance
deficits that pose a threat to the stability of the global economy. However, as
we discuss below, developments in three realms of governance – the thickening
of international institutions, the emergence of a private form of governance
involving interactions between civil society and corporations, and capacity
building in developing countries – may allow the international system to adapt
sufficiently to govern the global market. The question is whether it can adapt
quickly enough. 

The nature of market governance

Before turning to the question of how globalization has created a gover-
nance deficit, it is useful to be clear about what we mean by market governance
and how governance systems relate to markets. By market governance we mean
those institutions, governmental and non-governmental, that both enable and
constrain the behaviour of markets and market actors. We distinguish it from
two other forms of governance: corporate governance, which deals with issues of
accountability of firms to shareholders and employees; and industrial gover-
nance, which relates to the management of supply chains and inter-firm rela-
tionships. 25 Henceforward, when we refer to governance we mean governance
of the market by non-market institutions of the state or society. 

Governance is not the same thing as government. Governance systems
may be public, i.e. governmental, but private governance can be equally or
more important. Public governance is the familiar stuff of governmental poli-
cy: laws, regulations, enforcement capacities, and the like. Private governance
involves non-governmental institutions in society and includes social mores
that determine acceptable market behaviour, professional standards and codes
of conduct, collective bargaining agreements that define the obligations of
firms towards workers, and other societal conventions.
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It is useful to conceive of governance in terms of different functions.
Governance systems play at least three roles with respect to markets: 

– Facilitative – Governance institutions play a crucial role in facilitating
the operation of markets by establishing property rights, enforcing con-
tracts, establishing rules of fair competition, providing information, and
much more. No market, even the most primitive, can operate without
some institutional context.

– Regulatory – Governance institutions are necessary to regulate the nega-
tive externalities of private market transactions. Without constraints (or
incentives), markets would exploit and endanger workers, pollute the
environment and over-harvest natural resources, and generate other
negative externalities.

– Distributive – Governance institutions play a crucial role in limiting and
mitigating the unequal impacts of markets and enabling societies to
adjust to economic change. Distributive mechanisms include social
insurance, health care, public education and retraining, progressive tax
systems, and other welfare policies, all of which serve to temper the ten-
dency of markets towards highly unequal outcomes. 

Table 3.1 provides examples of each mode of governance. 

Table 3.1. A taxonomy of market governance

Modes of governance Public Private

Property rights;
Facilitative Banking and commercial policy; Industry standards;

Competition policy. Professional norms and codes.

Labour law; Corporate social responsibility;
Regulatory Environmental regulations; Codes of conduct;

Health and safety regulations. Green labelling.

Social insurance;
Distributive Public health and education; Collective bargaining;

Progressive taxation. Philanthropy.

Figure 3.1 provides a highly stylized depiction of the relationship
between market, state, and society in the modern welfare state. Here the mar-
ket (firms, networks, and markets) is governed by both governmental and soci-
etal institutions, as denoted by the thick arrows labelled respectively public
governance and private governance. There is, of course, considerable variation
among the advanced industrial countries with respect to these arrangements,

The new offshoring of jobs and global development

42



with some having a relatively larger role for the state and a lesser role for soci-
ety, and some placing more emphasis on distributive governance than others. 26

Before globalization

In many ways, the current situation parallels that faced by industrializ-
ing nations in the first half of the twentieth century. As Polanyi argued, the rise
of the modern industrial economy in the late nineteenth and early twentieth
centuries created a relatively autonomous market that was no longer “embed-
ded” in traditional institutions of government or community. This constituted
a threat to workers, to nature, and even to the stability of markets themselves
(Polanyi, 1944). 

It was no accident that the welfare state developed with the rise of inte-
grated national markets. The mature industrialized nations had developed
thick systems of governance to facilitate the operation of markets, to regulate
market actors, and to compensate for market effects. This co-existence of
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Figure 3.1. Public and private governance in advanced industrial states
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26 We recognize that we are ignoring important differences among developed nations, as explored extensively in the
varieties of capitalism literature (see, for example, Hall and Soskice, 2001; Kitschelt et al., 1999).



markets and governance, often contested, was crucial to the success of the
modern industrial state. Without strong governance systems to facilitate mar-
ket transactions, markets could not have prospered as they did. Without strong
governance systems to regulate and distribute, societies would not long have
tolerated free markets. 

Historically, there was a rough congruence between the geography of
markets and the scope of governance institutions. Both were, for the most part,
organized on the unit of the nation-state. But as Polanyi writing in the early
1940s observed, the economic internationalization of the first decades of the
twentieth century had created a market beyond national control, which was a
major reason why it proved impossible to sustain. Polanyi predicted that there
would be a retrenchment from international capitalism and a return to nation-
al markets as a means of restoring social control over markets. 

Reviewing the post-war economy nearly 40 years later, John Ruggie
judged that while Polanyi had been wrong in his prediction of the end of cap-
italist internationalism, he was essentially right in concluding that governments
would need to assume a much greater role in providing a social safety net
(Ruggie, 1982). In Ruggie’s view, a system of “embedded liberalism” had enabled
an increasingly open international economy by tying it to strong intervention-
ist policies domestically and by retaining a measure of protection from inter-
national financial markets. After the Second World War, the Bretton Woods
institutions, most notably the IMF and the General Agreement on Tariffs and
Trade (GATT), helped to facilitate the growth of international commerce by
providing greater stability, but markets and market governance remained pre-
dominantly national in scope, and regulatory and distributive functions of
governance could be accomplished by national governance systems.

Figure 3.2 illustrates in highly stylized form the world before globaliza-
tion as it emerged in the post-war era. In the developed world, the market is
internationalized, with relatively low barriers to trade and investment. There
exists a high degree of economic interdependence, which is facilitated at the
international level by the Bretton Woods institutions (Keohane and Nye,
1977). But international regulatory organizations such as the International
Labour Organization (ILO) are quite weak and the distributive capacity of the
World Bank and others is highly limited. Market governance, therefore, is
largely concentrated at the national level, where thick and roughly comparable
systems of public and private governance constitute an implicit international
social compact. 

It is important to note, as Ruggie (1982) highlights, that this system of
embedded liberalism operated only within the developed world among the
advanced industrial states. The Soviet Union, Eastern and Central Europe, and
China remained centrally planned economies playing by completely different
rules; Latin America was largely enthralled by import substitution policies that
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insulated it from world commerce; and Africa and India were still emerging
from a pattern of colonial dependency. As depicted in figure 3.2, the develop-
ing world (here highly simplified) is to a significant degree outside the inter-
national market. Commerce between developed and developing countries is
largely in the form of managed trade and limited direct foreign investment,
particularly in extractive industries. Within the developed world, the relation-
ship between state, market and society is much more intertwined, whether in
the centrally planned economies or in more corporatist economies, with high
levels of public ownership and other forms of market intervention and less
independence for labour unions and other societal institutions. There are few
of the regulatory and distributive mechanisms present in the advanced indus-
trial countries. 

Globalization and governance deficits

In the quarter century since Ruggie wrote, processes of internationaliza-
tion have altered the global landscape. The collapse of communism in Russia,
Europe and China, the abandonment of import substitution for free market
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Figure 3.2. Before globalization (pre 1980s): Embedded liberalism and limited 
internationalization
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liberalism in Latin America and elsewhere (in part due to pressure from the
IMF), and the series of multilateral trade negotiations that culminated in the
WTO, transformed the policy environment. Market actors responded by
becoming increasingly international, both in the form of transnational corpo-
rations (TNCs) and in a growing reliance on the outsourcing of production to
firms in the developing world. The large, vertically integrated TNCs that pre-
dominated in the 1950s and 1960s began to spread their global reach, initial-
ly through international subsidiaries fostered by the import-substitution poli-
cies of many developing economies. In the 1980s, the shift to export-oriented
development models in much of the developing world, coupled with the
growth in the industrial capabilities of offshore suppliers, contributed to the
vertical disintegration of TNCs, especially in consumer goods industries, and
the rise of international production networks in which TNCs emphasized
coordination and control over relatively high-value activities, rather than own-
ership (Dicken, 2003). As Milner (1988) has shown, the increasingly interna-
tional outlook of corporations made them supportive of further market open-
ing, thus reinforcing the process of internationalization. 

Economic globalization has dramatically altered the international mar-
ket of the post-war era in two significant ways. The first is a profound shift in
the location of manufacturing production, and to a lesser but growing extent
of services, from the developed to the developing world. Once largely outside
the global production system, Brazil, China, India, Mexico and other smaller
countries now constitute a huge and rapidly growing portion of it. By the end
of the 1990s, around half of all manufacturing jobs were in developing coun-
tries, and 60 per cent of exports from developing countries to the industrial-
ized world were manufactured goods (Held and McGrew, 2002, p. 3). Clearly,
a very large proportion of global production is now outside the advanced
industrial economies. 

The second change is equally significant for governance. Whereas once
international production was organized on a national scale with international
commerce primarily a matter of arms-length trade and capital flows, the new
global economy is increasingly characterized by production and supply net-
works that transcend national boundaries (Palmisano, 2006). As we noted ear-
lier, in many industrial sectors this system is highly concentrated at the top of
global value chains, with a limited number of branded firms controlling a high-
ly fragmented and intensely competitive network of producers at the bottom
of the value chain. A large proportion of international trade is now intra-firm
or utilizes sophisticated inter-firm networks (Gereffi et al., 2005). 

It is important to recognize the fundamental asymmetry in the organi-
zation of the global economy between more and less developed nations. To a
great extent, the concentrated higher-value-added portion of the value chain is
located in developed countries, while the lower-value-added portion of the
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value chain is in developing economies. Countries in the periphery of the glob-
al production system thus tend to have the most commodified, fragmented,
and cost-driven portion of the production system. A similar pattern is appar-
ent in agricultural production. Although it is true that there has long been a
global production system in agriculture, today production is much more con-
trolled by a limited number of TNCs located in the developed world. 

In financial markets, the post-war Bretton Woods institutions of the
IMF and the World Bank constituted strong facilitative and distributive capac-
ity, respectively, for an international system largely reserved for the developed
world. In the 1980s, the focus of those institutions shifted to bringing the
developing world into the global financial system, but with little attention to
the governance implications of such integration. Indeed, conditionality served
to break apart old systems of national governance that involved high levels of
protection, regulation, and state involvement, which whatever their failings did
serve important regulatory and distributive functions. As Rodrik and others
have demonstrated, the rapid integration of international financial markets,
without adequate governance capacity at either the national or international
level, has exposed developing countries to high levels of volatility and risk
(Rodrik, 1997, 1999). 

Governance systems have been slow to adapt. The consequence, we
argue, is a mismatch between the global economy and the institutions of mar-
ket governance. This mismatch has led to three governance deficits, as illus-
trated in figure 3.3.

The first governance deficit is the mismatch between the global econo-
my and the governance institutions of advanced industrial states. As national
borders have become increasingly porous and larger portions of the global
economy are located in the developing world, the old governance structures,
organized on the unit of the nation-state, have lost some of their capacity to
effectively shape the market. One obvious implication is that much global pro-
duction is simply beyond the reach of national institutions in the developed
world. Although to date there appears no dramatic “race to the bottom,” there
is nonetheless good reason to believe that outsourcing and the threat of out-
sourcing has had a chilling effect on regulatory policy in the advanced indus-
trial nations. Perhaps more important, however, has been the impact on dis-
tributive capacity. Intense global competition at the level of basic production,
the wage and benefit gap between the developed and developing world, and
the rapidity of economic change has put enormous pressure on both public
and private governance institutions. In the public realm, social insurance,
health care, and other elements of the social welfare state are unable to com-
pensate those who lose out in the international marketplace. In the private
realm, there is a clear erosion of the implicit social compact that long governed
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business-labour relations and that included wage, pension, health, and other
benefits. 27

The second governance deficit is at the level of international organiza-
tions. Although international governance institutions such as the WTO, the
IMF, and the World Intellectual Property Organization (WIPO) designed to
facilitate global markets have continued to grow in strength, the development
of regulatory and redistributive capacity at the global level has not kept pace.
Intergovernmental organizations dealing with labour, the environment, and
other social issues remain relatively weak. Certainly, in none of these realms is
there anything approaching the binding and enforceable international stan-
dards of the WTO.

The third governance deficit is within developing countries, which have
historically had very limited capacity to govern markets. In the heyday of
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27 In this regard, as in others, the European Union is an exception to the general trend, but it also is an illustration of
the broader point about the need to develop stronger international institutions. Europe has responded to the gov-
ernance challenge posed by globalization by establishing a sizable internal market and by simultaneously develop-
ing thick governance institutions at the European level that have enabled it, so far, to maintain much of its regula-
tory and distributive apparatus.

Figure 3.3. Globalization and governance deficits (mid 1980s to mid 1990s)
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neoliberalism, there was little understanding of the importance of governance
in enabling a successful entry into the global economy. Most attention was
focused on facilitative capacities: strengthening the rule of law, intellectual
property rights, international standards, and the like. But whether they were
making the transition from a non-market economy or from a relatively insu-
lated corporatist model of governance, developing countries generally lacked
the kind of robust regulatory and distributive institutions that characterized
the advanced industrial nations. This is true both in the public and the private
realm. In the public realm, few governments had anywhere near the regulato-
ry capacity they need to monitor and enforce standards even where they exist,
and public health, education, pension and other standard elements of the
social safety net were grossly under-funded. In the private realm, the history of
state dependency left most developing countries with little tradition of non-
governmental organizations and other societal institutions. As a consequence,
the rapid entry of many developing countries into the global economy made
their old systems of governance obsolete and created a large governance deficit.

There are, of course, important differences within the developing world
not reflected in our illustration. We can classify developing countries into at
least four categories that reflect both their level of development and their rela-
tionship to the global economy. In the first category are the newly industrial-
ized economies, which include the Republic of Korea, Singapore, Thailand,
and Taiwan (China). In the second are the large emerging market economies,
foremost among them China, India, Russia, Brazil, Indonesia and Mexico. In
the third category are smaller developing countries that are closely connected
to the international economy, including Central America, much of South
America, most of Eastern Europe, and others such as Egypt, Vietnam, and
Mauritius. Finally, there are those countries still largely outside the global econ-
omy, including most of sub-Saharan Africa. 

The governance response 

In response to these governance deficits, forces in society have mobilized
to demand new and more effective forms of governance. In this section, we
explore the nature of the societal pressures arising from economic globaliza-
tion. We argue that three seemingly unrelated developments – the push to
“thicken” international governance by strengthening the regulatory and dis-
tributive capacity of international institutions, the rise of a global civil society
pressing for corporate social responsibility, and the effort to build greater gov-
ernance capacity in developing countries – constitute distinct responses to the
same demand for governance. 
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particularly obvious in Latin America, where the elections of Lula in Brazil,
Chavez in Venezuela, and most recently Evo Morales in Bolivia, represent in
part a protest against what might be called a “facilitation only” approach to
market governance. Demands for “policy space” are high on the list of devel-
oping countries as they negotiate at the WTO in Geneva and seek to maintain
their ability to manage the economic forces of market openness. And in Europe
and North America, political resistance by agriculture, textile workers, and
others has translated into a “go slow” approach to market opening. 

Some have predicted that globalization will likely lead to its own
demise, as an increasingly ungovernable and unaccountable global market trig-
gers such a crisis that contemporary globalization will meet the same fate as
economic internationalization during the first half of the twentienth century.
In the absence of a global government and a true global polity, there are no
governance institutions with the capacity to provide the regulatory and dis-
tributive functions necessary to sustain the market. 28

But there is another possibility, one in which new institutions arise to
fill the governance deficits. Seeds of that development are evident in three
arenas of governance, as illustrated in figure 3.4. The first is the “thickening”
of institutions at the international level, the second the possibility of building
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28 For a particularly wry version of this line of thinking, see The Lugano Report by George (2003).

Figure 3.4. Three governance responses: 1990s to present
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Social pressures and the demand for governance

In Polanyian terms, globalization and governance deficits have triggered
a global social response. In part, the response can be billed as anti-globaliza-
tion, a protest against institutions such as WTO that have facilitated the
explosive growth of international trade, investment, and finance. But in part,
the response is a demand for new forms of governance. As with all social
movements, the social forces protesting aspects of globalization face significant
collective action problems in mobilizing. Nonetheless, they have clearly suc-
ceeded in altering the political and intellectual climate for globalization, and
created demands for governance that cannot be ignored. 

The contemporary social response to globalization could be traced to
many moments, but in the United States the controversy surrounding the
North American Free Trade Agreement (NAFTA) was seminal. From the
announcement in 1990 that the United States intended to seek a free trade
agreement with Mexico, its less developed neighbour to the south, to the even-
tual passage in 1993 of NAFTA’s implementing legislation by the US
Congress, there arose a remarkably broad and intense opposition that almost
scuttled the agreement (Mayer, 1998). Many of the concerns were specific to
the spectre of an open border with Mexico, but there was also a more general
sense of outrage that corporate-sponsored international liberalization was mov-
ing full steam ahead, while the regulatory concerns, social safety nets and
adjustment assistance traditionally provided by national governments were
endangered. For many, the historic compromise of embedded liberalism
whereby economic liberalization was rooted in social community, characterized
by the New Deal in the United States and social democracy in Europe, was
being undone (Ruggie 2002a; 2002b). 

In the past decade, the protest against globalization has gone global. The
annual gathering of the World Social Forum, usually in Brazil, and the protests
against the proposed Multilateral Investment Agreement in 1998, the WTO
trade talks in Seattle in 1999, Cancún in 2003, and Hong Kong in 2005, and
the vocal dissidents present at virtually every major economic summit of the
last decade, all testify to the breadth and depth of the global network of protest.
As markets have gone global, many in the developing world have sensed that
globalization, whatever its benefits, also brings greater vulnerability to unfa-
miliar and unpredictable forces that can result in economic instability and
social dislocation, as well as a flattening of local and national culture in the face
of well-financed global marketing machines and “brand bullies” (Rodrik,
1997; Klein, 1999; Ritzer, 2000). 

Although many aspects of economic globalization continue apace, polit-
ical support for the simple prescriptions of free trade, privatization, and dereg-
ulation (the pillars of the “Washington consensus”) has clearly waned. This is
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a system of private governance in the interaction between civil society and
corporations, and the third is in building governance capacity in developing
countries.

Thickening international institutions
One response to the governance deficit is the push to strengthen gover-

nance capacity at the international level. Over the last few decades, this
demand has translated into pressures for stronger international rules dealing
with everything from child labour to climate change, and for a much stronger
development agenda to help poorer countries share in the benefits of global-
ization. Societal actors have attempted to link social concerns to the market-
opening agenda. This push is most advanced at the regional level, especially in
Europe, where continental economic integration has been accompanied by the
creation of strong regulatory, social, and development institutions. Whether
other regions of the world will be able to emulate the European model, and
indeed whether that model is sustainable in the face of global competition,
remains an open question. 

In North America, NAFTA, unlike the European Union, was initially
envisioned as purely a free trade (and investment) agreement, with few provi-
sions to deal with the governance implications of integrating a developing
economy (Mexico) with two advanced industrial ones (the United States and
Canada). From the outset, NAFTA was a highly contentious issue in US poli-
tics. Organized labour immediately saw it as one more step down the path of
corporate outsourcing, in which US workers were increasingly forced to com-
pete with low-wage labour in other countries. Environmentalists saw free trade
with Mexico as opening the door for polluting companies to move to Mexico.
Both groups also saw NAFTA as a force for deregulation at the national level.
In 1993, to obtain sufficient Congressional support to pass the NAFTA imple-
menting bill in the face of this societal resistance in the United States, the
Clinton Administration compelled Mexico to negotiate separate labour and
environmental “side agreements,” intended to ensure that there would be no
“race to the bottom” with Mexico (Mayer, 1998). 

Few social activists were satisfied with what was accomplished in the
context of NAFTA, but labour and environmental groups have pursued this
logic of linkage in subsequent US free trade negotiations. In both the US-
Jordan and US-Cambodian Free Trade Agreements, which entered into effect
in December 2001, as well as the US free trade agreements later negotiated
with Chile and Singapore, some labour and environmental provisions were
moved from side agreements into the main text of the trade accords. The US-
Cambodia agreement is considered particularly important because the
International Labour Organization agreed to undertake a monitoring pro-
gramme in the textile and apparel sector, to report its results in a credible,
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efficient and transparent manner, and to make quota levels contingent on ade-
quate performance (ILO, 2002).

Nevertheless, the prospects for further progress on the “trade-plus” front
seem limited. Advocates for worker rights had hoped for strong linkage in the
context of the US-Central American Free Trade Agreement (CAFTA), but in
the end the agreement was negotiated and implemented without such provi-
sions. Similarly, it is highly unlikely that the Free Trade Agreement of the
Americas (FTAA), even if it were revived (currently a very dim prospect),
would include significant new institutions for dealing with labour, environ-
mental, or other social impacts of free trade. In the multilateral WTO negoti-
ations, the Clinton Administration had been pushing for environmental and
labour linkages in the Doha Round, but the effort was doomed by strong
resistance from developing countries, which perhaps rightly feared that mak-
ing free trade conditional on regulatory performance would leave them vul-
nerable to political forces they couldn’t control as well as to the indifference of
the Bush Administration to regulatory matters. 

Rhetorically, at least, the current multilateral WTO negotiations were to
be the “development round,” which developing countries took as an implicit
promise of provisions that would aid them in coping with economic globaliza-
tion. Foremost on the developing country agenda was the desire to force open
developed country markets for agricultural products and other goods that
remain highly protected, and there was also hope for more systematic efforts to
link development policies to the trade agenda. It is now clear that if the talks
are concluded, still far from a certainty, the agreement will not be accompanied
by significant distributive measures, but will largely be a market facilitation
exercise. 

Outside of the WTO process, there are numerous other initiatives
intended to strengthen international labour, environment, health, and devel-
opment institutions. These efforts have met with some success, but they have
not yet translated into institutions with anywhere near the strength of the
WTO. Although there is a policy logic to thickening international governance
capacity, there also appear to be significant limits to how far the dominant
members of the international community are willing to go in this direction.

Strengthening private governance: Corporate social
responsibility, codes of conduct and certification

A different approach to addressing labour and environmental issues has
emerged in the private governance arena from the confluence of interests
among civil society and corporate actors. This “NGO-industrial complex” may
have significant promise as a governance strategy (Gereffi et al., 2001). 
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In the textile and apparel sector, for example, aggressive campaigns by
labour groups, non-governmental organizations (NGO)s, and student activists
compelled apparel manufacturers to adopt stringent codes of conduct and
establish independent monitoring. The revelation in 1995 of the virtual
enslavement of Thai workers in a garment factory in El Monte, California,
prompted the Clinton Administration to form a task force called the Apparel
Industry Partnership (AIP). Composed of manufacturers, NGOs, unions, and
US Labor Department representatives, the AIP forged a code of conduct for
apparel firms, stipulating the payment of the local minimum or prevailing
wage, that workers be at least 14 years old, and that workers not be required to
work more than 60 hours per week (although they could work unlimited vol-
untary hours). In November 1998, the AIP created the Fair Labor Association
as the monitoring organization that would implement this code of conduct.
Subsequently, there has been a proliferation of different codes of conduct and
factory monitoring systems in the apparel industry (Maquila Solidarity
Network, 2002; Esbenshade, 2004).

More generally, a variety of new “private governance” certification insti-
tutions are emerging (Gereffi et al., 2001). These include: individual corporate
codes of conduct; sectoral certification schemes involving NGOs, firms,
labour, and other industry stakeholders; and third-party auditing systems, such
as SA8000 for labour standards or the Forest Stewardship Council certification
for sustainable forestry practices. The United Nations’ Global Compact is an
initiative that encourages the private sector to work with the United Nations,
in partnership with international labour and civil society organizations, to
move toward “good practices” in human rights, labour standards, and envi-
ronmental sustainability in the global public domain. While sceptics claim
there is little evidence to show that these codes have significant impact on cor-
porate behaviour (Hilowitz, 1996; Seidman, 2003), proponents generally
argue that new systems of certification, enforced either by global consumers or
by institutional actors such as the United Nations, could provide the basis for
improved regulatory frameworks (Fung et al., 2001; Williams, 2000). 

The goal of private governance campaigns is to force the peak or lead
firms in global supply chains to set higher standards of corporate conduct that
lesser known suppliers would be forced to adopt (hence the arrows from TNCs
to other developing country suppliers in figure 3.4). Brand-named multina-
tional manufacturers (Levi Strauss, Nestle), retailers (Gap, Benetton), and mar-
keters (companies like Nike, Liz Claiborne, and Disney) are the targets for
campaigns by transnational NGO activists and labour groups usually based in
developed countries that are intended to improve labour, environmental, and
development conditions in Third World production locations. The logic of the
private governance model is to identify the most profitable and visible brand-
ed companies at the apex of global supply chains, not because the conditions
of their suppliers are the worst in the world (actually, they are often relatively
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good), but rather because these companies have to protect their reputation
with consumers. Their global brand names become a double-edged sword: they
are a source of great market power, but they also make branded companies
vulnerable to charges of exploitation that could harm their image among
consumers. 

Despite considerable progress, various challenges confront the codes of
conduct regime. First, there is a “free rider” problem: only a handful of the
most visible branded companies currently have codes, and they are receiving
the brunt of the criticism from NGOs and unions even though their standards
tend to be well above the industry norm. Thus, efforts to defend the collective
reputation of apparel brands are concentrated among the most visible branded
firms, 29 and the large retailers and unbranded manufacturers who account for
most of the global outsourcing in the apparel industry are not held accountable
by the public for the labour violations of their offshore contractors. 30 Second,
there is much discussion regarding the possibility of consolidating codes of
conduct, many of whose provisions are virtually identical, in order to avoid the
time and expense of carrying out repetitive factory audits for similar codes. 

Private governance approaches, such as corporate codes of conduct and
more extensive factory monitoring, can help to improve labour market condi-
tions in some factories and in some developing countries. However, the regime
of voluntary codes now in place is extremely vulnerable. Unless more firms are
brought into the system, there is a chance that what has been accomplished so
far will unravel. In any case, private governance responses probably need to be
integrated wherever possible with public efforts and legal institutions before
sustainable social change is possible.

Private governance also raises important normative questions and issues
of legitimacy. A governance regime dominated by corporations and NGOs is
not likely to be representative of society as a whole. To the extent that this
regime supplants the role of legitimate national governments, for example, as
some in the developing world contend, there may be reasons to limit the reach
of private governance. Second, and in related fashion, to the extent that the
private governance regime is dominated by Northern-based NGOs and TNCs,
as it largely is at present, it is unlikely to represent the domestic needs or inter-
ests of developing nations. At minimum, therefore, voices from the South need
to be included more explicitly in private governance regimes. 
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29 The Gap, the largest US clothing chain with more than 3,000 stores and an estimated 3,000 factories in 50 coun-
tries, promoted its corporate responsibility campaign with the publication of its 2003 “Social Responsibility
Report” (Gap Inc., 2004). While Gap monitors found problems in many of its overseas suppliers, and revoked its
stamp of approval from 136 factories in 2003, it took a big step toward making its anti-sweatshop policy more
transparent, and thereby placed pressure on its branded and unbranded competitors alike to do the same thing.

30 However, Wal-Mart, the world’s biggest retailer, is receiving increasingly intense scrutiny from NGOs and organ-
ized labour alike. One of the most active pressure groups is Wal-Mart Watch <http://walmartwatch.com/>.



Building governance capacity in developing countries

The third approach for dealing with the governance deficits spawned by
globalization is to build governance capacity in developing countries. As we
have noted, many developing countries were initially overwhelmed by eco-
nomic globalization, and entry into the global economy was a shock. As
Rodrik and others have made clear, making openness work requires more than
eliminating barriers to commerce (Rodrik, 1999: Ruggie, 2002b). Equally
important is governance. 

Most attention has been directed at building facilitative capacity. This
would include such basics as strengthening the rule of law, ensuring enforce-
ment of contracts, promulgating accounting regulations, and enacting intel-
lectual property protections. But increasingly, there is an awareness of the
importance of regulatory and distributive capacity as well. 

Throughout the developing world, there is growing interest in the sus-
tainability of development. In many ways this effort involves collaboration
among international organizations, civil society groups, governments, and
enlightened business groups. Similarly, there is growing recognition of the cru-
cial importance of distributive capacity to economic development. This, too,
takes many forms, from developing social insurance programmes to greater
investment in public education. 

Notwithstanding the promising direction of efforts to build governance
capacity within developing countries, there are many obstacles, foremost
among them the lack of resources commensurate with the need. Many, perhaps
most, governments in the developing world do not have environmental or
labour ministries with the clout to effectively monitor and enforce basic regu-
lations, and have even less capacity to provide social insurance or other dis-
tributive measures. In this regard, governance capacity might be viewed as a
luxury good, which can only be afforded as societies develop economically.
There is something to this, of course; greater wealth does enable developing
countries to strengthen governance institutions. In this view, market facilita-
tion comes first; regulation and distribution second. In our view, however,
developing countries are likely to fare better if they are able to simultaneously
build facilitative, regulatory and distributive capacities. 

Indeed, the governance challenges noted above are daunting for all
countries, both developed and developing. One area of potential optimism is
the emergence of governance capabilities at both sub-national and regional
levels. For the large emerging markets, such as China, India, and Brazil, the
uneven impact of integration into the global market across sub-national
regions may allow governance capacity to emerge at the provincial or even local
level. For smaller economies, which are often part of a regional production
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network, such as the economies of South-east Asia or Central America and the
Caribbean, it may be necessary to look to the regional level for governance
solutions. It is quite possible, therefore, that we will see the emergence of a
multi-level system of governance in the developing world: regional, national,
and sub-national.

Conclusion: Are we at a turning point?

The next decade is a defining period for the global economic system. As
economic globalization deepens, the governance deficit will likely grow more
acute. Deeper economic globalization will require greater governance capacity.
The contrast between robust facilitative institutions of governance and the lag-
ging regulatory and distributive institutions is stark. At the international level,
there has been only modest movement to establish stronger environmental,
labour, or other regulatory institutions (in the form of the “trade plus” and pri-
vate governance initiatives discussed earlier), and even less action to provide
distributive mechanisms for redressing unequal market impacts. The experi-
ment in private governance, while promising, is limited and fragile. And in
developing countries, the need for regulatory and distributive capacity will
likely outpace the growth of that capacity. 

The Washington Consensus that dominated thinking about economic
development for most of the 1980s and 1990s is in retreat. It is now clear that
laissez-faire policies are insufficient as a development strategy and that, as the
new industrial policy literature demonstrates, removing barriers is not enough
(Rodrik, 2004, 2006b; Sabel, 2005). In part, success depends on more sophis-
ticated market facilitation in the form of “strategic collaboration between the
private sector and the government” (Rodrik, 2004, p. 3). In part, too, success-
ful economic development requires distributive mechanisms that temper ten-
dencies towards grossly unequal outcomes and limit the economic risk faced by
individuals. As Rodrik (1999) has shown, strong social safety nets and other
adjustment mechanisms are correlated with economic growth. And to be sus-
tainable, development also requires regulatory institutions that limit negative
impacts on environment, health, safety, and other social goods. Exploiting
workers or the environment is not a good long-term development strategy.

We are not advocating either a return to the discredited state-centric
policies that dominated thinking about economic development in the 1960s
and 1970s, or the imposition of European-style welfare states. Obviously, it is
possible to go too far in attempting to correct market failures through public
policy, which in the process could introduce governmental failures that are at
least as great. What is needed is appropriate and smart governance, tailored to
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the realities faced by developed and developing economies and responsive to
the interests of their societies. 

We believe that the clamour over globalization is at heart a social
response to a crisis of governance – that is, of the inadequacy of institutions
not only to facilitate market growth and stability, but also to regulate markets
and market actors, and to compensate for undesirable effects of market transac-
tions. The rise of an increasingly global economy no longer firmly rooted in
nation-states, and encompassing a large portion of the developing world, has
led to a governance deficit of considerable magnitude and demand for greater
governance. 

The globalization of the early part of the twentieth century collapsed, in
part, because of the incongruence between market structure and governance
institutions. Some have predicted the same fate for contemporary globaliza-
tion. However, the combination of governance responses in the international
arena, in the relationship between private economic and non-economic actors,
and, perhaps most importantly, in the developing world, at regional, national
and sub-national levels, may evolve into an effective new system of global gov-
ernance. Just as the international system that emerged after the Second World
War proved Polanyi wrong, it may yet be possible to develop a “fair globaliza-
tion” in which economic gains will be more broadly shared, and a more com-
plete array of governance mechanisms will mediate market forces to the bene-
fit of both developing and developed economies.
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