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Abstract

This thesis builds on the findings from previous research, where the conventional wisdom
suggests that cluster co-location and networking have a positive affect upon small firm
leamming and innovation. The researcher perceived the need to test the efficacy of these
findings with the claimed ‘new-media’ cluster in the city of Brighton and Hove.

A detailed analysis of the literature contributed to the development of a conceptual
framework from which five propositions and 23 research questions were derived. The
researcher’s philosophical stance recognised the subjective nature of the social world and
therefore a largely qualitative epistemology was followed. An interview instrument was
designed and implemented through 17 new media owner-managers, and the findings were

compiled, coded, analysed, and then compared to the previous research studies.

The analysis found some evidence of new media clustering, but it was clear that some of
the key characteristics were missing, namely the co-location of customers and competitors,
thus forming a hybrid cluster. The networking practices of the sample new media firms
were found to be limited to working with complementary digital services suppliers and
freelancers, while suppliers and key institutional agencies, although co-located, were not
considered important networking partners. The paradox that arises is that customers are
considered the most important networking partner but they are generally not co-located.

Learning and innovation are very important to the new media sample firms, because of the
need to manage discontinuous technological and market changes. The hybrid nature of the
cluster, however, and the limited networking practice of the respondent firms, limits the
full potential for learning and innovation to occur. In addition, factors such as firm size and
limited resources also dictate that most innovation is customer-driven and of an
incremental rather than a radical nature. The thesis concludes that the conceptual
framework is only partially proven and using Popper’s (1964) falsification pn'rfciple, the
research propositions do not hold. From this, a series of recommendations are made
concerning theory development, future research and professional practice, that should help
enhance new media firms’ ability to learn and innovate 1n the future.
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Chapter 1: Introduction

1.1 Background

Brighton and Hove (BH) 1s a city on the South coast, 70 miles from London and with a
population of 255, 800 (ONS, 2001). It 1s a seaside resort with tourism, financial and
business services as lead industries (Sussex Careers, 2003). Since 1995, BH has seen the
growth of a new-media industry, which is commonly referred to as the ‘BH new-media
cluster’ (Pratt, 1999; Kaplinsky et al., 2003). The location has attracted a cosmopolitan
and creative class (Pratt, 1999) with a high proportion of workers with creative and
technical skills. This has been enhanced through the graduate output of the two local

universities, Sussex and Brighton.

The new-media industry in BH is supported by its own dedicated trade agency, Wired
Sussex (WS), which was started in 1995, financed by a Business Link scheme. The city
also has three major providers of dedicated office space for new-media companies. The
Brighton New-media Centre (BMC) has four city centre venues housing 55 new-media
companies; Lighthouse has one city centre venue, while the Sussex Innovation Centre
(SIC) is based in an outer suburb, on the campus of the University of Sussex. It houses a

range of technology companies, but not all specialists in new-media.

The role of these institutional support agencies is referred to as potentially providing an
‘Institutional thickness’ (Amin and Thrift 1995), where the number and quality of support
organisations associated with a particular network can enhance its effectiveness. This is
achieved by developing a sense of ‘common purpose’, with a common language, providing
a ‘social glue’ that binds a cluster together. Wired Sussex is seen as exempla in this
respect, with cloned versions being developed in Kent, Berkshire and Wessex (SEEDA,
2002).

To quantify precisely the number of new-media companies in BH is difficult, as new-
media does not have a specific standard industrial code. The Wired Sussex database

contained around 850 companies at the time of the fieldwork many of which, however,
were not using digital technology as their core business strategy. An interview with Wired
Sussex suggested that there were about 150 new-media companies in BH with less than 50
employees, although 90% of these were in fact micro businesses employing less than 10

people, whose core business was built around digital technology as opposed to analogue
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technology (interview with C. Clemons, new-media consultant with Wired Sussex,

27.05.03).

1.2 Research Context

Four authors have done some research covering the Brighton Hove new-media cluster and
its networking practices with varying degrees of depth (Tang, 1999, Pratt, 1999 Oakey et
al., 2000; Kaplinsky et al., 2003). Tang (ibid), was the least convinced of the notion that
BH was a networking new-media cluster, although she felt there was a sufficient number
of firms located, that BH may qualify as a ‘Silicon beach’. However, her data was
collected in 1996 when new-media was still a fledgling industry. Oakey et al., (ibid), did
find some evidence of networking but the cluster benefits reported were less convincing.
Pratt (ibid), was far more positive about new-media networking behaviours and the
cluster’s performance, although his main source of information was via the new-media

stakeholders, Wired Sussex and the media centres, rather than the new-media firms

themselves.

Kaplinsky et al. (2003) report that the majority of new-media firms are micro businesses
and that there is an increased imperative to network with others to supplement
competencies. The Brighton new-media cluster has a large number of small companies
with less than 10 employees producing specialised products and services as part of a larger
production chain (Tang, 1999; Wired Sussex, 2002; Braczyk et al., 1999; Backlund and
Sandberg, 2002). This profile is very similar to the profiles of the ‘Italianate’ industrial
districts in Northern Italy, who through trust and institutional support networks, are able to

remain small but provide specialist services, for example, ceramics (Piore and Sabel, 1984).

The main attraction of Brighton and Hove for new-media firms 1s said be access to the
artistic and cultural sources of skilled labour (Pratt, 1999). In addition, active institutional
bodies are instrumental in helping the industry to network and develop (Tang, 1999; Pratt,
1999). Staff are attracted to the city, which is sometimes known as ‘London-by-the-sea’,
for its lifestyle and ‘physic value’ (Oakey er al., 2000). A South East Economic
Development Agency report (2002) confirms the importance of BH as an important
location for new-media with 45% of all Cultural and Creative Industry (CCI) employment
in East Sussex being located in the city. Of this, 60% of BH’s CCI employment is in the

Media and Digital sector. Associated with this strength is access to the two local
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Universities, to potentially tap into their research and development programmes and/or to

access their skilled graduate output, which is necessary for such a knowledge intensive

industry (Keeble et al., 1999).

Potential inhibitors for the BH cluster is likely to be the relatively small size of the local
economy of 0.25 million people and the relatively few registered businesses, (8000 VAT
registered, www. http://www.brighton-hove.gov.uk/, 2.09.04) thereby limiting potential
demand. However, London is only fifty minutes away by train, and major European
capitals easily accessible from Gatwick airport, which could compensate for the
disadvantage of size. Pratt (1999), however, argues that being so close to London, the
largest new-media cluster in the UK, could potentially stymie the development of the BH
cluster, by drawing away important resources, such as knowledge workers. Other authors
disagree, a study by Kaplinsky et al. (2003), suggests that proximity to London is seen by
new-media firms as a positive attribute, allowing staff to enjoy the lifestyle benefits of

living in Brighton but at the same time close enough to London, to visit key clients.

Marshall (1920) claimed that co-location would lead to economic externalities that could
benefit all firms within the cluster. Being physically close to other companies allows for
time, travel and other transactional cost savings. The role of organisations such as Wired
Sussex enables the collective development of information databases, networking and
training as well as brokering lower cost access to professional resources, at a lower cost,
than an individual small firm could negotiate (Conway, 2003; Kaplinsky et al. 2003).
These ‘un-traded interdependencies’ further benefit companies that co-locate and actively
network (Storper, 1993), resulting in enhanced learning, particularly tacit and double loop
learning (Chaston, 1999) and innovation, particularly product, services and processes(
Rothwell, 1991a). These initial findings strongly suggest that there 1s an a priori case for

BH to be a new-media networking cluster.
1.3 Thesis aims

The overall aim of this thesis is to determine whether BH is a new-media networking
cluster that results in enhanced firm learning and innovation within the context of a
learning and innovative region. The actual development of this aim began in late 2002,
having completed two DBA ‘working papers’. The first concerned industrial clusters
(Conway, 2002a) where it became apparent to the researcher that BH might be an example

of a new-media cluster, while a second working paper about small firm networking
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(Conway, 2002b) suggested that knowledge-technology based small companies were more

likely to network and from there, the germ of a research proposal grew.

A more substantive DBA project was then written (Conway, 2003) which involved a
detailed literature review and research proposal. Using the small firm networking and
cluster literature, it was apparent that there were particular beneficial learning outcomes
(Dragoi, 1997; Keeble, 1999), and also useful innovation outcomes (Rothwell, 1991b;
Romijn and Albu, 2002). From these findings, the following thesis propositions were then

developed.

RPO  “All new-media firms that network and are located in a cluster will demonstrate positive

learning and innovative outcomes’ (Conway, 2003).

From this first proposition, a further four followed:
RP1  ‘All new-media firms in Brighton & Hove form a new-media cluster’
RP2 ‘All new-media firms in Brighton & Hove are active networkers’

RP3  ‘All new-media firms that network and are located in the Brighton & Hove cluster
will demonstrate positive learning outcomes’.

RP4  ‘All new-media firms that network and are located in the Brighton & Hove cluster

will demonstrate positive innovative outcomes’.

These propositions are represented within Figure 1.1, forming the initial conceptual

framework for the thesis:



Factors

Firm Networking

Customers
Complementary digital services suppliers (CDSS)
Freelancers

Professional and technical Service Providers
Competitors

Institutions and Universities

Outcomes

Firm Learning
Tacit
Double loop

Innovation
Products
Services

Processes

Clustering
Customers

Complementary digital services suppliers (CDSS)
Freelancers

Professional and technical Service Providers
Competitors

Institutions and Universities
Access to skilled staft
Positive externalities
Un-traded interdependencies

Source: Conway (2003)

Figure 1.1 Schema of the original conceptual framework

From Figure 1.1 ‘firm networking’ could potentially involve customers, competitors, and
CDSS, (companies that provide related digital services e.g. graphic design, digital games,
digital TV, digital film makers, 2D/3D animation, 3D visualisation and multimedia
production). Firm networking can also involve professional business service providers for
legal, finance and marketing advice and support, as well as technical service providers,

such as Internet service providers (ISPs), telecommunications, hardware and software etc.

Its been estimated that there are 6450 people working in the new-media industry across the
whole of Sussex of which 30% (1935) are freelancers of which a high proportion are said
to be based in BH (BHCC, 2005). A particular characteristic of BH 1is the important role

played by freelancers in supplementing the skills base of new-media companies, on a

project by project basis (interview with C. Clemons, new-media consultant with Wired
Sussex, 25.11.02), and are therefore a potentially important element of the cluster’s

learning and innovation capabilities.

Networking can also occur with institutional bodies, such as the two local universities,
Wired Sussex, several media centres and other network providers, for example, Chambers

of Commerce, etc. Networking has been attested as enhancing learning and innovation for
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small knowledge/technology firms (Rothwell, 1991a,b; Lundvall and Johnson, 1994), and

1s indicated by the + symbol.

Clustering' refers to the possibility that if all these organisations are co-located in BH, a
range of positive economic externalities can arise, for example, access to skilled staft
(Marshall, 1920) and un-traded interdependencies, for example, trusting relationships
(Storper, 1993) could develop. One particular benefit could be the additional enhancement
of the networking capabilities of co-located firms (Porter, 1990). While active networking

within the cluster can enhance the cluster benefits already mentioned, and is indicated by

the double-headed arrow.

From the literature sources in (Conway, 2003) and in chapter two of this thesis, clustering,
in synergy with networking, should have a positive affect upon firm learning and
innovation (Keeble et al., 1999; Asheim et al. 2003). The processes of networking within
clusters can make an important contribution to a region’s ‘learning abilities’ and thus its
‘innovative capacity’ (Landabaso et al. 1999). This will be particularly the case if the
region has strong relational networks amongst stakeholder actors and 1s supported by

regional institutions, universities and trade bodies, thus forming a ‘learning region’

(Flonida, 1995; Morgan, 1997).

If networking in combination with cluster co-location does result in enhanced learning and
innovation outcomes for new-media in BH, this will help confirm that the conceptual
framework can be generalised from previous studies. If the findings do not offer this
confirmation, this will also be useful as it can then either suggest a series of
recommendations to rectify this or dismiss the conceptual framework as not being

generalisable to the new-media sample in BH.

1.4 Structure of the thesis

The thesis has eight chapters and four appendices. The introduction has identified the key
aims of the thesis, Chapter two provides a literature review, Chapter three explores the
methodological issues that arose, Chapters four to seven, contain an analysis of the

research findings and Chapter eight draws conclusions and offers recommendations.

-___-____._.—__l—ll——'_—-—._

L See chapter 2 for a greater discussion of the literature.
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Chapter two identifies the source literature from which the conceptual framework and

research propositions were derived leading to 23 research questions, which were then later
implemented in the fieldwork stage for this thesis. Chapter three provides a discussion of
the methodological approach that was applied and the philosophic rationale that underpins
the study. The sampling method and research instruments used are described, and the

chapter concludes by highlighting the limitations of the research.

Chapter four begins a series of four analysis chapters. The chapter examines the responses
of respondents to a range of research questions, seeking to establish whether they perceive
BH as a cluster of new-media firms. Their responses are then matched to the conventional

wisdom found in the literature as to whether the BH cluster has all the characteristics of an

industrial cluster. The main conclusion of the chapter is that BH is a hybnd cluster
because it lacks several of the required pre-requisite characteristics. Chapter five moved
the analysis onto reviewing respondent replies to research questions concerning their
networking behaviours. This was to help determine the extent and nature of their
networking practices, as small knowledge-technology firms are hypothesised to use
networking to supplement their resource base. A comparison of their replies and the
findings from the literature review reveals that in practice the sample firms have a narrow

networking base than would be expected.

Chapter six examines the level of importance of learning for new-media firms and to what

extent cluster membership and networking enhance the capability for organisational
learning. Although networking is considered important for the sample new-media firms,
the hybrid nature of the cluster and their restricted networking practice may limit firm
learning opportunities. Chapter seven reviews the level of importance of innovation for
new-media firms and to what extent cluster membership and networking enhance the
capabilities for small firm innovation. As innovation 1s considered important by the
sample new-media firms, the hybrid nature of the cluster and their restricted networking

practice, may also limit firm innovation opportunities.

In the final chapter, the research findings are compared to the conceptual framework and

research propositions to establish to what degree there is evidence to support the initial
thesis claims. This is then followed by a number of recommendations concerning
professional practice for small new-media firms, their local support agencies
recommendations and for further academic research into the study field. After the final

chapter is a list of references that support all the sources indicated in the first eight chapters
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this is followed by a series of appendices that evidence the implementation of the

fieldwork phase of the thesis. How the thesis research questions were identified from the

literature, is the key theme for the next chapter.



Chapter 2: Networks, Clusters and the New-Media Industry:
A Literature Review

2.1 Introduction

The aim of this chapter is to discuss and critique the literature that underpins the
conceptual framework and the five research propositions that were referred to in chapter
one:

RPO ‘All new-media firms that network and are located in a cluster will demonstrate
positive learning and innovative outcomes’.

From this first proposition, a further four followed:
RP1  ‘All new-media firms in Brighton & Hove form a new-media cluster’.
RP2  ‘All new-media firms in Brighton & Hove are active networkers’.

RP3  ‘All new-media firms that network and are located in the Brighton & Hove cluster
will demonstrate positive learning outcomes’.

RP4  “All new-media firms that network and are located in the Brighton & Hove cluster
will demonstrate positive innovative outcomes’.

The above five stated research propositions are based upon a previous in-depth literature

review as part of the doctoral submission process (unlike the submission process normally

associated with a PhD programme). In addition this chapter will seek to highlight those

authors from which the thesis research questions have been developed that will help

answer the stated research propositions.

The DBA guidance notes also recommend that this chapter should:

“...provide a concise but critical exploration of the academic themes...without
being exhaustive...[as the]...relevant skills [literature reviewing and critical
analysis] has already taken place...it is acceptable to use already submitted work as

part of this and other sections of the submission” (DBA Student Handbook, April
2000).

To achieve the chapter’s aim, the chapter is organised into four main sections, which seek

to illustrate how previous research findings led to the development of the thesis research

questions:

e Sections 2.2 — 2.2.6 will deal with the generic literature that supports the

networking cluster domain, with an emphasis upon small firms. The
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advantages/disadvantages of proximity and co-location are identified with a

particular focus upon learning and the concept of the ‘learning region’ and
innovation and the concept of a ‘regional innovation system’. The section
concludes with the theoretical and methodological limitations that can arise from
co-location. The intention is to highlight the key issues rather than give an
exhaustive account, as recommended above. The following sections go on to focus

more upon new-media.

e Sections 2.3 - 2.3.3, evaluate the new-media cluster literature with the limitations
highlighted from which four research questions are derived for research proposition

one.

e Sections 2.3.4 — 2.3.7 reviews the small firm new-media networking literature,
covering the advantages and critics of networking, from, which a further eight

research questions are identified to help resolve research proposition two.

e The final two sections (2.4 and 2.5), reviews the literature on the new-media
learning and innovation outcomes, that can arise from a networking cluster. Thus
identifying the remaining 11 research questions, which are associated with research

propositions three and four.

To summarise, the conventional literature suggests that regional learning (Florida, 1995;
Morgan, 1997) and ‘interactive innovation’ (Asheim and Isaksen, 2003) are enhanced for
small firms who are associated with an active networking cluster/industrial district
(Marshall, 1920, Piore and Sabel, 1984: Porter, 1990). This literature, however, has its
critics, who claim that it is theoretically weak (Lovering, 1999), that the claimed cost
benefits do not always arise (Lublinsky, 2003), that clusters themselves can have inherent
weaknesses (Uzzi, 1977), that proximity is no longer relevant because of information and
communication technologies (Coyle, 1998 and Caincross, 1996), and that small firms in

particular are not active networkers in their local cluster environment (Curran et al. 1994).

However, for small technology-knowledge based firms, there is evidence that they are
active in networking clusters because of their particularly complex business environments.
For these firms learning and innovation become key to maintaining competitive advantage
(Rothwell, 1984; Keeble and Lawson, 1998; Kaplinsky, 2003), although again there are

other authors who have not evidence such positive accounts for the role for networking and

cluster membership (Jones and Beckinsdale, 1994; Vaux et al., 1998).
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This chapter concludes with four tables (2.5 — 2.8) that summarise and link the four key

research propositions and their related research questions, against which, this author has
posited the expected outcomes for each research question on the basis that Brighton and

Hove new-media 1s an ‘ideal type’ of networking cluster (Smith, 1998).

The advantage of portraying the literature findings in this manner is that each of the four
analysis chapters, which deal with their respective research proposition, can conclude with
a comparison of the expected outcomes with the actual outcomes from the field research.
Any confirmation and difterences can then be noted their significance scrutinized,
contributions to knowledge noted. Recommendations can then be made to new-media
firms concerning best practice, to cluster and networking stakeholders in formulating

policy, as well as to academics for future research in this domain.

2.2  The Networking Cluster Literature

The following subsection 2.2.1, will briefly overview the key authors in the area of the
networking cluster domain. Sections 2.2.2 — 2.2.4 will examine the key claimed
benefits/limitations for co-location and proximity, while sections 2.2.3 and 2.2.4 have a
particular focus upon the learning and innovation. The section 2.2.5 concludes this sub-
section with the main limitations within the literature and the concept of cluster. The
accent will be upon the small firms’ literature and finds that although the literature has
identified an ‘ideal type’ in the form of the Porter cluster concept, the resulting follow-up

literature has mixed findings in terms of its efficacy.

2.2.1 An Overview of the Networking Cluster Literature

Clusters are sometimes known as 'industrial districts' and are terms often used
interchangeably, with some authors suggesting that they are sub-domains of each other
(Rosenfeld, 1997; Peters and Hood, 2000; Gordon and McCann, 2000). 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:
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“The mystenes 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 main criticism of Marshall’s work is that he did not explain how or why industrial
localisation starts, why in certain locations and not others or what the actual physical limits
of local are (Martin and Sunley, 2003), (a problem that runs through most of the later

literature sources).

A key reason for investigating cluster co-location is that the threat of globalisation can
result 1n capital, labour and other factors of production being attracted out of an economy,
particularly flowing away from Western to Third World countries (Markusen, 1996). In
this respect Piore and Sabel (1984) enhanced the work of Marshall by introducing the
additional ideas of social networking and specialised flexible production, as evidence in

Northern Italy, as a way of maintaining competitive advantage in the home and
International markets (Bellandi, 1989; Sforzi, 1989).

Social networking in Italian small firm industrial districts was found to provide a greater
trust based environment (Harrison, 1992) for firms who co-locate. This occurred through
the roles of friendships and kinship and positive interventions by local authorities (the
supportive role of institutions was not an element of Marshall’s free market industrial
district model). Consequently, flexible and specialised production systems arose within
this social and political setting, as small firms agreed to co-operate and specialise. This
allowed firms within the network to produce higher quality goods to satisfy increasingly

demanding customers, thus improving the possibility for growth or survival (Piore and

Sabel, 1984).

A possible limitation of this work is its possible lack of generalisability from the Italian
context of particular social structures (extended family) and political structures (often
communistic during the 1980’s) and institutional business welfare policies to the Anglo-
Saxon context in the UK (Perry, 1999; Markusen, 1996; Baptista, 1996). Markusen (1996)
evidence three additional types of industrial district where ‘stickiness’ to locality could

arise but where there is less emphasis on family owned small firms and social and
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cooperative flexible specialisation. Districts which are dominated by a public sector

organisation (a university) a ‘state anchored district’, a district dominated by one or more
large export orientated firms (Chicago automotive), a ‘hub-spoke district and a district with

branch plants of absent multinationals (business parks), a ‘satellite industrial platform’.

However, the most influential writer in this field has been Porter, (1990; 1998). Porter also
put less emphasis on small firms, social networking and flexible specialised production and
instead emphasises the interaction of cooperation and competiton that derives 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’.

These ‘links’ (from ‘linked’ above) 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.

Porter maintains that such a cluster 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, that suppliers and
related industries are attracted to locate in the cluster, providing goods and services and
knowledge spillovers. Also that the cluster itself contains or attracts key resources, such as

skilled staff, that can then manage and innovate new products and services.

2.2.2 The Benefits of proximity

One of the most important attributes of an industrial cluster 1s geographic proximity also
referred to as co-location. This allows for reduced journey times, access to a greater range
of resources for example skilled labour, and shared costs for public goods. Academic
writers have referred to these benefits as; positive externalities, scale economies and

agglomeration economies (Porter, 1990; Doeringer and Terkla, 1995; Nachum and Keeble,
1999: Gordon and McCann, 2000).
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Co-location in a ‘particular field’ (from Porter’s definition) also involves companies with

commonalities and complementaries which suggests that suppliers, related industries,
buyers and even competitors will have similar needs for research, information, markets,
technologies, needs for specific assets, resource requirements and public goods. Co-
location 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).

Cluster co-location should make it easier 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, 2000).

Clusters can invariably attract in relevant labour pools with the right skills sets. This
pooling of skilled staff is a particular important resource for technology-knowledge based
Industries as they represent the key factor of production. In addition the mobility of such
labour can enhance the exchange of ideas and knowledge throughout the whole cluster

(Camagni, 1991; Krugman, 1991).

Transportation and transaction costs should be lower as travel, time and increased trust
should produce lower costs (Lublinsky, 2003; Storper and Harrison, 1991). There are also
un-traded benetits 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 universities,
research establishments, trade bodies and government support agencies can help cement

and 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).

Another characteristic of industrial clusters is the spatial clustering of specialised resources
and the concentration of knowledge and skills that are complementary but heterogeneous
(Piore and Sabel, 1994; Ebers, 1997; Perry, 2000), resulting in an enhanced potential for
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regional learning and innovation (Cooke, 1995; Asheim and Asaksen, 2003). This

complements the networking process because this enables firms, particularly small co-

specialised firms, to share their resources more easily due to their proximity and

association to shared technology and technological processes (for example, digital

technologies in the Silicon Valley cluster).

Small firms, in particular, can benefit from co-location through the specialisation of
production (Piore and Sabel, 1984) enabling these firms to gain a niche advantage. Several
examples are demonstrated in the literature: from the cotton mills in the Midlands during
the nineteenth century (Marshall, 1920), to the ceramics industry of the 1980°s in Northern
[taly (Piore and Sabel, 1984), to the IT industry of Silicon Valley in the early 1990’s
(Porter, 1990), and the software industry in Oxford and Cambridge during the late 1990°s
(Keeble et al., 1999; Romijn and Albu, 2002).

The following two sections focus upon the benefits that should arise for learning and

innovation within cluster formation.

2.2.2.1 Small firm networking clusters as ‘learning regions’

Authors such as (Lundvall and Johnson, 1994; Florida 1995; Morgan, 1995; Keeble et al.
1998; MacKinnon et al. 2002) developed the concept of the ‘learning region’, which
(Asheim, 1998, p.3) defined as:

“representing the territorial and institutional embeddednesss of learning

organisations and ‘interactive learning’ .

Clusters would play a contributing role in enhancing regional learning because of the
knowledge spillovers and enhanced capturing and sharing of tacit knowledge, as a result of
co-location, essential for knowledge based clusters to succeed (Pavitt, 1987). Morgan
(1995) argues that with proximity and the formation of clusters a ‘learning region’ can
form where public and private institutions would play a key role by integrating their
services to encourage inter-firm learning that can enable the region itself to develop a
competitive advantage. The role of local, regional and national government, universities
and trade bodies is therefore key to the successful start of developing and enhancing a

‘learning region’, in the role of a "collective intelligence", to “spark” the process off
(Landabaso, 1999).
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For Brighton and Hove this has been partly achieved through SEEDA funding to Business

Link to finance Wired Sussex, the trade body for new-media, to enhance networking,
learning and innovation, in the Sussex wide region. The importance of region and locality
was demonstrated by Malmberg (1996) using evidence from several industrial districts (for
example, Silicon Valley), claiming that proximity results in greater levels of inter-firm
interaction and co-operation thus resulting in knowledge sharing which can be further
enhanced if supported by chambers of commerce and other formal providers. For Florida
(1995) one key ingredient of a regional economy is the proximity of a skilled work force,

which is particularly appertain to new-media, emphasising;:

“...the importance of a region’s human infrastructure of knowledge workers who

can apply their intelligence in production™ (ibid, p. 532).

In terms of SME learning, Campagni (1995) argues that learning for such firms is the key
to creating and sustaining competitive advantage particularly in an environment where new
products and processes may be rapidly and easily imitated (new-media software). A
particular problem for small firms is not having the resources to search the environment.
They are unlikely to have a research and development department like larger firms because
of diseconomies of scale and unpredictable and relatively short lifecycles of small firms.
In such productive systems, information collection and accumulation of knowledge takes
place in a socialised way outside each firm and finds its elements of continuity in the local
labour market and in the network of local customers and supplier linkages between

(Campagni, ibid).

What learning that usually takes place in small firms is ‘single loop’ learning (Argyris and
Schon, 1978) which is based upon the internal experiences of trading and production
approaches to efficiency. In markets where there is little technological or competitive

change or threats, this approach may be quite suitable. However, single loop learning,

comes with a cost, as one respondent commented in a study by Tell and Halila (2001,
p.2l):

"We have never had any direct possibilities of obtaining stimulus from outside and

one becomes a little self-absorbed”.

If a firm operates in markets, where there are discontinuous changes occurring or where

innovation 1s the key to competitive advantage(for example new-media) then the most
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appropriate learning style would be ‘double loop’ learning (Senge 1990). Double loop

learning involves new knowledge from external sources that can supplement ‘single loop
learning’, resulting in new operational practices and innovations built upon a wider range
of knowledge inputs and thus minimising myopic thinking. A good example of double
loop learning is through networks that cross sectors. Different sectors ( for example 1n
horizontal activities) often have different production, innovation and administrative
systems, which may for some firms transfer across sectors, providing previously unknown
solutions (Dragoi, 2000). Chaston's (1999) research findings on organisational learning
suggest that firms who network are more likely to use double loop learning styles and also
have a more formalised knowledge management system, therefore, capturing, processing

and analysing information for learning and knowledge transfer more effectively.

Marshall (1920; 1986: p. 115) was one of the first academic writers to recognise the

importance of knowledge as a bi-product of co-location:

"Knowledge is our most powerful engine of production; it enables us to subdue
Nature and force her to satisfy our wants. Organisation aids knowledge; it has
many forms. for example, that of a single firm, that of several firms in the same
trade, that of various trades relatively to one another, and that of the state providing
security to all and help for many. The distinction between private and public
property in knowledge and organisation is of great and growing importance: in
some respects of more importance than that between public and private property in

material things".
Surely, Marshall was ahead of his time with respect to the rise of the ‘learning region’.

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 1itself to face-to-face
interactions, providing a more effective way for such knowledge to transfer. This 1s

particularly the case when such interactions are based around trust and mutual

dependencies (Malmberg and Maskell 1997).

Camagni (1991) and Lorenz (1996) suggest that technology based inter-firm networking
within a region can lead to processes of collective learning being developed. These

processes involve sharing and developing administrative and technological expertise with
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high levels of innovation being achieved, underpinned by trust and mutual sharing. These

authors generally agree that it is mainly through transferring tacit knowledge that a district
will fully develop its innovative potential. Firms, therefore, will need to have effective
methods for identifying and translating tacit information into knowledge that is understood
and can be applied within the firm itself (for example, research and development). The
main way that Camagni (ibid) envisaged this would happen was through the mobility of
specialised skilled labour, customer-supplier exchanges of technical information, imitation
and reverse engineering, specialised service provision, tailored adaptions of technologies to

local needs, and information exchange.

More specifically, Lorenz (1996) suggests that there are some preconditions for the above
learning processes to work. A common language/rules of exchange needs to arise, to
which the exchange of tacit knowledge can be understood, and then applied, which can
then be affected through networks. It requires the sharing of in-house tacit knowledge,
which is particularly difficult to transfer because of its particularity but may be achieved,
either through the mobility of labour of team sharing. The final precondition is the setting
up of an effective organisational and communication structure between the co-operating
firms so that the processes of learning may arise. Other authors have also explored this
idea with similar conclusions (Simmie 1997 and Morgan 1997) but stressing the role of
third party institutions such as governmental, universities and research institutes. If we can
accept the concept of regional learning, then common sense would suggest that the two

approaches might be more effective as it brings together a greater number of potential

useful resources.

Aspects of tacit knowledge were referred to by Storper (1993) as a potential ‘relational
asset’ which is best exchanged on a face-to-face basis, or through routines, habits, norms,
or conventions of communication and interaction. These ‘un-traded interdependencies’
can be characterised as informal flows of information and support between firms within a
network. The concept is both a cause and a consequence of collaboration. It is a form of
reciprocity - firms are willing to help each other without immediate prospect of gain. For
example, neighbouring firms might offer one another advice or lend a piece of equipment.
As ties become more complex, it is possible to obtain additional benefits, such as a
reduction in transaction costs (that is, due to ‘trust’) and the exchange of tacit knowledge.

This can contribute to collective leaming and thus enhance the pool of knowledge

contained within a network.
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If these processes are supported by formal and informal institutions, a form of

institutional thickness' can arise (Amin and Thrift 1995). The potential benefits of
institutional thickness' include the establishment and reinforcement of a common
language, behavioural norms and a progressive build-up of trust. This, in turn, fosters
collaboration and the development of a capacity for collective learning (Keeble and
Lawson 1998: Keeble er al. 2000; Lorenz 1996). Universities and publicly funded
research bodies are said to make a positive contribution to the learning and innovative

capabilities of co-located firms simply through knowledge spillovers, with a rate of return

estimated at between 20% and 60% (Salter and Martin, 2001).

This is achieved through either, outsourcing research, faculty consulting, licensing
university patents and hiring graduates and informal personal contact (Arundel and Geuna,
2001). Both institutional thickness and the resulting capacity for collective learning may
be the product of many years of established practices, as in the City of London. These
"relational assets" are said to have a direct impact on a cluster’s competitive advantage
insofar as they constitute part of the learning environment for firms and provide the access

to resources such as information, knowledge, technology and skills.

2.2.2.2 Small Firm Innovation through Regional Networking Clusters

A useful starting point will be to define what is meant by’ innovation, which a DTI report

has concluded as:

“Innovation is the successful exploitation of ideas, into new products, processes,
services or business practices, and is a critical process for achieving the two
complementary business goals of performance and growth, which in turn will help

to close the productivity gap” (2003, p.8).

In the context of all small firms and new media in particular, the definition is assuming that
such business goals are important to all owner mangers such that innovation is a primary

objective.

To follow on from the previous section leaming 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
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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 extemalities or spillovers. It seems likely that
spillovers, particularly those associated with new technological knowledge, tend to

be geographically localised”.

Asheim and Isaksen (2003) wrote about the benefits of developing a regional innovation
system in which clusters could enhance regional innovation through the interplay of cluster

actors and the resources attracted to the location, a form of ‘interactive innovation’.

Nauwelaers and Reid (1995) define a regional innovation system as:

“the set of economic, political and institutional relationships occurring in a given
geographical area which generates a collective learning process leading to the rapid

diffusion of knowledge and best practice”.

As with the learning region a key actor are the institutional players which according to
Braczyk et al. (1998) act as a catalyst which encourages firms within the region to develop
a common culture of innovation so that the diffusion of innovation is made more efficient.
The key players for BH new-media are two Universities (region, national, international),
Wired Sussex (Sussex wide) and several media centres (BH focussed) with a wide range of

potential funds to support innovation®.

In contrast, a national linear innovation model is seen as having a ‘one size fits all’, with a

large firm bias and being:

“...research based, sequential and technocratic” (Smith, 1994 in Asheim, 2001).

This model is R&D focussed which invariably is large scale sensitive, proving too

expensive for small firms to develop

Design and
Do oo

Figure 2.1 The linear science-push innovation model

2 For example: Regional Innovation fund; European Regional Development Fund, Higher Education Innovation Fund, etc.
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From figure 2.1, the model is linear in the sense that innovation proceeds from R&D to

sales with little in the way of feedback loops that would otherwise inform R&D as to the

effectiveness or changing needs of end users (Morgan, 1997).

However, as a result of new technologies such as computer aided design, computer aided
manufacture, flexible manufacturing systems, sophisticated feedback loops from
customers3, profitable lower volume batch scale production is feasible for smaller firms.
From these developments has arisen a more interactive model of innovation that can be

sensitive at a local and regional level, less dependant upon a national level for economies

of scale (Asheim, 2001).

Cultural and societal
considerations
Factor conditions

Sectoral 1ssues
-  Economic
influences

Tri-lateral
Networks and

Hybrid organizations

- Institutions and
instituted behaviours

Figure 2.2 An interactive regional innovation systems model
Source: Adapted from Etzkowitz, H. and Leydesdorff, L. (2000) in Deakins and Freel (2003)

From figure 2.2, the model allows for firm innovation as part of a system of interactions of
cultural, social and economic factors with other firms, academia and state agencies. The
approach recognises the importance of locally inspired innovation (bottom-up) rather than
the hegemonic ‘top down’, as well as the involvement of informal and social actor
interactions (interactive), producing lower transactions costs, un-traded interdependancies,
institutional thickness and tacit exchanges. As firm characteristics will vary from one
region to the next due to different industry profiles, a regional innovation policy 1s more

applicable, as it is more sensitive to these differences.

There is also the recognition that innovation is stimulated by co-operation, trust-

relationships and place specific resources (Ashiem and Isaksen, 1997), which are all

> For example, EPOS, EDI and loyalty cards linked via customers and suppliers
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features of successful clusters. As most SME’s cannot afford formal innovation research,

the benefits of clustering with a supportive institutional framework, can help compensate
for this weakness (Asheim and Isaksen, 2003). A regional innovation system is also more
likely to be sensitive to the recognition that innovation diffusion is best achieved through
local proximity within an industrial cluster, requiring an established knowledge based.
From this, the diffusion of tacit knowledge and its subsequent use is learned through

regular practice, imparted directly peer-to-peer, often on an informal face-to-face

networked basis (Nelson and Winter, 1982; Pavitt, 1987).

For SME’s, the lack of formal research facilities means that ‘interactive learning’ can best

enhance its innovation abilities through cluster co-location and through ‘inter-regional

linkages facilitating the firm’s access to different, though localised innovation capabilities’
(Camagni, 1991, p.8). Small firms are increasingly seen as important engines of
innovation, particularly incremental innovation, because of their niche role (Storey, 1994),
although the degree to which they contribute to step-change innovation 1s debatable
(Storey and Sykes, 1996). Also for smaller firms, Dosi (1988) suggests that as the
innovation process is highly risky, the close proximity of other innovators, supplers and
related industries, allows for regional networking, through which uncertainty and risk can
be reduced (Romijn and Albu, 2002; Tracey and Clark, 2003). If the networking 1s
supported by an institutional infrastructure, (for example universities, government agencies
and research organisations), this can then further cement and enhance the cluster,

(‘institutional-thickness’) and its claimed for benefits (Amin and Thrift, 1995).

Rothwell (1991a), Christopoulos (1999) and Thomas (2000) report that small firms have
certain advantages over larger ones in terms of being more flexible and responsive to
customer needs and therefore potentially more innovative. However, they also suffer from
restricted resources and greater vulnerability to new product failure. To counter this, small
firms can collaborate and barter with other firms in a network, sharing information,

resources and risk, enabling such companies to innovate more effectively, enhanced on the

basis of trust forming relationships ( Shaw, 1998).

Varaldo and Ferrucci (1996) found that in the Italian industrial districts networking leads
to a shared technical language, thus permitting easier commercial relations. They also
found evidence of rapid diffusion both of professional know-how and of product and
process innovations among district firms. This can lead to a dynamic within the

competitive environment, which results in a growth in local systems knowledge; technical
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improvements 1n the utilisation of machinery, the realisation of new products, export

strategies 1n a new market is quickly learned by the numerous local entrepreneurs. In this
way, the Innovative process becomes incremental and coherent with local expertise.

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).

As previously stated, institutions such as universities can also play a key role in supporting
cluster-based firms. Keeble et al. (1999), using a study based around the technology
cluster of Cambridge, reported that such pre-conditions do largely hold. The University
has helped to bring technology firms together in an environment conducive to mutual trust
and the development of exchange and common language and codes of engagement. The
Cambridge cluster also contains a high number of company spin-offs, from either the
university or from other firms in the region, whereby the start-up entrepreneur had
previous managerial or technical experience thus enhancing the mobility of tacit
knowledge. These start-ups when asked why they had located in the same region to their
previous experience, rated (ibid, p.7) "informal local access to innovative people, ideas and
technologies”, as an important reason! Proximity allows firms to tap into skilled labour
sources particularly from the universities. This aspect of proximity is particularly relevant
when small technology firms generally cite that skill shortages are an inhibiting factor for

Innovation development (DTI 2001).

2.2.3 The limitations of proximity and co-location

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). There are authors however,
who have reservations concerning the degree of embeddedness, and had doubts concerning
the real value of lowered transaction costs and agglomeration economies, or believe that
ICT’s, discount the need for local networking, and where small firms in particular, do not

have the resources to network widely.
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2.2.3.1 Economic benefits not always proven

Agglomeration economies are also claimed by most authors as a beneficial outcome of
clustering co-location. However, Lublinski’s (2003) study of clustered and non-clustered
aeronautical firms could only find weak evidence of agglomeration advantages being

realised:

“Inter-firm linkages do not seem to be effective in the sense that agglomeration

advantages are being generated and exploited”.

The study did not fully explore the reasons why this might be but the author did
hypothesise that it might be because this industry sources globally, for spectalised inputs
and, as a result, maybe less reliant on the need for face-to-face networking. 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).
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2.2.3.2 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. (1994) 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. 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, 1t was found that there
was a significantly greater reliance on customers in the local market than for the larger

smaller companies.

It’s the author’s belief that extended un-traded interdependencies 1s a rare phenomenon,
with little evidence from any literature sources from the UK, that small firms regularly
share their scarce physical and human resources. What might be shared are their

‘disembodied assets’ such as information and market knowledge (Asheim and Isaksen,
2003).

2.2.3.3 ‘Institutional thickness’ is not always demonstrated

The role of co-located institutions does not guarantee Amin and Thrift’s (1994)

‘institutional thickness’ advantages. Services offered by Business Link and other
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networking agencies have been criticised for providing inadequate services for small firms.

The delivery is sometimes short-term, adhoc or discriminatory, thus not providing the glue

to cement together co-located firms (Westhead, 1995; Carson et al., 1995; Romijn and
Albu, 2002).

Although Romijin and Albu found positive relationships with the 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.

2.2.3.4 Limitations of the learning networking cluster

In terms of local and regional learning, some authors claim evidence that these processes
can lead to incestuous outomes. 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.

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 1n
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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.295).

Martin and Sunley (ibid, p.25) comment that Porter has nothing to say about the internal
mechanisms of the firm and is solely concerned with extracting competitive advantage
through external linkages. This means that if tacit knowledge is embedded within firm

‘routines, which guide a firm’s innovativeness, Porter gives no explanation of how this can

be externalised and diffused amongst cluster co-located actors.

2.2.3.5 Limitations of innovative networking clusters

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:
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““ ..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).

An important weakness that is reported in the literature, although not necessanly a
limitation of proximity, is that if small firms are less able to innovate radically, this can
mean that they may become entrenched in a particular technological paradigm through the
path-dependant routines that arise from incremental innovation. They can then run the risk
of losing their competitive advantage when a new and superior technology over takes
them, an issue that regional policy makers should account for when developing support

strategies (Asheim and Isaksen, 2003).

Finally, there are authors who believe that the whole concept of learning and innovation
clusters contributing to the development of a ‘learning region’, is a theoretically weak or

methodologically unsound set of principles.

2.2.3.6 Theoretical limitations

At a theoretical level, several academics have severely criticised the whole premise of

Porter and cluster theory. For Martin and Sunley (2003, p.11) the cluster concept 1s:

“_..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.

Likewise, the whole concept of the ‘learning region’ has been heavily crticised by
Lovering (1999) who defines it as the ‘New Regionalism’. Lovering (ibid, p.384) explains

that this concept 1s:

‘a loose bundle of ideas, an accretion of notions, gathered together because they

seem to resonate and point to broadly similar policy implications somewhere on the

horizon’.
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Lovering (ibid) goes on to argue that whether a region or cluster is innovative or

competitive, 1s anomalous. Only ‘commensurate firms’ and ‘commensurate markets’ can
be said to be competitive, in the sense that they can be measured and from which policy
can be properly formulated. These and other possible weaknesses were noted and recorded

in the thesis fieldwork phase, when they became evident, and are reported in the analysis

chapters (chapters four to seven).

At a measurement level, cluster theory can also be criticised for the lack of clarity

concermning 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).

The measure used by Oakey et al. (2000) for ‘local market’ was a 20-mile radius, a rather
arbitrary figure. When the Oakey analysis looked at sales and purchases within the South
East region itself, 80% of respondents reported this as their main source for sales and
purchases, not the local market. An examination of a map of the South East suggests that
the major new-media centres of Brighton, London, Guilford, Oxford and Cambridge are all
within several hours of each other, which should allow for convenient face-to-face

networking, thus potentially nullifying Oakey's key finding.

What the Oakey study confirms is the arbitrariness of how the spatial concentration of
clusters is measured. 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 1s 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.
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A particular criticism that this author has of the methodologies employed in the cluster

literature, 1s the near lack of papers that actually involve 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 (Hoffman er al.,, 1999), using either quantitative approaches and government

statistics or are theoretically hypothesised.

Another criticism of the ‘learning region’ literature is that the key papers are all conceptual
(for example Lundvall, 1992/1994; Storper, 1993; Flonda, 1995; Morgan, 1997) lacking
sufficient empirical evidence to support the principles extolled. Claims have been made
that regional development policies have contributed to the successful rejuvenation of
Wales, but economic data analysed by Lovering (1999) suggests that the case for Wales
being a ‘learning region’ with a successful ‘regional innovation system’ is unproven in
terms of any actual benefit accruing. Of course these methodologies have value and 1t 1s
hoped that the proposal of this author to focus upon the opinions and perceptions of owner

managers, to these issues, to be an important contribution to the literature.

The main confusing aspect from looking at the literature by this researcher, 1s 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, the ‘learning region’ and the

development of a ‘regional innovation system’ (see table 2.1):

Networking benefits do not arise Cluster benefits do not arise

Small firms network but not locally
Small firms are not socially embedded.
Transactions costs are not realised.
Un-traded interdependancies do not arise
Agglomeration economies do not exist.
Externalities do not exist.

Diseconomies arise instead

One or several Porter actors are not co-
located:

o Customers, competitors, suppliers,
related industries, key factor
resource, institutions.

e Although co-located one or several Porter
actor outcomes are not realised:

o Lack of Rivalry and demanding
customers, degraded key factor, lack
of sufficient intermediate and

Networking is ad hoc not systematic

Small firms lack the full resources to network
(time, costs, people).

Small firms lack the competency to network.
Small firms do not recognise the importance
for networking.

Small firms wish to remain independent.
There is no relationship with networking and
learning with innovation outcomes.

Poor methodologies and research philosophy.
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specialised services, poor quality
institutions.

¢ There is no relationship with proximity and
learning with innovation outcomes.

e Poor methodologies and research philosophy.

Table 2.1 Sources of contradictory literature findings

This author is therefore in agreement with Benneworth and Henry (2003) that this

confusing academic environment may possibly be explained by the fact that clusters are

heterogeneous and that to generalise across all sector clusters 1s problematic.

“There is no singular unified cluster theory...there exists a portmanteau concept of
clusters incorporating a diversity of perspectives and atfording the possibility of a more

holistic understanding with geography at its heart” (ibid, p17).

In conclusion what the fieldwork of this thesis attempts to question, is the concept of a
networking cluster contributing to the development of a ‘learning region’ and ‘interactive
innovation’ as an ‘ideal type’, because it is clear that the academic literature contains such

contradictions that further contirmatory evidence 1s required.

On this basis, this author will still continue to use cluster concepts in spite of the criticisms,
because industrial clusters are currently a popular aspect of regional industrial policy in the
UK. Particularly as they are seen as potential drivers of skills and knowledge upgrading,
resulting in greater levels of innovation and therefore enhanced competitive advantage
(SEEDA, 2002; Cooke, 1995; Morgan, 1997; Asheim et al. 2003). There is also evidence
(admittedly contradictory), that technology and knowledge cluster based firms are active
networkers, who are keen to develop learning and innovation strategies. The following
sections will focus more specifically upon new-media and the research questions that can

be derived from the research propositions stated in chapter one.

2.3 The new-media cluster literature

In the new-media field the concept of clusters has become well established, where there
appears to be general agreement to use the Porter (1990; 1998; 2000) definition of a
cluster. This 1s presumably because he has been very influential within UK government
cluster policy initiatives (DT1, 1999; Pratt, 1999; DETR, 2000; DCMS, 2001; DTI, 2001;
DPA, 2000; Wired Sussex, 2002; Kaplinsky et al., 2003). However, Porter and other

authors, who use cluster concepts, have their critics, the main criticism being that the
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benefits of co-location have been overly exaggerated (see next section). However, as the

concept 1s commonly used by new-media authors, this author will use the concept and
benetits of network clustering, as cited by Porter and other authors, as the basis for

determining whether Brighton and Hove new-media, is a networking cluster.

This section, begins by defining ‘new-media’ and ‘new-media clusters’ and then explores
the implications of co-location and proximity, identifying some of the key flaws in the
theory. The literature derives four research questions that were later operationalised during
the fieldwork, with the expressed intention of resolving the first research proposition:

RP1 ‘All new-media firms in Brighton & Hove form a new-media cluster’.

This section concludes with the recognition that there is a body of research evidence in
support of new-media clusters, although there are a number of reservations and

contradictions all of which are explored in the analysis chapter 4.

2.3.1 Defining new-media

To help set the context of the new-media industry, it will be helpful to examine what is
meant by the term new-media. Various authors (see table 2.1) tend to mix this term with
the terms: multimedia, digital media, and interactive media. Whichever term is used they
are all based upon the use of digital technologies. New-media has a heritage from as far
back as the 1970’s when the ‘games’ industry began to develop on platforms such as
Sinclair's ZX80, then came the use of CDROM interactive software and finally on-line

interactive software via the Internet.

A major characteristic of the new-media industry is that the underlying digital technology
is changing quickly and 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).
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Table 2.2 New-media definitions

From lable 2.2, the term 'multimedia’ has now become largely redundant, as it was
originally associated with the introduction of CD-ROMs in the 1990. This format is not

exclusive anymore so the term new-media is now the commonly accepted term, although
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increasingly people prefer to use the term ‘digital media’ (Interviews with Wired Sussex,

25.11.02 and the Brighton Media Centre (BMC), 6.12.02).

An explanation for all these definitions is that they have their differences partly in response
to the changing nature of the industry itself with new technologies, formats and features
coming on stream usually in a discontinuous manner (Backlund and Sandberg, 2002).
Manovich (2003) recognises that his definition will need to be revised on a regular basis,
as other media become commonly distributed by computer for example, film, books and
TV. Pratt (2000) believes that attempting a definition is thus too problematic and instead
clarifies new-media in terms of its essential characteristics of being digital, interactive and
allowing media convergence.

Although the researcher sympathises with the previous author's point of view, 1t is felt that

it is possible to define this ever-changing multi-sector industry as follows:

New-media: 'Are digitally based technologies that are constantly changing,
resulting in the convergence of different combinations of

media, providing seamless interactivity for the user

(Conway, 2003).

2.3.2 The new-media cluster

Authors who have written about new-media in Brighton and Hove appear convinced that it
is a cluster and all make reference to Porter’s definition of an industrial cluster (DTI, 2000;
DPA, 2000; Wired Sussex, 2002; Pratt, 1999; Kaplinsky et al., 2003).

Tang, (1999), however, questioned the level of networking practices of BH new-media
firms and found them somewhat limited, and suggested that BH resembled a ‘silicon
beach’ as opposed to the more famous new-media cluster in New York, which is referred

to as ‘Silicon alley’.

The Porter cluster includes relationships between buyers, sellers, competitors, suppliers,
complementary suppliers, intermediaries, universities and other support agencies. The
outcome from these relationships, according to Porter, is one of positive economic
externalities, agglomerations and un-traded interdependencies, (see next section for further

discussion) that can lead to enhanced innovation and learning, enabling the cluster as a

whole, to gain a competitive advantage (Conway, 2002a).
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There are several reported new-media clusters in the UK: Brighton, 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).

In the South East, Brighton gets a prominent mention for its new-media cluster in the DTI
(2001) report on clustering, however, it features as a subsection of the ‘Software and
Computer Services Cluster’. The SEEDA (2002) report identifies a greater range of
clusters in the South East, although they are characterised by the more generic heading of
the Media and Digital Industry, (see Table 2.3):

[ Brlghton and Hove

Dlgltal and new-media firms also some film productlon
A major publishing cluster and digital media flI'Il‘lS

Oxford
! and O’ anisations.

Guildford 1surc sotware/games _ ' o | |

Southampton / Maidstone | TV studios

__.—.'_——

: i
| |
‘ :I
H . I
i
| |
I
f
i :
|
] : :
: I

1 Oxford/Isle of Wight
l Portsmouth _i

[( Film productlon companies ' ;

Table 2.3 Key media digital clusters in the South East: Source: Adapted from SEEDA (2002)

In a review of what proportion of the new-media industry is situated in city and urban areas,
Backlund and Sandberg (1999, p.89) were able to demonstrate how significant these
locations were as a percentage of all new-media firms in a particular country. For the
USA: Los Angeles + San Francisco (40%), for the Netherlands: Amsterdam (40%), for the
UK: London + Cambridge + Brighton (47%) and for Sweden: Stockholm (47%), (ibid).

Backlund and Sandberg also state that within many of these city-urban areas, new-media
companies have arisen as an extension to the traditional industries and in particular,
television and print publishing. This has been further demonstrated by the research
findings of Tang (1999) where for example, Brighton’s electronic publishing industry
appears to have its origins in traditional print publishing. While, Swansea's new-media

industry has spawned from traditional television broadcasting (Cooke and Hughes, 1999).

To what extent the sample firms relate to the term ‘new-media cluster forms the first

research question of the thesis:
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RQ 1 To what extent do the sample firms relate to the term ‘new-media cluster’?

The following section continues to explore the extent to, which BH is a cluster, by

examining its ability to exploit the benefits that are said to arise from co-location.

2.3.3 New-media co-location benefits

Authors who have specifically written about new-media clusters tend to forward mixed
findings concerning whether the generic benefits of co-location apply. In particular Tang
(1999) found little evidence of networking while Kaplinsky ez al. (2003) believed it was
extensive, in line with policy reports from SEEDA and the DTI. Pratt (1999) felt that
because of ICT’s, the benefits for lower transportation costs may not be applicable but that

the ‘weightless economy’ has still yet to be achieved.

However most authors agree that co-location with suitably qualified knowledge staff 1s
seen as the key pre-requisite for new-media firms, because it is they who write and design
the programmes, code and software that can be creative and innovative, which forms the
core capability of new-media firms (Braczyk et al., 1999; Sandberg, 1999). New-media
companies therefore are largely founded upon human capital as opposed to physical or
financial capital, from which they obtain their knowledge, experience, networking
expertise and thus their competitive advantage (Pricewaterhouse, 2001). Whether all the

benefits of co-location exist in BH, led to the setting of the following research questions:

RQ2 To what extent do new-media companies specifically co-locate in B&H for the

purposes of networking and gaining other un-traded interdependencies?

RQ3 To what extent do new-media companies specifically co-locate geographically in BH

for the purposes to gain positive economic externalities?

RQ4 To what extent do new-media companies co-locate geographically in B&H for the

purposes of accessing skilled labour?

The next section reviews the small firm networking literature and the parallel and

complementary role it can play within the cluster literature.



37
2.3.4 The new-media networking literature

This section begins by defining networking and explores why small firms may or may not
benefit from networking. The literature derives eight research questions that were later
operationalised during the fieldwork with the expressed intention of answering the second

research proposition:

RP2 ‘All new-media firms in Brighton & Hove are active networkers’.

The section concludes that there is some evidence to support networking by small
knowledge-technology intensive firms such as new-media. The results of the

operationalisation of the eight research questions are discussed in chapter 3.

2.3.5 Networking definition

Since the early 1990’s, several authors have argued that the terms network and networking
had lost their precision due to the many research domains that had investigated this issue
(Nohria and Eccles, 1992; Curran et al., 1993). Shaw and Conway (2000, p.368) repeat
this claim identifying the different research domains involved: ’transaction economics,
industrial marketing, organisational behaviour, entrepreneurial marketing and small firm

research.’ The definition® that is used for this thesis is as follows:

“Small-firm networks can be defined as the composite of the relationships in,

which small firms are embedded, which serve to link or connect small firms to the

environments in, which they exist and conduct their business” (Shaw and Conway,

2000: 369).

This definition has been chosen because of its broad interpretation that allows small firms
to tap into as wide a range of potential sources from its environment, to help compensate

for the disadvantages they face in comparison to larger firms.

The terminology is further confused by the inclusion of different actors using different

terms to describe the network participants, (see Table 2.3):

‘see Conway, C. (2002b) for a more detailed discussion of network definitions.

- KINGSTON UNIVERSITY LIBRARY
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Table 2.4 Dichotomy typologies of networking partners and forms

Aldrich er al., (1987) when reviewing definitions such as those in Table 2.4, stated that
making dichotomous distinctions is misleading, because it is possible for friends, family
and acquaintances to be also business contacts and business contacts to be friends,
therefore, the Carson (ibid) approach, seems the best fit from Table 2.4, as it includes all

possibilities.

The process, by which networking can take place has been described as formal and
informal channels (Steward and Conway, 1996). Formal channels involve the exchange of
knowledge, information, or shared resources, through formally presented and published
sources, while informal channels involve interpersonal contacts through informal meetings
outside of boardroom style settings. These informal channels are seen as important sources
for the exchange of sensitive information, the exchange of tacit information and innovation
because trust is more likely to develop in informal and more open interpersonal meetings
(Senker and Faulkner, 1996). This interpretation of the process of networking was found

to be familiar to the new-media sample used in this study, and therefore, any references

made to formal and informal networking in the later chapters of this thesis, are based upon

the Steward and Conway interpretation.
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2.3.6 Why do small firms network

The business environment is constantly changing and the opportunities and threats that
arise will be problematic for small firms with few resources, resulting in greater levels of
vulnerability to such outcomes (Aldrich and Zimmer, 1986; Szarka, 1990). Networking
can allow small firms to cope more effectively with these external forces 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, as

mentioned in the previous section.

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; 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) 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 embedded into the local economy (Curran and Blackburn, 1994; Shaw 1997).

Dodd (1997), after examining British household panel survey data, 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. This contradicted Birley’s, 1991
findings, creating an anomaly in the literature. This is also at odds with the findings of
Johanisson et al., (1994) who found evidence that small firm entrepreneurs used a wide
range of different contacts and it is not clear from comparing the methodologies of both
sets of researchers why this might be the case. 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.
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To help determine the extent of new-media networks, the following research questions

were set:

RQ5 To what extent do new-media companies engage in networking with customers and

why is this done?

For a new-media cluster to work effectively, it particularly requires local access to clients
who understand how digital technologies can replace or supplement traditional media.
However, this requires a relatively sophisticated customer-market, which city locations are
expected to provide (Backlund and Sandberg, 1999). Cities are also likely to have the

advanced infrastructure that is required to support new-media, for example, broadband and

mobile communications.

Hilbert et al., (1999) also confirm that for a new-media cluster to be successful, the
potential customers and clients of new-media need at least to recognise the advantages that
digital technologies can provide, otherwise market penetration can be problematic. This
was certainly a problem for ‘OnDigital’, the terrestrial digital broadcaster, who were
unable to convince enough people to purchase the service, and the company later collapsed

as a result.

As suppliers, competitors, complementary suppliers and freelancers are an important
element of the proposed Brighton and Hove new-media cluster (Wired Sussex interview

with C. Clemons, 25.11.02; Brighton Media Centre interview with Ian Elwick, 6.12.02.),

the following research questions follow:

RQ6 To what extent do new-media companies engage in networking with suppliers and
why is this done?

RQ7 To what extent do new-media companies engage in networking with competitors
and why is this done?

RQ8 To what extent do new-media companies engage in networking with
complementary digital services suppliers and why is this done?

RQ9 To what extent do new-media companies engage in networking with freelancers

and why is this done?
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2.3.7 New-media networking

In section 1.2 of this thesis, four authors were identified as having made reference to new-
media networking, but only Pratt (1999, 2000) has discussed this in some detail through his
experiences of interviewing new-media firms in New York. Networking events in New
York are often referred to as ‘cyber and suds’” events. These were considered to be
informal events in bars and cafes where networking took place. The equivalent UK event

was referred to as the ‘First Tuesday’ networking events:

‘...where alcohol proved a more successful matchmaking agent was at First
Tuesday meetings...which gathered UK internet entrepreneurs, investors and

engineers and told them to leave their business inhibitions at the door. Such
events helped forge notable dot.coms, and place a stamp of exclusivity on UK

neterati society’ (http://news.bbc.co.uk/1/hi/business/1858039.stm, 1.5.03).

This idea was explored with the two key institutional supporters in BH, Wired Sussex and
the Brighton Media Centre (Wired Sussex interview with C. Clemons, 25.11.02; Brighton
Media Centre interview with Ian Elwick, 6.12.02.). The term is not now commonly used
in BH, as the UK franchise, ‘First Tuesday’, folded in 2000, but new-media people in BH

were familiar with the terms formal and informal-social networking.

Clemons (ibid) and Elwick (ibid) were also asked about the nature of formal and informal
or social networking. Formal networking normally relates to a formal dress code event
arranged by a third party or the firm itself, often involving the buyer-supplier dyad. These
events are held in a range of settings, hotels, conference centres, business exhibitions or in
a boardroom, usually with a direct sales objective. This is reminiscent of a sales or
transaction based marketing approach, where the emphasis is on ‘one-off ‘sales

transactions to maximise turnover

(Kotler, 1997).

Informal or social networking, however, infers a casual dress code event, arranged by a
third party or the firm itself, involving a cross section of contacts, held in a bar, café, or at
a cultural or sports event, with a relationship building objective. This approach is more
associated with the relationship marketing literature where the emphasis is on maximising

customer repurchase and the lifetime revenue value of the relationship (Christopher and
Ballantyne, 1991).

‘cyber’ refers to people and ‘suds’ to beer.
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However, there is a body of literature that questions the need for firms to meet formally or

informally because information and communication technologies (ICT) can enable firms to
do this more cost effectively (Castells, 1996). Caincross (1996) wrote of 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.

Pratt (2000) agreed that this would equally be the case for new-media firms because they
primarily produce software digital products and services, and the death of distance would
apply. However, he was less convinced that the ‘weightless economy’ would be similarly
applicable as software products would require branding and packaging and thus would
have to be distributed using physical channels.

If any of these two concepts are applicable, this will have implications for one of the key
outcomes of cluster theory, that co-location will encourage networks that are based around
face-to-face meetings where relationships, exchange and trust can be enhanced (Lyons,

1994). This question, therefore, led to the following research question to be set:

RQ10 To what extent, and why, do new-media companies exhibit a preference for

informal and face-to-face networking?

Small firm networking is often seen as the preserve of the owner-manager (Carson et al.,
1995). Carson (ibid) refers to entrepreneurs as making great use of their personal contact
network (PCN) as their favoured networking approach. During the start-up phase, the
PCN is normally family and friends but as the company matures, the PCN becomes more
business-orientated. The problem that can arise here is that over-reliance on one person
can easily restrict access to a wider network of opportunities (Christopoulos, 1999). This
author recommends that small firms delegate networking responsibilities to overcome this
potential limitation. From this recommendation, the following research question was

formed:

RQ11 To what extent is networking delegated in new-media companies?

Finally, the networking literature suggests that if institutional intermediaries are engaged
and supporting an industry cluster, then networking and the claimed benefits can be
enhanced (Amin and Thrift, 1995). In BH is that there are a number of dedicated new-
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media centres that offer bespoke services and flexible terms and conditions for office

accommodation most of them are in the city centre, enhancing the possibilities of
networking not just within the building but also with other media centres, as well as
businesses in general. BH new-media has also been supported by Wired Sussex since
1995, providing a range of useful services, networking, web site intranet and training. The
media centres and Wired Sussex have been cited as providing useful networking and
support services to the BH new-media cluster in the academic literature (Pratt, 1999; Tang,

1999, Kaplinsky ez al., 2003).

The city has two local universities and a technology college that apart from providing
graduate staff could provide a range of short courses, as well as potential research and
consultancy expertise, an important feature of success for the Oxford and Cambridge IT
clusters (Keeble et al., 1999; Romijn and Albu, 2002). This supportive environment
provides what Amin and Thrift (1995) referred to as ‘institutional thickness’. The potential
benefits of 'institutional thickness' include the establishment and reinforcement of a
common language, behavioural norms, and a progressive build-up of trust. This, 1n turn,
fosters collaboration and the development of a capacity for collective learning (Keeble and
Lawson 1998). Even though these institutions are co-located, there are few strong linkages
with the sample firms (see next chapter, section 5.7.2). This is likely to result in missed
opportunities, as proximity to these bodies, according to (Sternberg, 1999), enhances

linkages and agglomeration effects on firms in a region. From these sources the final

research question for this section is derived:

RQ12 To what extent are institutional bodies perceived to be able to enhance new-media

networking?

There is insufficient evidence from the current literature that BH new-media are active
networkers while the small firm’s literature concerning the extent of networking is
contradictory. There is, however, more evidence to suggest that small knowledge-
technology firms are more inclined to network. To what extent networking and co-location

contribute to small firm learning, is explored in the following section.

2.4 New-media learning

This section begins by examining why leaming is important to new-media firms and the

role that networking might play. It then goes onto explore the importance of tacit
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knowledge, double loop learning, and informal networking. The last two issues are

concerned with the impact cluster co-location may have on learning and the supportive role

that can be played by local institutions.

The literature derives six research questions that were later operationalised during the

fieldwork with the expressed intention of answering the third research proposition:

RP3 ‘All new-media firms that network and are located in the Brighton & Hove cluster

will demonstrate positive learning outcomes’.

The section concludes that there is evidence to support that a networking cluster can
enhance the learning capabilities of small knowledge-technology intensive firms such as
new-media. The results of the operationalisation of the six research questions are

discussed in chapter 6.
24.1 The importance of learning for new-media

Campagni (1995) argues that learning for small firms is the key to creating and sustaining
competitive advantage, particularly in environments where new products and processes
might easily be imitated. This is certainly the case for the new-media environment (Pratt,

1999) and therefore forms the first research question to help determine how important

new-media firms view learning:

RQ13 To what extent is learning important for new-media companies?

The small firms’ literature suggests that networking plays an important role for small firm
learning. 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).

Central to small firm learning is the owner-manager, whose development of business
competencies, at different phases of the firm’s evolvement is critical (Nelson and Gibb,
1996). In particular, successful firms will need to match customer needs with business

competencies. This will require the owner-manager to have up to-date mutual knowledge

of not just customer needs, but also the benefits that different suppliers may provide plus

any other useful information that can be gained from other third parties. In other words, it
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pays the owner-manager to be an active networker to maximise competitive advantage

(Dragoi, 1997).

Braczyk et al., (1998), who researched new-media, proposed that firms learn most from
other firms, especially customers and suppliers. Firms are also gaining knowledge from
universities, research institutes and technology centres (Cooke and Hughes, 1999).
Lundvall and Johnson (1994) stress that the process of learning between firms and
institutions involves, ‘interactions’ in the form of networking formally and informally,
including signing research contracts, exchanges of personnel and the funding of

scholarships at the universities.

Learning within the ‘new and knowledge economy’ is argued to be of a different form
compared to learning in more traditional business environments (Castells, 1996; Pratt,
1999). In the past, learning was characterised as learning by doing. Today, however, and
within the new-media economy, learning is further enriched through interacting, one of the
core aspects of the new economy. Through interacting with individuals, teams and
between companies, knowledge can be created, tested and communicated. It requires,
however, a trust-based environment where mistakes are valued and not criticised and often
requires frequent and informal meetings, all of which are enhanced through proximity,
which can be further refined when institutionalised (Pratt, 1999). These issues suggest the

next research question:

RQ14 To what extent is networking important for new-media learning?

There are different forms of learning that have different implications for a firm’s ability to
enhance its capabilities. Winter (1987) identifies two main forms of knowledge,
‘articulable knowledge’ and ‘tacit knowledge’. Articulable or codified knowledge can be
easily transferred from person to person through training, texts and observation and is in

essence simple and independent from other learning and is also known as ‘objective

knowledge’. Tacit knowledge, however, is neither teachable nor observable in use because
it is complex and an element within a system of knowledge that is also known as

‘subjective knowledge’.

Tacit knowledge as a firm asset can sometimes be determined financially as many firms,
particularly in high technology and high value added sectors, show a large gap difference
in the stock market value of the firm and the book value of its tangible assets. This

indicates the value of firms' intangible assets, most of which consist of the stocks of
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knowledge, which the firm has built up or acquired (Barber, 1998). New-media services

are based around either writing code and designing web sites, largely a tacit skill, or using
proprietary software with little individual creative application, largely a codified skill.

Not everyone agrees that tacit knowledge is the hidden engine that drives creativity and
innovation.  Firstly, the examples given by Polyani (1962: inside Moingeon and
Edmondson, 1996) of tacit knowledge, is one of riding a bicycle while Nonaka (1991) cites
the secrets of learning from top chefs, hardly examples of tacit learning transfer in

technology advanced industries. Amin and Condorcet (1999) claim that:

‘...despite the numerous claims that tacit knowledge is the key to business success,

this remains an unsubstantiated and obscure proposition'.

The efficacy of firm learning can also be influenced by the sources of information and
learning, whether they are internal sources that derive single loop learning, or external
sources that derive double loop leaming. Single loop learning is a common form of
learning that does take place in small firms (Argyris and Schon, 1978), which i1s based
upon largely internal experiences of trading and production approaches to efficiency. In
markets where there is little technological or competitive change or threats, this approach

might be quite suitable.

If a firm operates in markets, where there are discontinuous changes occurring, or where
innovation is the key to competitive advantage, then the most appropriate learning style
would be ‘double loop’ learning (Senge, 1990). Double loop learning involves new
knowledge from external sources that can supplement ‘single loop learning’, resulting in
new operational practices and innovations built upon a wider range of knowledge inputs
and thus minimising myopic thinking. A good example of double loop learning is through
networks that cross sectors. Different sectors may have different production, innovation
and administrative systems, which may transfer across sectors, providing previously

unknown solutions (Dragoi, 2000).

Chaston's (1999) research findings on organisational learning suggest that firms who
network are more likely to use double loop learning styles and also have a more formalised
knowledge management system, therefore, capturing, processing and analysing
information for learning and knowledge transfer more effectively. As new-media firms are
more subject to change and technological discontinuities, they need to be able to double

loop learn so that they take into account the external and the internal environment. Double
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loop learning has also been shown to enhance the transfer and management of tacit and

codified knowledge. These abilities are enhanced through co-location in clusters and by
networking (Marshall, 1920; Camagni, 1991; Amin and Thrift, 1995, Malmberg, 1996;
Morgan, 1995; Simmie, 1997; Keeble and Lawson, 1998; Amin and Cohendet, 1999).
Double loop learning, therefore, appears to be very important for industries faced by
discontinuous change, which is the case for new-media, and, therefore, the following

research question was deemed to be important:

RQ15 To what extent is tacit and double loop leamning appropriate for new-media
learning?

In the previous section, informal networking was proposed as a style of networking

common in new-media and this formed RQ10. It would seem appropriate to explore this

further as an additional research question with respect to learning:

RQ16 To what extent is informal or formal networking appropriate for new-media
learning?

The cluster literature that was discussed in section 2.2.2, suggests that co-location will

enhance networking with a range of actors, but does it lead to enhanced learning? Thus,

therefore, forms the following research question:

RQ17 To what extent, and why, does cluster co-location enable positive learning
outcomes”?

Braczyk et al., (1998) established that, increasingly, new-media firms are working closely
with universities where often the entrepreneur is an ex-student or the company is a spin-off
and the entrepreneur keeps in contact with his school. In the Brighton cluster, in particular,
learning is supported through courses and research provided by both of the local
universities, with varying levels of engagement. The other local institutions such as Wired
Sussex, Brighton Media Centre, Sussex Innovation Centre, and Brighton Light House, also
support learning by providing information, firm advisors, training, and financial angels
(Tang 1999; Pratt 1999). Although these institutional actors claim to support new-media

learning, how are they perceived in this role, by BH new-media firms? Hence the next

research question:

RQ18 To what extent do the sample new-media firms perceive the institutional bodies’
role, enhancing new-media learning?
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Small firm learning is seen as very important, particularly for firms that operate in

changeable technological markets such as new-media, and as such, co-location and
networking are said to make a positive contribution. However, there is little direct
literature concerning new-media learning through networking and co-location, and the
thesis should, therefore, make a useful contribution to the literature. The next section, on

innovation will seek to explore if there is a similar or different conclusion.

2.5 New-media innovation

This section begins by examining why innovation 1s important to new-media firms, it then
goes onto explore the importance of networking in this process, then how concemns over
IPR can stymie the diffusion of innovative 1deas. The last two issues are concerned with
the potential supportive role that can be played by local institutions and the impact cluster

co-location may have on innovation.

The literature derives five research questions that were later operationalised during the

fieldwork with the expressed intention of answering the fourth research proposition:

RP4 ‘All new-media firms that network and are located in the Brighton & Hove cluster
will demonstrate positive innovative outcomes’.

The section concludes that there is evidence to support that a networking cluster can
enhance the innovative capabilities of small knowledge-technology intensive firms such as
new-media. The results of the operationalisation of the five research questions are

discussed in chapter 7.

2.5.1 The importance of innovation for new-media

Innovation is recognised as important for all firms who wish to grow and diversify or even
to survive (Freeman and Soete, 1997). What is characteristic for new-media is that it is
knowledge and technology intensive. The technology itself and the knowledge that forms
it, 1s changing rapidly within the new-media industry. As the previous section concluded,
new-media technology is continually reinventing itself, and innovation theory would
suggest that it 1s very important for firms to be continually innovating, to keep up with the

changes (Rogers, 1983). This, therefore, suggests the following prime research question:

RQ19 To what extent is innovation important for new-media?

A number of authors have shown that small technology-knowledge firm networking has

resulted 1n benefits for innovation and new product development, through the sharing of
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information, the testing of ideas and joint research and development (Rothwell, 1991a; b;

Shaw, 1998; Christopoulos, 1999; Thomas, 2000: Perren 2001). Whether this benefit

arises from new-media networking is the focus of the next research question:

RQ20 To what extent is networking important for new-media innovation?

For small firms in general, protecting intellectual property is seen as problematic, because
the costs in terms of time and legal enforcement may discourage patent registration
(Rothwell, 1983; Kingston, 2001). This situation is further complicated for companies that
produce software, such as new-media, as the ability to copy without permission has

become endemic (Griffiths, 1999 in Blackurn, 2004: p.8).

The other difficulty for new-media firms is that they are largely supplying business-to-
business (B2B) services. Computer services are seen as intangible and immaterial outputs
that are problematic to patent. They are protected under copyright legislation but this does
not give the same level of protection as a patent (Blackburn, 2001). Pratt (2000) makes the
point that when software is standardised, packaged and branded, it replicates a tangible
material object that can then be trade marked and possibly patentable. However, this
presupposes that small and micro firms have the resources and the type of services that can

be standardised and sold on a mass basis.

Although authors such as Varaldo and Ferrucci (ibid); Lipparini and Sobrero (1997);
Cooke and Morgan (1998) and Storper (1993) have cited the benefits of co-location for the
diffusion and sharing of new ideas the possible inability to protect intellectual property
may inhibit such sharing, potentially undermining the incentive to co-locate or network,

(Blackburn, 2001) hence the next research question:

RQZ21 To what extent are concerns over IPR a limitation on the sharing of innovation?

Moore et al., (1998) reported on the use of university-situated new-media centres in the
USA and their particular role as agents of diffusion of innovation and technology.
Founded around a consortium of universities and new-media firms, they identify new
campuses for such locations and encourage the development of new-media incubators in
which innovations are diffused within and without, where the university acts as the prime
agent of diffusion. Rogers (1983) describes the main elements in the diffusion of new

ideas as being an innovation, which is communicated through certain channels over time
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among the members of a social system. Diffusion does not operate in a vacuum, and

Rogers contends that:
"A common problem for many individuals and organisations is how to speed up the rate

of diffusion of an innovation’ (ibid. p.1).

Romijn and Albu (2002) found that technology companies in the Oxford and Berkshire
areas played a supportive role in encouraging small firm innovations. One of their
particular conclusions was the importance firms attributed to proximity with respect to
working with universities, research institutions and suppliers in aiding the innovation
process, resulting in a greater level of patented outcomes as opposed to those firms who
did not report proximity benefits. Proximity is particularly stressed in association with step
change innovations (ibid, p.4) “proximity matters....probably because radical innovations
have many tacit elements, which can be best dealt with face to face”. Proximity also
allowed these firms to tap into skilled labour sources particularly from the universities.
This aspect of proximity is particularly relevant when small technology firms in particular
cite that skill shortages are an inhibiting factor for innovation development (DTI, 2001).
Whether co-located institutions enhance new-media innovation within BH is the subject of

the next research question:

RQ22 To what extent are the co-located institutions perceived to support innovation
within new-media?

BH has a range of institutions apart from two universities (Wired Sussex; Brighton Media
Centre; Sussex Innovation Centre; Brighton ‘Light House’) that claim to support new-

media and presumably new-media innovation.

The literature evidence from the preceding paragraphs in this section, now leads onto the
final research question, concerning the importance of co-location in the innovation process.
This will be partly dependant upon the outcomes of the previous research questions set in
this section and will also be dependant upon the success or otherwise of institutions

- implementing a regional innovation system in the UK for new-media.

RQ23 To what extent is cluster co-location important for new-media innovation?

Small firm innovation is seen as very important particularly for firms that operate in
discontinuous technology markets, such as new-media and as such, co-location and

networking are said to make a positive contribution. However, there is little direct
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literature concerning new-media innovation through networking and co-location and

therefore, the thesis findings should make a useful contribution to other scholarly work.
Not all scholars, however, are happy to endorse the concept of clusters, and some question

whether the stated benefits of a cluster actually arise (from section 2.2.3).

2.6 Summary and Conclusions

The aim of this chapter was to explore the literature that underpins the conceptual

framework and the five research propositions that were identified in chapter one:

RPO °*All new-media firms that network and are located in a cluster will demonstrate

positive learning and innovative outcomes’.

From this first proposition, a further four followed:

RP1  °“All new-media firms in Brighton & Hove form a new-media cluster’.

RP2  ‘All new-media firms in Brighton & Hove are active networkers’.

RP3  °‘All new-media firms that network and are located in the Brighton & Hove cluster
will demonstrate positive learning outcomes’.

RP4  ‘All new-media firms that network and are located in the Brighton & Hove cluster

will demonstrate positive innovative outcomes’.

This literature review does suggest that for small knowledge/technology based firms (such
as new-media), institutionally supported networking clusters can be conducive for
agglomeration economies and un-traded interdependencies, which can then enhance small
firm learning and innovation. These two particular outcomes are critical for small firms, to
enable them to cope with the discontinuous changes that take place within the technology

and markets they serve.

The generic networking cluster literature, however, does have its critics. Agglomeration
economies and un-traded benefits are doubted, as is the claimed supportive role of local
institutions. Clustering networks can also lead to group thinking so that new ideas,
innovation and learning can become stymied. There is also evidence that small firms in
general do not have the resources, the time or the personnel to fully exploit networking
opportunities. Small firms may also resist cooperation and often specialise in niche

markets for tactical reasons trying to ensure they are not dependant upon the local

economy and the resultant concerns of price competition.
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New communication technologies can also mean that firms become less reliant on being

physically close to customers and other parties and therefore the need to reduce
transportation costs is less apparent, while effective communications can still be
maintained. New-media its-self, is about developing such technologies and so the
reservations concerning the possible benefits of clustering and networking, need to be

recognised. Firms however are still likely to need to have face-to-face meetings to

exchange new ideas, develop trust, and build relationships.

To recap from chapter one the conceptual framework is predicated upon Brighton and
Hove new-media as representing an ‘ideal type’ of new-media networking cluster with

enhanced learning and innovation outcomes:

Factors

Firm Networking

Customers

Complementary digital services suppliers (CDSS)
Freelancers

Professional and technical Service Providers
Competitors

Institutions and Universities

Outcomes
* Firm Learning
Tacit
N Double loop
Innovation
) Products
Clustering Services
Customers + Processes
Complementary digital services suppliers (CDSS)
Freelancers |
Professional and technical Service Providers
Competitors
Institutions and Universities
Access to skilled staff
Positive externalities
Un-traded interdependencies
Figure 2.3 Schema of the original conceptual framework, adapted from Conway (2003).

For the following tables 2.5 to 2.8, the four research propositions are set out with their
respective 23 research qﬁestions, which are derived from the relevant literature sources,
discussed in sections 2.3 to 2.5.1. The expected outcomes are predicated on the basis that
the networking cluster literature can be generalised to the Brighton and Hove cluster as if it
represents an ‘ideal type’ (Smith, 1998). This is set within the context of BH being part of

the ‘learning region’ in the South East where learning and innovation are additionally

enhanced through the concept of a ‘regional innovation system’.
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Research proposition to be Expected Outcomes: elevant Representative literature

assessed in the field

RP1 ‘All new-media firms in Brighton These expected outcomes

yome of the literature resources are generic to the small

& Hove form a new-media cluster’. are predicated on the basis firms domain and some specific to new-media. Only a
_ that Brighton and Hove is sample of key authors are cited to ensure brevity.
The following research an ‘ideal type’ of new-

questions are based upon the media cluster.
findings of the literature review
with a view of determining
whether the research
roposition holds:

RQ1 To what extent do the The sample firms agree Several authors write about a new-media cluster as a
sample firms relate to the | with being categorised as | given ( DTI, 2001; SEEDA, 2002; Backlund and
term ‘new-media cluster’? | a new-media cluster Sandburg, 2002; Manovich, 2003) and in Brighton and
Hove (Tang, 1999; Kaplinsky,2003).

RQ2 To what extent do new-media | The sample firms The DTI and Kaplinsky reported regular networking,
companies specificaily co- specifically co-located although Tang was less convinced.
locate in B&H for the purposes eooraphicall
of networking and gaining sco5tap g
for the purposes of
other un-traded . .
interdependencies? networking and gaining
un-traded
interdependencies
RQ3 To what extent do new-media The sample firms Mixed findings across other cluster, Kaplinsky in favour
companies specifically co- specifically located for while Lublinsky (2003) is more sceptical.

locate geographically in BH for
the purposes to gain positive
economic externalities?

the purposes of gaining
positive economic
externalities.

RQ4 To what extent do new-media The sample firms The earliest of authors such as Marshall (1920) and
companies co-locate specifically co-located those that followed on have indicated that in general this
geographically in B&H for the | geographically for the is a key incentive for cluster behaviours. All authors
purposes of accessing skilled purposes of accessing who have commented upon Brighton and Hove indicate

labour? skilled labour. this is a particular attraction (Pratt, 1999, Tang, 1999,
Kaplinsky, 2003).

Table 2.5 Expected outcome for research proposition one



Table 2.6

Research proposition to be
assessed in the field

RP2 ‘All new-media firms in
Brighton & Hove are active
networkers’.

The following research questions are
based upon the findings of the
literature review with a view of
determining whether the research

sroposition holds:

QS

Q6

Q7

Q8

Q9

Q10

ot

RQ12

To what extent do new-media
companies engage in
networking with customers
and why is this done?

To what extent do new-media
companies engage in
networking with suppliers
and why is this done?

To what extent do new-media
companies engage in
networking with competitors
and why 1s this done?

To what extent do new-media
companies engage in
networking with
complementary digital
services suppliers (CDSS)
and why is this done?

To what extent do new-media
companies engage in
networking with freelancers
and why is this done?

To what extent, and why, do
new-media compantes exhibit
a preference for informal and
face-to-face networking?

To what extent is networking
delegated in new-media
companies?

To what extent are
institutional bodies perceived
to be able to enhance new-
media networking?

Expected outcome for research proposition two

xpected Qutcomes:

These expected outcomes are
predicated on the basis that
Brighton and Hove is an ‘ideal
type’ of new-media cluster.

The sample firms actively
network with customers for
trade and un-traded benefits.

The sample firms actively
network with suppliers for trade
and un-traded benefits.

The sample firms actively
network with competitors for
trade and un-traded benefits.

The sample firms actively
network with complementary
digital services suppliers for
trade and un-traded benefits.

The sample firms actively
network with freelancers for
trade and un-traded benefits.

The sample firms will exhibit a
preference for informal and
face-to-face networking.

Networking is not delegated 1n
new-media firms.

Institutional bodies are seen to

enhance new-media networking.
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Relevant Representative literature

Some of the literature resources are generic to the
small firms domain and some specific to new-media.
Dnly a sample of key authors are cited to ensure

drevity.

The consensus of the small firm literature 1s that

networking with customers is essential (Birley, 1984
Shaw & Conway, 2000).

As above

This is more controversial as some authors have
suggested that price and IPR considerations are
problematic (Curran et al. 1984) while others

suggest a degree of networking can be beneficial
(Szarka, 1990; Shaw, 1997).

A CDSS is similar to Porter’s (1990) concept of
‘related industry’ where networking can produce
joint operations and knowledge spiliovers.

Freelancers are an important characteristice of the
new-media industries environment (DTI, 2001 ;

SEEDA 2002).

A small firms preference for informal networking
Steward and Shaw (1996) while f2f helps build trust
relations (Lyons, 1994) although virtual networking
may become more prominent (Pratt, 2000).

The importance of the owner-manager is stressed
Carson (1995)

Within general cluster research this is cited as an
important attractor to cluster (Amin and Thrift, 1995
particularly for Technology-Knowledge based firms,
(Keeble, 1999 ) although for general SME’s the
picture is more mixed (Carson, 1995; Thomas,
2000).



Research proposition to be
assessed in the field

RP3 ‘All new-media firms that
network and are located in the
Brighton & Hove cluster will
demonstrate positive learning
outcomes’.

The following research questions
are based upon the findings of the
literature review with a view of
determining whether the research
oroposition holds:
RQ13 To what extent is learning
important for new-media
companies?

RQ14 To what extent is
networking important for
new-media learning?

To what extent is tacit and
double loop learning most

appropriate for new-
media?

RQ15

RQ16 To what extent is informal

or formal networking

appropriate for new-media

learning?

RQ17 To what extent, and why,
does cluster co-location
enable positive learning

outcomes?

To what extent do the
sample new-media firms
perceive the institutional
bodies’ role in enhancing
new-media learning?

RQ18

Table 2.67

xpected Outcomes:

These expected outcomes
are predicated on the basis
that Brighton and Hove is
an ‘ideal type’ of new-

media cluster.

Learning 1s very important
for the sample firms.

Networking is important for
new-media learning for the
sample firms

Tacit learning is more
appropriate for new-media
learning. Double loop
learning is most appropriate
for new-media learning.

Informal networking is most
appropriate for new-media
learning.

Cluster co-location makes
an important contribution to
positive learning outcomes.

Institutional bodies are
perceived as playing an
important role in enhancing
new-media learning.

Expected outcome for Research proposition three
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Relevant Representative literature

Some of the literature resources are
peneric to the small firms domain and
some specific to new-media. Only a
sample of key authors are cited to ensure
Hrevity.

Important for new-media Braczyk

(1998).

| Morgan (1995) the ‘learning region’,

Campagni (1995) small firm benefits,
Pratt (1999) new-media.

Tacit learning is particularly important
in knowledge based industries (Nonaka,
1991; Malmberg and Maskell, 1997).
While double loop learning 1s most
appropriate for complex business
environments (Senge, 1990; Keeble and
Lawson, 1998).

Informal personal networking works
best (Steward and Shaw, 1996)

Mixed literature findings but the key
supporters are (Malmberg, 1996;
Morgan, 1995) while scepticism comes
from (Lovering; 1999; Amin &
Cohendet, 1999).

The generic literature, Amin & Thnft
(1995) for SME'’s the view is
mixed.Thomas, (2000) negative, but
positive for Technology-Knowledge
based firms, (Morgan, 1994; Ashiem &
Isaksen, 2003).
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Research proposition to be xpected Outcomes: elevant Representative literature
assessed in the field

These expected outcomes are Some of the literature resources are
RP4 ‘All new-media firms that | predicated on the basis that veneric to the small firms domain and
network and are located in the Brighton and Hove is an “ideal some specific to new-media. Only a
Brighton & Hove cluster will type’ of new-media cluster. sample of key authors are cited to ensure
demonstrate positive innovative drevity.
outcomes’.

he following research questions
are based upon the findings of
the literature review with a view
of determining whether the
esearch proposition holds:

RQ19  To what extent 1s Innovation is important for Important for SME’s (Ashiem &
innovation important | new-media, particularly [saksen, 2003), important for new-media
for new-media? incremental innovation. (Kaplinsky, 2003).

RQ20  To what extent 1s Networking is important for It can be a useful particularly for
networking important new-media innovation. technology SME’s (De Propris, 2000)
for new-media and new-media in particular (Braczyk,
innovation? 1998).

RQ21 To what extent are Concerns over IPR are a For SME’s (Blackburn, 2001) and for
concerns over IPR a limiting factor for sharing soft ware writers in particular (Griffiths,
limitation on the innovations. 1999).
sharing of innovation?

RQ22  To what extent are the | Co-located institutions are The generic literature, Amin & Thrift
co-located institutions | perceived as important in (1995) for SME’s the view is
perceived to support supporting new-media mixed.Thomas, (2000) negative, but
innovation within new- | tnnovation. positive for Technology-Knowledge
media? based firms, (Keeble, 1999; Ashiem &

Isaksen, 2003).

RQ23 To what extent is cluster | Cluster co-location i1s For SME’s (Varaldo and Ferrucci, 1996)
co-location important important for new-media for new-media (Braczyk, 1998).
for new-media innovation
innovation?
Table 2.8 Expected outcome for Research proposition four

The methodology of how the conceptual framework, research propositions and research
questions were evaluated is discussed in the following chapter.
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Chapter 3: Methodology

3.1 Introduction

The aim of this chapter is to show how the chosen methodology is best suited to achieve
the research agenda presented in chapter two. The chapter will be written in the first
person style as a number of authors, suggest that the third person passive style can lead to a
‘dull’ read, lacking in a personal account of the various difficulties that always arise when

carrying out any large research study (Silverman, 2000: p.235-236).

I chose the subject area of this thesis because of preliminary readings and research on the
DBA programme. The new-media aspect was influenced by working within the university
sector, developing modules for an MSc in Digital Television, while the networking aspect

was influenced by my role in the local chamber of commerce.

The chapter argues that a qualitative methodology is the most appropriate for achieving the
thesis’s research aims in determining the efficacy of the conceptual framework and
resulting research propositions. The epistemological approach is primarily
‘phenomological’ rather than ‘positivist’ as I recognise that the social world comprises
people with subjective views and opinions rather than having absolute foundations.
However, I do believe that research paradigms are on a continuum and that there is value
in bridging methodologies (Gioia and Pitre, 1990) and to that extent a supporting
quantitative element of data collection has also been used to support the qualitative

findings (Miles and Huberman, 1994).

The following sections will begin with an explanation of the epistemological basis for the
study, followed by the rationale for the research method used. This is followed by
reviewing the key concepts that were identified and operationalised through a literature
review, conceptual framework and resulting propositions and research questions. I shall
then discuss each of the key stages of method development from; explaining the rationale
for only interviewing firm owners and the multi-case approach, sampling,
interview/questionnaire design, fieldwork, data coding, analysis, verification and ethical

issues finishing with a discussion of the limitations of the research design.
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3.2  The epistemological and methodological rationale

In choosing which research design and methodology to apply, different authors make
different recommendations. Burrell and Morgan (1979) suggest that this decision is often
predetermined by the researcher’s current philosophic stance and is represented by two
extreme 1ncommensurable epistemologies positions, of either a positivistic or
phenomenological nature. ‘Positivists’ view social phenomena as occurring objectively,
which can be measured using the statistical tools of the natural scientists, from which facts
are identified and causality and correlations can be determined. The role of the researcher

is one of the independent outsider, who dispassionately collects and analyses data from

which generalisations can be made.

The ‘phenomenologists’ on the other hand recognise that social phenomena are essentially
relativistic, dependant upon context, attitude and opinion and therefore socially constructed
and not objective. The researcher takes an insider approach by attempting to understand
these relative perceptions and opinions as perceived by respondents because they are key
influences on actual behaviour (Miles and Huberman, 1994). Van Maanen (1979)
describes the research focus as one of describing, decoding or translating data to identify
meaning rather than being concerned with frequency of social phenomena. The conclusion
of these two positions is that the ‘positivists’ favour a ‘quantitative approach, while the

‘phenomenologists’ favour a qualitative approach.

Easterby-Smith et al (1991) has identified five choices that a researcher must make betore

implementing a research study:

Researcher 1s independent VS Researcher is involved
Large samples VS Small numbers

Testing theories Vs Generating theories
Experimental design VS Fieldwork methods
Verification VS Falsification

Figure 3.1 Key choices of research design ~ Source: Easterby-Smith et al (1999, p.33)

As a relatively new researcher with a less predetermined bias with any particular
philosophy, I found that on the one hand I wanted to be objective and to test theories of

clusters ezc, but on the other hand found that an experimental design and anonymous large
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samples, was not the most appropriate approach to understanding the perceptions and

motivations of my sample respondents.

I found myself agreeing with Silverman (1993) and Miles and Huberman (1994) who
recommend that the research design and methodology should be based upon the research
aims and questions in the first instance and not predetermined philosophic biases. As a
result, the research questions from this thesis required a predominately qualitative
approach, together with some quantitative elements be used. I also believe that the
qualitative versus quantitative dichotomy 1s a false one, where instead a mixed methods

approach can complement, enrich and triangulate results (Yin, 1994).

The qualitative approach allowed me to explore the perceptions and opinions of
respondents, with respect to networking, cluster membership and the potential outcome for
learning and innovation. I wanted to know in some detail respondent levels of motivation
for networking, the benefits if any of being based in BH and their attitudes toward the local
institutions, who according to the generic literature should play a vital role in supporting

learning and innovation within the cluster and the region as a whole.

These ‘why’, ‘how’ and ‘what’ questions are particularly suited to a qualitative approach
(Yin, 1994). In particular, I was looking for depth of answer, to understand the perceived
reality of the subject’s lived experience. This is in contrast to the quantitative approach of
viewing the subject’'s world through aggregated numbers, by value, quantity and
frequency. My views are best summed up by a quote from Denzin and Lincoln (2000,

p-10):

“Both qualitative and quantitative researchers are concerned with the individuals
point of view. However, qualitative investigators think they can get closer to the
actor’s perspective through detailed interviewing and observation. They argue that
quantitative researchers are seldom able to capture their subject’s perspectives

because they have to rely on more remote, inferential empirical methods and

matenials’’.

From past studies, the ‘positivist’ quantitative approach has been the most common
methodology used in small firms’ research (Curran and Blackburn 2000; Grant and Perren
2002). Although I am pragmatic about research design, there are concerns within the small

firms' literature concerning the quantitative approach,” providing little understanding of
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network relationships’ (O’Donnell and Cummins, 1999, p.84) as they do not fully discover

the motivations of the various actors in the network (Curran et al. 1993). O’Donnell and
Cummins (1999) and Shaw (2000) have recommended the use of qualitative research tools,
such as the in-depth unstructured face-to-face interview to overcome these weaknesses in

research design. Grant and Perren (2000, p.196) make an appeal for small firm researchers

to be more adventurous in their research designs and encourage:

"...colleagues and the authors to step outside the hegemony of their 'normal’

paradigm and to consider alternative paradigmatic positions”.

It is therefore my belief that a qualitative approach for this particular study is more likely
to illicit meaning and authentic insights, than an examination of a data-set print out from
SPSS. However, I am not dogmatic about the qualitative versus quantitative debate and
recognise that in other studies and contexts a quantitative approach maybe more

appropriate. In other words there is no absolute method of enquiry, as there is:

“...doubt that any discourse has a privileged place, any method or theory a

universal and general claim to authorative knowledge” (Richardson, 1991).

In fact, I would go further and suggest that both techniques can be usefully combined,

where one supports the other in providing an enhanced richness (Miles and Huberman,
1994), see Table 3.1:

Benefits of Combining Quantitative Data with Qualitative Data

e (an provide methodological triangulation

e (an provide data triangulation

e Enrich the findings

e Count observations and show relative frequencies
e [Imtiate new lines of thinking

e Supply background information

o Help identify the sample profile to be interviewed

Source: Miles and Huberman (1994)

Table 3.1 The complementary benefits of combining qualitative and quantitative data
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Having argued that this thesis fits primarily within a qualitative paradigm, it also contains

not just in-depth interviews but also a supporting self-completion questionnaire as well as
data from direct observation from attending three new-media networking events. The
whole process was also supported by two industry expert interviews as well as guidance
from an academic colleague with experience of interviewing the related games industry in

Reading.

The precise roles of these complementary methods are shown in Table 3.2

Method Employed Contribution Made

In-depth interview The primary data collection method to determine

Self Completion | Secondary data collection method, the questionnaire

motivations and perceptions.

Questionnaire

Industry Expert Interviews

was distributed at the end of the in-depth interview.
Used to supply supporting background information
offering counts to determine relative frequencies. To

enable triangulation and enrich the overall analysis.

in-depth interviews and self

Helped the design of
completion questionnaire. To inform the author of the
nature of the industry, networking practices and the
role of Wired Sussex.

One completed with Wired Sussex and one with the

Brighton Media Centre. These helped contextualise
the new-media industry and confirm sample profiles

and provide a sampling frame.
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