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Poucv RESF.ARCH Wonxmc —PAPER 1400 '

; V':;Summary findmgs

' Studies of sucecssful small and medmm-snzc cnn.rpnscs -

" (SMEs) and their marketing and technical support
systems were undertaken for Colombia, Indonesia,

 Japan, and the Republic of Korea. Three to four

subsectors were examined in each country. Thc sample -
worldwide amounted to 445 firms.

: " Mechanisms to support export marketing vaned across
countries and subsectors. How they varied dcpcndcd

* greatly on whether SMEs operated within well-

developed private networks ‘When market penetration

begins, transaction costs are high and collective '

marketing support can be important. As mar! -ts

, “thlckcn, initiatives by foreign buyers become more.
important. Generally the most effective collective
marketing support was of the kind that can be prmnded

" more effectively by decentralized organizarions — such

as industry associations or local governments and

- chambers of commerce (to support firms’ pamclpanon in
 trade fairs, for example) ~— than by central government

instimtions.
Private mechamsms were more important than
- collective mechamsms for helping firms improve their

technologiml capability. Demand for collective
mechanisms tended to be greater when technological
requirements of production were comple> or when the

' 'endowmenns of private technolog;cal networks in ccrt:un

countries or industries were weak.
Broad-based collective technical support facnlltatcs thc ‘

" emergence of an information-rich environment for firms, _
“and may be worth pursuing in many settmgs. Emmples L

of such support include: o
. Sponsormg courses on specxahzcd toplcs. RS
- Famlxtatmg the use of expert consultants (clthcr o

7 dxrccdy, by making a consultant available to a broad

array of firms, or indirectly, by providing financial

_ support for the use of consultants). -

. Promotmg information-sharing among firms. -

Counries that already have strong broad based
collective support and that arc moving into
tcchnologxully more advanced acrivities might conmdcr
“hlgh—mtcnsxty support, but should proceed with

* caution.

* Ths papér — a product of the Finance and 'Priv-'ater Seétor DtvclopmentrDivisidh, Policy Research Department — is part- o

~ of alarger effort in the department to examine the impact of proactive intervention on SME perfonnance Copies of the
. paper are available free from the World Bank, 1818 H Street NW, Washmgton, DC 20433 Please contact Daniele Evans, -
room N9-055 extension 38526 (43 pages). December 1994. -
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with contnbuuons from o ' -
' Albert Berry, Motosh:ge Itoh, Lmsu Knn Jeffrey Nugent and Shu_uro Urata B

N Tlns paper analyzes comparanvely the results ofcountry studres of successful small and g |
medmm enterpnses (SMEs) and thelr support systems in- Indonesxa, Japan, Korea and 7 |
- Colombxa The Ob]eCtIVC of thc research was to shed empmcal lxght on the pohcy questron of . |
7- ,7 what should be the. appropnate role of govermnent in the development of marketmg and
- technologlcal support systems for SMEs L We begmby describing the mch issues and _
_ " methodology, and some backgrmmd features of the comtnes, subsectors and ﬁrms in whlch
- fieldresearchwas conducted. Thereatier, wepmemmmmformhofmemreesuppon |

S systems the maJor results of the research and their mphcauons for pohcy We conclude by

o hxghhghtmg some general themes that emcrgc ﬁ'om the analys:s of mdmdual support systems

, -I RESEARCH BACKGROUND o

B , 'I 1 Research.hmss.md.Msthndnlogx , : : ,

| Issues. Two presumptrons underhe the dec1s10n to focus the research on government and SME ., | 7
- support systems The first presumptmn is that the m1cro-emlrronment ofpnvate govermnemal .

. and NGO (non-govemmental orgamzauon) market and mstmtuonal supports external to ﬂxe o |

- -ﬁnnlsannnportamdctcrnnnamdSMEsuccessyLargeﬁrmscanusemn-market .
'_-mechamsmstomternahzewnhmtheﬁnnmanyoftheﬁmcuonaltechmcalandmarkehngsh.ls

thatthattheyneedtoconductbusmess SMEs bycontrast lacktheresourcesandm—house "

1/ TheresmrchexammedalsoﬁnancnlmppoﬂsystemstapmandKomTheresdts
arereportedmthemdmdualcountrystudm . , , o o
2/ Mrdealsnnphcnmthehteramrewhlchhghhghtsﬂlemleofthcenmpmnwrm' .

- large firms in developing countries as a "gap filler". See Jones and Sakong (1980); Kilby. " - '

~ (1971); and Leibenstein (1963, 1968). For the lmkbetween the development of private and -~
~ public support systems and' SME participation, see Jacobs (1969), Ptore and Sabel (1984), R
,Rams anu Schrve (1986), lee (1988), and chy (1991) L



. 'funcnona] dlversrﬁcratron °f their larger coumerparts and depend more on extemal sources o '

7 acqurre technologlcal and marketmg capablhty Acquxrmg the resources they need mvolves o
, 'transact:ons costs. It follows that the less developed are techmcal and marketmg suppo[t

- ,systems the ‘Thigher will be the transacuons costs to SMEs wnth a correspondmg unpalrment in

| therr competmve posmon So one key goal of the research 1s to leam what are the .
charactensucs of well-ﬁmctxonmg 'upport systems 3/ N - . o

- 7 'l‘he second presumptmn is that the soctal returns of well-funcuonmg SME support systems -
and more broadly, of SME success exceed the pnvate returm to mdividual ﬁrms 'l‘hxs '

' fpresumpnoncanbedefendedvrafourdtstmcthnesofreasonmg First andmostfamihar lSthE' B

rargument that there exrst mformatlonal and other market fatlures assocrated wrth the provrsron -

' of techmcal and markeung support to SMF.s _4_/ Second a prohferatron of raprdly-growmg

| SMF.s holds the promlse of prowdmg a seedbed for the emergence of dynamrc and efﬁc:ent
large-scale nauonal ﬁrms and consequently a more ﬂexrble and competmve dcmesuc |

'economyﬁlThlrd there canbe unportant pohtml economy advantages ofbroadenmg thebase f

7 of pnvate sector parucrpauon. A broader pnvate base Jmphes less concentranon of economrc o
: power whxch can rcduce the nsk of the emergence of a mutually beneﬁc1a1 but socrally |
: -tmproductrve rent-seelcmg relanonshlp between busmess and government. Moreover broad

: 3 Notethattlnsgoalmsubstanhallynarrowerthanthatoflearmngwhatarethe S
7 determinants of SME success (which could include a myriad of pohcy anrl human- caprtal '
- vanables) with lmportant nnphcauons for the desrgn of the research. ' :

4 For markeung and techmcal support the pubhc good character of mformanon 1mp11es -

that the socially optimal supply of information exceeds what would be supplied privately. - _

- Collective action problems could mhib1t firms from orgamzmg to ]omtly supply mtra-nnlustry '
: publtc goods , _ _

) 5_/ - Techmcally, tius argument canbe viewed as one of * mter—tempo splllavers .
Investments today which expand the number of successful firms make the economy more -

~ capable in the future for respondmg flexibly to shocks, and taking advantage of new (currentlv 7 -

- unknowable) opportunities as they emerge: See Bruton (1985, 1989, 1993) for a conceptual

~discussion which makes the case that it is socially desirable for developing country
S governments to pursue mterventlons whlch lead to a more ﬂexible economy



based parttclpanon m the prwate sector can ‘ease socnal tcnsnons, espectally in countrtes where
 there are strong dmsnons between the economtcally dommant group, and other groups in R

soclety Fourth there is some evndence that a subsmntnal role for SMEs contrrbutes to a more

S _ equrtable dxstrlbunon of mcome QI vaen these four lmes of reasonmg, the corollary follows '

' that if government can mtervene m a cost-effecnvc marner to 1mprove the prospects of SME

. success beyond what would be achreved ina wholly pnvate marketplace it should do so

Taken together the two presumptlons shlft the terram of ceuate as to whether o

- govemments should mtervene to strengthen markenng and technologtcal support systems from L

. an 1deolog1cal t0 2 an empmcal one. Surpnsmgly, ‘while there is ample docnmentatlon of failed R

o attempts at mterventlon, there has been remarkably llttle empmcal research asto whether

o collecnve (governmental busmess assocranon and NGO) mterventlons have been 1mportant for o B

R the successful development of support systems 1/ 'Ihe rcswrchsummanzedherc is the frurt of
: asustamedefforttoﬁllthlsgap '

Mgﬂmlg_lm Our startxng pomt for analysns of the role of collecttve mtervons was '

- ~'w1ththe SM'Es themselves Wesoughttoleamﬁ'omstrucmredﬁeldmtemewshowthmﬁms -

7' took care of their marketmg and technologlcal tasks to what extent they drew on external
supports to undertake these tasks and what was the relanve unhmnon and usefulness (as

o 'percelvedbyﬂleﬁrmsthemselves)ofpnvateandcollecuvesupports Ourgoalmadoptmgthts

E approach, rather than studymg dlrectly spec:ﬁc mterventrons made by collecnve msututlons, - R

' -'wastoanchoranyhroadcrjudgementsastothcroleufgovernmentmanlmderstandmgofthe R

dynarmcs of the pnvate marketplace 1tself

S '§f -~ See, for example the ana]ysrs in Fet Rams and Kuo (1979) of thc relatlon between the - o
B , evolutlon of 1 income dlstnhutmn in Ta1wan and the role of SMEs : L - .

. 1/ - _' For some Stlldles of the fole of techmcal and marlrenng support see Hogan. Keesmg

and Smger (1991); Schmitz and Musyck (1993), Cortes, Berry and Ishaq (1987); Berry and

- Mazumdar (1991); and Nugent (1990). Rhee, Ross-Larson and Pursell (1984) used a - ,
~methodology. similar to the prescnt one to examme the acqulsmon of techmcal and marketmg

| fcapabmtybylargeﬁrms



How we selected our sample of firms was crucnal for the broader valldlty of our pohcy
Judgements The key dCCISlOll was to target the empmeal analysts on successes: successful '

| - countnes, successful subsectors, successful firms The underlymg presumptmn was that the | -

' economlc institutions tdennﬁed by ﬁrms as. tmportant for successful outcomes are themselves at s

- least reasonably eff' ctent 3,/ The research followed the lead of other analyses 2/ and used dlrect L f |

- or mdtrect parttcxpatton in export markets as the pnmary cntenon of success (almough, as wdl :

7 be seen, in conductmg the research it was not possible to adhere ngldly even to tlus cntenon of o

| _ export-onentatlon) o R S
' thle m general the presumptlon that the mstttuuons 1dent1fied by ﬁrms as efficlent

- were mdeed 50 seems reasonable to us the reader can contmually test any pohqr Judgements

Ty we draw from our ev1dence by posmg questtons as to the counterfacmal Kcy questtons to keep . .' o i _ |

o in mmd mclude Given that the SMEs surveyed mdeed appear eﬂ’icxent is it probable that, m

thc absence of some co"ectrve mstttutton 1dent1ﬂed as nnportant, thelr performance woula have '

- ,worsened” Altemanvely, should there be reason to questlon whether the surveyed ﬁrms mdeed o

- are economlca‘.ly efﬁctent is 1t nonetheless probable that any collecttve mstltutlon deemed to be o }:

) . makmg a posmve contribut:ton would st:tll be socxally useful inan env:ronment populated by
o economlcally efficlent ﬁrms"

o 7 In pnnctple vanatlons across subsectors in thetr technologtes and patterns of mdustnal '
orgamzatton mlght mﬂuence the role of collecnve supports Slmllarly, their role could be |

affected by va.nattuns across countnes in the levels of development of their pnvate sectors, and '

c the manner of therr mtcgranon mto the world economy To account for these vanatrons we -

R sampled across a broad range of countms and subsectors.

- | _.This presumptlon is standard in the economlc analysrs of institutions. See for example o |

-Ohver Williamson's- (1985, 1975) analysec of transactions costs, and Douglass North's (1981)
" analysis of the relatlonshtp between property rights and economic growth. While at the limit
- applications of the presumption can degenerate into tautologtes, thh careful destgn lt 1s

- possﬂ)le to formulate emptncally testable proposmons

7 ' 9_/ - For example Pack and Westphal (1986) Krueger (1984), and the World Bank s
- V'recent (1993) study of the Bast Asm mlracle - :



‘75' -
Ihe_samp_lg Ideally, the sample of countrres and subsectors would have been largc
enough to make it posmble to analyze cross—country vanatlons in support systems fora
partlcular subsector, as well as cross-sectoral var:atrons in support systems wrthrn mdlvrdual
countrres ln practrce, as Table 1 summanzes budget lumtattons restncted the research to four
, eounmes, 3-4 subsectors were exammed m each country wrth the sample worldwrde
_ | amo.mtmg to 445 ﬁrms Detarls of samphng decrsrons w1th respect to subsectors and ﬁrms arc :

_ contamed m the mdwrdual country studres

Whlle a]l four countnes presently are ]udged to be relatrvely successful" examples of o R

deve]opment they were mtentronally chosen to cncompa..s a wrde spectrum of deve]opment

| , experrences They vary radrcally in 1991 per caprta incomes — from $610 for Indonesra to '_ o

-$l 260 for Colombra $6 330 for Korea and $26 930 for Japan Two of the countnes are

- located in North-East Asra one m South-East Asra and one in Lattn Amenca '

' Unavordably, grven the wrde vanety of levels of development (and resource

- endowments) and tl*e desrre to focus on export—onented subsectors it was not possible to

. achreve much overlap in the subsectors smdred across countnes Yet the costs of hmrted -

. overlap are less than they nught first appear For one thmg, even. wrthm seemrngly 1dent1cal o
R subsectors, there are substantral varratrons across countrres in both the. specrﬁc products
produced and in the patterns of mdustnal orgamzatron lQl For another as the analyses of '

| marketmg and techmcal support systems wrll reveal it is not product—type per se that 1s the -
crucial basls for companson. For marketmg support systems what tums out to be crucral is the

| drstmctron between subsectors in whrch SMEs are embedded mn pre-exlsnng pnvatc networks

_19/ To cite one example Levy (1991) compares the footwear export mdustnes of Korea
- and Taiwan. Not only are there differences in their mixes of products (Taiwan produces ~
- relatively more plastic-footwear, Korea. relattvely more leather), even when the product i 1s =
- identical (e.g. running shoes with leather uppers) there have historically been radical -~
~ differences in their pattems of mdustrral orgamzatron, wrth large ﬁrms dommant n Korea and
' 'SMEs in Tarwan , ,

~
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TA’BLE 1: THE SAMPLE OF COUNTRIES AND. SUBSECTORS‘

‘(NUMBER OF FIRMS SAMPLED IN BRACKETS)"

COLOMBIA (125)

| KOREA (122)

JAPAN (107)

| omms 0oy

Garments (4j)

| Woven Textiles (42)

Woven Textiles in
| Fuli 33) -

Rattan Fumiture (33)

: Automotwe e
| Components (20) .

| Automotive .
Components in- Obu '
e 4) _ . .

 Carved Wooden

| Furmmremlepaﬂ -

Electronic _

. | components @0y .

| Macbinery (44)

'»FlémWAuibmﬁoh' |

| Leather Products (34)

| Tsubame (40) .



y :
~ and activities where no such networks exist; six of_the'subsectors_ selected fit into the former -
s ,category,and seven into the latter. For technical support systems.' a cruelal distinction is -

,between' ,simple, craft-ba's_ed'and eomplex. cngineering and,science based wehnologi;

I2SnmeBackamnnd£hamﬂmstms_Q£Suhmm.Emenremrs_andﬂms

Here we htghhght three sets ot‘ characterrsucs ot‘ the ﬁrm samples the rates of growth R

' - of the firms surveyed the educatron and expertence of entrepreneurs' and the relatton between S

- the firms surveyed and patterns of subcontractmg in therr respectrve subsectors
7' B l\lot surnrtsmgly, gtven our focus on success, the Indonestan Colomblan and Korean | o g
3 7 firms sampled all have enJoyed very substanttal expansron since start-up 11/ As Table 2 shows, o
 the start-up srze of the Colombran ﬁrms sampled was very small thh 76 percent of them '
| havmg 20 or fewer employees and only 10 percent 50 or more ployees By the ttme of the
, survey, however, these proporttons had vrrtually reversed with 54 percent m excess of 50 :
' employees, and only 14 percent w1th fewer than 20 The average start—up size of fnms sampled : '
-m Indonesra was larger, even so, 48 percent of them commenced wrth fewer than 50
' employees, and only 23 percent w1th more than 250 But by survey time only 9 percent sttll
- 'had fewer than 50 employees, whrle 56 percent had 250 or more. As for Korea Table 2 '
| documents substanttal firm growth though lcss than in the other countnes However, for Korea i
| in partrcular these employment data substanually underestlmate the growth of ﬁrms since -
: Korean wages have risen very raptdly and firms have responded by substltutmg capttal for
o labor whrle achrevmg very raprd mcreases m value added.” _
© As Table 3 shows, the levels of educatton of these successful SMEs are strtkmgly tngh._, o
I both Korea and Colombra, over 80 percent of the entrepreneurs sampled bad completed at
-least some umversrty, and, at 75 percent the proportton was almost as hrgh for lndonesra s
| = gannent and rattan entrepreneurs Half of the Korean sample had undertaken thett umversrty 7
' ) tstudres mthc ﬁcld of scrence or engmeermg And pnor to sta.rtmg therr firms over 90 pcrcent R |

11/ The Japanese firms aresubstantially older, and we do not'-haVe :comparable data :
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" | % FIRMS WITH NO MORE THAN
A "SMALL" NUMBER OF -
EMPLOYEESY

% FIRMS WITH A "LARGE" *

NUMBER OF EMPLOYEESY

| START-UP

CURRENT

'START-UP.

~ | CURRENT =~

INDONESIA

- 48%

9%

8%

56%

COLOMBIA

T 6%

C14% .

0%

KOREAY - .

NOTES:

81%

= and for Korea it is 100 employees

¢ Excluding woven textiles, where emplbymenfincfeasee were: limited as a result orf:a, shift to automaticr loanrs'.r

e

C36%

af "Small is deﬁned dxfferently for the three ccnmmu For Indonesna and Korea it is 50 and for Colombla 20 -
employees. 7 i . ST 7 -
.b/ "Large® is defined dlfferemly for the three countries. For lndonesla it i IS at leasl 250 for Colombxa u is 50 ,
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o 'IABLE 3: EDUCATION AND EXPERIENCE_.OF EN'I'REPRENEURS

|| . PERCENTAGEOFENTREPRENEURSSMLEDWHH | I E

HIGH. SOMEUNIVERSITYEDUCATION jpmon

EDUCATION | - . . : RELA‘[‘ED
ORIESS | - - - .

: || Jepara
COLOMBIA |
(ALL)

|| KOREA (ALL)

B | s | u | sos "

SCHOOL_:'_, o 7 o OF‘NHICH. 7 | exer ][E. CEIN :



. -, | :
,' 7 of the Koreans had expenence ina related busmess. almost 60 percent of them ina’ "
management posmon A substantlal majortty of the Japanese sample also reported havmg had
prtor expenence ina related busmess ' ' T '
The exceptlons to the overall pattem of hrgh educatron are reveal.ng "The export

enl:repreneurs from Jepara, Indonesra are shown in Table 3 to be substanttally less educated

. than in the other eountrles and subsectors umquely among the subsectors studted their s source o

. ’of competrttve advamage hes in unusually well-developed wood—carvmg slulls Also, although o -

o not shown in the table, the owners of the Iapanese Sl\m sampled espectally those in thetr -

. .ﬁmes or older, tend to have no more than hrgh school educatlon However as the dtscussron of )

’ marketmg support systems below erl thhhght, they appear to face fewer rnarketmg demands :

o L : than the other entrepreneurs, msofar as they operate wrtlun a well—developed network of mter

- -'ifirmrelatrons |

_ Fmally, subcontractmg relanons are ublqmtous in all four countrles As the country Ny
o case describes in detail, all of the Japanese firms surveyed are embedded mverttcal muln-tler 5 |
- productron and marketmg relattons In Korea, 82 percent of the ﬁrms surveyed subcontract out :

erther speclfic productton tasks or fabncatron of the enttre procluct' the correspondmg figures

 for Indonesra and Colombra are 76 percent and 67 percent What is remarkahlc about the

- Korean experrence in partrcular is the rapldtty of change in the role of subc:ontractmD in _ -

| 'mdustnal productron. In 1973 Only 25 pemt of all Korean Sl eamed any,rev from

- subcontractmg, by 1990 subcontractmg was 3 source of revenue for 70 percent of Korean

- firms, andfully90percentoftheseeamedover 80percent ofthelrrevemre mtlusmanner- j , -

| - For all of the pervasrveness of subcontractmg, and for all that rts expanston (as in- -
_ : :Korea) doubtless multrphos the opportumtres avarlable to small busmess. the results of the

| . Indonesran and Colomblan ﬁnn surveys sound a note of cauuon as to whether subcontracnng

can serve stratghtforwardly asa steppmg-stone to SME success in export markcts Fewer than ) - o

_ '_ 14 percent of the Colornblan SME exporters surveyed and fewer than 22 percent of the B
_ Indonesran SME exporters had themselves had pnor expenence as subcontractors pnor to o
o ,becommg chrect exporters Consrdered together thh the evrdence on educatton levels these B



8
data pomt to the possibrhty of subslantral dualrsm among SMEs thh an educated mrnonty
: suecessfully "graduating” to become drreet exporters and the | majonty more-or-less
' permanently engaged in the mtematlonal marketplace if at all, only mdlrectly as '

subcontractors

II: EXPORT Mr ARKEIINQ- AHD- ITS SUEV m:lr A S IS_'[:EM' S
 Even with favorable market condmons, exports do not proceed sponmneously, but
through the medrum of i mstrtutrons and via exchanges which mvolve both ex ante and ex post

transactrom costs Ex ante transacttons costs compnse the costs of search by buyers and sellers B

' tordenttfyapartywrthwhomtotransact.Exposttransacnonscostscompnsethecoststoone B :

| party that result from non—perfonnance by the other SME success in export markets thus

| reqmres the presence of mechamsms whrch reduce the costs ofsearch to SME supphers and to -

. thetr buyers and whrch can rehably s1gnal the reputatlon of supphers to putauve buyers (and

- vice versa)

) systems — how extensrvely they were used by SME exporners how much value SMEs ascribed _

Acentralgoalofthrsstudymbleamwhatwastheroleofcollechvemarketmgsupportl B

" to them, a..d what speclﬁe lnnds of collectrve support were most hlghly valued by SMEs Yet o

ﬁrms do not make therr dectslons on the use of collecnve markehng support ina vacuum. _
There also exrstarange ofpnvatechannels whrchreducethetransacnonscoststoﬁrmsof g

7 | : parttcrpanng in export markets tradmg mtermedranes search efforts by forergn buyers, o

o opportumtms for mdrrect exporting-via subcontractmg and the presence of other pre-exrstmg

,prrvatenetworksthatcaneaseentrymtoexportmarkets Wheretheyexrst theseprtvate

. networks represent substltute channels whlch reduce SME demand for colleenve support )
o Addmonally, SMEs eager to expon canmake drrect efforts ofthelr own to wm orders —_' 7 :

N although collectlve support (if rt i3 avaJlable) is hkely to complement, rather than substmme for .

- such efforts .

The next subsechons analyze comparatrvely for Indonesra Japaﬂa Korea and Colomb:a : |

" '_' R the supply of pnvate mcchamsms of export support and the tmpact of the1r avarlalnlrty on the o | ?
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use of collecttve support. Thereafter, we descnbe in some detarl the speclﬁe kmds of collectxve
7 markettng support have proven useful in the sample countries, ar.d the specrfic mstmmonal |

o mechamsms that have been most effecttve in dehvermg them

,HlLatlmg.Mcshanmms_Qf.Exnntt.Markenng

'ﬂle field rtsearch uncovered very substantlal vartatlon in the mechamsms of export |

. marketmg across countnes and subsectors. Taken together three proposmons appmr to

' 'summarrze much of thls vanatlon.

* Vanatlons in mdustnal orgamzatton mﬂuence the mechamsms of export - -
marketing. In some instances, SMEs are embedded in well-developed, pre-
~ existing private networks, with low transactions costs of entering export
markets, and with virtually no xole for collective support. In others, the
challenge of linking into the international marketplace is more formidable,
- involves hlgher transactions costs to SMEs and calls for d1stmctrve markctmg
~mechanisms. . :

* Intertemporal variations within mdtvxdual industries mﬂuencc the mechanisms
- of export marketing. In the mualpenodofmarketpenetrauonofanewexport '
- industry, transactions costs are high and domestic-resources play an important
. role. Subsequently, markets "thicken”, initiatives by foreign buyers become -
- . more 1mportant, and the transactions costs of export entry by SMEs decline. (A
. parallel pattern is evxdent over the life cycIe of firms, regardless of the tnnmg -
- of first export entry ) '

SR Vanatlons across countnes in the extent of thelr engagement inthe :

* international marketplace influence the mechanisms of export marketmg The 7
challenges and mechanisms of export marketing are very different, and the -
transa<tions costs of penetrating these markets are lower, for SMEs active in

_ countries that are already "on the map” as export suppliers, than for those o

- active in countnes whose export dnve is still in 1ts mfancy ' o

Table 4 offers capsule summanes of the expenenc&s of the four countnes studxed in-

o relatlon to these proposmons The expenenees of Japan and Indonesm l]]ustrate the nnpact on

o _ marketmg patterns of mdustnal orgamzahon and related pre-exxstmg networks and thosc of B |

: Korea and Colombta (plus Indonesra agam) ﬂlust:rate both the evolutlon of marketmg 7
'mechamsms from the ploneermg export phase onward and the 1mpact on thxs evolutlon of a -
' "'country s proﬁle in the global marketplaee o
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TABLE 4: THE IMPACT OF COUNTRY CHARACTERISTICS AND
" INDUSTRIAL ORGANIZATION ON MECHANISMS OF EXPORT
MARKETING - A SUMMARY OF COUNTRY EXPERIENCES

| INDUSTRIAL COUNTRY S EXPORT
ORGANIZATION PROFILE 7
No direct marketing; SMEs Not Applicable
embedded in dense, pre- - : BT
‘existing private networking -
INDONESIA Extended Chinese community | Nascent reputal:mn as export
- “confers marketing advantages supply source. -
on non-Pribumi Firms. -
Pribumis use substitute - -
| XOREA ‘Emergent network of export | Strong reputation as exporter
- : “traders (intet-tcmporal " | simplifies direct export
Dunenslon) .marketing for SMEs :
: - (subsequent to mmal market '
. , entry)
COLOMBIA ‘Limited pre-existing networks | Limited exposure to export -
' - o - . .| marketplace complicates
marketing for SME exporters
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_ ln dxfferent ways, the Japanese and Indonesian stuches hrghhght the power of pre- .
© existing pnvate networks in facrlltatmg SME partrcrpatron in the export marketplace
lapan Across the gamut of Japanese mdustry, the marketmg of SME products is taken
care of vrrtual]y automattcally by pre-exrstmg prrvate producnon and tradmg networks thh no
7' drrect mterface between the firm and its forelgn buyer and vrrtually no role for collectlve i
support The three subsectors exammed in the Japan case study illustrate the wrde vanety ot'
. patterns of industrial orgamzatron that yleld thrs outcome. - | ' |
' an-ner subcontractmg relatlons among I apanese SMEs engaged in the produenon of |
automobtle components in the town of Ohta compnse a by-now farmha.r example ofa pre- :
- exxstmg private network. Fu_u Industnes (assembler of the Subaru automoblle) is lomted inthe 7'
- region, and half of Ohut § ﬁrst—ner subcontractors supply parts 1.0 the company Sales to Fup -
| 'lndustnes account for 43 percent ofsales ofthese ﬁrms vnth v1rtually all other sales gomg to
. other automobile assemblers n Japan Dependence on a dommant parent ﬁrm grew for the

techmcally less-soph:lstlcated second—tler and lower-ner subcontractors, with 75 percent of sales S |

of second-tter subcontractors gomg to then' parent ﬁrms
7 '- In Japan s sxlverware and textile subsectors, the pre-ex1stmg prrvate networks
| ', compnsed mteracnons wrth tradmg houses and wrth mput supphers. Tsubame s sﬂverware
' ,7 Vexports have long been channelled through the country s export tradmg houses mdeed as of
- the nme of our survey these tradmg houses conhnued to account for 80% of export salos. And -
B SME weavers of synthetic textiles in Fulaui-Ishikawa are embedded in center-satellte relations
, to an even larger degree than thelr silverware oounterparts about 85% of texule weavmg takes : '7 '
place under "service fee contracts in whlch tradmg houses or yarn-producmg chem.lcal o N
' ‘,', _compames supply yam to SME ‘weavers, which is woven and dyed and then remrned to the '
i ,yarn suppher for subsequent sale. | 7 7 '
o In all, mdlrect exportmg through pre-exrstmg prrvate networks was S0 pervaswe in 7 7
, Japan that it proved mfeasible to systematlcally sample firms as to the relanve value of dlfferent :

,kmds of marketmg support for dtrect exports
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' mdma '- In Indonesia the 'ix-npact of another kind of pre-exlsting'network is o
- rhlghhghted by sharp d:fferences in the mechamsms of export marketmg of pnbum1 and non- |
V:'prlbum1 (Chmese) finns These dtfferences appear to be the result of lmkages among an 7 '
o extended Chmese commumty that transcend national boundanes and provxde an mformal
pnvate network into which Indonesna s entrepreneurs of Chmese ongln but not their prlbun'n "’
counterparts can straxghtforwardly comnect. |

. As Table 5 suggests for rattan furmture exporters, pre-exxstmg lmkages translate into a

- supenor ability on the part of non-pnbumr ﬁrms to make nuual export contacts outside of R

- Indonesia: 63% of nuhal export contacts of non-pnbumt Indonesran ﬁnns were made outsxde

~ the country (via a busmess tnp abroad ora fnend or agent based abroad), as compared w:th

o only 15% for priburm firms. As the table shows, the dlspanty in the role of contacts made-

| _abroadconunuesevenasﬁrmsbecomeestabhshedmexportmarkets Ingarments too 53% ofr ,

the most recent export contacts for non-pribuml firms — but none for pribmm ﬁrm., —were:

' 'made abroad 12/ Lackmg both contacts ‘abroad and ready access S to buyers V1s1tmg Indonesra

N -pribumlgarmentandrattanfurmtureﬁrmsmadeuseofsubsmutemechamsms Thusoverhalf ) |
- -the pnbumt ﬁrms m Table 5 (but under20percent of the non-pribuml) usedcollectrve -

mechamsmstohnkupthhexportmarkcts o

Unhke Japanese and non—pribum1 Indonesmn firms SMEs in Korea and Colombla
) generally lacked access. to pre-ex:stmg pnvate networks as dld Indonesra s pnbum1 SMEs
o Consequently, plncal analysns of these settmgs holds the promlse of showmg how markel:mg 7
mechamsms start-up and evolve as speclﬁc new. export actlvmes take hold thh resultant

- dechnes in the transactrons costs of export entry by SMEs. Addmonally, the radrcally dlfferezrt S

o export proﬁles of Colombra on the one hand and Korea and Indonesla on the oﬂler, provrdes

12/ Note, ough that desptte extensive search it was only possible to 1dent|fy six pnbuml _
garment firms for inclusion in the sample. The third Indonesian case, that of carved fumlture :
- exports from Jepara, does not shed any useful light on the role of pre-existing networks; all -

. but one of the firms surveyed were pribum1 and they were not embedded in any pre-exlsung

L network ' : _
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TABLE L13 MARKETING CONTACTS AMONG RATTAN FURNITURE EXPORTER
(NUMBER OF FIRMS)

INITIAL CONTACTS - - . CURRENT CONTACTS ~ -

* Pribumi NoﬁProbupxi ' Pn’butm | ‘NonPribumi -

PRIVATE -
InCountry | - 4 {3 | -~ 13 | 13
Abroad | 2 RTINS I 73
courective | -1 | s | 18 | 6
ToTAL | 13 | 1.6 N R * R . B
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anopportumty to explore how much i .nnpact a. country s broader profile in the mtcrnattonal
' marketplace has on the development of export marketmg meehamsms -

Kg_m The way in whtch Korean SMEs have been mcorporated into that country s

- mdustnal economy is dtfferent from the Japanese pattem Whereas Japanese tndustnal

7 orgamzatton is charactenzed bya dense network of mteraotton between large and small ﬁrms
7 along the lines desertbed above Korea s mdustrlal success in the 19605 and early 19703 was -
o bllllt on its gtant mdusmal conglomerates with SMEs playing an mcreasmg role only after L
N 1977 Moreover the ttes between large and small firms have been looser in Korea than m |
:Japan with a correspondmgly greater extent of d1reet parttclpatton in exports among Korean -
' As Table 6 shows, large firms tended to be the export ptoneers but dtrect SME exports
a _expanded raptdly in all four subseetors studied. Whtle in the woven texttle and electronic parts .

subsectors exports were substanttal already in 1983 in the remammg two subsectors the move Lo .

E by SMEs into export markets took place only in the latterhalfofthe l980s For woventexttles :
| the ptoneenng phase of SME exports actually predates the export start-up of most of our
,sampleﬁrms : - , o o
o Table 7 delatls for each subsector the relauve nnportance of four mechamsms of export '. :
| 7' marlcetmg at vartous pomts mume For Korea, export subcontractmg refers to manufacture =
. against specxﬁcauons for export by traders, not to productton of components for assemblers
- who export ﬁmsheu products As Table 7 conﬁrms inall penods marketmg of woven texttles o
- is dommated by a network of specrahst export traderslsubeonl:ractors wrth headquarters or-
| branch offices clustered in the area of Taegu, the location of almost so percent of Korea's |
" woven texttle ﬁrms. As,rnoted, woven textile SMEs al_ready had establtshed a posmon in exportr |

| 13/ In the automobile anid electronic components subsectors, the m'ajority of firms surveyed

- 'were embedded in subcontracting relations with large assemblers,Sales to assembler-principals . - .

- accounted for over 90% of sales for 14 oftheZOKoreanautopartsﬁnnswrveyed and for 9
~of 20 electronic parts firms. However, even in these sectors over 60 percent of surveyed firms
manufactured at least some produets directly for export markets; these dlrect exports were the .

N B focus of the analysrs of export marketlng mthe Komn case study
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- . TABLE 6: EXPORTS BY KOREAN SMEs IN FOUR SUBSECTORS

(MILLION OF USS)

WOVEN | AUTO 'P'ARTS_'V ELECTRONIC | METAL CUTTING
TEXTILES | PARTS | EQUIPMENT -

1983 -
| SMEExpot Value | - 349 | 4 | @ | 2
(USMillions) | o . o
~ l SME Sharesof | 213% | . 96% . | - 19.5% | B A
" Total Exports =~ | S 7 S
fooss - 1|
SME Export Valve | ~ 145¢ | . & | 134% | &8
(USMillions) ' : o '
|| SME Sharesof | - 42.8% 259% | 29%
|| Total Exports ' | S
| 1991 - , , , ,
SME ExportValue | 3453 [ 18 | 28 | 13
7 -(USMillions) : o ' - o : i -
SME Sharesof =~ |  60.6% |  44.1%
Total Exports - R

I
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_ TABLE 7: KOREA - THE RELATIVE USEFULNESS OF EXTERNAL -

: \‘ ' - MARKETING SUPPORT (ALL FIRMS | = LEAST USEFUL; 5§ = MOST USEFUL)
| :

| DIRECT*

BUYER

] - | suBcoNTRACTING
MARKETING = | INITIATIVE | PRINCIPAL =~ -

COLLECTIVE -

'SUPPORT . - -

Start-up, Pioneers-

2.4

3.2

42

L2

Start-up, Followers

25

24.

40

1.3

Current, All -~ -

'Auto Pats -

2.5

o8

3.7

1.3

Stari-np, ‘Pioneers

2.5

1.0

3.3

AR 1 S

LS.

38

22

.20 .

Start-ul;, Followers -

Chlrrent, All '

Electronic Parts - .

30 |

© 3.6

- 2.8

13

Start-up, Pioneers

X )

18

28

3.3

Start-up, Followers - |

Cﬁﬁeht,*All S

Factory Automation -

Start-up, Pioneers

32

2.7

28

15

1

Start-up, Followers

23

3.6

2.0 -

1

4.0

36

20

Current, All
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' "rnarkets by tlre-late 1970s, and-there is very little yariatlon '-ac'ossperiodsin'the relative
B tmportance of the various export marketmg mechamsms The export marketmg patterns for thrs
, V'subsector parallel more those of Japan and non-prrbumr Indonesran firms than they do those of -
- -the remammg three Korean (and the Colombran) subsectors For the rest, the Korean survey
| ) .esults rllustrate vividly how export marketmg charmels evolve — how SME | exports get gomg _ _
' in mdlvrdual subsectors, and how the transactronal envrronment for export marketmg o
"tlnckens" as the number of SME exporters prolrferates | o

. Table 7 orgamzec the subsectoral data on the relatrve rmportance of varrous marketmg .
mechamsms into three trrne-related subgroups - the trme of the fi ield s_urvey,and firms' initial
_ period of entry into export markets, with inltia] export entry in turn disaggregated between

R proneer SME exporters and SMEs that rnoved mto international markets only once the mdustry

B had estabhshed rts role as an exporter As the table shows the mrtral nnpetus for exports in the

three subsectors came pnmanly from resouroes a.lready w1thtn the country from export

traders, from collectrve marketmg support mstrtutrons, and from exportrng ﬁrms tnemselves;

L Traders/subcontractors played the leadmg ploneer role for auto parts SMEs and the second a

most. nnportant role in electromc parts and factory automatron SMEs Thelr promment enrly o
role can be mterpreted as an trnportant sprllover for Korean SMEs from being actwe ina |

77 coum:ry w1th a strong export proﬁle msofar as it was the country s easlier export : succ&ss -
(typically by larger ﬁrms) that brought these traderslsubcontractors onto the scene Collecnve N

- marketmg support leads among proneer electromc parts SME exporters and has a srgmficant

- subsrdlary role in auto parts. Drrect marketmg efforts by firms provrded the crmcal 1mttal

rmpetns in the factory automanon subsector, and also scored h1gh among autoparts proneers In
all- three subsectors the role of direct marketrng declmes for the export start-up of follower o
'exporters but prcks up agam for current exports - '

Over trme mmatrves of foretgn buyers come to the fore Buyer untratrves are 1dent|ﬁed

' in Table 7 as the least nnportant mechanism for 1mtral export entry by ploneer SMEs in the

auto and electromc parts subsectors and second least unportant for factory a.rtomatlon But .

m_fomranon appearsto,sp_rea_d rapldly_ as Korean ﬁrms come _on line as a primary mternatronal L B



supply source for yet another produet Indeed, in the later periods initiatives by foreignbuy—ers 1 ,. '
emerge inall three subsectors as the leading mechamsm for factlttatmg parttcrpatton in export |
markets |

ln all then, the evrdence from Korea on export mat‘ketmg suggests that "export entry ,

o 'begets export entry that a cumulatwe process can take hold. 1_4J In all three subsectors for

which we have data, local aetors (presum,ablyr prompted by numerous export mcentlves) led the
" pioneerlng phase of SME exports Their activity tookplace against the backdrop ot’ Korea's

h strong overall reputatton asa rehable and cost-effecttve suppher of exports Once exports of a
new product were underway, forergn buyers came onto the scene ~and the momentum of
sustatmng the export dnve shrfted mcreasmgly mto theu' hands wrth complementary efforts by

- increasingly commrtted export suppllers Throughout the process the transactions costs of
| hnkrng into export markets progressrvely decltned with correspondmg mcreases in-

:opportumtzes for export entry by SMEs _ '

| QQlmela ere thetr Korean (but unltke therr Japanese or non-pribumt Indonesran)

counterparts Colombtan SMEs lacked access to pre-exlstmg prrvate networks to lmk mto the

export marketplace ‘The Colornbran garment mdustry expenenced an export surge m the 19705" o

w1th exports in 1980 amounttng to over $110 mllhon already in 1980 too early for the - 7
ptoneermg export phase to be depleted adequately by our firm sample The export take-oﬂ’s m-' o
‘the leather products and machtnery subsectors came over a decade laterlﬁ/ and S0 oﬂ"er

evrdence of the ploneermg phase of export marketmg ef new products

As was observed for Korea domesttc resources played a leadmg role in the ploneermgf L |

~.export effortsof C_olombxan firms in the_leat_her and machmery—subsectors, Direct marketmg o -

14 Htrsclnnan (1958) was a proneermg study of the role of cumulatwe processes in ,
- economic development Levy (1989) modelled formally the role of cumulatwe processes in
, -the development of export markets :

IS/ Garment ‘exports subsequently declined to a low of $40 mtlhon in 1983 but expanded" o
later in the decade to reach $449 million by 1991. In the machinery.subsector, too, exports

peaked at $39 million in 1980, subsequently declined to $12 million, but then expanded in - o

‘recent years to reach $102 million by 1992. Leather product exports got underway only in the

o - 1980s, rtsmg from $14 million in 1984 to $106 million by 1991
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o efforts of firms emerge in Table 8 asthe leading mechanism of export market penetrationfor o |

pioneer firms in both subsectors Collecttve marketing support plays. a s1gn|flcant substdiary

' 7role for ptoneer exporters. as. well asa contmutng useful (though dlmmtshed) role as the o
' subsector matures B - IR | |
_ Astde from thts central srmtlar:ty, there also are some stnlrmg drfferences between
S Colombia and Korea in the marlcetmg mechamsms of pioneer exporters. differences whlch

'plausrbly result from the dtvergent export proﬁles of the two countrres For all that Colombta : ”

| , 'has the reputatton of bemg one of the few Latin Amencan countrres to have mamtamed a - '

: relattvely lrberal trade regtme for a sustamed period of ttme, unttl very recently Colomblan

" industrial pohcy placed nowhere near the emphasts on exports as. drd Korea s, and Colombtan B

 firms have had nowhere near the sustamed presence in ma.nufactures export markets as have the o

-Koreans One consequenee of this ltmrted lnstory whrch is evrdent m Table 8 is the vrrtual
B absence of tradmg and subcontractmg tres as a mechamsm ot‘ export market penetratton for
S Colombran SMEs. by contrast, such tres were of eentral importance forptoneertng Koreanr '

A second and somewhat more puzzlmg dlfference is m the role of forergn buyers

- , desptte Colombra 5 lower export profile, foretgn buyers are relatrvely more lmportant at the

ploneenng phase for Colombran than for Korean SME exporters One plausrble resolutlon of
" this ‘apparent paradox may be that by cornpanson wrth therr Korean counterparts Colombtan
. ,ﬁrms htstorlcally have been less mterestecl in mtemattonal opportumtres at the early stages of
-,export market development and 50 have left relatlvely more of the (modest in absolute terms) |

-early nmmng to foretgn buyers Further whereas in Korea the relatlve 1mportance of direct

marketmg efforts and 1mt1at1ves by foretgn buyers shrfted sharply in favor of forergn buyers as

_ the export dnve deepened in Colombta dlrect marketmg rmttattves play the leadmg role even
" in'the current pertod Plausrbly, this tardter responsrveness of foretgn buyers to emergmg

opportumnes to source from Colornbta isa consequence of the lower proﬁle of the country m

o the global marketplace Put dtfferently, the evrdence suggests that the cumulattve process of

' mcreasmg partrcrpatton by foretgn buyers, dechmng transactlons eosts of export marketmg, and : f i
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" TABLE 8: COLOMBIA - THE RELATIVE USEFULNESS OF EXTERNAL
- MARKETING SUPPORT (ALL FIRMS 1 = LEAST USEFUL; 5 = MOST USEFUL)

SUBCONTRACTING
PRINCIPAL

. || Start-up, Pioneers

44

35

i Start-up, Followers.

'35

3.7

Current, All

. 34

“ Start-up, Piongers |

T390

39

j || Start-up, Followers

.37

36

13

" | 'curreat, an .

38 . |

36.

24

“ Start-up, :Pioniers

39

3.0

25

|| Start-up, Followers -

42

36

1.9

38

| Coment, au

1

32

12

22
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| mcreasmg partrcxpauon by SMEs has not yet taken hold in Colombla with anytlung like the e :

o vrgor that we observe for Korea

Indgnma_(agam For all three [ndonestan subsectors our surveys ytelded evrdence on -
~ the evolutton of export channels. As Table 9 shows, relatwe to both Korea and Colombra
“initiatives by buyers turn out to be unusually domman. in all time penods

For the ptoneermg perlods the explanauon for buyer dommance varies across -

. subsectors For garments, the presence of pre-exrstmg networks among the extended Chmese

7 commumty along the lines noted earher provrdes sufficient explanatron smce the vast majorlty . Lo

of that- tndustry s garment exporters are Chinese i in background By contrast, most of the :
- wooden fumlture exporters_ in the sample were pn'bumr, based in the tradrtlonal woodcarvmg i

center of Jepara, who took adVantage_of thearea'sabundant; supply of carvmgslnlls to produce 7 -
- reproduction anthue furmture for export markets Paralleling the patternhypotheslzed for '

- Colombta Jeparan producers had not mtnally set their slghts beyond the domesnc market So |

- asthe case study detarls and asis slgnalled by the score for buyer mmattves in 'l‘able 9, the

B Emmal 1mpetns for exports came  from outsrders o _ R

_ | Forrattanfumlture ulsnecessarytodlsnngmshbetweenthe prehrstory andthe o
| : actual penod of export take-off in the 1970s and early 1980s rattan ﬁrrmture exports were
ploneered by a small numbcr of predommantly pribum1 entrepreneurs They are the ﬁrms

- grouped m the "ptoneer eategory and, as can be seen in Table 9 and eonsrstent w1th the

~ discussion earlter were dtsproporttonately dependent on col[ecttve support for the initial export B -

- efforts However take-off of rattan fumnure exports came only in the. Jatter 19308 at about therr o

. tune the Indonesran govermnent banned the export ot' 1aw and semt-processcd rattan 'I'he
maJonty of new- exporters durmg thts phase were Chmese (many of them former traders inraw
-rattan) who, as in garments were able to rely on thelr extended network to penetrate export

markets Thus as Table 9 shows, at export start-up non-pnbumi "follower" ﬁrms ldentlﬁed |

. - buyer mmauves as therr most unpormm source of support To be sure some of the "follower

o entrants were priburm I-Iowever they lacked access 0 the network and hence, as is evrdent m |
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" TABLES: INDONESIA - THE RELATIVE USEFULNESS OF EXTERNAL =~
MARKETING SUPPORT (ALL FIRMS 1 = LEAST USEFUL; 5§ = MOST USEFUL) -

e

DIRECT =~ - |BUYER = | SUBCONTRACTING | COLLECTIVE |
' | MARKETING = | INITIATIVE | PRINCIPAL SUPPORT - |

Start-up, Pioneers 34 | a1 | 23 | 21

Startup, Followers | 31 | 34 - |- 25 | ar

Current, AL | ) 39

Carved Wooden Furniture from Jepara
1.8 - T34 24 - 1 20
.13 | 1

’Start-up, Pioneers -

Start-up, Pioneers - 25 | 35 10 o as

Start-up, Followers |~ 3.4 = 37 | a1s | a8

| corrent, AU BT T RS & EEREEE R X O

Rattan Fumitire, Non-Pribumi

VSt'ﬁrt-up‘.'Pidneers; 2 - o - - RN

o || Start-up, Followers | 30 | .42 | - w1 | 2e
fcorent,an | 0 28 - | - a5 | 29

_Rattan Furniture, Pribumi -~~~

‘Start-up, Pioneers | 25 .| . 35 | . 10 1 as

Stattup, Followers | -~ 41 | 29 -~ |~ 18 | 31
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o 'l‘able 9, depended dtspropomonately on therr own efforts and collecttve support to penetrate
export markets 7 : | : _ _
Tummg to the high scores for buyer mmatrves in the current pertod whlle in the early | -
| 7 19803 Indonesra barely had any presence on mternattonal markets for manufactures. |
: manufactures exports subsequently expanded at an astomshmgly l‘apld rate to reach $14.7
' brllron by 1991. By that time, like Korea but unhke Colombta the country had achreved a htgh :
export profile and foreign buyers were ﬂockmg in to take advantage ot‘ its low productron |

© COStS. I-lence the dommant role of buyer initiatives in the current penod evrdent in Table 9 for

all three subsectors

Usmg a srmple demand and supply framework we summanze the prevmus dlscusston ,
' 'tn a way that hlghhghts the sources of variation in the demand and use of collective marketmg '
support across countnes and subsectors. The- three proposmons hrgh]tghted earlier account for

' rmuch of the observed v:nauon

o The ﬁrstproposmon was that, umofar as private and collective marketmg mechamsms o

- are subsntutes the presence of pre-exrsung pnvate networks at the tmttal stages of expanston
into export markets is an importzat deteriminarit of the démand for collecttve marketmg support.
; Heunstlca]ly, D1D1 in Flgure 1 represents those countnes subsectors and ﬁrms which lack
- access to pre-cxtstmg pnvate networks and hence mrght demand qurte substantral collecttve

: 'marketmg support whlle uauz represents countnes, subsectors and ﬁrms whrch enjoy access '
t0 pre-exrstmg networks and so have less demand for collecuve support.]_ﬁ/ In seven subsectors
| rthewed above prlvate networks already were in place as of the time of export entry of the |
o .ﬁrms surveyed -

srlverware, auto parts and textlles in Japan;

1Y F"mﬂy,er = f(XP,XZ ----- Xn), where Qdi is thedemand for collective’ support Xp o

“is the cost to the firm of using that support, and X2-Xn are other determinants of demand. As -

= the figure shows, we make the standard assumption as to the negative relatron between pnce

‘and quantity demanded. In the text, we explore three of potentlally many non-pnce R
: determmants of demand for collectrve support : L
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| _"" nonpribumi garment and rattan exporters in_lndonesia; ,
- % Korea's textile SMl:‘.s in the industrial district of Taegu; and -
- * Colombia’s garment SMEs ,
By and large, SMEs in these subsectors had relanvely less use for colleetrve support than drd
VSM.,s in the rematmng seven subsectors where pre-exrstmg pnvate networks were .
' underdeveloped | ' | |
o prrbumr rattan and furmture exporters in mdonesra'
X Korea s auto parts, elecl:romc parts and factory automatton SMEs; and
s Colombra s Ieather and machmery SMEs. 7 7
_ vadence from these latter seven subsectors offers strong support for a second
proposrtlon hlghhghted earlrer' namely that mtertempora.l vanatrons wrthm mr.hvrdual mdustries
| mﬂuence the mechamsms of export marlretmg Table 9A presents in summary form some key
Vpattems that were ewdent in Tables 7—9 The data are normahzed thh the average usefulness
' scores for "buyer mrtratrve set at one for each subsector. Each subsector S average score for . |
: 'collectrve marketmg support is recalculated as a rauo of the "buyer initiative score”. Averagmg, .
these normalrzed scorcs across subseetors (wrthm countnes), and across all subsectors and
: ,.countnes yrelds the pattems ev1dent in the table ' _ ' '_
B Table 9A hxghhghts the powerful cumulatrve processes at work in the evoluuon of the
" mechanisms of export marlretmg ‘The useﬁalness of eollectlve marketmg relatwe to buyer "
initiative is hlghest for-an mdustry s export ploneers as they start-up their export efforts and

then subsequently dec]mes as foreign buyers come onto the scene and the transactronal

: envrronment for export marketmg "thrckens wrth a correspondmg fall in the transactwns costs - o

—ofn using ent1rely pnvate mechamsms of export marlcetmg As Table 9A shows, in general thls S

BRI pattem is evrdent not only over the industry hfe cycle (eompare the relatrve scores at entry for o

| 'export ploneers and export followers) but also.over the firm llfe cycle (compare the current
- scores versus the scores at entry for all ﬁrms)._ The decline i m,use of collectrve mechamsms-_can o

 be illustrated as a continuing leftward shift of the demand schedule, D1D1 in Figure 1.
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. RELATIVE USEFULNESS SCORES: .
. COLLECTIVE SUPPORT/BUYER INITIATIVE

" TABLE 9A: CHANGES IN PRIVATE VERSUS COLLECTIVE MARKETING -
SUPPORT OVER INDUSTRY AND FIRM LIFE CYCLES IN SEVEN SUBSECTORS |

¥ For Jepara, this score was
~ Current Scores.

05

| Pioneer Firms, - Follower Firms, |  All Firms,
' - Entry - ~ Entry - Current
All Countries and 12 07 0.6
SubSectors - - ' '
KOREA 15 08 04
INDONESIA 10 08 06
COLOMBIA =

07.

estimated as the midpoint between the Pion'eer:and o
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" The powerful empmcal pattem evrdent in Table 9A should not be mterpreted as
- unplymg that collectlve support though evidently helpful in the initial stages, isa neg_essam
- 'catalyst for the take-off of 2 new export mdustry. Indeed,' as is evrdent in Tables 7-9_, only-tn
oo of the seven subsectors — electronic parts-inl(orea, and rattan_exports from Indonesia by
| pribumi-ownedﬁr'ms ~ did collectiveel’forts comprlse"the leading source of support for export
- pioneers In three suhsectors - factory' automation in Korea, and leather products'and ' |
| Vmachmery in Colombla direct marketing efforts by ﬁrms themselves were cruclal to the

~_ initial penetratton of export markets In one subsector (Korean auto parts) traders played the

B crucral catalytlc role. And i in the ﬁnal subsector exports of carved wooden furmture from

,Jepara, notwrthstandmg the overall pattern evrdent in Table 9A buyer mmatlve comprrsed the '

' cruc1al catalyst '

The thrrd proposmon hrghhghted earher was that mter-country vanatrons in the extent :

of engagement in the export marketplace mﬂuence export marketmg mechamsms The relevant S

comparlsons here are between Colombia wrth its relatrvely low export proﬁle on the one hand ;
o ‘and Korea and Indonesra with therr hrgher proﬁles on the other Colombxa s lower export '
| profile, and consequently weaker vrsrbrlrty to forergn buyers, might be hypothesrzed to -

' correspond with a higher demand'for co]lective support — l-)-lDl' in Fiédre 1, versus D2D2 for

B Korean and Indonesra. Surprrsmgly, Korea S hrgher export proﬁle than Colornbra s did not

translate i into more forergn initiative in the proneermg phase of SME exports in a new mdustry o

wrth a correspondrngly lower demand for domestlc resources, collectrve or otherwrse But as
' Table 9A summanzes subseq.tent to the mmal phase of export enl:ry the predrcted dlfferences -
| - ‘were evrdent, wrth a sharper re]atrve declme in the usefulness of collectrve marketmg supports '
i in Korea than in ColOmbla These differences can perhaps be mterpreted as srgnalhng the S

' failure thus far of Colombla to "lock—m its presence in the mtemanonal marketplace and set

- in motron the cumulatrve process of mcreased participation by both forelgn buyers and

~ domestic _supphers which has proven $0 crucial for _Korea s-economic success. -

1.3: fI- he Delivery ng: g_ll-gg' tive Marketing ,Empp port L
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Inall -four, count_ry st_udies; private mechanismis of export marketing support turn out to
be more irnportant than collective ones. Yet, at least some firms, subsectors-and countries

beneﬁt qurte substantrally from the presence of collective marlcetmg support So grven a pollcy

o decrston to support SMEs the questron anses as to how to provrde such support We answer

o this questron in two steps Ftrst we examine what specrﬁc ltmds of collecttve support have 7
| proven most useful to SMEs Thereafter, we examine what kmds of msntutrons have proven ;
" most effecttve in dehvermg thts support. | B '
_ ggllegve Support; what nglg‘? The Colombtan Indonesran and Korean ﬁeld surveys '
' _V'collected detarled mformatton from firms as to the relative usefulness of dtfferent types of
| collectrve marketmg support for thetr export efforts Table 10 reports the results for each
' specrﬁc type of support that was used by at least 20% of the firms sampled in an mdrvrdual

"ubsector The results are strlkmgly srtmlar across countries.

Frrst firms ascribe a lugh value to parucrpatlon in trade farrs at home and abroad asa T

means of penet:ratmg export ma.rltets Trade faJrs emerged as. the Ieadlng or second most valued

collective source of export marketmg support in seven of the nine subsectors for whrch data are :
7 Vreported in Table 10 Moreover as we shall see in the ana]ysrs of techmeal support systems |

- trade farrs also turn out to be an rmportant source of t:echnologml learmng _ 7

: 7 Second only in the garment and textrle mdustry (but thhm that mdustry systemattcally -

'm all three count:rres) do firms 1dent1fy mformatlon on export opportumttes, rather than

rpartlcrpanon in trade farrs as the most unportant source of marketmg support only in the o

77 garment and textrle mdustnes Th:s result remmds us that mtematronal trade is conducted in

i drﬁ"erent ways for: dlfferent industries: for some, high proﬁle fatrs are the hrgh pomts ofthe o

o tradmg season for others an ongomg search by mdrvrdual buyers and sellers for tradlng

- parmers matters more.

- Thrrd SME.s ascribe very hrmted value to drrect mtroductton of buyers by officral

export agencres Efforts along these hnes played v1rtua1ly 1o role in elther Colombla or . -, .

o Indonesm In Korea the electromcs parts subsector provrdes a partlal exceptton to the general

pattem even though it is noteworthy that recrprents of tlus kmd of support (every smgle one -
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' TABLE 10; COLLECTIVE MARKETING SUPPORT: WHAT WORKS?
' A: AVERAGE USEFULNESS FOR ALL RESPONDENTS
- B: SERVICE USERS AS PERFECTAGE OF RESPONDENTS
'C: AVERAGE USEFULNESS FOR USERS ONLY
(1 = LEAST USEFUL; 5 = MOST USEFUL)
| TRADE FAIR | INFORMATION ON { INTRODUCE
HOME EXPORT -~ BUYERS [
N : OPPORTUNITIES | R
:“-COLOMBIA' | -
|| Leater A 2.7 3.1 1.8 -
' B 5% 68% a%. T
c 43 4.1 29 - I
Garment - A 2.2 S5 2.5 R % A I
, B 40% 49% 60% uE
c 40 3.9 3.5 LR B
A - ' -
B
c

Rattan Fumniture -

“ 3.0

2.7

19

1.9

KOREA

1.8 -

: 'WovenTextilesrr_ A - -
1 ' o B - - 2% -
c - - - 35 -
Auto Parts A - - - S - T
: - - B - - - 5%
c - - - 29
Electronic Parts A - 16 20 17 29
: B 20% - - 40% - 27% 100%
S c 39 - 35 35 29 -
h Facfofy Automation A C24 2.2 24 - 18
' S B 50% 50% 57% 3%
c 39 35 3.5 29




g of the sample firms!) ascribe it only moderate value The Korea Ttadmg Company played an' -
' ,exeeedmgly lrmrted role For all that its exphcrt mandate was (o serve. as the general tradmg S

- -"company for SMEs only 4 of 72 direct Korean exporters in the sample actually made therr

- export sales through its channelsl

qulecnxe_sunmrt..who_shnuld.nrmde? Any suss%tlon that govemments should
support the collective. prowsron of marketmg support has to confront the realrty that the

' _7 mstr’mtronal eapabrllty to delrver such support is weak in most developmg countrres Indeed the

B developmg world is llttered wnh farled export support programs and whrte elephant' export

o mstttutrons

: The hopeful message of the present study is that there may be mstmmonal altematwes i
' 1o elaborate export agencres The emprncal evidence hrghhghts the benefits of i mterventrons -
- wuh a "ltght touch" that provrde firms w:th the wherewithal to find buyers for thernselves |

- rather than attempt to substrtute for efforts by putattve exporters Moreover the evrdence

suggests that the dehvery of export marketmg support rmght usefully be decentrahzed tar]ored o

o the specrﬁc reahtres of mdtvrdual marketplaces 50 as to be able to respond to the enormous -
' diversity of players and market mechamsms across subsecu:-rs

| All three country studies offer emprncal support for the proposmon that delwery of

export marlcetmg support to SMEs should be decentrahzed 11/ Korea s ﬂagshlp export agent:y, '

' "'KOTRA has developed claborate export mformatron systems nmltlple tools for promoting

, nattonal exporters, and extensrve mtematronal networks of ofﬁces Yet as Table 11 s:rows,

- asrde from the electromcs subsector there is v1rtually no difference in the extent of support

| provided by KOTRA and by industry associations. 18/ OF 72 drrect exporters mcluded inthe

: : sample 29 reported usmg KOTRA s services, and 23 reported reeetvmg suppo:t from thetr

1 In Japan, too, mdustryassocral:lons and chambers of commerce were the prunary o .
drrect channels of export marketmg support for those few firms who sought to market dtrectly -

. '13/ _ Itis worth notmg explrcltly that no Judgement is mtended here as to the nett benefits ,
. to Korea of KOTRA, whose goals went well beyond providing support specifically for SMEs. -

- 'The point is rather that a KOTRA-hke agency is not necessary for the effectrve provrslon of ;
. SME support ' . _ _
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TABLE ll THE RELATIVE USEFULNESS OF EXPORT MARKETING SERVICES

OF INDUSTRY ASSOCIATIONS .

Average Sccre

ANDV NATIONAL EXPORT AGENCIES IN KOREA

Number of users ..

Average 'Scorc

(all firms) - (Users) .

Number . | Number of § KOTRA. Associa-. Associa- . || KOTRA | Associa-

of Firms | Exporters || -~ = | tion tion. - | ton
Woven -~ | 4 | 31 s s 34 | 32
‘Textiles ' - ' S '
‘AutoPars | 20 4 1.3 18 | 25
Electronic | - 20 15 2 28 | 50
Parts : ' o - ’
Facory | 40 | 12 s 34 3.1
Automation : : '
TOTAL 122 2 R




trade assocratron Moreover the average ratmg of the value of the servrces of the two sets of '

o supphers was vrrmally tdentrcal

7 The Indonecran experrence offers three lessons — one caut:onary. one mixed. and one
, hopeful The cautronary lesson concerns the role of centralrzed export mstrtutrons Ltlre ‘many
g other developrng countnes Indonesra erected i in the 19703 two elaborate export mstrtutrons -
,’NAFED whose prrme responsrbllrty is to promote trade fairs with Indonesran partrcrpatron,
- _and the Intemauonal Trade Promotton Center. an mternatronal network of commercral ofﬁces

) located in Indonesran embassres abroad Yet by 1985 farrs asrde, the percephon was C

- wrdespread that these mstrtutrons were of lumted usefulness

The mrxed lesson concems the role of mdustry assocratrons Parts of Indonesra 5
furniture and garment associations emerged in the ﬁrm surveys as useful sources of collectwe -
: support Yet in general Indones.a s mdustry assoeratrons tend to be exceedmgly weak. They are -

not professronally staffed they are rarely accountable to theu' members, they. tend to be 7
) captured by powerful players in therr mdustnes. and their umbrella orgamzatlon lacks cred'ble
'r:autonomy from govemment As the country study makes clear, it wrll be 1o srmple matter to
re-orient a substantral number of the country s mdustry assocranons to play a construcuve o
-:-wpromotronal rolex. . 7' - L e e '7 N L
7 | The hopeful lesson concerns the expenence of the Erport Support Board ereated in - B

' 1985 in response to the perceptron of failure of the exrstmg export mstttutrons The ESB
Ny reprecents an mtngumg departure from the mstrtutronal model adopted earher in that its role

'7 was to finance marketmg support, not dehver it drrectly 1t provrded partral subsrdres to nascent >

| exporters who sought to pamerpate in trade farrs abroad to develop export promouonal

' material, and (as discussed farther under the rubric of techmcal support systems) to employ B
- techmcal consultants from abroad lts complement of professronal staft' never exceeded 10
Vpersons, yet its servrces were more wrdely used and were rated more hrghly among the ﬁrms

- surveyed than those provrded by the elaborate, central export edrfices



"I'he pcrformgnce of Colornbla's natlonal export apency. PROEXPO '(created in. 1967);

im provrdmg direct marketmg support to ﬁrms also has been less than lmpresswe 19/ Relattvely - :

- few of the Colombtan ﬁnns whrch used collcctrve support Cl‘able 10). reported that lt came
| from PROEXPO The mdustry assoelatlons. by contrast, show conslderable promrse in tlns
area. espeetally those in the leather and (more recently) garments tndustrles Workmg closely _

: ;wrth their member ﬂnns, these mdustry assocratlons are developmg the sort of sector-speciﬁc

- lmowledge and slolls whreh eannot realtsttcally be expected from general purpose agenc:es hke '

PROEXPO A successful hybrtd form whrch is begmmng to take hold is for PROEXPO and
-_ other pubhe sector agenctes to work eollaboranvely with mdustry assocrattons wnth the pubhc

o agencres provrdmg some fundmg to help orgamze farrs and asstst v1srts abroad by potentral
exporters

"Il42uhhc_BQll§y_mar.ds_Emrt_Markenng

" For decades countnes have used hrgh proﬁle natronal export agencres to support thetr -

export efforts Comparatrve emprrml analysrs in Indonesra, Japan, Korea and Colombra -

= ) suggests that, vrewed from the SME perspectrvc and Judgmg by the experrence of successful 7 B

' exporters mrttatrves along these lmes may be mrsplaced For one thmg, pnvate networks tum o o

out to be the dommant means whereby SMEs enter into export marlrets For anoti: .r, for the
' subgroups of ﬁrms for whom collectrve marketmg support | has proven to be useful it has

- 7 generally been of a krnd that can more effectwely be provrded by decentrahzed orgamzatrons

- such as mdustry assocral:rons, or local governments and chambers of commerce Whether these
decenl:raltzed orgamzatrons mdeed provrde useful support to SMEs appears to depend in part
' however on whether they are dommated by large firms, or whether SMEs have a stgmficant

- voice. A number of levels of govemment plausrbly could play a usefu]ly role in facrlttatmg the _ _- =

7 development of decentrallzed orgamzatrons capable of sponsormg parttcrpatlon in fatrs and -

o offermg SMEs other forms or effectwe marketmg support

.' 12/ Although note that ns primary focus has been on the provrsron of credrt for exporters
an actrvrty whrch it apparently has undertaken rmpresstvely :



,24

Turmng specrﬁcally to natronal authormes, asrdc from facthtatmg a supporttve busmess o

o 7 and incentive environment for exportmg, 1s their approprlate role in supporting export

marketmg? One taslc is to "market the country" to ranse international awareness of the

* potential advantages of doing business, including e:tpan business, with the emergixig' export

'natlon 20/ ‘What emerges from s study is that a case can also be made to encourage through .

' parnal subsidies ~ as opposed to dtrectly delwer - the use ot' export markenng supports |
\.ons1deratton could also be given to usrng the lure of ﬁnanclal support to encourage the
development of decentralrzed dehvery of export market:mg services — to faclhtate the
establishment of subscctor specific industry’ assoclatlons that are responswe to SME concems

to encourage those that function primarily as lobbymg orgammtlons to develop the capabrhty to
) provide export marketing and other services to their members, or o encourage the emergence '
- of prwate p:ovrders of export markenng servxces tncludmg for-prof' t sponsors of trade farrs
Frnally, lookmg beyond specrfic collectrve servn:es pubhc pohcy may have some role
| to p.ay in nurturing the pnvate networks that have emerged in this comparatrve study as the

h —,bedrock of export marketmg efforts. Although not Stlldled in any depth the case Stl.ldleS

N uncovered tantahzmg hmts of pro-actwe government efforts to promote such networks pubhc

suppo"t for the development of private tradmg compames in Korea and earher in Japan

R apanese leglslanon to protect the interests of small firms embedded in subcontractmg

N relanonshlps, actions in Korea to desrgnate specrﬁc hnes of busmess for subcontractmg rather o

‘than vernw.lly mtegrated productlon To bc sure, as is docmnented by both the mdmdual case N .

, rsn'dlec and the voh:rmnous ltte'ature on the determmants of mter-ﬁrm contractmg

arrangements,le the development of these. networks has largely been the result of spontaneous - |

- pnvate forces often deeply rooted in natronal hlstory and culture Yet, msofar as incentives

" can encourage subcontractmg or entry by export traders (both large and small) the opportumttes -

- 20/ For a detatled drscussron of how to proceed w1th tlns task, see Wells and Wmt (1990)

o 2_1/ - For one lcey contn'button see thhamson (1985)
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N for'SMEs to participate in export-marketswould be substantially enhanced, with significant

N '_ social returns.

'—',mmwmwww

- Developing new produets and acqumng new production capabllmes, and i lmprovmg
upon those that a firm already has at its drsposal, are crucial to success in _export markets and in
all fourcountries most of the SMEs surveyed_ reported substanual teehnieal impro\'rements.r One 7 :
irnportant influence on techmcal eﬁbrt and performance-is the eXtent to which policies expose '
~ firms to domestlc or mternanonal competmon and thereby act as a spur to nnprove

capabrlmes Another nnportant mﬂuence comprlses educauon pohcy, mcludmg unportantly .

educanon in science and engmeenng, and its 1mpact on the supply of technologlcally-useful S

human caprtal Also mﬂuenual are management proeesses w1t]:un firms and then' 1mpact on on- R

the-]ob technologlcal leammg (mcludmg through reverse engmeermg)

' 7 The present smdy focuses on 2 fourth mﬂuence namely the mlcro-em'lronment of

pnvate governmental and NGO ma.rket and mstrtuuonal technologlcal supports external to the

firm, on whxch 1t can draw asit seeks to bulld technologlcal capablltty. A central goal isto |

, evaluate the 1mpact of collectlve techmeal supports In pnncrple their lmpact eould be |

~ substantial: mter-ﬁrm splllovers of knowledge are pervasrve so individual firms do not captnre

N 'for themselves all the beneﬁts of their mvesnnents in lcnowledge and in the absence of -

| solutions to classic problems of collectrve aetlon rnay ratlonally undermvest However, the- |

challenges of collectrve prov1s-on can also be substanual smce for mformauon to be useful, it
may need to be tailored to the specrﬁc needs of an mdtvrdual mdustry 1f not an mdrvrdual firm.

| Moroever as with export marketmg, there exists a variety | of extemal prrvate mechamsms '

_whlch support a ﬁrm s technologlcal effort Consequently, we embed our analysns of collectrve

: teehmcal support wrthm the broader context of the range of pnvate and collective mechamsms

- whrch can aid technologxcal effort. 7 - - 7 _' | |

N Three broad categones of extemal technologlcal support can be dxsnngurshed The first

- ,.category eompnses technologlcal learmng that occurs as a byproduct of a ﬁrm s transactlons o )
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* with its buyers and suppliers. The second category comprises technological learning that is

o facilitated by a firm's being embedded in an "information-rich” environment, one replete with

.~ other firms engaged in similar activities, with a menu of courses'that address itsspeciﬂc

i'busmess problems. and with access to a network of speclahzed consultants, The fmal category .
: comprlses "hlgh 1nten51ty" tcchnologlcal support 1nclud1ng formal technology transfer -
- agreements wrth other private ﬁrms engaged ina sumlar lme of busmess and sustained Jomt )

work wrth spectahst technology mstttuttons Note that whlle the channels for leammg in the
l;first category are entlrely pnvate in the latter two categortes the channels mlght be etther
pnvate or collectwe ' o

‘We ﬁrst revrew mmparatwely the empmcal results from the four country Stlldles asto”
whrch sources proved most useful in helpmg firms to acqutre technologlcal capablltty

' Thereafter we evaluate in some depth the spec1ﬁc role of collectwe technologxcal support :
 NL1 Leating Souress of Teshmological Capabiity
Frve of the subsectors (garments in Indonesra and Colombla both furmture subsectors
in Indonesla and leather products in Colombla) use craft-based technologles two (woven
- texttles in Korea and J apan) use sunple engmeenng—based technologtes, and ﬁve (machmery in

'Colombla automonve components m Korea and Japan, and electromc products and factory

- automation equlpment in Korea) are examples of more complex engmeermg—based

'.technologles L/ While craft-based and engmeermg-based actlvmes pose distinct technologtcal
: challenges each can be met m dlstmctwe ways Indeed as the comparatlve rev1ew whtch 7
follows will hlghhght and for reasons that are closely analogous to those 1dent1fied earher for -
export ma.rketmg, there turn out to be dtstmcnve nattonal patterns in-the- external mechamsms : o
' of technologlcal support for both craft- and engmeermg-based acttvmes | | 7
' ._T_a_rpgl As Tab]e 12A reveals the leadmg extemal sources of technologtcal capablhty

o _are remarkably srmrlar for Japan s sxlverware, woven textrle and auto parts SMEs desplte very

; substanual subsectoral dlfferences inthe technologlcal challenges Parallelmg export marketmg, '

o220 I apan s srlverware subsector isa hybntl wrth strong roots as a craft-based mdustry e
e Vbut with i mcreasmg apphcanon of sc1ence-based technologxes to sustam competmve advantage '
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vertrcal relations with large ﬁrms emerge asa crucial source of external capabrlity inall three

' subsectors chemrcal compames and (to a lesser extent) tradmg houses are crucral sources of
) technologlcal capabrhty for woven textile SMEs and sllverware and auto parts SMEs receive
'miportant technologrcral support from their lmmedrate prmcrpals in the multr-trer |
subcontractmg chain, 7
7 More broadly, the Japan study hlghlrghts the power of mter-ﬁrm ﬂows of mformatron -
_ within mdustrial districts as an nnportant source of technologrcal capabilrty All three '
subsectors dommated the economic base of a narrow geographrcal area -- srlverware in
' Tsubame crty, synthetlc woven texnles in Fukui-Ishtkawa prefeclure and auto parts in Ohta
a city Vertrcal lmkages represent one examp]e of mter-ﬁrm information flows i in these mdustrrali |
V'VIdrstncts In addttlon, Table 12A identifies snmlar firms and pubhc agenctes (orgamzed ‘as
dtscussed further be]ow at the dlstnct level) as nseful sources of capablhty And equrpment

N supphers many of whrch are themselves located wrthm the speclallzed product—centered
 industrial districts — emerge in all three subsectors as an extemal source of technologrcal =

7 capabrlrty second only to subcontractmg pnncrpals 7 | 7

Ind_qma Interacttons with the tntematronal marketplace emerge m Table 12B as the o
- most important source of technologrcal capabrhty for Indonesran SMEs While both pribumi o
 and non-pnburnt firms have thus gamed technologically from export expansron, Table _IZB a_lso

points to distinctive adyantages enJoyed by non’-pnbmni'ﬁrms In both the rattan and garments o

' subsectors expatnate employees play a disproportronately rmportant role as a source of

N 77 technologrca.l capabrhty for non-pnbnm1 ﬁrms vrs—a—vrs therr pnbumr counterparts Whrle half R -

o of the non-pribunn users recnuted expatrrates from Hong Kong and Taiwan, both Chmese

.y 'centers no pribuml users drew expatnates from these sources. Pnbunn ﬁrms rely

- drsproportronately on substrtnte channels of techmcal learmng For furmtnre ﬁrms (both rattan -

o producers and those from Jepara), techmcal hteratnre has played an 1mportant role As for _

o , pribumr garment firms (whose rolein the garment mdusrry is an exceedmgly small one) Table -
IZB suggests that they have not reaped any direct technologica] bcnefits from lndonesra s |

; _' export success, .but mstead rely on the local drffusron of technologlcal eepab_ilrty by -prrvate - 7 |
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- TABLE 12: LEADING EXTERNAL SOURCES OF TECHNOLOGICAL UPGRADING -
(AVERAGE USEFULNESS SCORE FOR ALL FIRMS - BRACKETS. 1 = LEAST IMPORTANT
5= MOST IMPORTANT)

PRIVATE SOURCES

COLLECTIVE SOURCES

.8)

~ Equipment Supplidr

Principal (2.7)

Similar Firms (1.6) |

'LEADING SECOND | “THIRD SOURCE | PUBLIC | INDUSTRY
SOURCE - SOURCE AGENCY - ASSOCIATION
A: JAPAN
Silverware ' Subcontracting Equipment Suppllet Similar Firms (1.7) - - 1.8 1.4
E Principal (2.5) 1.8 : - : '
-Woven Textiles : Subcomracﬁlig Equipment Suppliér - 20 . - 1.0
- Principal (4.0) (2.9)
'Auio Parts Subcontracting’ 1.5 1.4

Etitigits

B: INDONESIA
Rawn. - | Buyers (3.6) ‘Expatriate (3.4) | Similar Firms (2.3) 1.0 1.7
(NonPribumi) o : Employees i - .
-Ratran (Pribumi) | Buyers (3.6) Technical - Expatriate (2.1) 15 2.1
i B - : Literawre (2.6) Employees
Garments Buyers (3.0) Expariaic (3.0) | Technical 1.0 1.0
,(NonPnbumi) o Employees " Literature {2.2) :
Garments - Similar Firms (3.8) Subcontrﬁ;;ing Equipment GO0 1.0 1.0
(Pribumi) : . (3.3) ) : " - -
Jepara | Buyers 32) Technical ~ . | Subcontracting R L7
i S Literawre 2.0) | (1.8) '
C: KOREA -
Woven Textiles | Similar Firms (2.4) | Buyers 2.0) | Equipment 1.4 1.2
' - L , Suppliers (1.8) o :
Auto Parts - Subcontracting | -Formal Technology | Equipment 2.6 o
: Principal (3.7) - " “Transfer (2.6) Suppliers (2.4) - :
Electronic Parts | International, | Equipment | Subcontracting 1.5 1.2
B Exhibition (3.0) Suppliers (2.3) . Principals (2.0) - '
Il Factory International | Buyers (1.8) Forcign 21 12
“ Automation - - | Exhibition (2.2) Professionais (1 7) o
' : 0 '| Formal Technelogy- | -
Transfer (1.7)
I —
D: COLOMBIA
VLe'adier ' F,oi-eiganycrsl Equipment 7 Similar Firms 2.4) | 1.1 '.72.1—
s 2N ‘Suppliers (2.6) o ' B S
" carmenss © - | Equipment” | Techmical © -~ | Similar Firms {2.1) 13 2.0
S ‘| Suppliers (3.0)° | Literature {2.3) i _— :
Machmery " | Technical - Eqmpment , Local Euyérs 2.5) 2.0 . 16 .
- . - 7] Lierawre (3.9 - Suppliers (2.9) - o : -




pamctpants in the mdustnal dtstrtcts where much. of Indonesna S garment export tndustry is-
' located 23/ 7 | 7 | | | ' '
Kgr_ea In both Japan and Indonesm the leadlng extemal meehantsms of technologtcal
| capabthty are those thh whtch SMEs mteract asa by-product of thelr core busmess actlvmes; _
'By contrast, as Table 12C summartzes, only among Korea s auto parts SMEs do verncal -

lmkages wnh procuring prmctpals emnrge as anywhere near as tmportant a source of

technologtcal capablllty as they are m Japan 24/ Instead for the three subsectors with relatwely .

complex technologtcal reqmrements (that is, all but ‘woven textlles), a dlsproportlonately large -
' - number of leadmg extemal mechamsms involve the transfer of technologrcal capabrlmes from |
- abroad w1th the t:ransfer requtrmg conscrous teehnologrcal effort by firms. Thus: |

* mtematlonal exhibitions are the most lmportant external source of capabllrty
in both the electromc - parts and factory automation subsectors, ' :

* formal technology transfer agreements are among the three most nnportant
- private external sources in both the auto parts and factory automatlon
, subsectors and '

*) moonhghtmg over weekends by Japanese engmeers is an rmportant source of
capability for the factory automation subsector , ,

‘Also noteworthy is support from pubhc agencres, whlch is the seeond most 1mportant extemalr |
support. in both the auto parts and factory automatlon subsector*' o

 Overall, Korea ] strategy of technology acqmsmon in the three complex subsectors |
appears strikingly purposeful both at the ﬁrm and the mdustry level Vrewed against the
| backdrop of the J apanese expenence these purposeful efforts to leam from abroad can be
‘interpreted as a substitute for the relative weakness Vof vertical mter-ﬁrm relattons as a channel e

~ for technological learning.'r" |

- _23_/ Garment productlon for exports is concentrated in Bandung (where itis the dommant :
- mdustry) and in Jakarta, both mWestJava , o

“24/ The relattvely weak performance of snbcontractmg asa channel of leermng for Kom o '
vis a vis Japan has been observed by Porter (1990), see also Kang and Park (1990) and Ioo 7
~ Hoon Kim (1991) 7 7 7
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Even for woven textiles, where technology is srmpler, itis noteworthy that verncal
' relatrons wrth buyers emerge in Table 12C as nowhere near as nnportant for Korean SMEs as
: they are for SMEs in comparable mdustrres in the other eountrrec Rather, horizontal hnkages B
| among firms in the textrle mdustrral dtstrrct of 'l‘aegu are most useful

Q_ngmtm By comparrson wrth Japan and lndonesra Colombra s SMEs receive

fstnkmgly httle support from buyers downstream Whrle in Korea too, the evrdence pomted to :

| _weak vertical tres, unhke Korea, Colombran fim:s do not -appear to have purposefully used

 substitute private mechamsms to learn from abroad. Rather, the overall picture in Table 12D i 1s

-one of rather ad hoc patterns ot‘ technologrcal learmng Thrs overall sense of technologrcal ,'
1solatron is moderated somewhat by evrdence in the table of honzontal mter-ﬁrm flows of 7

mformanon among garrnent and leather ﬁrms and of some stgmﬁcant technologrcal support

o role on the- part of mdustry associations (on whlch more bCIOW)

QEMQ_ In all four countnes pnvate rather than collectlve mechamsms emerge as

' the leedmg external sources of technologrcal capablhty Yet underlymg this aggregate '

) srmrlanty there are substannal cross-country (and cross-sectoral) drfferences in mechamsnm of
_technologlcal acqursrtton While our mrmber of subsectoral observatlons is lrm1ted (espemally o
, grven the need to dlstmgmsh between craft based and engmeermg—based actmtres) we

. Vnonetheless find it heunstrcally useful to rdentlfy in Table 13 dlstrnctlve country patrerns of

.echnologrcal acqtusmon _ 7

_ Parallehng export marketmg a stnkmg feature of Table 13 is the mﬂuence of country 7'
. "endowments " on the mechamsms of technologrcal acqulsltron by SMEs. In Japan, strong o

. vertlcal and honzontal mter-ﬁnn relatrons dnve the technology acqulsmon process In

| Indonesra, the crucral drlvers are mtematronal linkages, both longstandmg ones w1th1n an

extended Chmese commumty and the more recent inflow of forelgn buyers In Taegu, Korea

- '(whrch apparently is somethmg of an exceptron on the Korean scene) honzontal lmkages wrthm

an mdustnal dlstnct play an rmportant role.
Where endowments are hrmted the challenge of technologlcal acqurstron isa
formidable one, andas _Colombra s ,ma_chmery mdustry rllustrates, the consequence can be
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TABLE 13: MECHANISMS OF EXTERNAL TECHNICAL SDPPORT

IN FOUR COUNTRIES AN OVERVIEW

) CRAFT—BASED -

' ENGINEERING-BASED
ACTIVITIES ‘ACTIVITIES
JAPAN Vertical inter-firm relations | Vertical inter-firm relations
o - plus industrial district plus industrial district
INDONESIA Linkages through : -
: : : international marketplace
KOREA Horizontal flows within . - | Activist Technology
industrial district strategies at firm and
o e industry level
COLOMBIA ' 'Lumted industrial dlstnct - | Ad Hoc Technologxcal
- ' Learning .

-phenomenon



N technologtcal |solat10n and ad hoc learmng Yet the expenences of both Korea s engmeermg-

: based SMEs and (toa lesser extent) Colombla s craft-based leather and garment SMEs suggest ”

- that it is poss:ble to successfully surmount this challenge via actwnst strategles at both the firm 7 - :

and collectwe level, lt is to thrs eolleenve dunens:on of the technology acqulsmon process to -

- -WhICh we now turn,

8118 2 MHMWME
anate and collecuve meehamsms of techmeal support can be vrewed as pamal

7 substxtutes SMEs rmght be hypothesrzed to mmally meet therr technologtcal needs mtemally, :

- y asa by-product of thelr core busmess actlvmes, or through exrstmg busmess contacts. Only lf .

| : they still percelvezil unmet technologtcal needs are they llkely to demand collectrve techmcal -
' 'support Thus bulldmg on the prevrous sectron o o

. * Demand for collective support is hkely to be h]gher the ‘more complex are the :
technological reqmrements of production — lowest for craft-based technologles, -

g hxgher for simple engineering technologles and hlgher sull for complex ' -
_engmeermg technologres .

- * Demand for collecttve support is 11ke]y to be hrgher the weaker are the |
country- and industrial orgamzatron—related "endowments” of pnvate :
technologrcal networks avarlable toa ﬁrm S :

A strarghtforward extenslon of these hypotheses is that, wrthm a grven subsector, there canbe

vanatlons in the technology—related endowments of individual SMEs, wnth the demand for

' 77 collectrve teehmcal support greater for poorly-endowed firms 2§I

o ,25/ There is abundant evidence that many technologlcally pnmrtwe firms do not pereerve -
* their own limitations. See, for example, evrdence from Sn Lanka and Tanzania in Levy
{1993) : o

, 2§/ E Vlewed in relation to the ﬁrst hypothesrs it mrght be argued that the relevant variable
~is technological complexity relative to a firm's internal capabilities, and thus that demand for -
collective technical support will be greater for firms w1th weaker capabilities. Viewed in '

 relation to the second hypothesis, SMEs within a given subsector might plausibly vary in their. : -

 access to private: technologrcal networks and hence in their demand for colleetwe technml

' support.



Ev:dence in the country studres enables us to group our country-subsector observanons =

to correspond with the three schedules of demand for collective technical support deprcted in |

Flgure 2:

* Demand is lowest (. e. corresponds wrth DlDl) for SMEs in the six Japanese
- and Indonesian subsectors studied, and for Korca's woven textile SMEs. ‘Their -
technologies are relatively simple, and they have good access to private
- technological supports (among lndonesran ﬁnns. especlally so for rhe non-
- prtbumr) - , ,

oo Demand is somewhat h:gher (r e. corresponds with D2D2) in Colombra s two
" craft-based subsectors. While technologtes are relatively simple, their access to
_private technological supports is weaker than for their Indonesran and Japanese

: counterparts a : :

* Demand is hrghest (1 e. corresponds with D3D3) for Colombta s maclunery
SMEs and for SMEs in Korea s three engineering based subsectors o

Addrnonally, within - mdmdual subsectors smaller and less-well—connected firms rmght be

e hypotheswed to be on a higher demand schedule than their larger counterparts

As will be dlscussed further below, there also are substanial cross-country (and cross-- o

sectoral) variations in the supply capabtlmes of collecuve mstmmons Consequently, there can B

N | be formrdable 1denttﬁcat10n problems in dlstmgmshmg between supply-srde and demand-srde o

explamtlons for cross-country (and cross—sectoral) drfferences in the use of collecttve techmcal DR

support

Demand-srde vanatrons alone seem sufﬁcrent to account for two of the empmcal
: patterns observed Flrst as 1s evrdent m Table 12C in Korea collectrve techmeal support was
' valued most highty for the technologxeally-complex automouve parts and factory automanon
subsectors, and least lnghly for the technologtcally-mghtforward woven texttle subsector, -

- pattern which s consistent with the first hypothesis presented above. Second, both the

-Colomblan and Indonesran case studies present evidence that within individual subsectors
: collecuve techmcal support was more hrghly valued by ﬁrms which were margmal at start- - '
- up. Tlms mIndonesra sraﬂanandwoodﬁtrmturesubsecmrs collectrvetechmcal mpports

| : were uulrzed drsproporuonately by smaller- pnbumr ﬁrms wrth less-educated entrepreneurs,

. _though even for thls group the role of collecttve supporls has been modest In Colombra
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 Figure 2

D1

~ Use of Collective Technical Support .



om

, collecttve support was more hlghly valued by the smaller leather ﬁrms wnth the average

, usefulness score declmmg monotomcally from 3. 0 for tlte smallest firms to 1.0 for the ]argest.i o

" Inboth lndonesra and Colombta the ﬁeld surveys uneovered substanttal subsequent suceess ,

V-mcludmg export success, by these mrtrally "margrnal" firms. | ' |
On the supply-s:de evrdence presented in the next subsectlon suggests that it ls

'7 reasonable asa rfirst approxrmatlon to dlstmgursh between three supply schedules

* SlSl corresponding to Indonesra whose mstrtuttonal capablhtres to supply ' : '
support appear weakest among the four countrres stud1ed '

* 8282 correspondmg to Colombia, whtch appears to have an mtermedlate L
level of colleetrve supply capabrlrty, , , : '

o S3S3 corresponding to Korea and Japan where the mstltuttonal capabrhtres
for collective supply are strongest ' ' ,

As is tllustrated in thure 2 taken together the above proposrtrons as to supply and demand

o rmply that, among the countrtes and subsectors studled the use of collectrve techmca] support :

B . wrll be hrghest for SMEs in Korea s three engmeermg-based subsectors and. wﬂl be lowest for

, Indonesran ﬁrms (especlally the non—prrburnr) 27/ By and-large, thrs pattern is evrdent in :Table

© IIL3: The Delivery of Collective Supgort | |
Collectrve techmcal support takes on one of two very dtfferent forms It can be "broad-

based", and work to facﬂltate the emergence ofan mformatton—nch" envrronment

- 'Altematrvely, it can try to promote "high- mtensrty" technologtcal leammg by supplymg .

) techrucal inputs drrectly to firms. While 1t 1s reasonably strarghtforward to drstrngutsh between
. the supply of "broad-based and of hlgh-mtensrty" support for Colombra, Indonesra and
- Japan the two types of support are provrded Jomtly mn Korea Consequently, the Korean’

' expenence is presented separately

27 The relative 1mportance of collective technical support among the remaining seven
subsectors depends on the magnitudes of shrfts in demand and supply schedules and hence
cannot be deptcted unambtguously : ,



COUNTRY-SUBSECTOR

INDONESIA

'USERS/
'RESPONDENTS

32a o '-

TABLE 14: THE USEFULNESS OF BROAD-BASED COLLECTIVE TECHNICAL
SUPPORT IN SELECTED SUBSECTORS AND COUNTRIES '

'AVERAGE .
SCORE AMONG
- | users :

NUMBER OF FIRMS SCORING ,'

340R5

40R5

1533 -

Industry Association -

Courses ' e - -
Industry Association - - 15733 30 10 - 5
Consultants ™ - ©9/33 3.0 5 - 4
JEPARA | . Y
Courses L 12124 - . B - ,
Industry Associztion 2.2 5 S 3
‘COLOMBIA ' ' SR
LEATHER PRODUCTS o
Courses 21/34 - - - -
Industry Association 17134 3.2 7 7
. GARMENTS R
b Courses /a2 - - .
“Collective Prowders 20/42 3.4 ? 9
MACHINERY - '
‘Courses . ' 27/44 - - -
|| Public Technology Agency ' 16/44 3.8 2 .7
|| Product Standards Agency " 12/44 35 - -8 :
JAPAN '
TSUBAMEISILVERWARE : B o .
Technical Cemter . 18136 . 2.5 10 4.
Industry Association 13735 2.2 6 -2
|| FuxuITEXTILES . o . :
[| Technical Center 14129 3.0 8 7.
Industry Association -3/30 - - 3.7 2 © 2
' OHTA/AUTO PARTS - - I - -
Technical Center - 633 3.8 3 4
5/30. 32 2 . -2




 "Brosd-based”

'collectrve support works to enhance the overall avatlablllty of usable mt‘ormatton. lcavmg flrms -

o ) to Judge what information sources might be most uaeful -and how thcy mtght be adapted to a

',firm s specrﬁc needs. Examples mcludc sponsormg courses 0 spectallzcd toprcs. facrlltatlng
N -the use of specralrzed consultants (etther drrectly by maltlng a consultant avatlablc to a broad

' array of firms, or mdrrectly hy provrdrng financral support for the use of consultants). and

, promotmg mformatton-sharmg among firms Supports along these lrnes are relevant across all -

. | levels of technologrcal complexrty, and the tnstrmttonal demands of provrsron are relatrvely

- lrght As Table 14 summarrzes, such support was used - and reported to be qurte useful
N lndonesra. Colornbta and Japan _ o ,

In Indonesra, _lust under half (27 of 57) of the firms surveyed in the rattan and carved Coe
i wooden furmture subsectors attended courses that focused on spectﬁc techmcal sthects o
.' : relevant to therr busmesses (e.g. wood-drymg and ﬁmshmg) Vrrtually all of these were
- offerings l:y the fl.'mture industry assocratton (ASMINDO) or by 1ndependent non- _ f R
o govemmental orgamzat:ons and about half of the parttcrpants gavea score of three or mgher' |

to collectlve support as a source of technologloal oapabrlrty Use of techmcal consultanls was ,7 E

S eonﬁned to less than twenty percent of the firms However, half of the users gave scores of

four or five to the support provrded by consultants and erghty percent of the users reported .
h that the costs of usrng eonsultrng support were at least partrally subsrdrzed by collecttve
' provrders ' | o | B
7 There was more drversrty in Colombra rn the sources of broad-based collectrve support
_ialthough courses predommated In leather products the collective lead has been taken by a o
7 dynarmc mdustry association, ASOCUEROS whrch has offers a wrde varrety of courses, 7, ,7 |

,sponsors technrcal consultants and 1n general encourages networlnng and mformatton-shan-rg _ |

" among ﬁrms Half of the 3 leather firms received techmcal support from. Asocmsnos md

o seven firms (pver twenty percent of the sample) gave thrs support a usefulness score of 4 or 5 s

In the garment mdustry, over three-fourths of the ﬁrms sampled had mken techmcal courses
' relevant to the busrness wrth the leadmg provrders bemg the natlonal trammg orgamzatton, H 7-
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| SENA the eeonomy-Wrde small busmess association, ACOPI and the garment mdustry ,
' assoolatron The non-eleetncal maohmety tndustry is technologrcally more complex than the

| : others and perhaps reﬂeettng thxs drfferenee. spectaltst teehnology agenotes rather than

,mdustry assortatrons emerge as the leadmg collective provrders However. even for thls

- subsector. courses (rather than hlgh mtensrty support) emerge as the dommant source of

oo]leottve support wrth SBNA the leadmg provider.28/ ' _ 7 '
ln.lapan, techmcal centers under the umbrella of local govermnents are the prtmaryr' o

' provrclers of broad-based collectrve fechnical support Therr role was most srgmﬁcant in two of

= ~ the three subseetors surveyed,22/ where (as Table 14 shows) about halfthe firms surveyed used

 their services, wrth56%oftheseconfemnguponthemauseﬁtlnessscoreof30rhtgher While L
, :V'mthepastthetechmcalcentersalsoprovrdedlughmtensxtysupport, atpresenttherrefforts -
appear largelytobe conﬁnedtosponsortng eourses provrdmg testing and mspectron servrces. -
a 7 andprovrdmg assistance on common techmcal problthatartsefromnormal busmess

'practtces mcludmgamodestm:mberofﬁrmmlts

Aﬁrrtherftmcnon.rlapanscolleetrvetechmcalsupportsystetn drfﬁculttomeasure

| “but, byallaocounts veryuseful masamdemanmformahon—nchnetwork.'lhe]apan

- Vsrlverware case study mcludes one especrally vivid example of how thts network funetrons A

: "Tsubame entrepreneur came up wrth the 1dee ofmahng srlverware wrth handles whose shape

. couldad_]usttoﬁttheneedsofmdmdualdrsabledusers 'lhecollecnvesupportnetwork(mthrs

o mstanceﬁelocdbusmessassocmhon)hdpedhmrdemfyamgeofsemnammdemmmom

held throughout Japan whtch plausibly ctmldprovrdehlmwrthuseﬁtl mformatton Eventually
| "hecameuponaeompanywhrohwasdevelopmgprecrselythematenalheneededforhrs -0

zg/ Interestmgly, 27% oftheColombranmachmeryﬁmtssampled(l2of44)alsoreported SRR

" support from Columbia's product standards certification agency — with an average usefulness

score among users of 3:5. Therewasnoevrdenceofstandardsageneresplaymganyuseﬁtlrolef e
- . inIndonesia. These agencies-apparently are important in both Korea and Japan — however =
ﬂreumleswemnotexamnedsystemaumﬂymtheKomanandJapanesecasesmdtes -

ZQ_/ Inthet]urosubsector autopartsmOhta onlyls%ofﬁrmssurveyed(6of33)

e usedthecenter however,theaverageusefulnessscoreforthesestxuserswasBs e




35
product. However the company was part of a large group t)rdinarily; 'such a company would o

have had lrttle mcenttve to work wnth a small Tsubame ﬁrm Agam however. collecttve

- _support provrders (in thts case a pubhc research center) mtervened to help open doors The

' product was successfully developed has won several awards for mnovatlon and is bemg
7 marketed successfully ' |
Overa[l a cons:stent feature in Indonesla Colombla and Iapan was that broad—based
collectrve support was most effectwely delrvered by decentrahzed institutions — elther by

- ,mdustry assocrattons, mdependent non-govemmental orgamzatlons or by local governments in

' spectallzed mdustrlal dlstncts The record of centrahzed mstrtuttons in dehvermg servrces was o

. more uneven. Fmancmg, though sornenmes was provrded by center mshtuttons the Export -

: Support Board (for techmcal consultants) in Indonesta, the centra] govemment in Japan, and |

a PROEXPO m Colombra Thts pattem of central ﬁnancmg and decentraltzed dehvery reﬂects
o -the wrde dtverstty across actmtres in the kmd of mformatron that i is useful and consequently

- the need for deliverers of broad—based collecttve techmcal support to be close to and famrhar | o

thh the needs of reasonably homogenous chent groups o . .

o ' japan. Thegoal ofmgh-

_ mtensrty collectwe support 1s to meet those specrﬁc technologlcal needs of ﬁrms whrch are not L
: 'adequately addressed through other channels Demand for support along these hnes is hkely to .
'emerge only at relatwely substantlal levels of technologlcal complexlty Snmlarly, the R
. tnsmmonal demands of supplymg useful htgh-mtensxty support are likely to be substanttal the' o
- ’collecttve agency supplymg such support needs to have more competence on " _ '
' :7 very spectﬁc problems (at quite sophrsttcated levels of technology) than do the ﬁrms
‘"themselves . - , _ , _ B '
~In netther Indonesra nor Colombra drd sarnple ﬁrms report beneﬁttng on any srgmﬁcant

- :scale from pubhc programs 10 provrde drrect hrgh-mtensrty techmcal assrstance Indonesra s '7 _' o - :

S Mmrstryoflndustryhasmplaceanetworkoftechmcal extensronservxces whlch mprmcrple

o : _mlght have been mtended to provnde such support but whrch in pracnce supphed v1rtually

. rnot]nng of benet'rt to the surveyed ﬁrms The only Colombran pubhc agency ldenuﬁed as = "7,:, o
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| directly 'provi'ding technical support on any rsignificant scale was SENA. However, as we have

L seen. virtually all of this support was broad-based complementary to' SENA's primary mission

as a vocatronal trammg mstttute (SENA presently is m the midst of a radlcal restructurmg of
its trauung functton, involving a substanttal sluft to decentrahzed mechamsms of dellvery )
- Dunng earher perlods, Japan's techmcal centers indeed appear t0 have prov:ded

substanttal hlgh-mtensrty support The Fukui techmcal center for example played an nmportant |

o role between 1910 and 1930 in mtroducmg the technology for rayon productron into the area.

And back in the 1700s Tsubame s local government mvrted producers from Tokyo to teach narl
producnon to vrllage manufacturers an rmtlatrve whlch was the forerunner of the srlverware |
' mdustry whrch dommates the area today Presently, the role of these eenters is predommantly
' the broad—based one outlmed above although, as the example of handle qnovatron 1llustrated m " _
| a modest way all three techmcal centers t.ontmue to support the efforts of leadmg ﬁrms |
| m_of_Kom By contrast wrth the other three countnes the Korean ﬁrms

o reported re..ervmg substanual benef ts from that country s network of state-owned support

. "'mstlttmons Table 15 summartzes the survey results on the utt]tzatton of collectlve teehmcal

support in Korea Slxty-erght percent of the ﬁrms sampled use at least one type of collectrve :
support, w1th the uttllzatron rate rangmg from alow of 26% for woven texnles to 85% and
'90% for electromc and auto parts respecnvely, toa hrgh of 93% among factory auto*tatron

. ﬁrms The table d1stmgtushes among four types of collectrve techmcal support Provrsxon of o o

o technology mformatron can be vrewed as "broad-based" support and ]omt and contraet _

- 'technology development as "hlgh-mtensuy support w1th technology assrstance and tralmng

: fallmg in between Collecttve support is most common for purposes of n'ammg and least
N ,rcommon for _|omt contract technology development Support for Jomt technolo gy development
B appea.rs to be. valued most hlghly Unllke the pattems m Colombra and Indonesra, the firms

N whrch use the Korean system tend to be dtsproportronately large and export-ortented

: suggestmg that Koren s collecttve techmcal support is rather more on the "hrgh mtensrty " end -

i 1 : of the spectrum The larger role for h1gh—mtens1ty support corresponds to the htgher proportton o .. -

o '.'m the Korean sample of actrvrttes requtrmg complex engmeermg technologres




TABLE 15: UTILIZATION OF KOREA'S LEADING SPECIALIST
TECIINOLOGY INSTITUTIONS IN FOUR § UBSEC’TOR.\

FACTORY

LEADING USE)

TB'C'HNDLDGY

WOVEN TEXTILES AUTOPARTS (=20) ELECTRONIC PARTS
(=47 - . o tn=20) - = AUTOMATION
SRS R L (n=40)
 TECHINOLOGY | LEADING USE LEADING USE 8L Lunmc USE LEADING USE ALL
INSTITUTION (BY ‘ | . - -

"INFO. & Asswrwcs -

NUAL. .
A Bz

’__

. INSTITUTIONS

mi INING

‘SUBSECTOR-SPECIFIC

SMI PROMOTION 4 35
COMPANY
INDUSTRIAL '~ . 0 .
ADVANC‘EMENT - :
'ADMINISTRATION .. ‘

9

KOREA STANDARD ‘
ASSOCIATION -

-

CENTER

TECIINOLOGICAL .
DEVELOPMENT . -

‘KOREA PRQD_UCTIVITY _

JOINT AND CONTRACT

'KOREA ACADEMY OF
INDUSTRIAL
TECHNOLOGY

_KOREA msﬁfum OF
'SCIENCE & | -
TECHNOLOGY

‘OF THE ABOVE (AND
AVERAGE SCORES - -

' NUMBER OF FiRMS =
| USING AT LEAST ONE ..
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- As Table 15 reveals a central feature of the Korean technology support system is 1ts

- mstttutronal plurallsm Support is provxded by srx leading parastatals, plus subsector-spectﬁc o

o mstltunons For woven textlles, the leadlng specrahst mstrtut:on is the Korea 'l‘exttle Industrres |

| Technology Inst:tute whrch provrdes a full range of broad-based support and for factory
-'-automatron it is the Korean Assocratron of Machmery Industry, one of the most well-deve]oped -

- trade assoclatrons in Korea. and for electromc parts it is the Korea E]ectromcs Technology

o Tnstitute.

- By contrast with the pattem for the. other three countrxes no srngle institution reaches

more than 30% of the firms surveyed (and two servrce fewer than 10%), but vrewed asa srngle'

system thhmulnple components the overall coverage is mpresswe 'Vloreover, the usefulness B )

scores (as rated by users) are relanvely hxgh for all msnmttons on a ﬁve-pomt scale none

| averaged below 3 Indeed the average score was. 4 for the two institations which provrded the N

o 'most mtensrve support

A further contrast wrth the other countnes is the predommant role of centrahzed o
| parastatals in dehvermg techmcal support Even s0, there is debate wrthm Korea as to whether

o tlus centrahzed dehvery mechamsm remains appropnate and in recent years a number of

' mdustry-specrfic technology support mstrtutrons have been estabhshed 3_QI Moreover, -
_ 'comparatlve empmcal research on parastatal behavror has reveeled Korea to be an outller inits

' 'abrhty to estabhsh and sustain a relatrvely efﬁcrent parastatal sector. Further, in none of the

other countries studed was the dehvery of techmcal support by centrahzed parastatals anythmg :

~ near as successful as in Korea For countries that lack an overall record of strong p"rformance o

by parastatals an effort to estabhsh a hrgh-mtensny network of collecnve techmcal support

along Korean lines Would appear to carry substanhal rlsks | A S

: 3_Ql The present parastatal—dnven support mfrastructnre resulted in part because ofa -
T 'general predisposition towards centralization in Korean society, and in part because all but -
- one of the parastatals rmtrally were established for other purposes and only after some years '

SR :__'broadened thieir missions to include technical support for SMEs. Increasingly Korea is N
- ... experimenting wrth more decentralrzed approaches to provrdmg support wnh KOTITI a -

-~ leadmg example
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As with export marketlng, a central lesson of the comparatrve research is that pnvate -
. mechamsms play the [eadmg role in the efforts of firms to acqurre technologlcal capabrlrty
' 7 Consequently, the pnonty task for pubhc pohcy is to ensure that the busmess envu'onment

, facrhtates — rather than obstructs the pnvate-to-pnvate ﬂow of information. Key measures o
B here mrght include: 7 | '
*an ‘openness to expatnate workers and technology transfer from abroad
* mvestmentm human capital, mcludrng-engmeermg educatron, and

* a spatial policy which nurtures the emergence of urban industrial districts
rYet once a fnendly business envrronment isin place the quesuon remams as to

' whether there mtght be pro-actrve mterventlons at the micro level wtuch can aecelerate |
o technologrcal upgradmg by ﬁrms The comparatrve analysrs of four countnes suggests that
R there are —- that there exist 1dent1ﬁable categones of ﬁrms subsectors and countrm for whrch

' the benefits denved from collecttve techmcal support are substannal

- The analysrs uncovered two dxstmcnve approaches to. collectrve technologrcal support -

o broad-based and hrgh-mteusrty support The goal of broad-based support is to contnbute o an
) mformatmn-nch envrronment and its delivery mechamsms charactensucally are decentrahzed,

' '77'w1ththeroleofcentralgovemmenthmrtedtothatofparhalﬁnancrer Itcanbeauseﬁrlmdto -

- the technologlcal eﬁ'orts of ﬁrms of all levels of technolog:cal complexrty By contrast the goal - -

o of hlgh-mtensrty support is to offer drrect techmcal assrstance to firms typrcally by parastatal

: ,provrders Its role becomes mcreasrngly salrent as mdustnal development begms to encompass
- ftechnologrcally complex activities. e ' '
Whrle itis possible that — i successful the returns from hrgh—mtensrty support can be_
| 7 very substantlal on all other cormts the advantages would appear to lie w1th broad-based

support Costs are hkely to be lower smce unlike hrgh-mtensrty support, prov1sron of broad-

: based support does not requu'e erectlon of an elaborate physxcal and personnel mfrastructure 3 T

Bemg msumtronally less elaborate the orgamzatronal demands of broad based support are

B ) fewer, and the nsks of orgamzatronal farlure lower And bemg decentrahzed in dehvery, —_ | :




: broad-based provnders are more lrkely to gauge accurately what kmds of techmca‘ support ﬂrms_
. would indeed find useful. |
| In sum, the country studles unply that “broad based" eollectrve techmcal support may

- - be worth pursumg in many settmgs Counmes that already have in place a wcll-ﬂmctron system' :

of broad-based collectrve support, and are movrng mto teehnologrcally more advanced actwrttes _

| could consrder also the optlon of "hrgh-mtensrty support, but in'doing S0 should proceed with |

o caution,

T v 'SOME comvron THEMES
| We conclude by hlghlrghtmg three key themes wlnch cut across the analyses of
, technologtcal and marketmg support systems | o
o 7' Frrst the leadmg source of support comes from prtvate channels from buyers and
traders, from snmlar ﬁrms supplrers and subcontractmg pnncrpals and from the determmed
B efforts of SMEs themselves. It follows that the first order of busmess for SME support policy is is |
: to ensure that the private marketplace can work, that liberal rules govem the mtematronal ﬂow '
of technical :md marketrng resources. | -
. Second the benefits of pnvate support mechamsms are not avarlable equally to all, but i
" .rvary with an SME s "endowments" whether SMEs are embedded in pre-exrstmg prrvate mter

- firm or commumty-based networks whether ﬁrms are proneers in a new actrvrty or one of

'many partrcrpams in an already mature subsector- whether the country in whrch they are actrve -

| - has a high proﬁle in the export marketplace Collectwe markeung and technologrcal supports
N tum out. to be used and valued drsprop *rtronately by less well-endowed though subsequently
~ successful — firms. o | | o
Thlrd the record of dehvery of collectrve techmcal and marketmg support isa - -
chequered one, but some promrsmg new approaches appear to be commg to the fore The most g

B , *prormsmg mterventrons are those wrth a hght touch" their delrvery mechamsms generally are 7' o

o :decentralrzed and therr goals are to support ‘rather than supplant the prrvate marketplace - to ' 7
. ,:'Vco-finanee SME efforts to tap the ma:metplace for new marketrng and techmcal resmm;cs to - o



o 'make avaxlable additional sources s of techmcal mformatlon and to faclhtate commumcatmn -
. between firms, mcludmg between SMEs and mternatlonal buyers | 7

In all, the empmcal results suggests that consxstent wnth the emphasm of the prevnous

decade the overall busmess and incentive envu'onment is the most unportant determinant of the

effectweness of marketmg and technolognea] support systems for SMEs However. the tesults :

~ also caution agamst complaeency. agamst the presumpnon that a llberahzed pnvaﬁe marlcetplace* .

. will be sufﬁclent to secure mdustnal development
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