A coevolutionary approach to explaining how firms create customer value

in the footwear industry: therole of offshoring

ABSTRACT

Our study uses a value creation perspective togs®@ model to explain the coevolution
between the business environment and firms’ stiggeghat is, both how the business
environment affects firms’ strategies and how thesteategies shape the business
environment. In order to assess this mutual intteeetween firms and the business
environment we have considered offshoring strat€gfshoring has been the key to enabling
successful firms to survive in a sector that soeigénts have for decades perceived as
permanently in crisis: the footwear industry indainte (Spain). In a period of great changes,
these firms have not only fought to survive by neimng activities with a high added value
in the countries of origin but have also in somsesabased their strategies on maintaining
production activities in the same region in ordegénerate a high value for rapid response to

the market.
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INTRODUCTION

Coevolutionary approaches suggest that forces lettsen from the business environment
and forces of adaptation from business strategesnéerrelated and should be explained by
reciprocal causality (Volberda and Lewin, 2003).tlB@daptation and selection interact

continually to configure and reconfigure an aremavhich business opportunities and threats



coexist and regenerate in an ongoing way. Res@srcoevolution needs to be tested through
longitudinal analysis, while taking into accounttbdirm and industry levels. Flier et al.
(2003) analysed coevolution through interactionsvben firm-level adaptation and selection
at industry level, suggesting that interaction &feexplain deviations from the approaches of
population ecology, institutional and manageridemtionality. In the literature, we do not
find studies that explain coevolution from the pdetes of the resource-based view
perspective. This perspective contributes to tieediure, as it provides a dynamic perspective

of firm resources in shaping consumer value.

In recent years, the fashion industry has facedynwdwanges in the areas of supply chain
management and consumers’ attitudes (Barnes andtesnwood, 2006). This industry is
characterized by aggressive competition levelsh higlatility and unpredictable demand
(Christoper and Peck, 1997). The footwear industsypne section of the fashion industry, is
a traditional industrial sector in Alicante, thegi@ with the most important footwear
industry in Spain. This sector has evolved in tst BO years due to the globalisation of the
fashion industry. Over three decades, hundreds iwhsf have emerged, expanded,
consolidated or disappeared. Firms have adoptedipheulstrategies to face market and
environmental forces. The globalisation of the stdy has changed the way managers
understand the footwear business and has affdubadstrategies (Pyndt and Pedersen, 2005).
A bundle of corporate and business strategies lss developed. Some strategies have
changed the regional sector and enabled firms aptai the new conditions, while others
have caused firms to disappear. Hundreds of emetoyyeave been fired, while some
surviving firms are offshoring their activities arad the world and hiring foreign workers

with a specific profile.



In this paper, we first review the main contribugoof coevolution theory and a contingent
resource-based perspective in order to integrdte theories in a model to explain adaptation
and selection processes. Second, we suggest aiieadanodel, using the user/buyer value
creation perspective. The propositions will be assd using data from three levels of the
footwear industry: the evolution of global and mwl factors and the evolution of firm
strategies. Results and discussion will offer awvief the mutual influences between

environment and firms.

BACKGROUND

The literature on organizational change shows tveannopposing perspectives: a selection
perspective and an adaptation perspective (Lewith ¥olberda, 1999). The selection
perspective claims that the determining factor ltdrge is selection at the population level.
The adaptation perspective suggests that orgammedtchange can be explained by changes
in the strategies and structures of individual orgaions in response to environmental
changes. The level of analysis for the selectiaspeztive is the population of organizations,
and one of the theories that promotes this persgerst organizational ecology (Hannan and
Freeman, 1989). Organizations cannot adapt indigiio environmental change. Instead,
organizations with poor fit with the environmensalppear, while new organizations with

structures adapted to the environment replaceltheres.

From the adaptation perspective, the level of amlis the firm, which tries to adapt to
environmental change. Contingency theory (Daft,319Burns and Stalker, 1961), strategic
management theories (Miles and Snow, 1978), andritse of organizational learning

(Levinthal and March, 1984) are some exampleseadrilks that share this perspective.



The theories outlined above seek to explain suhviveough different lenses. Population
ecology uses environmental selection and contingeagproaches through managerial
adaptation. Lewin and Volberda (1999) recommendvaoéon theory as a “unifying

framework for research in strategy and organizasimlies and for reinterpreting, reframing
and redirecting the selection-adaptation discou(pe’528). They define coevolution as the
joint outcome of managerial adaptation and enviremtal selection. Organizational change is
explained by both adaptation and selection ando@ed in sociology, economics, and
strategy and organization theory. Most theoriesige single-lens perspectives, since they
focus on characteristics of adaptation or selectmrexplain firm survival. In contrast,

coevolution approaches address the interrelatipashietween processes of firm-level
adaptation and population-level selection pressu®sce this approach focuses on
interactions of firm and population levels, it bews a holistic perspective that requires the

integration of different perspectives.

The resource-based view is one of the most recefiiential theories that explain
performance through internal characteristics (P Butler, 2001). The major contribution
of Wernerfelt (1984) was to enhance understandingsources as important antecedents of
firm performance. Barney (1991) explains sustaing@mpetitive advantage through
organizational resources that comply with some ireqents: valuable, rare, difficult to
imitate and non-substitutable. Teece, Pisano aners(ilL997) adapt evolutionary approaches
to the resource-based view in order to study sustbstrategic advantages through dynamic
capabilities. Eisenhardt and Martin (2000) defizaaimic capabilities as processes related to
the coordination of resources. Both the static #redevolutionary perspectives explain firm

performance primarily through the companies’ in&ticharacteristics.



Recently, some papers argue that the RBV persgeitigensitive to explaining how firms
create value (Sirmon, Hitt, Ireland, 2007). Basedtloe integration of RBV, contingency
theory and organizational learning, the authorppse a model of resource management to
create value in dynamic environments. To createeydirms should structure the resource
portfolio, acquire resources to build capabilitiaad leverage capabilities to exploit market
opportunities. Dutta, Zbaracki and Bergen (2003)sader the pricing process to be a key
capability in creating value for the consumer andappropriating this value. Firms create

value through resources and capabilities and apjptept mainly by fixing the right prices.

To define value creation, researchers distinguistwéen use value and exchange value
(Bowman and Ambrosini, 2000; Lepak, Smith and TgyRD07). Use value indicates the
guality of a product/service as perceived by ugenelation to their needs. Exchange value
refers to the monetary amount the consumer actpalg. Priem (2007) distinguishes value
creation from value capture, which is defined & “appropriation and retention by the firm
of payments made by consumers in expectation aféufalue from consumption” (p. 220).
Integratinguse valueand exchange valud,epak, Smith and Taylor (2007, p. 182) suggest
that value creation “depends on the relative amotintllue that is subjectively realized by a
target user (or buyer) who is the focus of valueation and that this subjective value
realization must at least translate into the useitkngness to exchange a monetary amount
for the value received”. Linking this descriptiom the perspective suggested by Adner and
Zemsky (2006), we can define consumer value asuhe total of benefits a customer is to
receive in return for his or her patronage andasociated payment (or other value transfer).
Consumer value can also be defined as a fair retuegjuivalent in goods, services, or money
for something exchanged. Customer value is thusposed of two dimensions: what the

customer receives (goods and/or services, quamtitglity, design, image, functions...) and



what the customer gives as contractual obligatimongey, other goods and/or services,
time...). These dimensions can be operationalisezligir a fraction in which the numerator
represents what the customer receives and the deatmmwhat the customer must give as
compensation. Figure 1 synthesizes the dimensibnsloe from the user’s or the buyer’s
perspective, along the lines of the competitivatetggies with the competitive strategies of
Porter (1980), where a firm can be a differentiatiorn cost leader. From a resource strategy
view, Adner and Zemsky (2006) suggest that diffeagors hold a product resource, while
cost leaders hold a process resource. Accordifgotter (1980), a continuum of positions
from differentiation to cost leadership delineatediagonal framework. However, Kim and
Mauborgne (1997) and Besanko, Dranove and Sha(®®@)0) observe that there is an
interesting position from which to gain competiti@dvantage when a firm pursues cost and
differentiation advantage simultaneously. Thiststyg could be called a resource generalist
strategy (Adner and Zemsky, 2006) or a high valuateyy if we follow the framework of
Hoopes, Madsen and Walker (2003), who define coeswsurplus as use value (V) minus
exchange value (P). In Figure 1, use value is imatuser receives, and exchange value is

what user gives.

Taking this matrix as a framework, we focus on ecejr regional industry to determine how
firms are affected by global changes and at theestime configure a new local business
environment. We chose the fashion industry becausecent years it has witnessed some
important changes in the global arena. The mambates of the fashion market are high
seasonal characteristics and high impulse purchasiitudes. The sales period of an article

can be two weeks or two days, and customers’ bugligsions are taken in the stores in



response to available on-shelf articles (Christo@mel Peck, 1997). The main sectors of the
fashion industry are the textile, apparel and f@atwindustries. Due to the particular
characteristics of each sector, research acrossaa industry such as fashion could produce
confusing conclusions. So, we have focused spadifion the footwear industry. The global
arena in market and manufacturing activities isdpoing some important changes in the
footwear environment. There have been increasiigg pressure and growing demand for
fast fashion. Customers increasingly want custethizomfortable products with specific
designs as well as particular brands and fashiGhgtiér, 2007). Global strategies respond
not only to opportunities facilitated by politicdéregulation and technology development, but

also to pressures from competitors, clients anglgrs (Pyndt and Pedersen, 2005)

The levels in the fashion industry are haute caytueady to wear (prét-a-porter) and mass
production (Waddell, 2006). At the haute coutuneelethe main characteristics are design,
quality, skilled labour and a small range of aesclAt the ready-to-wear level, the customer
can choose among a wide variety of articles ineddiht styles, colours and sizes. Production
methods are similar to those of mass productiontbetfirms try to maintain exclusive
designs and high quality. At the mass productiaelle design and quality are lower than in
the first levels, and the volume produced can reaulions of items at a lower cost.
Nowadays, these levels can be reflected in mag@inents such as luxury, high street and
supermarket/outlets (Bruce and Daly, 2007). Theseel$ are in line with the value

components matrix that appears in brackets in Eigur

The resource-based view suggests that firms intengenerate and maintain competitive
advantage by trying to acquire and monitor key ueses and promote capabilities that help

firms to expand the fraction of customer value (&dand Zemsky, 2006). Low labour costs



can be translated into low prices for customersittpexcellent designers, a renowned brand
name, prominent engineers, etc., allows the firmmprove the dividend of the value. In
industrial sectors that are intensive in manpovwaour costs and thus human resources are
key resources. In sectors where fashion is paramaenowned brand names are key
resources. Here, firms must have human resourdésthg ability to design goods that meet
customers’ expectations. Doh (2005) suggests tlittharing constitutes a firm-level

capability and a resource.

Pyndt and Pedersen (2005) define offshoring as pedormance of internalized (or
externalized) activities in foreign countries. Aodiog to these authors, “companies that
offshore can reduce costs, thereby enhancing tdogipetitiveness and enabling a shift to
more productive, higher value activities” (pg. 1B).the footwear industry many firms are
offshoring some value activities in order to redtice cost of production and subsequently
obtain a competitive advantage by enlarging thetigob between the numerator and the
denominator of the value formula. Offshoring is @to-long term decision that is not easily
reversible. Once a firm achieves lower costs, retarthe original state is difficult. At the
same time, this decision is widely imitable and aoique to a firm (Doh, 2005). Offshoring
Is a strategic decision with important consequehmethe organizational and cost structure of
a firm. It focuses particularly on reducing the idor of the fraction of value and then
improving value for the customer. For Levy (2006)s a source of value creation. According
to Farrell (2005, pgs. 678-679), “the changing glotandscape offers enormous value
creation opportunities for companies, and competiiressures will create intense forces for
change in the supply chain”. Firms that seek torowp customer value through expanding
the dividend do not rely on offshoring as a primapyion. Such firms will focus on branding,

innovation, design, etc. For Pyndt and Pederse@52®ffshoring becomes attractive when



products and services requires a high degree olbifaéind in highly standardized products or
processes, as they do not require specialized huesaurces. This is the case of footwear
industry. Following the mathematical reasoning tingproves the perceived value formula,
we suggest the following propositions, taking i@ocount that production offshoring is a
strategy intended to reduce the denominator, inboaation with the vectors that drive the

adaptation selection process:

Branding/ Innovatiory Design
Cos

Perceived Value=

Selection

Proposition 1. Global market pressures in the feamindustry select out firms oriented to
mass production in regions of high labour costs.

Proposition 2. Global market pressures in the feamindustry select out firms oriented to
ready to wear production in regions of high laboosts.

Proposition 3. Global market pressures in the featwndustry have no influence on firms’
oriented to haute couture/bespoke production iroregof high labour costs.

Adaptation

Proposition 4. Under global market pressures infoloévear industry firms oriented to mass
production will offshore production in order to texd costs and, at the same time, they will
keep design, marketing and distribution activitregheir regions of origin.

Proposition 5. Under global market pressures infdbévear industry firms oriented to ready
to wear production will offshore production in orde reduce costs, and at the same time,
they will keep design, marketing and distributiati\aties in their regions of origin.
Proposition 6. Under global market pressures infdbévear industry firms oriented to haute

couture/bespoke production will not offshore praduct as they do not need to reduce costs



and, at the same time, they will keep design, mengeand distribution activities in their

regions of origin.

METHOD

Using an exploratory methodology we assess the ggiipns. The footwear industry
combines the need for lower costs with the demasid$ashion: design, quality, and
innovation. We will focus on a particular region®pain where this industry is paramount. In
fact, an entire city emerged in the 1970s due teld@ment of this industry. Spain is the
third producer of shoes in Europe, and Alicante¢his region of Spain that produces and

exports the most shoes.

The method followed to analyze the propositiond &l based on the analysis of data from
the footwear industry at global and regional lewedsg a sample of firms from the Spanish

region with most of the footwear production in $pai

In recent years, the footwear industry has beernguihg significant changes on the global
level. It is a sector related to fashion, wherenfircompete every season (and even over
shorter periods of time) to launch new designsaswptable levels of quality at competitive
prices. The complexity and dynamism of the secayuite well known, especially with the
emergence of Asia in footwear production, whichrastructuring the industry world wide.
Choosing the correct strategy is of vital imporehar survival and has forced firms located
in industrialized countries to subcontract andrtcorporate new technologies, designs, and

product differentiation.



Table | shows that European patrticipation in gldbatwear production has been decreasing
(from 56.5% in 1987 to 25.9% in 1996), while protioic in Asia increased in the same
decade from the mid 80s to the mid 90s (from 2618%987 to 60.1% in 1996). This result is
due to the fact that footwear is labour-intensigaysing low salaries in Asia to act as a
stimulant. Worldwide we also see that productioemgin the 80s but that starting in 1990 it
begins to decline slightly, indicating that thetseds in the maturity phase. World production
of pairs of shoes in 1996 (3748 million pairs) iglgly lower than in 1987 (4227 million
pairs).

Table Il presents some data from the main counthigsproduce shoes on the two continents
that produce the most shoes, Europe and Asia. Wdata from 1990, we see that China
represents 26.8% of world production, making it thain producer in Asia (74%). The
second Asiatic country is India (4.4% of global gwotion). On the European continent, Italy
stands out with 7.1% of world production, althougloses weight from 1990 to 1997. Spain,
which produces 117 million pairs, represents 2.6%arld production and 8.2% of European

production.

The footwear industry in Spain is concentrated prim in the region of Valencia,
specifically in Alicante. Looking at both the nunlazé firms and the number of employees in

the sector, production decreased from 1988 to 1@%ble Ill). In Spain, the industry



decreases from 2250 firms in 1988 to 1800 firm$982 (a 20% reduction). This reduction is
lower in the region of Valencia, which represen®&86 of national production in 1992. As

for number of employees, for the same time pengl see a reduction of 20% in both Spain
and the region of Valencia, where 50% of the emgésyin the sector are concentrated.
Working from home in the region of Valencia increa20%, from 3689 employees to 4423.
This statistic is significant, for working from h@nhas constituted one way of lowering costs,
since these employees work without contracts. Eurthe figure included in the table may be
considerably lower than the real one, as it isi@iff to measure the number of people who
work in their homes. The average firm size decrgggarticularly in the region of Valencia,

but one must take into account that in this reglwere is a significant amount of work at

home, making it one of the areas in Spain withgiteatest rate of underground economy.

In Table 1V, we would underscore that in slighths$ than 5 years (1988 to 1993), the costs
of manual labour increase 25% (from 7886.8 to 1B.5b9euros per person), while
productivity only increases 15% (from 14,724.1 IQQU7.7 euros of added value per person).
Finally, to focus on the most immediate environmanthe firms analysed, we include Table
V, where we can see that over 90% of the footwedustry in the region of Valencia (in both
employment and number of firms) is concentratedhm province of Alicante, where the

firms analysed in this study are located.

INSERT TABLE V ABOUT HERE



The previous tables enable us to identify soméefkey years in the footwear industry, from
1989 to 1991, the period of the greatest reductibriootwear production in Europe (a
decrease from 50.5% to 35.9%) (Table I). Preciselynese years, the volume of production
of pairs of shoes in Asia increases, China beimgntiain force driving this growth. In 1990
alone, China managed to produce almost the sam&beruwof pairs of shoes as Europe (Table
[ll). This period coincides with the greatest irgse in labour cost per person in Spain, an

increase of 25% between 1988 and 1992 (Table IV).

The establishment and consolidation of the footwedwstry in Spain, and more specifically
in the region of Valencia, dates back to the 70s.Spain was emerging from autarchy,
traditional footwear-producing countries like thaitéd States and Germany fixed on Spain
as the country with cheap manual labour. In théwear industry, the cost of manual labour
represents 30-40% of the total cost of a pair @esh Since 1970, the sector has undergone
three large crises. The first occurred in the nfid;&aused primarily by the decrease in the
exchange rate between the Spanish peseta and tBeddllar, which caused exportation to
Spain to decrease by half, from 50.9 % of totalogtgpin 1985 to 21.2% in 1991 (Table VI).
If we add to this crisis, which began in the mid8the crisis in the early 90s caused by the
eruption of new footwear producers (primarily ini&g countries), we can explain why the
volume of exports changes from 834.75 million euirnsl985 to a historic minimum of
472.40 million euros in 1992. The volume of expastgeduced by nearly half. However,
from 1993 onward, a significant recovery of expdreggins, which by 1998 surpasses the
figure of 950 million euros (Table VI).

INSERT TABLE VI ABOUT HERE



Now that we have analysed the information fromd&etor on the world and regional levels,
we can analyse the evolution of the footwear congsam the province of Alicante in the
time period of 30 years that we are studying. Featwfirms in Alicante are small, with an
average of 12 workers (Table IIl) and an averageoer volume of 5 million euros. The
largest firms in the area have up to 160 workexs @mn bill up to 60 million euros in the
production of 1.5 million pairs of shoes. The grigagmentation of the sector does not allow
firms in times of crisis to use a growth stratedywoying competing firms. The level of debt
is high, which creates high risk, as this sectorelated to fashion. Before each of the two
seasons (Fall-Winter and Spring-Summer), entrepimsnenust bid for the production of
models that they hope will be accepted in the ntaikeese bids for new designs twice a year
require a large quantity of financial resourcesmHtrket acceptance is low, the firm can be
forced to suspend payments or declare bankruptah tve help of managers and industrial
consultants we classified regional footwear firmgimass production, ready to wear and

haute couture.

From the above information and a mortality/nasceartaysis (Figure 2) in the region based
on data from the SABI database (2008), we findngtireupport for proposition 1 (Global
market pressures in the footwear industry selettfioms oriented to mass production in
regions of high labour costs) as firms orientedni@mss production are focused on low costs.
The regional crisis in 1984-85 generated a shaop dr footwear start-ups between 1985 and
1986 and caused the closing of many firms in 18&6.the effects of this crisis, which lasted
for five years, caused an important restructurihighe sector in the 90s. Until 1996, the
number of shoe firms created gradually increaskiowegh this growth was accompanied by

a large percentage of firms that closed. Most ef films that closed were manufacturing



firms oriented to production and low- or mid-rargeality standards, as well as firms without
ownership of a brand name. Similarly, we founarsgr support for proposition 3, which
suggested that global market pressures do nottdifets oriented to haute couture/bespoke,
although most of the currently active firms orighte haute couture/bespoke started business
in the 90’s. From the analysis performed and thegmization of the firms performed with
the help of experts, we do not find sufficient ende to support proposition 2. Global market
pressures in the footwear industry selected outesdimms oriented to ready-to-wear
production in the region analyzed, however othemdi redefined their strategies and

restructured their production activities.

To analyze the propositions related to adaptatwd, performed an exploratory analysis
through 15 interviews with different experts andrepreneurs in the footwear sector. We

chose 5 firms representing each of the 3 main valeation strategies.

After a qualitative study the using the Delphi noethand addressed to different interest
groups in the footwear industry (manufacturersddra, retailers, and some managers of
associations for the footwear industry in Europed, find that the key firm resources and
capabilities that enhance customer value are: pdesign, quality and branding. We asked
these experts to use the time period from 1970ea@tesent to identify the years in which the
firms began to pursue clearly defined strategiefe(éntiation, cost leadership and high
value). Figure 3 shows the results. We can sedhbalecade of the 90s experienced the most
strategy changes among firms in the sector. Imtltk90s, footwear firms in the province of

Alicante began to depart from their orientatioldw price, as they could not compete with



firms in countries with low labour costs. Many bkse Alicante firms closed, and some of
their owners became importers of shoes from firmégiatic countries (Figure 4). Further,
these firms had serious difficulties in maintainitigeir competitive advantage and even
resorted to offshoring. Some firms that had estébli their own distribution channels
preferred to become importers and to use theirgesssn of the distribution channel as their
only competitive advantage. The results do not sttpproposition 4, which asserts that
footwear industry firms oriented to mass productrah offshore production while keeping
design, marketing and distribution activities ireithregion of origin. The evolution of the
environment has eliminated a large number of fitlnst claimed to create value for the
consumer via prices but could not move their préidacto low-cost countries. These firms
disappeared and some of their owners became impavtelesalers, taking advantage of the
commercial network already at their command. Tleeefwe cannot affirm that the firm
adapts, but find instead that sometimes its memlobenge their own business from
manufacturing to importing. In fact, the only vdie resource that was difficult for new
producers to imitate was the activities of distibn and market access, as the design and

marketing activities that tend to create brand ienagre nonexistent.

Many firms in the footwear industry in Alicante hsitice their origins pursued an orientation
to quality and sought to stimulate activities dieetto increasing the input for the client (what
user/buyer receives). The sector’s crisis in the 8d many firms to adopt offshoring as a

means of countering the drastic reduction in salekexports that they were experiencing. In



Figure 3, we see that there is a certain correggpmelbetween the crisis in the early 90s and
the recourse to offshoring of production activiti€siring this time, some of the firms that
continued the strategy of differentiation tendedtt@ngthen their activities by increasing the
value for the customer in quality and design ineortb maintain their market and to avoid
entering into conflict with the shoes from courdri@ith lower labour costs. These firms
adapted to the new market conditions by tryingttengthen what they could maintain in the
market: quality, design, brand and distribution\},e2005). Based on this qualitative and
exploratory information, we find empirical suppaa proposition 6, which indicates that
firms oriented to differentiation (more specifigalto haute couture/bespoke) can survive by
strengthening their activities that tend to creaaie for the customer by increasing their
inputs (for the client). These are firms that coné to maintain their production activities in
Alicante. Despite the fact that they have stayedh@nmargins of direct competition with
firms with low costs (mainly Asiatic), some of tleeBrms have been disappearing. This is
due less to reasons of cost, however, than to sirortheir strategy for staying in the
market—problems of design, distribution, erosiorbdnd prestige, etc. In Figure 4, we see
that these firms represent 70% of manufacturingdijralthough they currently share only

50% of the turnover in the sector.

Finally, some of the firms that were oriented tdéfedentiation chose offshore production
activities, while also stimulating their brand inead he first pioneering firms to carry out this
strategy influenced the way that the footwear itigufunctioned in Alicante, to such an
extent that many other firms imitated them. Althbutpey represent 30% of all footwear
manufacturing firms in Alicante, they have manadedachieve 50% of the volume of
footwear production in the province. Thanks to ¢éh&ams, the level of exports in Spain in

1998 exceeded the volume of Spanish footwear export985, the year in which the drastic



reduction of exports began. These firms did nohgkahe sector on a global level, but they
did succeed in changing the sector dynamic in ¢éiggon of Alicante, also enabling Spain to
continue as one of the main three footwear produiceEurope, along with Italy and France.
The phenomenon of offshoring destroyed the footwegustry in other counties in the world,
as in the prominent cases of Germany and the Udtates. However, we found that some
firms oriented to ready-to-wear production (or higheet) have not offshored production.
Managers of these firms have commented to us ki@t production strategy is oriented to
quick response, with the objective of acceleratimg seasonal change (fast fashion). These
firms keep most production activity in the regios this organizational structure lets them
accelerate the fashion retail seasons. Based odivbggent strategic orientation of footwear
firms of Alicante oriented to high street fashiove see that proposition 5 is not supported.
Firms that oriented their strategic effort to irasimg value for the client by increasing the
numerator while reducing the denominator changedwihy of continuing in the business.
These firms maintain activities of greater addetuergdesign, innovation, branding, and
distribution) in the region of Alicante, but notl @if them engage production activity in

Asiatic countries.

CONCLUSIONS AND DISCUSSION

We thus conclude this article by observing thatrehare mutual influences between the
evolution of the environment and the evolutiontd firms’ strategies. Sector evolution at the
global level has meant the disappearance of mamtyvéar firms in the area studied and has
also changed the regional structure of the sedtnims oriented to low prices have

disappeared. The offshoring strategy did not entiiden to find a place in the market, since

the structural costs that they had to maintain ieahte did not allow them to compete with



footwear firms in low-cost countries. However, soaidhese firms shifted from production

to distribution activity, taking advantage of thistdbution network they had already formed.
As a result, a new industrial environment has fatnre the area, with the emergence of
exclusively import firms. This transformation ofogiucers into distributors, of shifting from

one link in the chain of value to another, has gittee regional environment a very specific
character, where many of these importers in tugpogxshoes to third countries. What is
more, some of the importers (traders) try to entiedir value chain by incorporating design

activities and creating their own brands.

The strategies implemented by the firms have esedcan important influence at the regional
industrial level. The strategic flexibility of marfyrms in using offshoring as a means of
increasing value for the customer has shaped analgienvironment in which offshoring
becomes a common strategy for the firms that seekompete in ready-to-wear fashion.
These firms concentrate design activities, inn@mand marketing in the area of Alicante,
while offshoring or outsourcing production to thicduntries. But not all firms oriented to
high street fashion have offshored production. Soimdiem have found that quick response
and braking fashion retail seasons could be tlagegfic orientation that enables them to keep
production activity in the region. While firms witiffshore production have to guess what the
style will be in the next 6-12 months (next seayoisns that keep production in the region
can change seasonal fashion within weeks. Furtigethe haute couture/bespoke level has
very limited production quotas (as designers interaohd labour costs represent a small
amount in the final customer price. As Pyndt anddPson (2005) suggested, offshoring is
one strategic option among many, and companiesita@eaccount many variables such as
market growth rates, transportation costs, proxirtot customers, suppliers flexibility—not

only labour costs.



Based on the rationale of value creation from theribuyer perspective we have suggested
six propositions: three suggesting the influencéhefglobal environment on firms, and three
addressing the influence of managerial discretionthe configuration of a regional
environment. With this study, we have shown by mseaha quantitative analysis at the
industrial level and a qualitative one at the fikavel that the processes of selection and
adaptation coexist in the recent evolution of thaiear industry. The coevolutionary theory,
with the help of the contingent resource-based yexplains the constant evolution of firms
and of the industrial environment by means of miuttifuences. The strategic flexibility of
firms to reorient their activity to the value crieat of users/buyers constitutes a fundamental
quality of the firms that survive in a sector, olly because they adapt to the environment,
but also because they represent the intentionahezle of the managers, who have the

capacity to modify the environment in which theyelep their activity.

A contingent resource-based view and dynamic cépebitheory extended and opened the
internal perspective of the resource-based viethecenvironment by considering the firm as
an open system that both influences, and is infledroy, the environment. We propose a
coevolutionary resource-based view in which the tespurces and capabilities of a firm are

in continuous change due to the mutual influende/éen individual and population levels.

An integrated perspective suggests that both emwiemt and firms are continuously
changing because each influences the other. Thriougivation, marketing actions, strategic
alliances, price strategies, market power, offsiggrietc., firms can shape the particular
environment in which they will survive. The confrgtion of the business environment is a

result of the actions of multiple agents (compesitaustomers, suppliers, trade regulations,



cultural change, etc.) with asymmetric driving pow&ome firms can control the evolution of
the environment. Others will be able to adapt #® ¢hanging characteristics of their specific
environment. Still others will be selected out loé industrial sector. From a coevolutionary
perspective, each industrial sector is shaped\oggliindividuals who continually act and
react in response to the environmental opportwited pressures created by other
individuals. Therefore, mutual influences changeehvironment as the agents of a particular
industrial sector are changing each other. Thisvao#ion of environment and firms is
manifested in changes in resources and capabitliegsare valuable or key from a strategic
perspective. What is valuable, rare, difficult taitate and non-substitutable depends not only
on the firm’s capability but also on the environjerhose changes can render key resources
worthless, common, easy to imitate or substitutalbl®&panish labour costs were a valuable
resource that made Spain an attractive countrypfoduction in the 70s and early 80s,
political deregulation, technological developmeatsl the evolution of economic macro-
magnitudes have ended this leading role. While stormes diverted their production to other
countries, others have made proximity to the custoan competitive weapon to break the

seasonality of fashion, making fast fashion thearmrcompetitive objective.
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Table I. World production of shoes by areas

Area 1987 1988 1989 1990 1991 1992 1993 1994 1995 996 1
Africa 4.80 3.40 3.50 3.30 3.50 3.30 3.10 3.40 3.40 3.30
North America 7.20 6.80 6.50 5.80 5.80 5.70 5.60 5.80 5.30 4.80
South America 3.80 3.80 4.10 3.70 4.40 4.60 5.30 5.50 4.70 5.80
Asia 26.80 33.70 33.30 36.20 44.10 50.00 53.30 56.20 57.60 60.10
Europe 56.50 51.50 51.80 50.50 41.70 35.90 32.30 29.10 28.90 25.90
Australia 1.00 0.80 0.80 0.50 0.50 0.40 0.40 0.10 0.10 0.10
Total production * 4227 4227 4565 4493 4487 4128 4043 3725 3789 3748

% of total

* Millions of pairs

Source: Industrial Commodity Statistics Yearboaladection and Consumption Statistics. United Nagion

Table Il. Main producers in Asia and Europe

1987 % Area % Worldwide 1990 % Area % Worldwide
Asia 1131 1.624
China 618 54.70 14.60 1.201 74.00 26.80
India 194 17.20 4.60 198 12.20 4.40
Europe 1580 1.421
Italy 343 21.70 8.10 320 22.50 7.10
France 183 11.60 4.30 194 13.70 4.30
Spain 109 6.90 2.60 117 8.20 2.60
United Kingdom 124 7.90 2.90 92 6.50 2.10
Total Worldwide 4227 4493

Millions of pairs

Source: Industrial Commodity Statistics Yearboaladection and Consumption Statistics. United Nagion



Table Ill. Footwear industry in Spain and in theg®@ of Valencia

Number of firms Employment Average firm size W@nom home
R. of

Spain (1) R. of Valencia (2) (2)/I(1) % Spain (1) . dRValencia (2) (2)I(1) % Spain Valencia R. of Valencia
1988 2250 1249 55.50 31,445 16,737 53.20 14.00 13.40 3689
1989 2543 1443 56.70 33,624 18,474 54.90 13.20 12.80 5120
1990 2199 1236 56.20 31,473 17,024 54.10 14.30 13.80 6080
1991 2032 1146 56.40 29,090 15,740 54.10 14.30 13.70 4175
1992 1800 1068 59.30 25,106 13,143 52.40 13.90 12.30 4423
Source: Industrial Survey of the National InstitafeStatistics
Table IV. Productivity and cost per person in Spain

Added Value (1) Employee costs (2) Number empley8g Productivity (1)/(3) Cost/person (2)/(3)

1988 463 248 31,445 14,724.12 7886.79
1989 476 273 33,624 14,156.55 8119.20
1990 478 284 31,473 15,187.62 9023.61
1991 476 280 29,090 16,363.01 9625.30
1992 428 266 25,106 17,047.72 10,595.08

In millions of euros

Source: Industrial survey of the National InstitafeStatistics



Table V. Footwear industry in the Region of Valentb93

Number of firms % Employment %
Alicante 1724 92.10 16,246 92.30
Castellon 90 4.80 858 4.90
Valencia 57 3.00 505 2.90
R. Valencia 1871 100.00 17,609 100.00
Source: Valencia Institute of Statistics
Table VI. Spanish footwear exports by main markets

1985 1986 1987 1988 1989 1990 1991 1992 1993 19941995 1996 1997 1998 1999
Germany 14.68 18.79 2196 2158 2044 2239 2500 24.16 2357 2094 20.71 20.19 17.42 17.62 18.79
USA 50.98 4262 36.00 31.73 3158 2576 2247 21.23 2021 2254 1947 18.68 1899 18.17 16.43
France 6.62 8.44 9.43 10.69 10.01 11.04 13.48 14.46 1426 1279  13.07 13.77 1425 1412  16.27
United Kingdom 9.88 10.24 10.79 1413 15.04 1539 1294 1211 11.82 1363 1319 1114 1114 1152 12.39
Others 17.84 1991 21.82 21.87 2293 2542 26.11 28.04 30.14 3010 3356 36.22 3820 3857 36.12
Total value * 834.75 714.30 682.75 619.58 582.26 618.44 525.28 47240 532.38 743.33 754.75 790.27 951.88 952.06 897.19

In % by markets

* Total value in thousands of millions of euros

Source: Inescop



Figure 1. Value from the user/buyer perspective
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Figure 2. Number of footwear start-ups per yearfants currently active/non active
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Figure 4. Firm strategies of shoe industry in Atitza
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