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PREFACE

The Conmi ssion on Enterprise, Business Facilitation and Devel opnent at
its first session (Geneva, 20-24 January 1997) recogni zed the need for further
anal ytical work and policy research within UNCTAD on the el enent of enterprise
devel opnent strategies, including an exploration of the possible value as
well as the ways and neans of pronoting and facilitating effective inter-firm
cooperation through clustering, networking and technol ogy partnership, both
domestically and internationally. The Conmission requested that the
secretariat begin analytical work and policy research on this subject with an
overvi ew of work already done.?

Parts | and Il of this paper respond to this request by providing a
brief overview of existing research on clustering, networking and technol ogy
partnershi ps. This review illustrates the lack of analytical and policy-

oriented work on inter-firm cooperation involving firms from devel oping
countries and the limted attention paid to the needs of the enterprise sector
in developing countries and to small and nediumsized enterprises (SMES).

Part 111 endeavours to synthesize sonme policy issues related to the pronotion
of inter-firm cooperation as a neans to foster the development and
conpetitiveness of enterprise. It also identifies a number of other issues

for further exploration and action.

!See UNCTAD, Report of the Conmission on Enterprise, Business
Facilitation and Devel opment on its first session (TD/B/44/2 - TD/ B/ Com 3/4),
annex |, paragraphs 3(ii) and 5.
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I NTRODUCTI ON

Cooperati on between firnms has becone an inportant tool in facing the
pressures of increasing global conpetition, and in enhancing technol ogica
capability and innovativeness. Such cooperation takes place not only between
firms from devel oped countries, but also in the context of North-South and
Sout h-South inter-firmrelations and between firnms |ocated in the same country
as well as those located in different countries. Collaboration anong firns
may al so take a variety of different forns ranging fromstrategic alliances
to technology partnerships, incubators or technology poles’, know edge
net wor ks, I'i censi ng, franchi si ng, and to vertical or hori zonta
subcontracting. Collaboration may involve firms in close proxinmty to each
other, such as those located in growth triangles’, or those which have
clustered in specific locations overtine. Inter-firm collaboration is
undertaken for a nunber of reasons: sharing of know how, joint action,
bui | di ng technol ogi cal capacities, taking advantage of |ocal nmarketing skills,
decentralizing to be closer to local narkets, building user-supplier networks,
and taki ng advantage of know edge spillovers froml ocation-based proximty.
For the purposes of analysis of such inter-firm cooperation activities, this
report takes into consideration three broad categories of such cooperation

clustering, networks and strategic partnerships. Techni cal ly speaki ng,
clustering is a spatial concept and does not automatically inply coll aboration
anong the firms so | ocated. Clustering, however, does appear to have a

positive inpact on enterprise developnent and the role that inter-firm
col l aboration plays in this process needs further study. Networking is nost
often used to describe arns-length interactions between firnms such as sub-
contracting relationships. Many of these are now developing into full-scale
part nerships. Traditional inter-firm relationships, such as |I|icensing
agreenents, are also developing into newer forns of technol ogy partnerships.?
In this paper we differentiate traditional one-way relationships from newer
two-way partnerships, referring to the latter as strategic partnerships.?

Since the 1980s, inter-firm cooperation of all sorts has been rapidly
i ncreasi ng and has been taking place on a basis that is nmore and nore cross-
national in nature. This developnment is partly in response to the enmergence
of "know edge-based production® and to the processes of econonic
liberalization, and gl obalization, accelerated by technol ogi cal advances in
i nformati on and comuni cati on technol ogi es, which in turn have been increasing
the pressures of global conpetition. It is particularly significant in
i ndustrialized countries and advanced devel oping countries. There are,
however, wi de differences in the readiness of enterprises fromthe devel opi ng

countries to face the chall enges of gl obal econonmic integration.4

2See UNCTAD (1995). Technol ogical Capacity-Building and Technol ogy
Par t ner shi p: Field Fi ndi ngs, Country Experi ences and Pr ogr anmes
(UNCTAD/ DST/ 6) ; UNCTAD (1996). Energing Fornms of Technol ogi cal Cooperation
the Case for Technological Partnership (UNCTAD/ DST/13); UNCTAD (1994).
Exchangi ng Experiences of Technol ogy Partnership - the Hel sinki Meeting of
Experts (UNCTAD/ DST/ 15) .

3See Mytelka, L.K (1991). Strategic Partnerships: States, Firns and
International Conpetition, Pinters Publishers Ltd., London

“Dohl man, E. and Hal ver son- Quevedo, R (1997). "d obalization and
Devel opnent”, The CECD Observer, No. 204, pp. 36-39.



Enterprise clusters, networks and strategic partnering do not take
place in a policy or institutional vacuum The process is brought about and
nmedi ated partly by the operation of powerful, in-built nechanisnms in product
and factor markets. Partly it consists of wde-ranging functional and
sel ective assistance, steerage and nudging conming over tinme fromdeliberate
econom ¢ and social policy. Indeed, various conmponents of such government
intervention are sequenced to unleash as well as strengthen market forces.

I. Patterns of inter-firm cooperation
A Clustering

Clusters and agglomerates of firms may or may not involve fornal
partnershi ps between spatially proximate firms. They are thought to facilitate
access to externalities/public goods such as water, electricity, and the right
ki nd of [|abour force. O her positive effects of clustering include
"enul ation", "tacit know edge transfer"” and | ower transaction costs as trust
builds up and/or through the ease of transaction that comes from "socia
proximty".® A cluster, grouping a nunber of snmall enterprises, can have two
organi zati onal objectives. The first is a geographical one, having a cluster
of enterprises within close proximty which facilitates the production
process, especially in cases where the firnms are producing the same goods,
allowing for a strategy of |abour division. The second objective and possible
end-result of this cooperation is that firns producing the sane goods and
clustered together may now conpete with larger enterprises, for exanple, in
a consortium dusters characterized by this division of | abour can be defined
as industrial districts. It is possible to describe industrial districts as
locally coordinated and well-articulated economc systens, normal |y
specializing in one product, which is characterized by the division of duties
between firns with the firns gaining all the benefits and econom es of spati al
aggl oneration.® A critical element in the continued growth and innovativeness
of enterprises in industrial districts are policies and programes devel oped
and/ or pronmoted by |ocal governnents.’

See: Mal nberg, A. and Maskell, P. (1996). "Proxinmity Institutions and
Learning - Towards an Explanation of Regional Specialization and Industry
Aggl onmer ati on". Paper presented at the First Meeting on "Learning and
Embeddedness: Evolving Transnational Firm Strategies in Europe", Durham
Uni ted Kingdom 28-29 June; Saxenian, A (1994). Regi onal Advantage. Culture
and Conpetition in Silicon Valley and Route 128. Canbridge, MA and London,
Harvard, University Press; Scott, A J. and Storper, M (1992). "Regional
Devel opment Reconsi dered” in Erneste, N.F. and Meier, V. (eds.), Regional
Devel opnent and Contenporary Industrial Response, London: Bel Haven.

®Porter, MF. (1990). "The Conpetitive Advantage of Nations", Macnillan
London and Basingstoke, p. 203. See also Pyke, F., Becattini, G and
Sengenberger, W (1990). "Industrial Districts and Inter-firm Cooperation in
I[taly”, I1LO Publications, London; and UNCTAD, "Technol ogical Dynamism in
Industrial Districts: An Alternative Approach to Industrialization in
Devel opi ng Countries?" Papers and Synthesis of Discussions of a Symposium on
Industrial Districts and Technol ogy (UNCTAD/ | TD/ TEC/ 11).

'Piore, MD. and Sabel, UF. (1984). The Second Industrial Divide:
Possibilities for Prosperity, New York, Basic Books.
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Clusters are sector specific (vertical specialization) or nmarket
specific (horizontal specialization). A sector-specific industrial cluster
i nvol ves cooperation between vertically specialized firns, e.g., collaboration
bet ween smal | firms, or subcontracting between small and large firms.
Hori zontal specialization involves collaboration between snmall firns in order
to nmeet the denands of a large order. The narket-specific cluster groups
traders and small-scale producers in a central place, allowing themto co-
locate nainly to exploit aggloneration econom es, and attract nore custoners.
In both cases collective efficiency,® e.g., interns of a najor notivation for
conpani es to work together, concentration on critical conpetencies, obtaining
ownershi p and internalization advantages and exploiting | ocati onal advantages
and synergi es may be achi eved, for exanple by reducing transaction costs with
cust oners.

While such clusters (industrial districts) are nmainly formed w t hout
governnent intervention, in many cases governnents have intervened to foster
and sustain themin order to realize the aggloneration effects and build up
conpetitiveness and the technol ogical capabilities of their domestic firns.

B. Net wor ki ng

Net wor ki ng nost often is used to describe arns-length interactions
between firnms. The term describes both international and national production
as well as distribution networks; it includes interaction across a val ue chain
wi t hout the necessity of having either formal links or equity participation
and does not require proximty. Both networks of small firnms and international
producti on networks organi zed through subcontracting and/or foreign direct
i nvestnment (FDI) by transnational corporations (TNCs) are included in this
category. Wile they do involve transaction costs, networks enable firms to
share risks and costs and to access narkets. Anticipated reduction in
production costs as well as considerations of market penetration and market
power are key elenents in the firm s decisional matrix. Net wor ki ng | i nks
smal |, medium and | arge enterprises by an exchange of information (for exanple
of a technol ogical or marketing nature), conmercial relationships (between
suppliers and custoners) and conpetition relationships, in order to devel op
a responsi ve organi zation or production system The main characteristic of a
network is that it does not require geographical proximty to be efficient:
it can link firns whose activities are around the world.

Net wor ki ng as a neans for firms to hel p and support thensel ves is based
on the idea that contracts and cooperation with other firns are a benefici al
way for them to overcome problens and that external |inks or sonme form of
brokerage could facilitate this nutual process.® Joint projects that follow
a networking approach can create a new set of products, gain access to new

8Schmitz, H (1997). Collective Efficiency and Increasing Returns,
March, |1 DS Working Paper 50.

°See, for exanple, Amin, A and Thomas, D. (1996). "The Negoti ated

Econony: State and Civic Institutions in Denmark”, in Economy and Society,
vol. 25, No. 2, My, pp. 255-280; Ml nberg, A and Maskell, P. (1996).
Proximty, institutions and |earning - Toward an explanation of regiona

speci alization and industry agglomeration. Paper presented at the first
wor kshop on "Learning and Enbeddedness: Evolving transnational firns
strategies in Europe", Durham UK, 28-29 June.



markets or to the devel opment of new productive processes, which a firm my
not have been able to achieve on its own. Three kinds of networks have been
observed: horizontal ones (for sharing of the R and D burden, the costs of
expensi ve equi pment) which are ained at the conception of a new project, or
the | aunching of sone activity, and the vertical ones which are ainmed at
finding conplenentary activities in the developnment of a new product, and
finally the know edge networks, which are associations "geared to solving a
common probl em or exchange technol ogy or nmarket information".?

In recent years, both in the econony and in policy-making, the inter-
firm networking phenonenon is becoming nore promnent. The structure of the
economy may in fact have becone increasingly network [like." The
di stinguishing mark of the large technical systens that have devel oped in the
fields of transport and tel ecommuni cations, in water and in energy provision,
is their network character. These networks produce collective goods for
i nstance through cooperation in R and D, training and information sharing.*

Local systens of small and nedi um sized enterprises (SMEs) have al so
been defined as a grouping of firns specialized in various conplenmentary
functions, interacting and collaborating by pooling services, training,
technol ogy diffusion and export-pronotion anong thensel ves. They can be
formal and informal networks providing services and markets. A very
conpetitive environment can be created characterized by skilful [abour,
education attainnment, ability of adequate supplies of sites, finance and the
exi stence of informal relations and, finally, transaction based on trust and
convention. The network system nakes possi bl e econom es of scal e but above all
it is considered as a system of |earning and organizing that arises through
i nt erdependence and nutual exchange between firns.

©Arzeni, S. and Pellegrin, J.P. (1997). "Entrepreneurship and |oca
devel opnent”, The OECD Observer, February-March, pp. 27-29

"Hol l'ingsworth, R.J. (1990). "The governance of Anerican manufacturing
sectors: the logic of coordination and control”. MPIFG Di scussion Paper 90/ 4.
K-1n: Max-Planck-Institut fir Cesellschaftsforchung”

“Mayntz, R (1993). p. 4. "Mdernization and the logic of
I nterorgani zati onal Networks. Know edge and Policy", in The Internationa
Journal of Know edge Transfer and Utilization, Spring, vol. 6, No. 1. pp. 3-
16.

Bl bi d.



Box 1

Networking in Africa

In Africa, industrialization to date has occurred in three nain
fashions. One of these evolved around public-sector enterprises and
subsidiaries of multinational corporations. A second form has taken pl ace
t hrough the increased sophistication of small and m cro-enterprises of an
"informal” form Promnent differences in capital investnment, technol ogical
refinement and degree of operation have devel oped between the sectors, which
have energed through each of these fornms of industrialization. Third, an
i nternmedi ate sector has evol ved through either gradual nmechani sm of snal
enterprises or efforts of private entrepreneurs who have initiated smal
manuf acturing enterprises, which are partially or fully nechanized fromthe
outset. These internediate enterprises are nost often flexibly organi zed and
are segnments of extrenely adaptable enterprise networks. Often the capacity
of local producers of tools and machinery to provide appropriate equi pnent
to small and nediumsized firms depends on |ocal social networks, which
devel op through cooperation anong firnms as well as the acquisition of
techni cal experience and skills. This phenonenon has been observed, for
exanple, in the light engineering sector in the region near Accra, Ghana.

Sources: van Dijk, MP. and Rabellotti, R "Clusters and Networks as
Sources of Cooperation and Technology Diffusion for Snmall Enterprises in
Devel opi ng Countries"” (1997) and Sverrisson, A, "Enterprise Networks in
Technol ogi cal Change; Aspects of Light Engineering and Metal -Working in
Accra". Both in van Dijk, MP. and Rabellotti, R Enterprise Custers and
Net wor ks in Devel opi ng Countries, London, 1997, Frank Cass.

C. Strategi c partnerships

Though there is no single definition for strategic alliances or
interfirmtechnol ogy cooperation agreenents, ' when characterizing themit is
usually stressed that (a) they are two-way rel ationships focused on joint
knowl edge production and sharing as opposed to a one-way transfer of
technol ogy; (b) they tend to be contractual in nature with little or no equity
i nvol venent by the participants and when such partnerships include an equity
arrangenment, the intent is less to exercise managenent control than it is to
hel p finance the partner firms share of joint R and D activities; and (c)
they are part of the longer-term planning activity of the firmrather than

“For exanple, Mwery, D. C (1992). "International Collaborative
Ventures and US Firns’ Technol ogy Strategies”, in O Ganstrand, L. H Kanson
and S. §jolander (eds.), Technol ogy Managenent and |nternational Business:
Internationalization of R& and Technol ogy. John Wley & Sons Ltd. Sussex,
United Kingdom pp. 209-249; Teece, D. J. (1992). "Conpetition, Cooperation
and I nnovati on: O ganizational Arrangenents for Regi nes of Rapid Technol ogi ca
Progress", in Journal of Econonic Behaviour and Organi zation, vol. 18, pp. 1-
25 and Vonortas, N. S. and Safioleas, S. P. (1997). "Strategic Alliances in
I nformati on Technol ogy and Devel opi ng Country Firms: Recent Evidence", World
Devel opnent, vol. 25, No. 5, pp. 657-680"



sinmply an opportunistic response to short-term financial gain.*® Strategic
partnerships are not about the statics of allocative choices but about the
dynam cs of innovation and conpetition. Alliances are regarded as strategic
when they seek to inprove the future conpetitive position of the firm |In the
majority of cases, particularly when it concerns firms from devel oped
countries, strategic partnerships involve Rand D, though this is not the only
subject of collaborative activity and production and marketing becom ng
increasingly prominent. The majority of studies on inter-firm cooperation
pl ace great enphasis on technol ogy generation. '

Inter-firmagreenents taking the formof strategic partnerships, with
or without equity exist at all stages in the value chain fromR and D to
production to narketing/distribution. Traditionally such agreenents were one-
way - as in licensing agreements or franchising. More recently two-way
partnershi ps have al so energed. They are designated "two-way" because they
i nvol ve know edge production and sharing as in R and D partnerships or
nodul ari zed producti on where those produci ng the nodul es share in the design
of conponent parts of the final product or joint nmarketing. Partnerships of
this sort involve risk and cost sharing and consi derations of market access
and power. They also inmply nmutuality - in the sense that beneficent
contributions emanate from both partners, neaning that they have sonething
inmportant to offer to each other. They have the advantage of ensuring greater
flexibility to respond to change and stinul ate innovation through interaction.

PMwtelka, L. K (1991). "Introduction", in Mtelka, L.K (ed.),
Strategic Partnerships and the World Econony, London, Pinter Publishers, p
1-2.

%0 Doherty, D. (1990). "Strategic Alliances - an SME and Smal | Country
Per spective", Science and Public Policy, vol. 17, No. 5., pp. 303-310. See
al so, for exanple, UNCTAD s work on technol ogy partnership: (UNCTAD/ DST/ 13)
Emerging Forms of Technol ogical Cooperation: The Case for Technol ogy
Partnership, and (UNCTAD/ DST/15) Exchanging Experiences of Technol ogy
Partnership. The Hel sinki Meeting of Experts.
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Table 1

Taxonony of

inter-firm agreenments

R and D

Pr oducti on

Di stribution

One- way
rel ati onshi ps

i censing;
cross-1licensing;
early efforts to
conmerci ali ze
public sector

sub-contracting
origi na

equi pnent
manuf act uri ng;
acqui sition;

franchi si ng

R and D. j oint ventures.
Two- way R and D co- producti on; joint marketing;
part nershi ps consorti a; use of common syst em products;
cust oner - component s; st andar di zati on
suppl i er nmodul ari zati on; of interfaces.
net wor ks; joint venture;
inter-firm new forns of

t echnol ogy
col | aborati on
agreenents;
uni versity-

i ndustry
partnership.
M/tel ka, L.K (1993). "Strategic alliances”, in:
Canada anmpong Nations 1993-1994: d oba

subcontracting.

C.J. Maule and F. O
Jeopardy (Ottawa,

Sour ce
Hanmpson (eds.),

Carleton University Press), pp. 106-130; here: p. 1009.
Cross-border inter-firm cooperation involving joint ventures,
i censing, subcontracting, franchising, marketing, manufacturing, R and D and

expl oration agreenents have increased from1,760 in 1990 to 4,600 in 1995. "
Wil e nost of these agreenents involved firms fromthe European Union, Japan
and the United States, firns from devel oping countries have increasingly
becone involved with a nunber of new agreenents involving their participation,
increasing from440 in 1990 to 2,120 in 1994, falling to 560 in 1995.® As far
as strategic R and D partnerships are concerned, their share increased from
3%in 1989 to 13%in 1995. %

The available evidence indicates that the majority of strategic
partnershi p agreements were concl uded between conpanies from the devel oped
countries with nore than a half of the agreements being concluded between
firms based in the sanme country. A great part of all these agreements -

YEven by excluding strategic R and D partnerships; see: UNCTAD, World
I nvest ment Report 1997, Ceneva: United Nations Publications, 1997, p. 12. This
information is based on data by IFR Securities Data Conpany and J. H

Haagedorn, (1996). "Trends and patterns in strategic technol ogy partnering
since the early seventies", Review of Industrial Organization, 11, pp. 601-
616.

BUNCTAD, World Investnent Report 1997, p. 12.

8 i d. p. 14.
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according to some sources about one half - are concentrated in the information
t echnol ogy sector with the rest mainly found in biotechnol ogy, new materials
and autonpobile industry (see Box 2).

Box 2

Strategic alliances in information technol ogy invol ving devel opi ng
country partners

Using the information technol ogy strategic alliances (I TSA) data
base which records publicly announced inter-firmalliances in informtion
technol ogy (I T) around the world, N cholas et al. (1997) found that 2,301
of those records involved at | east one partner from a devel opi ng country
or an economy in transition which represents about 10% of the total
records over the period 1984-1994 (increasing from6%in 1988 to 12.8%
of total alliances in the IT sector in 1994). R and D agreenents
i nvol vi ng devel opi ng country firnms doubled in 1989-1990 and doubl ed again
in 1993-1994, reflecting the capacity of developing countries in the
devel opnent of new technologies. The sanme source found that the
significant rate of growth in inter-firm alliances in IT during the
period 1984-1994 were surpassed by rates of growth of alliances involving
devel opi ng country partners. The non-technol ogy partnerships, involving
only marketing and distribution remained at |ow |l evels, not exceeding 25%
of the total since 1988. On the other hand, 75% of the alliances with
devel oping country firmparticipation had explicit technol ogi cal content.
Among other non-OECD countries that nostly participated in these
alliances are NICs and transition econom es. *

What requires further exam nation is the extent to which different
nodalities of inter-firm cooperation have contributed to technol ogy
capaci ty-buil ding, pronotion of innovation, enterprise devel opnment and
i ncreased conpetitiveness of developing countries and transition
econom es.

*Source: N cholas, S., Vonortas, N. S. and Stratos P. Safiol eas (1997).
"Strategic Alliances in Information Technol ogy and Devel opi ng Country
Firms: Recent Evidence" in Wrld Devel opment, vol. 25, No. 5.

I n biotechnol ogy | arge pharnmaceutical conpanies have entered into a
substanti al nunber  of cooperative agreenents wth small dedi cat ed
bi ot echnol ogy firms through minority share holdings, R and D contracts and
i censing agreenents. In information technol ogies, on the other hand,
uni di rectional technology flowis the second nost popul ar form of cooperation,
largely due to second-sourcing agreenents. In the production of new
materials, joint ventures, unidirectional technology flow and joint R and D
each account for about 25% of the total agreenents.?®

Inter-firm agreements involving firns from devel opi ng countries are

®Hagedoorn, J. and Schakenraad, J. (1990) "Inter-firm Partnerships and
Cooperative Strategies in Core Technol ogies” in Freeman, C. and Soete, L.
(eds.), Perspectives in Industrial Econom cs, Kl uwer, Dordrecht.
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primarily contractual in nature; joint ventures, and equity investnents are
the predomi nant forns of these alliances. The little research currently
avai | abl e suggests that some firnms from devel oping countries have gained
significant benefits fromthese strategic partnerships not only in terns of
accessing nore advanced technol ogi es, but also by acquiring the capacity to
devel op such technologies on their own. The firnms from industrialized
countries entering into such partnerships appear to do so in order to gain
access to markets, |owcost production sites and even |ow cost technol ogy
devel opnent sites in the developing world, and also to spead the costs and
ri sks of innovation.#

The data in table 2 show that the East Asian firnms have been
particularly active in entering into alliances in the field of information
technol ogy. Asian firms (excluding the Asian republics of the forner Sovi et
Uni on) accounted for 61.6%of the total for firns of devel oping countries and
transitional economies. Firns in Eastern Europe and the former Soviet Union
accounted for 21.2% Latin American firns for 15.5%and African firns for 0.2%
of the total of alliances I|isted.?

ZNi cholas, S., Vonortas, N. S. and Safioleas, S. P. (1997). “Strategic
Alliances in Information Technol ogy and Devel oping Country Firnms: Recent
Evi dence”, World Devel opnent, vol. 25, No. 5, pp. 657-680.

Zpfrican firnms including South Africa accounted for 1.2%
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Table 2

Strategic alliances in information technology (I T) - participation of
devel opi ng countries and transitional econom es (1984-1994)

Country Number
Former Sovi et republics 294
Peopl e' s Republic of China 270
Hong Kong 247
Republic of Korea 239
Tai wan Provi nce of China 179
Mexi co 165
Si ngapor e 158
I ndi a 105
| srael 105
Hungary 80
Br azi | 80
Pol and [

74
Thai | and 60

. 49

Mal aysi a 45
Czech Republic 42
Ot her Latin American* 38
Argentina

33
Turkgy ' 33
Phi | i ppi nes 31
I ndonesi a 27
Chile 26
Africa 23
Saudi Arabi a 20
Venezuel a 17
Bul gari a 16
Ot her Eastern European* 14
Col onbi a 13
Vi et - Nam 10
Romani a 7
Egypt S
Paki st an 5
South Africa 4
I ran 3
United Arab Emirates (UAE) 2
Iraq 1
Jor dan 1
Al bani a
Cyprus
Tot al 2,598

Source: | TSA database as given in N cholas, Vonortas and Safiol eas (1997), p.
663, op. cit.

* Countries of the region which have not been listed individually in this
t abl e.
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I1. Inplications of inter-firmcooperation for conpetitiveness and
t echnol ogi cal capacity-building

This section deals with the nerits of clustering, networking and
partnering. Taking a devel opnent perspective, it focuses on the contribution
to strengthening technol ogical capacity-building, pronoting innovation and
i mproving enterprise devel opnent and conpetitiveness.

One of the nost inportant factors notivating conpanies to enter
cooperation arrangenents with other conpani es has been the prospect of being
able to innovate and thereby strengthen the conpany’s conpetitive potenti al
Inter-firmcooperation increases the adaptability of entrepreneurs to changing
condi tions which, in turn, is one of the major factors in the adjustnment of
econom es to a new conpetitive environnent.? Innovation and technol ogica
capacity-building are key issues behind the trend toward inter-firm
cooperation.

In the context of this report, innovation is understood broadly as the
ability to adjust, to introduce new technical processes and organi zationa
i mprovenents; it is essential for the survival of any social and economc
system Innovation is profoundly affecting technol ogi cal conpetitiveness in
virtually every branch of the world econony. Most industrialized countries
have gone to great lengths in their efforts to develop industrial and
technol ogy policies that enable their enterprises to maintain a conpetitive
edge. Many devel oping countries are trying to follow a simlar path within
their respective financial and infra-structural set-ups and often limted
resources. Sone of these, such as the newy industrializing countries of the
Asi a/ Pacific region, have already done so with great success. However, many
others still struggle to put in place a strategy that is feasible,
sust ai nabl e, and pronotes enterprise devel opnent. At the same tinme, econom es
in transition are seeking ways of restructuring their innovation system
agai nst the background of privatization and a |ack of exposure to market
mechani sns and international conpetition. In this context, technol ogica
capaci ty-buil ding including the devel opnment of hunan resources, organizations,
institutions and the technol ogies thenselves, is a nmajor prerequisite for
increasing enterprises’ productivity and for countries to conpete on
i nternational markets.

Clearly the nerits of partnering will not be the sanme for all countries
and enterprises. The benefits of inter-firmcooperation will depend on, inter
alia, contextual factors, such as specific local, social, cultural factors,
policy elenments and the general devel opnent of the enterprise sector in the
respective country. Recent research has found, however, that "the presence
of strong inter-firm production relations, the presence of active business
associ ations and occasionally strong support by the state generally has a
positive association with growh dynamism A strong sociocultural mlieu can

Bparzeni, S., Pellegrin, J. P. (1997). "Entrepreneurship and | ocal
devel opnent”, OECD Cbserver No. 204; Caudio Ci borra (1991). "Alliances as
Learning Experinments: Cooperation, Conpetition and Change in High-Tech
Industries”, p. 11, in Mytelka, L.K (1991), Strategic Partnerships: States,
Firms and I nternational Conpetition, op. cit.
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be of further help...".* Yet, while there are nore and nore cases supporting
this observation, there is still an absence of wuniform and quantifiable
measures that could be applied to all cases.

A Clustering

Clustering becones inportant because it could facilitate specialization
and gradual investnent in small steps. Producers do not have to acquire
equi pnent for the entire production process, they can concentrate on
particul ar stages |eaving other stages to other entrepreneurs. Specialized
wor kshops which can repair and upgrade existing machinery are of further help
in the production process; where specialized suppliers of raw materials and
conponents are close by, there is also |l ess need for |arge inventories which
are costly to maintain.

Once a cluster is formed, the whole group of firns could becone
mutual |y supporting, with benefits flow ng forward and backward. Aggressive
conpetition in one industry tends to spread to others in the cluster, through
the exercise of bargaining power, spin-offs, and diversification by
established firms. Entry of other firns into the cluster spurs upgradi ng of
the industry by stinulating diversity in R and D approaches and providing a
means for introducing new strategies and skills. The diffusion of informtion
and innovations is accelerated through suppliers or custonmers who have
contact with nmultiple conpetitors, and the interconnections devel oped within
the cluster lead to perceiving new ways of conpeting and new opportunities.?
As a recent analysis of the Danish wooden furniture industry concluded
"...proximty matters. An individual econonmic activity is enbedded in a
networ ked structure of customers, suppliers, conpetitors and institutions.
This very structure provides both the pressure and the enabling resources for
know edge upgrading and innovations defined in a broad sense. Pr oduct
i nnovations, new forms of organization or new skills are arrived at in
interactive processes w thin such industrial systens".?®

Some clusters have succeeded to establish/insert thenselves into
mar keti ng channels and to develop a capacity to respond to changes. Denands
of new custoners are higher in terns of standards, nature of products and
delivery. "If local institutions (private and public) are strong, clusters can
move into new market niches, extend the span of their activities within the
commodity chain or develop new links to final nmarkets".? As clusters devel op,
they increasingly attract resources in the econonmy and away fromindustries

#Nadvi, K. and Schmitz, H (1994). “Industrial Clusters in Less
Devel oped Countries: Review of Experiences and Research Agenda", Institute of
Devel oprment Studi es, Discussion Paper 339; January, p. 53. See also IDS
Policy Briefing, Issue 10, April 1997.

BIn M E. Porter’s view, people and ideas conbine in new ways, and
Silicon Valley provides a good exanple of the effects of clusters. Porter, M
E. (1990), p. 151.

®Mal mberg and Maskell, op.cit. p. 21.

ZHumphrey J., Schmitz H., (1996). "The triple C Approach to Local
I ndustrial Policy", World Devel opnent, vol. 24, No. 12, pp. 1859-1877.
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whi ch do not deploy these as productively. Utimtely, national conpetitive
advant age would reside as nuch at the level of the cluster as it does in
i ndi vidual industries; this may have inportant inplications for governnment and
enterprise strategies.?

Box 3

The diversity and conplexity of experiences with clusters

In recent years, the notion of clustering has been subject to a
nunber of studies and nuch debate. Although extensive case studies
descri bing the enmergence of clusters at very different national and regi ona
| evel s have brought the concept of clustering closer to decision-makers and
entrepreneurs, often underlining its attractive and applicable patterns,
there is still no preset formula for a successful cluster

The increased popularity of clusters is nainly due to the results in
i ncreased performance, their contribution to collective efficiency and,
ultimately, their facilitation in accessing international markets. Many
clusters have proved to be successful, and are considered possi bl e nodel s
for potential clusters in developing countries. The Italian clusters are
much cited. So are the Brazilian ones, concentrating on the footwear
i ndustry, and whi ch have nade Brazil today a maj or shoe exporter. Pakistan
is a |l eading manufacturer of surgical instruments thanks to clusters in the
Si al kot region. Clusters in Grana and Nigeria al so show success.

However, these clusters do not all follow the sanme production
techni ques, nor the sane strategies, and they clearly do not represent
nmet hodol ogi cal | y conparabl e experi ences, nor have they evolved in conparabl e
contexts. Different industries in such clusters, therefore, do not
necessarily share the same degree of collective efficiency and conparative
advant age derived from cooperation

Source: Van Dijk, M P. and Rabellotti, R (eds.) (1997) "Enterprise
Clusters and Networks in Developing Countries" Frank Cass, London in
association with The European Association of Devel opnment Research and
Training Institutes (EADI), Geneva, and UNCTAD (1994). "Technol ogica
Dynam sm in I ndustri al Districts: An Al ternative Appr oach to
Industrializaiton in Devel oping Countries? (UNCTAD/ I TD/ TEC/11). See al so
Nadvi, K And Schmitz, H "Industrial clusters in | ess devel oped countries:
revi ew of experiences and research agenda”, |DS Di scussion paper, No. 339.

B. Net wor ki ng

A characteristic of a production system based on networking
particularly between clients and suppliers is its flexibility, which not only
enhances product characteristics but nay al so reduce production costs. There
is enphasis on better quality with total quality-control procedures and on
reducing inventory costs wth just-in-time production organization
Producti on depends on custoner orders: the systemnust be able to give a rapid

®porter, M E. (1990), p. 152
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response to denand. It inplies a new | abour organi zation: flexible work teans,
which are able to performa higher nunber of tasks and are organized in small
production cells, with a flatter hierarchical structure. The growth of small,
i ndependent, but interdependent firnms has proven a vital elenment in the
adj ustnent of economies to a new conpetitive environnment. The creation of
networks of firnms responds to the idea that contacts and cooperation wth
other firms may be a way for a small or mediumsized enterprise to solve its
problenms and that this nutual |earning process could be facilitated by sone
kind of external assistance and brokerage. Net wor ks, for exanple, could
regroup simlar SMEs which aimat exporting their goods or occupying a new
mar ket, or they could share the R and D burden. O her networks consist of
different firns from different sectors, ainmng to find conplenentary
activities in the devel opment of a new product. A third type consists of
associations geared to solving a comopn problem or exchange technol ogy
i nformation. #

The efficiency of networking is allowed by sinultaneous cooperation and
conpetition which bring about rapid spread of ideas and inprovenent of
performance. Networking is based on constraints and advantages: all nenbers
shoul d be able to meet new standards energi ng from cooperation, in other words
to incorporate new technol ogy, resolve conmercialization problens and invest
in human resources. Concerning advantages, firnms participating in a network
can benefit from enul ati on and exchange of information.

C. Inter-firm agreenents including strategic partnerships in R and D

So far, the analysis of experiences with inter-firm cooperation has
concentrated on partnerships anmong firnms in devel oped countri es. However
recent evidence suggests that a nunber of inter-firm agreements are of
i mportance to devel opi ng countries. Two kinds m ght be highlighted: (a) those
related to the objectives of cost reduction; in this respect, it may be
advant ageous for a firm from a devel oped country to find a partner in a
devel oping country when the product cycle is already at a well-devel oped
stage. Such an alliance may take the formof a |inkage with the conmponents
suppliers, which may be nore or less stable and of a long-term nature
Subcontracting, original equipnment manufacturing (OCEM and second-sourcing
agreenents with a variety of input suppliers are possible exanples; (b) those
rel ated to product devel opnent for "niche" markets.?* A product devel opnent
alliance, directed towards the creation of a "niche" market, nay represent a
mutual ly interesting strategy since it is not a zero-sumgane; this is because
new products attract new custoners w thout threatening existing custoner
bases. New product devel opnent adds branches to the underlying cycle of a
product class, and increases overall industry profits. An additional advantage
is the fact that exploiting "niches" in the domestic nmarket may provide a
possibility of learning with regard to the devel opnment of new products that
becone internationally conpetitive in due course.?*

®Arzeni S., Pellegrin J.P., 1997, op. cit.

30I\/bdy, A. (1989). "Changing Firm Boundaries: Analysis of Technol ogy-
sharing Alliances”, Industry and Energy Sharing, Departnment Wbrking Paper,
I ndustry series paper, Wrld Bank, No. 3, Washington, D.C

SIUNCTAD (1996). Energing Fornms of Technol ogi cal Cooperation: the Case
for Technol ogy Partnership (UNCTAD/ DST/ 13).
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Q her fornms of inter-firmcollaboration include joint ventures, joint
research and devel opnent or co-devel opnents, subcontracting, parts and
conmponent supplier networks, OEM and consortia. Sone cases suggesting
benefits that devel oping country firnms might obtain through partnering are
present ed bel ow.

The exanple of a North-South joint venture in box 4 shows that there
has been a gradual |earning process and that, through the setting up of a
product devel opnment centre, not only training, but the opportunity for
i nnovating and strengt hening technol ogi cal capacity are being inproved.

Box 4

Shanghai Vol kswagen Autonotive Co. Ltd. (North-South)

Shanghai Autonotive Co. Ltd. is a joint venture between Vol kswagen
of Germany and Shanghai Autonobile Industry of the People s Republic of
China, established in 1984 to manufacture cars w th Vol kswagen’s technol ogy.
Its cars have captured nore than 52% of the market share of cars nade in
China. By the end of 1996, the |local content rate of the nodel Santana B2
had increased to 90.5%from 2. 7% in 1985, and the | atest nodel Santana 2000
has increased its local content from60%in 1995 to 80%in 1996. The joint
venture becane the first Chinese autonpbile conpany to achieve |SO 9001
quality certificate in 1996. To sustain its lead in this sector, the joint
venture is expanding its Product Devel opnent Centre at a cost of US$ 120
mllion. Through such a centre the local firmw |l have an opportunity to
learn to innovate further expanding its technol ogical capacity.

The objective of joint R and D developnent is to conplement each
other’s resources and save on devel opnent costs and tinme and thereby enhance
the conpetitiveness of the partners and strengthen their technol ogica
capabilities (see box 5 on a South-North arrangenent).
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Box 5

Bi ocon India Pvt. Ltd. (South-North)

Bi ocon India Pvt. Ltd. was established in 1978 as a joint venture
bet ween an | ndi an woman sci enti st and a bi ot echnol ogy conpany fromIrel and
cal |l ed Bi ocon Biochemcals Ltd. The Irish conpany held 30% of the equity and
the Indian partner 70% In 1989, Biocon Biochemcal Ltd. and its
subsi diaries were acquired by Quest International of Netherlands, a wholly-
owned subsidiary of Unilever. Biocon India is mainly in the business of
devel opi ng and manufacturing industrial enzynes. It has built a strong R and
D base with an initial focus on solid substrate fernmentation, which is now
expanded to include submerged fernentation, reconbi nant DNA technol ogy and
bi or eact or desi gn.

The R and D aspect represented an inportant collaborative effort
bet ween Bi ocon I ndia and Bi ocon Biochem cals of Ireland. Mst of the work
was carried out in India because of the relatively better experience of
Bi ocon India in this area of technology. Mdst of the work carried out in
Ireland related to that of testing the new enzynes for their efficacy,
suitability for plant scale production, perfornmance, etc. By 1989, Biocon
India had built up substantial expertise in this field and also becane
strong in production technologies of certain enzymes and has devel oped
certain unique strains and process technol ogi es through its in-house R and
D. So, Quest International fornmed an alliance with Biocon India to devel op
some new products exclusively for them These products are marketed by Quest
International worldw de and Bi ocon India has the exclusive rights to market
themin India. Wien the results of the research are patentable, the rights
will be jointly held both by Biocon India and Quest International. In the
case of products where the process facilities at Biocon are not suitable for
taking up | arge-scal e manufacturing, Biocon India transfers the know how to
Quest International's manufacturing sites abroad. In both cases, Biocon
India receives royalties from Quest |nternational

While Quest international gains access to the expertise of Biocon
I ndia and new products at |ower costs than conducting its owmn R and D, the
latter also benefits in several ways. For instance, Biocon India s know edge
of patenting and its procedures was limted, but now with the help of Quest
International it has built up its know edge in these issues. Biocon is al so
gai ni ng access to the global networks of Quest International. Quest is also
hel ping Biocon India to acquire global market know edge for its own
products. Biocon India retains 70% of the equity of the joint venture.

Source: Reddy, P. (1996), "Energing Patterns of G obalization of Corporate
R&D and I nplications for Innovation Capability in Devel opi ng Host Countries
- The Case of India". Ph.D. Thesis. Aalborg University, Denmark.

Subcontractors are increasingly drawn into joint research and
col l aboration in the design of new products or conponents. They are persuaded
to assune additional responsibility for the manufacture of not just parts and
conmponents, but the whole npdules which are to be assenbled into conplete
products or systens by their custoner.
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Parts and conponents supplier networks provide opportunities for
strategi c partnerships with SMEs. These need not be high-technol ogy or newy
established firns, but are nostly existing firns active in related product
areas and/or may al ready produce the rel evant conponent but need to upgrade
the quality to neet the standards required to be accepted as a supplier to
foreign firms.

Custoner firns of OEM offer technical assistance in engineering and
manuf acturing processes in order to ensure quality and cost efficiency.
Mor eover, the custoner takes responsibility for marketing and distribution,
saving the CEM supplier substantial investments in those areas. The SME nay,
however, becone dependent on the OEM rel ationship and not progress towards
devel oping its own i ndependent brand name and marketing channel s. *

Wil e patents and copyrights are inportant objects of licensing, it has
beconme a trend in recent years for firns to choose to provide selectively to
outsiders proprietary tacit know edge that is not legally protected. One of
the newer and nost distinctive forns of licensing in the electronics industry

has been the "second-source" licensing, where a firmlicenses a product to one
or nore additional manufacturers because the custoners do not want to depend
solely on a single source of supply. Second-source licensing is a much | ess

costly and risky way for firms to enter the mcroprocessor narket than
designing their own chips. Sanmsung is a second source for the Precision
Architecture (PA) RI SC chips of Hew ett-Packard, with whom it has a joint
venture in the workstation market.

Box 6

Exanmpl e of technol ogy |icensing

Sansung of the Republic of Korea becane a | eader in DRAM t echnol ogy
by pursuing alliances with the world s | eadi ng manufacturers and becane the
first South Korean firmto offer 4Mo DRAMS in 1990 and 16Mb DRAM i n 1992.
It has entered into an alliance with Toshiba to design, develop and
manufacture flash nmenmories with both firnms seeking to challenge Intel’s
dom nance in this market. |In other sem conductor areas, Sansung conti nues
to build up its strengths through technology exchanges and agreenents
i ncluding a nmutual sem conductor patent swap with IBM a general cross-
licensing agreement with Fujitsu, an exchange of SRAM technol ogy for ASIC
technol ogy with NCR, a co-devel opment project with Motorola to develop a
per sonal comnputer range.

Source: Chen, 1993. ICE, 1993. Chen, C. F. and Sewell, G (1996) "Strategies
for Technol ogi cal Developnent in South Korea and Taiwan: the Case of
Sem conductors” in Research Policy 25, pp. 759-783.

In a consortiumthere are nore than two partners; usually it is fornmed
on a project/product-specific basis. 1In consortiumactivities the quantum of
benefits that a consortiums partner derives is proportional to its

%Ernst, D., Ganiatsos, T. and Mtelka, L.K (1998). Technol ogi cal
Capabilities and Expert Success in Asia, Routledge, forthcom ng.
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contribution to the pool. By pooling the conplenentary resources of different
partners, a consortium enhances the conpetitiveness of the group by saving on
time and costs and thereby enhances the technological, financial and
manageri al capabilities of the firns as a group

I11. Policy considerations and issues for further research

Inter-firm cooperation takes place largely at the initiative of the
firms thensel ves driven by market forces. However, such cooperation becones
vi abl e only when the policy environnent is conducive. This section deals with
policies that foster and sustain inter-firm cooperation in different forns
(e.g., clusters, networks, and strategic partnerships). Such policies becone
effective in appropriating the benefits of inter-firm cooperation, when
enacted and inplemented at different levels in a coordinated manner. These
different, but interlinked and often overlapping levels are: (i) the
governnent (nacro level); (ii) the internmediaries, (neso level) e.g., chanbers
of commerce and industry, regional governnents, universities, etc.; and (iii)
the enterprises (mcro level).

A At the governnment |eve

When discussing policies or policy inplications of inter-firm
cooperation, the nost inportant factors appear to be the consistency and
stability of policies and the governnent’s decision to retain the chosen
policy framework. Sudden and unforeseen changes that are inconsistent with
past policies can be a threat to decisions which need a | ong-term perspective.
The macroecononic framework has a significant effect on |ocal partners as well
as foreign enterprises in decisions relating to inter-firm cooperation and
i ndustrial devel opnent. Enterprises with already satisfactory I|evels of
managerial, marketing and technol ogi cal capabilities can be clainmed to be
attractive partners in an inter-firmcooperation and, in turn, they are likely
to be able to benefit nmore fromthe opportunities that collaboration offers.®
The institutional framework is crucial for the dynamic process of |earning and
for the devel opnent of technol ogical capacities. Thus, the conditions for
inter-firm cooperation relate to the inportant role of policy in this
devel opnment. Adequate incentives can justify the effort needed to cooperate,
for example, wth the objective to adopt technology and nmaster it.
Furthernore, an indispensable factor in the devel opnment of cooperation is
investment in capabilities to increase human capital, develop specialized
skills and i nprove the organi zati on of production and marketi ng.

Clusters emerge and grow naturally, often w thout any government
intervention, e.g., the beginning of Silicon Valley in the United States or
of the software industry in Bangal ore, I|ndia. Once a cluster begins to form
government at all levels plays a vital role in sustaining it through
investments to create specialized factors, such as university technical
institutes, training centres, data banks, and specialized infrastructure.®
New cl usters have been built around a concentrati on of specialized expertise;
internationally |eading donestic industries are often |inked to specialized

#UNCTAD (1996). Emerging Forns of Technol ogi cal Cooperation: the Case
for Technol ogy Partnership (UNCTAD/ DST/ 13), p. 42.

¥porter, (1990), p. 655.
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research institutes or university departnents, |located in close proximty.
Covernnents have played a major role in setting up, for exanple, technopoles
sci ence parks or export processing zones. The | essons |earned are m xed:
whil e sone of these experiences have been successful, such facilities do not
automatically lead to networking and partnering. *

Anot her inportant determ nant in the creation and success of inter-firm
cooperation is the legal framework governing business and inter-firm
transacti ons and col | aboration. This includes the definition of, for exanple,
the system of property rights and their enforcenent, contract |aw, commerci al
| aw and bankruptcy procedures.® For inter-firm alliances, particularly for
technol ogical alliances, the intellectual property regine nust be set in
accordance with the international practices. It is not sufficient to have
| aws, but their enforcenent nust al so create confidence in the firms and their
forei gn partners.

B. At the |evel of internediaries

Various types of institution, situated at an intermediate | evel between
t he macroeconom ¢ framework and individual enterprises can contribute to the
creation of inter-firmcooperation by assisting in bringing potential partners
together, dissemnating information, and building the mutual confidence
necessary for any agreenent. Institutions at the nmeso |evel, such as trade
associ ati ons and regi onal governnents play an inportant role in many nations
in funding and even creating such specialized research institutions. O her
institutions that mght play an inportant nesoeconomic role and pronpote
strategi c partnerships are non-governnental organizations, acting as an
institutional mechanism to increase the level of mutual confidence anpbng
partners, and at the sane time supplying a variety of real services, training
and technical assistance.?¥

Internationally successful industries and clusters have a tendency to
concentrate in a region, and the factors of conpetitive advantage are often
highly local. At the regional level, therefore, the role of state and | oca
governnents is an inmportant one, particularly in areas such as university and
techni cal education, service infrastructures, specific research initiatives
and programmes, as well as explicit support at the level of the regiona
aut horities.

®See, for exanple, Luger, M and Goldstein, H (1991). Technology in the
Garden: Research Parks and Regional Econom c Development, Chapel Hill,
University of North Carolina; UNCTAD (1994). Universidad y Enpresa en un Nuevo
Escenari o Competitivo (UNCTAD/ DST/ 1) (and Concl usi ons and Recommendati ons of

t he Latin Anmeri can Wor kshop of Experts and Coor di nati on
( UNCTAD/ DST/ 1/ EXCERPT) ); Vavakova, B. (1988). "Technopoles des exigences
t echno- écononi ques aux orientations culturelles", in Culture technique, No.

18 and Tatsuno, S. (1986). The Technopol es Strategy: Japan, high technol ogy
and the control of the 21st Century, New York: Prentice Hall

BUNCTAD, (1996), p. 28.

JUNCTAD, (1996), p. 29.
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Box 7

Policy scheme fromlrel and

A programme to upgrade the technol ogical capabilities of domestic
SMEs was adopted by the Irish scheme "Technol ogy Acquisition Gants (TAGs).
Gants offered to enterprises to cover directly incurred costs on licensor
fees; licensee costs, and consultancy fees. To take advantage of the schene,
anong others, a firms project nust: (i) involve a reasonable degree of
innovation relative to the conpany’s existing |evel of technology; (ii) have
a reasonabl e prospect of commercial success; (iii) the product/process nust
be produced or applied within the country; (iv) the parties to the |icense
agreenent nust be independent entities; and (v) the conpany nust provide a
brief history and an indication of their product devel opment plans as well
as an assessnent of the commercial and technical viability of the project.
In addition to this scheme, there are a nunber of agencies involved in
promoting and servicing the licensing and joint venture aspects of
technol ogy transfer at both the national and regional |evel, including a
nunber of private-sector internediaries.

Source: O Doherty, D. (1990), p. 309

Bui | di ng up know edge centres in devel oping and transition econom es
could also contribute to the process of inter-firm cooperation through, anong
others, attracting foreign firns to enter into alliances wth |[|oca
universities and firns. These would hel p broaden the know edge-base of the
econony and contribute to enterprise devel opnent. The pronotion of joint R
and D programmes together with the firns and acadeni c establishnments fosters
inter-firmcollaboration with know edge spillovers to the rest of the economy.

C. At the enterprise |evel

Under the circunmstances, where technol ogies are changing rapidly and
product |ife cycles are being shortened, innovation has become a key
conpetitive strength. However, the developnent of new technologies
increasingly require diversified inputs from several different disciplines.
It is becomng difficult for a single firm to nuster all the resources
required to be innovative and conpetitive in the global markets. Therefore,
firms are aligning thenselves with others, including conpetitors, wth
conpl enentary capabilities or resources. Such conplenentary resources could
be in innovation, organizational or marketing know edge, or financial
resources. Hence, to be able to participate in inter-firm alliances, the
firms need to possess sone initial strength. Government policies my focus
on building such critical capabilities anmong the donestic enterprises. Such
policies include provision of incubator facilities, financial and other
guarantees on behal f of the donestic enterprises seeking to participate in
gl obal alliances. Provision of venture capital to newly energing innovative
firme may also attract international firms to collaborate with the domestic
firms. 3

®See also Part 111 A
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Technol ogy capability building needs firmlevel focused efforts to
devel op. However, firns cannot be conpetitive alone; they need |inkages to
other actors of the innovation system Policies and institutions at different
I evel s can play a critical role in enhancing this process. This enphasizes
the inportance of policies to increase the supply of human capital, and
science and technology and R and D infrastructures, which by enhancing
technol ogy capability will directly result in the pronotion of inter-firm
cooperation. *

D. Areas and issues for further research and techni cal cooperation

Most of the research conducted so far on inter-firm cooperation
(clusters, networks and strategic partnerships) has been carried out fromthe
perspective of devel oped countries. Considering the available cases, it would
now be inportant to bring in the perspective of devel oping countries and
transition econom es, t hr ough st udi es of clusters (industria
di stricts/technol ogy parks), networks and strategic partnerships (between
firms in the sane country as well as between donestic and foreign firms) in
devel opi ng countries to understand the driving forces, processes and results
of such inter-firmcooperation. |In this connection, the follow ng questions,
by no means exhaustive, would be of policy rel evance:

(i) Formati on and devel opnent of clusters and networks

(a) How are clusters forned - what are their roots, growh paths -
particularly in devel opi ng countries and transition econonies? Were
they have energed, how different are their forces, processes and
aggl oneration effects fromthose in devel oped countries? Since there
are exanpl es of such clusters in several devel oping countries, an in-
depth study of factors and conditions enhancing clustering processes
and the effects on conpetitiveness and technol ogy capability building
could be a useful undertaking.

(b) In what ways do formal and informal institutions further the
collective interests of the cluster? Wat roles did local, public-
and private- sector institutions play in the cluster’s devel oprnent?

(c) Do these clusters have within their confines a range of producer
firms; a network of suppliers of materials, equipnent, spare parts,
repair services, traders, export agents and other producer services?

(d) What are the characteristics and effects of networks formed by
donestic SMEs in a devel oping country? What are the differences with
the networks formed with larger firms and nul tinational corporations?

(e) Has process specialization developed within the cluster? Has this
resulted in vertical chains of production? Also, are there signs of
hori zontal collaboration? Has it resulted in, for exanple, technica
upgrading, joint marketing or the formation of |ocal business
associ ati ons?

(f) Under which general and specific conditions does a cluster achieve
vi abl e econom c grow h?

SUNCTAD, (1996), p. 29.
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(h)

(i)

(i)

(k)
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Why and how does clustering increase the capacity of firns to adapt
and respond to opportunities and shocks?

Sust ai ni ng partnership

Assuming that nore extensive research wll show that firns in
devel oping countries, like their counterparts in the North, my
benefit frompartnering activity, what basic conditions nust exist in
order to notivate conpanies to engage in partnerships and other forns
of inter-firmagreements (e.g., in legal ternms, intellectual property
rights, long-termsecurity for investnents nmade in a foreign country,
t ax, general and regional policy franmework)?

VWhat are the driving forces and notivating factors behind strategic
partnerships between firnms in the North and the South and how do these
di ffer from Sout h-South partnerships?

What are the inplications of partnering and networking for
conpetitiveness and technol ogi cal capability of firns from devel opi ng
countries and transition economes in the short and long tern? Does
inter-firmcollaboration bring about a sharing of technical know edge
and encourage patterns of local technical |earning? Has this advanced
product and process devel opnent? VWhat effects wll strategic
partnerships with firns from the industrialized countries have on
these firms considered to be potential conpetitors in the
i nternational markets in the |ong-run?

What types of technical cooperation and assistance are likely to
facilitate clustering, networking and strategic partnerships?



