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Introduction

There has bea an increasiry interes in industrid clustes and retworks of firms snce the
early 1990s. This interest emerged from a number of different factors:

In "The Competitive Advantag of Nations', Michad Porte (1990 identified clusterirg as
an important feature in dynamic industrial development.

There has been an increasiny interes in the "industrid district' phenomaon, something
tha actually startel in the first half of the 198G when authos like Piore and Sabé (1984)
argual that this mode (i.e. geographicall and sectorialy concentraté networks of small
and medium-sizd enterprisep establishd an alternative to the establishe large-firm,
Fordig modd of industrid development Researcherat IDS Susse (Schmiz 1989,
Schmiz and Nadv 1994 and the Internationa Institute for Labou Studies (Pyke 1992)
introduce this line of argumen into the work on SME developmenhin developirg coun-
tries.

There has been increasiig eviderce from innovatbn economis tha close interacton be-
tween firms is a maja determinah of technologich developmet and competitiveness
(Lundvdl 1992) Interacton may occu in dsperse networks bu often they are geo-
graphicaly concentrated (Storper and Harrison 1991).

Policy-makersmostly in advancd industrialis&l countries and recenty in sorre developing
countries and multilaterd dona agencies,have begun to pay increasing attenton to the dus-
ter and industrial district phenomenon. Two elements were behind this:

* The insight tha traditiond industrid policy measurs had often nd yielded the expected

results Traditiond industrid policy (via protecton, subsidies stak ownershp, etc) was
costly, no indisputabé successand ideologically suspect Macroecononu stabilisation
alore did na deliver the expectal dynamisatbon d econome developmenteither This
opena a window of opportuniy for different and rew approachesCluster-orientd pdi-

cies fit into the generatrend d decentralisatin, and they may also be below the radar
scre@ o radicd neo-liberals Formulatirg and implementirg industry-relatd pdicies at
the locd and regiond levek was an approab tha looked particularly promisirg -- as
groups of firms in dfferent locatiors in a given county hawe differert characteristis and
suffer from different problems it appeas more sensibé to formulatke specific policies (i.e.

The World Bank is conducting cluste projecs in Brazil, Turkey, Moroccq Egypt and India (Business
Environmen Group, undated). UNID@'Smdl ard Medium Enterprise Programma is increasingy building

on "cluste thinking' (e.g Humphrey and Schmiz 1995) UNCTAD organiza a first workslop on cluster-
related issugin 1992and & currentl redirectng its work on Enterprise BusinessFacilitation and Develop-
mert in this direction (UNCTAD 1997) ILO's Internationd Institute for Labou Studies was amang the pio-

neers in popularizing the industrial district experience (e.g. Pyke et al 1990).



thoe measurstha go beyond the macroecononai and regulatoy frameworR at the local
level.

* The idea of learnirg from successfuexperiencescombinal with the observamn that
industrid clustes are ubiquitous This gawe rise to the hope that clustes (i.e. agglomera-
tions of firms with little c-operatiof might be turned into industrid districts leadirg to
dynamic industrial development.

However na al clustes are dike. This pape addressethe queston which types of clusters
can usefully be distinguishé, and to wha extert one may exped various types of clustes to
evolve towards an industrial district.

We will begn with a discussbn d inter-firm co-operatn -- wha it means why firms may
co-operateand why they may avoid co-operan. In order to uncerstand the problens in-
volved in industrial cluster policy, we will then intrathiatypology of industrial clusters, and
we discuisshow industrial clustes read to radicd changs in externd conditions Finally, it is
also becoming evident that cluster- and network-oriented policies are neithgfarasilated
nor swiftly implemente. We suggesa numbe of policy measurs which can be helpfu for
industrial cluster policy, that is efforts to actyalpgrade mere clusters to industrial districts.

Inter-firm co-operation

What is co-operation between firms?

Co-operaibn ketwean firms typically involves threefeatures which can be analytically distin-
guishel, ramey relationa contracting information exchang / joint learning and collective
action.

Relationd contractimg is the opposite of arms-lengh relationshig (Dore 1992) Wherea the
latter typicaly involve spot transactions, often based on auctions or auct®m@tangements,
relationd contractirg involves a long-tem business relationshp. Arms-lengh relationships
require extensiw legd dealings wherea relationa contractimg is often basel ontrust Rela-
tiond contractig occus both within hierarchica setting (for instarce in supplig relation-
ships in Japanese industry) and in heterarchical environments (e.g. industrial districts).

Typical kinds of information exchange between firms include the following:

* Informd informaton exchang betwea firms in supplier/subcontractgy arrangements,
going beyond what is necessar for arms-lengt transactionsThe aistome may give &-
sistarce to his suppliers e.g how to work with certan new materias or how to ded with



quality problems This may happ@& bah amorg neighbourirg firms and within globd sup-
plier networks.

* Formd and informd informaton exchang betwee firms in stratege dliances There has
bee a strorg increag in the numbe of nationa and internationa stratege dliances be-
tween firms, i.e. co-operatn ventures aimig at the development ba given technologon
the basis @ a mntract. Behid this is the necessit to pod R&D resourcsto redwce devel-
opment lead-times and to realise synergies.

* Formd and informd informaton exchang betwea firms in business associationsThey
often are a forum for technical discussions.

* Information exchang betweea firms' employes in professiona associationswhich may
be formd (e.g presentatiosin conferencesor informd (e.g discussios during meetings
and conferences).

Frequent types of collective action include the following:
 the provision of real servicey business associations.

 jointly maintainel, arganisational} separa¢ mesoinstitutios in fields like training tech-
nology information, or export information.

» political lobbying and active participaton in forums which work on shapirg locational
advantages.

In the real world, relational contracting, information exchange, and codeation will often

go hand-in-handin fact, al threetypes of activities will reinforce eab cather, i.e. meeting in

well-functioning business associatioa open oppatunities to informd informaton exchange,
and information exchang may read barriers tha can oy be overcone through collective
action. Taken together, this leads to the emergence of inter-firm networks.

It is obvious tha ther is gred diversily of netwok types which, in addition, exig side by
side without any one type being able to lay clam to clear-cu superiority The following
categories can help in systematising them:

* Formd vs. informd: Certan networks hawe a ontractu or in some otha way legally
sanctioned basis (e.g. strategic alliances, export consortia, business associations), others are
without any sud bass owing to the mutud interess of the parties concernd (e.g indus-
trial districts).



» Hierarcht vs. nonhierarchic Certan networks hawe a ¢ea hierarchica structue (e.g.
Japanes supplig networks networks of hollow corporationd, while othes hawe more
egalitarian structures thdb nd necessanl develop a tendegdoward hierarchical organi-
sation over the course of time (certain Italian industrial districts fit into this category).

» Verticd vs. haizontd: One aspedt tha need to be distinguishe from the isswe of hierar-
chies (which isaqueston d powe structure}is the queston d the techno-organisational
division of labow within a netwok. In terms & division d labour, certar networks ae or-
ganisel vertically along the value-addd chan (e.g supplier/subcontractanetworks) oth-
ers are structurel haizontally (networlks of researcherandustrid districts in terms of in-
formation spill-over).

» Time-limited vs. long-tem: Certan networks (e.g technolog alliance$ are established
with an eye to a mncree god and thus for a limited period d time, athers (e.g districts,
business associationgre long-term arrangements. &development bnetworks isa diffi-
cult and demandiig undertaking which -- as the experierce with alliances fiows -- in-
volves a high risk of failure But even orce anetwok is operationalit remairs costly, and
maintaining it and keeping up its efficigns a complicated affair.

We will in the following sectiors focus on clustes moving towards industrid districts i.e.
networks which are typically informal, northierarchi¢ bah verticd and haizontal and long-
term We will limit ourselve to dscussig the locd dimenson d industrid districts i.e. we
will not discuss the wathey are integrated into global commogddhains®

Why firms may co-operate

In the view of institutiond economis ther ae two maja reasos why firms co-operate,
namey transacion coss and pincipal-agem problens in arms-lengt relationshig (Richter
and Furubotn 1996). Arms-length relationships regairelaborat mntract which is costlto
sd up, regotiate and enforce thus causimg high transactn costs Principal-agehproblems
emerg to the extent that, for instance a subcontractoor supplig is contractualy obliged to
employ certan processtechnologis but chooss a deape alternative and the principd con-
tracta is not easily able to tell the differerce (for instarce in surfacetreatmen or chemical
treatmen of textiles) Some @-operaton arrangemerst (e.g stratege dlianceg may also

2 Thee are firms that are active only in a limited segmen of the value-addd chain typically in desgn and
sales ard in the field of productio restrid themselve to organizng a broady structurel netwok of supp-
liers; see Normann and Ramirez (1993) on IKEA and Clifford (1992) on the U.S. company Nike.

3 We are awae of the shortcomng this has as a dependenintegration into globd commodiy chairs (i.e.
integration into a chan tha is, for instance governel by large distributoss in industrializel countrie3 may
limit the optiors for upgrading at the locd level, for instarce becaus the foreign custome discourages
strong co-operatio betwee locd firms. However we are not awae of more than anecdotheviderce to eit-
her support or falsify this notion.



involve principal-agent-problemdRelation& contractirg and cense long-tem networks may
offer substantib benefis in terms of minimising transacton coss and reducirg principal-
agert problems Sud arrangemeistare basel on mutud trust Agreemens are self-enforcing
to the extent that firms run the risk of eroding trust, and thus posdiiolp ou of the network,
if they behave opportunistically.

In the perspectie of innovaton economis (Rosenbey 1982, Freema 1999, co-operation
betwea firmsis a qucid featue sinceinnovaton is a aumulative processinvolves learning-
by-doing, -using, and -interacting, and often yields increasing returns. Panyiculpolrtant is
learning-by-interactingThere is both an empiricd and a theoretich argumen behnd the
emphass innovaton economis puts on learning-by-interactingBehind the empiricd argu-

mert is the notion tha the mog frequen type of innovaton, ramel/ incrementainnovation,

is not an ever but a process of continuows improvementsThe process of incrementhinno-

vation takes up speel as a developmentrajectoy of a given technoloy becoms established

(Dod 1982) tha is as an increasig numbe of researcherand firms agreetha a given tech-
nology is preferable compared to other technologies. After this (often implicit) agreement, two
things happen. First, theis lessuncertainty, i.e. thrisk tha investmenin R&D will hawe to

be completst written off becaus agiven technolog has to be dropped is minimised. Second,

an increasiig numbe of researchexr concentrag on improving a given technology and a
mesolevel structure of research groups or institutes, training courses and textbooks, norms and
standards, etc. is being created.

The theoretical argument addressesidsues bopportuniy coss and increasimg returns The
alternatie to inter-firm co-operatn in innovaton would be an autarcly approad, i.e. each
firm tries to go through its own researh effort and learnirg processesin a cetain way, this
occus in the red world; it is usualy referral to as the nat-invented-here-syndromd his
approab involves high oppatunity coss as firms could have avoided replicaton and repeat-
ing dead-end tracksgytbearning from the experience of other firms.

In the view of innovaton economics the isste of transactn coss involves the different
forms learning-by-interactgcan take. Formdechnolog transfer, e.gby licensing is one of
them However as the use of technolog implies a lot of tadt knowledge no technology
transfe contra¢ can define dl the detaik tha are involved it can try to define & mary as
possible somethilg tha would be extremely costly in terms of drafting supervisig and
enforcirg the mntract The dternative is a @wmbinaton o formd agreemerst and informal
communican. Moreover there ae othe forms of technologichlearnirg basel oncommu-
nication between firms, e.g discussios in standardisatin bodes or at congressesThese
mechanisms have low transaction costs.

Agreement between various actersirms, researchersnd ahers-- onagiven technological
trajectol can create the preconditions for increasing returns eTdeboth increasig returns

to scak due to a large numbe of firms and researcherimproving the same technology i.e.
returns for the producers, and to adoption of a given technology, i.e. returns for the users.



Why firms may not co-operate

Despit dl its advantages, it isyono means self-evident that firms co-operatee @vantages
of co-operatbn may be obvious to innovaton economist and SME-suppor policy-makers,
but many business-peopldo nd find them obvious at all,ral for goodreasons. Avoidig co-
operaton may be perfecty rationd behaviour In ou fieldwork we hawe found four main
reasons wientrepreneurs ngachoose go-it-alone as much as possible.

First, business-people often find the idea of co-operation repulsive becausertider other
firmsin the same brand to be rivals, and ore would prefer not to communicag with them in
order to avoid uncovering business secrets.

Sewond, macroecononai conditionrs may discourag inter-firm co-operatbn. There may be
high taxes on inter-firm transactionsthus gimulating verticd integraton. If the macroeco-
nomic framework is unstadland the "rules of the game"eamonstanty changing, transactions
betwea firms may be sea as isolatal rathe than repeatd prisoners dilemmas creatirg a
situation where defaulting mappear as an attractive option (Axelrod 1984).

Third, even thoudh co-operaibn can redwe transactn costs it also creats them Co-
ordinatirg a netwok often involves a substantih amour of time to prepae meetings to
participae in them and to take cae of the follow-up. Also, it is quite natura tha conflicts
will occur, and resolving them again will reqeiialot of time and effort. Therefore, thermay
be adiscrepang betwea the incentive for individud firms to co-opera¢ and the intensiy of
co-operation that would be desirable from a macro perspective.

Fourt, there is the isste of the businessculture and trust In an environmenwhere firms are
highly vertically integratel, where they stick to themselveswher there hawe been occur-
rences of failed co-operan ventures and predatoy behaviouy a businesculture aises that
is characterisedyhsolation and low trust. Both co-operation and non-co-operatiarcetain
way resut in increasimg returns In the cae of co-operatn, successfujoint ventures create
more socid capital thus improving the cnditions for more @-operaton. In the cae of non-
co-operatn, failed co-operatie ventures grength@ the notion tha co-operaton is impossi-
ble, thus underminiry the prospect of succes of furthe efforts to stimulake @-operation.
Both co-operatn and norco-operatn are thus path-dependenwith a particularly strong
lock-in effect in the case of non-co-operation as it is much easier toydiessiothan distrust.

Againg this backgound, the observatn tha clusters i.e. geographickhconcentratios of
firms, dona necessanyl mean deng @-operaton ketwea firms does not come a a surprise.
The energere of clusters is a ubiquitous phenomenon that is maio¢ to the uneven dstri-

4 Fa instance this has been pointed out as one reasm for low co-operatia in the era of high inflation and
frequent stabilization prograns in Brazil. As ead stabilization plan brough profourd changs in the regula-
tory framework, negotiatiombetwea firms had to starfrom scratd after ead stabilization plan There was
no stable set of rules which would have encouraged co-operation.



bution d producton factors pacsitive externalities and hstoricd charce event (Arthur 1994,
Krugman and Venables 1995) It is by no mears a matte of cours tha co-operatbn emerges
within clusters Whethe is actually occurs and which forms it may take depend on specific
historical local, institutiond and sub-secto circumstanceslin the nex secton we look at
distind patterrs of co-operain in dfferent types of industrid clustes in developirg coun-
tries.

Industrial agglomerations in developing countries: Between survival
clusters and industrial districts

It is almog impossibé to define with precisbn the minimum thresholl of agglomeration,
deph o inter-firm linkagesand buld-up o locd know-how tha constitue a citical massat
which a compari®n with industrid districts in Europe may becone ausefu exercise Still,
mog clustes in developirg countries clearly do nd cross sich a threshotl, no matter what
their definition is. Probaby the mog comnon type of manufacturig clustes to be foundin
developiry countries are anbryonc or petty-commody clustes (For Indonesia see for ex-
ampk Weijland 1994 Klapwijk 1997.For Africa, see for exampé Pederse 1997. Such
clustes are basel on haizontd specialisattn and nd (or at leas not primarily) on inter-firm
division d labou within the mmmodiy chan. Still, relatively lower transactn costs mg be
achievel becaus of lower seart coss for potentid customes (consumes as well as traders)
and the presee of alocd specialisd labou pool. Becaug sud transactn coss are often
extremey high, especial in the leag developé area of the developirg world, they often
give dusteral enterprise a aucid competitie elge over isolatal firms. In compari®n to
other clusters perhaps the main feature of such embrgaoisters is thiathey facevery unsta-
ble @mnditions and are usually nat the only and dten na even the main activity of participat-
ing actors. Heinenral Weijland (1989 raised tle queston whethe such clusters arasign o
poverty or progress Microlevd studies revea that rising incomes in sone caes led to the
collaps of sud survivd clusters while in ahe case it has led to a @wnsolidaton d the
participants commitmens towards cluste activities Evidently, clustes tha hawe not yet
completed such a consolidation process, will also not have reached the minimum threshold

Survival clusters areotind bah in rural aad in metropolitan areas. Bmain dfferenceis that
mog metropolitan clustes are built on survival-orientd self-employment have less local
roots and ogerae more in moden sub-sectas (Alma 1994 Benjamn 199), while the rural
clustes tend to be @ncentratd in traditiond sectors often with artisana roots (Klapwijk
1997; fa an in-depth longitudinal castudy onthe impact d technological charegon cluster
formation in rurd Java see Sanae 1996) Tha correspond to sone etent with the well
known sub-secta tha the Europea smdl firm clustes also tend to speciali® in: fashion-
sensitive and labour-intensie sub-secta with significart markd niches which produce more
efficiently quality-competitie atisand products sud as footwear other leathe products,
clothing (wooder) furniture jewellery, glasswaresome metd producs and toys and handi-



crafts. Most of the more promising clusters dso foundin the® sub-sectorsbu are located
in medium-sized towns, especiaih Asia and Latin America.

Literature seens to indicake tha Africadoes not posses sich more promisirg clustes (for a
recen overviev of African ca® studies see McCormidk 1997. However this observation
shoutl na be taken at facevalue First, researcheron clustes in Afri cahawe tendel to focus
ontheinformal (‘juakali") segmenof a particula sub-sectarSemnd, and relatel to the first
point, the operationalisatin d the duste concep has been much stricte in terms of geogra-
phy> Most cluste studies ded with, for example an areaon the outskirs of a bigge town
where dl vehicle repar shops / garags are mncentratd (See for exampé Kinyanjui 1997).
To put it bluntly, as soon as ermomes across a few printing workshopstrtexhos garages,
the duste ends In contrast the Agra footwea cluster nawithstandig concentratios in
specifc neighbourhoodsis grea ou over a dty of almog two million inhabitants and
encompasses modern large factories up to informal home-based units (Knorringa 1996). In the
African context sud variety within a sub-sectoin ore big city may well exist bu it would
not be discussd as one duster For example the garmen sub-secto in Nairol seens to
encompasmoden large factories (often export-orientd and dten owned by white entrepre-
neurs) as well as a hidden medium-sizd segmenof workshos predominantt run by Asian
entrepreneurs, and an informal survival segment yindigenous black artisans.

Neverthelessnawithstandig sud dfferences in approab, it seens safe to say tha mog of

the dustes tha at leas potentially could crossthe threshotl in terms of size of the ayglom-

eraton d firms and deph o inter-firm linkages are foundin traditiond semi-artisanlasub-
sectors in medium-sized towns in Asnd Latin America Still, in ternms of totd employment
and likely policy priorities for povery alleviation, the large group d survivd clustes may
well be more importart and more in need o suppot as compare to the more developed
clusters However the industrid districc modd and pdicies do nd offer a particularly useful
angk to approab the problematt of thes survivd clusters Therefore in the remainde of

this pape we focus on the smalle group d relatively more develope clustes in developing
countries.

Cluster trajectories

Clustes tha hawe passd the threshotl may stagnat or evolve further along a numbe of
distinguishal# trajectories The three trajectories identified in this pape are derived from
Markusen (1996) who came up with the labels as part of a typphafgndustrial districts and

5 Fram adiscussia with D. McCormick W. Mitullah and M. Kinyanjui at the IDS, Suss& University, April
1997.

6 The fourth type of industrial district identifie¢ Markussen, the State Anchored District, is not dealt with in
this paper However it could be ausefu metapho in a discussio on the role of the stat in trying to create
industrial districts from scratch through setting up industrial estates.



their descripton for industrid economiesand from Humphre (1995 159), who described
possibé duste trajectories in developirg countries without providing labels Remarkably
enoudp, the trajectories ketchel by Humphre/ can be see as running from a bastc agglom-
eraton to ore of the types of industrid districts tha Markusen dstinguishes But, to start
with, the first option d cour® is a stagnatig cluste which dces not evolve dong ary of the

possibe trajectories They. " ..will continwe to be ayglomeratios of firms enjoying the eter-

nd economis of agglomeratn bu without the inter-firm linkages which are & the heat of

the industrid district model” (Humphrey 1995 159) To be ale to ente one of the trajecto-
ries requires a shift from "static gains to "dynamic gains (Rabelldti 1995) or from com-
petitive advantage "just’ derived from externd economis to include processe of con-
sciousy pursuel joint action by cluste participans (Schmiz 1995) or, in ou words from

only information exchange to collective action.

In the first trajectory a duste develos the sa of stylised facts tha representhe Italianate
industrid district. In Italy, it now appeas as if at leas sone of its clustes are evolving into
hub-and-spo& districts with a limited numbe of large leadirg firms and mary subcontrac-
tors. A second trajectory, mn@mmmon in developing countries, concerns clusters that evolve
from a bagt gglomeration to a hub-and-spoke district without an intermediate in which
they resembé the main features of the Italianat model A third trajectoy runs from a basic
agglomeration to a satellite district, in which most smadl medium-sized firms manufacture
for leadirg firms located ouside the duster There ae indicatiors that sorre satellie districts
may subsequenyl evolve into huband-spok districts In the remainde of this sction we
presema selecton d ca® studies from developirg and developel countries on sone of these
trajectories Given the scarciy of longitudind ca® studies this review necessanl relies on
comparative static's. The following table summarizes the argument.



Table 1: Types of clusters

ltalianate

Satellite

Hub-and-spoke

Main features

mainly SME

strong specialization
strong local rivalry and
networking (“co-
opetition”)

trust-based relation-
ships

mainly SME, dependent
on external firm(s)

often based on cheap
labor

large local firms and
local SMEs
clear hierarchy

Main strength

flexible specialization
high product quality
innovative potential

cost advantage
skills / tacit knowledge

cost advantage
flexibility
weight of large firms

Main weakness / vul-
nerability

path dependence, slow
adaption to radical
change in economic
environment or technol-

ogy

dependency on exter-
nal actors for sales,
inputs, and know-how
limited scope for local
activities to create
competitive advantage

whole cluster depends
on the performance of
few large firms

Typical trajectory

« stagnation / decline

¢ changing internal
division of labor,
outsourcing of cer-
tain activities to
other locations

e emergence of hub-
and-spoke structure

e stagnation

e upgrading, integra-
tion of backward /
forward steps, of-
fering complete
package to external
clients

e stagnation / decline
(if large firms stag-
nate / decline)

e upgrading, chang-
ing internal division
of labor (large firms
outsource activities
locally)

Promising policy inter-
ventions

collective action to
shape locational ad-
vantages, public-private
partnership

typical instruments of

SME upgrading (train-
ing at all levels, tech-

nology extension)

partnership between
large firms / business
associations and public
SME support agencies
to strengthen SMEs

Italianate trajectory

The first trajectory, towards an Italiaraype of industrial district, is also #hmost difficut to
find in developing countries. In factenae only awae of two such casesiamely the surgical
instruments cluster in Sialkot (Pakistan) and the ceramic tile cluster in Cricidma (Brazil).

The Sialkot cluster appears to have displayed a significant mohtie Italianae features, at

leag in the beginnirg of the 199G (Nadv 1996) As Humphreg wrote in his overview the
Sialka cluste consisté of: "... large numbes of smdl firms engagd in extensie inter-firm
exchange of service haizontally and vertically, active produce associationssupportive

locd and regiona governmentsand the dusters powerfu position in the world marke for

basc surgicad instruments. (Humphres 1995 159) However a few yeas later this cluster

seens to be on a trajectoy towards a hub-and-spoé& district In a draft repot on Hs most
recent fieldwok, Nadv (1997 repors abou the mnsequenceof the lates crisis for Sialkot's
manufacturersin May 1994 the Food and Drug Administraton (FDA) of the United States,

the most important export market for Sialkot, embargoed the import of Pakistani (i.e. Sialkot)-
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mace surgicd instrumeng for failing to mee internationbquality standardsBy 1996 Sialkot
appeas to have cme out of this crisis even stronge than it was before Sales are @owe the
1993 level, owverdl quality has improved. At the sane time, while asubstantibnumbe of
manufactures are nowaday certified as conformirg with internationa Good Manufacturing
Practics (GMP) standardsonly a few manufactures are now 1SO 9002 certified. In order to
establi or maintan contacs abroal, sud certification become more aad more anecessary
but not sufficient conditin. Therefore dang dired busineswith quality conscios importers
becoms the exclusive doman of those entreprenews with the prope certifications Moreo-
ver, alo within the asociatios and institutions of the Sialka cluste arelatively smdl group
of entrepreneurs appears to become more dominant.

In the cae of the Criciima duster, locd actoss from firms and bisinessassociatioa deliber-
ately try to buld Italianak structures (Meyer-Stame 1998) The dusta consiss of several
medium and two large-sizel manufactures of floor and wall til es (all nationally owned and
a substantibnumbe of supplies (some nationallyy owned, sorre subsidiaris of leadirg firms

from Italy and Spain) Unlike the cae of Sassua, the world-wide leadirg tile duste in Italy

(Porter 1990) there ae no locd equipmen manufactures in Cricima In the pag there was
fiercerivalry and little @-operation between the firms. This changed after the iryderstered
into a degp crisis around 1990.Two presidens of locd business association sicceedd in

establishig co-operationone of the importart outcome was the aeation d alocd technol-
ogy centre Two further aspecs are importart to understand why co-operatbn startel. First,

there was the observain that firms in Italy and Spain were mostly locatel in industrid dis-

tricts and dd actually co-operatgthis helpal in overcomirg business-cultufeobstaclesSec-
ond,firms can co-operate in fields like technojdgecause thedo nd establisra mmpetitive
advantageheaw investmem in new equipmem and a strorg effort to establi® quality man-
agemen conceps like Kaizen and 5S are no more than a preconditon for survivd in an in-

creasingy sophisticatd industry Competitive alvantags are establishé throudh innovative
desiq, logistics, ad marketirg concepts, ad firms are keen na to reved therr tricks in these
fields.

In away thee examples alread put forward what may well be two o the more generarea-
sors why the Italianak trajectoy is hardly to be foundin developirg countries First, small
firms in developirg countries find it even harde to afford the investmers in technolog to
keep upwith rising quality standardsThe queston d whethe& or how smdl firm clustes can
(continwe to) be technologicaly innovative is one of the greates worries also for European
observers (Asheim 1996). Maillat (1990 pus (Italianatg industrial districts in tabox of
high "interacton logic", bu is <epticd abou their "learning dynamic’ In short there ae
reasos to worry abou the sustainabiliy of technologich innovativenss of the Italianate
industrid district Therefore it seens pretty unrealistc to expe¢ smdl firm clustesin devel-
oping countries to be @le to conque a pat of the marke niche now held by their more
mechanisé and computerisd Italian counterpartswho also possess much more experience
with fashion-oriented high-road manufacturing.
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Moreover the seond more generarea®n to explan the dserte of an Iltalianate trajectoy in
developiy countries has to do with the socid structure We ae not awae of developing-
countly ca® studies tha resembd the socid bounday conditiors typicd of the Italianate
trajectory Clustes in developirg countries are anbedded in a settirg fundamentalj} different
from the Italian cas studies (Amin 1994. For example socid coheson and the integrating
role of locd institutions the pe themes in the industrid district literature seen to be less
prominert in clustes in developirg countries Insteal, internd segmentatin seens to repro-
duce and even strengthe inequalities Becaus of extremne differences in bargainirg power
between actors in ¢hduster, possible benefits from colleatidficiency are skewed in favour
of leading actors and market agents (Smyth 1992).

Perhapg there is one more rea®n nd to be surprisel abou the scarciy of clustesin develop-
ing countries on an ltalianae trajectory The Europea and Italian debae dso indicates that
the Italianak features are now more and more se@ as a pha® in a broade restructurig proc-
ess Without suggestig tha the Italianae modeé would be inherenty unsustainableit may
well be less siitable to the situation d the 1990s in tle world marke for mary of the relevant
sub-sectorsEven in Italy, it now appeas as if at leas sone of its clustes are evolving into
hub-and-spo& districts with a limited numbe of large leadirg firms and mary subcontrac-
tors (on Itay see eg. Dei Ottati 1996: Lazerson and Lorenzoni 1996; Albino et al 199@nfo
analoy with one of the oldest industrial districts, Rochdale (Manchester), see Penn 1994).

Satellite trajectory

A second trajectgrruns from a basiagglomeration to a satellite district, in which most small
and medium-sizd firms manufactue for leadirg firms located ouside the duster Sud lead-
ing firms nea na necessanl be large manufactures themselvesalthoudh they often were
large manufactures a few decads ag, for exampe in the footwea and clothing industry In
mary of the relevan sub-sectorsthe labou intensive manufacturig processhas -- in stefs --
bee transferre to smdl and medium-sizd manufactures in developirg countries In many
casesthe leadirg firms of sudh commodiy chairs in Europea countries hawe transformed
themselves into trading houses, keeping a firm grip on designing and marketing.

Most observes conside the satelliie trajectoy to be leag attractive as it offers the leag pos-
sibilities for an autonomous development process. Manufacturers w/fabractive to leading
internation& corporatiors for only one rea®n -- cheg labou -- are vely vulnerable as rela-
tive labou coss tend to kegp changiry betwea countries Moreover to be considerd by a
leadirg outsice firm for only a particula job is fatal, since jobs are mnstanty changing By
contrast, in resilient and interdependent inter-firm relations, leading fiemsae inclined to
ded with a dhangirg situation togethe with knavn partners A leadirg firm mug fed confi-
dert enoudn to rely on the specialisd capabilities of its suppliers Especialy in fashion-
sensitive industries, it is, nowadays, "... too goatld time cnsuming to perfect the design of
new producs and translae those desigrs into simply execute steps Thos formerly charged
with the executon d plans -- techniciansblue mllar workers ouside supplies -- mug now
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elaborag¢ indicative instructions transformirg the final design in the very ad of executig it."
(Lazer®n 1993 215) Evidently, thisis a far cry from the Expott Processig Zones type of
assembyt line work where predominanf young women without previows industrid experi-
ence work long hours for low wages.

However, being partfaa ommodiy chain lel by someoe outsice the duste is not necessar-
ily all bad. Especiaflin the short unimportant benefits maaccrie to local workers. To start
with, the women workers usuall involved may be @le to leam sone skills, ean their own
income and as aresut possiby strengtha their bargainirg position at home At macrolevel,
the® increasiig income opportunities fowomen mg well contribue to amore equd income
distribution. Secondly, it can, far cetain perod, achie\e asubstantial produain vdume for
both the domestt and expot markets and thus diversify the industrid structure Moreover,
althoudh the @nditiors of this type of employmeim are not very promising they are in many
ways alreag an improvement over alternative job opportunities.

Moreover entreprenew may alo beneft from being pat of sud internationd commodity
chains Apart from earnirg large suns of money as intermediariesthey get accessto all sorts
of relevant informatin onthe international market in thespecific sub-sectoand in the more
optimistic view locd manufactures may leam and later try to ventue out on theirr own.
Moreover they may captue more phass in the @mmodily chan ower time. This may sd off
a processtowards a hub-and-spoé trajectory in which the leadirg actos in particula com-
modity chains are leadinigcal entrepreneurs.

The footwear indusyrin and aroundMadras offersa successful examglwhere locd industri-
alists gradualy take over more phase in the @mmodiy chan (Sahasrananma1993 Rao
1993) Most of the nowadag renowne firms hawe enteral the footwea industy from a
leather tanning background. These firms are long-standing suppliers of main European leading
footwea firms. While the Indian firms previousy suppliel finished leathes (1970s) and
before tha semi-finishel leathes (1960s) they now also prepae uppes (19809 and increas-
ingly full shoes (19909 for thes leadirg actors In tumn, the foreign firms assis in settirg up
moden factories where badly paid and unaganisel women work with moden imported
machinesOne of thes locd |eadirg firms was the only compary from India tha had its own
stdl in ore of the upper-markeexhibition halls at the main Europea shce fair in Dusseldorf
(March 1997).

Neverthelesssuth example are rare Most of the dustes on atypicd satellie trajectoy are
not even dscussd in literature & clustes but as industrid producton complexes often
termed Export Processing Zones.

Hub-and-Spoke trajectory

The lag trajectoy to be discussd is the hub-and-spoé trajectory which may offer the most
feasible road to take.tAhe sane time, it seemsd be the most comrmon trajectoy for clusters
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in developirg countries According to Schmitz and Nadv (1994 12). ".. mog LDC clusters
tend to be distinguishé by internd hierarchies. The mog typicd exampe is no doul the
ca® of the Korean Chaebol,where smdl firms orbit large industrid complexes (Cho 1993.
In the Brazilian Sinos valle(a sh@ duster) small firms tendbtoperate rathe separat from a
few Fordid giant (Schmitz 1995) In mary of the Souh Asian clustes a mmbinaton d the
abowe two trends is often found. A few leadirg families who avn the large$ and more mod-
em factories in the duste (which are by internation& standard usually semi-mechanised
medium-sca units) daminat the locd industy throudh the locd businessassociatioa and
mould tre duste image asit is perceivd by outsiders. Othesmalle units eithe suppl them
as subcontractos or suppl to aher, usually less attractive markd channe$ (for example,
garmens in Tirrupur (Cawthorre 1995and Swaminatha and Jeyaranja 19949 and Ahmed-
abal (Das 1996a) flooring tiles in Gujara (Das 1996b) textile printing in Jetpu (Dupont
1994); bicycles in Ludhiana (Kattuman 1994); and footwear in Agra (Knorringa 1996).

In most of these clusters one finds at least three tiers of firms:

"At the loweg tier of the hierarcly are household and smal workshogs which have limited
resources, prodefor local consumptionrad seek to survive. Tdimediun tier is occupiel by
firms who are bette endowed (in capitalral skills), ae @le to genera¢ an investabé surplus
and produce eithe directly or on (sub)contracgtfor the domestt and dten expot markets.
The third tier includes firms which maintan high levels of quality, are technicaly innovative,
capabé of enterirg expot markets and have growth aspirations. (Nadv and Schmitz 1994
12).

Moreover, tle dove dassificaton applies not onl to the South Asian casstudies mentioned
above bu als, for example to the Tegalwang ratten furniture duste in Indonesa (Smyth
1992) the footwea clustes in Perus Trujill o (Villaran 1993, and Mexico's Leon and Gua-
delajaa (Rabelldti 1992) the textile and clothing cluste in Itajai Valley, Brazl (Meyer-
Stamer 1998).

Perhaps temain rik in a hub-and-spo&trajectory in ternms of innovativengsand capability
of upgrading, is that ofteafew leadirg families try to monopoli€ benefis and dten become
a souce of conservatis instea o innovaton, even thoudh they hawe the financid capacity
to upgrade Especialy mary of the South Asian ca% studies tend to indicaie how sud "fat
cats" are often a drag on innovative behaviour (Cawthorne 1995; Das 1996; Knorringa 1996).

How clusters deal with radical change

Researl on clustes in developirg countries initially concentraté on identifying them i.e.
trying to find ou whethe dynamt agglomeratios existal and whethe they might offer
growth oppatunities smilar to those foundin Italy in the 1970 and 198@. Typologies like
the one daboratel before ae usefu to identify more dearly the growth oppatunities and the
possibe trajectoy open to a given cluster Neverthelessthis is ill a statc perspectie & it
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assume otherwi relatively stabk framewok conditions i.e. the @serce of radicd change

and dsruptions Only recenty has the duste debaé movel from a static to a dynamc per-
spective i.e. the question how do clustes cope with radicd chang® This chang may typi-

cally take two forms radicd technica chang (probaby more relevar for industrid districts

in industrialisel countries) and radicd changp in the e@nomc framewok conditiors (highly
relevan for clustes in developirg countries) In the following secton, we will focus on the

latter aspect soeit has been higlylrelevant f@ mary developimg countries in tk recent past,
mainly due to the generatrend d econome liberalisaton, especialy the transiton from
inward-oriented to open economies, which generates a much increased competitive pressure.

From a theoretica perspective argumers in favou of and agains a superio capaciy of
clustes to cope with radicd chang ca be made Firms in clustes dhould be bette able to
deal with increasigcompetitive pressue becaus they beneit from various positive ecternal-
ities and thus have do deal witlséehallenges than isolated firms. Anatlmportant favour-
able factor is tb cgacity to organie mllective adion to deal with increasing pressure, e.g. by
reorganisig or foundirg mesoleveinstitutiors to suppot firms in fields like training, tech-
nology, and information. On the othe hand, we hawe dready arguel tha both co-operation
and nonco-operatn are path-dependentt is not necessan the cae tha changimg external
conditiors force anon-co-operatig duste into co-operatn. Moreover even if there is co-
operaton, actos in a duste will not necessanl ad swiftly to ded with changiry external
conditions A chang in reality is one thing, the way it is perceivel by locd actoss is another.
Clustersdo nd only involve technical and economexternalities but also sociglconstructed
cognitive patterrs (or wha Denzal and North [1994 cdl "mentd models") It is an open
guestion how fast the sochltonstructed perception of regladapts to radical changes in the
"objective" reality.

From an empiricd perspectiveit seens tha the evidence which so far is very limited, pants
to a good capaciy of clustes to cope with radicd change In the cae of Sialka locd actors
reactel swiftly to the enormots thred posel by trade barriess erecte by the U.S. Food and
Drug Administraton (Nadvi 1997) In the cae of the Agra footwea cluste mary firms suc-
ceedd in upgradirg and changirg the modus operand after the main marke had vanished
(Knorringa 1997) The cae of the Criciuma tile duste has been mentionel, and something
similar may occu in the textile and clothing cluste in Itajai valley, even thoudh the dement
of pah dependene was drong in the initial phag dter the dhang in externé conditions,
abou two yeas later firms and their associatios darted to pusue more than just incremental
changs (Meyer-Stame 1998) In thes caes radicd changs in the macroecononai frame-
work conditiors led to a deg crisis of the secte which openeal oppatunities for radical
changs in behaviour namel from non-co-operatin to co-operatn. Things em to be
somewhat ma@ mmplicated in tk cae of the Sinos vajegootwea cluster. Collectie adion
to improve locational advantages started but thenrgito a halt when the large firms (which
dominae the locd business associatioh preferral relocaton to low-wage regiors in North-
easten Braal to efforts of locd upgradimg (Schmitz 1997) Overall it appeas that clustes in
developimy clustes are resiliert and they do umrace but that as a responsgthe internal
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structue of clustes also changesSone adors lose out, pover may becone more @mncen-
trated, and the hub-and-spoke trajecappears to become more pronounced.

Policy implications

Currert wisdam suggest tha one caana creae industrid districts -- they emerg out of a
long developmenhprocesswith increasimg division d labou betwea firms, increasig trust,
and growing externalities (e.g. SchmitmaMusydk 1994. Current wisdom also suggests that
things happea rathe the othe way around once a industrid district is emerging firms will
organi® themselvs politically and will exett pressue on locd policy-makes to suppot and
strengtha the industrid district, especial}y by mears of building mesoinstitutios in fields
like training and technology.

In ou view, things are abit more diverse To be sure it is unlikely tha attemps to creae an
industrid district from scratd work. For instancethe history of technich assistaneis full of
efforts to creae industrid estates and sometims even sectorialy concentraté industrial
estates bu ther is no eviderce tha this has eve led to an industrid district However,
building from scratt is only one of sever constellatios to be encounterd in red world
industy promoton pdicy. In terms of industrid district-relatel pdicy we see & leas three
othe stylised constellatios of stimulatirg industrid districts clustes with littl e @m-operation
tha move towards industrid district-like structuresindustria clustes unde adjustmenpres-
sure; and newlemerging clusters based on external investment.

The cae of the textiles and clothing industry in Brazil's Itajai vallg is a cae of a duste with
little m-operaton tha moves towards industrid district-like structureslt is unlikely tha an
Italianak structue will emerge especialf given the fact that large firms continwe to play a
dominart role, and do nd shov a propensiy to complee hollowing-ou (i.e. ousourcirg all
their productive adivities). The more likely scenam is the anergerme of a hub-and-spoke
structure with several large lead firms. The change in the development pathdoktars was
initiated by two types of activities First, large firms garted to ousource patt of their produc-
tion pocess thus moving from complee verticd integraton to a hierarchicaly governed
netwok structure Semnd, medium-sizd and large firms began to co-operatefor instarce by
institutionalising informabn exchang and by strengthenig the role of businessassociations.
At the sane time, locd training institutions grengthend interacton with firms, addirg new
and specialisd coursa to therr menu. Likely future stegs are more ourses in fields lik e fash-
ion cesign and bsinessadministratbn, technolog extensbn, the establishmenof a regional
quality brand label, and maybe the creation of a market research institution.

Both Sialka and Sincs valley are caes of clustes unde adjustmen pressureA tradition d
co-operatn and functioning business association facilitate ®llective agion to repond to
externd pressureln particula the swift respons of Sialka firms to the FDA shok is an
impressie exampk of the alvantags tha an active duste may offer. Recem evensin Sinos
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valley hawe bee less encouraging They underlire aproblen documentd in mary of the
developing-counyr cas studies locd and regiona associatios and institutions may be mo-
nopolisal by afew leadirg families or clans which dften blocks rathe than enhanceinnova-
tiveness, which is characteristic of European cases. This is ngttttasguccessful European
clustes hawe nat experiencd ary internd powe struggles History shows tha the very suc-
cessful clustes of today often also experiencd hitter internd struggles before becoming
prosperousnawithstandirg the mllective annesa once succascane their way (Sabé 1992:
225-229) The point is tha the socid structue has allowed the distind actos in the duste to
fight it out amorg themselve and find a solution tha may primarily lead to bette economic
performare of the duster, and nd a solution in which a smdl elite is able to keep full con-
trol. However sud countervailig powea appeas to be mud lesspresemn in mog clustes in
developirgy countries It may be an importan tak for higher-levé policy-makes to stimulate
and strengthen such countervailing power. Not siding automgtvedii the local leaders may
provide an importart signd to ather collective adors and may lead to a more balance con-
flict resolving.

Ore ommnon featue of the first two types of experiencs (i.e. clustes moving towards co-
operaton and adjustirg cluster$ could be the role of the state as far as the caes we have

bee observirg are wncernd, there is none More precisely governmeh does nat play an

active role in supportirg structurd change In the cae of Brazil, centrd governmen played

the key role in creatirg the macroecononai conditiors that enforcel structurd change How-

ever, neither central nor state nor local government did much to help firms in their struggle for
survival. Much the same is true iretbae of Sialkot in th dtermath of the FDA shock. In all
casesadjustmen efforts were only mack by firms and bisinessassociationsThes observa-

tions underlire the increasiig emphass tha recenty has been placed onthe potentia of busi-

ness associations in promoting private sector development (Moore 1996).

However this does not mean tha governmenhas no role to play regardiry clusters Experi-

ernce from industrialisél countries indicates tha all |evek of governmenh can contribue to
improve the performarre of clusters Locd governmehcan drectly help in providing infra-
structure red estate training business incubators and so forth. Stae or province govern-

ment can do the same plus provide financing and technolog extenson. Moreover it can
stimulae locd activities e.g by awardirg gant to locd econom¢ developmeton a @mm-
petitive basis. Central government can give financial support to all these activities, and it plays
a aucial role in creating #nalequa¢ eonomit and legal framework conditions that stimulate
co-operation and action at the local level.

It is, however, crucid to bewae of overly optimistic expectatios regardirg locd cluster
policies The main argumen of this article has been that clusterirg is basicaly a good thing
(even if there ae no Italianak industrid districts) tha it offers opportunities for industrial
upgrading and tha it shout therefoe receiwe political support However anybod who has
been dscussiig industrialisaton strategis with pdicy-makers and especialy locd policy-
makers in clusters, will often hawencountered th exact opposite view. Thetendto perceive
clusterirg as a nuisanceas a featue that makes the region owerly vulnerabe to crisis in the
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industy tha happes to be dusterel locally, and thus as smethirg tha shoul be overcome.
Diversification rathe than strengthenig the duste is the dominatirg discourg in many
developirg county clusters Much the sane usel to hdd true for regiond policy (as imple-

mental by centrd governmenttha tried to scatte industries acrassthe territory rathe than

stimulatirg the energerce of clusters Although it is widely acceptd in the acalemc discus-
sion that this kind d regiona policy did na work (Hans&, Higgins and Savoe 1990) this

insight has not yet reached all the policy-makers Therefore it is unrealistc to exped¢ local

and regionad policy-makes to embak enthusiasticayl on a duster-strengthengn policy. It

will rathe require alot of pressue of cluste firms and business associatios to persuade
policy-makers to take care of them instead of pursuing unrealistic projects.

We mentionel before tha there is anothe ided type of clusters namely newly emerging
clustes bas@ onexterndinvestmentExternd investmehdoes not necessanl mean foreign
investment as the exampk of Sincs valley footwea manufactures tting up factories in
Ceaadillustrates However in mog of case foreign investos will | ead the processThe most
evidert ca® is the passengeca industy which dsplays a strorg trend towards new invest-
mert in the developimg world. Due to the lean manufacturig and just-in-time logistics doc-
trine new investmemn mears that not jus one factorly but an entire hub-and-spo& duste is
located in a given region. Car manufactures usually pull in ather foreign firms, i.e. multina-
tiond ca pars manufacturerswho are the "globally preferre supplief for a given sub-
systen of a ca (Humphrey 1998) Locd firms at beg populae the seond tier of suppliers;
but even ima @untly with along tradition d car manufacturig like Mexico oy few domes-
tic firms are prepared to cope with the demands establigheat land car parts manufacturers
(Altenburg et al. 1999. Cluster-relatd pdicies in this contex mean somethig different,
namey anticipatirg the demang of new firms in ternms of qualified labou and infrastructure.
A carefully designé pdicy to upgracke locd firms to work as scond or third-tier suppliers
may promise some spill-overs especialy in the medium-tem when employes of foreign
firms set up their own shop.

Finally, it is importart to have realistc expectatios regardiry the developmenpotentid of
the type of cluste that is mod frequen in developirg countries namel survivd clusters.
Sone of the enthusiam in the discussbn onclustes in developirg countries ®ens to be
driven by the hope that cluste suppot may be apromisirg way of upgradirg informd sector
micro and small firms. It is unlikglthat this hope will materialise. Even a proposal to upgrade
sudh firms 9 that they can form a satellie duste is unrealistic Survivd clustes are popu-
lated by firms that often a¥not even remotglin a position to cope with the st quality, and
responsivenss demang of the formd sector This does not mean tha there shoutl na be
cluster-orientd pdicies to suppot micro firms and survivd activities On the @ntrary, sur-

7 For example, in the case of Itajai valley, local pofiakers in the earl1990s put all their efforts into trying
to attrad a car assemby plant Until today there is no locad governmen policy directed towards the textiles
and clothing industry In Criciiima locd policy makes tried to revitalize the moriburd locd cod industry.
Again, there is no local government policy directed towards the ceramic tile industry.
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vival clustes dhould be amain targe of policy interventon. But it is importart to ke in
mind tha policies for survivd clustes are within the redm of povery alleviation and are

usually neitheg abou manufacturig beg practice na abou technologich innovaton o
export promotion.
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