
Practice Case Study Questions and Answers 

BANGLADESH TEXTILE INDUSTRY 

1. Why was the shift to a free trade regime in the textile industry good for Bangladesh? 

- Stimulates the economy 

- Achieves growth in industries with export developments  

- Achieve positive trade balance 

- Creates jobs, particularly for low skilled women 

- Promotes innovation 

 

2. Who benefits when retailers in the United States source textiles from low wage countries such as 

Bangladesh? Who might lose? Do the gains outweigh the losses? 

Who Benefits? 

- Retailer of clothing 

- Exporters of textiles in Bangladesh 

- Producers of supporting industries 

- Workers on the textile industry that are now employed and depend on the garment industry for their 

livelihood 

- Consumers of garments 

Who Loses? 

- Domestic producers of low cost textiles 

- Workers under poor working conditions 

 

3. What international trade theory best explains the rise of Bangladesh as a textile exporting powerhouse? 

Porters Diamond can shed some light on why Bangladesh textile industry succeeded while other countries 

fail in competition. The four attributes in the Diamond help explain how Bangladesh created a competitive 

advantage.  

1. Factors Endowments – Factors in production, such as low wages and cheap inputs from local 

supporting industries 

2. Demand Conditions – There was a sizable demand for low cost garments during the GFC which drive 

demand for the textile industries products though exports to Walmart for example.   

3. Relating and Supporting Industries – There are many cheap suppliers of inputs in the supporting 

industries. 

4. Firm Strategy, Structure, and Rivalry – The high interest in textile exports and production in Bangladesh 

may have caused suppliers to become more effective to complete with the high amounts of domestic 

rivalry.  

 

4. How secure is Bangladesh’s textile industry from foreign competition? What factors could ultimately lead to 

a decline. 

They're secure at the moment due to the fact that they can provide the best cost reduction advantages, 

using local resources, and other beneficial elements that make FDI attractive. Also, that they're not China. 

But in the long run, they may be at risk as there is a significant lack of economic driving factors in the 

country (low skills, low education etc) that won't support increasingly advancing industries. And as countries 

and firms begin to be more ethically conscious, the employment and human rights violations of their workers 

may prove undesirable  
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WEEK 11 – Global Production 

Points for the Exam 

- Globalisation of production 

- Logistic and supply chain activities * 

- Country factors influencing production location 

- Centralised (concentrated) vs. decentralised production  

- Sourcing and acquisition of resources: vertical integration (make) vs. outsourcing (buy) 

- Technological advancements in logistics * 

- Technological advancements in logistics * 

- Reverse logistics *  

Note: * not covered in Section B or C of the exam 

 
CHAPTER 13 – International Production, Outsourcing, and Logistics 
LO13.1 INTRODUCTION 

The choice of an optimal production location must consider country factors, technological factors and product factors. 

Country factors include the influence of factor costs, political economy and national culture on production costs, along with the 

presence of location externalities. 

Technological factors include the fixed costs of setting up production facilities, the minimum efficient scale of production, and the 

availability of flexible manufacturing technologies that allow for mass customisation. Product factors include the value-to-weight 

ratio of the product and whether the product serves universal needs. 

Supply Chain - The particular network of material and information interchanges that is required to transform raw material inputs 

into a finished product, and then to deliver it into the hands of the end user 

Production - The activities involved in creating a product 

Logistics - The activity that controls the procurement and transmission of material through the supply chain, from suppliers through 

manufacturing to customers 

 

LO13.2 WHERE TO PRODUCE 

A number of technological factors support the economic arguments for concentrating production facilities in a few choice locations 

or even in a single location. Other things being equal, where fixed costs are substantial, the minimum efficient scale of production 

is high and flexible manufacturing technologies are available, the arguments for concentrating production at a few choice 

locations are strong. This is true even when substantial differences in consumer tastes and preferences exist between national 

markets, because flexible manufacturing technologies allow the firm to customise products to national differences at a single 

facility. 

Minimum Efficient Scale - The level of output at which most plant-level scale economies are exhausted 

Flexible Manufacturing Technology – Manufacturing technology designed to reduce setup time and improve job scheduling and 

quality control 

Mass Customisation - The ability of companies to use flexible manufacturing technology to achieve product customisation at low 

cost 

Location strategies involve a choice of whether to concentrate or to decentralise manufacturing. The choice should be made in 

light of country, technological and product factors. All location decisions involve trade-offs. 

Alternatively, where fixed costs are low, the minimum efficient scale of production is low and flexible manufacturing technologies 

are not available, the arguments for concentrating production at one or a few locations are not as compelling. 

 

  CONCENTRATED PRODUCTION 

FAVOURED 

DECENTRALISED PRODUCTION 

FAVOURED 

COUNTRY FACTORS 

Difference in political economy Substantial Little 

Difference in culture Substantial Little 

Difference in factor costs Substantial Little 

Trade barriers Low High 

Location externalities Important in industry Not important in industry 

Exchange rates Stable trend Change expected 



TECHNOLOGICAL FACTORS 

Fixed costs High Low 

Minimum efficient scale High Low 

Flexible manufacturing 

technology 

Available Not available 

PRODUCT FACTORS 

Value-to-weight ratio High Low 

Serves universal needs Yes No 

 

Concentration of production makes most sense when: 

- differences between countries in factor costs, political economy and culture have a substantial impact on the costs of 

manufacturing in various countries 

- trade barriers are low 

- externalities arising from the concentration of like enterprises favour certain locations 

- important exchange rates are expected to remain stable over the long run 

- the production technology has high fixed costs and high minimum efficient scale relative to global demand, or flexible 

manufacturing technology exists 

- the product’s value-to-weight ratio is high 

- the product serves universal needs. 

 

Alternatively, decentralisation of production is appropriate when: 

- differences between countries in factor costs, political economy and culture do not have a substantial impact on the costs of 

manufacturing in various countries 

- trade barriers are high 

- location externalities are not important 

- important exchange rates are expected to change in the long run 

- the production technology has low fixed costs and low minimum efficient scale, and flexible manufacturing technology is not 

available 

- the product’s value-to-weight ratio is low 

- the product does not serve universal needs (that is, significant differences in consumer tastes and preferences exist between 

nations). 

 

LO13.3 OUTSOURCING PRODUCTION: MAKE-OR-BUY DECISIONS 

An essential issue in many international firms is determining which component parts should be manufactured in-house, and which 

should be outsourced to independent suppliers 

Make-or-Buy Decisions - Decisions about whether a firm should make or buy products and component parts 

Vertical Integration - The extension of a firm’s activities into adjacent stages of production—that is, those providing the firm’s inputs 

or those adding value to the firm’s outputs 

Specialised Asset - An asset whose value is contingent upon a particular persisting relationship 

 

Making components in-house facilitates investments in specialised assets and helps the firm protect its proprietary technology. It 

may also improve scheduling between adjacent stages in the value chain. In-house production also makes sense if the firm is an 

efficient, low-cost producer of a technology. 

Buying components from independent suppliers facilitates strategic flexibility and helps the firm avoid the organisational problems 

associated with extensive vertical integration. Outsourcing might also be employed as part of an offset policy, for example, which 

is designed to win more orders for the firm from a country by bringing subcontracting work to that country 

 

LO13.4 MANAGING A GLOBAL SUPPLY CHAIN 

The twin objectives of supply chain management are to lower the costs of value creation and establish a competitive advantage 

through superior customer service. To attain these objectives, supply chains will need to be agile, adaptable and aligned. The 

logistics function and supply chain management are complicated in an international firm by distance, time, exchange rates, custom 

barriers, ethical differences and national security issues. 

 


