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Abstract

Objectives: The paper examines the relevance of notions of industrial districts and clusters to small firms.  The paper draws on evidence from a new media cluster on the South coast of England.   The analysis draws upon notions of the ‘Porterian’ cluster and investigates whether the cluster in focus exhibits the characteristics and assumed benefits of an ideal type.  If the claims are not founded then the investments by the various stakeholders will be misplaced.

Prior Work: The conventional wisdom of Marshall, Porter and others suggests that a range of economic and un-traded interdependencies arise through co-location.  This paper aims to build upon this research to see whether it applies in the claimed new-media context on the South coast of England.

Approach: The research began with a critical review of the literature concerning industrial clusters and their features.  These findings were applied into an interview protocol and a series of in-depth interviews were then carried out with 17 new-media managing directors in Brighton and Hove.  This methodology was seen as the most effective way of exploring their experiences of the reality of the outcomes for co-location.

Results:  The findings suggest that the Brighton and Hove new-media cluster meets few of the conditions and benefits said to arise from co-location.  This was evidenced by the findings that customers and competitors are not co-located, with limited networking behaviours within the cluster. Because the assumed key characteristics of clusters are absent respondents reported limited benefits arising in terms of innovation, learning, lower costs, the sharing of resources and best practice.

Implications:  Interested stakeholders should not assume that because a group of apparently similar companies are co-located that this is a result of a particular motivation or that a range of benefits will accrue, as predicated by conventional wisdom. Future research into the field of clusters, solely relying on firm type density is a poor predictor of cluster benefit outcomes.  Instead researchers should question the universal applicability of certain cluster models to specific situations.  This may be best pursued through the use of multi-methods approaches.

Value:  The paper’s key contribution is to encourage a more critical approach by researchers when applying conventional models or the conventional wisdom to specific phenomena.  In this example, we would recommend the use of qualitative research findings to examine the reality of the assumed benefits that are said to ‘mysteriously’ arise from clusters and the motivations and activities of actors within those clusters.
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Introduction

Research on the industrial districts, and more recently clusters, has a long history.  The concept has three common elements: geographical proximity, connectivity between firms and engagement with a supportive infrastructure.  Clusters are sometimes regarded as variants of 'industrial districts', the latter placing a greater emphasis on socio-political factors, with some authors suggesting that they are sub-domains of each other (Rosenfeld, 1997; Gordon and McCann, 2000).  Early variants of the literature initially had a small firm emphasis (Marshall, 1890-1920) where firms in ‘industrial districts’ developed skills, expertise and innovation through the sharing of knowledge and firm specialisation as a result of agglomeration economies, positive externalities, technology transfer and knowledge spillovers.  For example Marshall (1920, p.225) describes the process of skills learning as: 

“The mysteries of the trade become no mysteries; but are as it were in the air and children learn them unconsciously”.  

In addition, technology transfer is encouraged, if (ibid, p.225): 

“One man starts a new idea, it is taken up by others and combined with suggestions of their own; and thus it becomes a source of further new ideas”.  

The power of the industrial district as an effective means of production, distribution and exchange has not diminished with time.  A significant contribution derived from the Italian school (eg Becattini, 1989) which emphasised the significance of community, small firms and institutional support in industrial districts as a means of providing a competitive, flexible and specialised means of production.  More recently, Porter placed less emphasis on small firms, social networking and flexible specialised production and instead emphasised the interaction of cooperation and competition leading to competitive advantage.  The Porter definition suggests relationships with a range of companies and stakeholders based upon mutual interests:

“a cluster is a geographically proximate group of interconnected companies and associated institutions in a particular field, linked by commonalities and complementaries” (ibid, 1990, p.16).

The ‘interconnected companies’ in the proximate environment could be vertical within the supply chain (suppliers and customers) or horizontal (with related industries and even competitors).  It also suggests that a cluster will contain other stakeholders who share these mutual interests such as universities and government agencies.  ‘Commonalities and complementaries’ also suggests that the ‘interconnected companies’ are more likely to have similar needs for research, information, markets, technologies, needs for specific assets, resource requirements and public goods.  Being proximate or co-located can potentially provide these at lower cost through greater choice, co-operation and networking (Porter, 1990; Doeringer and Terkla, 1995; Nachum and Keeble, 1999; Gordon and McCann, 2000).  

Co-location also allows for lower transportation and transaction costs as travel, time and increased trust should produce lower costs (Lublinsky, 2003; Storper and Harrison, 1991). Clusters can attract the required skilled labour, the mobility of which can enhance the exchange of ideas and knowledge throughout the whole cluster (Camagni,1991; Krugman, 1991). There are also un-traded benefits that can arise such as mutual co-operation, learning and resource sharing and are referred to as either embedded benefits or un-traded-interdependencies (Granovettor, 1985 and Storper, 1993 respectively).  In addition the role of co-located universities, research establishments, trade bodies and government support agencies can help glue the cluster together and enhance learning and innovation, enhancing group norms, rules and agreed procedures, a form of ‘institutional thickness’ (Amin and Thrift, 1995).
In this ideal type, Porter maintains,clusters can achieve a competitive advantage for all its members even on a global scale if the customers are demanding quality and excellence and that competition encourages differentiation and innovation.  In addition, suppliers and related industries are attracted to locate in the cluster, providing goods and services and knowledge spillovers.  Also the cluster itself contains or attracts key resources, such as skilled staff, that can then manage and innovate new products and services.  

Cluster networking benefits for small firms

A priori, cluster co-location may make it easier for members to access customers, suppliers, competitors and other third parties resulting in networking and communications between these parties to be more time-cost efficient.  These relationships are more likely to be long term and bonded (Ebers, 1997; Jarillo, 1995), with greater levels of trust generated (Lyons, 1994).  This can result in peer-to-peer relations within a particular discipline developing, for example, sectoral and cluster professional associations, extended family, ethnic groupings, sports and social clubs and political environmental interest groups (Birley, 1984/91; Eisenhardt and Schoonhoven, 1996; Hakansson and Snehota, 1995; Lipparini and Sobrero, 1997; Perry, 1999, Greve and Salaff, 2003; MacKinnon et al.,2004).

This increased potential networking benefits should allow small firms to cope more effectively with the constantly changing business environment (Aldrich and Zimmer, 1986; Szarka, 1990) by potentially bringing more resources to bear, through pooling information, learning and innovation factors (Aldrich and Zimmer, 1986; Birley et al., 1991; Szarka, 1990; Carson et al., 1995; Conway, 1997; Shaw 1997; Fuller-Love and Thomas, 2004).  Networks can also result in greater levels of trust and cooperation arising, reducing the risk of any abuse within a network (Thorelli, 1986), reinforcing the benefits that arise through co-location.

The small firms’ literature suggests that networking plays an important role for small firm learning and innovation.  This is because small firms do not have the internal resources to search the business environment for market information, business contacts, learn new skills, or improve firm problem solving (Dragoi, 1997; Penn et al., 1998; Kailer and Scheff, 1999; Keeble et al., 1999; Chaston, 1999; Tell and Halila 2001; Fuller-Love and Thomas, 2004).  

In addition, networking that cuts across sectors  often have different production, innovation and administrative systems, which may for some firms transfer across sectors, providing previously unknown solutions (Dragoi, 2000) as well as potental, ‘double loop learning’  (Chaston, 1999). Another important benefit of cluster co-location is the conducive affect on the transfer of tacit knowledge.  Because the nature of tacit knowledge is more problematic in its transfer (Nonaka, 1991), the proximity within industrial districts lends itself to face-to-face interactions, providing a more effective way for such knowledge to transfer.  This is particularly the case when such interactions are based around trust and mutual dependencies (Malmberg and Maskell 1997).

Learning and innovation are interdependent processes (Landabaso, 1999), where according to (Lundvall, 1992), innovation is enhanced through ‘interactive learning’, commonly between producer and supplier or producer and client or producer and other local actors.  Baptista and Swann (1998, p.538) demonstrated that firms that cluster are more innovative, precisely because learning and innovation are interdependent:

“One of the main reasons behind the existence and success of clusters is the pervasiveness of knowledge externalities or spillovers.  It seems likely that spillovers, particularly those associated with new technological knowledge, tend to be geographically localised”.

Cluster co-location can therefore play a key role in enabling small firms, in particular to access technical, informational and complementary resources to help develop not just incremental, but also radical innovations, new products and services (Lipparini and Sobrero, 1997).  Several authors have suggested that when small firms actively interact within in their local environment, learning and innovation can be enhanced due to the efficiencies afforded by proximity (Cooke and Morgan, 1998 and Storper 1993).

The limitations within the cluster literature
By the late 1990's, social embeddedness and networking within cluster research had become mainstream (Baker, 1995; Padmore and Gibson 1997; Simmie and Sennett, 1999; Gordon and McCann, 2000; McDonald and Vertova, 2001).  Yet at the same time there was a growing tide of evidence that raised doubts about the generalisability of this ideal type.  These focused on reservations concerning the extent of small firm networking; the degree of local embeddedness; doubts concerning the real value of lowered transaction costs and agglomeration economies; the growth in the use of  ICT’s, particularly the internet; the need for local networking, and where small firms in particular, do not have the resources to network widely.

Small firms are not always active networkers

What is not necessarily agreed in the literature is to what extent all small firms apply themselves to all the potential networks that are available (Birley, 1984/91; Curran et al., 1993; Curran and Blackburn, 1994; Dodd, 1997).  Birley (1984) discovered that few firms made use of the formal sources of help, for example, accountants and lawyers, but relied more on the ‘informal’ networks of family and friends.  Curran et al., (1993), however, established that small firm owners did not always make use of their own family or friends in times of crisis, or lacked sufficient time to commit to extended networking commitments.  

Curran and Blackburn (1994) and Edwards et al (2006) found evidence that suggested small firm owners are only loosely connected to their local economy because the niche markets they serve go beyond the local. There was also a reticence to becoming too involved with local partners wishing instead to maintain their independence and autonomy that might be threatened if they became too reliant on others in the local economy (Curran and Blackburn, 1994; Shaw 1997) this was seen as having a general constraining  affect upon firm learning and innovation because of the ‘tradition of being insular and autonomous’ (Laforet and Tann, 2006).
 Relations with principals in large organisations and small firms were also less cosy than the literature suggests.  Respondents in large organisations preferred to work with large organisations whilst those in smaller firms expressed reservations about dealing with larger organisations because of the inherent bureaucracy. In short, the reasons for this ‘size homogony’ were a result of a variety of economic and sociological factors. 

Edwards et al (2006) found that the degree to which small firms network varied by sector where higher value added process tended to network more extensively where ‘learning of best practice might be considerable’, however if the sector is characterised by ‘short term contracts’ competitive concerns would reduce this tendency. Business owners were also less likely to be members of a club or association, unlike many stereotypes depict thus providing little socio-political embeddedness for cluster development. This was supported by Dodd (1997), after examining British household panel survey data, who could not find strong evidence that small firm owners used the extended network potential of clubs and societies significantly more than their salaried counter parts.  If these firms are not fully embedded, then they may limit their ability to benefit from the benefits that are said to arise from networks.  

Economic benefits not always proven

Although agglomeration economies of scale are claimed by numerous authors as a beneficial outcome of clustering co-location, the reality of substantive relations may not necessarily bear this out.  Lublinski’s (2003) study of clustered and non-clustered aeronautical firms, for example, could only find weak evidence of agglomeration advantages being realised.  While Le Veen (1998) and Rosenfeld (1997) report that as a result of globalisation firms will source from overseas suppliers to take advantage of lower costs.  

The importance of proximity and the lower transaction costs that can arise, may be offset in importance as a result of the increasing use of ICT technologies (for example, WAP phones, Internet, email and video conferencing).  This could reduce the need for having face-to-face meetings with customers, suppliers and other third parties.  This could equally apply to the workforce, who could in some sectors (such as new-media), work from home or even be based overseas.  Caincross (1996) wrote about the ‘death of distance’, where ICT’s can enable firms to communicate and network with others without location or temporal constraints.  Coyle (1998) went onto develop the concept of the ‘weightless economy’, whereby IT companies in particular could use ICT’s as a form of distribution channel direct to the client’s computer, of software products and services, again without location or temporal constraints.  

In addition to certain cost advantages not arising is the real possibility that the clustering of firms may actually increase certain factor-resource costs such as labour (through strengthened bargaining positions) to increased costs of housing for staff, obliging some to move out of area.  The cost of land, factory and office rentals/leases may also increase, due to limited stock and increased demand, forcing firms on lower margins out of the cluster (DETR, 2000).

Exaggerated local embeddedness and un-traded interdependancies

Some authors have criticised the cluster literature because they believe there is little evidence that small firms are actually socially embedded.  Curran et al.  (1993) and Curran and Blackburn (1994) found that the owner-managers of small and medium size enterprises (SME’s) had limited local networks, often lacked time to network beyond customers, and had low levels of use of social or family relationships for business purposes.  They concluded that local embeddedness and un-traded interdependencies had been greatly exaggerated in the ideal type literature and the transferability of models, from for example Emilia-Romagna, to the UK were unrealistic.  Their research found that labour and customer-markets were often outside the local economy, suggesting the ‘death of the local economy’.

Evidence from the Cardiff cluster of new-media firms, suggests that only a third of firms interviewed considered co-location itself to be important (Cook and Hughes, 1999).  The detractors cited several disadvantages for co-location, such as too much competition and price discounting.  Smaller firms in particularly felt insecure about networking or sharing information with larger firms, who with their larger ‘asset stock’ could then behave in an anti-competitive way against them.  

Oakey et al.  (2000) provides further corroboration with a study of the non-broadcast visual communication (NBVC) industry in the South East, which includes digitally based (video, internet, multimedia and conference production companies).  They found that the majority of SME’s had low proportions of purchases and sales occurring within their local area.  However, for smaller companies, those with 2-4 employees, it was found that there was a significantly greater reliance on customers in the local market than for the larger smaller companies.  

 ‘Institutional thickness’ is not always demonstrated

The role of co-located institutions does not guarantee the existence or advantages of Amin and Thrift’s (1994) ‘institutional thickness’.  In particular, the existence of government and quasi-government agencies underpinning business relations are not guaranteed.  Services offered by Business Link and other networking agencies have been criticised for providing inadequate services for small firms.  The delivery is sometimes short-term, ad hoc or discriminatory, thus not adding to the embeddedness  of co-located firms (Westhead, 1995; Carson et al., 1995; Romijn and Albu, 2002).  

Although Romijin and Albu (ibid) found positive relationships with university and the local technology cluster, in the main these firms had prior connections with the university and so a historical path-dependent relationship was already in place.  In practice the university examples of Oxford and Cambridge cited earlier may not be typical of many other universities. Based upon this author’s experience of working for several universities and with local industry, there appears to be a ‘silo mentality’ in many universities with an ‘ivory tower’ outlook to business (Etzkowitz et al.  2000).  Thomas (2000, p.1222) claims that small companies in particular, “tend not to be well integrated into the academic, governmental, company networks” and that support structures should be targeted at such firms to overcome this problem. 

Limitations of the learning and innovation networking cluster 

Although there are numerous prima facie benefits of co-location, there is evidence to suggest that there may also be drawbacks. In terms of cluster learning and innovation, some authors claim evidence that these processes can lead to narrow and inward looking outomes rather than externally competitive benefits.  Amin and Cohendet (1999) citing the craft industries of Northern Italy argue that if an innovation were to develop outside of the district, there would be a strong likelihood that the constituent firms would be too engrossed in their local tacit knowledge to realise the opportunities.  Similarly, the level of institutional embeddedness of the Swiss watch industry, its craft based institutions and history may have hampered its development in the face of a digitally based competition from Japan (Glasmeier, 1994).

Varaldo and Ferrucci (1996) state that if new ideas do not come directly from the same sector or originate from a local entrepreneur, the industrial district may reject them due to lack of familiarity or fear of a loss of control.  They also evidence that during the late 1980’s when a degree of decline affected the Italian industrial districts, there was less evidence of co-operation occurring as self interest and survival became the paramount strategy at the expense of others (Perry 2000).

Much is made in the cluster literature of the importance of tacit knowledge and that co-location can enhance its diffusion within the cluster actors.  However, there is doubt in some quarters as to what is actually meant by tacit knowledge and whether it has superior qualities over codified knowledge:

‘Despite the numerous assertions that tacit knowledge is the key to business success, this remains an unsubstantiated and obscure proposition’ (Martin and Sunley, 2003, p.25).

Uzzi (1997) suggests that the close relations that can arise from social embeddedness can lead to inertia due to narrow ties where group thinking has developed leaving the industrial district open to global competition.  Sull (1999, p.6) also found similar evidence for such inertia: 

“Conditions prevailing in the formative years of an industrial cluster leave their imprint on organisations within that cluster through shared cognitive models, organisational routines, social networks and norms, that these become institutionalised over time and ultimately constitute sources of inertia”.

Although authors such as Cooke and Morgan (1998) forwarded evidence that the innovative abilities of small firms, is directly related to their level of embeddedness in their local networks, other authors have found contradictory findings.  Hart and Simmie (1997) found that the majority of prize winners for innovation did not consider local markets to be useful, while Curran and Blackburn (1994) found that concerns over intellectual property rights was a disincentive to network.

A perverse limitation that can arise from a successful innovative cluster, is that such a cluster may have developed a technological pathway that locks in all participants resulting in the cluster falling into technological decline as it is overtaken by another cluster in another region employing more advance technological trajectories:

“…a distinctive milieu acts as a hindrance, which solidifies old behavioural trends and blocks the influence of new technological developments, ‘entropic death’, (Grabher, 1993; Sternberg, 2000).

Theoretical limitations

At a theoretical level, several academics have criticised Porter’s  cluster theory and the premises upon which it is based.  For Martin and Sunley (2003, p.11) the cluster concept is:


“…vague and sufficiently indeterminate…accepted largely on faith”.

These authors also criticise the way other authors use arbitrary statistical measures to identify cluster and then assume that they have demonstrated the existence of a fully functioning cluster, assuming that networking, agglomeration economies, un-traded interdependencies, and institutional thickness are naturally occurring.  

At a measurement level, cluster theory can also be criticised for the lack of clarity concerning the boundaries that are employed:


“The obvious problem raised by these cluster definitions is the lack

of clear boundaries, both industrial and geographical.  At what level of

industrial aggregation should a cluster be defined, and what range of

related or associated industries and activities should be included” (Martin and Sunley, ibid, p.12).

For Porter (2000, p.16) the geographic scope of co-location can be quite wide, a locality, a city, a region: 

“The geographic scope of clusters relates to the distance over which informational, transactional, incentive and other efficiencies occur”.  

This caveat is rather open-ended and the actual physical distance can vary quite considerably from one cluster to the next (Le Veen, 1998).  A complicating factor is that as a cluster evolves, its boundaries will probably change to reflect membership of new organisations and the linkages that are created and therefore policy will need to evolve to meet changing needs.

A particular criticism that this paper’s authors have of the methodologies employed in the cluster literature, is the near lack of research that actually involves interviewing small company owners, to discuss their thoughts and perspectives about networking, clusters, learning and innovation.  Instead the focus is usually upon a confused range of firm sizes, in different sectors using quantitative approaches or is theoretically hypothesised  (Hoffman et al., 1999).

The main confusing aspect from looking at the literature is its contradictory nature, there are groups of authors who agree and disagree that small firms actually engage fully in networking, benefit from learning and innovation and or agree/disagree with the over-riding concepts of clusters. This author is therefore in agreement with Benneworth and Henry (2003) that clusters are heterogeneous in nature and to generalise across all sector clusters is problematic.
“There is no singular unified cluster theory…there exists a portmanteau concept of clusters incorporating a diversity of perspectives and affording the possibility of a more holistic understanding with geography at its heart” (ibid, p17).

The claimed new-media cluster in Brighton and Hove (BH)

It is clear that the conventional wisdom concerning clusters and their benefits have been under critical review over the last few years.  We seek to contribute to the literature by investigating the benefits of co-location in the new media industry.  

The new-media is characterised by web based digital technologies that are constantly changing, resulting in the convergence of different combinations of media, providing seamless interactivity for the user (Pratt, 1999; Backlund and Sandberg, 2002; Manovich; 2003). The industry is largely service based (apart from computer games and certain proprietary software products) and includes such services as website construction and design, e-commerce facilities, databases and interactive learning materials. The majority of firms are small size if not micro sized, in keeping with the core skill of becoming creative hot-shops (Kaplinsky et al., 2003) and who write code in developing their software solutions as opposed to using proprietary packages written by others.
A major characteristic of the new-media industry is that the underlying digital technology is changing often in a discontinuous fashion with relatively short product life cycles.  This places an important emphasis on learning and innovation as part of firm survival and growth strategies (Pratt, 1999).  The new-media industry has become an important part of regional economic policy, as it is seen as the new engine for growth, employment, wealth creation and regional competitive advantage (Kinder and Molina, 1999).

Authors who have written about new-media and new-media in BH appear convinced that it is a cluster and make reference to Porter’s definition of an industrial cluster (Porter, 1998). This uncritical subscription to the concept is not alone and follows a line of numerous and  influential UK government cluster policy initiatives (DT1, 1999; Pratt, 1999; DETR, 2000; DPA, 2000; DTI, 2000; DCMS, 2001; DTI, 2001; Wired Sussex, 2002; European Commission, 2002; Kaplinsky et al., 2003). 

There are also several reported new-media clusters in the UK: Cardiff, London including the M4/M11 corridors, Bristol, Oxford, Cambridge and Edinburgh.  Most are major urban areas with a wide cross section of other industries, with several universities and other research institutions, providing either general or specific support (Tang, 1999; Cooke and Hughes, 1999; Kinder and Molina, 1999; Backlund and Sandberg, 1999, DTI, 2001 and SEEDA, 2002).  However, BH is said to be one of the largest outside of the London area, with 300+ companies (www.wiredsussex.com, 20.3.2007). 

Research Propositions

From the preceding literature review, several research propositions are constructed and then tested in the field with micro/small new-media firms to determine the veracity of the claims that the new-media firms form a Porterian ‘ideal type’ of cluster:

RP1
All clustered new-media firms actively network with all co-located supply chain actors

RP2
All clustered new-media firms actively network with all co-located support institutions.

RP3
All clustered new-media firms derive cost and un-traded benefits from co-location

RP4
All clustered new-media firms derive learning and innovation benefits from all co-located actors 

Methodology

The selection of the firms to be interviewed was based upon Wired Sussex’s
 directory of members in conjunction with advice from a senior researcher at Wired Sussex.  Of the 300+ members who claim to supply web based solutions, a list of 150 firms was drawn up of companies who claim to write code for web based solutions as opposed to the remaining firms who only use proprietary software to design web sites. Code writers were sought as this involves a high level of added value and they would be expected to be more inclined to actively network to gain the benefits of identifying best practice (Edwards et al., 2006).

Firms were then selected randomly from the list and were contacted for interview. Interviews were then carried out over a two month period during 2004 where, by the 17th interview no new information was being collected and the fieldwork then stopped as ‘theoretical saturation’ had been achieved (Eisenhardt, 1989). Of the 17 firms, 14 claimed to be coders only, while 3 indicated that they wrote code but also used proprietary software for smaller standardized client requirements.

The interviews were based upon a semi-structured design as an unstructured approach could result in the researcher’s propositions not being covered (Easterby-Smith, 1991) while the semi-structured approach enables the respondent to discuss freely the research themes identified by the authors from the review of literature (Johannessen and Dolva, 1995). The transcribed verbatim interviews (Carson et al., 2001) were then coded with the use of NVivo 7, and the transcripts analysed. This largely qualitative approach allowed for the exploration of the perceptions and opinions of respondents (O’Donnell and Cummins, 1999) with respect to networking, cluster membership and the potential outcome for learning and innovation.  These ‘why’, ‘how’ and ‘what’ questions are particularly suited to a qualitative approach (Yin, 1994) as the perceived reality of the subject’s lived experience was sought.  

Findings

RP1
All clustered new-media firms actively network with all co-located supply chain actors.

The only supply chain member with whom most respondents networked with were the complementary digital service suppliers (digital based companies not perceived to be direct competitors).  These were normally based upon bi-lateral arrangements with little evidence of meeting at formal networking. Instead these were often trust based friendships where there had been some mutual past trading, either through outsourcing, joint bids or exchanging help and advice:

“I have a lot of friends in this area (Brighton) who have got their own little new-media companies who I talk to, I go for coffee with and we share ideas”.

Just under half of respondents networked with freelancers regularly, on a project by project basis. They helped fill skill gaps or were used to supplement core staff in an overhead efficient manner:

“…it has allowed us to gain a wide degree of experience and when ever stuff comes up we cannot manage, we can bring people in to do it”.

However, other respondents were less enthused about using freelancers preferring instead to develop their core staff:

“The preference is that you get more buy in, and you build up a relationship and you get to know each other’s strengths etc, whereas freelancers, you cannot guarantee that they are going to be there when you need them and so you might build up a rapport but then they are busy on someone else’s contract”.

However, all respondents agreed that BH was seen as a good source of technical staff and was a key reason for locating or remaining in the city.

BH was not, however, regarded as an attractive market in terms of clients, citing either London or further a field as their market place, thus logistically limiting the amount of time available for face-to-face networking. The client base in BH was largely seen as micro/small companies with relatively unsophisticated digital needs and with corresponding small budgets. Where firms had some business clients in BH, the complaint was that competition from companies that used proprietary software to design websites was intense and coupled with relatively unsophisticated and price sensitive clients, resulted in poor profitability:

“I think you would probably find plenty of new-media work here, [Brighton and Hove] but it is of the budget variety likely to be better served by going to independent freelancers who can do the planning, design build in two to three weeks and anything beyond that then they are looking for a small two man outfit, but it is like any industry, you get what you pay for”.

In addition to most clients not being co-located, respondents claimed to operate in niche markets with bespoke services and therefore their competitors were either national or global with little-to-no local networking taking place:

“Our direct competitors live in India, Ukraine, China….our competitors are the people who match us on price, quality and delivery.  There are very few people in Brighton who could match us on price, quality and delivery, in all three”.

Because of the restricted networking within the supply chain there is little evidence to support the first research proposition: ‘All clustered new-media firms actively network with all co-located supply chain actors’. This chimes with the findings of Curran and Blackburn who found that, not only were small firms less connected than expected on non-economic grounds, across a variety of sectors niche players tended to have substantive relations outside the immediate location.  

RP2
All clustered new-media firms actively network with all co-located support institutions.

There are two universities and one further education college in the BH area.  These not only provide degree courses but a variety of services to businesses and the community.  However, only one respondent reported any form of relationship with one of the two universities.  The Universities were largely seen as being out-of-date technically, because of the fast changing nature of the new media industry.  It was also suggested that they exhibited a ‘technology’ silo mentality, whereas new-media is largely characterised by a convergence of technologies: 

“I despair of these organisations because they just do not understand that the longer they keep new-media and communications technologies as separate sectors, missed opportunities occur”.

On the other hand, the Universities were seen as a useful source of graduate employees, as having a skilled workforce was seen as key to enhancing design and creativity, although, these new staff invariably required enhanced training.

BH has a co-located trade association for the ‘creative industries’ of which new-media is considered a subset (DCMS, 2001). The association runs regular networking and training events.  Yet the take up from those interviewed was minimal.  The association was largely viewed as a vehicle for freelancers to network and or for new entrants into the industry, to begin building a local presence while the networking events were seen as quite superficial in their purpose:

“I was talking to them about the work we do but it was totally above their heads and they were not interested at all. I felt like I was more at a party, where I’d just met somebody who was into something else”.

The staff of the trade association were seen as administrators rather than new-media professionals and although they were well intentioned they were known to be under-resourced and with too wide a remit to be of effective use.

The city of Brighton has a wide range of business networking groups, a local chamber of commerce, Business Networking International, Federation of Small Businesses and two focussed informal networking groups, ‘silicon beach’ (http://www.silicon-beach.com/)  and Skills Swap (http://www.skillswap.org/). The main limitations cited by respondents when considering engagement in networking was a lack of time, coupled with a strong reservation against delegating responsibility, particularly for networking that had little or no  impact on the businesses ‘bottom line’.  In practice this meant none of the respondents reported attending any of the above networking groups on a regular basis. The only exception was with the two focussed informal networking groups. These were seen as non-strategic and about a third of the respondents were happy to allow their staff to attend during out of office hours.  However none reported that they approached this or other forms of networking as a systematic commercial practice.
Seven of the 17 people  interviewed were running businesses based in purpose built ‘media centres’, of which several were centrally located and two on the outer fringes of the City. However, none were able to recall any planned networking activities being organised by the centre managers, who were seen primarily as landlords only:

“…the notion of some form of dynamic community residing in the media centre, I think is a romantic one”.

When questioned about their own initiatives concerning networking, within the centres, only one firm could indicate that this was pursued.  It was suggested by another respondent that working in the centre was a similar experience to the “anonymity of living in a block of flats”.

Because of the very limited networking activities with co-located institutions there is little evidence to support the second research proposition: ’All clustered new-media firms actively network with all co-located support institutions’.  It seems that the motivations to network were not sufficiently strong enough to stimulate engagement and nor was the network regarded as sufficiently attractive or meaningful for these respondents.

RP3
All clustered new-media firms derive agglomeration cost and un-traded benefits from co-location.

BH has abundant supply of skilled coders and designers, either as freelancers or prospective employees.  Graduates from the two local Universities provide a steady stream of labour and this was seen as a major attraction for BH, strongly influencing the location decision and particularly staying within the region. 

“…we felt that we would be able to get graduates from the universities here, get a really good team of programmers together and the salaries, and overheads are not so high, we can sell in at a better rate and still make the same profit, compared to someone in London”.

One major cost saving that was identified was the cost of skilled staff and most agreed that it was around 25-30% less than the cost of staff in London.  Office costs were also seen as being around 10-15% lower than those in London.  Collectively, this and lower labour costs were giving these firms a cost advantage when competing against London competitors for London based clients, although, there are the additional costs of time and travel to meet clients outside of the city. However, the use of ICT technologies meant that services could largely be managed remotely, using email, VoIP and the telephone for day-to-day communications.  Whether or not these could be described as agglomeration economies is open to debate.  Indeed, it seems that the advantage of being located in BH is relative to the high costs of labour and offices in London rather than any agglomeration effect.  On the other hand, the pool of labour within the BH location undoubtedly provides a key input into these businesses.

There was, however, mixed evidence of un-traded benefits being realised, largely because of the limited networking partners available. The sharing of staff and resources was not mentioned by any respondents who instead cited either concerns about loss of intellectual property or the time required to manage such relationships. 

One key un-traded benefit was the exchange of information and ideas with complimentary digital suppliers.  This was usually done on an informal bi-lateral basis either face-to-face or by using ICT technologies. These exchanges were based upon trust relationships that were reinforced by an ethical code that if broken would result in great damage to a firm’s reputation in what is a close knit community.

Rather than place emphasis on agglomeration economies or un-traded dependencies, the interviews revealed non-business factors as a major advantage of location.  Most respondents spoke of the benefit of being based in BH in terms of lifestyle (sea and countryside) and also the creative atmosphere of being in a city where a diverse range of firms are based, resulting in:

“…a certain ‘je ne sais quoi’ about Brighton.  There are probably three other towns that have a similar air to Brighton and they are Bristol, Liverpool, Edinburgh.  They have a similar sort of frisson in them that make you want to do things and have a forward looking attitude”.

There is however only limited evidence to support aspects of the third research proposition: ‘All clustered new-media firms derive agglomeration cost and un-traded benefits from co-location’.

RP4
All clustered new-media firms derive learning and innovation benefits from all co-located actors 

Learning was seen as a key developmental issue for staff development.  It was regarded as an important resource for enhancing technical and managerial skills as well as for building up business knowledge and market intelligence. Complementary digital service suppliers were seen as an important co-located resource in this respect, through the sharing of best practice:

“…we were both on two different jobs but we collaborated, we helped each other out and that is the way we work…we are happy to do each other favours”.

This was also the case with those firms that used freelancers:

“If you ask them their opinion on something they are happy to tell you all they know because it proves their worth, it proves they are knowledgeable”.

Freelancers were seen as an important source of labour and they often provided a form of ‘double loop’ learning.  Although concerns were expressed about control of intellectual property rights in the development of a firms innovative capabilities, the need to maintain trust and reputation were seen as a useful safeguard, while complementary digital service suppliers were seen as not particularly threatening:

“I think it probably works better with complementary companies, where there is no direct crossover”.

Learning about and from customers was more problematic as they were largely not co-located but were still seen as the prime source of learning as this had the most direct impact upon innovation. Although face-to-face meetings were not very frequent, they did form the key part of the initial negotiations, pitch and subsequent progress meetings:

 “…every time I tweak a design, I do not have to go up there with my portfolio and say this is what I have done, I can just fire it down the Internet at them and say this is the change I have made is this what you wanted, and it can come back within five minutes a yes or a no”.

To a certain extent, ICT technologies helped to compensate for the less frequent personal interactions, although respondents did report that they had to be mindful that some of their competitors could provide a more personal service if co-located, and lost contracts were sometimes put down to this reason.

The prime source for innovation was also seen to be from working with clients. The bespoke needs of clients meant that no one client need was the same and so the coders and designers continually needed to enhance, change or improve their technical and design solutions. Step change or radical innovations were rarely reported by respondents as they did not have the staff time or finances: 

“Most of the products really just come out of customers’ needs.  We have not really got the capital behind us to come up with a product idea, develop it and then market it”.

Learning from competitors and appreciating alternative innovative solutions was very limited as there was very little contact with them. It was only superficially achieved through online newsgroups, assessing known web sites that competitors had designed and from news reports in the professional media.

Both learning and innovation benefits from co-located institutions was ironically even less manifest, with the media centres, networking groups, the local trade association and universities being seen as out of touch, bureaucratic and or self-motivated. The perception that the institutions were out of date technically or fixed within a silo mentality is not conducive for such actors to attempt to engage new-media firms. 

The fieldwork revealed two schools of thought with respect to sharing learning and innovation.  The minority ‘open source’ school were convinced of the need to share ideas  on the basis that:

“…most innovation or most ideas about a product are invariably wrong in some way and so if you do not talk about them and do not share them you may have difficulty improving”.

The second ‘idea retention’ school of thought (14 of the 17 sample firms) was more inclined to avoid sharing their learning or innovative ideas with other actors because of the weaknesses within intellectual property law in the UK.  Hence, these would always insist on clients signing confidentiality agreements as a way of protecting their rights.

The above findings only offer partial evidence in favour of the fourth research proposition: ‘All clustered new-media firms derive learning and innovation benefits from all co-located actors’. 

Discussion and recommendations

The above findings show that, although having some of the pre-requisite conditions to meet the characteristics of a ‘cluster’  the small firms in the BH new media sector clearly do not demonstrate the ‘ideal type’ (Smith, 1998).  These results provide further support to the critics of the benefits of co-location or that small firms are active networkers because of their intrinsic internal resource and specialist weaknesses.  

In some respects, it can be argued that the results reveal the ingredients of success of the new media cluster in BH.  These include the contextual benefits of environmental attractiveness together with the upstream benefits of a readily available supply of appropriately skilled labour.  At the same time, there is a need for the businesses to go beyond the immediate locality in order to find clients.  This geographical configuration, it may be argued, is also a result of the current technological paradigm of the new media industry and the actual location of the client base.  One interesting way the cluster has managed without the fulfilling the alleged benefit of co-location is its use of information and communication technologies (Pratt, 1999).  Of course, it does assume that the client base is sufficiently knowledgeable and has invested in the relevant technology, to enable this form of economic exchange to occur at a distance. However, with the ever increasing application of such technologies through broadband connections (Keynote, 2005), this application may enable many more firms in different technological sectors to trade more remotely from their client’s location (Torre and Rallet, 2005).

It is quite clear that the sample new-media firms are poorly embedded in the local economy of the City along the lines discussed in the literature, other than as employers, reinforcing similar findings from (Curran and Blackburn, 1994). The reasons for this are multi-faceted and are related to firm-size, technology and sector factors.  The owner-managers of the small firms in this case were reluctant to network because of the absence of perceive benefits.   Although there appear to be opportunities for networking in the City, time constraints, the over-reliance upon the owner-manager and their reluctance to delegate, constrains the ability to network widely (Christopoulos, 1999).  

The niche market strategy practiced by the sample firms also tends to take them beyond the immediate locality for clients thus reducing any general benefits a cluster may have to offer (Edwards et al., 2006). Although this strategy may enable the sample firms to avoid intense local competition, there are two medium term risks to be aware of. One is lock-in to particular differentiated features that may become redundant (Ansoff, 1957), and secondly, that the niche market customers could shift purchasing elsewhere (Abratt, 1993). Such strategic ‘wear-out’ (Kotler, 1997) could be minimised through the use of small business planning tools (Kirby, 2003) as part of a review audit process of updating strategy, although the small firms literature suggests that such audit reviews are not always common practice (Georgellis and Joyce, 2000).

There was also a  negative perception of the services provided by the two universities, undermining any strong evidence of institutional embeddedness from this quarter. If the perceived ‘silo’ mentality and redundant technologies are a reality, this will be particularly difficult to change. However, this may simply reflect a national concern cited by previous authors (Etzkowitz et al., 2000; Thomas, 2000), although other studies have indicated that when Universities do actively engage with the innovative ambitions of SMEs, positive outcomes arise (Pickernell et al.,2006). Ideally, the two universities in BH should be encouraged to outreach to the cluster, determine their needs and design courses that meet those needs, preferably working with the trade association on a partnership basis.

Despite these negative aspects of being located in the region, BH is still a popular place to run a new-media firm. There appears to be three central reasons for this. One, access to qualified graduate staff and experienced freelancers at a relatively lower cost, compared to London salaries. Two, the overall ‘buzz’ (Bathelt et al. 2004) and creative ambience of the city, a certain ‘je ne sais quoi’ and ‘frisson’ as one respondent stated, which is key to any design process (Pratt, 1999) and third, the ‘physic’ value and lifestyle benefits (Cooper, 1999) of being located near the sea and countryside (Oakey et al., 2000; Kaplinsky, 2003).  This bundle of economic and non-economic factors does not simply correspond to the models of ‘clusters’ in the literature.  Whilst there is evidence of economic benefits from co-location, in the form of a readily available labour pool, other benefits accrue from non-sector or co-location factors.  

The findings of this paper appear to be in line with an earlier DETR report and a review of that report (McDonald et al., 2007) that networking and cluster characteristics were not fully evident in a number of other identified clusters and this was explained as arising because they were:

‘…highly individualistic and emerge through the unique interplay of a variety of factors…each of the six clusters has developed in a unique manner…the importance of these factors varies strongly.  Consequently, no single model of cluster development can be formulated’ DETR (2000, p.31-32).

A word of warning therefore to all interested stakeholders prior to making any investment decision based solely upon quantitative factors only, is probably best summed up by one of the respondents of this paper:

“It is a statistical thing; it does not mean anything other than that, I mean statistically if you were to dot, dots on a map of England, you would find a cluster around BH, so does it mean anything statistically? Yes, does it mean anything else? No”.
In sum, the BH new media sector may not be regarded as a cluster in the stereotypical sense, but it is a variant: a cluster with distinctive characteristics many of which do not correspond to those inherent in the ideal types prevalent in the literature.  The findings also add weight to the argument against any generalised notions of what constitutes a cluster and that, in reality, any cluster will be distinguished by a variety of economic and non-economic factors.
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