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About me

 I am an Assistant Professor in Applied Economics at the 

GSSI (https://www.gssi.it/people/professors/lectures-

social-science-gssi-cities/item/2008-ascani-andrea) 

 Previously at Utrecht University and LSE

 Main interests: 

 GVCs

 Multinationals

 Knowledge spillovers
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This module

 Global production networks, multinational enterprises 

(MNEs) and regional development 

1. Global production networks: Theory and concepts

2. MNE network and local innovation
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This module

 Global production networks, multinational enterprises 

(MNEs) and regional development 

 Yeung H W (2020) Regional worlds: From related variety in regional 

diversification to strategic coupling in global production networks. Regional 

Studies.

 Ascani A, Bettarelli L, Resmini L and Balland P-A (2020) Global networks, 

local specialisation and regional patterns of innovation. Research Policy.

 Iammarino S, Padilla-Perez R and von Tunzelmann N (2008) Technological 

capabilities and global–local interactions: the electronics industry in two 

Mexican regions. World Development.
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This talk
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 Anecdotal evidence on spatial fragmentation on 

production

 Emergence of Global Production Networks (GPNs)

 Three crucial transformations

 GPNs

 Characteristics

 Hierarchies

 Geography

 Knowledge dissemination and strategic coupling

 Conclusions



Objectives
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 To understand the emergence of a networked global 

organisation of production

 To identify the main actors and linkages in the network

 To assess the spatial implications, of GPNs in terms of 

regional development opportunities (and risks)



Introduction
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Source: own elaboration on UNCTADSTAT data.



Introduction
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From: The Economist: http://www.economist.com/blogs/graphicdetail/2012/07/focus-1 



Spatial fragmentation of production
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Spatial fragmentation of production
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US cars: a case study of GPN

 American cars are part of an international value chain:

 37% of value added generated in US

 Assembly in Korea: 30% of value added

 Components and advanced technology in JP: 17.5%

 Design in Germany: 7.5%

 Minor parts in Taiwan and Singapore: 4%

 Advertising & marketing in UK: 2.5%

 Data processing in Ireland and Barbados: 1.5% 
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Barbie: a case study of GPN

“The raw materials for the doll (plastic and hair) are obtained from 
Taiwan and Japan.  Assembly used to be done in those countries, as 
well as the Philippines, but it has now migrated to lower-cost 
locations in Indonesia, Malaysia, and China. The moulds themselves 
come from the United States, as do additional paints used in 
decorating the dolls. Other than labour, China supplies only the 
cotton cloth used for dresses. Of the $2 export value for the dolls 
when they leave Hong Kong for the United States, about 35 cents 
covers Chinese labour, 65 cents covers the cost of materials, and 
the remainder covers transportation and overheads, including 
profits earned in Hong Kong.”

(Feenstra, 1998, p. 35-36; based on Tempest, 1996)
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Context

 Up until about the late 1980s,  global production was 

mostly based on:

 Penetration of protected markets, through tariff-hopping 

investments

 Use abroad of assets developed at home, primarily to exploit 

labour cost differentials

 This has generated a peculiar and rather stable 

international pattern

 Offshore production sites in low-cost locations

 Major markets and lead firms in N. America and Europe
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Big changes

 During the last few decades

 Progressive liberalisation

 Deregulation of trade and investment

 Advent of ICT

 Global competitive dynamics have profoundly changed

 Rise of spatially and organisationally fragmented production 

patterns
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Big changes

 Market access and cost reduction remain important for 

firm strategies

 Also, new important requirements

 Exploitation of uncertainty through improved operational 

flexibility

 Higher speed-to-market through reduced product 

development and product life cycle

 Learning and acquisition of specialised external capabilities

 Shift from market penetration from established to new and 

unknown markets
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Three important transformations

 As a response to increasing global competition:

1. Proliferation of Global Production Networks (GPNs)

 Major organisational innovation in global operations

2. GPNs act as catalyst for international knowledge diffusion

 New opportunities for local capability formation in lower-cost 

locations

3. Long term process of “digital convergence” (Chandler and 

Cortada, 2000)

 Fast communication, learning and knowledge exchanges across 

organisations and national boundaries

 These forces combined have dramatically changed the 

international geography of production and innovation
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Main consequences

 Once stand-alone multinational companies (MNCs) 

become global network flagships (Ernst and Kim, 2002)

 They integrate their dispersed supply, knowledge and customer 

base into global and regional production networks

 GPNs disseminate important knowledge to local 

suppliers

 Knowledge transfer is not automatic, but requires significant 

absorptive capacity
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Driving forces of global change

1. Institutional change to remove barriers through 
liberalisation

 Trade

 Capital and FDI policies

 Privatisation

 Global corporations (i.e. network flagship) are the first 
beneficiaries

 Greater range of choice for market entry between trade, 
subcontracting, licensing, etc.

 Better access to resources and capabilities to complement 
own competences

 Reduced geographical constraints for the spatial extent of 
value chain
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Driving forces of global change

2. Technological change though rapid development and 

diffusion of ICT

 Increases the need creates new opportunities for 

globalisation

 Facilitates international production rather than trade

 ICT fosters the development of more agile production 

systems across space and firm boundaries. 

 The resulting network of firm enables the flagship firm to 

respond quickly to changing circumstances
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Driving forces of global change

3. Change in the spatial market structure though increased 

competition

 Competitive dynamics have a larger geographical scope, across 

national borders

 Global firms must be present in all major markets (dispersion)

 Global firms must also integrate activities to exploit and 

coordinate activities (integration)

 No firm can generate all the required competences 

internally

 To face global competition a firm has to source new capabilities 

outside its boundaries → GPNs offer this opportunity
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Driving forces of global change

3. Change in the spatial market structure though increased 

competition

 Competitive dynamics have a larger geographical scope,  across 

national borders

 Global firms must be present in all major markets (dispersion)

 Global firms must also integrate activities to exploit and 

coordinate their advantages (integration)

 No firm can generate all the required competences 

internally

 To face global competition a firm has to source new capabilities 

outside its boundaries → GPNs offer this opportunity
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Characteristics of GPNs

Ernst and Kim (2002)
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Characteristics of GPNs

 GPN typically combine geographic dispersion with spatial 

concentration: 

 Much of the recent cross-border extension of manufacturing and 

services has been concentrated on a growing, but still limited number of 

specialized lower-cost clusters

 East Asia, Eastern Europe, BRIICS

 The degree of dispersion differs across the value chain

 It increases, the closer one gets to the final product, while dispersion 

remains concentrated especially for critical precision components.

 Concentration of dispersion increases, the more we move toward more 

complex, capital-intensive precision components.

 Dispersion becomes most concentrated for high-precision, design-

intensive components that pose the most demanding requirements on 

the mix of capabilities that a firm and its cluster needs to master.
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Hierarchical layers in GPNs

 Flagships

 Brand leaders (i.e. Cisco, Dell, etc.) providing strategic and 

organisational leadership

 Contract manufacturers establishing their own GPNs to 

provide supply chain services to brand leaders

 Local suppliers

 Higher-tier: intermediary role between flagships and other 

local suppliers

 Lower-tier: precarious position. Their competitive advantages 

are low costs, flexibility and speed.
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GPN hierarchy and geography
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Figure 1. The smile of value creation (Mudambi, 2008).



GPN hierarchy and geography
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Figure 2. The smile – dynamic analysis (Mudambi, 2008).



GPN hierarchy and geography
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Figure 3. Value creation in the iPhone (Mudambi, 2008).



Knowledge dissemination in GPNs

 Flagships can exert pressure on local suppliers, especially 

in developing countries

 However, GPNs are carriers of knowledge:

 Flagships need to transfer technical and managerial knowledge 

to their suppliers

 Upgrade of suppliers needed to meet the tech specifications of 

the flagship

 The more the supplier upgrades its capabilities the more 

knowledge is passed on to it. 
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Knowledge dissemination in GPNs
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Knowledge dissemination not automatic

 Ascani A. and Gagliardi L. (2020), Asymmetric spillover 
effects from MNE investment. Journal of World Business 
55(6), 101146.

 Asymmetric effects arise across and within groups of 
domestic firms:

 High capacity to exploit external knowledge within 
environments with strong tech opportunities → condition for 
realizing MNE-induced benefits

 Fragile firm capacities within fast changing environments can 
deter domestic firms

 Competitive pressures fragment the effects further, where 
positive and negative effects can coexist within narrowly 
defined groups of companies  



Knowledge dissemination in GPNs

 Knowledge transfer (to suppliers) is crucial to enable 

local suppliers to provide the flagship company with 

competitive goods and services

 Fast changing requirements of markets and technologies

 Local suppliers need to develop own competences to 

absorb disseminated knowledge in GPNs

 Organisational learning
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Local implications

 GPNs can catalyze development opportunities

 “Judicious plugging-in” of regional economies into a global 

production network

 Strategic coupling

 A mutually dependent and constitutive process involving 

shared interests and cooperation between two or more 

groups of actors who otherwise might not act in tandem for a 

common strategic objective (Yeung, 2009)

 For a regional economy to benefit from evolving GPN 

dynamics in different global industries, its regional assets must 

be integrated into complementary GPNs through the dynamic 

process of strategic coupling
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Local implications

Yeung (2015)
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Conclusions

 Deep changes in how production is organised at the 
global scale

 Proliferation of GPNs as a result of concurrent and 
interrelated forces

 Liberalisation

 ICT

 Increased competition

 GPNs involve different actors as well as intra-firm and 
inter-firm linkages across different hierarchical layers

 Geographical fragmentation of production stages

 Potential for knowledge dissemination and strategic coupling, 
decoupling and recoupling
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Thank you
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