
THE ANACHRONISM OF THE MANUFACTURING/SERVICES DIVIDE?
 
The latest McKinsey Global Institute report “Manufacturing the Future”[1] boldly states that the divide between manufacturing and services is an anachronism that businesses and policy-makers will soon have to eliminate from their rationale. 
 
The reasoning behind this irreversible trend is two-fold:
        The inclusion of an ever-increasing number of service-like activities in the “to do lists” of manufacturing companies (e.g. R&D, marketing and sales, customer support);
        The service sector inputs and value added to the manufacturing process, i.e. a multitude of service providers facilitate the production of goods (eg. telecommunication providers, travel services, logistics providers, banks, etc.) and contribute a sizable value added to the production process (e.g. engineering and design, transportation, business services).
 
Thus the distinction between manufacturing and services becomes progressively blurry with the former encompassing a wide range of activities broadly grouped by McKinsey into five categories:
        “global innovation for local markets” – industries that require constant innovation and where transport costs make it expedient to locate production close to customer bases, such as chemicals, machinery and car-making;
        “regional processing” – examples include fabricated metals, food and publishing;
        “energy and resource-intensive commodities” – e.g. wood, paper and petrol;
        “innovative global technologies” – e.g. chips, computers and medical products;
        “Labor-intensive tradeables” – e.g. textiles, clothes and toys.
 
The blurring effect of long and complex supply chains and synergies between the two economic spheres can create considerable confusion as the logic of how they create demand and employment for one another obstructs identification of how much manufacturing really does contribute to economic growth. The take-away for both businesses and policy makers therefore reads: do not be guided by the old rules of manufacturing when you look to identify those companies that “produce.”
 
But how does that all relate to innovation as the title of McKinsey’s report unequivocally suggests. The answer comes somewhat naturally: innovation in materials, technologies and processes is what has driven this trend. At the same time, the tendency is likely to provide further incentives and resources for innovation. McKinsey predicts that the dawn of new manufacturing will be marked by “highly networked enterprises that use information and analytics as skillfully as they employ talent and machinery to deliver products and services to diverse global markets.”
 
So what’s the verdict – is this trend good or bad? McKinsey’s response is somewhat self-explanatory: in the context of advanced economies, manufacturing will continue to drive innovation, exports, and productivity growth, whereas in developing economies, it will continue to provide a pathway for higher living standards. 
All in all, it is a matter of wait and see. But the crucial thing remains: in order to “see” one needs to be aware of the trend.


[1] McKinsey Global Institute, “Manufacturing the future: The next era of global growth and innovation,” Nov 2012, retrievable at: http://www.mckinsey.com/insights/mgi/research/productivity_competitiveness_and_growth/the_future_of_manufacturing 

 

