
Opportunities for Action in Industrial Goods

What Is Globalization Doing 
to Your Business?

Globalization IG  2/24/04  2:28 PM  Page 1



What Is Globalization Doing 
to Your Business?

Across industrial goods industries worldwide, global-
ization is reshaping the playing field and creating new
winners and losers. The globalization of cost struc-
tures—that is, the migration of sourcing, manufactur-
ing, R&D, and business infrastructure to competitively
advantaged locations around the world—will have a
broad impact on the manufacturing operations of
most industrial companies. Industrial goods are now
following the path blazed during the past 20 years by
consumer goods manufacturing. More than 70 per-
cent of footwear, 60 percent of audio and video 
equipment, and 45 percent of apparel sold in the
United States have their origin in low-cost Asia, Latin
America, or Eastern Europe, and those areas are still
gaining share.

The prevailing view is that many industrial goods will
somehow be “protected” from this trend. We disagree. 

How Big Is the Challenge?

The migration of industrial sourcing, manufacturing,
and service operations from high-cost to low-cost 
countries (LCCs) is well under way and accelerating
rapidly. In some sectors, LCC imports are growing at
rates of 10, 20, or even 30 percent per year. Some
executives still believe that the business volume lost 
by the United States and Western Europe during the
recent economic downturn will eventually come back.
However, our analyses show that in some categories, 
20 to 30 percent of the lost volume has migrated to
LCCs and will not return. With less business volume
available to the established players in the high-cost
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countries, competition will be fiercer than ever before.
Only the fittest companies—lowest in cost, best differ-
entiated, and most focused on delivering superior
value—will thrive in their respective segments. 

Although differences in fully loaded wage rates are 
the primary driver of this migration, other factors are
contributing to the opportunity to restructure costs
radically. These include advances in telecommunica-
tions technology and supply chain management, as
well as the availability of highly motivated and skilled
workers supported by first-rate infrastructure, educa-
tion, and training. Moreover, there is no longer any
need to make tradeoffs between low cost and high
quality: companies can now source virtually anything
on the other side of the globe and get both.

It is important to note that the average growth of 
LCC imports camouflages the dramatic shifts occur-
ring within individual product segments. On that 
level, the share of LCCs is often significantly larger
and the rate of growth substantially faster than gener-
ally appreciated. In categories such as motors and 
generators, automotive electronics, and relays and
industrial controls, imports from LCCs already
account for more than 20 percent of sales in the
United States. This is in addition to large quantities of
imports from developed countries. Moreover, many
large categories of imports from LCCs (including
those with low current penetration) are growing par-
ticularly fast. For instance, in pumps, compressors,
material-handling equipment, aerospace products 
and parts, and HVAC equipment, imports from LCCs
are growing more than 15 percent annually—far out-
stripping the market in general. The trends in 
Europe are much the same. For instance, imports
from LCCs already account for 6 percent of total 
manufacturing consumption in Germany, where they
are growing at more than 10 percent per year. 
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The implications for the high-cost economies are
huge—in terms of both jobs and existing assets. We
estimate that more than 15 percent of direct-manufac-
turing jobs in core manufacturing sectors in the
United States are at risk. The impact on assets and
infrastructure will be similarly massive. To contend
with this trend, business executives need to under-
stand how fast—and how hard—each relevant indus-
try and segment will be affected. 

How Is Globalization Penetrating 
Your Industry?

Our experience with industrial companies worldwide
shows that few organizations adequately understand
the risks posed by this trend, and even fewer have
undertaken the hard work of determining how to
gain and maintain advantage during this period of
rapid globalization. Many U.S. and Western European
companies are surprised at how fast their customers
move production to LCCs—taking their supply con-
tracts with them. Other companies are seeing their
competitors’ performance, spurred by extensive LCC
sourcing programs, surpass their own. Still others 
are finding themselves overwhelmed by the complex-
ity of developing and implementing their own LCC
strategies. 

The first step is to understand how globalization is
penetrating your industry and what is happening to
the products and customers your business currently
depends on. To help companies do this, we have cre-
ated the LCC Matrix, which provides a way of viewing
the inroads globalization is making into today’s
domestic industrial markets. The LCC Matrix is a flex-
ible tool that can be used to compare selected indus-
tries, companies, or products in terms of the speed
and magnitude of their migration to LCCs. 

Globalization IG  2/20/04  11:13 AM  Page 5



See, for example, the exhibit “LCC Import Penetra-
tion and Growth in the United States.” As a speed indi-
cator (shown on the horizontal axis), we use the net
growth of imports from LCCs to the United States
(that is, the growth rate of imports minus the rate of
growth in U.S. domestic consumption). As an indica-
tor of magnitude, we calculate the value of imports
from LCCs as a proportion of the value of total
domestic consumption (indicated by the position on
the vertical axis), as well as the absolute amount of
LCC imports (reflected in the size of the bubbles).
The exhibit shows, for example, that in 2002 the
United States imported from LCCs approximately 
$6 billion of “various fabricated metal products,” or
11 percent of total U.S. consumption, and that these
imports have been growing 12 percent per year faster
than the market for such products.

As this version of the LCC Matrix illustrates, major
industrial-product categories in the United States fall
into four clusters:

• Moving early: Approximately 10 to 15 percent of
sampled industrial demand falls into this cluster. 
It comprises product areas in which the penetra-
tion by LCC imports is already established and
growing moderately. These products were part of
the early migration wave, and their growth has 
subsequently been facilitated by improvements to
logistics chains and the standardization of product
interfaces. Increasingly, these products arrive in
the United States not as components that are
“ready for assembly” there but as finished end
products. In other words, these are the products
for which a significant portion of manufacturing
has left the United States and will not return.
Electrical equipment contained in cars assembled
in the United States is representative of this cate-
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gory. Highly labor-intensive wiring harnesses are 
a good example of a segment in which Mexico 
and low-cost Asia already account for major 
volumes.

• Growing fast: Approximately 15 to 20 percent of
sampled industrial demand falls into this cluster.
Products in this cluster will be the big movers in
the short term. These LCC imports have already
achieved high penetration and are continuing to
grow at high rates. Household appliances are
examples of items in this cluster. Fast-developing
production facilities in Asia, particularly in China,
are producing unprecedented quantities of vacu-
um cleaners, kitchen appliances, and germ-killing
humidifiers for their own domestic markets, as 
well as for export markets in which consumers are
increasingly searching for bargains. In the core
industrial business, motors, generators, relays, and
industrial controls are expected to be on a similar
path. These industrial electrical and electronic
products could possibly follow the pattern
observed a decade ago, when the manufacture of
consumer electronics migrated quickly to LCCs—
which now supply more than 70 percent of U.S.
consumption. Companies that have not yet put
strategies in place to ward off foreign competition
or to establish LCC sourcing may be running out
of time.

• Up and coming: This cluster, whose product cate-
gories account for approximately 30 to 40 percent
of sampled industrial demand, is the largest of the
four. LCCs’ penetration of these product cate-
gories is still relatively low, but that is changing
quickly: imports from LCCs are increasing fast—in
some cases by more than 15 percent per year. This
rapid acceleration of growth is particularly note-
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worthy. In many instances, current annual growth
rates are three to five times what they were just a
few years ago. This cluster contains major sectors
such as aerospace, architectural and structural
metal products, and machine shop products. As
fundamental changes occur in industries that were
once considered immune from LCC sourcing,
many companies will be caught off-guard. Compa-
nies in this cluster face the greatest opportunities
but also the greatest threats because many of their
businesses will encounter new cost competition.
Establishing comprehensive LCC strategies, both
offensive and defensive, will be absolutely critical if
these companies are to maintain their competitive
positions. 

• Globalizing slowly: Representing approximately 25 to
30 percent of sampled industrial demand, products
in this cluster could either remain well shielded
from LCC imports or be up for grabs. For exam-
ple, truck trailers, because they are extremely bulky
and relatively low in value, don’t appear to be the
kind of product that could be sourced economi-
cally from low-cost Asia. That could change, howev-
er, if the industry were to switch to prefabricated
kits made in China that could be shipped eco-
nomically and would require only minimal assem-
bly in the United States. Metalworking machinery
represents another category in this cluster. Machin-
ery imports from LCCs are currently negligible
because either the LCCs do not have the technical
capabilities to manufacture sophisticated equip-
ment or domestic demand in these nations is
absorbing most of the production. But this situa-
tion certainly could change. The bottom line is
that some of the sectors in this cluster that now
appear safe will eventually become vulnerable to
imports from LCCs. 
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How Is Globalization Affecting Your
Products, Customers, and Assets?

What does this matrix look like for your company?
We recommend that each company develop its own
view of the impact of globalization on its businesses,
using the LCC Matrix to capture the trends for each
product line and each major customer. The results
can be shocking.

In conducting your evaluation, ask yourself the fol-
lowing questions: 

• Which products are in motion? Determine how fast
your industry is migrating offshore. What is the
trend by product line? Be sure to consider not only
your current products but also those that are still
in development. How much of the import volume
within each product line originates from current
domestic competitors that are now producing or
sourcing abroad? Who are the new competitors? Is
the domestic industry maintaining or losing share
within those imported volumes? How much of the
product volume is now lost to assemblies also pro-
duced offshore? Then, for each product line, ana-
lyze the economics and efficiencies driving that
trend (such as growing cost advantages in LCCs,
improved availability of qualified suppliers, shorter
transportation chains, and the migration of cus-
tomers to LCCs), as well as its likely rate of accel-
eration.

• Which customers are in motion? Which of your compa-
ny’s customer industries are moving their produc-
tion abroad? How much and how fast? Are your
customers winning or losing the globalization
drive? Which of your customers are likely to main-
tain significant operations in the high-cost coun-
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try? How can you improve your value proposition
so that they will choose your company for their
domestic supplies? And how will you serve the cus-
tomers that are likely to move?

• Which assets will become liabilities? In light of the likely
migration patterns of products and customers,
identify the physical assets, current investments,
and people that might be affected by migration to
LCCs. Plan today for the eventual impact. Which
facilities must be repositioned, restructured, or ulti-
mately closed? What actions can you take now to
reduce obligations and minimize eventual shut-
down costs? Which employees are at risk, and what
can you do to reposition these workers so that they
can contribute to new sources of value? Which sup-
plier partners must also be prepared to move
capacity offshore? 

How Will You Respond?

To manage the impact of globalization on your com-
pany, you must first get a clear, detailed picture of
how LCC sourcing is penetrating your industry and
your business today and how it will affect you tomor-
row. Begin by creating an LCC Matrix for your busi-
ness portfolio. Next, answer the questions above for
your products, customers, and assets. With this infor-
mation well in hand, you will be prepared to develop
LCC strategies that will give your business sustainable
competitive advantage during this period of rapid
globalization. 

*   *   *

The forces driving globalization are inexorable. Do-
ing the detailed work today to understand the impact
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of globalization on your company’s domestic opera-
tions could mean the difference between winning
and losing.
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