
Growing Local Roots, Weaving Global Links
Opportunities and Challenges for the Manufacturing Sector 
in Southeast Asia

Building strongly rooted local 
industrial ecosystems
Let us start with an example. Singapore 
had developed a strongly rooted eco-
system around the manufacturing of 
ink-jet printer cartridges that became a 
prototype for developing knowledge hubs 
in other industries. Rather than just being 
satisfied with Hewlett Packard (HP) having 
located a plant for printer cartridges and 
running it, the head of HP undertook to 
attract complementary companies. Most 
obviously, he encouraged ST Microelec-
tronics, already present in Singapore, to 
make printing heads locally. But HP also 
attracted chemical and plastic part suppli-
ers, like Du Pont and BASF, for ink and 
other cartridge components. Local Singa-
porean companies were called to provide 
plant equipment such as conveyors and 
other machinery. From generation to gen-
eration of cartridges, Singapore became 
the engineering hub within HP, support-
ing other plants in Ireland and Puerto 
Rico. HP also started developing printers 
in Singapore. Knowledge and know-how 
spill-overs helped develop a stronger 
industrial base in Singapore.

Viet Nam has been building a strong, 
locally rooted ecosystem in consumer 
electronics, with components for prod-
ucts such as smartphones and laptop 
computers. However, Viet Nam has been 
confined to supplying relatively low-tech 
components to Samsung and others. The 
fact that Foxconn and other major suppli-
ers to global brand companies, such as 
Apple, Google, Dell and HP, all are starting 
assembling plants in Viet Nam may open 
the opportunity for developing and pro-
gressively upgrading a deeply embedded 
local innovation ecosystem.

Proximity to Shenzhen (China’s Silicon 
Valley) allows the progressive integration 
of local operations in Viet Nam – locally 
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Introduction 

Emerging economies in Southeast 
Asia are facing a dual challenge: The 

continuation of a “race to the bottom” on 
the part of some multinational compa-
nies (MNCs) and global brand companies 
and the risk of a growing “re-shoring” of 
more complex manufacturing activities. 
As labour costs grow in these emerging 
economies, the dual challenge can under-
mine their success in the world economy.

However, they are also presented with an 
opportunity: the tensions between the 
West and China have led many firms to 
reconsider their investment and supply 
chain policies in China and now favour 
Southeast Asian economies. This provides 
an opportunity for local economies to 
achieve a “step change” in their position 
in the world economy.

The challenge 
Our research in rapidly catching-up 
economies suggests that growing strong 
local roots and weaving effective global 

links offer a key to countering these dual 
risks and taking advantage of the oppor-
tunity to attract and upgrade foreign 
investments as well as orient local firms 
with higher value contributions to global 
supply chains. The precedent of Singa-
pore, although now old, is instructive here. 
Following independence in 1965, Singa-
pore had transformed itself from relying 
on ship repairs, an activity inherited from 
British colonial times, to invest in becom-
ing a transshipment hub for Southeast 
Asia and a manufacturing centre for elec-
trical and electronics industries. By the 
1990s, Singapore realized that its future 
development depended on becoming a 
knowledge magnet for these industries 
(to which pharmaceutical and biological 
industries were later added). Just remain-
ing a manufacturing centre carried the risk 
of falling prey to a “race to the bottom” on 
the part of footloose MNCs. So, key public 
policy priorities were attracting higher-
value activities and anchoring them in 
Singapore.
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or foreign-owned – into efficient supply 
networks. It also allows MNCs to hedge 
their bets when facing an uncertain and 
ambiguous future relationship with China. 
These factors should allow Viet Nam to 
move up the value chain, as Singapore 
did decades ago, and increasingly position 
itself in the “sweet spot” between research 
and mass manufacturing.

A key conclusion emerging from our 
research was the importance of building 
a local ecosystem, comprised of both local 
firms and MNC subsidiaries, to increase the 
embeddedness of the MNCs’ local opera-
tions, upgrade the skills of local suppliers 
and partners and operate at intermediate 
levels of engineering and development 
between research and mass production. 
Research, we observed, remained mostly 
rooted in the home base of the MNC (or 
in some developed lead countries), and 
mass manufacturing was highly mobile 
and risked being caught in a “race to 
the bottom” (of low-wage locations) or 
moves towards “re-shoring”. In a value 
chain between the two, manufacturing 
and research, a growing economy like 
Singapore’s may create a local knowledge 
cluster. 

Local suppliers, complementors, key 
customers (local or multinational), as well 
as government investment in education, 
training and skills advancement all con-
tribute to building locally rooted ecosys-
tems that allow a country to move “up” 
towards higher value-creation activities. 
The richness of the ecosystem is made all 
the more valuable with the evolution of 
technology (for instance, from one product 
generation to the next) and competence-
enhancing innovations. The local connect-
edness of various companies’ operations 
makes the ecosystem increasingly robust. 
Local knowledge-creating institutions, 
such as universities and public sector labs 
also provide further anchors to the eco-
system. Speed and agility, for instance, in 
providing access to test equipment and 
allowing quick real “in-market” tests for 
new products or services, also contribute 
to the uniqueness of the developing local 
ecosystems. Value chain orchestration 

skills – for example local logistics and out-
standing container terminal management 
capabilities in Singapore – are often harder 
to imitate than specific manufacturing or 
engineering skills. Local knowledge inte-
gration skills also allow a particular loca-
tion to become a magnet for innovations 
melding knowledge from multiple sites. 
The greater the knowledge complexity 
and the more capability-enhancing the 
magnet’s technologies, the stronger and 
more resilient the magnet is likely to be. 
Local experience builds global expertise.

Building global links: 
Connecting with the world
However, not all MNCs may play the game. 
We labelled the major challenge to this 
knowledge cluster development process 
the “long-thin-arm syndrome”: activities 
of MNCs locally take place as if they were 
at the end of a long, thin arm – narrowly 
focussed, weakly embedded, with manag-
ers oriented more towards the rest of the 
MNC than towards making the best of the 
local ecosystem. Each thin arm operates 
separately, with little local contacts, as a 
mere executant in a global value chain. 
In contrast, we observed entrepreneurial 
subsidiary managers patiently cultivating 
local contacts and building local embed-
dedness, but these were relatively few, and 
often – whether successful in their efforts 
or not – these managers left the MNC for 
new ambitious challenges. They outgrow 
what the MNC could offer them.

An action agenda: Local roots 
and global links
From a public policy standpoint, four 
action areas stand out. First comes the 
need to identify, assess and leverage exist-
ing knowledge already available in the 
country for specific industries, in particular 
knowledge that lies between research and 
mass production and is deeply rooted in 
collective tacit skills in MNCs’ local opera-
tions or local companies. 

Second, a government may act as a 
catalyst for local knowledge accumula-
tion, for instance, through incentives for 

multinational companies to collaborate 
with local firms or public sector institutes. 
Considering what elements of knowledge 
would benefit most from co-location and 
targeting these as the missing pieces in 
building local ecosystem “puzzles”, allows 
to selectively focus these efforts and 
encourage complementors (like ST Micro-
electronics for HP in Singapore) to invest 
locally. 

Third, increasing the number of local link-
ages via networking initiatives should also 
be a priority to overcome the “long-thin-
arm syndrome”. MNC subsidiary manag-
ers may see developing local links as 
opportunities to add more value to their 
mother company and gain a bigger role in 
its future development.

Fourth, facilitating searching for and 
connecting with sources of knowledge 
away from the country and deliberately 
strengthening the role of local units in the 
selected MNC networks can be another 
positive contribution of the government. 
This also leads to the identification of 
interdependent complex knowledge 
clusters that could be deeply rooted in the 
country. Industry experts can identify the 
rooted knowledge core of each industry. 
Sources of “sticky” (tacit, collective, 
embedded, process-based) knowledge 
on which the whole industry depends 
are potential knowledge cores and know-
ledge elements that benefit from being 
co-located with the knowledge core can 
also be identified. Links between “sticky” 
knowledge elements benefit the most 
from co-locations and allow local ecosys-
tems to create and capture value in a 
global industry. This also provides an early 
perspective on cross-industry linkages as a 
way to define an ecosystem based mainly 
on knowledge links between its members 
and on the types of knowledge required 
for the ecosystem to be effective at creat-
ing and distributing value. 

Conclusion
Considering locally rooted ecosystems 
that developed global links suggested 
that national development policies need 
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to operate both at the macroeconomic 
level (where most policy discussions 
take place) and at the “micro” level that 
of specific knowledge clusters, ecosys-
tems and individual firms, at least in small 

economies and cities. Specific policies can 
significantly contribute to the develop-
ment of such ecosystems, but their success 
also requires entrepreneurship, both from 
MNC subsidiaries and local companies. 

Instead of the traditional subservient 
model advocated by some MNC heads 
(“Think global, act local”), we suggest its 
reverse is needed, that is, to adopt a “Think 
local and act global” mindset.
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