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Preface

The work presented in this volume is motivated by previous work done on Blun-
ders in International Business. Most notable is the work of David Ricks, Vice
President of Academic Affairs at Thunderbird — The American Graduate School
of International Management over two and a half decades ago. In 1993, Ricks
produced a 172-page volume titled, Blunders in International Business published
by Blackwell Business. The volume provided insightful and interesting anecdotes
of mistakes firms made in all aspects of their international business operations,
from production to finance. This work is a welcomed addition to the very scarce
literature on mistakes that firms make in the international business arena. For,
while we know that mistakes in business are inevitable, and especially so in the
international business environment where cultural differences exist, legal and reg-
ulatory frameworks are different from what exists in the home country markets,
social and business networks are not easily penetrated, among other things, we
still have very little information on the types of mistakes that have been made
and, more so, lessons that can be learnt from them. There is no doubt that the
institutional and social differences between home and host markets make the task
of managing in the international business environment much more onerous, and
also, the chance of committing blunders is much higher. However, very few execu-
tives are willing to speak about the blunders that are made. They do not always
see mistakes as inevitable and take them for what they are, but instead, they view
them as failures and, as such, prefer not to speak on failures. It is clear, therefore,
why the literature on business failures is so sparse despite the tremendous lessons
that can be learnt from studying why companies fail (Campbell, Heriot, Jauregui, &
Mitchell, 2012; Williams, 2014).

On the other hand, the literature on successes in business is quite extensive
and executives are much more enthusiastic to speak on their successes. While it
is similarly critical to understand why and how firms have become successful as
Ricks (1993) pointed out, if the stories are not absolutely incredible, then one
tends to forget about them and do not learn much valuable lessons from them. It
must be understood that mistakes are not the flip side of success but have their
own unique characteristics and, therefore, must be studied in detail in order to
derive valuable lessons. This is why Ricks’ work, over two and a half decades ago,
made an important contribution to the field and to our knowledge in the area of
blunders in international business.

However, despite the significance of the work done by Ricks, there are still
some lacunae in the anecdotes and stories. A careful reading of the volume
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showed that the anecdotes are heavily biased to firms from developed countries
that have done business in markets in other developed countries or in markets in
developing countries. There is a very sparse amount of reference to firms from
developing countries that are doing business in markets in developed countries, a
directionality that has become prominent over the last two decades. Indeed, since
Ricks’ volume, the world has seen a large increase in multinational corporations
from developing countries, especially those in East Asia moving to do business
in markets in more developed countries in North America, Western Europe and
Developed Asia. A new phenomenon that has also emerged is the rise in multi-
nationals from other developing areas such as Latin America and the Caribbean
that have now taken on greater urgency in doing business in the markets of the
developed countries in North America, Western Europe and Developed Asia.
Garvey and Shirley (2015) provided a good summary of how these multination-
als, referred to as Third World Multinationals, have been moving across the globe
in recent times. With this new development, invariably, there will be blunders
along the way as the institutional, legal, regulatory and cultural landscapes are
generally different in the developed world from those in the developing world.
Importantly also, most of these firms that are moving from the developing world
to the developed world are making their first foray into international business. As
such, the chance of making mistakes is very high. Learning about these mistakes
in this peculiar new circumstance can provide very valuable lessons for all execu-
tives, especially those from the developing world who are aspiring to do business
in the international market and more so, in the markets in the developed countries
in North America, Western Europe and Developed Asia.

This volume, International Business Blunders: Lessons for Future Managers,
tries to make a modest contribution to our understanding of mistakes made by
firms engaged in international business by focussing on those firms that are con-
sidered to be a part of the new phenomenon called, Third World Multinationals.
This unique focus will fill a gap left by Ricks’ (1993) work. More importantly, it
will shed light on a set of firms that have received very little attention in the wider
international business literature, but which have a substantial story to relate as to
how firms from resource poor locations, with limited financial capital and lim-
ited technological capabilities, can operate and do so successfully in most cases,
in the hostile and highly competitive global market landscape. The lessons that
can be learnt from these stories are not only fascinating but can provide a lens
through which executives from similar locations, facing like challenges, can view
their aspirations to participate in the international business community. The les-
sons can help them better determine which markets to enter, when to enter the
markets, the best market entry strategies to use, the best strategies to use to launch
marketing and promotional campaign, among other things. It cannot be taken
for granted that the stories and lessons from firms in large and developed mar-
kets can be easily replicated by firms in markets in developing countries, where
external operating conditions and the internal dynamics of the firm are different
and, in some cases, less sophisticated than what exists in the markets in large and
developed countries. The need for context-specific area studies is very relevant in
order to identify the idiosyncrasies of the firms in the particular environment.
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The work presented in this volume focussed on the firms that have emanated
from the Small Island Developing States of the Caribbean that have decided to
do business in the markets in developed countries in North America, Western
Europe and Developed Asia. These firms are by international standards, very
small, to the extent that some scholars refer to them as Nano-firms (Bernal, 2006).
However, despite their size, they have been operating successfully in the markets
in the developed countries of North America, Western Europe and Asia. While
there is a sparse literature on the factors that have contributed to their success
(see e.g. Garvey & Shirley, 2015; Williams, 2015), there is comparatively less work
on mistakes and blunders that they have made along the way. While blunders are
inevitable along the way, given the significant difference between their home and
host markets, comparatively less work has been done in recording the stories and
anecdotes on these blunders. The work presented in this volume is an attempt to
correct this lacuna.

The work reported on in this volume emanated from extensive research across
the larger and more developed countries of the English-speaking Caribbean.
It entails interviews with executives in firms that have and are still carrying out
international business operations in the markets in developed countries in North
America, Western Europe and Developed Asia mainly. Using the value chain
analysis and, more specifically, Porter’s (1985) conceptualisation of the value
chain as the grounding framework with which to organise the work, the inter-
views focussed on blunders that are made at each node in the firms’ value chain
from marketing to relationships with governments in the host countries. The text
then uses the qualitative technique of narrative analysis to analyse the data and
present findings and lessons that can become useful to executives who have the
aspiration to conduct business in markets in developed countries. The volume will
also provide a useful teaching tool for persons who are taking courses in inter-
national business, business in a global environment, international management
or general management programmes. The anecdotes and stories can be used as
a useful teaching tool for group discussions and projects in graduate and under-
graduate programmes alike.

International Business Blunders: Lessons for Future Managers provides a set of
interesting anecdotes on the types of blunders that are made by the firms stud-
ied in the volume. Some of these make for fascinating reading. For example, in
marketing, some managers have reported that they underestimated the sheer size
of the US market and tried to adopt their distribution model that they use in the
Caribbean to meet the demands of US wholesalers and retailers only to find out
that the market size just does not allow for this to happen. Similarly, while one
would think that being in business for a long time would give one the expertise
to do what appears to be simple, for example, pricing a product in the interna-
tional market. However, this task turns out not to be so simple for some of the
firms that conducted their operations in the international business marketplace.
International business managers lamented the challenges they had in determin-
ing the right price point for their products due mainly to the complex system of
duties and taxes that are paid at the ports and, also, the difference in relationship
with distributors. Fascinatingly also, is how cultural differences can lead to the
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weakening of morale in a team and impact negatively on the strategic and opera-
tional outcomes. Anecdotes are given of how Latin American and Caribbean cul-
tures clash on American soil and what was done to resolve this episode in order to
ensure that the company’s objectives are met at the end of the day. Further, stories
are told of how firms went to trade shows, confirmed with distributors that they
can deliver on orders made and by the time delivery is to be made, the firms real-
ised that they do not have sufficient capacity to fill the orders. This led to serious
cost implications and reputational damage to the firms over time. Also, stories
are told of how firms have to use various routes to recall products in order to
stay within the confines of the rules and regulations of the host country markets.
These are exciting and insightful anecdotes that are not meant to create humour
but, instead, provide examples of the types of things that firms of similar nature
which have an aspiration to go international should pay attention to. There are
valuable lessons to be learnt.

The blunders committed have also had impacts (low employee morale, dam-
aged reputation, legal battle and financial loss) on the firms but not to the extent
where they have resulted in a complete shuttering of the business in those mar-
kets in the developed world. In fact, it is to the credit of adroit, disciplined and
dedicated leadership that the firms continue to operate successfully in the markets
in developed countries despite the inevitable setback from the mistakes made on
their journey to internationalise their operations. Despite these impacts, the most
important things are the valuable lessons that executives have learnt from reflect-
ing on the blunders. These lessons include, never to generalise, become culturally
literate, always do context-specific market research and build social and business
networks. These very valuable lessons have been crucial in helping to avoid future
mistakes and also minimise the impact of the mistakes already made.

While the text is heavily focussed on blunders made by Caribbean firms when
they go international and especially to the developed markets in North America,
Western Europe and Developed Asia, the anecdotes on blunders are not exclu-
sive to these firms. Drawing on the academic and practitioner literature, blunders
made in the broader field of international business operations are also reported
on in order to internationalise the readership of the material presented in this
volume. The blunders from the literature are sometimes shared in exhibits or
direct quotation from academic and practitioner sources. Readers can compare
and contrast the blunders made in the broader international business arena with
those made by the firms in the specific area of study. This will lead to a greater
ability to replicate the findings in other jurisdictions.



Chapter 1

Introduction

Background

Over the last two and a half decades, the direction and pattern of foreign direct
investments (FDIs) flows have changed dramatically compared to the early
period post-World War II. The direction was almost uni-directional during the
period immediately after the world war when multinational firms moved their
operations overseas more rapidly to generate greater value for their shareholders.
The general pattern was that multinational enterprises from the rich developed
countries in the North (mainly, North America, Western Europe and Developed
Asia) were moving operations to other developed countries and also develop-
ing countries in the South (Peng, 2004). Fast forward to the 1980s, this pattern
has changed significantly, thanks to the many intervening forces of technologi-
cal advances; information and communication technologies (ICTs; the role of
the Internet, mobile telephony and satellites); advances in transportation, which
provided increased speed and lower cost of delivery; deregulation of financial
markets, especially the removal of controls on foreign exchange and capital flows;
and importantly, the new wave of neoliberal economic policy thinking with pri-
vatisation and free trade as the dominant ideological thinking that were working
simultaneously. These forces have brought about a significant rise in multina-
tional corporations from the developing world moving their activities to interna-
tional and global markets that were once seen as forbidden by firms from these
locations.

This pattern of behaviour was not only observed by academics (e.g. Cuervo
Cazurra, 2012; Lall, 1983; Wells, 1983) but also supra-national policymaking
bodies as well. Indeed, it is the United Nations Conference on Trade and Devel-
opment (UNCTAD, 2004) which noted:

There has been much talk about the emerging new geography
of international trade, referring to the growing importance
of developing countries in North-South trade and the rise of
South-South trade as well. It seems, however, that this new trend
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is not confined to trade relations alone. Similar patterns are also
emerging in international investment flows, suggesting the pos-
sible emergence of a new geography of international investment
relations.... Annual foreign direct investment (FDI) outflows
from developing countries have grown faster over the past 15
years than those from developed countries. (p. 1)

Now that there has been a rise in multinationals from the developing world,
both the academic and practitioner literature have started to pay attention to the
characteristics, nature, patterns, strategies and general operations of these firms.
Hitherto, there was very little attention paid to firms from these locations as they
were not considered to be a part of the mainstream actions in the international
business arena (Garvey & Shirley, 2015). Still, the general literature is replete with
examples of how firms from developed countries behave when they enter mar-
kets in other developed and also developing countries (e.g. Buckley & Ghauri,
2015; Dunning, 1980; Lall, 1995; Peng, 2004; Peng & Meyer, 2016; Ricks, 1993).
Very little is known about the behaviour, strategies and operations of firms that
have moved from developing countries to do business in markets in developed
countries (Barclay, 2015; Garvey & Shirley, 2015). Further, even where there is
evidence of work on multinational firms that have moved from developing coun-
tries to markets in developed countries, this evidence is normally skewed towards
firms from much larger developed countries such as India, China, Brazil, South
Korea, among others (Cuervo Cazurra, 2012; UNCTAD, 2004). Generally, there
is very little evidence on how firms from smaller, developing economies, such as
those of the Caribbean and other Small Island Developing States, operate in the
global economies. The efforts by a handful of scholars in this area (e.g. Barclay,
2015; Cuervo Cazurra, 2012; Garvey & Shirley, 2015; Williams, 2015; Wint, 2003)
have provided a departure from the norm in this line of work. Still, most of those
works focussed on the success stories of the firms and very little is known about
the mistakes they have made while operating in more developed and sophisticated
markets that are both psychically' and physically different from their home base.
It is the aim of this book, therefore, to depart from this tradition and provide a
detailed account of the blunders that firms, which have moved from markets in
developing countries to operate in markets in developed countries, have made.
These will provide valuable lessons for future managers who are aspiring and
strategising to move operations from their domestic base to markets in developed
countries across the globe.

Importantly, if firms from these developing countries are to continue to grow
shareholder value and to ensure their long-term survival, they will have no choice
but to seek markets outside of their domestic environment, as the competition from

'Psychic distant is a term used in the general academic literature in International Busi-
ness and International Entrepreneurship to describe the differences between markets
in-terms of their institutional, economic and physical make up. For a more detailed
definition, see O’Grady and Lane (1996).
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international firms is not restricted to their operations when they move out into mar-
kets in developed countries, but it also finds its way into their domestic markets. It is
exactly because of this heavy competition in their small domestic markets why most
of these firms will have to internationalise their operations either to other similar mar-
kets in other developing countries or to markets in developed countries.

So this book makes the unassailable assumption that international business
operations will be key for the future survival of the firms (both multinationals
and smaller firms) within the Caribbean region. Critically, however, international
business operations in more psychically distant markets will even be more rel-
evant given the wealth of the customers in those markets, as well as the large
diaspora populations that reside in those locations. Therefore, multinationals and
small- and medium-sized firms from developing countries like those in the Carib-
bean will have to get comfortable with operating in markets in large and devel-
oped countries. The lessons that are provided in this book will go a far way in
helping managers to plan for their future entry into the international marketplace
in these large and developed countries.

Focus on the Caribbean

The Caribbean is a fertile ground for this type of research given that not much is
known about the behaviour of the enterprises from this location that have moved
into markets in large developed countries, especially of North America, West-
ern Europe and Developed Asia. Since the 1990s, a significant number of Carib-
bean firms have moved their operations into developed country markets in order
to increase shareholder value, drive up their market-share and to ensure their
long-term survival. Garvey and Shirley (2015) provided a detailed account in
15 case studies of firms from the Caribbean that have gone international and have
operated in markets in large developed countries. While they provide an account
of the struggles those firms face, the general area of work covers the successes,
strategies and economic behaviour of those firms. This volume will be different,
in that, it will focus on the blunders firms from this region made while operating
specifically in the markets in large and developed countries. This will be similar to
Ricks’ (1993) work on ‘Blunders in International Business’, but unlike Ricks’, the
geographic scope is novel and unique. This uniqueness will add great value to the
broader practitioner and academic literature, as hitherto, no work of this nature
has been done on this geographic area.

The Caribbean is a diverse and unique geographic space. What is referred to
as the Caribbean includes an arch of countries which extend southward just off
the tip of Florida in North America to the seas Northwest of Venezuela in South
America. With over 25 territories and a population of over 30 million people
(this includes the Dutch, Spanish, French and English-speaking territories), it
is reported that there are over 7,000 islands, cays and islets which make up the
space we call the Caribbean (Garvey & Shirley, 2015). Clearly, with its rich herit-
age and diversity, the Caribbean provides a fertile ground for research of this
nature. However, given the limitations of time, financial resources and also the
key consideration of the research topic and what it hopes to achieve, the study
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was limited to the English-speaking territories of the region. These territories
make up what is known as CARICOM, the regional integration movement in
the English-speaking Caribbean. CARICOM has 15 member countries with the
majority having populations of under 200,000 peoples. The larger countries of
CARICOM are Jamaica, Trinidad and Barbados with populations of 2.9 million,
1.2 million and 292,000, respectively. Table 1.1 provides a brief summary of the
key characteristics of these economies along with the major developed countries
with which they generally do business.

Further, given the countries’ economic role and their political clout, they
also have the greatest coverage in the region. Indeed, most of the firms that
have moved from the region into international markets in the developed coun-
tries have their headquarters domicile in these three locations. The cases on the
various blunders that these firms have made in their international foray into
markets in the large and developed countries will no doubt serve as important
information for other managers, from other developing markets, who are plan-
ning to do business in markets in large and developed countries. The lessons
in the book will serve as vital tools that can be incorporated into international
strategic planning sessions and management training sessions for executives.
Further, unlike previous works on this subject, this book will focus more on
the value chain activities of the firms rather than the individual case of a sin-
gle company. This approach will make the results much more comparable and
also generalisable.

Grounding the Work in Academia

Value chain analysis provides a useful theoretical foundation to ground the current
study. A value chain can be described as the full range of activities that firms and
workers do to bring a product or a service from its conception to its end use and
beyond. The activities that comprise a value chain can be contained within a single
firm or divided among different firms. Similarly, they can be contained within a single
geographical location or spread over wider areas (Gereffi, 1994; Porter, 1985).

Since Porter (1985), the concept of value chain has been used in economics
and management to shed light on a number of critical management and economic
development questions. Indeed, there are various frameworks that have been used
to better understand the behaviour of firms, industry sectors and the general per-
formance of an economy. However, a closer reading of the extant literature seems
to suggest that the most enduring of these is the value chain framework (Gereffi,
1994). The framework is used as a tool to organise firms, industries or economies
into major activities that will allow for the clear identification of sources of value
and competitive advantage. As such, the concept has found favour with many
scholars in economics, management and the wider fields of business studies (Abe-
cassis Moedas, 2000).

Research on value chain analysis has had a long history of development. For
example, an early exposure to value chain work started when the French, in the
1960s, began mapping out the physical flows of commodities (Raikes, Jensen, &
Ponte, 2000). The term filiére, which means channel, was given to this flow.



SpO03 JOWNSU0d
19110 pue ulyiop
‘somxa} ‘Surssaooxd

Sururw pue Joquinj
‘Spoo3g IaWNSu0d

pooj ‘syonpoid saded ‘Surssaooxd
pue 1aded ‘wnsjoried PpOOJ ‘SO1U0I109[d
‘[0 ‘s[eoTUIOYO ‘STeoTIIay o SO[1IXd) U030
‘speyowr ‘yuotudmbo ‘SUOT)BOTUNUITIOOI[3) puE ‘JuUow0 suon
SUONBOIUNIITIOD PUL ‘9ordsoIo® ‘So[oIyoA ‘Surssoooid -BOTUNUITIOD[)
SOruonoQ[d ‘syred sed [ernjeu IojoW ‘(991 POOJ ‘sogeIdonaq pue wsLNo}
pue sopoIyeA Jojowr  pue wnsjoxnped ‘syonpoid ‘wnoajonad ‘prrom ‘syonpoid [993s ‘SOOTAIOS
qgexorre Suippmadiys sy ‘sjonpoid 1oded pue i urindino  ‘eain ‘eruowrwue 110dxo douRINSUI
Juawdimba peouyrer poom ‘sjonpoid pooy [eLISnpuUr 18318 ‘Joueylow ‘sel 10J A[quuasse pue [eroUBUY
Juowdmba ‘sperouI passadordun  -puodIs Tojeaouur [einjeu paganbry juouodwod pue ‘UorONIISUOd
uonewoINg pue passadsord A3orouyoa-ysy ‘syonpoad  Sunmnjoejnuewr QInjoejnuewn
9quowdmba romod ‘sreoruayo ‘quawdmba ‘Guipeo] pfiom  wndjos3ad pue 1y31] ‘1B3NS ‘Furury saLsnput
JL1JO9[3 ‘S|00 SUIYOBIA] uoneyiodsuel],  ‘payISIoAIp ATYSIH wnojo1dd ‘wsHnoy, QIMNoLIZ Y Jolen
(1159 (1189 (1189 (1159 (1159 L102)
L107) womru ¢¢g (1189 L10T) UON[IW ZS'61  L10T) UOHIIW (09T L102) 00¥°629  L10T) 006°TH1 UOI[IW CZE"[ 9210 MOqeT]
(‘150 (180 eydes
(1189 L1027) 009°€$ (152 L102) 001°8F$ (189 L1027) 00S°6S$  L10T) 00TIES  L10T) 00S°L1S (382 L10T) 00T'6$ Td gao
(‘189 (‘189 (1eax)
(989 L102) %L1 (389 L102) %€ (389 L1020) %T'T L102) %T €~ L100) %6'0 (189 L10T) %L1 WMoI3 JdD
(189 (189 (189 L10T (189 L10T (189 L10T (189 L10T 9ZIs
L10T AI0) 001°8%9°S9 L10T AInr) 089°€T9°SE  AINr) 16L°679°9T€  AM[) 80T8ICT' T AInf) 9¢€°c6C  AInf) 195°066°C  uonemdoq
ogdeqo],
AN VAVNYV)D vsn pue peplutiy, sopeqleq eorewe

"PAIPIIS SALIYUNOY) JO SONSLINNOBIBRYD) ('] J[qBL



“110doy JuodoeAd(] PIIOA PUE ueq PHOAN ‘110day JUat)SaAU] PIOA) “UOnEdIqNd ‘QVIONN S[00PNQ dMouody pirop ‘uonednqnd JIA 9Y} JO SINSS] SNOLIBA S22HO0S

UuonNINSuOd ur

paren3as saniqisuodsar wyeal wyeax

pue sanLIoYINE 18IS YI[BOMUOWTIO))  [I[BIMUOTIUIO))

PUR [BIIPIJ ‘WL ® {Ayoreuowr & {Ayoreuowr

wyeal )[BOMUOWWO)) B [euonN)IISUOd [euonNIIISuUOd

YI[BOMUOWO))  ‘AYOIBUOW [BUONININISUOD B 1opun B 1opun

' {Ayoreuowr ' Jopun (epeue) Jo (yuowrerfred) (yuowrerred)
[EUOTININISUOD  JUSWEI[IEJ) ADBIOOWP orqndar [e1opay orqndar Aoeroowop AOBIOOWAP  JUSWIUISAOD)
Kreyuawrerjred Kreyudwrerjred [e1opaq [euonMIISuU0)) Areyuowelred — AIejudwelieq Kreyuawrerjred Jo adAy,

S10® QAIIR[SISI[ JO
MITARI TeroIpnf $opod
1A oruod[odeN

Uuo paseq SI yorgm
‘euersmorT 1doox?

8661 JO 10V S1ySTy B[ UOWIWOD UO 10D
uewWINg 9y} Iopun paseq swdisAs (39  owardng oY) Ur  S30€ dANB[SISI[
JUSWRI[IRJ JO SOV  S[Tead1d opod [IAID YOUdI] 91®1S {[OA9[ TRISP] $10® 9ANR[SISI[ JO MaIARI
JO maraa1 rerorpnf o) UO paseq ME[ [TAID 9T} J& MP[ UOTITIOD JO MaTARI [erorpnl ou [apowr ysISuyg oY)
Sulpuiquou sey 219y “03gan() ur 1daoxa ysi3uyg uo paseq [eopnf ‘mMe]  (MB[ UOWIWOD U0 PaAsBq WA)SAS
{WISAS MB[ UOWUWIO)) WOJSAS MB[ UOWIWO)) WA)SAS MB[ UOWWO)) UOWWOD YsISuyg ysysug MEB[ UOWIWIO)) WRISAS [839]
(1182 L107) (183 L102) (189 L107) SN (12L100) @SN (192 L107) ASN
asn 1 1d g9 8L'0 asnredavd et asni r1edarrosg  rwedagdc 11d dNCSSTI eI X4
(@in
(dg4o) siefjop o3eqol  (Qged) Srelop (a@nn
spunod ysnug (VD) SIB[[Op UBIpRUR)) Ie[jop SN pue peprury, ueipeqieqg  SIB[[OP UBOTRWIE( Kouaxn)y
03eqo],
b 101 VAVNYVD vSn pue pepuLLy, sopeqieqg Bolewref

(ponunuoD) :1°1 91qeL



Introduction 7

The filiere approach examined the activities along the chain to ensure flows of
supplies from the production stages to the final consumer. Indeed, it is this think-
ing that contributed to the concept of a chain, that is, flow of activities. This,
therefore, became the most essential conceptual feature of modern value chain
analysis.

Later, William Friedland (1984) introduced the concept of ‘commodity sys-
tems’ as a systemic configuration of labour and other inputs (both social and eco-
nomic) towards the creation of a commodity for the final consumer. Also, in the
1980s, world system theorists coined the term ‘commodity chains’, which refers to
a network of labour and production processes whose end result is a finished com-
modity (Hopkins & Wallerstein, 1994). Further, Gary Gereffi (1994) came up with
the most coherent framework which defined global commodity chain (GCC) as
‘a set of inter-organizational networks clustered around one commodity or prod-
uct, linking households, enterprises, and states to one another within the world-
economy’ (p. 2). Gereffi (1994, 1999) developed the commodity chain approach
that focussed on the firm-level according to four main dimensions: input—output
structure, territoriality, governance structure and institutional framework.

Further, the edited work by Gereffi and Korzeniewicz (1994) led to the evo-
lution of the commodity chain concept as micro-level relationships between
individual firms for international coordination of production and marketing.
For example, Bair (2005) made a poignant observation that commodity chains
and value chains are two separate concepts, albeit, similar concepts. Bair (2005)
observed that the value chain approach focusses more on the question of how
interfirm relations are shaped by the internal logistics of sectors such as indus-
try structure and production-process characteristics. Critically, the characteristics
are more technical or organisational in nature, with less attention devoted in the
value chain scheme to the external factors which shape chain dynamics and the
distribution of value added along the chain.

While the concepts of value chain and commodity chain might appear to be
different, it is important to note that since the early twenty-first century, the term
global value chain (GVC) is being used more generally, irrespective of the con-
ceptual direction of the dialogue. According to Gereffi, Humphrey, Kaplinsky,
and Sturgeon (2001), the expression, GVC, was selected because it was perceived
as being the most inclusive of the full range of possible chain activities and end
products. Indeed, it is posited that GVCs explain how firms are globally intercon-
nected, identifying the ‘lead firms’ and the contact they have with other firms
within the value chain (Gereffi & Kaplinsky, 2001). Further, Gereffi, Humphrey,
and Sturgeon (2005) pointed out that important costs in value chains are gener-
ated by global buyers even though they do not own the product.

Arguably, the biggest breakthrough in the value chain research came about
with Porter’s (1985) popularisation of the concept, especially at the firm level.
Michael Porter (1985) presented ‘value chain theory’ to analyse the network of
activities in a firm that are geared towards the improvement of the production
processes to capture greater value (Porter, 1985). However, even before Porter’s
popularisation of the concept, researchers had already started to conceptualise
chains as a single entity (Oliver & Webber, 1982). Forrester’s (1961) ‘Industrial
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Dynamics’ conveyed the idea of managing all components of supply chain opera-
tions as one big entity. Al-Mudimigh, Zairi, and Ahmed (2004) opined that supply
chain, value chain and customer chains are the same. On the other hand, Rainbird
(2004) refrained from interchanging ‘value-chain’ and ‘supply chain’. The consen-
sus in academy on this issue is generally low.

Despite the low consensus, it is important to note that in the 1980s, supply
chain management literature highlighted the significance of building mutually
helpful business partnerships. It was around this period that the concept of value
chain originated from the supply chain and business strategy literature (Porter,
1985) and commodity chains (Hopkins & Wallerstein, 1994). While Porter was
not the first to conceptualise the value chain in the context of the supply chain
literature, his contribution to the concept of a value chain within a firm, between
the firm and its suppliers, was most noteworthy. It has changed the way research,
using the value chain framework, is carried out.

An important development in Porter’s (1985) contribution to this stream of
work is that he has brought more precision to the concept of value, by including
better coordination, that is, governance and constant upgrading. However, it was
Gereffi (1994) who then gave a more coherent definition of governance in the
context of the chain. Gereffi (1994) defined governance as ‘authority and power
relationships that determine how financial, material, and human resources are
allocated and flow within a chain’ (p. 97). The inclusion of power signifies a key
input to the value chain literature. Further, Gereffi et al. (2005, p. 87) suggested
five types of GVC governance. The five types of GVCs governance identified by
Gereffi et al. (2005) are the following:

1. Market governance which looks at contractual arrangements with third-party
firms to manufacture goods on behalf of the lead buyer.

2. Modular governance which facilitates greater coordination between the parties
responsible for different stages of the value chain.

3. Relational governance which is useful when the complexity of the supply chain
ensures tighter coordination among the different stages of the value chain.

4. Captive governance which can effectively substitute for lead firm ownership
of the manufacturing assets when dedicated production lines are a strategic
driver for the lead firm.

5. Hierarchy which maximises control over procurement, production processes
and intellectual property.

The five types are based on three variables: (1) complexity of inter-firm trans-
actions, (2) degree to which this complexity can be mitigated and (3) the extent to
which suppliers have the necessary capabilities to meet the buyers’ requirements.

In addition, Gereffi (1999, p. 43) proposed two distinct governance structures:
(a) the producer-driven commodity chains, that is, capital-intensive industries
(e.g. automobiles) and (b) the buyer-driven commodity chains, that is, labour-
intensive industries (e.g. apparel).

Despite the lack of consensus around the concept of value chain in the extant lit-
erature, it is still critical to note that the conceptual thinking behind the framework
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