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CHAPTER ONE
INTRODUCTION

1.1 Overview of the Research Topic

Creating jobs and addressing the skills shortage crisis in the country, while eradicating
past inequalities in the labour market, are easily the biggest challenges facing the
(South African) government today.

Glenda Daniels, 2002: 1

Economic growth is regarded by many as a vital contributor towards both national and individual
development, and sustainable growth of the national manufacturing sector a key contributor to such
national economic growth. Through direct mechanisms such as its contribution to national formal
employment and the development of skills and through indirect mechanisms such as its contribution
to national revenues from which improved social infrastructure and services can be provided, a

successful and growing manufacturing sector is central to both individual and national development

(Budlender, 1999; Kanbur, 2001; Rodrik, 2000).

In line with such thinking the post-Apartheid South African government has identified the growth
and development of the national manufacturing sector a priority (DTI, 2001b), and not only in terms
of its survival in the face of a suddenly liberalised national economy and the increasing demands
from global markets that has accompanied this, but also in terms of the creation of increasing
numbers of formal jobs and in assistance of the development of a stronger local human capital base.
These are serious demands and South Africa faces many challenges in achieving them. Amongst the
most important is overcoming the legacy of past protectionist Import Substitution Industrialisation
policies, Apartheid polices, and policies which created a fragmented and poor quality education
system for the majority of the population, which collectively did nothing to encourage investment in
capital equipment nor the development of a strong local skills and human resource base (Gelb,
1999; Joffe et al, 1995). This has resulted the situation described in the quote above, with the
manufacturing sector forming the base of hopes for contributing simultaneously to the goals of job
creation, skills development, reduction of labour market inequalities and national economic growth.
These objectives are clearly stated in the Department of Trade and Industry’s Integrated

Manufacturing Strategy of 2001.



Engagement in global markets holds great potential for rapid growth of national manufacturing
sectors, yet not all forms of engagement or “modes of insertion’ in global production chains provide
the desired potential for national- and firm-level development or upgrading. The recently outlined
value chain framework of analysis (e.g. Kaplinsky & Morris, 2000; Gereffi, 1999a) provides one
way of understanding the nature of the political economy of today’s increasingly fragmented global
production chains, with both the threats and the opportunities that engagement encompasses. As
such the value chain framework of analysis offers the assurance that it will assist both individual
firms and national economies in exploiting their actual and potential individual advantages for

embarking on a sustainable path of upgrading and development.

Drawing on this embryonic literature, this dissertation seeks to use the value chain framework of
analysis as a means of better understanding the juncture between skills and human resource
development within a sub-sector of the manufacturing sector. This is particularly important in the
light of the recent national re-engagement in the global economy with the associated political
economy factors which are influencing the sector both from without and within, and in the context

of South Africa’s past as well the current demands being placed on it.

Largely as a result of its embryonic nature, the value chain literature is unclear with regards to
exactly where human resources and a commitment to their development fits into the greater picture,
but does mention human resources both as necessary and parallel to all levels of upgrading
(Sturgeon, 2001). At the same time it also distinguishes human resources as a potential area of rent
generation for both individual firms and national economies (Kaplinsky & Morris, 2000). The
literature on World Class Manufacturing (the implementation of which can be regarded as part of
the value chain upgrading path for manufacturing specifically) is much more explicit in support of
the integral part that human resources play in attaining the maximum benefits from the
implementation of the principles such as ‘just-in-time’ and ‘total quality management’ and in the
ultimate sustainability of the initiative (Brown, 1996; Best, 1999; Dicken, 1998, Womack & Jones,
1996). At the other end of the scale is the Human Resource and Organisation Development
literature, which argues that commitment to the development of human resources is the most
important ingredient of long-term firm and national economic survival and growth (Senge, 1990;
Smith, 2001; Solomon, 1999; Hayes & Pisano, 1994). Superimposed on these primary ideas
regarding the relative importance of human resources on firm-level development is another very
subtle secondary concept: that there is a difference between reactive and proactive human resource

upgrading or learning (Senge, 1990; Fleury & Fleury, 2001).



Thus this dissertation aims more specifically, with the same concern in mind as that in the above
statement of Glenda Daniels, to contribute to unpacking the relationship between these three bodies
of theory with regards to firms’ commitment to human resource and skill upgrading by focussing
very specifically on the population of automotive components manufacturing firms of the KZN,
Eastern Cape and Gauteng Benchmarking Clubs of South Africa. The fact that these firms have
committed themselves to a cluster improvement monitoring arrangement demonstrates that there
already exists some form of proactivity towards upgrading in general. These firms have also all
been subjected to the recent pressures associated with economic liberalisation, and are at the same
time part of a sector which has received government attention and supply-side support due to its
perceived importance to the national economy in terms of value-added, exporting and formal
employment provision. Additionally much has been written about the automotive value chain of
South Africa within which these firms operate, and valuable historical data for these firms is already

in existence through the activities of the Benchmarking Clubs.

The intent of this research is to determine whether firms’ commitment to human resource
development is dependent on their value chain positions, with the associated political economy
factors such barriers to entry, rent, governance and the ability to upgrade that are encompassed
within each of these positions. Additionally, the dissertation intends to discuss, if such a
dependence is found to exist, the extent to which the value chain framework of analysis is able to
provide insights into the reasons for such differences. Finally, through this discussion, the
dissertation aims to highlight the implications for national policy of these findings if South Africa is
not only intent on growing its manufacturing sector, but also growing it sustainably and in such a

way as to support other national goals of upgrading human capital and skills.

As such the research questions posed are as follows:

1. Do firms that are subjected to similar sectoral pressures demonstrate different levels of
commitment to human resource upgrading according to the different value chain positions
that they occupy? In other words, is there an element of value chain positional dependency
in commitment to HR upgrading, a factor which is often discussed in the literature as an
independent variable?

2. To what extent can such differences, if they exist, be explained through the value chain
framework of analysis, which magnifies intra-sectoral political economy pressures and as

such opportunities for and constraints of upgrading?



3. What are the policy implications of these findings, bearing in mind that South Africa has the
dual goals of sustainably growing its manufacturing sector as well as upgrading its human

resource asset base more generally?

1.2 Dissertation Structure

Given the breadth of the questions posed and the need to fully explore both the theoretical and

empirical streams in this dissertation, it is comprised of six chapters.

Chapter Two of this dissertation encompasses both the theory and literature review and is
substantial and broad. This is because it initially deals with, and attempts to draw the links between,
three essentially separate and extensive bodies of theoretical work: the ‘Value Chain’, “World Class
Manufacturing’, and ‘Human Resource Development’. Then, with a focus on the human resource
demands of both value chain upgrading and the implementation and sustainability of WCM, the
chapter continues by broadly reviewing literature for both the international and South African

contexts.

Besides sections 2.4 and 2.5 which respectively review the literature on skills at the international
and then at the national levels respectively, each of the sections in this chapter can be read as an
entity on their own. Although great effort has been made to allow for linear reading, it is necessary
to point out that the nature of the themes discussed is such that starting at any one point is relatively

arbitrary as all are to a greater or lesser extent inter-related.

Section 2.1 aims to place the broader theme of this research into a development context, outlining
globalisation as the current context of international production and consumption, and the
disadvantages that South African manufacturing firms face within this context due to past polices of
Import Substitution Industrialisation and Apartheid. The section then draws a link between the

success of national manufacturing in globalised markets and individual development.

Section 2.2 is almost purely theoretical: the value chain approach as a means of better
understanding and engaging with fragmented and competitive globalised production chains is
discussed and analysed. Sub-section 2.2.5, ‘Value Chain Upgrading’, is the culmination of the

theoretical discussion, as understanding and recognising the means and opportunities for

‘upgrading’ is the first step towards sustainable survival at both the firm and the national economy

levels.



World Class Manufacturing, as process and product upgrading is the topic of discussion in Section
2.3. This section looks briefly at the concepts of ‘just-in-time’, ‘continuous improvement’, and
‘total quality management’, the last of which encompasses both the former in addition to pointing
directly to the importance of human resources as the only foundation on which the implementation

of World Class Manufacturing principles will be sustainable.

Section 2.4 provides an international focus on the human resource demands of WCM and value
chain upgrading, placing this firmly within the organisation development theory of the ‘learning
organisation’. Thus sub-section 2.4.1 is of pivotal importance as it provides the juncture of the three
main bodies of theory and having done this at the outset the section goes on to expand these

linkages by looking in more detail at issues of leadership and management, trust, skills and training,.

Moving this discussion on to the South African context is the subject of Section 2.5. Relationships
between management and labour, and issues of mistrust between these groups as being one of the
substantial inhibiting factors for implementation of sustainable upgrading is examined and placed
within the historical context of Apartheid and the particular form of ‘racial Fordism’ that developed
in the country. These factors, in addition to the serious lack of skills evident at all levels of the
national labour market which has led the government to intervene through the creation of a body of
legislation that is designed to push and at the same time assist firms in moving in the right direction,

are also issues dealt with in this section.

Chapter Three provides a detailed discussion of the methodology used for this dissertation as well
as providing a background of the South African automotive value chain for the grounding of the
case study population, the 32 firms belonging to the KZN, Eastern Cape and Gauteng
Benchmarking Clubs at the end of 2001. Briefly, however, the methodology is quantitative. Firms’
‘Value Chain Positions’ (ownership, export orientation, tier and market focus) have been used as
the independent variables. Commitment towards human resources and skill upgrading are viewed as
the dependent variables, however, as commitment cannot be measured directly, proxy measures
have been used. Management commitment has been determined by assessing the following
quantitative data: the percentage of the remuneration bill spent on training and the number of formal
off-line days of training per employee. Labour commitment has been measured by percentage
absenteeism, labour turnover, productivity, percentage literacy and percentage numeracy. And
although it is recognised that the economic well-being of a firm is dependent on much more than its

commitment to human resources, three economic indicators; firm turnover, percentage profits



before income tax, and turnover growth have been included in order to assess correlations between

the human resource input and output indicators and firms’ general economic health.

Chapter Four presents the findings of the data analysis, while Chapter Five discusses these findings
in relation to the literature reviewed in Chapter Two and in the context of the individual automotive
value chain of South Africa as outlined in Section 3.1.1. Chapter Six provides the conclusions and

the suggested policy recommendations which flow from these findings.

In essence this research provides strong evidence for a dependent relationship between the firms’
commitment to human resource upgrading and their value chain positions with MNC owned, 1™
Tier supplier, Aftermarket focused, and Exporting firms consistently out-performing Locally
owned, 2" Tier, OEM focused, and Non-Exporting firms, and suggests that this dependency is
more acute for reactive than for proactive upgrading or learning. Thus the findings also support
calls made by authors of both the value chain and the human resource development literature
streams for more of a distinction to be made between the two. Additionally the research further
supports the human resource development literature which argues that firms showing more of a
commitment to human resource inputs are likely to be rewarded not only in terms of human
resource output indicators such as decreased absenteeism and labour turnover and increased

productivity, but simultaneously in terms of economic well-being.

In terms of policy recommendations these findings support current government trade policies of
liberalisation, which are based on arguments that increased global connectedness is likely to
generate externalities of learning, and at the same time the current implementation of supply-side
support policies that are designed to push and at the same time assist firms in improving their
human resource bases. In summary, this research suggests that the value chain framework of
analysis provides a useful tool with which to assess the possibilities and constraints inherent in
operating in certain positions within global commodity chains and that it should be employed more
extensively if government officials want to develop a deeper understanding as to which sectors to
support and how. This is especially important if the dual goals of increased formal employment in a
sustainably growing manufacturing sector are to be achieved at the same time as raising the general

human capital base of the country.



CHAPTER TWO
THEORY & LITERATURE REVIEW

2.1 Importance of Manufacturing to South African Development in the Context

of Globalisation

2.1.1 Globalisation: The Current Context of Production and Consumption

Globalisation, or the increased quantitative and qualitative integration of the global economy, has
had widespread political, social and economic effects. Capitalism has spread creating new markets
in many former communist countries, power, wealth and ownership have become more
concentrated in the hands of a small group of trans-national corporations and rich developed
economies; workers, companies and national economies are now increasingly exposed to global

competition; and there is a change in the power of national governments (Isaacs, 1997).

Evidence for this increased global integration can be seen in almost every sphere of organisational
and personal life: faster growing trade, increased finance flows, intergovernmental policy co-
ordination and the formation of international trade governing bodies (e.g. the World Trade
Organisation); easy access to technology for rapid global communication and information transfer;
rapid transportation; internationally organized production chains; and worldwide social integration

through the media and increased personal travel (Isaacs, 1997).

Globalisation of consumer tastes through international branding and advertising, and increased
disposable income, has resulted in product cost being only one consumer consideration. Variety,
rapid innovations and quality are now equally, if not more important, than cost (Morris, Barnes &
Dunne, 2001: 2158; Bessant, 1995: 2-4; Robinson & Ellis, 1999: 26). So, in addition to the physical
loss of the captive domestic market to the domestic producer by the reduction of trade barriers, the
domestic developing economy market is no longer psychologically captive to the domestic producer
either, and even though domestic producers may have no desire to export their products, they are
unable to avoid global competition (Bessant, 1995). Thus the global context in which
manufacturing firms are now forced to operate is one of increasing uncertainty and production

fragmentation (Dicken, 1998: 1).



But while the production process itself has become increasingly globally fragmented, the most
important production chains have also become increasingly well coordinated and well regulated.
Large Multi-National Corporations (MNCs) do this directly through ownership, and indirectly
through market links and quality specifications (Dicken, 1998: 7-8).

Unfortunately, though, this does not mean that location does not count or that ‘distance has died’.
The forces of traded interdependencies (decreased production costs resulting from smaller distances
between firms) as well as untraded interdependencies (face-to-face contacts, skilled labour pools,
and social and cultural interactions) still reinforce clustering of manufacturing firms (Dicken, 1998:
11). The main blocs involved in finance flows, trade and manufacture form a global triad consisting
of the United States (and USA/Mexican border), Europe and the Far East. The bulk of global
manufacture takes place within this triad, is funded by local capital and foreign direct investment
originating from other countries within the triad, and is controlled by MNCs whose share-holders

live in countries within the triad (Dicken, 1998: 26-49).

2.1.2 South African Manufacturing: The Historical Context of Protection

Industrialisation in South Africa, as in many other peripheral Third World countries, developed
under national policies of protection that created artificial demand for locally manufactured goods
through the application of trade tariffs and quantitative restrictions on imported manufactured
goods. These inwardly focused protectionist policies, known as Import Substitution
Industrialisation (ISI) policies, were first introduced in South Africa in the 1920s and continued to
grow in number and complexity throughout the twentieth century (Kaplinsky and Morris, 1999).
Compounding the effects of the IST policies were national policies of Apartheid or separate racial
development which led in South Africa to the unique situation of ‘racial Fordism’ where mass
production and mass consumption were constructed along racial lines (Gelb, 1991: 13). Thus with
significant distortionary effects on the market, which included the reduction of incentives for firms
to become more efficient and competitive and with the direct support of many non-specialist firms,
these policies together led to the creation and survival of internationally uncompetitive firms in all
sectors of South African manufacturing. These firms did not made good use of either the plant, their
equipment or their labour within the production process (Joffe, Kaplan, Kaplinsky & Lewis, 1995:
9). Low levels of investment in both capital and human resources (Barnes & Kaplinsky, 2000a:

218), and poor productivity (Joffe et al, 1995: 7-9) have thus historically limited manufacturing

performance in South Africa.



This pattern of local protection only began to change with the advent of the new democratic
government in 1994, when export oriented trade policies began to be pursued in earnest and, in
compliance with international pressure for neo-liberal, market oriented policies. At a rate even
faster than advised by the WTO, the barriers of protection literally came tumbling down (Kaplinsky
& Morris, 1999: 734; Barnes & Kaplinsky, 2000a: 211). Thus the recent export drive in South
Africa has had to build up from a very low base of export performance, with the historical
shortcomings of poor investments in capital and skills being brought into the spotlight by the fact
that domestic market liberalisation has taken place within the international context of

‘globalisation’.

2.1.3 From Success in Globalised Markets to Individual Development: Making the Link
Through Manufacturing

Even countries with continental national economies, such as China, India and Brazil, can no longer
rely on their domestic markets to provide sufficient space for economic growth (Dicken, 1998), and
in relation to the spectacularly successful economic growth of the East Asian NIEs, there is a strong
view that this achievement was in a large part due to their adoption of export-oriented
industrialisation policies and to the subsequent massive rate of growth in exports of manufactured

products from these countries (Gerefﬁ, 1999b: 38; Dicken, 1998: 35-7).

Brown argues strongly that regardless of country location or levels of development, the state of the
national manufacturing sector is central to the prosperity of the entire national economy. The
lucrative high-waged services sector is certainly no replacement for a healthy manufacturing sector
and is indeed dependent upon the manufacturing sector for its continued existence and growth. This
is because manufactures are internationally tradable in a way that services are not (Brown, 1996:
44-5). But like the services sector, and in contrast to the traditionally named ‘primary’ sectors such
as mining and agriculture, a focus on manufacturing holds the potential’ for firms and thus national
economies to embark on a sustainable growth path of high value-added: a factor of paramount

importance in today’s globalised economy of international trade (Kaplinsky, 2000).

The significance of a high value-added, and therefore sustainable, growth path is that the state of the
national economy impacts directly on the lives and levels of development of all its citizens as a

growing economy is strongly associated with greater numbers of jobs, increasing real wages, and

: Kapl.insky (2000:119) points out that certain types of manufactured products (often those produced in developing
countries) have also recently become prey to falling terms of trade. This will be discussed more fully in Section 2.2.1 in
relation to firms’ insertion into global value chains.



larger government revenues. Development at the individual level is often equated with a move away
from poverty and although monetary income is not the only factor used in defining individual
poverty, lack of disposable income in a democratic capitalist society such as South Africa has a
significant negative impact on an individual’s access to nutrition, health and education services, and
through this on the individual’s general state of empowerment and participation (Budlender, 1999:
199; Kanbur, 2001; Lustig & Stern, 2000). Thus a growing national economy results in increasing
state revenue with which it can start to provide and/or improve the provision of services such as
health care, education, public infrastructure etc. A shrinking economy means exactly the opposite:
increasing unemployment, decreasing real wages and a potential deterioration of public services and
infrastructure. In sum then the state of the national economy has a direct impact on the levels of
national development: primarily through the quantity and quality of employment opportunities and
secondarily through the availability of funds for government spending on public goods and services

(Gelb, 1999; Rodrik, 2000).

Manufacturing in South Africa is already a major contributor to national output and employment
(DTL 2001a). The manufacturing sector accounts for 19.90% of gross national value-added and in
the year 2000 employed just under 1.3 million people. This figure represents 27.38% of total formal
employment (SA Reserve Bank, 2001). In addition, manufacturing makes up a significant
proportion of South African exports as well as forming critical inputs into other sectors of the local
economy (DTI, 2001a). A focus on better understanding this important sector has the potential not
only to have a direct impact on improving its sectoral output, employment and skills development
contributions but also to promote the growth of the entire national economy and, through the
mechanisms discussed above, to thus positively impact on all aspects of South African

development.

2.1.4 Conclusion

National economic growth, and sustainable growth of manufactured exports particularly, has been
highlighted as being a vital step towards both national and individual development. However,
acknowledging the importance of an internationally competitive manufacturing sector is far easier
than actually achieving such global competitiveness. South Africa faces many challenges in this
regard, amongst which the most important is overcoming the legacy of past ISI and Apartheid
polices which did not encourage investment in capital nor in the development of a strong local skills
and human resource base. Globalisation has meant that competitiveness with regards to price is no

longer the sole factor of importance, and it is within this context of intense international competition
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over quality, variety, innovation and cost effectiveness that South Africa has had to begin the

painful process of restructuring its entire manufacturing sector.

The value chain framework of analysis, discussed in detail in Section 2.2 provides one way of
understanding the nature of the political economy of globally fragmented production chains, with
both the threats and the opportunities that engagement in such chains encompasses. The value of
such understanding lies in the fact that individual firms and national economies may utilise it to
exploit both their actual and potential individual prospects for embarking on a sustainable

upgrading path.

2.2 Understanding the Value Chain

2.2.1 What is a Value Chain?

The Value Chain describes the full range of activities which are required to bring a
product or service from conception, through the different phases of production
(involving a combination of physical transformations and the input of various
producer services), delivery to final consumers, and final disposal afier use

Kaplinsky and Morris (2000: 4)

Although the concept of the value chain is referred to by numerous differént names: ‘filiere’ in
French national planning literature (Kaplinsky, 2000: 121), the ‘value chain’ by Kaplinsky and
Morris (2000), the ‘value stream’ by Womack and Jones (1996), the ‘commodity chain’ by Gereffi
(1999b), and the ‘production chain’ by Best (1990) it will be referred to as the ‘value chain’

throughout this dissertation, using the above definition by Kaplinsky and Morris.

2.2.2 Why is Value Chain Analysis Important?

While participation in the global economy by many Less Developed Countries (LDCs) has led to
the opportunity for substantial income growth, there has also been a dark side to globalisation. A
tendency towards increasing unequalisation within and between countries, as well as a stubborn
resilience of the absolute levels of global poverty has necessitated a review of blanket policy advice
towards these countries implying that any and all involvement with the global economy (in terms of
manufactured products) will a/ways have a beneficial outcome (Kaplinsky, 2000: 117-8; Gereffi,

Humphrey, Sturgeon, 2001; 1-2).

‘Dependency’ theorists (see for example Baran, 1963) qualified the classical economic view that

trade in general is always good for all parties involved by drawing attention to the deteriorating



terms of trade for primary products (produced predominantly at the periphery) over manufactured
products (produced predominantly at the core). Policy prescriptions from these ideas led to IS],
however declining growth in countries that pursued such policies in comparison to those who
pursued more export oriented policies with regard to manufacturing led in the 1990s to blanket
policy prescriptions by the World Bank and IMF for developing economy liberalization (Smithian,
1996: 23-7). However, globalisation has changed the very nature of the organisation of production
in general and manufacturing in particular to such an extent that merely highlighting the preferential
trade status of manufactured products over that of primary commodities is of limited value in the
present period. Thus blanket liberalization policies proved to be no more the answer to under-

development than ISI did.

Gibbon (2000: 3) states that the ‘recent focus on “Global Commodity Chains” as units of analysis
primarily reflects the importance assigned to the emergence of manufacturing systems which are
dispersed and integrated on a world-wide basis, but in which, at the same time, power is mainly
associated with system co-ordination rather than with a concentration of ownership of productive
resources’. Kaplinsky (2000) supports this argument further by pointing out that since the mid-
1980s the terms of trade for a range of manufactured commodities has shown a declining trend.
Notably, these manufactured products are particularly those produced by developing countries that,

although involved in manufacturing, are only negligibly involved in system co-ordination.

Value chain analysis provides a framework for looking at the relationships between players in the
chain i.e. the co-ordination of the system: it opens up room for understanding the dynamic nature of
these relationships and in so doing creates the potential to influence this dynamism (Gibbon, 2000;
Sturgeon, 2001). Because of this it is equally useful in explaining the ‘traditional’ decline in terms
of trade of primary products as it is in explaining the same phenomena currently to be found in the
export of certain manufactured products. Through the framework of value chain analysis it has been
noted that those who have lost as well as those who have gained from global trade participation
have had in common the mode of insertion into these global value chains. Thus while participation
in global trade of manufactured products does indeed remain vitally important, the mode of
insertion into these global commodity chains (which in turn influences the nature of intra-chain
relationships) is of equal importance. Appropriate insertion can lead to a virtuous cycle of
upgrading and sustained income growth, while inappropriate engagement has the potential to lead to
a disastrous downward spiral, a ‘race to the bottom’, at both the level of the firm and national

economy as a whole (Kaplinsky, 2000).
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‘Immiserising growth’ or the ‘race to the bottom’ is probably the most serious consequence of
inappropriate insertion into global markets by individual firms, groups of firms and national
economies. The term ‘immiserising growth’ is used to describe the situation of increased economic
activity, with both increased output and employment but with falling rates of economic return. This
state of affairs is likely to happen in the instance of (firm or national) concentration of involvement
in areas or stages of manufacturing for which the global demand is relatively high but for which
barriers to entry are relatively low. Increasing competition between the increasing numbers of
suppliers leads to a situation of buyer control with a downward spiral in prices and therefore profits.
Thus ‘immiserising growth’ can essentially be viewed as a self-destructive path of increasing work

for decreasing rewards (Kaplinsky, 2000; Kaplinsky & Morris, 2000).

But are such disastrous paths recognizable at the outset and thus avoidable? Kaplinsky (2000: 121)
states that ‘insofar as distribution is an outcome of the globalisation of production and exchange,
value chain analysis provides a valuable methodological tool for explaining these (path trajectory)
developments.” Thus value chains are more than descriptive devises: their value lies predominantly
in the fact that they can be used in an analytical fashion in order to identify the ‘vicious’ or
‘virtuous’ types of growth trajectories and potentially avoid the former and reinforce the latter. But
in order to use them in this fashion certain important components of value chains need to be clearly
recognized and understood. These components include the concepts of barriers to entry and rent,
and the issue of value chain governance (Kaplinsky, 2000). The following two sections (sections
2.2.3 and 2.2.4) will discuss these concepts in more depth, while section 2.2.5 will, by using these

concepts, discuss the complexities of value chain upgrading.

2.2.3 Barriers of Entry and Rent

Central to the concept of economic rent is the role of scarcity, or unequal access to a particular
resource. Limited access to scarce resources creates the barriers of entry and so provides the basis
of rent (or profit) collection. Scarcity is however a dynamic concept and can be consciously
constructed through purposive actions (Kaplinsky, 2000: 122), and this continuing incentive to
create or protect rent provides the engine for the constant flux of role shifts within value chains
(Tam & Gereffi, 1999: 9). This argument has consequences for both those who have, as well as for
those who do not have, access to these scarce resources. For those who do not have access the
dynamic nature of scarcity implies hope that with conscious effort the situation may be turned
around, while for those who do have access to rent-generating resources, it implies a warning not to

rest easy if the status quo wishes to be maintained.
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Manufacturing in and of itself, for example, used to be protected by high barriers to entry and thus
produced high rents. As more and more developing countries attained the know-how of certain
manufacturing processes, and used this in combination with low wage levels to successfully
compete with the developed nations, the economic rents generated from this type of activity began
to fall. Thus while the more complicated areas of manufacturing are still protected and therefore
offer producers higher value, increasingly the areas of high and growing rent are to be found in
regions of the value chain outside of the manufacturing process per se i.e. in design, marketing,
brand-names etc, and even in the role of governorship itself (Kaplinsky, 2000: 127; Gereffi et al,
2001).

This does not however mean that involvement in the manufacturing portion of the ‘design —
manufacturing — marketing’ distinction is necessarily cause for concern. It has been pointed out that
‘learning-by-doing’ is an essential step in upgrading and so becoming involved in the high rent
areas of the value chain may require initial learning through involvement in areas of the chain

where value-added is less (Tam & Gereffi, 1999).

Kaplinsky & Morris, (2000: 28) distinguish numerous types of rent (see Box | overleaf). All of
these can however be divided into three broad categories: those that can be ‘constructed’ at the firm
level (which includes mention of HR), those that arise from the bounty of nature, and those that are
provided by parties outside of the chain (where HR rents may be seen as arising from national

government policies regarding the support of general and specific education).

Yet despite this classification there is the need to draw attention to another crosscutting distinction:
the role of the ‘local” within the context of the ‘global’ value chain. Humphrey and Schmitz (2000:
11) note that the ‘local’ context is important in at least four ways: Firstly, national trade policies
have a profound effect on the formation of global value chains; secondly, global value chains have
been transformed by firm-level innovations; thirdly, market access may depend on local- and
regional- level public organisations; and lastly, there is the little-discussed issue of the role of local
knowledge systems and innovation on industrial upgrading (Humphrey & Schmitz, 2000; Kaplinsky
& Morris, 2000).
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Box 1: Different Forms of Economic Rent

Group I: Rents that can be constructed at the firm level;

e Technology rents — having command over scarce technologies

e Human resource rents — having better access to skills than competitors

e Organisational rents — possessing superior forms of internal organisation

e Marketing rents — possessing better marketing capabilities and/or valuable brand
names

e Relational rents — having superior quality relationships with suppliers and
customers

Group 2: Rents that arise from the bounty of nature;
e Resource rents — having access to scarce natural resources

Group3: Rents provided by parties external to the chain;
e Policy rents — operating in an environment of efficient government: constructing

barriers to the entry of competitors

e Infrastructural rents — access to high quality infrastructural inputs such as
telecommunications

e Financial rents — access to finance on better terms than competitors

Source: Kaplinsky & Morris, 2000: 28

In summary, rent is derived from access to scarce resources and while many forms of economic rent
can be constructed at the level of the firm, certain types of rent will depend upon the local context
of government policy and provision. National public infrastructure, access to competitive finance as
well as access to national pools of educated and skilled labour are but a few examples of constraints

or advantages inherent in the local context.

2.2.4 Governance in a Value Chain

Gereffl (1994 in Kaplinsky, 2000: 124) refers to ‘governance’ as the role and responsibility of key
actors within the chain with regards to the inter-firm division of labour, and to the capacities of
particular participants to upgrade their activities. Implicit in this statement is that issues of
governance determine relationships at the inter-firm level, establishing individual positions within
the chain, which directly and critically affects the individual firm’s ability to upgrade’. This is
because networks of relationships are dynamic, and can range from essentially symmetrical (or
equal) to highly asymmetrical (or unequal) in nature. Gereffi et al (2001: 4) seems later to have
refined this to a simpler and more inclusive definition of governance — ‘Governance refers to any

co-ordination of economic activities through non-market relationships’. Central to both definitions

This issue of governance in relation to upgrading will be discussed in greater detail in Section 2.2.5
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is, however, the association between the concept of governance and inter-firm relationships or co-

ordination.

‘Governance’ is also a multi-dimensional concept and can be further refined into three different
types: ‘Legislative governance’ defines the basic rules and conditions for participation in the chain;
‘judicial governance’ refers to the role of administering compliance with these rules while
‘executive governance’ refers to the provision of assistance to individual firms in meeting the
operating rules. Different parties inside or outside of the chain may take responsibility for these
different forms of governance (Kaplinsky, 2000: 124-5). Humphrey and Schmitz (1999: 3-4)
additionally point out that governance may be administered through either public or private
agencies, or even through some fusion of the two, and state further that all forms of governance
essentially controls the following three aspects of the value chain: the positioning of the chain
within the market; the structure of the chain; and the systems of monitoring and controls over the
chain. Thus the division of the various types of governance to different ‘governors’, and the
position of these ‘governors’ in relation to the chain, may result either in situations of mutual
support or of conflict of interests, both of which play a critical role in the ability of individual firms

to upgrade.

Box 2: Producer-Driven versus Buyer-Driven Value Chains

Producer-driven chains are generally found in sectors that are capital and technology intensive.
Barriers to entry to the ‘producer’ role are primarily to be found in the ownership of knowledge and
in the capital-intensive nature of the production process. These chains tend to be multi-layered,
investment-based networks involving thousands of firms. Producer-driven chains rely primarily on
technology and organisational rents. Examples of such chains would be automobiles, aircraft, heavy
machinery and computers.

Buyer-driven chains are generally found in sectors where labour-intensive production is more the
norm, but where design and marketing play a key role as well as provide the barriers to entry. In
other words the cost involved in acquiring market knowledge, electronically based supply
management systems, product design and development, and advertising, provide the rents as well as
the protection of those in these rent-generating and governing positions. These chains tend to take
the form of independently owned, horizontal trade-based networks of firms, and are closely tied to
relational, trade-policy and marketing rents. Examples of such chains include the garment and
footwear industries.

Source: Gerefti (1999a: 1)

Relating to both the concepts of barriers to entry and issues of governance, Gereffi (1999b: 38)

makes what he calls a ‘critical’ distinction within value chains between ‘buyer-driven’ and
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‘producer-driven’ chains (see Box 2 above). Many other authors on the subject; Dicken (1998),

Kaplinsky & Morris (2000), Gibbon (2000) and Tam & Gereffi (1999) also note this distinction.

Internal governance within a chain is, according to Gibbon, closely related to the type of chain and
lies with those within the chain who have control over the barriers to chain entry (Gibbon, 2000:3).
In contrast to this view, which sees the nature of the chain as the main explanation of governance
type, Tam and Gereffi (1999) find the explanation of governance type in the dynamics of the rent
creation process rather than the nature of the chain itself (i.e. buyer- or producer-driven). Thus
according to them “(t)he nature of the rent determines the nature of the rent protection problem and

therefore the issues of governance” (ibid, p8).

Humphrey and Schmitz (2000) also draw attention to the very close nature of the issues of
governance and rent creation. Rather than seeing governance as a ‘normal’ situation, they believe
that firms need to have good reasons to incur the ‘expense and inflexibility’ of developing inter-
firm governance arrangements. According to these authors, the reasons can be summarised as
follows: firstly, ‘when asset specificity is too great to allow market governance but not sufficient to
justify vertical integration’ (p5); secondly, when ‘the need for co-ordination (and the consequences
of poor co-ordination) justifies the expense’ (p6); and thirdly, ‘when the buyer is exposed to
considerable risk if the supplier fails to perform’ (p6). Thus intra-chain structure will be directly
related to intra-chain governance (see Table 2.2.1 below), itself a consequence of chain-specific

risks and rent opportunities, rather than because of the complexity of the nature of the product.

Table 2.2.1: Determinants of Governance in Value Chains

Chain Governance Determinants

None
(i.e. arm’s length
market relations)

Buyer and supplier do not need to collaborate in product definition. Either the
product is standard, or the supplier defines it without reference to particular
customers. Risks to buyers are low, either because requirements are easy to meet, or
because supplier has a clear capability to meet them.

Network

Co-operation between more or less ‘equals’. Supplier and buyer jointly define the
product, and combine complimentary competencies. This is more common when
both buyer and supplier are innovators, close to the technology or market frontiers.
The risk to the buyer is minimised by the supplier’s high level of competence.

Quasi-Hierarchy

High degree of control of buyer over supplier: buyer defines the product. The buyer
would incur losses from the supplier’s performance failures, and there are some
doubts about the competence of the supplier. Where high supplier competence is not
generalised, buyers invest in specific suppliers and seek to tie them to their chain.

Hierarchy

L

Buyer takes direct ownership of developing country operations. The buyer carries
out product definition, which may involve proprietary technology. The risks of poor
performance by independent suppliers increase if the buyer uses quality as a brand
attribute. These factors direct control over the production process.

Source: Humphrey & Schmitz, 2000: 6.
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Humphrey and Schmitz (2000: 11) further note a proliferation of network and quasi-network type
governance within chains and suggest reasons that these types of governance arrangements might
be preferential firstly over arm’s length relations and secondly over vertical integration. The former
is seen as being due to increasingly competitive markets (which require greater buyer-supplier co-
ordination) and retail concentration (which is one critical explanatory variable for the increase in
buyer-driven chains in which these types of relationships dominate); while the latter is explained as
being due to general business trends of focussing on core competence along with the increasingly
complex nature of technological and product innovation. Ultimately the specific nature of the chain
will determine the nature of rent creation, which will in turn determine the nature of chain
governance. But just as intra-chain relationships and rent creation opportunities are dynamic, so too
is governance a dynamic concept: the form of governance will depend on the type of governance

that will get the job done for the least expense or, alternatively, the most profit.

2.2.5 Value Chain Upgrading
Ultimately, the central reason for using a value chain framework of analysis is to help the individual
firm to plan strategically for upgrading and therefore for its future survival. This section will briefly

discuss the complexities related to upgrading.

Although the pursuit of upgrading is widely believed to be essential for healthy economic growth
(Tam & Gereffi, 1999: 2; Fleury & Fleury, 2001: 116-7; Dolan & Tewari, 2001: 96) and a central
question for developing countries in that it should contribute to the overall process of development,
the concept of value chain upgrading is complex with no overall consensus on definition having

been reached by the numerous authors on the subject (Humphrey & Schmitz, 2000: 11-2).

One set of authors define upgrading as follows:

The concept of upgrading refers to several kinds of shifts that firms or groups of firms
might undertake to improve their competitive position in global value chains.
Gereffi et al, 2001: 5

Another set of authors define it slightly differently:

Industrial upgrading at the product or detailed industry niche level is defined as the
addition of high value services and more sophisticated manufacturing capabilities. The
economic theory of industrial upgrading is that as capital (both human and physical)
becomes more abundant (relative to labour and the endowments of other countries),
nations develop comparative advantage in higher value-added industries.

Tam & Gereffl, 1999: 1
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These same authors further note the close relationship between upgrading and the concept of
economic rent in an alternative conceptualization:

Industrial upgrading is at root a problem of rent creation and protection because
organisation is a mechanism of rent building through the production of goods and
services. Thus in essence economic upgrading is the enhancement of rent creation and

protection capabilities via improvements in industrial competence.
Tam and Gereffi; 1999: 6

According to Gereffi (in Humphrey & Schmitz, 2000: 12), upgrading can take place at various
levels within and along the value chain. In his first scheme these levels were noted as being: within
factories, within inter-firm enterprise networks, within local or national economies and, within
regions. His second scheme defines these levels as being: at a product level, at the level of
economic activities, as an intra-sectoral progression, and as an inter-sectoral shift. Humphrey &
Schmitz (2000: 12) state that their ‘more firm-centred typology’ overlaps with the second of
Gereffi’s categories and distinguishes between process, product and functional upgrading.
Kaplinsky and Morris (2000: 38) add a further category to this distinction: chain upgrading. This
latter four-way distinction of upgrading trajectories (see Table 2.2.2 below) will predominantly be

used in this dissertation.

Table 2.2.2: Four Trajectories for Upgrading

Process Upgrading [ncreasing the efficiency of internal processes such that these are significantly
better than those of rival, both within individual links in the chain (for example,
increased inventory turns, lower scrap), and between the links in the chain (for
example, more frequent, smaller and on-time deliveries).

Product Upgrading Introducing new products or improving old products faster than rival. This
involves changing new product development processes both within individual links
in the chain and in the relationship between different chain links.

Functional Upgrading | Increasing value-added by changing the mix of activities conducted within the firm
(for example, taking responsibility for, or outsourcing of accounting, logistics and
quality functions) or moving the locus of activities to different links in the value
chain (for example from manufacturing to design)

Chain Upgrading Moving to a new value chain (for example, Taiwanese firms moved from the
manufacture of transistor radios to calculators, to TVs, to computer monitors, to
laptops and now to WAP phones)

Source: Kaplinsky & Morris, 2000: 38
In addition to this it has been suggested that there is a hierarchy of upgrading; a well-trodden path
along which many international firms have achieved the desired upgrading. This suggested path

starts with process upgrading, moves on to product upgrading, then to functional upgrading, and
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lastly to chain upgrading. This path matches the transition of numerous East Asian firms that went
from OEA (original equipment assembling; a process of minimal value-adding under contract to a
global buyer) to OEM (original equipment manufacture; allowing slightly more value-adding
locally), to ODM (own design manufacture), and lastly to OBM (own brand manufacture)
[Kaplinsky & Morris (2000: 39) and Gereffi (1999b 38)]. Reaching the level of OBM allows the
firm to choose to stay in manufacturing itself or to focus on the high rent areas of design and
marketing by outsourcing the manufacturing and in so doing providing other firms with the

opportunity of entering into these global chains (Gereffi, 1999b 38).

National industrial upgrading is systematically related to the ways in which an economy and its
consistent parts is linked to the global value chains. As the national industrial sector is made up of
individual firms and the relationships between them, focus on upgrading is usually at the intra- and
inter-firm level (Tam & Gereffi, 1999: 3). The concept of upgrading and the various different types
of upgrading can therefore be generalized beyond the firm level to assist in gaining an appreciation
of how countries form development strategies in an attempt to reposition themselves into

comparatively high-value, sustainable niches within the global economy (Gereffi et al, 2001: 5).

The hierarchy of upgrading reinforces the argument made earlier that involvement in the
manufacturing portion (whether as a national economy or an individual firm) of the ‘design —
manufacturing — marketing’ distinction, although the area of least value-added, is not necessarily
cause for concern. It has been pointed out that the ‘(o)rganisation is not only the site of production,
it is also the locus of knowledge accumulation’ (Tam & Gereffi, 1999: 7) and because of this
participation in a commodity chain is often a necessary first step for industrial upgrading.
Participation does not however mean that upgrading will follow automatically — placing oneself in a
position to learn also means assuming a position of dependence — thus the nature of insertion into
the chain should create both the opportunity for learning as well as an ‘escape route’ from the
position of dependence once learning has progressed as far as the current situation will allow (Tam
& Gereffl, 1999; Gibbon, 2000). Kaplinsky (2000: 78) sums this up as follows: ‘It is also important
to bear in mind that one of the indicators of power in the value chain reflects the capacity of
individual firms to be deaf to the rule-setting agenda of others, that is to over-ride constraints and

pressures on their upgrading activities’.

Gereffi’s ‘learning-by-doing’ argument states that upgrading does not occur randomly, but involves
making both forward and backward linkages from production. Related to this is the ability of the

nation to absorb such learning and thus the importance of human capital and knowledge within the
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national labour force (Tam & Gereffi, 1999: 17). Within the progression to functional upgrading the
ability to absorb progressive ‘shake-outs’ along the chain is essential (Gibbon, 2000: 5). Thus
although ‘learning-by-doing’ is imperative in the upgrading process, this seems to refer to a re-
active type of learning, while the ability to absorb this learning requires pro-active learning:

learning-in-anticipation-of-learning thus appears to be the step before ‘learning-by-doing’.

Humphrey and Schmitz (2000: 7-16) also note the above and question numerous aspects of the
‘organisation succession’ theory of functional upgrading. Firstly, they question to what extent
upward movement is simply a consequence of ‘learning-by-exporting’ or rather a more active effort
of producers to invest in people, organisational arrangements and equipment. Secondly, they
question the implicit ease with which functional upgrading will occur, as pro-active rather than
reactive functional upgrading may well conflict with the interests of established buyers. This
question again links the opportunities for upgrading to issues of chain governance. According to
their conceptualisation of governance, in quasi-hierarchical chains, as capabilities of local suppliers
improves, the need for governance decreases, thus potentially creating windows of opportunity for
upgrading that may not exist in hierarchical type governance chains. Thus the idea of ‘organisation
succession’ in functional upgrading may not be a smooth and easy path for all types of value chains
in all geographical regions, but requires qualification depending on local knowledge and human

capital, local rent and governance issues, and the type of value chain involved.

In relation to the pursuit of upgrading in developing countries, Humphrey and Schmitz (2000: 20)
go on to draw our attention to a series of propositions regarding upgrading in general that bear
keeping in mind. Firstly, integration by developing country producers is likely to initially be of the
quasi-hierarchical governance type due to questions regarding local performance. This type of
governance is very beneficial to these producers as it leads to rapid product and process upgrading,
and as local competence increases is likely to reduce to network type governance. Secondly, in the
later stages of global value chain integration local producers may find themselves in a situation of
‘lock-in” where global buyers may fail to facilitate or even actively prevent functional upgrading.
Thirdly, avoiding this state of ‘lock-in” will depend on three factors: the control of global lead

firms; the quality of local private, state and collective support systems; and the strategic intent of

local producers.

2.2.6 Conclusion

This section has attempted to draw out the inherent potential of the value chain framework of

analysis as a means of understanding and positively influencing firms’> and national economies’
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engagement in the global economy. Through a discussion of barriers to entry and rent, as well as
issues of governance, it has been highlighted that ‘upgrading’ is complex, nuanced, multi-layered
and multi-dimensional, with many inter-related factors impacting on firms’ potential for moving to
areas in the chain of higher value-added. Importantly, it should be noted that there is no consensus
among the main authors on the subject of whether human resources and thus the ability to learn
(which all seem to agree is so essential to upgrading in general) is an independent factor or whether
it is in fact itself dependant on a firm’s or nation’s value chain insertion and the other general

possibilities or constraints that are faced in the upgrading process: both possibilities are alluded to.

Section 2.3, which follows, provides a discussion of World Class Manufacturing as a focus on
process and product upgrading, while Section 2.4 and Section 2.5 build on the cumulative
discussion of VCs and WCM by examining more closely the literature on ‘Learning Organisations’
and the issues related to the creation of strong human resources bases for the support of upgrading

at both the international and national levels.

2.3 World Class Manufacturing

World Class Manufacturing (WCM) means setting, or being able to produce at, global best-practice
levels. This is particularly appropriate in the current era of globalisation of trade and the associated
fragmentation of production where markets and competitors are global in scale and comparative
advantage is gained only by being better than, rather than as good as, ones toughest competitors

(Brown, 1996: 327-8; Bessant, 1995).

The concept of WCM is the extension of numerous principles of work re-organisation that were
pioneered in Japan in the 1950s and 1960s, but which have been successfully implemented in many
other parts of the world. WCM represents a fundamental shift from the mass-production type
manufacturing developed at the turn of the twentieth century by Henry Ford at his automobile
factory (Womack, Jones & Roos, 1990; Best, 1990; Bessant, 1995). Differences between mass and
flexible production (see Table 2.3.1 below) go beyond the physical intra-firm production process
and factory layout to include non-physical factors such as intra- and inter- firm social relations and

long-term firm survival strategies (Kaplinsky, 1994; Dicken, 1998).
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Within the factory, the principles of flexible production represent the physical context for achieving
WCM, embodying the concept of ‘just-in-time’ as opposed to the traditional mass-production view
of ‘just-in-case’. This forms one of the three principle concepts underlying WCM. The second is the
concept of ‘continuous improvements’, which has a broader influence than merely the physical and
logistical, and embodies human resource inputs through quality circles and suggestion schemes in
order to achieve continuous improvements in both product and manufacturing process quality. Total
Quality Management is the third and broadest of the three principle concepts, umbrella-like in its
inclusion of the other two concepts but moving beyond this to include issues such as the idea that

long-term strategic intent is the driving force of firm upgrading and therefore firm survival.

Table 2.3.1: Differences between Mass and Flexible Production Systems

Mass Production (Fordism) Flexible Production (WCM)

Functional Layout with Production Organized Cellular Layout with Production Organized

According to Process According to Products

Maximum Machine Utilization Machines Operates to Demand Only

Product Standardization Product Diversity

Long Production Runs Short Production Runs

Long Manufacturing Throughput Time Short Manufacturing Throughput Time

Production in Large Batches Production in Small Batches and Single Units
Where Possible

Production Pushing Based on Sales Forecasts Production Pulling Based on Customer Orders and
Internally on the Speed of the Slowest Operator

Product Rectification at End the of the Quality Built into the Production system and

Production Process Undertaken by Skilled Controlled by Production Workers

Personnel

Need for Large Numbers of Indirect/ Supporting | Need for Only Small Numbers of Indirect/

Workers Supporting Workers

High Levels of Stock ‘Just-in-Case’ Minimal Stocks — ‘Just-in-Time’

Complex Management and Production Controls Simple Management and Production Controls

Single Skill, Single Task Working in [solation Multi-Skilled and Multi-Tasked Working in Teams

Improvements Solely the Responsibility of Improvements are Everybody’s Responsibility

Management

Improvements Achieved Through ‘Big Hits’ Improvements Achieved Continuously Through
Small Changes as Well as Through ‘Big Hits’

Arms-Length Relationships with Customers and Long-Term Commitment to Suppliers and

Suppliers Customers

Source: Kaplinsky, 1994; Dicken, 1998.

2.3.1 Just-in-Time

The innovation of ‘just-in-time” (JIT) was designed to overcome many different types of waste
associated with traditional mass-production practices and factory layouts. These ‘wastes’ included
the capital tied up in high levels of inventory at all stages of production; unnecessary effort in
moving this inventory across massive distances between functional areas within the factory; lost

time while waiting for lengthy machine changeovers or for parts to arrive from some other areas of
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the factory when bottlenecks or production failure occurred upstream; and defective products
identified at the end of the production line, having wasted not only the materials but also the time
the product spent on the production line after the defect occurred and before this was identified

(Womack & Jones, 1996: 53-63; Kaplinsky, 1994; Bessant, 1995).

The concept of JIT is closely related to the idea of ‘smooth flow”. In an effort to eliminate all the
different types of waste that the traditionally structured factory generates, following the principles
of ‘smoothest flow’ allows the parts of the production process to be brought closer together, both
literally and figuratively, and in so doing reduces the spaces in which waste is created and where it

flourishes (Womack & Jones, 1996: 53-63; Best, 1990: 54-3).

Translated into practical terms, JIT means reducing inventory within and between every stage of the
production process. At the inter-firm downstream level this means increasing the frequency of
deliveries of finished goods to customers from monthly or weekly, to daily or even bi-daily. This
practice reduces the stock of finished goods inventory and through this frees up capital from this
stock as well as through the reduction in the need for, and therefore also the cost of, storage space

for this inventory type (Kaplinsky, 1994).

But in order that customer delivery at the daily or bi-daily frequency is reliable, processes within
the factory need to be reliable and products being generated by these processes need equally to be
of a reliably high quality. Thus at the intra-firm level the principles of JIT, improved flow and
elimination of waste have been translated into numerous physical and process changes. Firstly,
machine changeover times have been drastically reduced. This not only increases capital and labour
productivity but also drastically contributes to reducing bottlenecks and increasing the flexibility of
production. Secondly, physical plant reorganisation so that machines related to the manufacture of
certain products are clustered into production cells has had the multi-beneficial effect of reducing
the internal distance of travel for work-in-progress; of permitting greater control by labour over the
production process and in so doing allowing quality to be built in at source; of creating the physical
environment for realizing multi-skilled production teams and in turn reaping maximum rewards
from these; as well as of improving responsiveness to customers because of the factory’s increased
ability to flexibly produce smaller batches of products with associated reduction in lead times’

(Womack & Jones, 1996: 69-72).

’ While robotics a'nq automation do indeed from part of the cellular layout and can of themselves add substantially to
increased productivity, Womack, Jones & Roos (1990: 94) estimate that automation accounts for approximately only
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Thus clearly the logic of JIT ensures not only that production flows, but also that this happens only
when it is pulled by the next step. The advantage of this built-in double-feedback system is that it
ensures that any problem along the course of the flow will cause the system to stop entirely, freeing
all energy to rectify the problem, reducing waste and, of critical importance, allowing and indeed

forcing quality to be built in at source (Womack & Jones, 1996: 69-72).

JIT and improved flows at the inter-firm upstream level requires reliable and frequent delivery and
quality from raw material or part sources and therefore closer relations with supplier firms and
increased demand for quality infra- and info-structure. Within the efficient lean-production supply-
chain, production is thus pulled by the consumer from the factory, through the factory, and
upstream from its suppliers (Womack & Jones, 1996; Kaplinsky, 1994).

Clearly then, the focus on quality as the epitome of waste elimination, and the inter- and intra-firm
‘pull’ resulting from the implementation of the principles of JIT are closely related to the concept of
the value chain and intra-firm product and process upgrading as well as to supply-chain upgrading,

as discussed in the previous section.

2.3.2 Continuous Improvement (Kaizen)

The idea of kaizen or continuous improvement assumes that all aspects of life deserve to be
constantly bettered, and through this represents a /ife-long commitment to change for the better.
Continuous learning and on-going improvements are therefore seen as cornerstones of the concept
of kaizen (Brown, 1996). Although this assumption flies in the face of the logic that dictates that
there must surely be one best way of doing something, it makes sense if viewed within the context
of the constantly moving targets of quality, flexibility, reliability and innovation demanded by the

globalized market (Womack & Jones, 1996: 90-97).

Complimentary to the concept of kaizen or continuous improvements is the concept of kaikadu or
radical improvements. While the traditional mass-production manufacturing view envisaged
improvement to consist only of these latter radical innovations, focussing on small or continuous
improvements is more likely to lead to radical improvements and can in addition double the

productivity gained from these radical improvements. Thus the mutually reinforcing combination of

one thirq of productivity differences between plants and that other flexible production principles must be implemented
before high-tech process automation if firms want to gain the full benefit of this automation (see also Bessant, 1995).
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kaizen and kaikadu can lead to continuous rapid advancement (Womack & Jones, 1996: 27; Tidd,
Bessant & Pivitt, 1997: 96).

Fundamental to the practical implementation of kaizen within organisations wishing to focus on
quality and upgrading in all their forms is the formation of quality circles. Quality circles bring
together people with varying levels and angles of expertise within the organisation to work together
on quality related problems. Apart from the actual quality improvements that such initiatives result
in, they additionally contribute to human resource development by enhancing worker problem-
solving abilities, developing leadership, spreading responsibility and generally enriching worker

involvement and morale (Brown, 1996: 198-9).

Supplementary to formal and topic-specified quality circles, worker suggestion schemes are a
method of formalizing what would otherwise be informal, and therefore mostly under-utilized,
worker suggestions. These suggestions can then actively contribute towards the continuous
improvement of products and processes that are otherwise perceived to be functioning well and

therefore not ‘deserving’ of quality circle attention (Kaplinsky, 1994).

Labour training and empowerment, in addition to being fundamental for the implementation of
production teams as mentioned earlier, is also critical for the implementation of quality circles and
worker suggestion schemes. Because the demand for continuous improvements places greater
responsibility on workers to produce correctly first time round, as well as to constantly monitor the
results of their own work, and because these pressures are backed up by the use of manufacturing
cells, internal inventory pulling and reduced stocks, labour requires additional skills to cope with as
well as sustain the changes achieved (Humphrey, Kaplinsky & Saraph, 1998). Adopting the
principles of kaizen therefore means, in addition to committing to continuous product and process

improvements, recognizing the need for and committing the firm to continuous upgrading of labour

skills and human resources.

2.3.3 Total Quality Management
The loaded phrase ‘total quality management’ (TQM) stresses that management (or running) of the
firm should focus totally on continuously improving quality as the ultimate and strategic firm goal,

and that this focus should be infused within every area and aspect of the running of the firm

(Brown, 1996: 189).
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Quality, when used in the sense of TQM refers not only to the quality of the physical product but
more holistically to all aspects of the product, the process and customer-supplier relations. Thus in
the inclusive form, quality focus is concerned about inventory levels, market shares, profits and
manufacturing costs, labour productivity, product lead-times as well as product defects. And even
with regard to the more specific physical product quality, various factors such as product
performance, features, reliability, serviceability, durability, standards conformance, aesthetics and
‘customer perceived’ quality are distinguished. Thus quality in all its forms becomes the pervading
company focus and company management and organisation are structured to achieve this goal

(Brown,