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Abstract

This paper addresses the question whether innovatiwithin reach for small enterprises in
developing economies by studying four cases of teelwnologies, products and business
practices in traditional craft in Northern Vietnaithe paper starts with reviewing definitions of
innovation since Schumpeter. It concludes that ms&nvalue creation and process are time and
again considered as the key-elements of innovalmmovation, hence, may be summarized as
the process of introducing something new that eseatlue. Subsequently, this theoretical
definition is operationalized into an innovatios@ssment instrument and applied in the
aforementioned cases. The instrument verified toeiwence of innovation in three out of four
cases of small producers’ clusters in Northernnéet. The entrepreneurs managed to
implement innovation on their own strength and ufi@r own initiative. This provides

evidence that small enterprises in developing amsare indeed able to take part in the process
of increasing competitiveness through innovation.
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1 Introduction

Why has Europe placed such importance on innovati@ecause it is the key to our

continued competitiveness’, says EU commission&sident Barroso. “To maintain a high

quality of life, we must maintain our economieshyeetitiveness. Innovation is the best way
to do this’ (EU commission website, December 2006).

‘America’s economy leads the world because ouresysbf private enterprise rewards
innovation. Entrepreneurs, scientists, and skiedkers create and apply the technologies
that are changing our world. The US government muask to help create a new generation
of American innovation and an atmosphere wherevation thrives’ (White House website,
December 2006).

‘Brazil adopts innovation law. The Brazilian presid Luiz Inacio da Silva removed legal
barriers to stimulate innovation. The innovatiow laighlights the government’s view that
science and technology play an important role iazB's economy and development. This is
an important step to participate competitively ba international market’ (Fernanda Veneu,
20 December 2004. Source: SciDev.Net).

Many politicians, economic actors, and economistssier innovation as the key to achieving
competitiveness in today’s globalized world, agstrated by the quotes from the EU
Commission’s President Barroso, the US White Haug&bsite and about Brazilian President
Luiz Inacio da Silva. Although this viewpoint isrggally accepted in economic circles, the
guestion remains as to whether innovation is evitterany firm in any economic reality. Is
innovation within reach and can it be pursued bglsrmedium, as well as large firms, in
developed and developing economies?

In current debates about globalization and conipetiess, innovation is often represented as
providing opportunities and conditions for develgpcountries to participate in the world
economy. Innovation is seen as a potential wayhithviow income countries can strengthen
their firms’ competitive position within global wa chains (Gereffi et al. 2005; Kaplinsky
2000). Schmitz (1999) specifically refers to caskeslusters of small businesses in less
developed countries that ‘have broken into inteomal markets’Was this achievement the
result of innovation?

Others do not consider innovation evident for srpedducers in the informal sector in low
income countries to increase competitiveness asuhaes that these producers will only play a
limited role in formal economies, international tkets, and globalization. Lewis’s dual sector
model of development (1954) included the ‘tricktanah’ theory that assumes economic growth
and technology to flow down from the wealthy at the to the poor at the bottom. The
appropriate technology approach (Schumacher 19g@duvestern development agencies to
design simple technologies that would help poorlspraducers in low income countries to step
out of their poverty. The indigenous knowledge apph takes the position that local knowledge
and local markets should be tapped into. None eddltapproaches take local capacity for
innovation into account as part of the reality miadl producers in developing countries. Rather
they see such producers as being locked into pattdrtraditional and indigenous ways of



production. Even today, the Global Competitiverfeeport 200607 reflects a similar view:
innovation is something that is only significantigdertaken once a country has reached a
considerable level of economic advancement. Acagrth the report, innovation is not a
particularly relevant, important, or useful actyior the great majority of firms in low and
medium income countries (Caniéls and Romijn 2007).

This study questions this assumption and analysasges suggesting that innovation is a
potential avenue for small producers within lomame countries. For instance in northern
Vietnam, several clusters of small producers engiagéraditional crafts have introduced new
technologies, new products, and applied new busipexctices in recent years, expanding their
sales on domestic and international markets. Cdmoreal economic thought might have
assumed that such traditional crafts will eventudisappear as a result of the modernization of
these countries’ economies, based on the beliefrduditional production technologies are
conventional and backward and not suited to glateket conditions. However, the Viethamese
examples suggest otherwise and are the basisrtbefiexploration of the extent to which these
successes are the result of innovation and whétigehas any broader implications?

If these examples from Vietnam are indeed innowettiis would provide additional support for
further researching the potential role of innovatio poor communities. To do so, it is
informative to review the types of innovation, thigatures, similarities, organization, and how
they emerge. Such insights can provide the basisifther theory building on the manifestation
and significance of innovation within low incomeucries and for alleviating poverty against
theoretical concepts about innovation and econgmaw/ith.

However, before doing so, there is methodologiballenge that first needs addressing: how do
we know whether something actually is an innova&itmeconomic theory today innovation is a
very broad concept, largely defined in terms ofteeseconomies. Many of those involved in
studying innovation interpret its meaning in diéfat ways. Moreover, the term innovation is not
value free: innovation is ‘hot’ and virtually albsial actors in western economies today, whether
they be firms, public services or educational tnsithns, claim to be ‘innovative’. Does
contemporary economic theory, with its existing@apts and definitions provide a suitable
instrument for assessing innovation in clustersnodll producers in developing countries? In
this sense also the analysis of innovation in \Agtrcan also provide useful insights for defining
and assessing innovation.

The first part of this paper explores the defim#mf innovation in the economic theory and
advances an operational definition of innovationisTsection draws on a study of literature on
innovation in economic theory and reviewing defoms from different schools of thought in the
past century. The second, empirical, part usestgtiaé case study methods to assess whether
the Vietnamese examples of small producers’ clastees embody innovation. The paper
concludes with a discussion of the outcomes, thieatemplications and an agenda for further
research.



2 Defininginnovation: thetheoretical framework
2.1 Defininginnovation

Several authors have addressed the issue of dgfimovation (Read 2000; Rogers 1998;
Szmytkowski 2005; Tether 2003), although most askedge that defining innovation precisely
is problematic. The difficulty is that innovatios an activity that is more complex than it first
appears: ‘it is a serious mistake to treat an iation as if it were a well-defined homogeneous
thing that could be identified as entering the @roy at a precise date’ (Kline and Rosenberg
1986).Despite much research into innovation in many fieftb single discipline has succeeded
in uniting the fragmented thinking into one corsmtumbrella theory, providing commonly
agreed definitions and theoretical concepts.

How has innovation been defined in economic thaorfar? Several literature overviews on
innovation in the past decade (Brusconi et al. 26@@erberg 2004; Freeman 1994) show that
there is no single agreement over how to definevation. Read (2000) recommends that each
researcher should define a conceptual approacks smavoid confusion over how they
understand innovation. Scholars have proposedietyaf different definitions of innovation,
although many of these contain similar elementschvare worth comparing to draw out their
similarities and differences.

Most literature describing the historical evoluti@ininnovation in economic thinking show
similar chronological paths. The economic explamf innovation started in the beginning of
the 20th century when neo-classical growth theatefor instance capital accumulation and
productivity (Harrod 1939; Domar (1946) and productfunction models of Solow (1956) and
Swan (1956) were unable to explain the actual dyc&of economic growth (Amable 1994).
The subsequent inclusion of innovation in econamsearch in the past century can be grouped
into four periods:

1. Early theoretical treatments of innovation; theramkledgement and the introduction of
innovation and the entrepreneur’s role as parhadconomic analysis by Schumpeter
(1939. His contemporary Veblen (1904) described innovatend entrepreneurial
behaviour as both socially and individually detered and saw economic growth as a
process of ongoing change, departing from the hessical rational-choice moddidmo
economicusand the economic equilibrium assumption.

2. The development of endogenous and new growth #®¢1970s-80s) further developed
theoretical understanding about innovation. Thesg& conomic growth as an
evolutionary process generated from within a systsna direct result of internal
processes (Romer, Dosi, Nelson, Winter, Kline andeRberg, Drucker).

3. The positioning of innovation in a broader interaetcontext of a national system of
innovation, which emphasized the implications dioraal policy (1980s and 1990s) and
(Freeman, Lundvall, Edquist)

4. The significant increase of interest in innovatiavithin the globalization and
development economics discussions, and various stheols of thought concerned with
global value chains, new competitiveness, and iegrnegions (mid-90s to present)
(Porter, Kaplinsky, Gereffi, Stroper). In this mostent period the view of innovation as
a development alternative in low income countrias ¢yained more ground.



2.1.1 Recognizing innovation

Although classical economists such as Adam Smith@eledged innovation as a source of
economic progress, they did not consider it astgral part of the economic process.
Innovation was considered to be an exogenous \ariap nature a ‘black box’ (Rosenberg
1982). Thus, technical change and innovation wasideithe competence of classical
economists and was a domain for engineers andtstge(Freeman 1994).

Veblen (1904) was one of the first to challenge ffosition by stressing that the development of
new technology is not an exogenous force, but rattset of material, economic and social
relationships shaped by businessmen, managersyaikdrs. Schumpeter (1934) incorporated
and explicitly explained the term ‘innovation’ reggozing the direct link that exists between
innovative activity and the dynamics of economiovgth. He put emphasis on the innovator-
entrepreneur as a dynamic driver of growth. Fouggbeter, entrepreneurship is the particular
economic function responsible for introducing noyéb the system and thus driving economic
change from within.

Schumpeter (1934) departed from the idea of ana@uanequilibrium theory and argued that
innovator-entrepreneurs continuously changed tistieg equilibrium by introducing newness,
through the processes of either ‘creative destyntor ‘creative accumulation’ (Brusoni et al.
2006). Schumpeter defined innovation as ‘the intobidn of new or improved products,
production techniques, and organization structasewell as the discovery of new markets, and
the use of new input factors’.

2.1.2 New growth theory evolutionary economicsouation process

In the second part of the 20th century it becanmddreor economic theory to ignore innovation,
and new insights, concepts and definitions emeng&chat became known as the neo-
Schumpeterian tradition. The 1970s and 1980s sawncagasing recognition of the difficulties

of equilibrium theories, which assumed perfectlyorzal agents working within a static
economic context (Dosi and Nelson 1994). As anradiieve, Nelson and Winter (1977, 1982)
proposed that economic growth through innovatiamade understood as an evolutionary
process, which is the endogenous outcome of arpedorsystem, ‘not the result of forces that
impinge from outside’ (Romer 1994). Thus, accordmghese authors, innovation could be seen
as the result of the internal economic dynamidérofs and markets. This ‘neo-Schumpeterian’
thinking sees the economy as being in a constatd ef flux, with economic activities evolving

in ways that are not always understood by the weahctors. This in turn led to a reassessment
of the notion of rationality. In evolutionary thguaihe rationality of actors is ‘bounded’ rather
than perfect.

Nelson and Winter (1977) defined innovation broddl/a portmanteau to cover the wide range
of variegated processes by which man’s technolagreb/e over time’Schumpeter had already
used the word ‘introduction’ in his definition afnovation—implicitly referring to a process—
evolutionary economists further theoretically elated upon innovation as a process. For
example Dosi (1988) emphasized the process angingaelement when defining innovation,
which involved: ‘...the search for, and the disagyexperimentation, development, imitation,
and adoption of new products, new processes andrgamizational set-upsMany definitions



of innovation emerged in this period, all similaginphasizing the importance of the ‘process’
element. Drucker (1985) defined innovation ‘asphacess of equipping in new, improved
capabilities, or increased utility’. Parker (198fates that ‘innovation covers all the activities i
bringing a new product to the market’. Eweday, most economic literature on innovation
builds on his assumption that ‘innovation is a ps%, an assumption that was established by
evolutionary economic theory following the neo-Stimeterian tradition (Carayannis et al.
2003; Edquist 1997; Fagerberg 2004; Lundvall 1&2nytkowski 2005).

2.1.3 Innovation within a national system of inntoma

In the 1990s, Lundvall (1992), Freeman and Soé&87) and Edquist (1997) argued that
innovation should be analysed, not only in terma pfocess of new and better techniques, but
rather as a coevolutionary mechanism or systeraabinologies, organizations, and institutions.
Lundvall (1992) and Freeman (1987) advanced thevaton system theory: ‘the innovation
process takes place in a network of institutionhépublic and private sectors whose activities
and interactions initiate, import, modify, and dgé new technologies [innovationfkn

innovation system could be a spatial concentragidirms, including specialized suppliers of
equipment, and services and customers, and assiciah-market institutions such as
universities, research institutes, training insioias, standard-setting bodies, local trade
associations, regulatory agencies, technology fieamgencies, business associations, and
relevant government agencies and departments. Resaahe field of economic geography
further developed learning dimension of the innmrasystems approach applying it to describe
learning-based regional production systems, alsevkras ‘learning regions’ (Rutten and
Boekema 2007).

In turn definitions of innovation began to lay m@mphasis on the broader framework of
organizations and institutions and the learningeaspf the innovation process as illustrated in
this quote from Lundvall (1992): ‘innovation is higquitous phenomenon with gradual and
cumulative aspects in the modern economy; a nevelugee-existing possibilities and
components’.

2.1.4 Innovation and new competitiveness

Since the mid-1990s, attention on innovation innecoic theory has expanded enormously
(Fagerberg and Verspagen 2006). Researchers froousaconomic backgrounds have
increasingly discussed and analysed innovatioharcontext of globalization, since it is
acknowledged that modern national economies areasmgly dominated by competitive global
markets and growing dependency on internationat@oic systems (Preissl and Solimene
2003).

The notion that innovation ensures competitivetiesgigh the creation of value has been
important since Schumpeter, who recognized thaivation was the main source of competitive
advantage in capitalist economies (Rutten and Boaek2007). Porter (1990) also underlines the
value creation and competitiveness aspects of aimvin his theory on new competitiveness.
Innovation is a way to increase competitive advgetaf nations as well as individual firms.
Firms create competitive advantage by ‘perceivindiscovering new and better ways to



compete in and bringing them to market’, whichaisgording to Porter (1990), the ultimate act
of innovation.

In the past decade the value creation elementnaivistion and its importance for
competitiveness in globalized markets also have lkeatensively discussed in value chain
research (Gereffi et al. 2005), which focuses upamefits from value creation in globalization
processes.

An increasing number of definitions have emerged@with the ever expanding research
output. Virtually all these definitions include iandar reference to the element of value creation.
Krasner (1982) defined ‘innovation as the comméndgaelopment of a new idea’. Edquist
(1997) defines ‘innovations as new creations ohecaic significance’All these definitions
stress that innovation involves the processashmercializing or extractingalue from an idea
(Rogers 1998). Walsh (2002) strengthens this ndiyoadding that an innovation is only
accomplished after the firstommercial transactionhas been conducted. This focus on the
value creation aspect distinguishes an inventiomfan innovation: ‘an invention is the first
occurrence of an idea, while the innovation is sastully commercialising it at the market’
(Fagerberg 2004). Value creation, profitabilitydasommercialization are key aspects of
innovation in virtually all the definitions of inwation since Schumpeter. This implies that an
innovation is by definition successfinovation is the successful exploitation of ideas

2.1.5 Common key elements within the definitionsradvation

The previous paragraphs show the multidimensioaglre of innovation. During the past
century many definitions of innovation emerged fritra four distinct periods of economic
literature identified above. However these defamt repeatedly consider newness, value
creation, and process as the key elements of inioovd hus innovation can legitimately be
summarized athe process of introducing something new that egatlueThese elements
remained basically unchanged since Schumpeter. tawm the first period authors emphasize
newness and the role of the innovator-entreprenedine second period, new economic growth
theories focused on how innovation is an evolutip@ad endogenous process within an
economic system. This was later supplemented bgviaion systems theory, which stressed the
interactive learning element. In the most recenioge the value creation element has come to
prominence in the academic debates about compeztéss in global value chains.

Still today, innovation and entrepreneurship aréhenforeground of academic debates in
economics, business administration, and otheraglf¢lds of study; they seem clearly
interrelated and the role of the entrepreneur cdy loe understood if it is placed against the
background of the theory of innovation. Hagedodi906) referring to Schumpeter even states
that the entrepreneur is the personification obuation.

In fact, the evolution of the entrepreneurship eptdhas generated many definitions too
(Peneder 2006), the most comprehensive accordiRgrieder as:

‘Entrepreneurship is the manifest ability and wijness of individuals, on their own, in

teams, within and outside existing organizationgdrceive and create new economic
opportunities (new products, new production methadsv organizational schemes, and new

10



product-market combinations), and to introducerttigas in the market, in the face of
uncertainty and other obstacles, by making decssmnlocation, form, and the use of
resources and institutions’.

This confirms that the definition of entrepreneupsk strongly related to the definition of
innovation: entrepreneurship at least includesritiation and owning othe process of
introducing something new that creates value.

The three key elements of the innovation definitoa still too broad to actually assess in
practice whether something is an innovation. Furtiperationalization is necessary to assess
whether something qualifies as ‘new’, whether #umething new ‘creates value’, and whether
the introduction of newness involves a ‘process’.

2.2 Aninstrument for assessing innovation

There is quite a substantial literature and quiinaapproaches for assessing innovation that
have largely been developed within the specialfigdd of ‘innovation economics’. Most of the
approaches measure the degree of innovation irtitatare terms. They do not assess
‘newness’, or ‘process’ in qualitative terms buhex look at one-dimensional proxies. These
include the quantitativeutputof innovation (e.g. the number of patents obtaimethe share of
new products among total production),mgoutin the innovation process, for example R&D
expenditure or staff or investment in innovatiomiaagement (Freeman and Soete 2007).

These approaches, however, cannot be used to ragdhsunultidimensional definition of
innovation, especially within clusters of infornshall producers in developing countries, where
it is generally difficult to obtain reliable quatatiive business data. To address such a situation
we need an assessment instrument that operatiesaliz multidimensional character of
innovation and one that is context independentpi&ingly, the innovation literature has thus
far not developed such an instrument. The studggses a generic assessment instrument that
uses a set of criteria with quantitative and/orlitatéve threshold values that are derived from
the literature covering the multidimensional natofénovation. This instrument also
differentiates, at a given unit of analysis, betw#ee three key elements of innovation—
newness, value creation, and process.

2.2.1 Newness criteria

Johannessen et al. (2001) observed that thereagmree@ment about the nature of newness. What
is new? How new? New to whom? Yet, being a key el@nwithin virtually all definitions of
innovation, some agreed criteria for newness agergml in identifying innovation.

Schumpeter (1934) defined six different types obwative activity: new products, new services,
new methods of production, opening new markets, swmwces of supply, and new ways of
organization. Johannessen et al. (2001) and Kaliasd Morris (2001) and have reshaped the
typology as: (i) process innovation—aiming at impng the efficiency of transforming inputs
into outputs, (ii) product innovation—leading tattee quality, lower price and/or more
differentiated products, (iii) business conceppiatctice innovation—new ways of doing
business and attracting new clients. Kaplinsky liodris (2001) include a further two categories
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taking over the functions of other actors in thiugachain or switching to other chains
altogether, (iv) functional innovations—assumingpensibility for new activities in the value
chain; design, marketing, logistics, and (v) intBain innovations—moving to new and
profitable chains. All these categories make refeeeo the underlying idea of improving the
performance of the firm, through raised efficieey quality, lower prices, attracting new client
groups etc.

Criterion 1.1 Threshold value
The new ‘something’ (newness) Newness can be classified either in terms of a
concerns one of the types of new product, or process, or concept/ practice, or

innovation agreed on in the literaturefunction, or opening up a new market, or new
(Schumpeter 1934; Kaplinsky and  sources of supply, or new ways of organization.
Morris 2001; Johannessen et al.

2001).

The next criterion concerns the application oftéren newness. Chattopadhyay and Srivastava
(2007) describe newness as ‘what we have not ete@shbefore’. Newness exists where
something is different from the past. There is mfpio time that marks the arrival of newness.
Johannessen et al. (2001) stresses that newreessl&ive, rather than an absolute, concept and
here the question ‘new to whom?’ becomes importinte what is new to one firm could
already exist somewhere else. Kotabe and Swan JE§6ed that innovation can be
investigated in terms of both newness to the find aewness to the market or world. The
newness of something can only be assessed whemithaf analysis has been determined, for
instance a firm or a cluster.

Thus innovation is a relative and not an absolotecept; innovation should be understood as
something new to the context concerned. Dosi (1888hes innovation as the ‘imitation and
adoption of new products, new processes and neanaational set-upsAubert (2006)
distinguishes three forms of innovation in thigped: (i) innovation, relating to local
improvements based on the adoption or imitatiotredfinologies, which are more or less
available worldwide or locally, (ii) the buildingsuwf competitive activities with some
adaptation and absorption to existing technologied, (iii) absolute new design and production
of technologies of a worldwide significance, teclogy creation from a global perspective.

Criterion 1.2 Threshold value

The newness introduced represents a A point in time can be determined/identified
difference from its past within the that distinguishes between the times where
specified unit of analysis (Chattopadhyathe ‘something new’ did and did not exist in
and Srivastava 2007; Johannessen et althe unit of analysis.

2001; Kotabe and Swan 1995).

The next question is how different or how new maghething be to qualify as new? Most
innovation studies acknowledge a distinction betwieeremental and radical innovations. The
importance of incremental step-by-step innovat®afiten emphasized and much innovation is
quite mundane, being incremental rather than raffcaeman 1994). Much innovation depends
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more on an aggregation of small insights and adeatiwrough ‘learning by doing’ and ‘learning
by using’ rather than on major technological invems (Carayannis et al. 2003).

To what extent then does something, that is diffeff®@m its past, qualify as new within any
working definition of innovation? Since new is rila to the unit of analysis, setting an absolute
scale of newness or a framework of reference igpassible. The subjectivity also implies that
the newness should have a particular meaning tpebple concerned. According to Porter
(1990) innovation is the result of an unusual é¢féord doing something exceptional. People
involved in innovating, whether producers or useesperience and acknowledge that the
newness is a breakthrough with significance folldwg ‘adapters’.

Criterion 1.3 Threshold value

The producers and users perceive and It can be demonstrated that a few started to
acknowledge the newness as a introduce the newness, to be later followed
breakthrough; a major achievement or by others (early innovator® adopters) on
success that permits further progress  a larger scale.

(Freeman 1994; Porter 1990).

2.2.2 Value creation criteria

The second element of the definitions of innovationcerns value creation. Porter (1985)
defines value as ‘the amount buyers are willingag for what a firm provides themAt the

firm level, value is added to a product or mategiadéach stage of its production or distribution.
According to Porter, innovation generates valuemdd&rm provides comparable value to

buyers but performs its activities more efficiertthyough lower costs (cost advantage) or when a
firm performs its activities in a unique way, thareating greater buyer value and attracting a
premium price (differentiation advantage). In oth@rds, the newness can either lead to lower
input costs or higher sales revenues.

Criterion 2.1 Threshold value

More value is added by the firm A causal explanation can be attributed between
either through lower input costs or the introduction of the newness and lower input
higher sales revenues (Porter 19850sts or higher sales revenues.

In addition to value creation within the firm, tlierature on innovation also considers the
impact of innovation on the firm’s competitive adt@age to be critical. Porter (1990) stresses the
links between value creation and competitive ach@ain the context of globalization. When a
firm sustains profits that are above the averagégandustry, it is said to possess a competitive
advantage over its rivals. One essential aspexbopetitive advantage is that rivals either fail to
perceive the new way of competing or are unwillimginable to respond. Through innovations,
firms can stay one step ahead of the competitiomouations that are hard to imitate are more
likely to lead to competitive advantage (Porter39&o another indicator of value creation is
whether a firm is advancing its competitive positio the market (whether local, national, or
international) or able to enter into new, more pate, markets.
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Criterion 2.2 Threshold value

More value is generated by Market expansion and entry into new markets can
improving advancing the unit of  be demonstrated after the introduction of the
analysis’ competitive positionin  newness.

local, national or international

markets (Porter 1985, 1990).

2.2.3 Innovation process criteria

Initially, innovation was viewed as a one-dimensilohnear process’ proceeding sequentially
through relatively independent steps: from resetweharketing. This view overlooked the
importance of feedback and loops. The evolutiom@gnomic perspective (Nelson and Winter
1982; Dosi and Nelson 1994) advanced the theonpoflinear, open systems models, which
were further developed in the chain link model &h& and Rosenberg (1986). This stressed the
interactions between variables, involving feedblacks between research, technological
knowledge, and the market.

Since then, various patterns of the innovation @ssdave been explored in the literature. Dosi
(1988) suggests that the essential steps incldisicovery, experimentation, development,
imitation, and adoption of something new. Edqui§97) observes that the process involves the
emergence and diffusion of knowledge elements tla@dranslation of these into new products
and production processes. Tether (2003) sees tlogation process as typically starting with the
generation of a creative idea or an invention, Wicthen brought to life through a research/test
phase and an implementation phase: making an meestis an essential part of the process. In
sum, innovation is a chaotic process that followgereral pattern of three component elements:
(i) creativity, ideas, or invention as solutions flee operation of the business, (ii) developing
and testing a pilot, prototype, a trial, and @pplication, investment, implementation, and
commercialization.

Criterion 3.1 Threshold value

The introduction of the newness is Within the unit of analysis, three component
typically a chaotic process of three elements of the process can be identified:
component elements (Nelson and (i) creativity and the search for ideas, (ii)

Winter 1982; Dosi and Nelson development and testing, and (iii) application,
1994; Kline and Rosenberg 1986; implementation, investment, and
Tether 2003). commercialization.

Two particular aspects of innovation system thewgyrelevant to this dimension of process: (i)
innovation is based on cumulative knowledge anchlag, (ii) innovation is generally an
interactive process involving individuals, orgartiaas, and institutions.

Many authors confirm that innovation is a learngngcess; loops, feedback, and checks are all
part of this learning process. Dosi (1988) obseithatl a significant amount of innovations and
improvements originate from ‘learning-by-doing’ atehrning by using’. In evolutionary
economic theory, the economy is a learning systém@ravthe conditions are constantly changing
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with innovation playing a key role in this (DosicaNelson 1994). Mytelka and Smith (2001)
observe that innovation research today, has reepinalized the firm as a learning organization
focused on knowledge and learning.

Learning in an innovation process implies that agiwal idea is further improved in a cycle of
loops, feedback, and checks in the three-step psabescribed in criterion 3.1. Learning can be
likened to walking through another cycle/roundladde three elements.

Criterion 3.2 Threshold value

The introduction of newness is Feedback during the process can be demonstrated
typically a learning process within to improve or build upon the original idea, and

the unit of analysis (Dosi 1988; instigates another cycle/round of the 3-step
Mytelka and Smith 2001). process described in criterion 3.1.

Looking more closely at how learning takes plaagdvall (1992), Edquist (1997) and Freeman
(1995) advanced the theory that the process ofvatian is characterized by interactive learning
within an innovation system; the network of ingiitas in the public and private sectors whose
activities and interactions initiate, import, mgd#nd diffuse new technologies (Freeman 1987).
The concept of the innovation system stresseglibatow of technology and information

among people, enterprises, and institutions isté¢lie process of innovation. It provides the
interaction between the actors necessary for efeeatnovation.

Criterion 3.3 Threshold value

The innovation process is A causal attribution can be made between the
characterized by interaction in the introduction of newness and interactions beyond
environment of the unit of analysis.the unit of analysis.

(Freeman 1987, 1995; Edquist

1997; Lundvall 1992.

The instrument for assessing innovation proposed, lieerefore involves testing eight criteria
against the threshold values for a selected uranafysis. Only if all criteria are met can the
presence oinnovation as a process of introducing something tteat creates valube
confirmed.

3 Analysing Viethamese examples of new business dynamics

In 1986 Vietnam initiated an economic reform cargpgDoi Moi) setting in motion a transition
process from a centrally planned to a free markehemy. By then, Vietnam was listed among
the poorest countries in the world with per ca@faP at US$203, being heavily reliant on the
Soviet Union for economic aid. SinB®i Moi, the Viethamese economy has experienced a rapid
growth as presented in Table 1. GDP growth amousNedagely 7.8 per cent in the period
1995-2008 and the per capita GDP quadrupled sieceetorms launch. The economic structure
of Vietham has changed significantly, with agriové declining in importance from 40.8 per

cent of GDP in 1989 to 27.1 per cent in 1999, ana(.1 per cent in 2006. Industry has gained
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proportionally in importance, growing from a pertaage contribution of GDP in 1989 of 22.9
per cent to 36.7 per cent in 1999, and to 40.Xeet in 2006. During this period, the
contribution of the services sector remained vijuanchanged at 36—38 per cent of GDP.
Vietnam realizes its ambitions of integrating itite world’s economy, by becoming member of
the World Trade Organization (WTQO) in 2006.

The economic importance of micro, small and medsized enterprises (SMBshas been
significant in Vietham in terms of number of busises, employment creation (Table 2), and
contribution to GDP. Many are engaged in retatdlésamanufacturing, hospitality, and
transportation while a number of small produceeslacated in clusters, similar to the cases
selected as subjects for this study.

Table 1: Selected economic growth indicators of Vietnam, 1995-2008

1995
2000
2001
2002
2003
2004
2005
2006
2007
2008

GDP growth ( per cent) *

GDP (billions US$) **
207 311 325 351 396 455 53.0 609 70.0 813

GDP per capita (US$) **
288 401 413 440 489 555 637 722 818 937

Population (persons
o 719 776 786 79.7 808 820 832 844 855 86.7
millions)

Note: * constant prices, ** current prices.

Source: International Monetary Fund (IMF), World Economic Outlook Database, April 2008 (Available at:
http://www.imf.org/external/pubs/ft/weo/2008/01/weodata/index.aspx).

1 SMEs have been divided into 3 subgroups: (i) miemterprises, engaging up to 9 employees, (ii)
small enterprises, engaging up to 49 employees, (@)dmedium size enterprises, engaging up to 299
employees.

16



Table 2: Establishments and employment in Vietnam (2002)

Vietnam, 2002 SME Subtotal Large SE Total
Establishments Micro Small Medium

Number of business

establishments (x 1000) 2,660 46.7 11 2,718 25 2,720

Percentage of all establishments

(per cent) 97.8 1.7 0.4 99.9 0.09 100
Employment

Employment (1000) 4,375 887 1,221 6,483 1,909 8,392

Percentage of persons engaged

(per cent) 52.1 10.5 145 77.3 22.7 100

Average size of establishments
Persons engaged per
establishment 1.6 19 112 2.4 773 3
Source: GSO Establishments Census 2002, classified as per tentative size groupings (Available at: www.gso.gov.vn).

The development of the SME sector significantlytdbntes to the economic growth of the
country.However, ‘measuring the contribution to GDP onllsis of firm size is challenging
due to the diversity and dynamism of the same se&twording to one estimate however, SMEs
account for approximately 26 per cent of Vietna@BP, 31 per cent industrial output, 78 per
cent retails turnover, 64 per cent transportatialne, 49 per cent non-agricultural employment
and 25 per cent of labour force’ (Vietham’s Regont The Integrated Plan of Action For SME
Development SPAN, 2004).

Recognizing the importance of small and mediumrentes in the economic development, the
Vietnam government at present pays special attetdi@romotion and support for development
of micro and household based crafts businessé®induntry. The new law on business
enterprises and firms is aimed at the promotioalld€ind of businesses and economic sectors,
making equal conditions for everyone in businesiwiies. Within this view the SMEs and in
particular non-farm household enterprises are agledged to be important for their potential to
absorb a growing labour force, to slow down regi@mal rural-urban migration, to promote a
more equitable distribution of income (OostendddpD.

Despite the economic advancements during thevestty year of economic reform, the
Vietnamese private sector—and SMEs in particularretsyet sufficiently competitive in a
more global context (Nguyen et al. 2008). As altesuost companies cannot yet withstand the
competitive pressure resulting from liberalizataord the opening to the world market not to
mention exporting to the world market. There aretv@amese innovation and industrial policies
focusing on specific support institutions for epteses in technologically advanced industries,
similar to western innovation policy approacheswideer, at the policy forum in 2086
‘Innovation Policies and Institutions for the Knasge Economy’, Vietnam was positioned

2 Incheon Education and Science Research InstiBeteyl, Republic of Korea, 29 November—1 Decemb8620
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among the group of countries that are only in géndyestages of introducing innovation
programmes which are about technology adoptioneetthology upgrading. In the Hanoi
Declaration (2006) on ‘Strengthening SME Competitiess for Trade and Investm@ridhe of
the policy focuses is on encouraging SME innovatibowever, practical execution is still not
realized.

3.1 Research methodology

Since 1997, the first named author of this papsrd&en involved in training and research
projects for household and SME development in mortlietham. Typically, economic
activities in this area revolve around agricultanel related activities, and several villages have
specialized in traditional crafts and small indigstisuch as wood, silk, ceramics, noodles, etc.
Small producers in such villages often operate witime degree of cooperation, matching
Schmitz’s definition (1999) of a clustéthe geographical and sectoral concentration of
enterprises’.

Surveys showed the existence of several clusteesviilized economic dynamics that involved
new ways of production, new products, and new lassipractices all of which enabled small
producers to expand their markets. A variety ofrseslincluding development NGOs, the media
tourist agencies, and state economic agenciesdibgpeblished reports with similar findings.
These observations sparked the central questitmso$tudy; whether these reported cases of
revitalized economic dynamics among poor, smaldpecers in northern Vietham were due to
innovation.

The exploration began in mid-2006, by identifyin@mples of clusters of small producers. The
study takes the cluster as unit of analysis forctme studies as this best represents the
production system in these villages, given theratdttons and interdependence of individual
firms and the different roles they play as earlyovators and late adaptors.

Initial data collection began with listing the draillages and clusters of small producers through
scanning various secondary resources: project tgpwwspaper articles, internet sites, and
official and quasi-official documents and a variefyesource persons. The list included the
major characteristics of a number of clusters rtheducts and methods of production, the
markets they serve and new developments in pramygdroducts or ways of doing business.
From this initial list a set of interesting clustavas shortlisted for further exploration, withsfir
field visits being carried out to more closely exaenewness through observation and
interviews with small producers so as to get al"fiee the new business dynamics atmosphere.
Vietnamese colleagues, trained in the previouslgtiaeed project and with a good
understanding of small business in Vietnam andnanecand of English, assisted in the fieldwork
facilitating translation and the interpretationdaita. This initial screening process led to the
following clusters being selected for analysis:

3
www.apec.org/apec/ministerial_statements/sectoraisterial/small___medium_enterprises/2006_small a
medium.html
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1. Bat Trang:a traditional ceramics village in the Red Riveldt®én northern Vietnam, 15
km east of Hanoi. The village has 1020 micro andalsrhousehold enterprisés
producing ceramics. Recently many small producershe cluster introduced a new
process, a gas oven, for baking ceramics and hage sxpanded their market due to
improved quality and increased production volume.

2. Duong Lieu:a cassava starch and noodle-producing villagéenRed River Delta, 30
km southwest of Hanoi. In the past five years, 2@l producer households switched
from producing cassava noodles to a new end prpahddren’s sweets made from
cassava. They now sell to more profitable outlednciels, such as supermarkets in
Vietnam.

3. Van Phuc:a traditional silk craft village in Ha Tay proviacten km west of Hanoi where
a cluster of 785 small, homebased producers aragewgin silk weaving, tailoring, and
sales. Over the past ten years, many of these pnoallicers have established retail shops
in the village’s main street, offering a much breacange of products.

4. In the Quang Hoalistrict in the Thanh Hoa province, 225 km soutstvef Hanoi, a
development NGO started a technology transfer ptoje 2006 establishing pre-
processing workshops for small bamboo producerste& of selling unprocessed
bamboo culms, small producers now cut, split, andah bamboo into slats for floor
parts supplied to intermediaries of IKEA for thergnean market.

The research selected four cases so as to prowtierayer basis for confidence and validity
(Yin 2002). Moreover, four cases provide a richasdof information to identify patterns and
trends for deducing theoretical, policy, and operetl implications.

In May 2007, a second round of fieldwork took pldoedepth data collection focused on the
assessment instrument criteria through visual ®asens of the households, the workshops, the
products, the tools, and machines to get an oviengllession of the cluster. Then the research
team stayed for several days in each village uallierg in depth interviews with about 15 small
producers in each one. The interviews usually @mokour and the entrepreneurs showed
openness and enthusiasm in providing informatiauathe newness introduced.

After having collected sufficient data for assegdime criteria, measured by when no additional
insights were emerging from observations or inemg, the data were further processed into
case descriptions organized according to newnedise ereation, and process, as described
below. The case studies provided the basis forprééng data for each criterion in the matrix
presented at the end of this paper. Finally, indan2008, a third fieldwork trip was held to re-
verify the case descriptions.

3.2 Bat Trang
3.2.1 Newness

The first case concerns small producers in BatJ ramo traditionally produced pottery and
ceramics in charcoal-briquette kilns. Over the pastyears, two thirds of them have switched

4 Micro and small entrepreneurs in Bat Trang typjchhve a home-based workshop, with between orfvéo
(micro) or five—20 (small) employees, often famitembers employed under informal contracts.
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to a technologically advanced gas oven. Betterrobaf baking temperatures combined with
more intense heat resulted in the production o and smoother ceramics with fewer
defects. The new technology also allows the pddyibif creating a broader range of shapes
with higher quality. While the assortment usededimited to standard pottery and home
ceramics, a broad variety of contemporary and oplgsign, types, shapes, colours, and
designs of ceramics are now produced.

In addition, the small producers started to takactive role in direct sales to new groups of
clients through opening retail shops. Small prodsiieked up with tourist operators in Hanoi to
promote Bat Trang, and in a short time the village become a tourist destination for buying
ceramics. Both the small producers and the lodhlaaities consider the introduction of gas
ovens in Bat Trang as a success story.

3.2.2 Value creation

The new developments translated into higher sakesnues for the small ceramics producers.
The higher quality resulted in higher prices arelrarket expanded for domestic consumption,
and increasingly for export contracts for Euroagmah and the USA. By 2006 the ratio of the
export and domestic sales of the total of Bat Traadjincreased to 65:35. Small producers play
an important role in export through subcontracthwirger companies and occasional direct
contracts through tourists, families overseas,iadividuals who visited the village.

3.2.3 Process

The introduction of gas ovens was initiated by small producer, Mr. Le Duc Trong, who
purchased a gas oven from China in 1995. Smallymed in Bat Trang initially observed with
interest and slowly started to switch to a gas a&well. After initial trials and testing, the
small producers succeeded in getting the ovenpéoate shortly after their installation and now
produce and sell a larger volume of higher qualésamics.

The small producers started to try out a broadssrament of products, picking up ideas from
customers who suggested different shapes, desigds;olours for the ceramics. Typically, a
producer first develops a few test samples, oryres some extra copies of a contracted order
and tests their utility and marketability beforgoarding production. Small producers compare
results with other producers and review new tedirpossibilities and constraints, which
determine the eventual selection of the assortnidr@.small producers are very aware of the
need to do better all the time, not only becausaatasing competition within their village but
also from other villages that try to copy Bat Tranguccess.

The local People’s Committee actively promotes Bang as the ceramics village and supports
this through exposure, facilitating cooperationboisiness contacts, and infrastructure. Overseas
families and friends advise on their preferencegfoduct design and on technical matters.
Some small producers have family contacts withRblytechnic University in Hanoi, which
conducts research in the quality of glazing.
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3.3 DuongLieu
3.3.1 Newness

The second case concerns the introduction of agneduct in Duong Lieu where many
household businesses produce noodles from casawh.dn the last five years, some 20
households have switched to producing a new enduptpchildrens’ sweets from cassava
starch.

Producing the sweets is a relatively basic andgsttfrward process that involves heating and
mixing the cassava starch with several other ingred. The wrapping and packaging of sweets
requires a major investment in a state-of-the-atmme. The small producers put effort into
developing their own house-style for the packagiegign. Several candy producers registered
their designs at the Department of Property Righrsyenting others from copying them. Due to
the considerable investment costs involved inrsgtiip a new workshop set-up, the sweet
production has, so far, only been feasible for d@diicome households.

3.3.2 Value creation

Candy production adds more value to the processicgssava starch than noodle production.
The sweets are sold at a ‘good’ price to agenktainoi who distribute them to new profitable
markets within Vietnam, such as shops, mini-markets supermarkets. The sweets sell well,
especially at some holiday times. They compete imiihorted sweets and provide the
households with higher overall sales revenues timage from noodles.

3.3.3 Process

The initial idea for producing candy from starcimeafrom one better-off family in the village.
Today, this family business enterprise has becosmeeessful small factory, serving as a model
for other small candy producers. The switch to ggmrdduction implied an important change in
the way in which workshops are set-up, requiringegtments in new equipment and machinery,
redesigning the production line and hiring newfstali these steps were taken by the
households themselves, without any external assistivolved.

The 20 candy producers currently have similar petida facilities. There is a lot of informal
exchange of ideas and practices within the cludgspite the fact that small producers consider
their neighbouring sweets producers as competitdrs.small producers therefore are
continuously pursuing new types and tastes andutiongh the buying agents in Hanoi about
new trends in taste, colour and shapes, as wédragrapping and packaging.

3.4 Van Phuc
3.4.1 Newness

The third case concerns the introduction of a nesketing function. Before the introduction of
the free market economy in Vietnam, silk produnt¥an Phuc were sold to state-owned
intermediaries. In the 1990s, Ms. Nguyen Truc Hbagame the first person to open a shop
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selling local silk in the village. Many have folleda her example and today there are over 100
silk shops in Van Phuc.

The producers also have broadened their rangeodiipts. Originally, the production focused
exclusively on traditional silk fabrics, garmerdascessories, and garnitures made from silk that
they produced and tailored themselves. Nowadayseee much more stylish design in the
shops with new shapes, colours, designs, and & @ngew products that includes shawls,
jackets, pyjamas, sleeping bags, and accessagssk{aigs, purses, etc.). Many of these new
products break with the tradition of exclusivelyngshigh quality silk. Products are often mixed
with synthetic materials of a lower quality.

3.4.2 Value creation

Over ten years, the overall silk production in \Rtruc has tripled and sales to domestic and
foreign tourists visiting the small shops, accoogtior 40 per cent of the sales. The lower input
costs and quality of the synthetic materials hageaiited in lower prices, which have attracted
new client groups who accept the lower quality.sTims led to an overall increase in sales
volumes.

3.4.3 Process

The process of opening shops in the village statdde time when privately owned shops just
began to develop in Vietham. After the initial sess of Ms Hong's retail shop, other small
producers and traders followed suit and startesttap their own shops on an experimental
basis; trying-out different set-ups, product digpland ranges. By closely watching whether
clients come, what they buy, at what price and winat neighbours did, the shop owners
gradually improved their shops into attractive watlanized shops, packed with a broad
assortment of silk products, with sellers ablertmvjle information on the products, in English if
necessary.

The interactions within the cluster are criticahal producers keep an eye on each other’s new
product designs. Moreover they have developednmibnetworks with
technical/education/vocational centres and linkkwourist agencies in Hanoi that provide
suggestions and feedback. The local authoritiggedgtpromote Van Phuc as a silk village and
have invested in new infrastructure. The small poeds are part of a larger silk industry in
Vietnam, which includes fashion houses, large pctida and export companies, and
government agencies. Ideas about design etc. sarbalgleaned from magazines, media, and
other means.

3.5 Quan Hoa
3.5.1 Newness

The fourth case concerns the introduction of bangreeprocessing technology for small
producers. In 2005, the French NGO ‘Groupe de metigeet d’échanges technologiques’
(GRET)initiateda development project called tHgamboo Supply Chain Development project’
to improve the position of producers in the Quan Hiod Ba Thuoc districts (Thanh Hoa
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Province, northern Vietnam) in the bamboo valuarcHareviously, the pre-processing steps
were carried out by two larger bamboo factories—Bhaemboo Factory (TBF) and Tien Dong—
which did the cutting, splitting, and smoothingb@mboo into slats for further processing into
floor parts, boards, and furniture components kgogt through IKEA to the European market.
The GRET project facilitated the establishmenthoéé new slat production workshops and
organized small bamboo producers’ groups to oparademanage the workshops. The TBF and
Tien Dong did not consider the workshops as cortgostfor their survival, but were cooperative
and assisted the workshops by leasing them equipanelnproviding technical advice and
specifications for the bamboo slat processing. Iblog after the workshops’ establishment,
several other private initiatives emerged and abghe project workshop model and also began
to supply slats to the bamboo factories.

3.5.2 Value creation

The underlying idea of the GRET project was thatmocessing bamboo into slats would
provide the small producers with higher sales reeenDespite the fact that value is added, the
direct sales revenues still proved to be low dutédow prices offered by TBF and Tien Dong,
which were the leading players in setting the patthe bamboo. Alternative market channels
have not yet been established. GRET continuesotoftar further technological developments
for alternative by-products such as charcoal anghraom growing substrate from bamboo saw
dust.

3.5.3 Process

Starting with the project idea in 2004, a team filGRET conducted a survey to explore the
opportunities for, and feasibility of, slat prodioct for bamboo producers. Subsequently, GRET
facilitated the set-up of the workshops by propgshe appropriate technology and serving as a
bridge linking the bamboo producers with the buyénsce the workshops were established, the
bamboo producers and technicians from GRET jotetfyed and implemented the technology.
Apart from some minor adjustments, the slat pradagbrocess and machines have not changed
since the establishment of the workshops.

The matrix below presents the interpretation amdreary of the case descriptions for each
criterion of the operationalized definition of inradion (described above).
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Unit of analysis:
clusters of small

Bat Trang

Duong Lieu

Van Phuc

Quan Hoa

producers

Criterion 1.1 The gas ovenis a The production of Direct retail sales The pre-processing
The new new production sweets instead of to new client of bamboo poles
‘something’ process enabling noodles from groups is taking into slats is a new
(newness) the production of starch is a more over the marketing  function applied by

concerns one of

higher volumes of

profitable new

function from other

small producers.

the types of higher quality, with  product. players in the value
innovation agreed more variety in chain.
on in the literature.  design.
yes yes yes yes
Criterion 1.2 The first small Five years ago a The first shops In 2005 GRET

The newness
introduced
represents a
difference from its
past within the
specified unit of

producers
purchased the gas
ovens in 2001/2.
Before that,
ceramics in Bat
Trang were only

cluster of small
producers started
to produce the
candy. One candy
factory was
established in the

were established in
1995. Before that
time it was difficult
to set up a private
shop in Vietnam.

started to establish
3 slats workshops.
Before then there
was only one
existing workshop
producing chop

analysis. produced in village 13 years sticks.
charcoal kilns. ago.
yes yes yes yes

Criterion 1.3 Over the past 6 Over 5 years, 20 Nearly every house Several private

The producers and
users perceive and
acknowledge the
newness as a
breakthrough; a
major achievement
or success that
permits further
progress.

years the gas oven
been adopted by
2/3 of all small
producers in Bat
Trang.

yes

households have
switched to the
candy production
and there is
evidence of a
growing trend in
the village to switch
to candy
production.

yes

on the main street
has transformed
into a retail shop
since 1995. At
present there are
around 100 silk
shops.

yes

initiatives have
copied the
workshop example
and are now
producing floor
parts.

yes
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Criterion 2.1
More value is
added by the firm

Higher sales
revenues as a
result of the

The production of
sweets instead of
noodles results in

Higher sales
revenues as a
result of higher

Higher sales
revenues as a
result of the pre-

either through increase in quality higher sales sales volumes and  processing of
lower input costs or  of the ceramics. revenues. lower input costs bamboo into strips.
higher sales Greater buyer for mixed silk
revenues. value implying a fabrics.

higher price.

yes yes yes yes
Criterion 2.2 New customers Although both New and broader The small

More value is
generated by
improving the unit
of analysis’
competitive
position at local,
national, or

such as foreign
tourists,
restaurants, and
hotels. These
occasionally enter
into follow-up
contracts with

noodles and
sweets are sold on
the domestic
market, the sweets
are sold into new
and more profitable
markets, such as

client groups—both
domestic and
foreign tourists—
are coming to Van
Phuc to buy silk
and silk products.

producers did not
enter new markets
and their
competitive
position has not
really changed.
The workshops

international Japanese, supermarkets in only can sell to 2
market European, and Hanoi. buyers as there is a
American visitors. high level of
vertical integration
in the chain.
yes yes yes no
Criterion 3.1 The idea of the gas  The small The idea of The workshop
The introduction of  oven came from producers establishing shops  owners themselves

the newness is
typically a chaotic
process of three
component
elements.

the small producers
themselves with
one taking the
initial step of
purchasing one.
The small
producers
experimented with
the best way to
operate the oven
before producing
on a larger scale
and
commercializing

themselves got the
idea to switch to
candy production
and did the
exploratory and
preparatory work
themselves. They
tested whether they
could successfully
sell the candies,
and started to
explore ideas to
improve sales /
margins by using

came from within
the village.
Gradually shops
were set up, and
improved. Shop
owners continue to
test new ideas to
make their shops
as attractive as
possible, including
having the
workshop nearby
so that tourists can
visit.

did not go the 3
stages described in
the literature. Ideas
were imported from
outside, which also
supplied the
machinery and
production
standards. The
owners were only
involved in the
implementation
phase.
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products.

yes

attractive wrappers.

yes

yes

no

Criterion 3.2

The introduction of
newness is
typically a learning
process within the
unit of analysis.

Small producers
continue to seek to
improve the quality
of their ceramic
products. They
continuously
generate ideas for
better glazing, test
these and
implement them if
they prove
successful.

yes

Small producers
test new textures,
tastes colours and
wrapping of the
sweets. Every year
buyers ask for new
flavours and the
producers respond
to these demands.

yes

The shop owners
pursue new ideas
and experiment
themselves to
make the shops
more attractive and
select the best
range of products,
which are

constantly evolving.

yes

The farmers did not
further develop the
strip processing
machine
technology and still
use it the same
way as it was
originally installed.

no

Criterion 3.3

The innovation
process is
characterized by
interaction in the
environment of the
unit of analysis.

There is interaction
with buyers who
suggest designs,
colours and the
quality of the
ceramic products.
The authorities
support ceramics
production in Bat
Trang and
universities do
research in glazing

Interaction with
buyers, mostly in
Hanoi, over the

taste of the sweets.

There is interaction
with tour operators,
and with the clients
who suggest
products. The local
authorities and
national
government are
promoting Van
Phuc as a silk
village. There are
exchanges with

There is interaction
with the
development NGO
and the factories
that buy the
bamboo strips.

techniques. fashion schools.

yes yes yes yes
All criteria yes yes yes no
confirmed?
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4 Discussion and conclusions
4.1 Discussion

The primary empirical data presented in the maitrithe preceding paragraph positively answer
the research question whether innovation occuctusters of small producers in northern
Vietnam: process innovation takes place in Bat rearamics village, product innovation in
Duong Lieu village, and functional innovation intVRhuc silk village. The results confirm
innovation at the ‘cluster level'—the unit of ansily. The conclusion that innovation does take
place in these three traditional Vietnamese ciifiiges is perhaps surprising in the sense that
innovation was not expected, not planned for onted and no explicit innovations system
exists with a specific agenda for promoting innavatRather the small entrepreneurs innovated
on their own strengths.

The fourth case study did not meet all the crite@iantrary to the expectation of this technology
transfer project for bamboo small producers, ‘dudtvel’ innovation did not take place.

Several steps of the innovation process and thecadsd learning took place outside the cluster.
The development NGO—as an external innovation systetor—proposed, researched, and
developed the introduction of the new technology as such was a leading partner in the
cluster’s innovation process and learning. Anotitéerion not met by this case was improving
its competitive position. After adding the new (@ cluster) production steps the products were
still sold to the same buyers in the value chaimg wriginally did the production. These buyers
hold a key position in the value chain and theirg bargaining power allows them to negotiate
a low price. As a result the actual competitiveifpms of the groups did not change and there
was little value creation effect.

The small producers innovated by themselves, dgamtheir own strengths and initiative via
internal processes, interactions, and knowledgeraatation within the cluster. In this respect,
this paper demonstrates local innovation capaoaiy fsmall producers who supplement and
combine local indigenous knowledge and technologiés global state-of-the art technology.

This contradicts the underlying assumptions ofttio&le down theory, appropriate technology,
and indigenous knowledge for low income countried tlo not adequately acknowledge local
innovation capacity as stated in the introductibths paper. These theories assume the need for
external assistance and external actors to helf) entarprises in poor contexts in developing
countries to learn and advance.

The fourth bamboo case, not assessed as innovatian,jllustration of the above mentioned
theories advocating external assistance and imaores to help small producers to learn and
advance, implying that the external actor—an NGOektover part of the learning in the
innovation process. The external actor was eagedaigent to own the learning from the small
producers in the cluster concerned. However, whewlee small producers not first in showing
eagerness to learn, as happened in the other iloo\ases? The question what influences
eagerness to learn and discover is not yet unaetstithin evolutionary economics, even

though the discipline recognizes that learninggsitécal element in the innovation process (Dosi
and Nelson 1994). This also is relevant for thesm pommunities, for what reason do they have
a particular drive to innovate in these communit@ssome reason? Is there an optimum or
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‘desirable’ level of learning or and optimum amoohtnnovation? To what extent do we need
external organizations to help with learning?

The absence of direct external public or privat@dvation’ support or interventions in the three
successful examples is in line with the endogempowth theory (Romer 1994) which argues
that economic growth comes from within a systemwehler, despite the innovation process
taking place entirely within the clusters there \as® much interaction with the outside world:
incentives, ideas, suggestions, and opportunitiesecfrom buyers, sellers, media, and
industries. This implies a need for further underding what role endogenous growth and
innovation processes constitute in such contexdstaamrelevant contributions made by internal
and external factors.

The absence of external innovation support actamsatso be addressed from another theoretical
perspective: innovations systems theory, which iciems innovation to be a mainly interactive
process: ‘the innovation process takes place ieta@ark of institutions in the public and private
sectors’(Lundvall 1992). However, this study presents tloages of innovation that occur
where there is no system of formal public and gevaganizations actively and deliberately
promoting innovation since the Vietnamese innovapolicies and programmes are at an early
stage of taking shape. Moreover, the steps ofrtheviation process in these examples did not
take place through such a network of formal orgations, but solely in the informally organized
clusters, raising the question of whether they titate an informal system of innovation. This
raises a related issue: that in the three confinrmedvation cases there are interactions with a
larger system but these do not involve sharingmring innovation process steps—as
formulated in the innovation system definition—Ibugrely exchanging incentives, ideas, and
suggestions from clients, suppliers, competitdis, lethe interactions do not involve sharing
steps in the innovation process, then how precelthese interactions fit within innovation
systems theory? The operationalization of the defimshows the necessity to distinguish
between a ‘shared innovation process’ and ‘intevatt

How is this shared innovation process structureal larger system? Edquist (1997) stressed that
institutions play an increasingly important elemienthe innovation systems theory. They are
seen as playing a vital role in creating trust praviding the basis for taking risk and investing

in innovation. From a background position, instdaos have been brought more and more to the
forefront of analysis and have come to be viewed amin character in the innovation process.
As the number of actors involved increases, thevation process becomes more complicated
and more interactions occur. For both informal forchal innovation systems, questions about
how these systems are organized emerge. Whateralés of the game? How are the
interactions and the cumulative knowledge genanaiiche system’s actors structured? How is
the created value shared within the system?

Regarding the sharing of value creation, Geffedlef2005) take the position that innovation
can enable low income countries to strengthen dngpetitiveness of their firms through
participation in global value chains. The fourtlseaescribes small producers taking over a
bamboo pre-processing function from the leadingradn the chain, which could be labelled as
outsourcing. It illustrates how the created vakishared; the small producers do not improve
their position in the value chain and they recdittle of value creation. The value chain
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structure remains unchanged, with the lead act@veg a strong bargaining position and
claiming the lion’s share of the overall value ¢r@ain the chain. This highlights the importance
of understanding the power relations and how tlancis governed. New technologies may be
introduced to small producers in the value chain,ifamproved competitiveness does not
materialize then, according to the operationalidefihition, this is not innovation.

The application of an innovation assessment ingnirdeveloped for this research also provides
better understanding of innovation in small prodsiceontexts in developing countries and
raises issues for further discussion. Althoughthi@®retical basis of the instrument comes from
contemporary economic concepts on innovation, whiere principally developed from studies
rooted in the context of western developed econgntiee operationalized definition was able to
differentiate between innovation and non-innovatiothe context of a low income country.

This strengthens the validity of the conclusiomttinnovation did actually take place in three of
the four cases.

Innovation research mostly employs one-dimensipr@ties for measuring innovation. These
either focus on inputs or outputs. These instrusarg typically applied in the context of
western economies where quantitative data on R&Bndhe (sub) market share of innovative
products are widely available. However, these uménts cannot be used for applying the
multidimensional definition in the context of infoal clusters of small producers in a
developing country. The operationalization of tleéirdtion into an assessment instrument needs
to acknowledge the multidimensional character dmlisl be applicable regardless of context to
small, medium, and as well as large firms in batedoped and developing economies.

There is scope for further refining the instrumemtiteria and threshold values. Since these
criteria and thresholds have not been completghyoeed in the literature, it was not possible to
make unambiguous choices for all of them. The healkgh threshold ‘it could be
demonstrated that a few started to introduce tenass and many followed at a larger scale’
for instance could be differently interpreted. Waaactly are ‘many’ and ‘larger scale’? The
threshold for whether all steps in the innovationcess take place within the cluster requires a
detailed historical review. Different people invetcould have different perceptions of the past
making it difficult to construct the historical patAssessing data against the threshold value for
learning also proved challenging; at what pointéhe learning involved related to innovation?
The threshold value concentrates on feedback laapsn can this be interpreted as relevant to
innovation?

The operationalization of the definition illustratine necessity to be explicit about the level at
which innovation is assessed; the firm, the clusher value chain, etc. At one level the
instrument could confirm a criterion, while at amet level it may not. For instance, if the unit of
analysis of the fourth case is altered to a brobei—incorporating the development NGO that
introduced the newness, then the process and mgaenteria would be confirmed. At the same
time, other criteria may not apply anymore wheraggihg the unit of analysis. For example, in
the fourth case, the production process was newh&cluster, but not for the broader level at
which the newness criterion would not be confirmed.
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4.2 Summary and conclusions

The main question that this paper addresses ish@hgtnovation takes place within clusters of
small producers in northern Vietnam. In explorigyvhinnovation is understood in economic
theory, the study found this to be a complicateestjon, since no universally agreed operational
definition has emerged throughout the past ceraieconomic analysis on innovation.

Over the years, innovation has become an essefgrakent in new theories about economic
growth and development, as described in literabareew competitiveness, value chains,
innovation system, endogenous growth and evolutjoeeonomics. Economic researchers
exploring these theories usually refer to Schunifseieitial definition from 1934, adding new
insights and varying the emphasis placed on tHerdiit elements of the definition. Through this
broadened theoretical basis, innovation has be@owenplex multifaceted concept. However,
three common elements run through all of thesendi®ins: newness, value creation, and
process. Innovation can thus be summarized apftiess of introducing something new that
creates value’. However, to assess in empiricaldevhether innovation takes place in clusters
of small producers in northern Vietnam, this sunmpear definition needed to be operationalized.
Since no such instruments have surfaced in theatuee so far, this study took up the challenge
and has developed a generic assessment instruasad bn the existing innovation literature.
The instrument consists of a set of criteria tadsted against threshold values to test the three
key elements—newness, value creation, and processa-given unit of analysis. Innovation is
only confirmed if all the criteria are met. Thefdient strands of literature all showed a similar
theoretical embedding, historical path, and coheeri the three key elements of the definition,
thus providing a solid foundation for the overadsdn of a generic instrument. However,
contemporary economic theory does not provide exptisights to draw out specific criteria and
threshold values. This paper interpreted underlyiegretical concepts and definitions to
construct the operational criteria and thresholdes

This paper demonstrates innovation in small prodiictusters in a developing country. Poorer
producers fully join and take advantage of econagnievth and globalization. This is not in line
with some positions in the development economit&tiethat globalization mostly widens the
gap between rich and poor. Innovation as demomstiatthis paper could broaden opportunities
for poor small producers, a key issue in the debatpoverty alleviation, and in particular its
value creation aspect. It is certainly an intergstivenue to pursue deeper understanding of
innovation and development processes in low incooumtries, raising the following
suggestions for a future research agenda.

The first issue for further research concerns tbetremarkable observation of this study; that
small producers in the three clusters where innonatas demonstrated innovated on their own
account, using their own strengths and initiatwhile the ‘technology transfer project’ did not
demonstrate innovation at cluster level. A furttesearch question lw did the innovation
emerge in the confirmed ca®Somprehensive lists of innovation processespfacand drivers
have been described for Western companies, butattwait clusters of small producer in
Vietnam? Do similar factors also apply? Furtheated research questions include: What made
it possible for small producers to innovate onrtle&n strengths without the support of an
innovation system, understood as necessary in Westenomies? Was it because of
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endogenous or exogenous factors? Does this sutpgesxistence of some kind of informal
innovation system? And, what determines the eagsnutelearn and innovate?

A second issue is the contribution that innovatimakes to poverty alleviation in a broader
context. This paper reviews three success stofiesmovation but what of the effect on, for
instance, neighbouring communities that did nabuhiice new things? Was the success of these
villages at the expense of other villages nearbg® Hhany failing villages will there be for

every success story? Equally, within the clusterdltan be a question of the distribution of the
benefits, particularly given the heterogeneity witthe clusters of small producers or in the
value chain. Are the early birds (early innovatah®) only ones to catch the worm? Do they take
a disproportionate advantage of the value created?

Finally, the operationalization of the definitiohionovation helped explore innovation among
clusters of small producers in a developing cou(¥igtnam). Further research and broader
application of the instrument could further refthe operationalization and assess the scope for
innovation among small producers on a larger suadeiding comparative material, between
sectors, geographic areas, or businesses in vatagss of development. When more such
studies from developing countries become availahkequestion ‘is it innovation?’ can be
addressed more systematically by drawing on a lbtiterature and empirical data that studies
innovation in developing countries.
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