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Abstract

In the past three decades, the majority of Hong Kong manufacturers thrived on the OEM business model — 

typically the firms focused on building a low-cost advantage by capitalizing on low factors of production costs 

in the Pearl River Delta Region. Unfortunately, as China’s economic reform policy successfully implemented in a 

greater depth and wider scope, the production and operations costs have been steadily increasing. Hong Kong 

manufacturers who owned their factories in the PRD Region or subcontracted their orders to the local factories 

find their low-cost advantages are quickly disappearing. What is more disturbing to the Hong Kong enterprises 

is the fact that their mainland contractors are becoming their direct competitors in getting OEM orders. There 

have been wide spread concerns about the sustainability of the OEM model and there were calls for firms to 

engage in technological upgrading and/or building of own brands by various governments. Using concepts 

from strategic management and family business, this paper defines OEM, ODM and related business models, 

and explores the alternative development paths that OEM and ODM firms can take. Given the challenging 

global market forces and inherent weaknesses of the local firms, this paper argues that it is unwise for local en-

terprises to either head on compete against or mimic the NIE key rival’s competitive advantage. Being inspired 

by the philosophy of Tai Chi, the authors posit a natural path beyond OEM and ODM business models which 

is leveraging the best-in-class operators along the value chain activities, and synergistically integrate them as 

an entity to compete against the global competitors. Managerial and public policy implications are discussed at 

the end of the paper. 
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Introduction

This paper aims to address two important issues related to strategic options for the growth of 

OEM. The first one, with reference to the Asian electronics industry, we propose a framework that 

helps identify different types of business models and the strategic trajectories pertaining to their 

choice of business models. The second issue we try to explore is to identify a strategic model for 

Hong Kong OEM, the laggard in the R&D technology race which can capitalize on its strengths and 

avoid its late mover disadvantage. 

More specifically, the two research questions are as follows:

1 Considering the typology of business models and the natural development path of Hong Kong 

enterprises, what business model(s) is more likely to be sustainable for Hong Kong enterprises? 

2 Given that Hong Kong lags at least 10 years behind on R&D technological capability as com-

pared with its key Asian competitors, strategically which business model can make Hong Kong 

enterprises change from followers to global lead players? 

What are the business models available for Hong Kong enterprises?

The term OEM began to be used in the 1950s by US computer makers who used East Asian 

suppliers to produce equipment for them. Under the OEM arrangement, the finished products are 

made to the precise specification of a particular buyer who then markets the product under its own 

brand name, through its own market distribution channels. The term OEM was used to refer to the 

brand owner then. Today, the term has acquired a variety of meanings, and in East Asian, OEM is 

now commonly referred as the local manufacturer. In other words a reversal has occurred in the usage 

of the term. 

OEM is increasingly overlapped with own design and manufacture (ODM). Under ODM the 

local manufacturer carries out some or all of the product design as well as production tasks needed 

to produce a product, usually according to a general design layout supplied by the MNC buyer 

(Hobday, 2000). In the late 1990s, Hong Kong funded enterprises felt the growing intensity of rivalry 

especially from China home-grown manufacturers, upstream attempts in developing their R&D 

capabilities, offered a mechanism for the enterprises to capture more of the process and design value-

added while still avoiding the risk of launching own-brand products. ODMs typically sell their own 

designed products to private-label buyers. 

In order to scramble for higher profit margins, more ambitious OEMs/ODMs expanded 

southward in the value chain to build its own brand manufacture (OBM), build their own brand-name 

products or purchase the brands of other companies, or even acquire companies with specific brands 
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to market their products through the brands. OBMs can sell their products through their own or oth-

ers’ market distribution channels. 

In general the various business models are terms used to describe the scope of firms in terms of 

industry value chain activities. We posit that an enterprise can strategically position itself to exploit 

an array of value chain activities in order to best capitalize on the opportunities in an industry. 

Today’s intense competitive environment dictates that firms have to be quick in responding to buyers/

customers needs and capable of sourcing and leveraging the strengths of best-in-the-class designers, 

manufacturers, logistics operators and marketers. To remain flexible and lean, the enterprise does not 

necessary have to own its establishments such as factory, warehouse or transportation fleet. We call 

this type of enterprise own strategy manufacturer (OSM). 

Using a modified generic value chain as shown in Figure 1, we would like to characterize OEM, 

ODM, OBM and OSM firms by the scope and nature of activities they engage in as shown in Table 

2. According to Figure 1, the level of customer value generated depends on product and service 

attributes and communication content offered to customers. These are produced through operations, 

which are constrained by strategic functions. Definition of the strategic functions and operations are 

given in Table 1.

Strategy 

Business 
plan 

Revenue, 
mkt share 
& profit

Competitor’s 
offering

Strategic 
functions

Structures & 
systems

Resources 
& network 

mgt

Brand 
mgt

Operations 

Innovation & 
continuous 

improvement

Production, 
sourcing & 

logistics

Marketing, 
sales & CRM 

Output 

Product, 
services, 
comm.

Cost

Outcome 

Customer 
value

Figure 1 Strategy, value activities and firm performance
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Table 1 Definition of terms in Figure 1

Definition

Strategy A business plan for achieving satisfactory return.1 Among other things, the plan specifies 
the scope of business in terms of product, market and the approach in managing value 
activities and its competitive strategy. 

Structures & systems Design and development of organization structure, systems and routines that control 
operations.

Resources 
& network 
management

Securing of appropriate human, financial, physical and informational resources at 
favourable terms. 

Brand management Development and maintenance of appropriate corporate image, reputation and trade names. 

Innovation & 
continuous 
development

Development of novel competitive products, processes and business models through 
development or modification of physical and social technologies. Improvement of 
products, processes and business practices through modification of physical and social 
technologies.

Production The process of manufacturing the product or providing the services to clients. 

Sourcing Identification and contracting with suppliers. 

Logistics Operations related to the transportation of physical supplies to the firm and enabling clients 
to have physical access to products and services. 

Marketing, sales & 
CRM

Activities aiming at understanding and influencing customers and other stakeholders and 
the transaction with customers. 

Product, services & 
communication

Products, services, and information produced and delivered to customers and other 
stakeholders. 

Cost The inputs and operations that results in products, services and communication also 
determine cost.

Customer value The utility/value of a firm’s services, products and other offerings to its buyers/customers. 

Revenue, market 
share & profit

These are determined by customer value, cost of the firm and competitors’ products, 
services and communication.

1 Need not be a formal written plan
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Table 2 Nature of the business models

OEM ODM OBM OSM

Strategy

Important for all firms.Structure & 
system

Resources 
& network 
management

Focus on suppliers 
and major customers 
(OBMs).

Maintain good 
links with OEMs 
& OBMs; keep 
update on market & 
technological trends.

Maintain good 
links with & 
control over OEMs, 
ODMs & channel 
members; keep 
update on market & 
technological trends.

Primary function: 
Source and manage 
the best-in-class 
OEM, ODM and 
OBM to leverage on 
their capabilities.

Brand 
management

Maintain reputation 
as a reliable supplier 
and business partner.

Maintain reputation 
as a good designer of 
products.

Primary function: 
Maintain brand 
equity & product 
image among 
consumers.

Outsourced but 
should be closely 
monitored.
Maintain strong 
bargaining power 
over partner.
For itself, 
maintaining a strong 
reputation and credit 
rating is a critical 
success factor.

Innovation & 
continuous 
improvement

Focus on improving 
production, 
operational 
processes and 
technology for better 
product reliability 
& production 
efficiency. 
Small OEM firms 
are likely to be more 
dependent on their 
clients to provide the 
latest technology.

Primary function 
for larger ODMs; 
Technological 
intensive firms are 
more likely to focus 
on more radical 
innovation relating to 
product, components 
and processes. 
Market oriented firms 
are likely to focus on 
modification & fine-
tuning of product 
features based on 
existing components. 
The importance & 
size of the R&D 
function differs 
significantly for the 
two types.

Support partners by providing information 
obtained through its network. More customer 
value added service include closely involved 
in buyer’s marketing services to understand 
what new product or improvements on 
products can help the buyer to sell more. 
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Production Primary function. Outsourced but should be closely monitored.
Maintain strong bargaining power over partner.

Sourcing Focus on parts and 
components.

Focus on parts and 
components for 
prototyping.

Focus on OEMs and 
ODMs.

Primary function: 
Focus on strategic 
sourcing, leveraging 
and networking.

Logistics Inbound & outbound 
logistics functions 
shared with suppliers 
& customers.

Relatively simple. Inbound & outbound 
logistics functions 
shared with OEMs 
& channel members.

Rationalizing and 
optimizing could be 
a primary function. 
The actually 
operation may 
be outsourced or 
conducted in-house. 

Marketing, sales 
& CRM

Promote services to 
and solicit orders 
from OBMs.

Promote services to 
and solicit orders 
from OBMs and 
OEMs.

Primary function: 
4Ps & CRM.

Outsourced but 
should be closely 
monitored.

Product, 
services & 
communication

Focus on cost, 
quality & delivery 
time of product.

Focus on market 
potential of the 
product. Relationship 
management with 
OEM and customers 
(can be seen as 
competitor).

Focus on customer 
satisfaction & 
loyalty.
Relationship 
management with 
OEM and customers 
(can be seen as 
competitor).

Outsourced but 
should be closely 
monitored by 
advance global IT 
network.

The scope and nature of activities described in Table 2 are meant to characterize pure types. In 

reality, many firms are mixed types. For instance, ODM firms are typically involved in production 

as well and many OBMs firms (e.g. HP) engaged in product innovation and design besides brand 

management and marketing. Common uses of the terms OBM and ODM are not consistent in the 

labelling of these mixed types. For instance, whereas OBM is typically used to refer to firms that 

focus on brand management and marketing and rely on OEMs/ODMs to create and manufacture the 

products, the term ODM is sometimes applied to firms that engage in manufacturing as well as de-

sign. To avoid this confusion, we shall use the terms in the restrictive sense in all cases. Thus, ODM 

denotes only firms that design products and do not engage in manufacturing. OBM denotes only 

firms that outsource both design and manufacturing and focus on marketing, distribution and brand 

management. We shall use the terms ODEM, OBDM, OBEM, and OIM (I stands for integrated) to 

denote firms that engage in different combinations of the value activities (Table 3).
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Table 3 Type of business models by value activities with examples

Definition Example

OEM Firms that engage only in the manufacturing of 
products and selling their products primarily to 
OBM firms.

Foxconn (engaged in end-to-end handset 
manufacturing service to key customers e.g., 
Motorola) 

ODM Firms that engage only in the design of products 
and selling their services primarily to OBM, 
OBEM and OIM firms.

Solomon Systech (engaged in design of 
proprietary IC products)

OBM Firms that engage only in the brand management, 
marketing (incl. CRM), distribution and after sales 
service and sell their products and services to 
consumers directly or through indirect channels.

Wal-Mart, Marks & Spencer

ODEM OEM involves product design business. Alco (originally engaged in OEM of electronics 
products designed by their buyers, in recent years 
it started marketing with its own brand) 

OBDM Firms involves both product design and branding 
businesses but not manufacturing. 

Apple Inc; Disneyland (it outsource its toys 
production to Li & Fung, but it control the design 
and brand & marketing activities) 

OBEM Firms involves both branding (paying franchise 
fee or loyalties to the design patent owners) and 
manufacturing. 

Alco (originally engaged in OEM of electronics 
products designed by their buyers, in recent years 
it started marketing them with its own brand) 

OIM Vertical integrated firms that engages in all 
value chain activities and sell their products and 
services to consumers directly or through indirect 
channels.

V-Tech (engaged design, manufacturing and 
marketing its own brand of educational toys 
worldwide; Nokia; Samsung)

OSM Own Strategy (virtual) Manufacturer has 
specialized expertise and network in a given 
industry. It acts as a global value chain connector 
for OEM, OBM or ODM and other forms of 
buyers. Its unique proposition is to be able to 
team up the right partners along the industry 
value chain, integrate them seamlessly to create 
a synergetic whole. To remain agile and lean, It 
does not normally own its factory or warehouse.

Li & Fung (capable of globally sourcing raw 
material, factory, logistics, marketing and 
distribution services providers to different 
customers; it also makes strategic investments in 
selected segments of the value chain) 

Except for own strategy manufacturing (OSM), the rest of the business models in Table 3 are 

self-explanatory and are relatively common. The crux of OSM’s strategy is leveraging the fittest 

parts in the industry value chain and integrates them to create a synergistic whole. Therefore, it does 

not necessary have to own its warehouse or factory or logistics fleet. Its capabilities and resources 

lie in having a team of product and operations specialists to professionally manage the entire supply 
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chain on a global basis — from product design and development through raw material and factory 

sourcing, production planning and management, quality assurance, logistics and finally to marketing 

management. Its competitive advantage lies in the firm which can offer an ‘one-stop-shop’ solution 

to its buyer to globally manage all the hectic services aforementioned in a reliable, efficient and cost 

effective way. 

With OSM’s partnership, its buyers can focus on whichever scope of business they are capable 

of doing. For example, Li & Fung is conducting all the upstream value chain services for Disneyland 

products except the brand and marketing management services. By providing financing, consolidat-

ing orders and serving as nodes of networks, OSM firms also add value to the whole value chain by 

reducing transaction costs and credit risks for its clients.

Having clarified the nature of the various business models, we shall turn our attention to the 

alternative growth paths for OEM and ODM firms.

Growth paths of OEM/ODM firms

A number of studies have studied how OEM/ODM firms in Hong Kong, Taiwan, Singapore 

and Korea have developed over the last few decades (Chiu & Wong, 2004; Hsu et al., 2008; Yeung, 

2007). Chiu ＆ Wong (2004) found that only about one-fourth of the more successful OEM firms they 

studied pursued the OBM or OIM strategy. Other OEM firms tended to remain in the OEM model or 

diversify into non-manufacturing businesses, real estate investment in particular (Ko, 1998). 

Compared to the case of Hong Kong, it seems that more Taiwanese OEM/ODM firms have suc-

cessfully taken the technological upgrading route (Yeung, 2007), especially those that are involved in 

the PC and related industries. The following factors seem to be the major reasons for the difference 

(Hsu et al., 2008; Yeung, 2007):

1 Strong technical background of founders and strong network in Silicon Valley: Many of the 

founders and engineering staff have worked in US firms. The government has played a signifi-

cant role in enticing US trained IT professionals back to Taiwan.

2 Fragmented nature of the PC value chain: The lack of dominant vertically integrated firms that 

produce key components for its own use create more market space for firms specializing in 

specific parts or components.

3 Public expenditure in basic R&D: The Taiwanese government has been aggressively investing 

in technological infrastructures, (e.g., Hsinchu Science-based Industry Park) research institutes 

(e.g., Industrial Technology Research Institute and Electronic Research Service Organisation). 

The government has also offered generous incentive programmes to induce global lead firms to 



The Withering of OEM Model and the Way Ahead for Hong Kong Enterprises 9

partner with local firms in R&D and manufacturing activities. Acer was the OEM/OBM partners 

to IBM and HP and substantially benefited in upgrading its technological capability. (Breznitz, 

2005; Feng & Chern, 2008). By helping to break through some critical technological barriers, 

these associations helped to reduce the technical barriers and risks of pursuing the technological 

upgrading path for many firms.

Nevertheless, even for the Taiwanese IT industry, only a few firms (e.g. Acer, BenQ, Asus) have 

taken the OBM/OIM path. In contrast, the large Korean industrial conglomerates (chaebols), like 

Samsung, LG, Daewoo and Hyundai have developed own brands much earlier. The difference has 

been attributed to the fact that besides public spending on research, for instance through establish-

ing the Korea Institute of Science and Technology in 1966 and the Korea Institute of Electronics 

Technology in 1976, the South Korean government was also providing these chaebols with protected 

domestic markets, low-cost credit and subsidies to their R&D expenditure (Kim, 1997; Chang, 2003; 

Yeung, 2007). Such support helped them to overcome the high risk and difficulty in developing their 

own brands.

In general, the literature suggests that the developmental paths taken by successful OEM, ODM 

and ODEM firms, and the chance of success, were affected by the background of the top management 

of the firms, the industrial environment, and the local/national political-economic environment (Chiu 

& Wong, 2004; Hsu et al., 2008; Yeung, 2007). In other words, the OBM and OIM path may not be a 

natural development path that is suitable for most OEM and ODM firms. 

Most of these studies adopted a macro level analysis and did not approach the issues from a firm 

level point of view. In the following sections, we shall use a strategic management perspective to 

look at the issue.

Why move beyond OEM and ODM: The firm-level view

Policy-makers tried to encourage firms to pursue technological upgrading and the development 

of owned-brands, i.e. becoming more technological intensive ODM/ODEM or OBM/OBDM/OBEM/

OIM firms in our terms. The policy-makers seem to assume that moving along this path would result 

in greater value creation to the customers and subsequently greater return to the owners of the firm.

From the perspectives of industrial economics and strategic management, a firm is a tool for 

satisfying the needs of its various stakeholders. In so far as controlling shareholders determine the 

strategies of firms, the issue of whether a firm should move beyond the OEM and ODM models 

should be considered in view of the goals and preferences of the controlling shareholders. 

Most OEM and ODM firms in Hong Kong and Taiwan are controlled by individuals, families or 



國際學報•2009年11月•第十二卷•第四期10

small number of partners (Chiu & Wong, 2004; Ko, 1998; Yeung, 2007). Studies of overseas Chinese 

family business suggest that overseas Chinese entrepreneurs have very pragmatic goals: financial 

security and decent life for themselves and their families (Redding, 1990). It was argued that becom-

ing rentier capitalists, rather than professional achievement and success within an industry, described 

the ideals of many overseas Chinese business owners. Thus, many overseas Chinese business owners 

diversify their business into property investment once they have accumulated a significant amount of 

wealth from their initial business ventures, might it be manufacturing or trading. There are exceptions 

of course, as evidenced by those devoted industrialists that stick to industrial endeavours throughout 

their careers. 

Maintenance of family control and management was another important goal of these controlling 

shareholders (Redding, 1990). For many overseas Chinese businesses, maintaining family control 

means keeping the top positions and a significant portion of equity capital within the family. This may 

limit the business’ ability to attract and retain top-notch professional managers and to raise capital 

(Church, 1993; Jones & Rose, 1993). As a result, such family firms may become uncompetitive in 

industries where scale and/or a large professional management team are critical for success. It was, 

therefore, not surprising to find that the most successful family businesses tended to be in industries 

where the business acumen and foresight of a few individuals were of critical importance (e.g. real 

estate and other investment businesses). They also tended to be in industries or where personal 

networks and status were important, for instance, in enabling entry into natural or legal monopolies 

(Ko, 1998).

For OEM and ODM firms controlled by pragmatists, the firms will only pursue the upgrading 

strategies only if they are expected to be low risk paths for enhancing their wealth and maintaining 

control. From a strategic management point of view, the chance of achieving good return depends on 

the value created by a firm and the bargaining power of a firm vis-à-vis its various stakeholders. 

Value creation is the value of its product and services to customers and other stakeholders 

(including risk borne) less the value it used up (i.e. costs) in the process. Table 4 shows the main 

source of value creation by business models in terms of cost reduction, value provided to customers 

and consumers, and risk bearing. 

It should be noted that the type of risk borne by OEM firms depends on the type of orders that 

firms accept. There are two main types of orders: build to forecast (BTF) and build to order (BTO) 

(Feng & Chern, 2008). Under BTF, the quantity of product produced is according to the firm’s 

forecast. If the forecast is wrong, the firm bears the consequences (unsold inventory or lost business). 

Thus, it bears market (or demand) risk in addition to the risks from the supply side (i.e. fluctuation 

in input cost and production efficiency), credit risk of not receiving payment, and product liability. 
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Under BTO, a firm will only produce to the quantity of firm orders it has and therefore bears no 

demand risk. 

Besides BTO and BTF, orders can also be differentiated according to the number of different 

versions or configurations of a product that has to be produced (Feng & Chern, 2008). A firm that can 

cater for more variety provides greater value to its customers and consumers in terms of flexibility. 

Table 4 Main sources of value creation under the different business models

Value added- cost 
reduction

Value to customers 
and consumers

Risk borne Barriers

OEM-
BTF

Production (including 
logistics and inventory) 
cost 

Durability, reliability, 
safety, speed, flexibility

Input & production, 
some demand risk, 
credit risk, product 
liability

Varies primarily 
with competitive 
scale, unique skills 
and knowledge in 
production processes 
and risk borne

OEM-
BTO

Input & production, 
credit risk, product 
liability

Varies primarily with 
competitive scale 
and complexity of 
production processes

ODM R&D cost, design may 
also affect production 
cost

Functionality, 
aesthetics, safety

Credit risk, product 
liability

Depends primarily on 
technological hurdles 
and legal protection

OBM Marketing & 
distribution costs

Whole customer 
experience, image & 
consistency

Demand risk, credit 
risk, product liability

Depends primarily 
on marketing cost, 
risk borne and legal 
protection

OIM All of the above All of the above All of the above All of the above

OSM Finance cost, 
transaction cost, 
production and 
operations cost 
reduction from scale 
and scope economies, 
minimum fixed 
cost as major value 
chain activities are 
outsourced 

One-stop-shop 
solution. Better 
time-to-market 
speed, and customer 
responsiveness, global 
reach network and 
reliability

Operations 
management risks 
(few firms can 
coordinate global 
strategic partnership 
seamlessly). Few 
ownership of propriety 
design patent or brand 
name. 

High barrier due to 
capital requirement 
(to bear credit 
risk), global office 
network, expertise, 
technical knowhow, 
human relationship, 
experience, global IT 
network, and strong 
reputation
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Table 4 implies that for OEM/ODM firms to extend into OBM/OBDM/OBEM/OIM models, be-

sides acquiring the resources and capabilities related to marketing, they must also be able to bear the 

increase in demand risk. Given the globalization of markets, substantial investment in brand building 

and marketing is necessary to establish a new brand among established competitors, unless one has a 

large domestic market protected from foreign competition. 

It may be argued that, compared to other new entrants, successful OEM, ODM and ODEM firms 

should at least benefit from having access to product designs and some information about market 

demand and responses to various products. The fact that they are the firms producing products for 

some well-known brands should also make it easier to gain credibility and trust of customers. How-

ever, when an OEM, ODM or ODEM firm starts to develop its own brand and become a competitor 

of its OBM or OBDM clients, some of the clients may terminate the relationship or become much 

more cautious in dealing with the firm. This may cut off the firm’s access to market and technological 

information. The situation is likely to be more serious if the major competitors are OBDM firms, 

and if both the technological and market environment are dynamic. If market and technological 

situations change quickly, ODEM turned OIM2 firms may find that their knowledge of the market and 

technological developments become obsolete quickly and their competitiveness will be undermined 

unless alternative information channels and networks are built up quickly enough. This will require 

substantial investment, both financially and in terms of managerial attention.

As for bargaining power vis-à-vis other stakeholders, the issue is whether having ones own 

brand will increase the bargaining power over buyers and suppliers. When an OEM/ODM firm estab-

lishes its own brand, its buyers will shift from other OBM firms to retailers and/or consumers. As the 

firm is unlikely to discontinue its design and manufacturing functions immediately, its relationship 

with suppliers is unlikely to change. Table 5 speculates on the effects of the move on bargaining 

power of buyers. 

2 It is unlikely that an OEM or ODEM firm will cease its production functions when it starts its own brand. Thus, they will 

become OIM rather than ODBM firms.
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Table 5 The effect on bargaining power of buyers when OEM/ODM firms extends into own brand models

Bargaining power of buyers Situation of OBM relative to OEM/ODM

Relative concentration The buyers of OBM are distributors and consumers while OBM firms are 
buyers of OEM and ODM firms. In so far as the number of major brands are 
small in these industries, the situation should be more favourable to OBM firms 
with regard to relative concentration. However, it is possible that due to scale 
advantage or technological barriers, production or design of certain products 
can become highly concentrated as in the case of PC/notebook industry.

Switching cost It takes more time to establish trusting relationships and routines among 
business partners than with consumers. Thus, switching cost may be higher 
for both buyers and sellers in the OEM/ODM case. The importance of trust is 
partly dependent on information assymetry. Where information assymetry is 
high, trust is more critical and switching cost will be higher. In the consumer 
electronics industry, the information assymetry between the OBM and the 
consumer is probably higher than the information assymetry between the OEM/
ODM and the OBM. Thus, OBM firms may be in a slightly more favourable 
situation.

Importance to supplier (firm) In general, this is related to relative concentration and firm size. If OBM/OIM 
firms are selling to consumers through a few strong retailers, its position is 
probably not much better than that of an OEM/ODEM firm facing a few strong 
OBM firms.

Importance to buyer Depends mainly on nature of product and relative concentration. In the 
industries we are focusing on, OEM firms are likely to be in a more favourable 
situation than OBM firms. For ODM firms, as the profitability of the product to 
the buyer, i.e. OBM firm, is uncertain, the importance to the buyer is likely to 
be lower.

Threat of backward integration If the firm is selling to consumers direct, there is little threat of backward 
integration. However, if the firm is selling through large retailers, the threat will 
depend mainly on technical barriers.

In general, the situation will depend on the switching costs (including brand loyalty) of consum-

ers as against switching cost of current OBM customers of the OEM/ODM firm contemplating 

establishing its own brand. All in all, the above discussions suggest that extending into own brand 

models may be quite a risky proposal as it requires different capabilities and substantial investment.

Besides moving into own brand models, a firm can also upgrade its technology. To go on the 

technological upgrading path, firms have to invest to produce their own components and/or further 

upgrade and enhance their technological ability, whether in product or production/process technology. 

The idea is to gradually move into areas in which there are fewer competitors who can produce the 

same thing in a commercially viable way than they have now. To move up the ladder, a strong R&D 

team and a decent R&D budget is a must. It seems reasonable to assume that owner managers with 
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stronger technical background will be more comfortable in treading this path than those with little 

technical background. Chiu & Wong’s (2004) findings supported this. All the owner managers of the 

firm that chooses to go the technological upgrading path had technical background. 

Given the relatively small size of these firms and the capital constraints of family firms 

mentioned earlier, these firms could only develop technological leadership in a very narrow range of 

products or components and/or in specialized niche markets, especially one that is not big enough to 

attract the attention of large technological firms. Examples of firms treading this path in Hong Kong 

include Champion Technology, Group Sense, Johnson Electric, QPL, Varitronix and V-Tech (Chiu & 

Wong, 2004). Creative Technologies of Singapore and AU Optronics Corporation of Taiwan are other 

examples (Yeung, 2007). This was also the path taken by many medium-size German family firms, or 

Mittelstand (Glouchewitch, 1992; Koblenz, 1999).

OSM as an alternative path

The above discussion suggests that the technological upgrading path and the own brand path 

is not an easy path for small to medium size family firms without the backing of a strong industrial 

policy. It is, therefore, not surprising that many Hong Kong OEM/ODM firms chose other paths. As 

mentioned, some have diversified into non-manufacturing businesses. Others have taken advantage 

of the mainland’s opening up and continued with their OEM models using low cost as the main 

competitive strategy. However, as mainland Chinese entrepreneurs gradually caught up with them 

and as the cost of operating in the mainland escalates, the low cost OEM model is facing increasing 

challenge. 

Amidst an array of adverse factors that the Hong Kong enterprises are facing such as, low 

technological base in product design and development, backward production facilitates, weakening 

cost competitiveness and shrinking profit margin, few OEMs, ODMs or OBMs remain globally 

competitive (Chiu & Wong, 2004). 

Apart from its inherent weaknesses, Hong Kong enterprises are also facing the following formi-

dable challenges primarily exerted from the globalisation and technological forces. 

1 Time-to-market becomes one of the most important competitive pressures.

2 Product life cycles become increasingly shorter because of disruptive technological change, e.g., 

analogue replaced by digital technology (Stalk & Hout, 1990; Schoenberger, 1997). 

3 Low- to medium-value added mass production is no longer seen as core competencies to the 

global lead firms.
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4 Subcontractors to OEMs, especially those in China, have been rapidly upgrading their produc-

tion and R&D capabilities and becoming keen rivals of their contractor-OEMs (Arrunada & 

Vazquez, 2006). 

5 Increasing specialisation in value chain activities by global lead firms in the upstream (R&D) 

and downstream (marketing & distribution) segments of the value chain, leaving much of the 

manufacturing activities to its international strategic partners and supply chain managers (Gereffi 

et al., 2005; Dicken, 2007).

6 Ample outsourcing possibilities enable global firms to concentrate on their core competencies 

and strategic new businesses and to mitigate investment risks associated with market demand 

fluctuations (Yeung, 2007). 

Given such external environment demanding conditions and the weakening internal factors that 

Hong Kong enterprises are situated, apparently it is of their eminent concern to find out which busi-

ness models can sustain their global competitiveness. Unfortunately, none of the traditional business 

models, appears to be promising for Hong Kong enterprises in terms of long-term competitiveness. 

Earlier in this paper, we posited that OSM is the best fit for Hong Kong enterprises. We now discuss 

our justifications of our proposition below.

The main difference between OSM and OIM is on the concept of leveraging. OIM tends to 

own and operate a complete value chain services while OSM usually does not necessary own an 

establishment (e.g., a factory) in a value chain. OSMs, typically with global network, a critical mass 

of sourcing and production management specialists, they strive to forge strategic partnership with 

operators of different segments along the value chain and seamlessly integrate them together as a 

powerful entity to satisfy their buyers’ different needs. 

The leverage concept of OSM is inspired by the philosophy of Tai Chi which Tai emphasizes 

on leveraging the ‘supreme ultimate force’ (best-in-class) and a free flow of Chi (information, raw 

materials, finished products, capital, etc.) through the entire body. 

Table 6 demonstrates how a late mover can actually evade the constraints posed by the inherent 

weaknesses and global technological and market forces and thrive on a new Tai Chi driven OSM 

business model. 
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Table 6 Li & Fung as an OSM 

Industry forces Li & Fung’s strategic propositions Value to customers Implications

Time-to-market The group operates a sourcing 
network of over 10,000 suppliers 
covering over 40 economies across 
North America, Europe and Asia. It 
can better scout for the best-in-class 
operators in all segments of value 
chain.

Compress the lead time 
from product design 
to door-to-door outlet 
delivery.

Shorter lead time 
enables buyer 
responding to customer 
needs and unexpected 
market changes better.

Shorter product life 
cycle

With global sourcing network on 
design houses, the project-based 
R&D sourcing is free from legacy 
burdens, and like Dell, is always 
faster in supplying new designs to 
boost sales and avoid being dragged 
down by the maturity of PLC.

Buyers do not need to 
establish and manage 
a R&D division yet 
can maintain a young 
product portfolio.

Substantial savings 
in investing R&D 
and avoiding risks in 
product development, 
also ease the burden of 
managing the division.

Production 
capability

Global reach for competent 
manufacturers and local presence 
to conduct strict quality assurance 
testing through factory evaluations, 
lab testing, on-site production 
monitoring and multiple inspections.

Hassle free in managing 
production workers and 
schedules.

Capable to identify an 
appropriate OEM to 
suit buyer’s specific 
needs.

Conflicting interest 
between OEM and 
its subcontractors

It has a goodwill of professionalism, 
experience and integrity. Though 90 
years of operations, its earns high 
level of trust and confidence from 
major MNCs.

As it does not own 
any brands, it closely 
monitor the appointed 
OEMs not to compete 
against its buyers. 
Buyers can enjoy ease of 
mind by outsourcing the 
production services to 
the firm. 

The long established 
integrity earns buyers’ 
trust and loyalty.

Specialised 
segment in value 
chain

Teams of product specialists 
focus on each customer segment 
to professionally manage the 
entire supply chain — from 
product design and development, 
through raw material and factory 
sourcing, production planning and 
management, quality assurance 
and export documentation, to 
shipping control. It can be flexible 
to complement buyer organisation’s 
non core or weak segment(s) of 
value chain activities.

Buyers can focus on 
their core competence 
and their overall 
competitiveness can 
be strengthened with 
the seamless support of 
the rest of value chain 
services orchestrated by 
Li & Fung.

The buyers become 
captive by Li & 
Fung’s total solution 
thereby creating a high 
switching cost.
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Risk avoidance of 
MNC in non core 
business 

It explores the world to find 
quality-conscious, cost-effective 
manufacturers in order to provide the 
highest-quality goods, exceptional 
value and reliable, on-time delivery. 
Its tailor-made IT infrastructure 
enables our customers to get 
complete visibility and transparency 
into the flow of their goods, order 
processing and real-time inventory 
tracking.

This end-to-end solution 
minimizes buyer’s risk 
and effort in managing 
with different partners, 
in turn resulting in 
significant cost savings.

Again, this is a one-
stop-shop solution to 
spoil the buyers as 
they can enjoy lower 
risk and less trouble 
in operations and 
administration, all these 
contribute to captivation 
of buyers and raise their 
switching cost.

Table 6 illustrates two key success factors of Li & Fung as an OSM. The first one is the 

competence of leveraging the Tai ‘supreme ultimate force’ through its extensive global network, Li & 

Fung is able to cherry pick the best-in-class operators of different segments of value chain of a given 

industry to suit its customer’s needs. The other side of the success formula of the OSM business 

model is that through an advance global IT network and superior managerial expertise and experi-

ence, the competitive advantages that many Hong Kong enterprises possessed, Li & Fung is able to 

drive the Chi through swiftly moving the information, physical goods, capital and people flow around 

the globe. This Hong Kong based global supply chain manager demonstrates distinctive competence 

in seamlessly connecting chains of supply process with one another to produce superior value to its 

customers and strategic partners. Given the remarkable success that Li & Fung enjoys this Hong 

Kong based enterprise seems to be able to demonstrate an excellent business model to inspire other 

Hong Kong enterprises to capitalise on their home grown competitive advantage. 

Policy implications and suggestions for further research

In the past three decades while Hong Kong’s neighbouring competitors, such as South Korea, 

Taiwan and Singapore hugely benefited from their governments’ strong support in R&D and techno-

logical upgrade in manufacturing process, Hong Kong basically remained stuck in low value-added 

manufacturing activities (Chiu et al., 1997; Tsui-Auch, 1998; Borrus et al., 2000). Table 7 shows the 

remarkable results of those government investments. 
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Table 7  Main science and technology indicators in NIEs and China, 2000 to 2004

R&D as %  
of GDP

R&D expenditure %  
performed by

Total researchers 
full time 

equivalent

Number 
of utility 
patents 
granted

Number 
of utility 

patents per 
1000 FTE 

researchers

2000 2004 Industry Higher 
Education Gov’t 2000 2004 2000–04 2000–04

South 
Korea 2.39 2.85 76.7 9.9 12.1 108,370 156,220 19,010 28.7

Taiwan 2.06 2.56 62.5 12.0 24.9 55,460 72,720 26,705 83.3

Singapore 1.89 2.25 64.4 11.6 23.4 16,740 21,359 1,800 18.9

Hong 
Kong 0.48 0.74 41.0 56.0 2.0 9,149 18,846 1,236 17.7

China 0.90 1.23 66.8 10.2 23.0 695,062 926,252 1,304 0.3

Source: OECD, Main Science and Technology Indicators, 2006 Volume 1, Hong Kong Monthly Digest of Statistics, 

June 2006 as cited in FHKI Report 2007.

In 2004, R&D expenditure performed by the Hong Kong government is only up to 12% of 

Korea’s, 8.0% of Taiwan’s and 8.5% of Singapore’s. The number of total researchers of Hong Kong’s 

is only up to 26% of Korea’s and 16% of Taiwan’s. The number of patents granted, which has an im-

portant indicator of industry design capability, Hong Kong’s number is only 6.5% of Korea’s and 4.6% 

of Taiwan’s. These statistics on R&D and technology largely explains why Hong Kong has seriously 

lagged behind its key competitors in the R&D and technological capability. Given such a wide gap, it 

would be unwise for the Hong Kong enterprises to compete against its neighbouring competitors by 

following their old paths. As a late mover, Hong Kong has to identify its unique strategic propositions 

as illustrated by the case of Li and Fung above. 

While we still believe Hong Kong government has to lavishly increase its budgetary spending to 

strengthen Hong Kong’s R&D capabilities, it is unrealistic to expect that the government can closely 

match up those invested by the governments of Korea or Taiwan or Singapore. Strategically, the SAR 

government should actively forge alliances with mainland China’s R&D centres as the mainland 

government has been much more aggressive by investing billions of dollars in these centres across 

the country and some of them are in the Pearl River Delta close to our factories. Hong Kong can 

support these centres by providing them with well-trained engineers, management knowhow, latest 

business and market knowledge apart from capital. Moreover, the government can support the local 
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OSMs through strengthening global trade financial and insurance services, building infrastructure that 

facilitates the global logistics and telecommunication services. 

As the old saying goes ‘what you measure is what you get.’ As Hong Kong’s higher education 

institutions captured 56% of the R&D funds, and great majority of this funding is coming from tax-

payers, it is the government’s responsibly to establish an effective measure mechanism to ensure the 

outcomes of these R&D investments are actually benefit Hong Kong’s economy. The effectiveness of 

such a mechanism is hinged on sufficient industry sector’s input during its design and implementa-

tion stages instead of solely managed by bureaucrats. Recently, critics have been vocal about the 

research outcomes of public funded research projects were more geared toward satisfying academic 

journals rather than benefiting local industry. They concerned the current phenomenon that university 

management’s performance measure on researchers was primarily based on their academic journal 

publications rather than assessing how much value of the researcher’s project could contribute to the 

industry sector. Consequently, in the past few years, we witnessed the international rankings of many 

local universities were steadily rising yet the R&D capabilities of the local industry had not been cor-

respondingly raised. Apparently, the research funding policy and outcome control mechanism have to 

be reviewed by adding more representation from the industry sector if the government want to see the 

public funds are better invested from the perspective of industrialists and entrepreneurs. 

On further research front, our review of the literature suggests that while previous studies have 

provided some good insights into the evolutionary path of OEM/ODM firms in East Asia, basic 

information about the performance of different business models are lacking. In particular, if we are 

to understand more thoroughly if technological upgrading and own brand models are really worth 

pursuing, further research to answer the following questions should be useful: 

1 Are OBM, OBDM and OIM firms performing better than OEM and ODM firms in the same 

industry over the medium- to long-term at the firm level? To answer this question we need to 

compare the long-term rate of survival and risk-adjusted return of OBM, OBDM and OIM firms 

and those of OEM and ODM firms in the same industry. 

2 Do performances of industries vary with the proportion of OBM, OBDM and OIM firms in the 

industry? Industry performance may be measured by total value-added of all firms in the indus-

try, contribution to GDP and number of workers employed etc. It should be noted that although 

the answers to questions (1) and (2) may be related, they need not be. 

3 Do most of the successful OBM, OBDM and OIM firms began as OEM or ODM firms? If the 

answer is negative, it means that even if the answers to questions (1) and (2) are positive and 

therefore the OBM, OBDM and OIM models should be encouraged, encouraging current OEM 

and ODM firms to upgrade may not be the best strategy. 
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4 What happens to OEM and ODM firms and their controlling shareholders in the long-run?

a What proportion becomes OBM, OBDM, OBEM and OIMs?

b Are they still making good contributions to the economy? 

 This will help us understand if there are viable alternative development paths for OEM and 

ODM firms. Similar to question (3), the answers to questions (4a) and (4b) will inform us as to 

whether upgrading is the best strategy.

Conclusion 

In this paper, we have developed a conceptual framework to characterize an array of business 

models by the scope and nature of value chain activities each engages. From the perspective of 

Asian NIEs with particular reference to the electronics industry, we have also discussed the different 

possible growth paths of OEM and ODM firms and explained the underlying strategic rationales 

for making different moves. From the industry policy front, while we believe, in the long-run, the 

SAR government should substantially increase its investment in upgrading Hong Kong’s research & 

development capabilities and strategically ally with mainland’s key R&D centres, we need to realise 

that we lag behind our neighbouring rivals such as Taiwan and South Korea on such capabilities. 

Apparently, we cannot sit and wait. In the interim, we need to smartly compete against our rivals 

by avoiding head-on competing with their strengths and capitalizing on our traditional strength — 

middleman, go-between role. We argued that OSM, driven with Tai Chi cheery pick-leveraging and 

synergetic integrating concepts, is an advisable business model for Hong Kong enterprises. As a case 

in point, Li & Fung was used to demonstrate how Hong Kong OSM can thrive in an adverse competi-

tive environment and enjoy a late mover advantage. 

Finally, we raised a series of thought-provoking questions to the researchers and these ques-

tions are significant to us but either has not been adequately answered or no empirical study has yet 

conducted. 

From the managerial perspective, we believe this paper has contributed a clear typology on a va-

riety of business models and without a clear definition to all these models will give rise to confusion 

in understanding the meaning of each model. The conceptual framework developed to identify differ-

ent strategic options that entail different strategic trajectories and outcomes should also be useful for 

managers when they need to chart out their business development paths. For Hong Kong enterprises, 

they can consider the OSM concept we advocated instead of just mimicking the prevailing strategies 

pursued by the global lead firms as frequently suggested by many researchers. 
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From the theoretical perspective, this paper contributes two conceptual frameworks which 

can guide future empirical study. The first one is on strategy/business model-conduct-performance 

relationship. The second one is on the model of virtual value chain activities proposed by the OSM 

business model. Though, conceptually, both frameworks are making logical sense to the authors, 

empirical study especially on the causality relationship between different segments of value chain 

activities mix and their resulting outcomes should be a worthy exercise. Apart from the framework 

testing, the four research questions raised at the end of the paper should be both interesting and 

meaningful to explore in the future. 
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