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MATTEL'S STRATEGY AFTER ITS RECALL OF
PRODUCTS MADE IN CHINA

In the summer of 2001, Mattel, the largest toymaker in the US, saw its sales dip sharply when
it recalled its Chinese-made toys several t irnes. The recalls also led to public hearings in the
US Congress. which significantly affected its reputation.

I-ike other toymakers, Mattel had been relocating its production abroad and outsourcing thc
manufacture of parts and components. Ln2007, Mattel produced 65ohof its toys in China.r In
contrast to its competitors, however, Mattel understood the irnportance of quality control in
the process of relocation and outsourcing. In the 1980s, it reversed its earlier strategy of
outsourcing to factories in Asia by owning and operating some plants in Asia for production
of its most popular products.

Nonetheless, the product recalls showed that quality control continued to be an issue. Should
Mattel reassess its strategy for organising production? Should it rely more on in-house
production than outsourcing? Even if it stuck to its outsourcing strategy, quality control was
lnore diff icult to control in developing econornies than in developed ones. Should it revise the
geographical spread of its manufacturing operation? Mattel had a choice between outsourcing
to economies such as China where quality control was a serious issue and outsourcing to rnore
developed countries with better contracting environments.

Global Toy Industry

The value of the worldwide toy market was estirnated at US$67 bil l ion in 2006.r North
America, which made up 36oh of the world market, was the largest toy-consurning region in
the world. At 29%, Europe was the next-largest toy-consuming region. followed by Asia at

'  Banik, P.K.B.A. ( l6 October 2007) "Time fbr a Better Garneplan", Businessline
t NI'D Group (2001) "Toy Market rn the World".

http://wr.vw.toyassociation.orglAM,rl 'emplate.cfm?Section:lndustry__Statistics&TEMPI-A'tE:/CM/ConterrtDrsplal,clrn&CON
l'ENTID=3884 (accessed 2 February 2008)
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24o/o lsee Exhibit l l . For 2007, a60 growth was forecasted for worldwide toy salcs. with
Asia (especially China and lndia) and Latin America (especially Brazll) as the leading rcgions
for growth.3

The global toy industry was fad-driven, high-risk and highly cornpetit ive.* Excluding some
classics such as Barbie, Monopoly and Scrabble, most toys stayed on shelvcs for no lnore
than a year or two. Successful toy concepts were copied rapidly by other toymakers. and toy
sales were highly seasonal, with between 50o% and 60oh of annual sales concentrated around
Christrnas time. The industry was also highly fragrnented. Mattel. the largest toy cornpany in
the world, captured less than 6%o of the global market with its annual turnover o1' [JS$5.65
bi l l ion. '

Because the market demand for toys was driven by children aged 12 and under,'' the toy
industry was challenged by darnpening birth rates in the LJS and northern Europe,t as well as
the trend of "kids getting older younger". The toy industry also faced sti l ' f  cornpetit ion fiom
electronic entertainment such as video games as children switched frorn traditional
entertainment such as toys to electronic entertainment at an increasingly young age.

The market environment had also become increasingly tough, with production costs (ranging
frorn labour costs in developing countries such as China to the price of resin used lor toy
production)* on the rise. In the manufacturing of toys, raw rnaterials cornprised 45oh to 55oh
of the cost, labour 20oh. adrninistrative fees 20oh and transporlation 5oh." Meanwhilc. in the
US-the largest toy-consuming nation in the world, where no more than 4o/o of the world's
children consumed 40% of the world's toys r" -toy sales increasingly took place in
hyperstores such as Wal-Mar1 and Target. These hyperstores were reputable for using their
order volume to drive prices down and even specialty toy chain stores were losing out to thern.
For instance, Toys"R"Us closed a good number of its stores during the rnid-2000s.

As toyrnakers faced increasing pressure from rising production costs and hypcrstorcs
continuing to squeeze prices, the l ikelihood of toymakers compromising on quality increased.
and safety-particularly the safety of children-became a central issue. In 2005. US
emergency rooms treated more than 200,000 injuries that had been caused by toys.rl

Toy Manufacturing Industry in China

US toy companies began outsourcing their production to Japan after the second world war as
the Japanese government designated its toy industry to be an exporl-oriented industry in ordcr

' tb id.
r L,ncyclopediaof American Industries (date unknown)"Games. Toys. and Clrildren's Vehicles". Reference./bt' lJtrsines^s.

http.//www.ref'erencefbrbusiness.com/industries/Miscellaneous-Manufacturing/Gaures-'l 'o-vs-Chrldren-s-Vehicles. html
(accessed 2 February 2008).

i Banrk. P K.B.A. (16 October 2007) "Tirne tbr a Better Gameplan". Bu.sinessline.
" First Research Inc (5 Novernber 2007) "Toy Manufacture".

lrttp:l/www.rnarketresearch com/product/display.asp'?productid:l60l0l 7&SID:52'193531-10605 I 5tl6-45.1,146012 (accesscd 28
"f anuarv 2008)

t .lohnson. E. (2001) "Learning fiom 'foys: Lessons in Marraging Supply Chain Risk liom the ' l 'o-v Industry". Caltfornia
Mtrnagentenr Reviev.43 (3), pp. 106-124.

^ Brrrsh. M. (2004) "Toying with Profits in the Toy Sector", lnt,estorldeus.corn.
http:/irvww.plushcollectible.com/Cornpanies/WildHearVNervs/l 'or-_Sector.asp (accessed 2 February 20011)

" Dongguan Ribao ( l8 Novetnber 2008) "Wanju Chanye Guodong, Zizhu Changye shi Diyi Suiinze".
h !!_p.t,, n rrlr.ncrl s l l l .c:rlrr, clri20() lJ l l 1l 8/cO 4lctr t..r" Archer, M. (28 January 2007) "'Real Toy Story' Reveals Dark Side of Toy Industry". USA Todat,.
http.//www.usatoday.com/money/books/reviews/2007-01-28-toy-usat_x.htrn (accessed 2 Fetrruary 2008)

" Gof dman. A (23 Septernber 2007) "Think Outside Toy Box to Find Hazards". LA Time.;,
http:i/articles.latrrnes.com/2007/sep/23lbusiness/fl-kidrisk23 (accessed 6 AugLrst 2008).
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to earn foreign exchange for the purchasing of food and other irnports.12 Production
outsourcing to other Asian countries such as Korea and ' l 'aiwan followed, with Flong Kong
becoming a major toy manufacturing centre during the 1960s. In the I 980s, upon the opening-
up of the rnainland Chinese economy, manufacturing activit ies in Hong Kong began to shilt
to China and, over the next decade, China slowly established itself as a rnajor toy-
rnanufacturing centre. Between 1992 and 2006, its share of US toy irnporls increased
drarnatically frorn 41oh to 86oA," translating to some US$22.6 bil l ion worlh o1'toys.'*

Guangdong in southern China was a major toy-manufacturing province. where sorne 5,000
factories were responsible for about 80% of China's toy exports.'t A number of factors
accounted for the flourishing of the toy-manufacturing industry in Guangdong. Wagcs were
low and the province enjoyed the geographic advantage of being close to Hor"rg Kong, which
played the role of middleman between Western toy companies and Chinese manuf-acturers.
Though manufacturing activit ies had hollowed out in Hong Kong since the l9B0s, the city
remained a service centre for the toy industry through activit ies such as design. product
development, marketing and packaging."'Geographical advantage and cheap labour aside.
China's long history of toy manufacturing had bred an auxil iary industry that played a crit ical
role in supporting toy manufacturers. This auxil iary industry provided packaging. pigrnent.
specialised plants for different toy-manufacturing materials, and processes lrorn casts,
injection-mould plastic and flurry material to the assernbly of plush toys, enabling toy
manufacturers to respond swiftly to market demand and produce high-quality end products.rT
"This supply chain is very important and the toy products keep changing so fast". said
Lawrence Chen, chairman of the Hong Kong Toys Council. "Without a good supply chain.
it 's almost impossible to continue to make good toys."'* Nonetheless, China's toy industry
focused mostly on material processing, with relatively l i tt le manufacturing of high-technology
toys or value-added products."'

Mattel ,  Inc

History

California-based Mattel was the largest toy company in the world. and its business activit ies
included the design, manufacturing and rnarketing of toys. In 2006, its sales volume
amounted to 800 rnil l ion toys and an annual turnover of US$5.65 bil l ion.2" Its core products
included Barbie fashion dolls, Hot Wheels die-cast vehicles, and F'isher-Price preschool toys.

Mattel was started in California by Harold Matson and Ell iot Flandler in 1945, when they
began producing dollhouse furniture out of a converted garage.t' By 1952, sales had risen to

' '  . lapan External Trade Organization (2005) "Japan's Toy Industry", Market Reports.

_ http:i/www jetro.go.jplen/markeVreport/pdfl2005_05_r pdf (accessed 4 February 2008)
' ' Bapu.jr, H, Bearnish, P W and Laplume, A. (Novernber2007) ""Ioy lnport and Recall Lcvcl . Is Therc a Cotrnection'l". Asia

Pacific Foundation of Canada, Research Reports, http://wwrv.asiapacific.calanalysis/pLrbslpdl-slrrl2007/to;"recalls.pdf
(accessed 28 January 2008)

'u Melrta, M (16 October 2007) "China's Loss, Malaysia's Gain" Mala-vsian Business.
r5 Associated Press (2 Novernber 2007) "PRC Bans Hundreds of ' l 'oy Makers fion Producing Goods''. Tctipei Time.s.

http.//wwu,.taipeitimes.com/News/worldbizlarchivesl2}}l l l l1021200338591 3 (accessed 27 .lanuary 2008).
"' Fiducia Management Consultants (30 October 2003) "ConqLrering China's Consumer Market',) Exarnple: ' l 'oy lndustry".

http.//lvlvw.fiducia-china.corn/Nervs/2003/3010-l353.htrnl(accessed 7 March 2008)

't. lohnson, M E, (August2001) "Seven Questions: China's Total Toy Recall", Foreign Polictt,
http:/iwww.fbreigrrpolicy.corn/story/crns.php?story_id=3960 (accessed 22 December 2007).

'n -foltrkefl, S. (22.lanuary 2008) "lndustry Execs Discuss State of Toy Making in China". Plastic News.
lrttp:l/wwr.v.plsticnews.com/chinaienglish/business/headlines2.htrnl' ltd=1200682751 (accessed 2 February'2008)

'" Asiainlb Daily China News (27 August 2002) "Export of Toys is High, but the Benellt is Lorv".
t" Banik. P K.B A (16 October 2007) "f irne fbr a Better Ganreplan". Businessline
rr For details. see Mattel's Web site. www.mattel.com.
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US$5 mi l l ion and the product l ine included burp guns and musical  toys.22 In 1955. Mattel
made a pioneer ing move. sponsor ing Walt  Disney's Mickey Mouse Club televis ion show
instead of relying on retailers to promote its products. The US$500.000 sponsorship gavc
Mattel access to young potential customers across Arnerica and Mattel 's sales soared quickly.

ln 1959, Mattel introduced a new doll with a full wardrobe and accessories to the rnarkct. Thc
doll, which was named Barbie after Handler's daughter, was an instant hit.I With the success
of the Barbie doll, Mattel became a public company in 1960. Between 1963 and 1965. sales
almost quadrupled frorn U5$26 mi l l ion to more than US$100 rni l l ion.2a The Hot Whecls
miniature cars launched in 1968 were also highly successful and, by the turn of the decade.
Mattel had becorne the number one toy company in the world.

With sales soaring in the toy industry during the rnid-1980s, Mattel became a volume-drivcn
organisation with high overhead and product-development costs.25 It set rnarketing quotas that
it could not meet and money was ploughed into accelerating new-product development to
drive sales.'nAfterthe stock market crash in 1987, retailers pulled back frorn orders and salcs
flattened. Mattel's new chief executive at the time, John Arnerfilan, restructured the cornpany.
keeping Mattel's forecasts conservative to control inventories and refocusing Mattel on core
products. I-le underlook development of new products selectively and cut Mattcl 's worldwide
manufacturing capacity by some 40oh.27 The refocus on core products was a great success.
Barbie's makeover, for instance, saw sales jurnp frorn US$430 rnil l ion in 1987 to US$l
bil l ion in 1992, comprising more than half of the company's sales. Mattel estirnated that95o/o
of girls between the age of three and 1 I in the US owned a Barbie doll at the time.

In the 1990s, Mattel carried out a number of acquisit ions, including Fisher-Price, which
specialised in preschool toys. in 1993 and Tyco, the rnaker of Matchbox cars, in 1991 . It also
attempted to acquire its biggest competitor, US-based Hasbro, but backed down alter it
realised that the purchase would be too costly.

Manufactur ing

Mattel owned and operated 10 manufacturing plants worldwide. Five of them were locatcd in
China, while the remainder were in Indonesia, Malaysia, Thailand and Mexico.t* Mattel 's
own manufacturing facilities covered the manufacture of about half of its prodLrcts,2'' with the
remaining half manufactured through contract factories in Asia, Australia. Europe. I-atin
America and the US.3" Mattel also had about 1,000 licensees, which manufactured specialised
consuffler products such as apparel and software.

Mattel was a pioneer in manufacturing in Asia. The first Barbie doll. which was introduced in
1959, was produced in Japan. Over the years, it had shitted its rnanuf-acturir-rg operation to
different Asian countries in order to take advantage of lower costs. In the 1960s. Mattel
operated four manufacturing facil i t ies in Taiwan. -" In 1981. Mattel 's worldwide

" Ibid..  Funding Universe (date unknown) "Mattel,  Inc."
(-tUrptrtr),1 ! tstrtry,h!ry] (accessed I Decernber 2008).

I l jstttry.ittql (accessed I December 2008)

" Ib id.
tt Matte I, Inc ( I 988) "Annual Report"
ru Ib id.
:t sansweet. S..1. (6 April 1988) "As Toy Industry Changes. Mattel Cuts Product Line and Markerng". Wull Street.Jotu'nul.

'* Srrn, N.Y" ( l0 September 2007) "Mattel Aims to Shore Up Supply Chain". l ' lustic Netrs.
t" Mattel Ihc (16 March 2007) "Mattel 2007 GRI Report",

http://wwlv.rnattel.corn/about_us/Corp_Responsibil ity/MAl'TEL_2007_GRI_REPORT pdf (accessed l5 October 2(X)7)
"' Hoovers (29 January 2008) "Mattel Inc.", Hoovers's Cornpany Records--ln-Depth Records on Mattel.

" []oliday. D. (2005) "Barbie's Taiwanese Homecoming". Reason Online, hffp.//r ' lr l 'rv reason.corn/rrews/shorv/32194 htrnl
(accessed 2 FebrLrary 2008).
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manufacturing capacity was cut by between 40o/o and 50oh as the organisation undcrwent
restructuring. Plants in Taiwan, the Phil ippines and Los Angeles, California were closed-tr as
production was relocated to cheaper Asian countries such as China and lndonesia.i '

Mattel was already outsourcing its production to China before it built i ts own plants there. In
the 1980s, Mattel became increasingly concerned with the country's lax intellectual propcrty
rights and sensitive issues such as labour rights, and decided to build its own plants in China.r'
Its decision to build and operate its own manuf-acturing plarrts was also driven by thc bclicf
that it would be more efficient to manufacture in large factories. By 1987. Mattcl was
producing between l0o/o and 80% of its products in its own fflanufacturing facilities. rnost of
which were located overseas to take advantage of cheaper labour.t'

Despite its decision to build and operate its own factories, Mattel continued to outsource part
of its production. In 1988, following a McKinsey study that recomrnended that Mattel kccp
the production of its core products in-house and outsource the manufacturing of its non-core
products, Mattel created its Vendors Operation Asia ("VOA") division in Hong Kong to
oversee its outsourcing activit ies.'u Overthe next decade, VOA developed a network of about
35 suppliers, most of thern Hong Kong companies with manufacturing plants located in China.
These suppliers offered not only low labour costs but also skil ls and expertise in building
relationships with local Chinese government officials and cutting through the Chinese
government bureaucracy. These suppliers were selected based on their process capabil it ies.
production quality, t ime-to-market abil ity and competit ive pricing, and they covered a wide
range of expertise, from the simple assembly of plush toys to the production of technology
toys such as toy radios.' By 1997,VOA's manufacturing activit ies accounted for about 25%
of Mattel ' r r.uenues.'*

Mattel's strategy was to focus its own manufacturing facilities on the production of core
products such as Barbie dolls, Hot Wheels cars, and cerlain Disney and Fisher-Price product
lines. Manufacturing of short-term products that were subject to fluctuating dernand, such as
characters from movies and television shows, was outsourced.t 'This strategy incrcased its
operational f lexibil i ty, reduced cost and capital commitments, and cushioncd its
manufacturing operation from the boorn-and-bust cycles that characterised the toy industry.

About half of Mattel 's toys were produced in-house, an unusually high proportion compared
to other toyrnakers.a" Mattel reasoned that producing in-house would enable it to respond
more quickly to changing market demand.t' By comparison, Mattel 's rnajor cornpetitor.
Hasbro, outsourced the manufacture of most of its toys. a2 ln 2007, Hasbro owned and
operated only one manufacturing plant the US and one in lreland. with the rest of its

' '  Yoshihaslri. P. (16 February 1988) "Mattel lnc.'s Loss Widens Partly Due to Restructurrng". Wall Street Jottnttl.
tt I ' loliday. D. (2005) "Barbie's Taiwanese Homecomirrg", Reason Online. http.i/u'wlr,.reasorr.corn/ner.i 's/shou'/32l94 html

- 
(accessed 2 February 2008).

'" Barboza, D and Story, L. (26 .luly 2007) "Toymaking in Chirra, Mattel's Way". lr 'tetr York Times.

" steverrson, R.W (20 December 1987) "More Trouble in Toyland", l ' lew YorkTines
t".lohnson, M.E. (2007) "Dual Sourcing Strategies. Operational Hedging and Outsourcing to Reducing Risk in l-orv-Cost

Countries". in [,ee, C.Y. and Lee. H.L. (eds.) Building Supply Chain Ercellence in Enrerging Econonrie.s, Ncui York Springer-

-_ 
Verlag.

" Mattel lnc (27 Pebruary 2006) "Fonn l0-K For Fiscal Year Ended December 3 l, 2005''. http //sec edgar-
onl i r re corn/200610212710001193125-06-039887/Sect ion2.asp (accessed 3l  December 2007)

t'Johnson. M.E (2007) "Dual Sourcirrg Strategies. Operational Hedging and Outsourcing to Reducing Risk irr Lor.r-Cost
Countries", in Lee, C.Y. arrd l-ee, H.L. (eds.) Building Suppllt Chqin Excellence in Emerging Economie.s. Springer-Verlag

'' '  Story, L (2 ALrgust 2007) "Lead Paint Pronrpts Mattel to Recall 967.000 Toys". l{et York Tinres.
Irttp://www.nytirnes.com/2007/08/02lbusirress/02toy.html(accessed l5 October2007)

t"  Ibtd.
' '  Stevenson. R.W. (20 Decetnber 1987) "More Trouble in 'Ioylarrd". New I'ork Time.s.

" Yarn, A Y.K., Chan. M.F S. and Chung. W.W.C. (2007) "Networked Enterprise A Case Str-rd1'of hrplenrenting an
Infbrrnation Network System for Global Product Developrnent' ', Benchntarking. An lnternationctl . lournal.l4 (3). pp 3(r9
386.
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production outsourced.l3 Sirnilar to Mattel, most of its outsourced production was located
China. ln 2007, 65oh of Mattel 's production was done in China.aa

The downside of Mattel 's strategy of outsourcing non-core products was that it gave outside
vendors less incentive because such orders tended to be less stable and the order size smaller.
rnaking it more diff icult for vendors to recoup the fixed cost of production. An altemative was
to outsource the production of its core products and produce new and less-popular products
in-house. Such a strategy would allow Mattel to develop very stable relationships with its
suppliers. It would also give Mattel fftore control over the resolution of the dcsign problerns
and operational issues that arise from manufacturing new products, and boost the
development capabil ity of its in-house manufacturing operation.

Safety Standards

Mattel was fully aware of the perils of manufacturing in developing cour-rtries-whcre safety
measures were often substandard and working conditions were unacceptable to its Western
consulners-and the impact that such issues could have on Mattel 's reputation. In the rnid-
1990s, Mattel and other American toy and garment companies came under crit icism for not
fully protecting the safety and rights of workers who manufactured their products in Asia.a5 In
1996, the rnedia alleged that Mattel had used under-age workers and fbrced thern to work
overtime.*" Chinese law and regulations allowed eight-hour workdays and a 40-hour work
week, plus overlirne of three hours per day and up to 36 hours per month.aT'l 'o protect itself.
Mattel established its Global Manufacturing Principles ("GMPs") the following year.', Mattcl
required both its own production facilities and all its contract manufacturers to cornply with
the GMPs and built regular GMP audits into Mattel 's manufacturing operation. GMp audits
were conducted by the Mattel Independent Monitoring Council ("MIMCO"). which was
composed of external and independent experts. MIMCO was given a free hand in
investigating all of Mattel 's manufacturing plants and payroll and financial data. as wcll as
talking to its factory workers. MIMCO also had the freedorn to publish its f indings without
any censorship by Mattel.ae The GMP code covered standards for wages, working hours. child
labour, product safety and quality, and environmental protection, and it was later adopted by
the International Council of Toy lndustries.

"Mattel realized very early that they were always going to be in the crosshairs of sensitivit ies
about child labour and product safety. and they knew they had to really play it straight", said
M. Eric Johnson, a management professor at Dartmouth University who had visited a nurnber
of Mattel 's plants in China. "Mattel was in China before China was cool, and they learned to
do business there in a good way. They understood the irnporlance of protectirrg their brand.
and they invested."5"

" Reuters Stock (Date Unknown) "Hasbro Cornpany Overview",
http://stocks.us.reuters.com/stocks/fullDescription.asp?rpc=66&syrnbol:l lAS (accessed 9 March 2008)

'" Banik. P K B.A. (16 October 2007) "Tirne for a Better Gameplan". Businessline
" Bannon, L (19 Novernber 1999) "Mattel's Plants in Asia Attract Scrutiny", A.sian Lltall Street Jottrnctl.
'" Barboza. D and Story, t,. (26 july 2007) "Toymaking in China, Mattel's Way". lriety York Time.s.
_ ,uvrvw nytirnes.com/2007/07l26lbusiness/26toy.htrnl (accessed 8 March 2008)

' ' Vertte (Septernber 2004) "Excessive Overtime in Chrnese SLrpplier Factories: Causes, lmpacts. and Recotntlendations lbr
Action". lrttp.//wwr'v verite.org/research/ExcessiveTo2OOvertirn e%o2\ino/o2}Chinese%o20Factories.pdf (accessed 7 October
2008)

'n Iwata, E (27 March 2006) "How Barbie rs Making Business a Little Better". USA Tottalt
'" Setl 't i. S P, Weidenbaum, M.L. and McCleary, P F. (2000) "A Case Study of Inclependent Monitoring of 1 S. Overseas

Production: Mattel Independent Monitoring Council for Global Manufacturing Prrnciples (MIMCO) Audit Report 1999"
Globol Focu.s: An International Journal of Business, Economics qnd Social Policy, http:i/rwvw.icca-
corporateaccountability.org/PDFs/lndependentMonrtoringofuS..MIMCOAuditReportl2-09-99.pdf (accessed 20.lanuary
2008)

'" Barboza, D and Story. L. (26 |uly 2007) "Toymaking in China, Mattel's Way", ,Vev
www.nytimes corn/2007/07l26lbusiness/26toy htrnl (accessed 8 March 2008)
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Cornpared with its peers in the toy industry, Mattel manufactured a high proportion of its toys
in-house to give it more control over the safety of its products. Stringent safety measures were
put in place at the plants to ensure that nothing would go wrong. Toys were pulled ofT the
production line regularly for safety checking and raw rnaterials were tested when thcy werc
delivered to its factories.-'r Vendors were required to use certif ied suppliers for sourcing raw
materials, and those who did not comply were l ikely to lose their contracts with Mattel.

Nonetheless, maintaining safety standards in a country such as China. whcre public health
standards were very different from those in the West, was not easy.52 Faced with rising
production costs and pressure from customers to lower prices, toy manufacturers reduced
costs by evading safety standards. There were cases where toys that had passed saf-cty
inspections were found to be laden with lead afterwards, suggesting the suppliers had
tampered with safety inspections. "ln the last three or f ive years. you've seen labour priccs
more than double, raw rnaterial prices double or triple". said Torn Debrowski. Mattel 's
executive vice-president of worldwide operations, "and I think there's a lot of pressure on
guys that are working at the margin to try to save money".53

Product Recall

In the summer of 2007, Mattel made several recalls of its toys rnade in China due to salbty
reasons. On 2 August, Mattel recalled 1.5 mill ion F'isher-Price toys because of excessively
high lead content in their paint.5a Though the bulk of the affected toys were recalled befbrc
they reached consumers, more than 300,000 affected toys had already been sold.t ' '  Within two
weeks, on l4 August, Mattel announced a global recall of another 436,000 toys due to lead
paint hazards and recalled another 18.2 rnil l ion toys with small rnagnets that could become
detached and easilv swallowed bv children.5"

The substandard toys in both recalls connected with lead paint had been made by Mattel 's
long-tirne suppliers. The first was Lee Der Industrial Co. Ltd ("[,ee Der"). which produced
Fisher-Price infant toys and had worked with Mattel for 15 years.57 The manuf-acturcr
responsible for the second recall, Early Light lndustrial, had been a Mattel partner for 20
years. Crit ics were quick to point out that Mattel had become lax with its close rnanuf-acturing
partners, leaving the regular testing to thern and conducting spot-tests only every three
tnonths.'8 Mattel had 200 employees responsible for ensuring that contractors cornplied with
Mattel's safety standards, but none of thern was stationed on-site, leaving plenty of roorn fbr
things to go wrong. For instance, neither Lee Der nor its subcontractor, I Iong Li, had
purchased the paint used for the manufacturing of the recalled toys frorn Mattel's cerlificd
paint suppliers. Crit ics also pointed out that Mattel 's vigorous vetting of its contractors did
not extend to second-tier subcontractors. and manufacturing orders were subcontracted out

t '  Ib id.
u' A2004 study by Beijing University showed that34ohof young children in China had blood lead levels tlrat erceeded safetl,

statrdards set by the World Health Organization. See. Spencer. J. and Case1,. N (3 August 2007) "Toy Recall Shows
Challerrge China Poses to Partners", Wall Street Journal.http.l lworldflnancial blogspot.contl200T l]8lto1t-recall-shorvs-
challenge-china-poses.html (accessed 2 Mach 2008).

tt Story, L (2 August 2007)"Lead Paint Prornpts Mattel to Recall 967.000 Toy,s". Netv YorkTines.
http://www.nytimes.com/2007l08l}2lbusiness/02toy.htrnl (accesscd I 5 October 2007).

tt Story. l. (28 August2007) "Mattel Shifts into Crisis Mode after Quality Problern", Internstional Herqlcl T-ribune.
lrttp://www.ilrt.corn/articlesl2007 108128/business/rnattel.php (accessed 2 Februarl, 2008).

tt Story, L (2 ALrgust 2007) "Lead Paint Prornpts Mattel to Recall 967,000'l 'oys". Neir York Times,
lrttp://www.nytimes.corn/2007l08l02lbusiness/O2toy.html (accessed I 5 October 2007)

tt ' Mattel, Inc ( I4 August 2007) "One Product Recalled fbr hnpennissible Levels of Lead.
Noverntler 2006 Magnet Recall Expanded", Press Releases, http://wr.rw slrareholder.corn/rnattel/ner.vs/200708 l4-259557 ctln
(accessed 2 February 2008)

tt Story, L (28 AugusI2007) "Mattel Shifts rnto Crisis Mode after Qualitv l 'roblern", International Herald'l-ribtrne.
http.//www.iht.com/articlesl2007 108128/business/mattel.php (accessed 2 February 200ii)

t*  lb id.



09t422C Mattel's Strategy After lts Recall of Products In China

extensively in China.5e E,ven though all contractors had to provide a l ist of the subcontractors
they used so Mattel could visit thern, it was unclear whether the policy was actually being
implernented.

Apology

Mattel produced about 65Yo of its toys in China, and its product recalls raised rnedia attention
regarding the safety of products manufactured in China. In September, Debrowski apologised
to China's product safety official, Li Changiiang. Debrowski said the "vast majority of those
products that were recalled were the result of a design flaw in Mattel 's designs, not through a
manufacturing flaw in China's manufacturers". He also said: "Mattel takes full responsibil i ty
for these recalls and apologizes personally to you. the Chinese peoplc, and all of our
customers who received the toys."t '

Aftermath

In late 2007, following Mattel 's toy recalls, the provincial government of Guangdong
inspected toy factories and suspended or revoked the export l icenses of more than one-third of
the factories because of substandard products.6r Mattel, meanwhile, beefed up product safety
ffleasures. It increased randorn inspections of vendorst'2 and adopted a three-step process fbr
testing paint for lead:n3 paint was tested before it was applied to toys, followed by flrther
testing and sudden inspections. [n addition, every production run was tested before the l'inal
product was shipped.

The Way Forward

Mattel immediately stepped up safety ffreasures afterthe product recalls in late 2001. and the
Chinese govemment also cracked down on toy manufacturers who did not meet safety
standards. The recalls clearly showed the diff iculties of control in outsourcing and
manufacturing in China-despite precautionary measures-and Mattel produced the rnajority
of its products in China. Should Mattel increase the proportion of in-house production, or
should it shift some of its production to other countries, perhaps more-developed countries. to
spread risks?
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t" Dungan, R ( I I February 2008) "Mattel Reiterates Safety Measure", Tolt Netvs Online,
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EXHIBIT 1:  DIFFERENT REGIONS' SHARES IN THE TOY MARKET

Resion Percentage Share
Africa 2%
Asia 24%

Europe 29%
Latin America and Caribbean 7%

Norlh Arnerica 36%
Oceania 2%

Source: The NPD Group (2007) "Toy Markets in the World", Prepared for the Intcrnational
Counci l  of Toy Industry,
www.toyassociation.org/AM/TemplateRedirect.cfm?Templatr/CM/ContentDisplay.cfm&Contc
ntlD:3884 (accessed 22 February 2008).


