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Abstract

This paper approaches the forms of governance
inlocal production systemsand their relationsto
the global value chain. The insertion of local
producers in the value chain provides strong
opportunitiesfor firmsto upgradein areasrel ated
to the manufacturing process, such asproduction,
costs, quality, and delivery time. However, the
development of production capabilities does not
promote upgrading in other areas of thefirm, such
as product development and commercialisation,
sincetheglobal buyersdo thetasksof these areas.
In this paper, thisquestion isapplied to the global
footwear industry.
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Resumo

Este artigo discute as formas de governance em
sistemasde producéo local e suasrelagbescom a
cadeiadevalor global. A insercéo dos produtores
locaisnacadeiadeva or traz grandes oportunidades
paraexpansdo daempresaem areasrelacionadas
aprocessos de manufatura, tsis como producéo,
custos, qudidade etempo defornecimento. Todavia
0 desenvolvimento de capacidades de producéo
n&o promove o desenvol vimento de outras areas
daempresa, taiscomo desenvol vimento de produto
ecomercializagdo, umavez que os compradores
globaisdesenvolvem estasatividades. Neste artigo,
esta questdo é discutida no setor de global de
calcados.

Palavras-chave: Sistemas de Producdo Loca —
ProcessosdeA prendizado—Competitividade Global.
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Introduction

There has been an increased concern about the
importance of the global chain in terms of the
behaviour of producersorganizedinlocal systems.
Someauthors, such asGereffi (1994) and Humphrey
and Schmitz (2001), have presented the notion of
“globa commodity chains’ (or globa vauechains,
asthey arecommonly known) inorder to study and
investigatethe configuration of thiskind of indudtria
organization and theformsof governanceof indudtrid
relationship. Others, suchasErng et d. (2001), have
used the concept of “global production network”
as away to look at the relations between local
systemsof production and global networks.

Inspiteof different configurationsincommodity chains
and global networks, acoordinator of thereationship
canadwaysbeseen andidentified. Inthecaseof buyer-
driven commodity chains, globa buyersassumethis
role. Thereisan assumption according towhichthe
presence of global buyers can provide industrial
upgradefor local producers, through the learning
processthat isgenerated by theinteraction between
them—which producesanincreaseinthecollective
efficiency of theloca system.

However, the analysis of the global chain of the
footwear industry, specially the experience of the
Brazilian footwear industry, clearly showsthat the
learning process is restricted to manufacturing
capabilities. Inaddition, theinteractionswith global
buyers cause some constraints on the devel opment
of capabilities in other areas, mainly product
development and commercial assets.

1 Global buyers and the organization of
commaodity chains

Theglobal chainapproach, or global valuechain,
asitismost commonly known, wasfirstly presented
by Gereffi (1994). Thisapproach isanimportant
andvery interesting tool to anaysetheorganizationa
format of internationa productivechains, aswell as
toinvestigate hierarchiesand governance asthey
could beseeninthosechains. Themain assumption
of thisapproachisthat the capacity tofit thevalue

that is created throughout the productivechainis
deeply asymmetric among the agents, because of
the strong hierarchiesthat can be seen insidethe
productive system.

A globa commodity chain is characterized by
commoditiesproduction and trade, whichincludes
strategic decision-making and the formation of
international supply chains. AsGereffi (1994) has
pointed out, thesechainshavefour maindimensions:
(1) avalue-added chain of products, servicesand
resources; (2) a geographical dispersion of
production and marketing networks; (3) a
governance structure between firms; (4) an
institutional framework. Based on these four
dimensions, two basic types of chains emerge:
“producer-driven” and “buyer-driven”.

In the buyer-driven commodity chain, which is
andysedinthispaper, thegloba buyersplay therole
of coordinating thewholevaue chain. They appear
aslargeretailers, brand namefirmsand marketersor
trading companies, whichareresponsiblefor setting
up ahuge and decentralized production network that
ismainly located inlessdevel oped countries, where
they find lower labour costs. This type of chain
configuration canbemorecommonly seeninlabour-
intensive industries, such as garments, footwear,
furniture, ornaments, and others.

Thistypeof governance, inthiskind of global chain
organization, isdetermined by thegloba buyersowning
some strategic assets and tacit knowledge and
specificity, cannot bereproduced by theother firmsin
thenetwork. Thegloba buyers, inthissense, arethe
only onesinthewholechainwith accesstocommercid
assets, mainly distribution and commerciaisation
channdstohugeinternationa consumer marketsand,
sometimes, their own brand names.

The production process is the producers’
responsibility in overseas networks. Usudly, these
producers are subcontracted in less developed
countries (like Brazil), and manufacture the goods
inthetermsand specificationsrequired by thegloba
buyers, who, inturn, are responsible for product
development and commercidisation. In somecases,
thegloba buyersare” only” thetradersof thegoods,
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but in othersthey havetheir own brand names, which
arebranded onthe products. Thisresultsinavery
asymmetricrelationship, inwhichthegloba buyers
can makethar interestsprevail over thoseof dl the
producersinvolvedinthechain, by coordinating the
international supply chain and influencing the
producers strategies.

Therefore, thegloba buyers maintask, which gives
them thiscapacity to coordinatetheglobal chain, is
to managethe production and trade global network
and to make surethat the disintegrated and overseas
complex works together asif it were one single
organization. Moreover, thegloba buyersmaintain
different sourcesof productsprovision, becausethis
allowsthemto buy goods at the best conditionsin
terms of labour costs, exchange rates and local
competences. They look for the best suppliersin
termsof manufacturing process, quality, delivery
time, and somefeaturesof the products.

To guarantee that the producers in the overseas
network will comply with theseattributes, theglobd
buyers create and maintain important structuresto
provide services for local producers. These
sructuresof technica and productiveassstanceare
strongly linked with thetrading companiesthat are
established on the producers side. Thetradeoffice
often has a technical assistance structure to
guaranteethat the product hasthe characteristics
defined by the global buyersin theinternational
network.

For thisreason, itisvery interesting, and cheaper,
for globa buyersto organizethe overseas network
in the form of alocal productive system, as the
technical ass stance can provide servicesfor many
producers at the sametime and can generate high
volumes of production. If the producers were
geographically dispersed, it would be much more
difficult tothetrade officesbesidesand the overseas
suppliersto guarantee the attainment of product
characteristicsrequired by theglobal buyers.

Moreover, by buying productsin local systems,
global buyerscan obtain low costsof supply goods
because of the benefitslocal producershaveinloca
external economies’.
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Onthe other hand, the presence of global buyers
can make local producers undergo an important
learning process, because they haveto meet some
requirementsintermsof product characterigticsin
order to participatein thegloba buyers network.
Inmany cases, asinthe Brazilian footwear industry,

for instance, joining the global network raises
important capabilitiesamong producersand brings
forth upgradesintheir competitiveness.

2 Upgrading in global networks and local

systems

An important question in research about local
systems and global networks relates to upgrade
possibilitiesin international chains, through the
development of new production and technological
capabilities by the producers (GEREFFI, 1994;
HUMPHREY and SCHMITZ, 2001).

Authorsagreethat interactionswith global buyers
can provide upgrade for producers in the local
system, asthe global buyersplay avery important
roleinthetransmission of knowledgetothefirms
that take part inthe network. At least, they certify
the requirements regarding product and process
characterigtics. Theneed to achievequdity sandards
and other product specifications generates the
devel opment of producers specific capabilities, often
in co-operation with the local trade offices
maintained by theglobal buyers. Usudly, theglobd

buyersmaintain, besidesthetrade office, technical
and organizational assistancefor loca producersin
lessdevel oped countries, which contributesto the
learning processand to thetransfer of knowledge.

Someexperiencesclearly corroboratethispoint, like
inthe apparel industry (Gereffi, 1999) andinthe
fresh vegetables market (Dolan and Humphrey,
2000). Inthe Brazilian footwear industry, astrong
upgradewas perceived in manufacturing areasafter
theincreasein theinternational market share, by
meansof theglobal buyers commercidisationand
digribution channels.

However, despite the assumption that interactions
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with the global chain can provide strong upgrade
possibilitiesinthevaluechain, it hasbeen observed
that theformation of new capabilities, whichisthe
basisof theproducers competitiveness, isrestricted
to the manufacturing area. For instance, thereis
no evidencethat the producersachieveanincrease
intheir capabilitiesin other areasinthevaluechain
- not evenintechnological or commercial assets.
The development that isfostered by interactions
with global buyersrarely goesbeyond the sphere
of the production and manufacturing process. The
producers devel op excellent qualifications and
skillsfor the production processes, intermsof best
manufacturing practice, fulfilment, quaity of product
specifications, and even in the devel opment of
process engineering. However, they are not able
to devel op capabilitiesin other functionsthat add
valueto the goods, such as product devel opment
and the establishment of their own commercial
assets. Inthiscase, the ownership of these strategic
assetsiswhat provides the companies with the
capacity to command thevalue chain, sincethese
assetsarenot easily reproduced in other contexts,
as opposed to the productive units. It is not by
chance that global buyers reproduce similar
productivestructuresin different parts of theworld
- thisguaranteestheir capacity to replace suppliers
withrelatively low costs.

Concerning technologica capabilities, producersof
supply goods are not stimulated to focus on
production devel opment, becausethegloba buyers,
which are the ones who establish all product
definitions, subcontract them. Theglobal buyers
defineall the characteristics of the product, such
consumer goods design, materials to be used,
ddivery timeand eventheprice.

In the commercia area, the producers cannot
chooseto sell and tradetheir products outside the
globa buyers structure, becausetheglobal buyers
are the ones who have access, in the form of
established distribution channels, to the big
international markets. For thisreason, to guarantee
ahigh amount of production and the benefits of
production scale economies, the producershaveto
comply withtheglobal buyers’ requirements.

Theglobal buyers asymmetric power resultsfrom
thefact that they haveimportant capabilitiesthat are
not availableto the producers, and also from the
restricted accesstointernational consumer markets,
which gives them the right to determine all the
attributes of the negotiation with the overseas
network, even the characteristicsand thedesign of
the products. Thefirmsthat supply them the goods
havenot devel oped new capabilitiesinthisstructure,
becausethey have not performed thesefunctionsin
thegloba vauechain.

Lombardi (2003) approachesthisissueby usingthe
global buyers' different capacities to create an
information hierarchy. The agentsthat can do the
link between local systemsand external demand,
which Lombardi (2003) cals*final firms’, canaso
distinguishtwo typesof information: parametricand
hierarchica information.

Parametric information refersto operational and
productive aspects of the relationship with local
producers and they are disclosed by meansof the
performanceof certain tasks, such asoperationsand
activities carried out by the set of specialized
suppliers. Thoseform acomplex set of information
that is capable of fostering a huge process of
interactivelearning among agents. Thisinteraction
isnormally based on strong cognitive e ementsand
isbuilt onsocia and culturd identities.

Theother set of informationflow isthehierarchica
information, which ismanaged by the agentsthat
are ableto governthe set of producers, the“final
firms’, according to Lombardi (2003). Normally, it
refersto information about demand and market,
which these agentsare ableto get by constructing
specificand excdusvesearchmethods. They trandate
these signalsof thedemand into specific demands
to their speciaized suppliers, which are performed
by the interaction circuits that they establish in
proper and specific channdsingdethelocd system.
Therefore, the dissemination of this knowledge
occursonly in accordancewith theinterestsof the
coordinating agents(the*find firms’), anditisused
asastrategic asset intheinteraction with the set of
producersthat composethelocal system.
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Itisclear that, inthe buyer-driven global chain, the
globa buyersplay theroleof the“fina firms’. They
areabletodiginguish use?drategicaly thetwotypes
of information: they maintainthedrategicinformetion
intheir hands and disseminate the parametric one.
Thus, thelocal firmsreceivejust theinformation
about the techno-productive parameters of the
relation, which guaranteesthe hierarchica position
of theglobal buyers.

Therefore, the development of new capabilitiesis
restricted to forms of manufacturing. Inthisarea,
thefirmshaveto build up new competences, because
itisarequirement to bekept insdethegloba chain.
Thefirmshaveto meet therequirementsrelated to
products quality, delivery timeand price, fixed by
the global buyers. To do this, they haveto attain
new competences.

Using thetermsof Gereffi (1994), thefirmsarenot
ableto upgradefrom aposition of OEM —origina
equipment manufacturing, which refers to the
manufacture of finish final consumer goods by
subcontractinglocdly-owned factories mainly inless
devel oped countries-, to higher postionsintheglobd
chain, likeODM —origina desgn manufacturing- or
OBM —origind brand namemanufacturing.

Ciarli and Giuliani (2002) pointed out that itisclear
that globa buyersstimulatethe subcontracting firms
tojump inproduct and processtechnologies, asa
requirement to theincreasein chalenging pricesand
quaity standards. Inthisbuyer-dependent position,
thefirmsmight face therisk of being disconnected
fromthegloba chainif buyersfind better provision
conditions. Moreover, global buyers can construct
production capabilitiesin other partsof theworld,
wherethey can find better conditionsfor consumer
goodssupply.

Thisincapacity to advancetowardsmoreimportant
assets meansthat the producersfail to reach upper
corporative functions (Furtado, 2003), restricting
their operationsto” band” activities. Thisharmsthe
firms capacity to assumeabigger shareof thevaue
generated along the productive chain; at the same
time, thisguaranteestheglobal buyers capacity to
commandthevaluechainasawhole.
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Thesepointscan beclearly verifiedintheanadyssof
theglobd chainof thefootwear industry, inwhichgloba
buyersplay animportant roleinthegovernanceof the
system. Thegloba buyersmaintain different supply
sourcesall around theworld, and placetheir orders
where they find the best conditions in terms of
production characterigticsand cogts. Todothat, they
need their suppliers to have good standards of
production, which motivate them to foster the
producers learning process. Inthecaseof theBrazilian
footwear industry, thefocusof andysisinthispaper,
thestrongincreasein salestotheinternationa market
hasproduced great deve opment among the producers,
by meansof theglobd buyers orders.

3 Local system in the Brazilian footwear
industry

One of the main characteristics of the Brazilian
footwear industry, as in many international
experiences, isthe organization of productionin
indugtrid clusters. Someregionsareresponsiblefor
themain share of production’.

Firstly, theimportance of the region called Sinos
Valley, inthe state of Rio Grande do Sul, can be
pointed out. Because of itsvast extension, bothin
termsof geography and productive structure, it was
called by Schmitz (1999) a“ supercluster”, asitis
responsible for approximately 40% of the
employmentintheBrazilianfootwear industry, which
makes it the biggest Brazilian producer of this
commodity. The second most important industrial
cluster inthe Brazilian footwear industry isthecity
of Franca, intheinterior of the state of S&o Paulo. It
isthesecond largest employer regioninthedomestic
footwear chain, asit isresponsiblefor about 8% of
total employment, and it is specialized in the
production of leather shoes, mainly for men® (data
fromtheBrazilian Ministry of Labour).

In the two most significant cases, the SinosValley
andthecity of Franca, animportant characterigticis
thegreat presenceintheloca productivestructure
of thevariouslinksof thefootwear production chain:
correlates and supportiveindustries, such asraw
materials, components, and machines and
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equipment. This configures a very complete
productive structure rel ated to footwear production.

Therefore, theimportance of externd economiesfor
local producers should be highlighted, in termsof
the existence of skilled labour force, the presence
of correlates and supportive industries, and the
occurrence of technological and knowledge
spillovers. These external economiesarelocally
generated and benefit thefirmsby increasing their
competitive advantages. However, in spite of the
importanceof incidenta externd economies, theloca
producers, not only inthe SinosValley but soin
Franca, do not takefull advantage of the poss bility
of establishing and maintaining conscioudy pursued
joint actions. If they wereableto dothis, they would
strengthen their competitive capecity.

3.1 Local system and global linkages

One of the main characteristics of the Brazilian
footwear indudtry isitspresenceintheinternationa

market, mainly inthe US consumer goods market.
Fromthelate 1960sonwards, dueto theworldwide
process of productive decentralization in the
footwear supply towards countriesthat presented
lower labour costs, the Brazilian producers started
to occupy animportant placeinthe great consumer
marketsintheworld.

Thus, the Brazilian footwear industry
consolidated itself asagreat supplier of leather
shoes in the international market, playing an
important role in the global production and
distribution chain of these products. Sincethen,
the Brazilian producers have become playersin
these international chains, as the companies
assumed therol e of footwear suppliersto global
buyers®. This also allowed an important
development of technical and productive
capabilities, imposing strong dynamism to the
firms. Figure 1 showsthetotal Brazilian footwear
exports, which presented avery strong increase
mainly inthe 1970s and 1980s.

Figure 1 —Tota Brazilian footwear exports (US$ million)
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Asfigure 1 shows, the external salesof Brazilian
footwear increased fromlessthan US$ 100 millionin
theearly 70sto amost US$ 2 billion during the 90s.

The fast development of the Brazilian footwear
industry produced deep heterogeneitiesin thelocal
productivestructure, where somegrest companies—
whichactinthedomestic market withtheir own brand
namesand havehigh bargain power with purchasers
and theremaining productivechain—coexis witha
contingent of varioussmd| and medium enterprises,
which produce and sell standardized productsin
generd and havereducedyiddrates. Totheseagents

isadded agreat number of rendering services, the
so-caled backstitch “workbenches’, which are
subcontracted by themgor companiesintheinformal
market. Thisshows, therefore, aheterogeneousand
complex productivestructure, asaresult of thegrowth
processin both local systems.

Inthissense, in contrast with the advancesinthe
productive sphere, the Brazilian firmsthat take part
inthegloba chain have presented littleadvancement
in areas like commercialisation and product
development and design. The presence of trading
companies, which aretheloca agentsfor theglobal
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buyers, inhibited (or hindered) more substantial
advancementsinthesearess.

Inthecommercialisation area, the producers supply
footwear only tothetradeoffice, whichisresponsible
for the process and al the logistics of goods
digtribution. Consequently, thefirmsdo not havether
owncommerdidisationand distribution channels and
have to use the trade office to sell their goods.
Furthermore, goods are rarely sold with the
manufacturer’sbrand name or withtheinscription
“MadeinBrazil” inavisbleplace.

Interms of technologica efforts, mainly in product
development and design, the producers practicaly
deveopthoseattivitiesinthecountry of origin.. Thetrade
officeorderstheproductswithdl thespecificationsand
requirements. Themain attributesof theproduct, such
asdesign, mode, materids, and even the price, are

Renato GARCIA

definedby theglabd buyer, whotransmitstheinformetion
to the producers by means of the trade office. The
producersjust havetointroducetheinformetioninthe
manufacturing process Thus, theproduct devel opment
departmentsof thebig Brazilian companiesthat export
footwear are very smal, often composed of a few
“desgners’, whoareprofessond sthat only adapt the
designsin order to comply with the globa buyers
requirements giving manufacturability tothem.

Moreover, thegovernanceof theinternationa chain
by thegloba buyersisstrengthened by theexistence
of aternative sourcesof supply, asshowninfigure
2. Thiscanbeclearly seeninthestrong expansion
of the Chineseindustry inthegloba footwear market
since the early 1990s, by occupying the band of
market which previously belonged to Brazilian
producersinthe United States®.

Figure 2 —QOrganization of the buyer-driven global vaue chaininthefootwear industry
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Source: author’sown elaboration from Gereffi, 1994.
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It could be perceived that the governance of the
global chainisclearly madeby theglobal buyers.
TheBrazilian footwear companies, therefore, have
thelr strategies conditioned by the global buyers,
which conflicts with the interests of the local
companies. This has avisible harmful effect on
companies competitiveness, sncethey arencot able
to amasslarger sharesof thevalue generatedinthe
production and distribution footwear chain, besides
beingincapable of absorbing part of the benefits of
theclustering of producers.

Therefore, the analysisof the Brazilian footwear
industry showsthet theinteractionswith globa buyers
present two contradictory sides, corroborating the
conclusionsof Ciarli and Giuliani (2002). Onthe
one hand, thisinteraction can produce strong and
fast accumul ation of capabilitiesin the productive
area, such asproduction process, quality standards,
ddivery time, and dl the other productionand goods
requirements demanded by the global buyersand
by thelocal trade office.

On the other hand, the firms are kept in a“trap”
because there are increasing difficulties in the
development of capabilitiesin other areas, mainly in
technology and commerce. Inthetechnologica ares,
the firms are not encouraged to focus on product
development and design, becausethe globa buyers
are the ones who determine the attributes of the
products. Infact, thefirmsact assubcontractorsfor
theglobal buyers. Inthecommercia area, thefirms
havenether commerddisationchanndsnor theirown
brand nameininternationa market operations, which
compe sthemto usetheglobd buyers channds and
tocomply withal their requirements.

4 Conclusion and managerial implications

In the past years, there was a proliferation of
conceptua and empirica studiesabout locd systems
and the competitive advantagesthat are generated
by the clustering of firms. However, most of these
studies underval ued theimportance of the global
linkages that are maintained by local producers.

Morerecently, some authors, such asHumphrey
and Schmitz (2001), pointed out theimportance of
globd linkagesto the dynamicsof thelocal system,
by using the gpproach of thegloba vauechain. One
of thebasicformsof configuration of theglobd vaue
chainisthe so-called buyer-driven valuechain, in
whichthereareindudriessuch asgarments, furniture,
ceramictiles, and footwesr.

Theinteraction between local system and global
buyers can generate producers’ upgradein some
areasrelated to manufacturing functions, such as
production process, qudity standards, delivery time,
and others. Sometimes, thefirmscan developthese
capabilitiesvery fadt, asarequirement tothelinkage
totheglobal chain.

However, the interactions between local system
and global buyers are in fact abig “trap” for
producers, because they are not stimulated to
develop capabilitiesin other areas except for the
productive one. In thisway, the fast devel opment
of production capabilities is followed by an
increase in the obstaclesto the devel opment of
capabilities in other areas, such as the
commercial and technological ones. Thiscould
be clearly verified in the experience of the
Brazilian footwear industry, in which the strong
and fast development of production capabilities
was not followed by upgradesin commercia and
technological assets. Therefore, the producers
have no alternativeto trade their goods, because
they need to use the distribution channelsowned
by the global buyers. Besides, they were not able
to upgradein termsof product devel opment and
design, tasksthat are completely assumed by
the global buyers.

Thereis, thus aclear management/policy implication
to thisconclusion. In spite of the strong incentives
to connect theloca systemtogloba chains, mainly
in terms of the development of production
cgpabilities, both onthefirmsand thepublic policies
that could avoid thissirategy, Sncethiswould clearly
resultin possibilitiesto develop other functions, less
banal than the productive one.
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Note

! Paper presented at the 3éme colloque de
I’Institut Franco-Brésilien d’ Administration des
Entreprises (IFBAE) — Grenoble, France, on May
19th-20th, 2005.

2 Asmany authors have pointed out, such asKrugman
(1991), Porter (1998), Schmitz (1997), Enright (1994),
Scott (1998), Belussi and Gotardi (2000), and
Lombardi (2003), among others, producers take
advantage of two basic characteristics of local
systems: incidental external economies and a wider
scope for deliberate joint action between producers.

3 In fact, the recent process of geographical
decentralization of production in the Brazilian
footwear industry induced a decrease in the
importance of thetraditional production regions. But,
in spite of the productive decentralization, the
traditional regions still have the headquarters of the
most important footwear companies, while production
has been moved to other regions where they found
lower labour costs.

4Thereare other, lessimportant, industrial clustersin
the Brazilian footwear industry, like the cities of
Birigi, Jad (both in the state of Sao Paulo) and Nova
Serrana (in the state of Minas Gerais).

5 In terms of local specialization, the Sinos Valley
producersarethe suppliers of women'sfootwear, and
the Franca producers, of men's.

6 The Brazilian exportsto the United States represent
about 70% of total external sales (data from Secex,
Brazil). In Europe, however, the penetration of
Brazilian footwear has never been significant.
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