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Chapter 1: Introduction

The first step is to get an idea. That is not at all hard
to do. The tricky part is to get_a goadka (Varian,
1997).

1.1  The theoretical starting points

The subject of this thesis is interindustry relations studied from a knowledge and technology
perspectivé. The work places itself between two main research traditions. The first tradition is
the ‘input-output tradition’ initiated by Wassily Leontief in the 1930's and 40's, while the second
tradition was initiated by Joseph Schumpeter witfrheory of Economic Developmemniginally
published in German in 1911 (translated into English in 1934). | label this the ‘technological

change research tradition’.

The main theoretical question to be dealt withhigther it is possible bridge the apparently large

gap between the two above mentioned research traditions

One the one hand the Leontief tradition admittedly emphasises the importance of technology and
technological change, but it works within a rather rigid, inherently static framework that only
allows for a mechanistic perception of technology. Wassily Leontief started out as a student of
the Russian balance of payment in 1925 (Leontief, 1925), but already in 1928 he introduced his
notion of The Economy as a Circular FlogLeontief, 1928; for an English translation see
Leontief, 1991, with an introduction by Paul A. Samuelson). The relation between technology and

economy is discussed already in the first paragraph®fconomy as a Circular Flow

It is astonishing that in spite of all other disagreements, theorists of different persuasions seem

to agree on one issue: that the separation between technology and the economy is an essential

! The concepts ‘knowledge’ and ‘technology * are closely related, technology being perceived as a
subelement of knowledge, i.e. technology is here defined as knowledge about technical processes and
products.



precondition for economic theorizing...] For us, on the contrary, both ‘technical’ and
‘economic’ facts are established data which are used as a point of departure for further analysis

(Leontief, 1991, p. 181.

Leontief's notion of technology is often reduced to the coefficients expressing the input and
output relations between industries, and in the Leontief framework the emphasis on structure has
led to a neglect of a dynamic perception of technology (i.e. there is only room for a mechanistic

technological change).

On the other hand there is a strong large emphasis on technological change, but little emphasis
on structure, in the Schumpeterian tradition. Schumpeter is widely accepted as the father of
evolutionary economics (see e.g. Hodgson, 1993). Schumpeter’s major intellectual challenge was
the explanation of economic development as driven by technological change (innovation). Just like
Leontief, Schumpeter had a long productive life with a continuous development of his ideas about
what were the major driving forces in economics. In Schumpeter’s case this led scholars to make
a distinction between the ideas of the young Schumpeter (“Schumpeter Mark 1”) and the older
Schumpeter (“Schumpeter Mark 11”), the major contrast between Mark | and Mark Il being the
importance ascribed to the individual (heroic) entrepreneur as opposed to the research

departments within large companies (intrapreneurship).

Schumpeter defines development as initiated from within the economic system (Schumpeter,
1934, p. 63). Development is a spontaneous, discontinuous change continously disturbing
equilibrium. The point of eglibrium will always be moving, and even though equilibrium is

always an attractor, it will never be reached because of its continuously changing position. This
is the mechanism through which technological change is driving economic development. The

technology focus takes its point of departure in radical and unpredictable innovation, resulting

The original 1928-article ddie Wirtschaft als Kreislaufias translated (and abridged quite considerably)
for the journal orStructural Change and Economic Dynamiit4991. [..] indicates a passage that has
been omitted in the translation.

3 Langlois (1987) points out that the conflicting views on the role of the individual heroic entrepreneur
can actually be found throughout all Schumpeter’s work, so let me just compromise here by stating
that there is a larger focus on the importance of the individual entrepreneur in Schumpeter’s earlier
works, while the role of large research labs is more in focus in the later works.
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in what appears as a quite general or diffuse theory of endogenous technological change.

1.2  Approaching a set of research questions

The existence of a gap between the two research traditions has not been neglected on any of the
two sides, and different attempts have been made to develop unifying frameworks. From the
input-output tradition the most important contributions are those of Anne P. Carter, who works
with both the upstream and downstream benefits of innovation (Carter, 1990) and with concepts
such as ‘metainvestmeh(Carter, 1994), and of Luigi Pasinetti, who analyses structural change
and economic growth in models characterised by vertically integrated input-output sectors.
Important contributions within the Schumpeterian tradition are to be found in Dahmén’s
development blocks as expressions of the dynamics of interrelations, Rosenberg’s study of
technological interdependence in the American economy, and Lundvall's user-producer
framework for studying innovation. Although he can hardly be characterised as belonging to the
Schumpeterian tradition, Schmookler has also contributed to a synthesis between the
Schumpeterian and Leontief tradition through his considerations of the importance of progressive
customers in product development. Another important contribution to establishing a conceptual
bridge is found in development economics, with Hirschman'’s introduction of the linkage concept

in the context of economic development.

The above mentioned scholars have tried to combine structure and technological innovation in
different ways. Although the literature appears to be fragmented and not fully developed, several
results have been produced in the last decades, which could motivate a new attempt to create a
synthesis between the traditions of Leontiefand Schumpeter. The synthesis presented in this thesis
will be empirically founded, and can be combined under the notions of knowledge flows and
knowledge linkages. The empirical orientation is based on the perception that theory without data
is facing rapidly decreasing returns to scale. This is especially obvious when attempting to
combine two areas of research with many opposing assumptions. Therefore the main emphasis
is on preparing the ground for theoretical research and at the same time to suggest fruitful

empirical investigations.

4 Metainvestment is defined as investment in change in Carter (1994).
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As a consequence of the above mentioned emphasis, the empirical research questions are mainly
methodologically oriented, stemming from the major queshiow.can the synthesis between the
theoretical Leontief and Schumpeter traditions be incorporated in empirical measures of
industrial interdependen®e Further,what are the necessary empirical requirements for
measuring technological linkages - and how is such a measure related to traditional input-

output based measures

Finally a group of research questions are centred around the possible empirical results. These
guestions concern the identification of major technological interindustry relaitbasare the

most important knowledge sources and rece®ftsat characterises these groups of industies
Canthe empirical measures contribute to the understanding of user-producer rél#mahiast

but not leasthow can linkage measures be used in international comparative?iorthe

present thesis we choose to answer the last question form a qualitative and quantitative
perspective respectively, addressing the question fiishether the mapping of linkages can
contribute to the understanding of titational differences between national systems of
innovation and secondjow the existence of linkages affect the economic characteristics of a

country, here expressed by export specialisation?

Summing up, the research questions can be grouped into 3 maadet different levels:

Level 1: What are the theoretical and conceptual requirements for building a bridge
between the input-output (Leontief) and technological change (Schumpeter)

research traditions?

Level 2: What are the methodological requirements for creating a synthesis between the
input-output and technological change traditions in empirical measures of

industrial interdependence?

Level 3: How does the empirical mapping and measurement of linkages contribute to

characterising an economic system?



Below | will give an overview of how these questions are attempted to be answered in the

subsequent chapters.

1.3 An overview of the structure and content

As illustrated above, the present work will approach industrial interdependence or linkages from
different angles.The thesis is primarily empirical, focussing on methods for identifying and

interpreting technological interindustry relations. This is reflected in the fact that the theoretical
and methodological starting point discussed in part | of the thesis also is closely related to
empirical analysis. This is in accordance with Leontief, who throughout his very long career kept

on insisting that theoretical and empirical work should go hand in hand:

The engine of economic theory has reached, in the last twenty years, a high degree of internal
perfection and has been turning over with much sound and fury. If the advance of economics as
an empirical science is still rather slow and uncertain, the lack of sustained contact between the

wheels of theory and the hard facts of reality is mainly to bidmentief, 1953, p. 4).

The theoretical foundation for the study of technological interdependence and the role of
interdependence in technological development has been quite weak, which probably is
characteristic for an emerging scientific field - and the attempt to endogenise technological change

in interindustry relations must be characterised as being still in its infancy.

The present thesis does not claim to bring neither input-output nor innovation theory much
further. Rather the contribution lies in the link it establishes between interdependence studies, as
expressed in traditional input-output theory, and contemporary studies of the role of
interdependence in technological change. This link has been largely ignored, based on the
inherently static nature of input-output analysis. Just as Leontief's ‘dynamic’ input-output analysis
was only a more complex method for comparative statics than traditional static input-output

analysis, the present analysis remains static. But my claim is that the static analysis is helpful in

The two concepts are largely used interchangeably, with ‘linkages’ having a bias towards a reference
to input-output based calculations of industrial interdependencies.
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identifying the most dynamic areas in economic space by pointing to areas combining intense

economic transactions with a high knowledge level.

The thesis is divided into three main analytical parts, and a fourth part with a conclusion and a
policy perspective on the linkage approach: part |, consisting of chapters 2 and 3, offers the
theoretical and methodological starting point, while part Il, consisting of chapters 4 and 5,
presents empirical applications of linkage studies based on Danish data. The nationally oriented
empirical chapters of part Il are supplemented by chapters 6 and 7 iH,pahich apply the

linkage analysis to international comparisons. This division into parts largely reflects the levels of

the research questions presented in the previous section.

Part | presents the ‘playing field’ for the analysis by introducing some slight alterations of
traditional input-output and linkage expressions, which make it possible to include explicitly the
role pf technology and knowledge into the analysis. Thus the theoretical and methodological
considerations of part | serve as a foundation for the empirical work of part Il and Ill, and
constitutes the general reference point of the following chapters. Additionally, part | provides an

overview of the history of economic thought in relation to interdependency studies.

Chapter 2 offers a discussion of the relation between the traditional input-output framework and
contemporary interdependence studies, and is thus mainly related to the research question at level
1. In chapter 2 it is claimed that the theoretical considerations behind traditional input-output
analysis - as static as they may be - actually can be used as the starting point for the analysis of
technological linkages. This is based on a common perception among the two traditions of the
economy as an interrelated system where the development of one industry cannot be understood
in isolation from its surroundings in terms of e.g. suppliers and tigersmportant “glue”

between the classical interdependence literature and the more contemporary literature, focussing
on an endogenous explanation of technological development, is Pasinetti’'s work on structural
change and economic growth, which ascribes an important role to technology, but nonetheless

does not abandon the assumption that technology is exogenous. The chapter ends up with relating

6 The focus will be on vertical rather than horisontal linkages here, i.e. the role of competitors will not

be analysed.



the non-formalised theoretical considerations of the importance of interdependence in
technological development, forwarded by e.g. Rosenberg and Lundvall, to the traditional input-
output scheme, claiming that the key to a common understanding is an extended interpretation

of input-output coefficients.

Chapter 3 creates the bridge between chapter 2 and chapter 4 by starting out with a survey of
input-output based measures of linkages in the spirit of Rasmussen and Hirschman, and ending
up with a proposal on how to include technology into these measures. Hirschman, who must be
given credit for the widespread fame of the linkage concept, is primarily a development
economist. Chapter 3 illustrates that the Rasmussen specifications of Hirschmanian backward and
forward linkages are actually best suited for the analysis of primitive input-output tables with a
large fraction of empty cells, which is contrary to advanced economic systems characterised by
a high degree of integration, expressed by many relations between industries (i.e. no or only very
few empty cells). Part | ends up with the conclusion in chapter 3, that a simple expansion of
linkage specifications of the Hirschman-Rasmussen type by including different knowledge
indicators in the linkage specifications is rather primitive, and this modification of the traditional
linkage measures is not a satisfactory method to increase our knowledge of key knowledge
industries in advanced economic systems. Thus other methods are called for in order to
understand potential dynamic interindustry relations. Accordingly, part Il attempts to identify

these methods and measures.

In chapter 4 the rigid calculation of linkage indicators classifying industries according to an
average linkage value is abandoned, and the focus is shifted toward linkages as sources of
knowledge inputs at the industry level. Chapter 4 introduces the concept of ‘indirect’ knowledge,
expressing knowledge acquired through purchased inputs to the production process. Two related
and supplementary methods for analysing knowledge intensive linkages are used, based on the
same basic calculations but leading to a quantitative and graphical representation of linkages
respectively: the first method is an estimation of the ‘value’ of embodied knowledge, while the
second is a graph theoretically inspired method for mapping the (quantitatively) most important
knowledge intensive linkages between knowledge sources and receivers respectively. The main

contribution of chapter 4 is first, that it presents the combination of different methods for



measuring linkages, and second, that it develops the methods by introducing a broadened range
of indicators to be applied in an analysis of this kind. The chapter rests on the assumption that
knowledge can be embodied in goods and services, i.e. the knowledge accumulated in an end-
product (be it a consumption or investment good or service) is the ‘result’ of the knowledge used
in the production at the different intermediate production steps in the vertical production chain.
The accumulation of knowledge in an end-product differs from the accumulation of knowledge

in the economic system as such, since the second type contributes to the total stock of knowledge
in the system, while the first type (product accumulated knowledge) does not in a narrow sense
increase the total knowledge stock of the economic system. But through the diffusion and
broadening of the area of application of the given knowledge stock, it can be perceived as

increasing the total knowledge intensity of production.

Chapter 4 applies three different knowledge indicators: R&D expenses, patenting activity and
formal training of employees, in order to provide a nuanced image of knowledge intensive and
‘extensive’ industries respectively. This leads to the identification of business services as one of
the knowledge intensive industries. The primary knowledge receivers are non-business services
and the food industry, while the primary knowledge sources are industries like machinery,
business services, iron and metal and construction. The most knowledge intensive industry of all
is the medical/pharmaceutical industry, but this industry does not play a major role as a knowledge
source. In other words, the analysis shows that the most important knowledge sources are not
necessarily the most knowledge intensive industries. This is animportant point in relation to policy
initiatives aimed at increasing the knowledge diffusion and use of knowledge in general in the

economic system.

As mentioned above, the methodological contributions of chapter 4 concerns the value from
combining different indicators and methods in the knowledge linkage analysis. But chapter 4 rests
heavily on the embodied knowledge assumption, and the methods applied are not capable of
capturing knowledge linkages which are not based on economic transactions. Thus chapter 5 is
an important supplement to chapter 4, as it analyses interindustry knowledge linkages based on
survey data on product innovation flows. Also, in chapter 5, the rigid perception of knowledge

as a stock that can be diffused throughout the economic system is abandoned, and the attention



is turned towards the interactive aspect of the innovative process, focussing on the diffusion of

product innovations as well as on the contribution by users to the innovative process.

The first aim of chapter 5 is to analyse the extent to which the input-output based linkages
identified in chapter 4 can be supported by interindustry flows of product innovations. In general,
most of the linkages from chapter 4 can be found in one form or another in chapter 5. But a
number of new linkages/flows are also identified, which is interpreted as an expression of
economic relations in general leading to innovative relations, while innovative relations do not
necessarily lead to economic relations to any notable extent. The similarity of knowledge bases
can be one explanation of this phenomenon, based on the claim that industries that are not closely

economically related can have some common features in knowledge bases.

As mentioned above, chapter 5 also looks at the external inputs to the innovative process. The
pattern of the product innovation flows and the oppositely directed ‘information flows’, as the
inputs to the innovative process are labelled, leads us to the generalisation that two main types
of innovation (knowledge) sources can be identified: i) source industries that supply firms in many
different industries with product innovations. This type of sources are characterised as ‘generic
knowledge sources’. These industries do not in general get a lot of inputs to the innovative
process from firms in their user industries. ii) the other type of sources has its receivers of product
innovations concentrated in one or a few industries. In these cases firms in the user industries are
often providing inputs to the innovative process in the supplier industries; this is labelled a ‘true

interdependence’ (of the Lundvall kind) between innovative producers and their users.

When analysing knowledge intensities and embodied knowledge flows, it is impossible to ignore
issues related to the construction and use of indicators. Knowledge is a complex phenomenon
which cannot be measured in a simple way, rather my claim would be that knowledge cannot be
measured directly at all. We thus have to depend on indicators that supply us with an admittedly
incomplete image of the knowledge applied in e.g. a specific production process. The best thing
to do in a situation like this is to avoid building the analysis on one indicator only. When including
several different indicators, each expressing different features of a complex phenomenon, the risk

of misrepresenting the true feature of the phenomenon is reduced. The indicators used in the



present analysis - R&D expenses, patenting activity, the formal education of employees, as well
as innovative activity - are biassed towards formal knowledge creation, while informal knowledge

creation is somewhat less represented, except perhaps through the innovation data. But,
nonetheless, they provide a more complete picture of the knowledge intensities at the industry

level than what is most often presented in analyses applying one single indicator.

In part Il the analysis is confined to Danish data. In part Ill the international perspective is
introduced applying OECD data. The purpose of widening the scope of analysis in chapter 6 is
to explore the applicability of the method of mapping interindustry interdependencies through
directed graphs in comparative studies. This underlines that the major aim of the present work is
not to study the Danish economic system, rather the aim is to study methods for identifying
linkages, primarily exemplifying with the case of Denmark, as there is a wide access of data on
the Danish system. Thus | have been able to study the effect of using different indicators and
methods in the Danish case. In the comparative analysis in chapter 6 only one knowledge indicator
is used (R&D expenses). In relation to the research questions, part Il (chapters 4-5) mainly relates

to the question at level 2, while part 11l (chapters 6-7) mainly refers to level 3.

A systemic view pervades the chapters of part I, analysing the different aspects of linkages in the
Danish economy, and the national system of innovation approach is implicit in all the empirical
chapters. In chapter 6, the linkage discussion is explicitly placed in a national system of innovation
framework. In this chapter, the R&D based linkages in four major OECD countries are compared
from the national innovation system perspective. In chapter 4 it is demonstrated that input-output
based knowledge linkages are quite stable over time. Chapter 6 goes one step further by arguing
that the knowledge linkages are deeply rooted in the historical process of industrialisation. Current
positions of strength can be explained by looking back in history at the creation of e.g.
institutions, incentives and ‘external chocks’. Patterns of interdependence reflect the national
positions of strength, both with regards to major knowledge sources as well as to the extent of
the interconnectedness (as e.g. exemplified by a densely connected Japanese electronics related
cluster). The guiding assumption behind the analysis of chapter 6 is that the institutional factors
characterising a national system of innovation are mirrored in the major knowledge based linkages

at the industry level. In particular, the chapter relates the historical building of institutions - both

10



formal and informal - to the present day structure of industrial interdependence in relation to

knowledge diffusion and creation.

As mentioned above, the major aim of the present work is to contribute with methodological
insights on interindustry studies. Thus the work has a strong descriptive bias, focussing on
mapping interindustry linkages. The mapping of technological linkages is found to increase the
understanding of the underlying structures of the economic system in question, as exemplified by
the comparative analysis in chapter 6. And discussing methodological aspects of how to map
linkages is a necessary exercise which precedes analyses of another important issue: the effect of
linkages in a broader context. The assumption underlying this entire work is that interdependence
is an economic feature which cannot be ignored as the relations to other entities are a central
aspect of what defines an economic unit, no matter what level of analysis is chosen. And | argue
that interdependence is a major factor behind technological development and innovation. Thus it

should be expected that linkages affect a wide range of economic features.

Chapter 6 illustrates that the way technologies have developed seems to have influenced the
clustering of relations today. This is illustrated by the case of Germany where industrial chemicals
have played a major role in the process of industrialisation, and where industrial chemicals remain
today a major knowledge source connecting the entire system. Opposed to this structure is Japan,
the United States and United Kingdom, where industrialisation primarily took off in electronics
and transport related areas, and where we today find electronics and transport related industries
to exist in a cluster which is not integrated with the chemicals related industries to the same extent
as is the case for Germany. Thus this kind of linkage analysis, superficial as it is, can actually
illustrate some fundamental differences between institutional set-ups in different systems of
innovation. Furthermore, chapter 6 indicates that there is a relation between the industries which
are heavily integrated into the system through knowledge linkages, and the industries in which a

country is export specialised.
Following the results of chapter 6, chapter 7 takes a first step into analysing the economic effect

of linkages by exploring the relation between linkages and export specialisation. One could argue

that other relations would be of more interest, e.g. the relations between linkages and performance
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as expressed by productivity. But measuring productivity is an increasingly complex matter, as
the awareness of the problems with defining and measuring the appropriate inputs and outputs are
increasing. It is assumed that the industries in which a nation is export specialised are primarily
industries in which the nation has an international stronghold. What is analysed is then the relation
between the extent of (technology weighted) linkages to users and suppliers of an industry, and
the export specialisation (international position of strength) of this industry, assuming that an
extensive number of linkages to technologically sophisticated users and suppliers, all other things

being equal, should improve the international strength of the industry.

Since both user and suppliers are assumed to influence the technological sophistication of an
industry, chapter 7 analyses the statistical relation between both backward and forward linkages
and export specialisation. Apart from Hirschman'’s general linkage effects, which do not explicitly
concern international competitiveness, a further theoretical foundation for expecting such a
relation can be found in the work of the Swedish economist Staffan Burenstam Linder, who
introduced the concept of a ‘home-market-effect’. The ‘home-market effect’ assumption is based
on the idea that especially the development of new or changed products must take place in close
connection with the market, and thus if an entrepreneur decides to direct a product for the export
market only, he would lack the close access to the crucial information that, in accordance with
Lundvall's user-producer relations, must be exchanged between producers and their consumers.
Since the ‘home-market-effect’ is not assumed to be of equal importance in all types of products,
the statistically estimated relations are allowed to differ according to their innovative
characteristics as established by Pavitt (1984). Linder’s analysis is extended by not only analysing
the importance of home-demand (forward linkages), but also advanced suppliers (backward
linkages). The sophistication of users and suppliers is measured by patenting activity in this

chapter.
The analysis of chapter 7 shows that linkages are significantly related to export specialisation for
scale intensive and specialised supplier industries, while no significant relation can be found for

supplier dominated and science based industries.

The concluding part IV of the thesis does not only summarise the preceding chapters and reflect
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on the three levels of questions presented above, it also offers some reflections on political
implications of linkage studies in chapter 9. The by now well known cluster approach, which
ascribes its world fame to the work of Porter in the early 1990's, is the guiding point of the
discussion in chapter 9. Technology is not an explicit factor in cluster studies of the Porter type,
rather the criteria for being a dynamic cluster is international competitiveness. Porter-type cluster
studies are included in this last part of the thesis since they have played an important role in
introducing the linkage concept in a policy perspective, and, as such, have contributed to turning
an increased attention towards the systemic - interdependent - nature of economies. But there
is a call for alternative measures of linkages in advanced economic systems. It is proposed that
the need is primarily for a move towards a more dynamic expression of linkages and clusters. A
promising approach is to follow in the footsteps of Dahmén, who focussed on clusters based on
a systemic view. Clusters are in this context complexes of industrial interrelations that can be
perceived as factors stimulating economic development through different push and pull effects as
well as more indirectly by creating a stimulating environment (in geographical as well as economic

space) in the lines of Mardlan external economies.

Let me finally turn to the limitations of the thesis. | criticise the Leontief framework for being to
static in its nature, and for being unable to deal with technology in other than a very mechanistic
way. The ideal is a dynamic analysis, but given the nature of the data sources in the present
analysis, a dynamic analysis is not possible, and thus we have to make do with a comparative
static analysis. But different types of comparative statics exist, and one way to distinguish the
present analysis from other types of analyses could be to relate to the concepts of static versus
dynamic efficiency as introduced by Dosi et al. (1990). ‘Static’ efficiency is related to allocation
while ‘dynamic’ efficiency is related to innovative and demand dynamism (Dosi et al., 1990, p.
269). The Leontief framework is basically characterised by static efficiency, while the
technological change framework is related to dynamic efficiency. And through introducing
technology and innovation into the linkage specifications, the synthesis which | present is also

related to dynamic efficiency even though the analysis is still static in its basic nature.

| by no means claim to solve the many problems arising in the process of creating a synthesis

between the economics of technological change and input-output economics, but by the mainly
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empirical approach presented in the following chapters represent a strategy which, | hope, may

bring the process a small step further, acknowledging that a lot of work still remains to be done.
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Part I: The Theoretical and Methodological Starting Point

This introductory part of the dissertation deals with the theoretical foundation of studies of
technological linkages. The role of linkages to users and suppliers as a major factor in the process
of knowledge creation and technological development is coming increasingly more into focus
within the field of economics of technological change. But the theoretical framework for studying
interdependence appears to be fragmented and unstructured. Chapter 2 has the modest aim of
revealing which basic economic structures are implicitly underlying the analyses of technological
interdependence. The input-output framework can, if we stick to treating the equilibrium
assumption as a book-keeping principle, be used as a starting point for introducing technological
interdependence into the system. In its aim to develop a more coherent framework for studying
interdependence with respect to technological development and innovation in an economic
system, the chapter puts Leontief's input-output scheme into the same overall framework as
Schmookler’s primarily demand-side driven considerations regarding the combination of user
wants and producer knowledge, Rosenberg’s more supply-side oriented empirically founded
analysis of the importance of interdependence in technological development, and Lundvall's user-
producer interaction. It is argued that these are all important steps on the way from the basically
static input-output system to a more dynamic understanding of the role of interdependence in

technological development.

Chapter 3 proceeds with a survey of the traditional linkage literature and succeeding attempts to
develop measures of interindustrial linkages. The chapter ends up with an application of a range
of the measures on contemporary Danish data, as well as some exploratory work on including
technology into linkage measures. The purpose of the chapter is twofold: first to illustrate the
empirical and theoretical starting point of linkage studies with a major emphasis on the
contribution of Albert O. Hirschman, who primarily was focussed on developing countries, but
also provided some general insights regarding economic structures; second to empirically compare
different specifications of linkage measures, as well as to evaluate the quality and applicability of

the different measures.
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Chapter 2: Theoretical considerations of interdependence - a historical
overview from static structures to incorporated technological change

Long-term economic growth is primarily the result of
the growth of technological knowledge - the increase
in knowledge about useful goods and how to produce
them [....]. Since eacmdustry buys inputs (products)
from other industries, the production technology of the
former consists to a large extent of the product
technologies of the latter

(Schmookler1966, p. 196).

2.1 Introduction

This chapter demonstrates that the study of interindustry relations by no means is a new thing. It
also shows that elements of a common conceptual framework can be detected between traditional
input-output interindustry studies, and contemporary studies by the followers of Schumpeter of
the role of interdependence in technological development. Some major differences can be
identified as well though, in particular in relation to the positioning within an overall theoretical

framework.

Leontief was a major driving force in the process of recognizing the importance of interindustrial
interdependence, bringing back to life the notion of the economy as a circular system (Leontief,
1928/1991), which was first presented by Quesnay Tefiteau Economiqué 766/1973). With

his study of qualitative input and output relations in the economic system of the United States
(1936) Leontief attempted to create a Tableau Economique for the United States for the year
1919. Whereas Quesnay’s Tableau Economique supported and sendedtiate the
Physiocratic perception of all value stemming out of land, Leontief's major aim with his first
construction of a Tableau Economique was to supply an empirical background for the study of
the interdependence between the different parts of the national (American) economy on the basis
of the theory of general economic equilibrium, which was developed by Walras more than a

century after Quesnay’s first presentation of the Tableau Economique.

! Product technology = the knowledge used in creating products
Production technology = the knowledge used in producing products (Schmookler, 1966, p. 88).
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Leontief went on to study thetructureof the American economy (1941;1953), and structural
analysis has been a major field of application of the input-output technique. The issue to be dealt
with here is the role played by Leontief as the starting point of interindustry analysis iff the 20
century, starting with studies of static structures and ending up with studies of the relation
between industrial interdependence and technological change carried out within the

Schumpeterian tradition.

The starting point of section 2.2 is the classical static Leontief system, which was later developed
in an attempt to study dynamics by introducing a time perspective through including investment
effects. This is followed by an analysis of the contributions of Pasinetti in relation to the study of
the consequencesf technological change. The Leontief and Pasinetti approaches share the
common feature of exogenous technological change. Attempts to endogenise technological
change are presented in section 2.3, starting out with Dahmén’s development blocks and
Schmookler's considerations of the importance of user competences in technological
development. The section then moves on to Rosenberg’s considerations of the role of
technological interdependence. Through proposing a simple extension of the dynamic input-
output scheme by making technical coefficients dependent on knowledge in both own sector and
related sectors, a formal representation of Rosenberg’s main ideas is attempted. Also section 2.3
discusses technological interdependence at the micro level, still maintaining a relation to the input-
output framework. Finally, the chapter is wrapped up in a discussion of the importance of a
coherent theoretical framework for studying technological interdependence, as well as reflections

on the present state of this framework.

2.2. The classical interdependence literature

2.2.1 Theoretical considerations of interdependence - the Leontief scheme

The fact that an economy is an interdependent system has been acknowledged for centuries and
it is the foundation of almost all economic theorizing, including the entire general equilibrium

framework. But it was not until Leontief presented his input-output framework that we were able

to study the functioning of this interdependence in a more detailed manner.
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Leontief takes the general equilibrium theory as his point of departure by turning the attention to
the principal merits of this theory, which is making it possible to take account of the highly
complex network of interrelations which transmits the impulses of any local primary change into
the remotest corners of the economic system. But he at the same time points to the problem of

the static nature of this theory:

The general, and at the same time dynamic, type of analysis still remains an unwritten chapter
of economic theory, the claims of innumerable “model-builders” notwithstandingThe [...]
theoretical approach, based on the combination of the complexities of a general interdependent
system with the simplifying assumptions of static analysistitoes the backgrund of this

investigation(Leontief, 1941, p. 33).

Thus Leontief (1941) iMhe Structure of American Economsesents a scheme of ‘general
interdependence’, which as a first step, is described under the assumption of stationary
equilibrium. The technical setup efch industry in the economic system is described by a series

of as many homogeneous linear equations as there are separate cost factors involved (Leontief,
1941, pp. 34-37).

Leontief's scheme implies a formal rejection of the marginal productivity theory since the marginal
productivity of any factor equals zero: the output will not increase unless the inputs of all the
other factors are also increased according to their respective coefficients of production. Put in
another way, the production function used by Leontief excludes technical substitutability of

factors within the framework of any given production process.

An important distinction when dealing with industrial interdependence is betneaestry and

Leontief claims that this assumption does not imply a severe break with the logic of factor substitution:
In theoretical discussions ‘factors of production’ are still in most cases reduced to land, labour and capital,
although there in some cases also is a distinction between consumers’ and producers’ goods industries.
Thus when the concept of technical substitution and the law of variable proportions is applied to
aggregated industries in a moraligtic economic system, they have as their main function the
concealment of the non-homogeneous character of conventional industrial classification. Leontief claims
that many cases of so-called factor substitution can be traced back to simple interindustrial shifts, without
any reference to variable factor combinations within separate strictly defined industrial setups (Leontief,
1941, pp. 39-40).
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commodity Leontief defines thefficiencyof the commodityk, as composed by the productivity

of industryk and the productivity of commodiky The productivity of an industiyrefers to the
productivity related t@roducingcommodityk, while the productivity of commoditiy refers to

all the industriesising commodityk: if all industries applying commoditly as an input have
reduced the amount of the commodity required in the production of any other commodity, then
the productivity of commoditk has increased. If the productivity of the industry and the
commodity were to change proportionally but in opposite directions, then the efficiency of the
commodity would remain unchanged from the perspective of the total economy (Leontief, 1941,
p. 64). This distinction is somewhat related to the spillover discussion regarding the problem of
determining whether productivity gains in a given industry can be ascribed to the industry itself
or to the industry’s supplying industries. It is especially related to problems with so-called rent
spillovers where the productivity or quality gains in tlg@ying industry are not entirely
expressed in the price of the product from this industry. It should be noted that Leontief never
engaged in the spillover discussion though, but in present day input-output analysis it is a
substantial research area (for some of the more recent contributions tdidiaersgiscussion

within the field of input-output economics see e.g. Bernstein, 1997; Los, 1998; Verspagen and
De Loo, 1998; Wolff and Nadiri, 1993).

The role of the equilibrium assumption

The general equilibrium theory defines and stratifies the basic types of economic phenomena and
describe their mutual interrelationships in such a general form that only few, if any, operational
propositions concerning measurable properties of specific economic systems can actually be
derived from them (Leontief, 1954, p. 41).

What the general equilibrium theory shows is that the magnitudes of the outputs, the inputs and
the prices of all commodities and services in principle can be derived from three sets of data: 1)
the supply of primary factors of production; 2) the production functions reflecting the

technological possibilities of the economy; and 3) the consumption functions describing the basic

structural characteristics of the households of the economy.

The empirical input-output approach is focussed on collecting data reflecting the basic structural
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relationships of the economy concerned. All the other operational properties of the input-output
approach are then derived deductively through computations on the primary empirical data into

appropriate theoretical general equilibrium formulas (Leorit@%4, p. 44).

The notion of general equilibrium as applied by Leontief plays different roles for the analysis of
input-output structures depending on the focus of the study. If the aim is to determine prices in
the system, then the general equilibrium assumption is of crucial importance. From the point of
view of Schumpeterian economics of technological change the notion of general equilibrium has
some disturbing features: this particular field of economics has its main emphasis on the dynamics
of economic systems, on how they are always evolving and never reach a resting point. The fact
that general equilibrium theory in its basic form treats tastes, technology and resources as
constant, non-economic factors does not fit well into this framework. We are still far from a
coherent theoretical framework of ‘economics of technological change’ or ‘evolutionary
economics’, which is the main label usually applied to this field of economics. This is not to claim
that important theoretical contributions have not been made within this field (the most
distinguished example being Nelson and Winter, 1982), but wellbfar $tom a general theory

in the same sense as the general equilibrium theory. And maybe we willeaslesuch a general
theory, simply because those days are over, where it is believed that it is possible to have a general
model for describing the main rules of this very complex - an in many ways unpredictable -

system called ‘an economy’.

Leontief's choice of a stationary equilibrium as the starting point of the description of the
theoretical scheme for studying interdependence is guided by his wish to carry out an empirical
study of interrelations among different parts of a national economy as revealed through
covariations of prices, outputs, investments, and incomes. His inquiry is in his own words a
compromise between unrestricted generalities of purely theoretical reasoning and the practical
limitations of empirical fact finding (Leontief941, pp. 3-4). In particular we are todal/fsicing

the problem that the entire input-output framework is based on the assumption that the economic
system we are studying is in an equilibrium position. In a book-keeping sense it might be an
equilibrium, but a general equilibrium in the sense of a market clearing equilibrium is far from the

assumptions behind economics of technological change.
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2.2.2 Introducing technology in the input-output scheme

Leontief's main contribution to economics lies in the development of a tool and analytical
framework for studying the economic importance of relations between industries. Leontief sees
these relations as reflections of the structure of the technology of the economic system in question
(Leontief, 1951), but what this chapter aims to do is to extend this rather narrow perception of

technology to embrace the use of knowledge in the production process.

Leontief has on several occasions underlined the importance of technology, often linking it to the
problem of unemployment (see e.g. Leontief and Duchin, 1986), and to economic change in

general:

Among the many factors that have promoted economic change, | believe that technology or,
rather, change in technology is the most promineni.[S]cience very quickly leads thange

in technology, and.[.] change in technology is the driving force of developr{lesintief in

Carter, 1996b, p. 315 and p. 318).

Technology in a Leontief input-output framework is represented by ‘technical coefficients’ which
express average values, partly by referring to groups of industries (a certain degree of aggregation
is unavoidable) with different cost structures, partly by referring to whole series of techniques
applied simultaneously in each line of production reaching from the oldest technique which is still
applied to the most recent technique which has just been introduced in the most modern

production units (Leontief, 1953, p. 23).

The ways that technical coefficiehtisave been used in analysing the structure of economic

systems - the most famous examples being Leontief's study of the structure of the American
economy 1919-1939 (Leontief, 1941), and the follow-up analysis by Carter of structural changes
in the American economy during the period 1939-1959 (Carter, 1970) - are characterised by being

essentially static in nature.

3 Punzo (Goodwin and Punzo, 1987, p. 182) points to the ambiguous nature of the coefficients which at

the same time are exchange and production coefficients.
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According to Leontief economic change can theoretically be explained either as a structural
change or a dynamic process. If economic change is perceived as a structural change then the
variation on the dependent variables is related to underlying changes in some of the fundamental
data of the system. This way of perceiving change is purely static. If, on the other hand, economic
change is perceived as a dynamic process, then the axioms of change are perceived as given, i.e.
they are inherent in the structure of the mechanism of determination. Thus change is an inherent
element in the economic system. It should be stressed that the difference between the two
perceptions is purely theoretical and does not refer to different empirical situations (Leontief,
1953, p. 17). Leontief defines structural change as a change in the structural matrix of an
economic system (the matrix of technical coefficients), and systems with different structural
matrices are by definition structurally different (Leontief, 1953, p. 19). Carter follows Leontief's
definition of structural change as change in technical coefficients. But Carter points to one
important factor creating uncertainty: no matter how disaggregated the sectoring, there will
always be structural changes which are due to changes in ‘production technology’, and changes
which are due to changes in the ‘product mix’ of the sector. This is due to the previously

mentioned average feature of technical coefficients (Carter, 1970, p. 8).

Another problem in relation to traditional economic theory is the clear-cut distinction between
substitutiori (i.e. movement along a given production function) @athnological changé.e.
changes in the production function). Since a given input-output structure only describes one single
combination of inputs, without any alternatives, both substitution and technological change will
lead to changes in input-output structures (Carter, 1970, pp. 10-11). In relation to the production
function in should be noted that strictly speaking the system cannot be given a technological
interpretation unless we add the hypothesis that it is in fact a (partial) realization of the production
functions. Furthermore a technological description of a system using the structural matrix lacks
a large number of coordinates referring to all inputs that go through the market only at irregular
intervals, e.g. fixed capital, goods installed in productive units, goods in process, stocks of
intermediate goods etc. (Punzo in Goodwin and Punzo, 1987, pp. 180-181). Finally there is the
fundamental problem with the perception of the production function building on the assumption

that either the producer has the capabilities to run an activity according to a given production

4 Substitution is, as illustrated in page 19, excluded in the production function proposed by Leontief.
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function or he does not, i.e. the production set, expressed by a production function, is taken as
given without considering changes over time (Nelson and Winter, 1982, pp. 60-61). This is just

to point to some of the theoretical and methodological problems in the input-output approach.

In relation to technological change as expressed by invention and innovation, invention in itself
does not affect input-output coefficients, but innovation and diffusion does, and thus changes in
input-output coefficients subsume long- and short-run substitution along with innovation and
diffusion of new techniques (Carter, 1970, p. 217). Thus alternative means are necessary in order
to use input-output relations in analysing technological interdependence as opposed to purely
economic interdependence. Section 2.2.3 below will go further into the way Leontief attempts to
include technological change more directly into the input-output framework, but before turning

to that a brief introduction to how Carter has dealt with knowledge is in order. The measurement
problem expressed by the discrepancy between traditional economic measures of input and output
and the knowledge based economy, whose performance these inputs and outputs represent, has
been a central issue in some of the more recent work of Carter (1996a). One important new input
IS ‘metainvestment’, i.e. investment in change itself (Carter, 1994). Metainvestment includes
conventional R&D as well as costs for building markets and supply networks for procuring new
inputs, implementing new processes, learning and managing the sequence of effecting change.
Carter calls for new models and new variables, implying a need for new measures, in order to
study an economic system geared to change, but does not propose how this is to be done within
the limits of an input-output setting, and thus section 2.2.3 below will return to developments

within the narrow input-output framwork.
2.2.3 ‘Dynamic’ input-output analysis
Different attempts to dynamize the input-output approach have been presented. The first was

Leontiefs dynamic inversewhich introduced capacity expansion and the corresponding

investment processes explicitly into the system. (Leontief, 1970/1977, p. 50). This implies that

Theoretically Leontief relates the dynamic inverse to Quesnay’s ‘productive advances’, Marx’ ‘process
of expanded reproduction’ and Béhm-Bawerk’s ‘roundabout production’ (Leontief, 1970/1977, pp. 70-
71).
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part of what has been included as an exogenous element in final demand, i.e. investment in the
form of annual additions to the stock of fixed and working capital used by the productive sectors,
is now included in the functional expression that determines the growth in sectoral output.

Whereas the basic static input-output system can be represented by the expression:

X- AX =,

the dynamic system is represented by:

X - At X - Bt+1 (Xt+1 - % ) =G

wherex, is a column vector of sectoral outputs produced in typarthen sectors;

A, X, represents the input requirements ohatidustries in yeat;

B..; (X1 - X, ) represents the investment requirements, i.e. the additions to the production stock
that would permit alh industries to expand their capacity of outputs from y/gayeart+1 from

the volumex, to x,,. The subscript+1 attached to matriB refers to year of use, not year of
production;

¢, is a column vector of deliveries to final demand (Leontief, 1970/1977, p. 51).

As illustrated by the equation, the capital goods produced ingsmassumed to be installed and
put into operation in the next ye&f1. The time subscripts attached to the structural matrices
allows for using different sets of flow and capital coefficients for different years, thus

incorporating technological change into the dynamic system (ibid.).
The trick is then to construct a system of linear equations of the above type, with one equation

for each year, and thus creating a system of interlocked balance equations describing the

development of a given economic system over a period of time:
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The solution of thisystem determines thegeence of annual total sectoral putis that would
enable the econonto yield the sguence of final annual deliveries describgdtive arrg of

column vectors entered on thght hand side, which @xess the deliveries to final demand.

The ystem is solvedyosubsguently substitutilg the solutions of angeiation into therevious
equation, i.e. startigby substitutirg the solution of the lasgaation into the guation next to the
last and thuproceedily stepwise throgh the whole set ofgrations until we reach the first
equation. When thigrocess is copleted, we end pwith a set of quations egressimg the
unknownx’s (sectoral oytuts) in terms of given set ofc’'s (deliveries to final demand). The
vector ofc’s is premultplied by the gjuare matrix which is the result of the substitupoocess.
This guare matrix is thelynamic invers¢Leontief, 1970/1977. 52), and the term jchamic’

thus refers to the introduction of time into tlystem.

Leontief gplied the method of theydamic inverse in an arnais of the structurgiroperties of
the American econoynn theyears 1947 and 1958. The migpyears were filled out usythe
assurption that the shift of technodry from 1947 to 1958 occurregradualy over the
intervenirgyears (Leontief, 1970/197f@,56). One irportant contribution of theyshamic inverse
is the illustration of sectoral differences witlgaeds to time horizons. The time geaof the
elements of theyshamic inverse thagoverns direct and indirectgeirements varies from indugtr
to industy, stressig that while the oytut of oneparticular industy for a given year mght
primarily dgpend on the coposition and the level of final demand for the sae@r, the oyiut
of another indusyr might reflect deliveries to final demand seveyebrs later (Leontief,
1970/1977p. 65).
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The technological change dealt with in the dynamic inverse is purely exogenous. Thus the method
shares a common feature with the method for introducing technological change in an input-output

framework presented in another seminal work: Pasinetti (1980;1981).

2.3 Pasinetti’s vertically integrated sectors: structural change and economic growth

Pasinetti, who is inspired by Sraffa’s (1960) model of production, used the input-output approach
in an analysis of growth and structural changeSthactural Change and Economic Groveth
dynamic model of production, fulfilling - withoutecessarily leading to - the conditions of full
employment, is presented (Pasinetti, 1981). Pasinetti's model represent an important extension
of the traditional Leontief scheme by turning the attention towards the effects of technological

change.

In the Pasinetti universe all production inputs can be reduced to either inputs of labour or to
services from stocks of capital goods (Pasinetti, 1981, p. 29), i.e. all production processes are
considered to be vertically integrated. In Pasinetti's scheme Man represents the central focus
(Pasinetti, 1981, p. 23), whichlvsecure continuos technical development since - as long as the
intellectual abilities of mankind do not deteriorate - technical progress is an inherent characteristic

of human history.

Vertically integrated sectors are, rather than being related to industries, related to final goods. In
relation to the analysis of technological development, vertically integrated sectors have their
primary advantage in their ability to take irocount the fact that obsolete capital is replaced by
new capital of another quality. During a period with technical development any comparison of
capital at different points of time will loose its relevance in relation to a dynamical analysis, if
capital is expressed in terms of ordinary physical units. But if the capital is expressed in units of
productive capacity then the relation between capital measured in different points of time
maintains its relevance, even though the composition of the capital stock has changed. Obsolete
capital will in a situation like this be considered asaegdl if the economic system at the end of
each period of production has the same productive capacity as in the initial situation (Pasinetti,
1980, p. 42).
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Pasinetti applies the system in which all processes of production are vertically integrated in a
dynamical analysis of a system with growth as a consequence of an increasing population and of
technical change respectively. It is assumed that the increase in population is exogenously given
and constant (Pasinetti, 1981, p. 51), and the technical rate of development is assumed to be
constant over time in each sector, i.e. the productivity increases with a constant rate but at
different rates in each sector (Pasinetti, 1981, pp. 81-82). The assumption regarding the constant
rate of growth in productivity is not crucial for the results of the analysis, and it is only included

for simplifying reasons.

If there is technical change then each technical coefficidirdecrease with its own rate over

time. This implies among other things that the structure of employment will change, with a
tendency of generating unemployment unless there is a corresponding tendency for an increase
in the coefficients of demarfdf the system is to maintain an equilibrium growth path (i.e. growth

with full employment) it is necessary that the per capita income is constantly increasing (Pasinetti,
1981, pp. 219ff). It is also necessary that the workforce is so flexible and mobile as to make it
possible to move labour between sectors. The price structure must also necessarily be subject to
continuous change if the technical rate of development varies between sectors. If the relative
prices remain constant from one period to another, while there are different rates of technical
progress in the different sectors, it implies that a cumulative distortion of the price system will
take place. In a situation like this therdd mo longer be a ‘natural’ relation between production
costs and prices. Thus the structure of demand must change according to economit growth.
When the productivity increases then the per capita income will raise and the increasing demand
will concentrate on a shifting set of goods (cf. Engel's Law). This implies that the rate of change
in demand for each producilMpe subject to a continuous change, and it will most often differ
from the rate of change of demand for any other good. Punzo (in Goodwin and Punzo, 1987, p.

198) describes the role of the final demand as a dynamicéizstalbvhich cannot in general

It is apparent that Pasinetti shares a common interest with Leontief in this focus on the relation between
technological development and unemployment.

It should be noted that Pasinetti’s point of departure is a situation with full employment. Growth can
either be a consequence of technical progress or a growing workforce.
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follow a steady expansion path. Each sector’s actual production will thus follow its own path with
a non-stable rate of growth. This can cause problems for the individual unit of production since
it is facing an unstable demand for its product, and thus itag#l problems with the long-term
planning of the production. This is in contrast with a basic assumption in neoclassical economics:

the existence of perfect information and the absence of uncertainty.

Pasinetti claims that there is no natural mechanism which guarantees that the economic system
will tend to develop along an equilibrium growth path. Thus there is a need of a deliberate public
policy which regulates the economic system in order to avoid severe fluctuations in the business
cycle (Pasinetti, 1981, pp. 23788and the firms will have to engage actively in the process of

maintaining an increasing demand that can ensure full employment.

Pasinetti has with his model captured many of the factors a traditional (neo-classical) economic
model cannot explain. Pasinetti takes as his point of departure the fact that we are living in a
period of time with rapid changes and the basic purpose of his model is to explain the implications
of this for a unspecified economic system. How an actual system might react depends on the

institutional setup and the way this affects the basic mechanisms.

According to Pasinetti there is not, at any given point of time, any logical difference between his
approach with vertically integrated sectors and a more traditional input-output analysis. It is
basically the same issues that are treated applying two different methods of classification: the
coefficients of production in a vertically integrated model are a linear combination of the
coefficients of production (the ‘technical’ coefficients) in the corresponding input-output model.

Thus it is possible to pass from one model to the other by an algebraical re-arrangement,

Thus Pasinetti is perceived as a neo-Keynesian.

Four ways in which a pattern of steady growth can be aimed at are proposed:

. try to utilise the existing physical appliances, personnel, organisational and financial structure, technical
know-how, etc. to enter new fields of production where demand is expanding, or to introduce entirely new
products;

. keep a reservoir, or backlog, of ideas about new products and new investment products, in order to smooth
out prospective difficulties and ensure a potentially steady expansion;

. try to manipulate consumers’ decisions through advertising;

. find out new outlets abroad or directly develop new markets abroad (Pasinetti, 1981, p. 224).
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corresponding to a process of solving a system of linear equations (Pasinetti, 1981, p. 111). The

‘bridge’ between the two methods is the inverse matrix.

Also from an empirical point of view there is a great resemblance between the method applied in
Pasinetti’s dynamic vertically integrated sectors, and the method applied in a static input-output
analysis (Pasinetti, 1981, p. 109). Both methods build on coefficients that express actual results
of production. The technical coefficients of the input-output analysis and the coefficients of

production in the vertically integrated sectors are both the result of a choice made from a larger
set of possibilities - all alternative possibilities that were not chosen are irrelevant in both cases.
The coefficients in both methods are to be perceived as expressions of physical, observable

guantities.

The two methods do not share their perception of the process of production though. The
traditional input-output approach deals with the directly observable interindustry transactions,

while the relations in the vertically integrated system are perceived as part of an ongoing process -
this process reaches its completion only when the product comes out as a final commodity

(consumption or investment good) (Pasinetti, 1981, p. 110).

But as mentioned in the introduction to the Pasinetti scheme, traditional input-output analysis
(applying the dynamic inverse) and Pasinetti’s vertically integrated sectors also share the common
feature that technology is exogenously gi¥&nhe incorporation of technical change is at the
core of the present chapter, and thus the next section will turn to attempts to include technology

as an endogenous factor in the economic system.

10

Thus Pasinetti’'s attempt to explain the relation between structural change and growth is contrary to a
main strand in the so-called endogenous growth theory. In this theory technology is made endogenous
by including a technology producing sector where technology (design) is assumed to grow exponentially
for a given research effort (among the first significant contributions within this scheme were Romer,
1986; Romer, 1990; Grossman and Helpman, 1991a). Thus, technology and innovation within this
scheme is a result of deliberate activities in the business units (Fagerberg, 1992b). However, the way new
growth theory includes technological linkages, which primarily is through international spillovers
(Grossman and Helpman, 1991b), differs substantially (spillovers being characterised by being
unintentional from the perspective of the ‘supplier’) from the interdependence approach dealt with here,
and thus we will not devote further effort to this string of theory in the present context.
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2.4  Towards an endogenous explanation of technological development

One way to increase the understanding of the importance of interdependence for technological
development, and not just assessfifiectof technological change, is to analyse the endogenous
evolution of the technical coefficients. In the previous section the technological change did not
depend orthe relations/linkages, but rathefluencedthe structural relations. This section will

deal with attempts to explain technological development as inseparably related to industrial

interdependence.

Dahmeén’s development blocks are one starting point. A development block refers to a sequence
of complementarities which by way of a series of structural tensions, i.e. disequilibria, may result
in a balanced development situation (Dahmén, 1988, d.A6ilevelopment block is related to
structural tension, which is illustrated by an example that also shows the importance of backward
and forward linkages (see chapter 3 as well as Hirschman, 1958). The example is taken from the
British textile industry in the 1730's: the introduction of the flying shuttle in the process of
weaving cloth led to an acute shortage of yarn. This induced a number of inventions and
innovations in spinning (i.e. we are here dealing with the effect of a backward linkage from the
weaving industry). But the innovativeness in the spinning industry made the weaving industry fall
behind until it came up with the mechanical loom (which thus was the result of a forward linkage
from spinning). Thus until a balanced situation was reached between the spinning and weaving
industry through the introduction of the mechanical loom a series of structural tensions between
the two industries had been at play (Dahmén, 1988, p. 5, note 3). But the development potential
had to exist for the structural tension to lead to a dynamic development process, i.e. structural

tension does not in itself create a development block.

Dahmén poses a critique of the input-output framework by stating that:

A complex of interindustrial interrelations is easy to understand and is also possible to identify,

1 Dahmén’s 1988-article dibevelopment Blocks' in Industrial Economidsaws on his doctoral thesis
from 1950 (published in English in 1970), i.e. the concept of development blocks was originally
introduced around the same time as some of Leontief's major contributions. | have chosen to use the
1988 article in the present chapter, since it presents a much more structured introduction to
development blocks.
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e.g. by input-output schemeghen viewed as a set of static interrelatiomut by the use of
neoclassical eyeglasses one is likely to miss a point which is crucial, nantimamaicsof the

interrelations(Dahmeén, 1988, p. 7).

Dahmén goes on by stating that the analysis of the processes whereby interrelations evolve
through time, by looking at how and why decisions are taken at micro levels is the most promising
way to study Schumpeterian dynaniiesstill argue though, that input-output interrelations at

the macro/meso level can increase our understanding of industrial dynamics at the meso and

macro level?

A relation between innovative capabilities of producers and the progressiveness of their users that
is not unlike the structural tension between producer and user capabilities dealt with by Dahmén

(as exemplified by the British textile industry) is pointed out by Schmookler:

the greater part of the output of most industries is sold to other industriespr this reason,
contrasts between the “progressiveness” of the former with the “un-progressiveness” of the
latter are likely to be misleading. The ability of the former to market new products depends

precisely on the “progressiveness” of their custom@&shmookler,1966, p. 174).

Schmookler goes on by stating that

The high degree of interdependence of the industries in a modern economy may mean that the
net genuine superiority in the improvement possibilities of one industry’s total technology over
another’'s may easily be less than one might infer from simple interindustry differences in, say,
the ratio of each industry’s patents to its value added, because the best way to improve an
industry’s technology is often to improve the inputs it buys from other induSdesookler,
1966, p. 175).

At first glance there does not seem to be that great a difference between the way Schmookler

stresses the importance of interdependence for technological development, and the way the

12 For a further discussion of Dahmén'’s perception of Schumpeterian dynamics see Dahmén (1986).

13 Section 2.4.1 will deal with some aspects of the micro level.
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interdependence is analysed in a traditional input-output framework. But what distinguishes
Schmookler from a traditional input-output way of thinking is the emphasis his puts on the role
of the user for technological development. In a traditional input-output framework the user only
plays a role in relation to the amount he or she uses, as well as in relation to the forward linkages
the user has in the production chain. In Schmookler’s universmthpetencef the user is an
important factor in determining the ability of the former to market new products. But on the other
hand the argument thah® best way to improve an industry’s technology is often to improve the
inputs it buys from othemdustries can be directly linked to Leontief's above mentioned
distinction between the productivity of an industry and the productivity of a commodity, recalling
that the productivity of a commodity refers to all the industries using the commodity. Thus it is
primarily in relation to the user competences that Schmookler’s ideas are distinguished from what
can be incorporated in a traditional input-output framework, and as such express some similarities

with Dahmén’s approach.

The underlying reason for Dahmén studying development blocks is the understanding and
explanation of growth. Also the contributions from the input-output tradition, represented by
Carter and Pasinetti, have had a strong focus on growth. A corresponding contribution from the
technological change tradition is Rosenberg’s ‘Technological interdependence in the American
economy’ (Rosenberg, 1982b), in which the explanation of the long term growth of the American
economy is the analytical starting point. Rosenberg’s focus is on the importance of technology
and innovations, and the article has a very strong empirical foundation. But soon it becomes
apparent that much of what Rosenberg is discussing is closely related to what in Leontief's
universe is labellethe efficiency of a commodityow the productivity of an industry and/or the
productivity of a commodity in some cases have had major impacts on the development and
growth of the entire American economy. An example of a productivity increase in an industry
with a major effect on the whole system is the railroad sector. Rosenberg refers to a study
illustrating an extremely large productivity growth in the railroad sector betb&#&hand 1910
(Rosenberg, 1982b, p. 69). This increased efficiency of the ‘transportation commodity’, through
a productivity increase in the transportation industry, had significant influences on all of the
American economy, but in particular agriculture, since regional specialisation now became

economically viable. Rosenberg generalises this feature by stating that
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Input-output information enables us to predict that cost-reducing technological changes in some

sectors are likely to have wider-range repercussions than similar changes in other sectors. It

highlights the pervasiveness of cost reductions in such sectors as transportation, energy,
services, and communications, and makes it possible to identify and assess the relative
significance of such cost reductions in different sectors of the ecqiRmsgnberg, 1982b, p.

73).

Even though Rosenberg focusses on the impact of cost reductions rather than changes in the final
demand, the kinds of sectors he is aiming at are closely related to the key sectors identified within
the input-output based linkage literature (see chapter 3 and Hirschman, 1958; Hirschman, 1977;
Rasmussen, 1957). And the concept of key sectors is important in order to understand which
typesof industries are likely to be most influential as upstream or downstream industries. In
general an industry which is centrally placed in the economy, i.e. it has many linkages to both
users and suppliers, is most likely to have a large effect on the economic system as such through
its linkages, while it is more difficult to characterise the industries which play a large role for a
single or few industries through the quality of the inputs they supply or through their own input

requirements. This discussion will be touched upon in greater detail in chapter 3.

Returning to Rosenberg, he acknowledges the usefulness of input-output analysis in breaking

open the

“black box” in which the primary factors of production, capital, and labour are somehow
transformed into a flow of final outpufand input-output analysig}isplays a wealth of
information on the sectoral flow of intermediate inputs. The technique makes it possible to study
the process of technological change by examining changing intermediate input requirements
(Rosenberg, 1982b, p. 71).

Input-output analysis helps understand the structural interdependence ofthe economic systemand
how this changes over time, by providing coefficients that express the interindustry flows of goods

and services in a quantitative way.

But Rosenberg goes one step further by stating that not only has technological development in
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one sector important repercussions throughout the economic system via its price and efficiency,
but technological development in one sector of the economy has become increasingly dependent
upon technological change in other sectors. Thus when it comes to achieving a high rate of
productivity, industries are increasingly dependent upon skills and resources external to, and
perhaps totally unfamiliar to, themselves (Rosenld&¥82b, p. 73). Itis this kind of technological
interdependence - which is both related to input-output based interdependence stemming fromthe
flow of intermediate goods and services, as well as related to a more diffuse and hard to measure
interdependence encompassing e.g. technologies which are either complementary or can be
perceived as generic - which constitutes the endogenous element in the technological change. The
technical coefficients expressing the relations between industries thus change endogenously since
they are determined by factors internal to the system: they are among others a function of the
skills and resources in the surrounding industries which are relevant to the industry in question.
In any economic model it is necessary that the number of endogenous (unknown) elements equals
the number of equations in the model. In the input-output system final demand as well as technical
coefficients are exogenous, while the sectoral outputs are the only endogenous elements. If we
make the development of the technical coefficients endogenous, then we cannot express the
features of the system in one equation only, thus we have to include an extra equation. Let us turn

once more to the dynamic input-output model set up by Leontief:

X = A X - By (Xug - %) =G

The endogenisation implies thatis a function of e.g. a skill matriy;: A, = f(D,), but since this

skill matrix is again dependent of the relations between the industries, this expression is in fact too
simple to capture the dynamic interaction. The equation can be developed in a simple way by
assuming that the elements of the mafipa;,, are a function of the skills, or more general, of

the knowledge, in own industry as well as the knowledge levels in the ‘collaboYatidostries.

Thus the elements &, are determined as:

3 1=f(H; 1, Fjs By

14

Collaboration is used in a very broad meaning here, simply expressing exchange of goods and services
between industries.
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This equation states that the coefficients expressing flows from seotsectoy at timet+1,
8,1, are determined by the knowledge level in indussimthe previous time periddH,;,), the
knowledge level in the forward linkage industries at tir(f§;,), as well as the knowledge level
in the backward linkage industries at ting8;,). A time lag is introduced by making the technical

coefficients being determined by the knowledge levels in the previous time period.

Empirically F;, can be measured as; [X;,]H;;, i.e. the output coefficient weighted by the
knowledge level in the user industry. This expression implies that both the (quantitative) intensity
of the relation, as well as the knowledge level in the collaboration industry has influence on the

value ofF.

LikewiseB;, can be measured ag X, |H;,, i.e. the input coefficient weighted by the knowledge

level in the supplying industry.

A further specification can be made by makithglepend on knowledge creating activities like
R&D investments or the like, or a choice can be made of simply applying R&D as an expression

of knowledge, as is done in subsequent chapters.

2.4.1 Technological interdependence at the micro level

Of course other strategies have been chosen in the process of including technical development
more directly in the system. One example is Andersen (1997), who proposes an evolutionary
economic micro foundation to Pasinetti’'s scheme of the structural economic dynamics of a pure
labour economy by introducing a R&D intensity rule for each firm, stating that in each time period
the firm will spend a certain fraction of its labour on R&D (Anderdé®97, p. 6). Probdithy
distributions for firm productivity as well as innovative results are applied in the specification of
the features of the model. Since Andersen’s model is a development of the Pasinetti scheme, the
use of labour and the question of employment is central. The endogenous development of the

labour coefficients reveals that the long-run consequence of productivity growth in a multi-

15 This entire exercise of course implies that we are able to measure knowledge. For the sake of the
argument | will at this point assume that this is possible. In subsequent chapters | will go further into
the discussion of how to estimate knowledge levels at the industry level.
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sectoral economy is technological unemployment unless new consumption goods are produced
to a sufficient degree (Andersen, 1997, p. 14). But Andersen’s model is primarily a simulation
model which again analyses ttensequencesf endogenous technological development on the
need of production inputs (in this case labour), as opposed to the above suggested attempt to
describe how the knowledge and technological development in one industry is linked to the

knowledge and technological development in related industries.

Some much less formally structured micro based considerations of the role of interdependence
in technological development are presented in Lundvall (1985). Lundvall, in his own words, leans
heavily on Rosenberg (1982a) in the development of his arguments regarding the user-producer
perspective to innovation. Lundvall regards innovation as the result of collisions between technical
opportunity and user needs (Lundvall, 1985, p. 3). This is in line with Schmookler. The user
competences, just as in Schmookler, are an important factor. Competent users are of crucial
importance for leading the innovations in a satisfactory direction where the innovations are not
only influenced by the competencies of the producers, but also meet the requirements of the users.
Lundvall points to a number of cases in Denmark, in particular exemplified by the case of dairy
processing plants, where the plants, due to lack of competences among the users, were more
capital intensive, more inflexible, and more highly automated, than what corresponded to the cost
effective solutions and the needs of the users (Lundvall, 1985, p. 33; Lundvall et al., 1984). The
competences of the users are thus an important driving force in determining the direction of the

trajectory of innovations within a given technological field.

This interdependence and the user-producer relations presented by Lundvall are strongly related
to backward and forward linkages as discussed in the following chapter (discussing Hirschman,
1958), since these linkages act as strong restraints upon the firms’ opportunities: the linkages set
up the borders inside which user-producer relations can develop, and the opening up of new
channels of information and the development of new codes which cross these borders set up by
the existing backward and forward linkages will involve investment costs and an increasing

uncertainty compared to relations kept within the well-known frame.

A basic assumption behind Lundvall's argument is that innovative activities are carried out in units

engaged in production. Production is a routine process which results in a fairly regular flow of
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goods and services from producers to users. This is the kind of flows that can be observed in an
input-output table, as they describe the production linkages between users and producers.
Innovation, on the other hand, is the result of a search process with much less regularity in
outcome. Production and innovation are interdependent processes influencing and shaping each
other: information obtained through production, and the regular flow of goods and services, feeds
the innovative process, and innovation reshapes production and the regular flow of these goods

and services (Lundvall, 1985, p. 5).

Lundvall's arguments are primarily developed in relation to professional users, i.e. users acting
within the formal part of the economy, while the specific characteristics of final consumers are
ignored. This is also the case in the present chapter. But whereas Lundvall deals with interaction
between organisations, this chapter primarily has dealt with interindustrial interaction and
interdependence. A combination of these two approaches is proposed by Lundvall (1985, p. 71)
in his reference to Pavitt's taxonomy (Pavitt, 1984). Pavitt's well known article, where he sets out
to pave the way towards a taxonomy and a theory of sectoral patterns of technical change,
combines empirical evidence from 2000 significant postwar innovations in Britain with theoretical
considerations of the characteristics of innovative processes. The first characteristic is that
technical change is largely a cumulative process specific to firms. What a firm can realistically try
to do technically in the future is strongly conditioned by what it has been able to do technically
in the past. The second characteristic is that sectors vary in the relative importance of product and
process innovation, in sources of process technology, and in the size and patterns of technological
diversification of innovative firms. But nonetheless some regularities emerge, and these
regularities are captured in the proposed taxonomy. Different principal activities of firms generate
different technological trajectories, which can be grouped into three categaumdier
dominateg science basedndproduction intensiveThis last group can further be divided into

scale intensivéirms andspecialised supplierso we end up with four main categories of firms,
which are guided by sectoral differences in sources of technology, users’ needs and means of

appropriating innovative benefits (Pavitt, 1984, p. 353).

Whereas Pavitt’'s taxonomy can be perceived as the technological equivalent of an input-output
table (Pavitt, 1984, p. 345), it might seem somewhat more difficult to place Lundvall in the input-

output framework. If we take the dual role of the input-output coefficients mentioned by Punzo
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(Goodwin and Punzo, 1987, p. 182) - they are at the same time exchange and production
coefficients - into consideration, the task becomes somewhat easier. By focussing on innovative
activities as they are carried out in units engaged in production, and on how innovations
subsequently reshape the production and thus the regular flow of goods and services from
producers to users, Lundvall primarily perceives the input-output coefficiergzchange
coefficientsexpressing the flows of goods and services. The role as production (technical)
coefficient is only implicit in Lundvall’'s argument. Regarding the degree to which the evolution

of the technical coefficients is endogenous, it is thus necessary to devote a little more time to the
discussion of the character of these coefficients in Lundvall's user-producer framework. In the
initial situation the coefficients express the flows of goods and services between users and
producers in relation to the total production, and are as such equivalent to an ordinary input-
output coefficient. The relation between production and innovation can in a very simplified

manner be expressed by this figure:

Search process
”~ "

Production -~ Innovation

Figure 2.1: The simplified relation between production and innovation

Expressed formally we once again have an expression of thétyp&D,) whereD; is now
innovation, or the search process leading to innovation, rather than skills’knowledge as was the
case with Rosenberg, i.e. the evolution of the technical coefficients is also endogenous in

Lundvall's case.

The goods and service exchange relations between users and producers can be expressed as a

function of the search processes carried out in relation to the production:

8;1=f(S ), whereS,, is the search process carried out in indysatytimet.

The search process in industigan further be expressed as a function of the industry’s relations

(linkages) to other industries as well as the technological level of the industry:
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%,t:f( Fji,t! Bij,t! Hj,t)!

thus we can end up with a relation of the same type as in the Rosenberg case. The attempt to
incorporate technological change is in accordance with the concéyatiohal System of
Innovationapplied by Lundvall and others (see Edquist, 1997; Lundvall, 1992b; Nelson, 1993)
which aims at explaining the innovative characteristics and capabilities through the institutional
set-up and the intrinsic features of the economic system. One aspect of a national system of
innovation is not captured in this equation though: the institutional set-up and the historical
context. Nelson and Winter (1982, pp. 171-173) argue thatllingdefirm’s search for superior
technigues by taking input coefficiettér changes in these) as the objects of change suppresses
one of three important aspects of the search process: the contingent character of the search
process, i.e. the fact that search takes place in a specific context. The two other important aspects
are the irreversibility of the search process, and the uncertainty attached to the process. When
input coefficients are used for modelling search, the model loses contact with the fact that a search
for new techniques involves questions of improved machine design, work arrangement, etc. And
answers to such questions are generated by processes external to the firm. It could be argued
though, that to the extent that the backward and forward linkages, as it is the case in the
expression above, takes the knowledge level of the collaboration partners into consideration, some
of these external processes are partly taken into account. However, the model in the current form

does not take factors like the institutional setup and path dependence into account.

2.5 Conclusions

This chapter has given an historical overview of theoretical considerations of interindustry
relations, illustrating the link between the static structures of the original Leontief input-output
scheme and recent (Schumpeterian) attempts to include technological interdependence
(technological linkages) as important explanatory factors for economic (and technological)

development. Despite this link there is a lack of theoretical considerations and references to

16

When Nelson and Winter deal with input coefficients as objects for search, they focus on the price of

inputs. In the present context the focus is on the knowledge associated with the inputs (and outputs), i.e.
it is the knowledge relations that are assumed to be influential rather than the price inducement

mechanisms.
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classical discussions in much of the interdependence literature. The recent interdependence
literature can be divided into two main, strongly interrelated, strings: an empirically focussed
string analysing actual effects and structures of interdependence in the innovative or technological
process (e.g. Rosenberg, Pavitt); and a conceptually focussed string which primarily operates
within the National System of Innovation framework, represented by Lundvall in the present

context.

As the focus on the importance of interdependence increases, the need for a coherent theoretical
framework for studying technological interdependence becomes more obvious. As stated in
section 2.2 we will probably neveeach an evolutionary theory or a theory of technological
change with has the same wide applicability as the general equilibrium trezaysbk the general
equilibrium theory treats those factors which are of special interest in economics of technological
change - tastes, technology, resources - as constant, non-economic factors. It is evident that a
theory which is attempted to have a very general applicabditgssarily must be restrictive in

the number of factors it can include.

Thus this chapter has a more modest aim of revealing which basic economic structures are
implicitly underlying the analyses of technological interdependence. To a large extent the input-
output framework - if we stick to treating the equilibrium assumption as a bookkeeping principle -
can be used as a starting point for introducing technological interdependence into the system. This
technological interdependence is introduced through the addition of a further interpretation of the
input-output coefficients. Now they are not just expressing exchange and production but also -
through the weighting by a knowledge variablirect exposure to external knowled@ega
suppliers and users), which functions as an important input to the technological development
process. This attempt to get closer to an endogenous explanation of technological development
through the interpretation of input-output coefficients as expressions of direct exposure to
external knowledge will be applied in different settings in the following chapters, and it is as such

a cornerstone in the thesis.
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Chapter 3: Input-Output Based Measures of Interindustry Linkages
Revisited- A Survey and Discussion

..ongoing actiities because of their characteristics,
push or, more modestly, invite some operators to take
up new activities. Whener that is the case, a linkage
exists between the ongoing and the new activity
(Hirschman, 1977, p. 80)

3.1 Introduction

While the focus of the present chapter was a purely theoretical discussion attempting to create a
synthesis between the input-output and technological change traditions, this chapter will go
further into a theoretical discussion of the linkage concept as it was originally proposed by
Hirschman. The discussion will be supported by some empilisatations. The linkages dealt

with in this chapter are of a traditional input-output type, in their original form based on demand
stimulating effects only, classifying industries based on index values. The linkages discussed in the
present chapter do not reveal which industries are more or less related to each other through

linkages, this is a question which is to be dealt with in subsequent chapters.

Interindustry linkages have been studied since the late 1950's with the purpose of identifying ‘key
industries’ that are central for economic development. The present chapter gives an overview of
different specifications of linkage measures followed by an assessment of the empirical strengths
and weaknesses of the different measures. The chapter ends up with a discussion of the value of
the linkage measures in analysing modern economic systems, as well as with a discussion of the
possibilities of incorporating indicators of technology in the classical linkage measures,

acknowledging the increasing focus on technological linkages in contemporary economics.

The classical linkage literature can be viewed as the first attempts to measure the ‘pattern’ of
industrial interdependence. The classicalllinkage literature was not particularly concerned with the
relation between interdependence on the one side and technological development and technology
diffusion on the other, which has gained much interest in the recent years (see e.g. Leoncini et al.,
1996; Los and Verspagen, 1996; Schnabl, 1994; Schnabl, 1995; Verspagen, 1997), but was solely
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focussed on demand and supply effects, searching for the industries which had the maximal effects
on the total system through their demand and supply relations with other industries. This should
be seen in the light of the prevailing economic conditions at that time: after World War Il
Keynesian demand-stimulating policies were dominating the agenda, thus making it a natural task
for linkage studies to have as their main aim the identification of industries likely to have the most

widespread demand stimulating effects (key industries).

The following section (section 3.2) presents the Hirschman linkage concept and discusses different
attempts to measure these linkages, taking Rasmussen’s (1957) indices of dispersion as the point
of departure, but also introducing attempts to refine the Rasmussen indices. In section 3.3 an
empirical comparison of the different measures is carried out applying Danish input-output data
as a basis for a discussion of the qualities of the different measures. This is followed by an attempt
to include technology in the traditional measures (section 3.4). Finally section 3.5 sums up and
draws conclusions on both the merits of the measures and their applicability in analysing advanced

economic systems.

3.2 Introducing the classical linkage concept

Backward and forward linkages were first presented by Hirschman (1958)linkage concept

is generalised to the observation that ongoing activities ‘induce’ agents to take up new activities.
This effect expresses a linkage between the ongoing and the new activity (Hirschman, 1977, p.
80).

Backward linkage effects are related to derived demand, i.e. the provision of input for a given
activity. Forward linkage effects are related to output utilisation, i.e. the outputs from a given
activity will induce attempts to use this output as inputs in some new activities (Hirsdi&ban,

p. 100).

Hirschman was primarily a development economist with a particular interest in Latin American countries.
The Strategy of Economic Developmgr58), which introduced the backward and forward linkage
concepts, was thus founded on experiences gained as an official advisor and private consultant in
Columbia in the first half of the 1950's (Hirschman, 1986a). But the economics devel&ieategy

turned out to have a general applicability.
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The total linkage effect for an indusiris defined as TLExp;, with x; being the net outputs of
industryi, andp; being the probability thatach of the industrigswill be set up as a consequence

of the establishment of industiry

For backward linkages the probability can be interpreted as the ratio of annual inputs required
from industryi, denotedy, over the minimum economic size, in terms of annual productive

capacity, of firms that would produce these outpafse. p=y/z) (Hirschman, 1958, p. 101).

For forward linkages the probability is not easily defined, since the size of the market for the
industries that might be established as the consequence of forward linkages does not depend on
their suppliers. The probability is related to the importance of the products of indasinputs

into the production of the output of the ‘to-be-linked’ industry. If these inputs are a very small
fraction of the industry’s eventual output, then their domestic availability is not likely to be an

important factor in calling forth that industry.

3.2.1 Attempting to measure linkages

TheRasmussen dispersion indicesich were presented in the Danish economist P. Ngrregaard
Rasmussen’s 1955/1957 doctoral th&igdies in Inter-Sectoral Relatigrisave later become

widely used as measures of Hirschmanian linkages, despite the fact that Rasmussen’s thesis was
published before the publication of Hirschmadnterdependence and Industrializationl958.

Actually Rasmussen’s thesis was primarily concerned with the effects of price changes on
interindustry relations as expressed by ‘terms of trade’, but it is for the development of the index
of the ‘power of dispersion’ of an industry as a means of identifying key industries that Rasmussen
has gained his fame. The index describes the relative extent to which an increase in final demand
for the products of a given industry is dispersed throughout the total system of industries. The

power of dispersion index is defined as

— 2X2B

=i

45



wheren is the number of industries, abkiB; is the sum of the column elements in the Leontief
inverse matriB=(1-A)*, which can be interpreted as the total increase in output from the whole
system of industries needed to cope with an increase in the final demand for the products of
industryj by one unit (Rasmussen, 1957, pp. 133-134). This index has been widely applied as a

measure of backward linkages.

A supplementary index describing the extent to which the system of industries draws upon a given
industry - an index of the ‘sensitivity of dispersion’ - is also presented by Rasmussen. The
sensitivity of dispersion index measures the increase in the production of inddsitrgn by a

unit increase in the final demand for all industries in the system. This index is defined as

where; B; is the sum of the row elements, which is interpreted as the increase in output in
industryi needed in order to cope with a unit increase in the final demand for the product of each

industry. The sensitivity of dispersion index has been interpreted as a measure of forward linkages.

An industry with a high power of dispersion (and a relatively small value of a standard deviation
index, indicating that the industry draws evenly on the total system of industries) has the features
of a ‘key industry’, since it would hand over a relatively large share of the increase of final

demand for its products to the system of industries in general.

The interdependence measured by the Rasmussen indices is restricted to demand pull and supply
push effects of changes in final demand. The indices are an expression of the way that input and
output relations diffuse demand changes for the final products of a given indtcstoyher
industries in the economic system, as the amount on inputs they provide to the directly affected
industryj are dependent on the final demand for the products produced by indiising what

is studied here is th&ystemic character of an econammg unit - firm or industry - exists in

isolation from the other units in the system.
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The definition of a linkage effect is closely related to the discussion of how an input-output system
emerges. This can be illustrated by the way Hirschman presents Rasmussen’s index of ‘power of
dispersion’ as a measure of backward linkages basethental experimengssuming for every
industry in turn that the country’s development started with just that industry, so that all the
industry’s sales to and purchases from other domestic industries are imagined to have developed
as a sequel to the foundation of the industry in question (Hirschman, 1958, p. 105). Thus ‘true’
Hirschmanian linkages are only at play in the procesewélopmendf an input-output system,

where new industries emerge as a result of the linkage effects. The sequential development of an
input-output system presented by Hirschman has - at least theoretically - some radically different
implications as opposed to perceptions of the input-output system as either emerging out of a ‘Big
Bang’ or alternatively as having always existed (which is the way the system is often treated by
statisticians). A Hirschmanian system is in theory always developing as long as the effects are at
play, and thus this is a dynamic system which is continuously ev3Hihg.existing industries
provide the incentives and driving forces for the development/expansion of the system through
their activities, or rather through the input demands as well as output production stemming from
these activities, which would imply that economic systems with a high degree of interrelatedness
and strong causal linkage effects are more dynamic than a system with few causal linkages due

to few incentive driving activities in the existing industries.

Due to this causal effect which influences, or rather creates, the setup of an economic (input-

output) system, linkages and interdependence cannot be used interchangeably in a Hirschman
setting, since the industry which shows the highest degree of interdependence could very well

have been set up last, thus providing that maximum interdependence is quite compatible with

complete absence of active (causal) linkage effects (Hirschman, 1958, p. 105). The way that the
linkage concept most often is used in input-output analysis is interchangeable with

interdependence though, but that is basically due to a misuse of Hirschman’s original concept:

| am grateful to Esben Sloth Andersen for pointing to the importance of different perceptions of the
emergence of input-output systems.

‘Authentic’ Hirschmanian linkages could in fact be perceived as induced innovations: Hirschman is
talking about ‘new activities’ emerging as the consequence of the demand and supply effects of ongoing
activities.
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input-output analysis is by nature synchronic, where as linkage effects need time to unjold. [
This basic difference has bedevilled various ingenious attempts at comprehensive, cross-section
measurement of linkage effects and thereby “testing the linkage hypothesis”. The more
illuminating uses of the concept are perhaps to be found in a number of historically oriented
studies which paid close attention to the sequence of development in individual countries
(Hirschman, 1977, pp. 70-71).

Hirschman suspects that the reason for the success of the linkage concept in particular in
development economics is to be found indpparentintimate tie with input-output analysis,

which is seen as a representative of the technical corpus of economic knowledge. But Hirschman
claims that even though linkages seem easy to make operational, this draws on a misconception

of the true character of linkages (Hirschman, 1977, p. 70).

One element that illustrates this is the fact that backward and forward linkages are not automatic:
it is not just the relation between the market size and the economic size of a plant (i.e. the ratio
y/2) that will trigger the private or public entrepreneurship needed to take up the opportunities for
linkage investments. Variables such as technological ‘strangeness’ or ‘alienness’ of the new
economic activities in relation to the ongoing ones, as well as obstacles in the form of the need
of large amounts of capital due to scale requirements and the lack of marketing access and
knowledge are also at work (Hirschman, 1977, p. 77-78). These factors are somewhat parallel
to the concepts of ‘absorptive capacity’ (Cohen and Levinthal, 1990) or ‘technological relevance’
(Fikkert, 1997) in the sipbver literature: a certain degree of technological closenesséssary

for the linkage to have an actual effect.

The elaborations on the linkage concept above clearly illustrate that the linkages which Hirschman
had in mind are much more complex than what can be captured in a simple input-output index.
But most of the attempts that have been made to make the linkage concept more operational have
developed the Rasmussen indices without being truly capable of capturing the causality and
probability incorporated in the Hirschmanian linkage concept. And while an input-output table
cannot reveal which additional industrial branches are likely to be created in the wake of industrial
investment in a given product line in a country setting out to industrialise, Hirschman does

acknowledge that once a country has a fairly broad industrial base, where the expansion of a given
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industry leads primarily to the expansion of existing industries rather than the creation of new
industries, then the measurement of linkage effects on the basis of input-output tables becomes

more meaningful (Hirschman, 1986b, pp. 58-59).

3.2.2 Refinements of the linkage measure

A central problem of making linkages of the Hirschman type operational is presented in Jones
(1976). Jones points to the fact that in an input-output framework sales of ildltsindustry

B are recorded as indusigs forward linkages and industBys backward linkages, but only one

of these can be effective in a causal Hirschman sense. Each industry’'s backward linkage is
equivalent to a weighted sum of the forward linkages of its supplier industries, while each forward
linkage is a weighted sum of the user’s backward linkages (Jones, 1976, p. 329). As a
consequence of this, for an economy as a whole the backward linkages equal the forward linkages
(both weighted by the value of output), implicating that at the system level the total linkages are
precisely the double of the maximum causal (‘Hirschmanian’) potential. For an industry though,
where upstream and downstream linkages are expected to differ, the total linkages represent the

maximum potential causal linkages.

The relation between input-output dependencies and pure Hirschmanian linkages is summarised

as follows by Jones:

. Interdependence is a necessary, but not sufficient, condition for linkage effects. High
interdependence thus suggests potential linkages which could be further examined for
causality, e.g. through case studies;

. Even when a linkage is inoperative in tt@usal sense, it may still haveconomic
importance(Jones, 1976, p. 324).

Interdependence in an input-output framework can only be identified with linkages if the linkage
concept is broadened to include ‘permissive and inoperative linkages’, i.e. sectoral
interdependencies which are not ‘crucial’ in the sense that one industry has induced the existence

of the other, as well as ‘true’ Hirschmanian causal linkages (Jones, 1976, p. 325).
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Jones also questions the use of Rasmussen’s index of sensitivity of dispersion as a measure of
forward linkages, arguing that there is not much economic sense in exploring what happens to an
industry if all industries, no matter their size, are to expand their output by an identical unit
increase. Instead Jones proposes the use ofithat inversenatrix, as opposed to the Leontief
inputinversenatrix as a meaningful measure of forward linkages. The output inverse is calculated
from output coefficients (XX ),* and contains elements expressing the increase in output of an
industryj required to utilize the increased output brought about by a unit of primary input into

an industryi.

Eventhough Jones claims that he describes how to measure Hirchmanian linkages, what he in fact
is doing is refining th&asmusseimdices. This is due to the fact that pure Hirschmanian linkages,

as correctly pointed out by Jones in the introduction to his pegu@nptbe measured by the use

of coefficient matrices alone. At most it can be argued that the Rasmussen-type indices are
proxies of Hirschmanian linkages (as suggested by Hirschman himself), disregarding the

gualitative factors that also play an important role in the establishment of causal linkages.

An attempt to make up for some of the deficiencies of the linkage measures based on coefficient
matrices is presented in Cuello et al. (1992), who incorporate information from outside the
Leontief inverse matrix in order to obtain a more accurate measure of the economy wide
importance of key industrieCuello et al. use the original Rasmussen definition as the starting
point in calculation both types of indices, i.e. also in the case of the forward linkage measure is

the Leontief inverse based omput coefficients used.

Cuello et al. reformulate the traditional linkage approach by including a vector of parameters
which is used in weighing the coefficients in the Leontief inverse matrix. Two different vectors
are used in the analysis: the relative importance of final demaryl/E vy, ); and the importance

of total sectoral outpuB(={Z; [X;+y; 1} Z; [X;+Y;1)-

The matrices of output coefficients and input coefficients share the same diagonal=siXge X

Dietzenbacher (1992) also presents an alternative method, the so-called eigenvector method, for
measuring linkages. As the logic behind this linkage measure is somewhat different than the measures
presented here, which are straightforward developments of the Rasmussen measures, | will not go further
into the eigenvector method here.
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The backward,;) and forward ;) linkages are now calculated as:

with w being the chosen weight (eitheor 3) andb; being the elements of the Leontief inverse

(B).

Cuello et al. also deal with the problem of measuring the likelihood of the linkages - a problem
that has remained unsolved since McGilvray (1977) criticised the notion of a ‘vector of
probability’. McGilvray’s critique concerns the weights used as probability measures: a common
way of calculating the probability for backward linkages is using actual final demands or output.
This means that the measures of the linkage will reflect the acteal postlinkages in the
economy, rather than tles anteor potential linkages created by a concentrated development of
certain key industries. While linkage measures based omxheostlevel and pattern of
production may be useful in summarising the interdependence of industries at the current level of
development, McGilvray claims that they are not necessarily very useful in the context of the type

of growth sequence envisaged by Hirschman (McGilvray, 1977, p. 53).

Cuello et al. try to solve this problem by introducing assumptions on the statistical distribution of
the indices in order to calculate their likelihood. In an empiriesdt the likelihood of the
approaches including weights in general showed to be greater than the likelihood of the traditional
approaches which do not use weights. But Cuello’s likelihood tests of the weighted linkages do
not solve the core of the problem raised by McGilvray: how to finéxaanteprobability

measure. Instead Cuello et al. test the ‘quality’ of the chesg@ostpossibility weight.

6 Using input-output data from Washington State (USA), 1963-72.
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The present chapter does not attempt to solve the problem of finding a more appropriate measure
of true Hirschmanian linkages in an input-output framework since, as pointed to by Hirschman
himself, other more qualitative methods are called for to fulfill this task. | am thus in the present
context content with being able to estimate possible linkage effects in order to identify industries
of economic importance, acknowledging the fact that there might not have been a causal effect
at play. In order to be able to go further into a discussion of the appropriateness of the different
measures from an empirical point of view, the next section is devoted to an empirical comparison

of the measures, applying Danish input-output data.

3.3  An empirical comparison of linkage measures - identifying key industries

This section will compare the different measures presented in section 3.2 from an empirical
perspective. The data applied are Danish input-output tables for the years 1966, 1979 and 1992.
The data are in their standard form classified according to a 117 industry aggregation based on
the United Nations’ ISIC-1968 classification standard, but | have chosen to present results at a
22 industry level which is also used in subsequent chapters. Results based on the 117 industry
aggregation are presented in appendix A. The availability of input-output tables as far back as the
mid-1960's allows for an analysis of the diigbof the linkage measures, as well as for an

evaluation of the informational value of the identification of the so-called key industries.

3.3.1 The stability of linkage indices over time

As table 3.1 illustrates, the linkage indices are very stable even over considerable time periods
(llustrated in the dark grey cells). The correlation between the Rasmussen backward linkages in
the 13 year interval 1966-1979 is 0.7, while it is 0.6 for the subsequent 13-year interval 1979-

1992. Between 1966 and 1992 the correlation is also Oifilarpattern is found for the Cuello

o backward linkage, while the correlation between time periods is even stronger for the

backward linkage’.

! o andp should range between 0 and 1, and sum up to 1. In the case of the Danish matrices the second
feature is fulfilled, but due to the fact that final demand in the Danish input-output tables includes
changes in stocks, which can be negative for some industries, the weight can in fact have a value less
than 0. The linkages were calculated both including and excluding changes in stock, with no changes
in the ranking of the sectors according to their index value.
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Table 3.1: Pearson correlations between linkage measures for the years 1966, 1979 and#992

Rasm. Rasm.
BL,'79 BL,'92

C-a
BL,66

C-a
BL,'79

C-a
BL,92

BL,'66

BL,'79

BL,'92

Rasm.
FL,’66

Rasm.

FL,’79

Rasm.
FL,’92

Jones
FL,'66

Jones
FL,'79

Jones
FL,'92

Rasm.BL,'66

Rasm.BL,’'79

Rasm.BL,'92

-.275 =174 -.127

C-a BL, ‘66

C-a BL, ‘79 -591* | -526* -.353

C-a BL, ‘92 -.634* | -598* | -.403

C-B BL, ‘66 -.267 -.153 -.109

C-B8 BL, ‘79 -.378 -.307 -.208

C-B8 BL, ‘92 -474 % -.408 -.314

Rasm.FL,’66 -.149 -.102 -.103

Rasm.FL,’79 -.294 -.293 -.195

Rasm.FL,’92 -.413 -.363 -.352

Jones FL,'66 .586** .434* .303

Jones FL,'79 .349 .351 .120

Jones FL,'92 n.a. n.a. n.a.

** Correlation is significant at the 0.01 level

* Correlation is significant at the 0.05 level

# Cuello forward linkages are not shown in the table as they equal Cuello backward linkages.
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Also the forward linkages are very stable over time with the Rasmussen forward linkages
(sensitivity of dispersion) being slightly more stable than the Jones linkages. This observation
might be due to outputs varying more than inputs industry wide ovef Tilme. Cuello forward
linkages are equal to the backward linkages because of the large influence of the weights
compared to the very narrow range of the unweighted measures around unity. Thus the Cuello

forward linkages are excluded from any further analysis.

Even though it is a well-known fact that input-output structures are very stable, the above results
are remarkably strong, considering the changes which the Danish economy has undergone during
the 26-year period covered by the tables. This could indicate that the measures are not very
suitable for time series analysis, at least not in advanced countries with a developed interindustrial
structure. Furthermore the identification of new key industries is limited by the prevailing industry
classification principle, which even at the level of detail in the appendix table implies that if new
key areas of the economy are grouped together with stagnating/declining areas, then it is not

possible to identify these areas in an input-output framework.

3.3.2 Correlations between different linkage measures - does the specification make a

difference?

As described in section 3.2.1 Cuello et al. introduce weights into the Rasmussen linkage measures
in order to obtain a ‘more accurate’ measure of the economy wide importance of key industries.
The purpose is to develop an index which is more able to capture the spread of the multiplier

(demand stimulating) impact of key industries (Cuello et al., 1992, pp. 285-286).
This section will explore whether the Cuello indices are in fact significantly different from the
Rasmussen index. Again only the Cuello backward linkages are included as the forward linkages

do not differ from the backward ones.

As table 3.1 shows, the Cuello backward linkage measures, bothdratidf3 specification,

8 The Jones linkage value for 1992 is constant with a value of 1 for all sectors, i.e. no correlation can be

calculated including this year.
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differ considerably from the Rasmussen backward linkage (power of dispersion) measure. The
difference between theandf specifications is moderate (light grey cells), thus it is primarily the
choice between a Rasmussen and a Cuello backward linkage specification that makes a notable

difference.

The choice of backward linkage measure depends on the purpose of the analysis: the Rasmussen
index does not take the size of industry into consideration in calculating the linkage effects, i.e.
this is a ‘pure’ measure of the extent of interrelatedness of industries distinguishing which
industries have a larger multiplier than others. Thus this specification can be of value in an analysis
of the extent to which industries draw more, respectively less, than average on the system of
industries, but when it comes to the application of the concept of key industries fof policy
purposes the inclusion of a measure of the size of the industry becomes relevant, which leads to
the application of the Cuello specification. Theveight seems most appropriate since final

demand is more easily manipulated through policy measures than total production.

Jones (1976) characterised the Rasmussen forward linkage measure (sensitivity of dispersion) as
being ‘not a very fruitful specification’ (Jones, 1976, p. 327). The criticism relates to Rasmussen’s
index as an expression of the effect for a single industry of an increase in the expansion of output
by all industries by an identical unit - no matter the size of the industry. Jones finds this an unlikely
situation, and instead proposes to utilizeatgutinverse matrix in the calculation of the index.

The row sums of the output inverse show the increase in total output of the system, required to
utilize the increased output from an initial unit of primary input into industignes, 1976, p.

328).

However, as illustrated in table 3.1, the Jones forward linkages do not appear to differ empirically
as much from the Rasmussen specification of forward linkages as was the case with the backward
linkages measured by Rasmussen and Cuello et al. respectively, with the correlation between the

two measures being around 0.5.

‘Policy’ in this chapter is primarily used in the sense ‘Keynesian policy’, as the linkage measure was
originally developed from the perspective of Keynesian policy thinking (cf. the introduction to this
chapter).
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It seems that Jones’ modification of the forward linkage measure is more in line with the original
idea behind a forward linkage: a linkage related to the output utilisation. The Rasmussen index
of sensitivity of dispersion seems more artificial in the sense that it does not provide much useful
information for assessing the linkage effect of a given industry. In that sense the Jones
specification provides more (policy) relevant information since it expresses the increase in output
of an industry required to utilize the increased output brought about by an initial unit of primary
input into an industry, thus it expresses the need for production expansion necessary to fully

utilize output increases in intermediary industries.

3.3.3 Key industries in Denmark

The above sub-sections have been dealing with the features of the linkage measures. But what is
really interesting from an applied economics perspective is which industries are identified as key

industries in the Danish economy.

At the disaggregated level of industry classification illustrated in appendix A, several industries
are identified as key industries in the Danish economy. The more aggregated analysis presented
here provides a more ‘manageable’ result, but it should be kept in mind that the higher the level

of aggregation, the more information is hidden.

Applying the Rasmussen linkage measures, key backward linked industries are mainly to be found
in traditional low tech industries with production principles determined by economies of scale (see
left columns of table 3.2), while key forward linked industries are to be found in services and

public utilities as well as raw materials/other manufacturing.

Recapturing the definition of a key backward linked industry (i.e. an industry with a power of
distribution index larger than 1) it is an industry that pulls (through input requirements) more than
average on the whole system of industries in its production. A key forward linked industry is an
industry which experiences an above average production effect from a general increase in demand
in the system, i.e. the system of industries pulls more than average on this type of imtiustry.

it makes sense that it is general input industries like services as well as raw materials that are the
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types of industries which are most effected by general increases in demand.

Table 3.2: Key industries in Denmark

Rasmussen Cuello BL Jones FL

Food etc.

Textiles, leather etc.
Chemical raw mat.
Pharmaceuticals
Rubber and plastics
Other chemical ind.

Non-metallic mineral

prod.

Iron and metal ind.
Agricultural mach.
Other machinery

Telecom. incl.
radio/TV

Other electronics
Shipbuilding
Transport equipment
Instruments
Construction

Wholesale and retail
trade

Public utilities (heat-
ing, electricity etc.)

Business services
Other services

Primary sectors and

manufacturing n.e.c.

Public services
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The industries with above average forward linkage values can in the Rasmussen specification be
regarded as the industries that are most strongly affected by a general expansion in the production
by the whole system of industries. Thus from a policy perspective these industries are not as
interesting as the backward linked industries which influence the rest of the system through the
multiplier effect. Rather the forward linked industries are those industries that are most influenced

by the backward linkages.

Eventhough the Rasmussen indices, as shown in section 3.3.1, are very stable over time, the range
of the backward linkage index values is very narrow, ranging from 0.9999995 to 1.0000006 in
1966, and narrowed in even more in 1992 from 0.9999999 to 1.0000001, i.e. the differences in
the linkage indices are very small. The primary reason for this very narrow range of the index is -
somewhat paradoxically - to be found in the quality of the input-output tables, as well as in the
high degree of interrelatedness in the Danish economy, which implies that practically no cells in
the input-output matrix are empty. The original indices calculated by Rasmussen were based on
the Danish 1947 input-output matrix which had 293 empty cells out of a total of 441 cells (a
21x21 matrix). In this case the power of dispersion (backward linkage) index ranged from 0.85
to 1.24 - if only two decimals were to be applied in the present calculations all index values would
equal 1. Thus it seems that the Rasmussen indices only really makes sense as a tool for identifying
key industries in the cases of incomplete input-output matrixes with several empty cells, while
their use is very limited in case of advanced matrices with no or very few empt{ This even

though the indices are stable over time, i.e. it is largely the same industries that are identified as

key industries at different points of time, their power as key industries is not very strong.

Let us instead turn the attention to the Cuello indices which were developed with the aim of
obtaining a more accurate measure of the economy wide importance of key industries by
incorporating information from outside the Leontief inverse matrix. As in section 3.3.1 and 3.3.2,
two different versions of the backward and forward indices are calculatedndex using the
relative importance of final demand£y, /X y, ) as a weight in calculating the coefficients in the

Leontief inverse matrix, and (& index using the importance of total sectoral outi{&;

10 This is the case even at a very disaggregated level, at the 117 industry level, the range of the backward
linkage index is 0.999989-1.0000042 in 1966, narrowing in to 0.9999998-1.0000007 in 1992.
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[X;+y; 1Y Z; [X;+Y;1}) in the weighing procedure. As section 3.2. showed otla@d linkages

are rather closely correlated since final demand is used in calculating both weights. The Cuello
indices do not identify key industries based only on their linkages to other industries in the
economic system, but also based on the size of the industry according to deliverances to final
demand ¢) or total sectoral outpup). Thus when applying the Cuello measures we end up with

a group of industries which are quantitatively large and/or have large demand stimulating effects

through their backward linkages.

Construction, wholesale and retail trade, other services as well as primary sectors and other
manufacturing are key industries in all periods applying botl:thed3 specification. These
industries are large in volume, both in terms of final demand and in terms of total sectoral output.
Food is only a key industry in 1966 applying thepecification, while it is a key industry in all
periods applying thf specification, indicating the large role played by intermediate inputs from
this industry. The opposite situation is to be observed for public services, which is only a key
industry from the final demand perspective. Public utilities and business services (eX0ép) in

are key industries applying the total sectoral output specification, once again illustrating the large
role played by intermediate output from these industries. In general the Cuello specification serves
to illustrate the importance of the non-manufacturing section of the Danish economic system in
terms of production volume, as opposed to the Rasmussen (BL) index, which illustrates the

degree of interconnectedness in the manufacturing section of the system.

Let us finally turn to the Jones forward linkages. As described in section 3.2.2, Jones uses the
output coefficient matrix in calculating forward linkages, instead of the input coefficient matrix

as is done in Rasmussen’s specification. Thus Jones’ forward linkages are somewhat more
relevant from a policy perspective since they measure the full capacity production required as

inputs increase for a given industry.

The values of Jones index are to be found within an even more narrow range than the Rasmussen
index, from 0.9999997 to 1.0000006 in 1996, 0.9999999-1.0000001 in 1979, and reaching the
constant value of 1 for all industries in 1992. Thus the increase in total output of the system,

required to utilize the increased output from an initial unit of primary input into a given industry,

59



becomes still more evenly distributed on the total systétay forward linked industries in 1966

and 1979 are chemical raw materials, rubber and plastics, iron and metal industries, business
services as well as primary sectors and other manufacturing, i.e. primarily scale intensive industries
and services. In 1966 also other chemical industry, other electronics and plitidie aite key
industries. Since the Jones key industries are expected to be the typical intermediate industries,
it might be expected that more specialised supplier industries were found to be key industries.
Even at the more disaggregated level this is not the case though, the major part of the Jones FL
industries are to be found in scale intensive and supplier dominated industries. But when you take
a closer look it makes sense that industries with products of a wide applicability, like chemical raw
materials, rubber and plastics, iron and metal as well as services, play a major role as input

suppliers.

Summing up, this section has showed that the measurement specification applied makes a
considerable difference for the characterization of an economy applying linkage indices. Thus
results of such an analysis should be interpreted with caution, and the indices cannot be used as
indicators that can stand alone, rather they should only be applied in a broader context. Before
going further into the discussion of the values of the different linkage measures, the final analytical
part of this chapter attempts to develop the linkage measure in order to be able to include a more
dynamic potential of the interrelatedness between industries in an economic system than the above

described indices.

3.4  Measuring technological linkages

As mentioned in the introduction, the present chapter also attempts to incorporate technology
indicators into the classical linkage measures. It is assumed that linkages involving technology or
knowledge intensive industries are likely to be more dynamic than ‘ordinary’ linkages since
knowledge is a key factor in economic development. A very simple way of incorporating
technology is by applying the basic Cuello expression (again only backward linkages are to be

dealt with):

1 At the 117 industry aggregation an uneven effect on the system can still be found, but this is evened
out in the aggregation.
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but instead of using theandp weights, a number of technology or knowledge weights,and

A are introduced. Thus instead of weighting the linkages according to their production volume,
the knowledge level in the linked industry is used as a weight. The industries identified through
applying these linkages are industries which have above average (demand stimulating) backward
linkages and/or a high knowledge level, i.e. they can be perceived as key (knowledge intensive)

user industries through the combination of the extent of their demand as well as through their

knowledge level.

v is expressed as the fraction of employees with a degree in engineering or natural sciences (from

advanced studies, either short, medium or long), in the following chapters labelled ‘technical

Table 3.3: Pearson correlations between the knowledge weighted backward linkage
measures {, 6 and A) and the ‘traditional’ backward linkage measures

9, 1991 A, 1979

A, 1991

v, 1979
v, 1992
8, 1979 .629** .645%*
8, 1991 .654** .589**
A, 1979 .379 .345
A, 1991 402 .383
Rasmussen 1979 -.042 -.004 .023 -.233 -.050 -.041
Rasmussen 1992 -.155 -.097 .045 -.271 -.197 -.191
o, 1979 -.500* -.498* -.371 -.300 -.031 -.070
o, 1992 -.399 -.412 -412 .298 .039 -.010
B, 1979 -.466* - 479* -.257 -.086 -.207 -249.
B, 1992 -.377 -.408 -.247 -.008 -.206 -.254

** Correlation is significant at the 0.01 level
*Correlation is significant at the 0.05 level
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employment’,d is expressed as the industry’s R&D expenses iaasl the number of patent
grant$®. The data are at present only available for the period 1980-1991/1992, thus the data on
formal education from 1980 are combined with 1979 input-output data. The different weights
have each their own characteristic as a knowledge indicator: R&D is a measure of the input effort
in relation to knowledge creation; patent grants is a measure of output from the knowledge
creation process; while the fraction of employees with a degree in engineering or natural sciences
is an overall - and somewhat abstract - measure of the general technical knowledge ‘level’ in each

industry.

Table 3.3 shows that the knowledge weighted measures do not correlate significantly with either
of the other backward linkage measures (with the exception of some negative correlations with
the Cuello measures). There is a quite high correlation betwegreth@d weighted measures

(i.e. between the education and R&D weighted measures), whilg theighted measure
(patenting) does not correlate significantly with any other measurey,ThendA weighted

measures show the same stability over time as all the other measures.

Turning to the actual key industries identified applying the knowledge weighted measures (table
3.4) the most striking difference as compared to the measures presented in section 3.3 is that
industries like other machinery, telecommunications and other electronics are identified as key
industries (all by at least 2 of the 3 specifications). In particular telecommunications and
electronics are amongst the dynamic core of knowledge based industriegp@tent) weighted
measure is restricted to identifying key industries amongst manufacturing industries and
construction, while thg andd weighted measures, just like the Cuelland[3 measures, also

identify business services as a key industry.

Whether the knowledge weights are more useful than the other specifications of the linkage
measure depends on the purpose of the analysis. As the overall purpose of the thesis is to analyse
the importance of technological interindustry linkages the knowledge weights are found to be a

useful modification of the Cuello specification, although it is acknowledged that a linkage analysis

12 US patent data, i.e. Danish firms’ patenting in the United States. The US patent data are chosen at the

expense of European patent data (EPO) based on the assumption that the American patenting market
represents a higher degree of technological novelty.
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Table 3.4: Key industries in Denmark applying knowledge weights

Edu, BL(Y) R&D, BL (0) Patents, BL4)

‘79 ‘92 ‘79 ‘91* ‘79 ‘92
Food etc. X
Textiles, leather etc.
Chemical raw mat. X X X X X
Pharmaceuticals X X X X X
Rubber and plastics
Other chemical ind. X X
Non-metallic mineral prod.
Iron and metal ind. X X
Agricultural mach.
Other machinery X X X X X X
Telecom. incl. radio/TV X X X X X
Other electronics X X X X
Shipbuilding
Transport equipment
Instruments X X X X X X
Construction X X X X
Wholesale and retail trade X
Public utilities (heating, electricity etc.)
Business services X X X X

Other services
Primary sectors and manufacturing n.e.c.

Public services

of this sort cannot stand alone as an expression of nodal industries in an economic system. What
has been achieved in this chapter nonetheless is a critical overview of different linkage measures,
illustrating different drawbacks as well as advantages of various specifications. The next

concluding section will elaborate further on this.
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3.5 Conclusions

This chapter has attempted to revive and bring forward the discussion of the use of input-output
based linkages in the analysis of economic systems, taking a discussion of the linkage concept,
both in its original theoretical form as presented by Hirschman, as well as in its empirical form as

expressed by different input-output related measures, as the point of departure.

The empirical measures presented were the Rasmussen power of dispersion (backward linkages)
and sensitivity of dispersion (forward linkages) indices, the Jones forward linkage applying the
output coefficient matrix instead of the input coefficient matrix, and the Cuello backward and
forward linkages introducing weights into the specification. The two weights used by Cuello were
ano and &b weight respectively. The weight is the relative importance of final demand while

the3 weight is the importance of total sectoral output. Finally three new weygltgandi are
introducedy, & andA are different knowledge indicators, applying the fraction of employees with

a technical or natural science degree, R&D expenses and patent grants respectively.

A Hirschman linkage effect is in its original formulation an effect of an ongoing activity, i.e. the
ongoing activity invites operators to take up new activities, either through an output utilisation
effect (forward linkage) or an input requirement effect (backward linkage). In the case of a
developed country with a broad industrial base, the linkage effect is primarily an expansion of the
linked activities rather than the creation of new activities, in this case expressed as industries. Thus
in developed countries the input-output approach for identifying linkages is more appropriate than
in the case of industrializing countries where the purpose is to analyse the emergence of new
industries. In developed countries the linkage effects could be reduced to demand stimulating
(backward) linkages or production requirement (forward) linkages. Thus in this respect the
Rasmussen power of dispersion index is an appropriate measure of backward linkages. But the
Rasmussen specification has the problem of leading to index values very close to unity for all
industries in the case of a developed, quite interrelated economic system like the Danish. Thus the
Rasmussen specification turns out to be more appropriate in the case of economic systems which
are represented by input-output matrices with several blank cells expressing lack of
interdependence, in order to lead to a clear-cut distinction between the ‘key industries’ and less

linked industries. Thus also respecting Hirschman'’s original linkage concept, keeping in mind that
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Hirschman has a strong focus of the policy perspective, it seems appropriate to follow Cuello et
al. in changing the linkage specification in order to also take the size of the industry into account
when calculating the indices for developed countries. A very small industry with an above average
backward linkage index is hardly very interesting as a ‘key industry’ for the economic system thus
making the combination of linkage effect and size an important development of the linkage

measure.

The introduction of weights makes the separation between forward and backward linkages
impossible though, since the weight plays a very large role in calculating the index. Also the
forward linkage measure does not have the same value from a policy perspective as the backward
linkage which has a straightforward interpretation as a demand stimulating industry. If a forward
linkage measure is to be applied, the Jones specification is to be preferred relative to the
Rasmussen sensitivity of dispersion index, as the Jones index expresses the increase in output of
an industry required to utilize the increased output brought about by an initial unit of primary
output into another industry with which the first industry is linked as a user. The Rasmussen
sensitivity of dispersion index simply expresses the effect for a single industry of an increase in the
expansion of output by all industries by an identical unit. This does not have much in common

with a forward linkage as presented by Hirschman.

The chapter ends up with the introduction of a new weight to be applied in a Cuello type
specification of a backward linkage: the knowledge indicator weigliisandA. The purpose of
introducing these knowledge weights is to introduce a more dynamical dimension into the linkage
specification, as knowledge is assumed to be a prerequisite for economic development. Thus if the
linkage is to express a development potential, as was Hirschman’s primary intent, these weights
seem more appropriate than size related weights like ahelp weights originally introduced by

Cuello et al. But most important of all the chapter has illustrated that linkage measures and their
related key industries should be interpreted with caution, and can only be used as a very first step
in the study of patterns of interindustry linkages. And if the intent to attempt to create a synthesis
between traditional input-output economics and economics of technological change a linkage
measure based on ranking indices alone is insufficient. Part Il will thus expand the linkage

discussion and introduce alternative, and | argue, more informative linkage measures.
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Appendix A: Backward and forward linkages in Denmark, 1966, 1979

and 1992 (based on 117 industry aggregation)
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Forward linkage measures
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00w
X R=RX"
X R=R-X"
X R=RX"

79 92 66 79 92

1 Agriculture
3 Fur farming etc.

5 Forestry,
logging

6 Fishing

7 Extr. coal, oil,
gas

8 Other mining

9 Slaught. of pigs
and cattle

10 Poultry killing
etc.

11 Dairies

12 Cheese, cond.
milk

13 Ice cream mfr.

14 Proc. of fruits
and veget.

15 Proc. of fish
16 Oil mills

17 Margarine mfr.
18 Fish meal mfr.

19 Grain mill
prods.

20 Bread factories
21 Cake factories

23 Sugar factories,
refin.

25 Mifr. of food
prods n.e.c.

26 Mfr. of animal
feeds

27 Dist and
blending spirits

28 Breweries
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Backward linkage measures Forward linkage measures
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66 79 92 66 79 92 66 79 92 79 92|66 79 92 66 79 92

30 Spinning, X X X X
weaving (text)

31 Made-u X X
textile goods

33 Cordage, rope X X X X
and twine

34 Mfr. of X
wearing apparel

35 Leather, leather x X X X X X X
prods.

36 Mfr. of X X X
footwear

37 Wood prods X X X
excl. furnit.

38 Wooden X
furniture, etc.

39 Pulp, paper, X X X X X X X
paperboard

40 Paper X X X X X X X X X
containers, wallp.

41 Reprod and X X X X X X
comp. serv.

42 Book printing X X X X X X X X X
43 Offset printing X X X X X X X X X X
44 Other printing X X X X X X X
45 Bookbinding X X X X X X
46 Newspapers X X X X X

47 Book and art X X X
publishing

48 Magazine X X X X
publishing

49 Other X X X X
publishing

50 Basic ind. X X
Chemicals

51 Fertilizers and X X X
pesticides

52 Basic plastic X X X X X X
materials

53 Paints and X X X X
varnishes

54 Drugs and X X
medicines
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Backward linkage measures Forward linkage measures
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55 Soap and X
cosmetics
56 Chemical X X X X X X X X

products n.e.c.

57 Petroleum X X X X X X X X X
refineries

58 Asphalt, X X X
roofing mat.

59 Tyre and tube X X X X X
industries

60 Rubber X X X X
products n.e.c.

61 Plastic X X X X X X X X
products n.e.c.

62 Earthenware X X X
and pottery

63 Glass and glass
products

x
x
x
x
x

64 Structural clay X X
products

65 Cement, lime, X X X X
plaster

66 Concrete prods X X
& stone cut.

67 Non-metallic X X
mineral products

68 Iron and steel X X X X
works

69 Iron and steel X X X X
casting

70 Non-fer. metal X X X X X X X X X X X X
works

71 Non-fer. metal ~ x X X X X X
casting

72 Mir. of metal X X X
furniture

73 Structural X X X
metal prods

74 Metal cans, X X X X X X X
containers

75 Other X X X X X X X X X
fabricated prods

76 Agricultural X X X
machinery

77 Industrial X X X
machinery
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Backward linkage measures Forward linkage measures
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78 Repair of X X X X X X
machinery

79 Household X X X X

machinery

80 Refrigerators, X X X X X X X X X X X
accessories

81 Mfr. of X X X

telecom. equip.

82 Electrical home  x X X X X

appl.

83 Accumulators, X X X X X X X X
batteries

84 Other electrical X X X X X X X
supplies

85 Ship building X X X X X X X

and repair

86 Railroad, auto X X X X X

equip.

87 Cycles, X X X X

mopeds, etc.

88 Prof. and X X X X

measur. equip.

89 Mfr. of X X
jewellery, etc.

90 Toys,sporting X
goods,etc.

91 Electric light X X X X X X X X X
and power

92 Gas mfr. and X X X X
distr.

93 Steam and hot X X
water sup

94 Water works X X X X X
and supply

95 Construction X X X X X X X X X X X

96 Wholesale X X X X X X X X X X X
trade

97 Retail trade X X X X

98 Restaurants X
and hotels

99 Railway and X
bus transp.

100 Other land X X X X X X
transports
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Forward linkage measures
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101 Water X X X X
transport
102 Serv. to water X
transport
103 Air transport X X
104 Serv. tied to X X X X X X X X
transport
105 o X X X X X X
Communication
106 Financial X X X X X X
institutions
108 Dwdlings X X X
109 Business X X X X X X X X X
services
113 Rep. of motor X X X X X X
vehicles
114 Household X X X X
services
117 Prod. ofjov. X X X X X X X

services
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Part Il: Extending the Linkage Concept - The Danish Case as an

lllustration of Linkage Mapping Exercises

Part | discussed the elements relating the input-output and technological change research
traditions, reaching the conclusion that an extended interpretation of the input-output coefficients
as expressions of direct exposure to external knowledge and technology was an important step
in combining the two research traditions. Also part | concluded that traditional, index based

linkage measures are insufficient as expressions of technology linkages.

In order to deal with this insufficiency, part Il extends the linkage concept and presents different
empirical applications of linkage studies with the major focus on mapping linkages. The purpose
of part Il is to illustrate different methods for identifying technological interindustry linkages, as

well as different ways of interpreting the linkages, their background and their implications.

The chapters in this part (chapters 4 and 5) are devoted to the analysis of the Danish economy.
Chapter 4 investigates technological interdependencies at the industry level in Denmark, during
the period 1980-1992. The chapter introduces the concepts ‘direct’ and ‘indirect’ technology, the
indirect technology being acquired through economic transactions as they appear in an input-
output scheme. In other words this chapter deals with flows of technology embodied in goods and
services only. The first part of the chapter seeks to measure the quantitative extent of technology
flows in Denmark, while the second part applies a graph theoretical model for mapping the major
technological relations in Denmark. A range of different technology indicators are used in order

to get a broad picture of technological relations in Denmark.

In chapter 5 technological linkages are expressed as flows of product innovations. Data from the
Danish part of the first European Community Innovation Survey are applied in the analysis. The
chapter primarily serves as a supplement to chapter 4, contributing to the discussion of the validity
of the embodied technology hypothesis. But the innovation survey data also allow us to explore
the extent to which innovation is an interactive process, as the survey does not only cover the
flows of product innovations between firms in different industries, but also includes a question on

the active participation of firms in other industries in the innovative process. Thus it is possible
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to distinguish between different types of relations between industries depending on whether the
industries are closely related by innovative activities and thus are ‘truly interdependent’, or
whether the supplying industry more has the character of a generic technology source, and thus

is not closely related to firms in the receiving industry.

Viewed together chapter 4 and 5 deal with different methods and indicators for identifying
technological interindustry linkages. This exercise is relevant as a methodological contribution to
the discussion of how to analyse the structure of national innovation systems, as well as an

empirical contribution to the study of the Danish economy as an interdependent system.
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Chapter 4: Linkages as sources of indirect knowledge ihputs

. even though only a few industries are research-
intensive, the interindustry flow of new materials,
components, and equipment may generate widespread
product improvement and cost reduction throughout
the economy. .() Industrial purchasers of such
producer goods experienced considerable product and
process improvement without necessarily undertaking
any research expenditure of their oWRosenberg,
1982b, p. 76).

4.1 Introduction

Two new types of related linkages will be introduced in this chapter. The first type of linkage is
an extension of the knowledge weighted linkage measures presented in chapter 3, but here the
linkages are used for calculating the ‘effect’ of the linkages through the introduction of the
concept ‘indirect’ knowledge. Instead of identifying the industries which have the quantitatively
most important linkages through an index value, this chapter calculates the ‘size’ of the indirect
knowledge. The second type of linkage introduced in the present chapter is a graphical
representation of linkages expressed as embodied knowledge flows between industries that are
knowledge sources and knowledge receivers respectively. The knowledge flows are mainly seen
as one-way relations from producer to user in this chapter. Chapter 5 will draw on innovation

survey data in order to include the role of the user in the innovative process.

The technological linkages are mapped for Denmark in1979 and 1991.The analysis uses the three
knowledge indicators presented in chapter 3: R&D expenses, patenting and employees with a

degree in technical or natural sciences (referred to as ‘technical empldyees’).

The chapter draws on results from module 4 of the DISKO project (The Danislatiomo8ystem in

a Comparative Perspective), supported by the Danish Business Development Council. A preliminary
version of the chapter was presented atifeinternational Conference on Input-Output Techniques
New York, 18-22 May 1998 (see Drejer, 1998b).

For an assessment of the strengths and weaknesses of different quantitative measures of technological
activities see Pavitt and Patel (1988).
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4.2  The importance of technological interdependence

The present chapter, as does the entire thesis (see chapter 1), deals with knowledge and
technology in a somewhat synonymous way, but with the distinction that technology is defined
as knowledge about scientific and technical processes, i.e. technology is a sub-element of

knowledge.

Knowledge is a prerequisite for innovation. Kline & Rosenberg stress the importance of

accumulated knowledge in the innovative process. Knowledge is defined as the stock part of
science, while research is the flow part, which creates new knowledge to add to the accumulated
knowledge of the system (Kline and Rosenberg, 1986). It is the use of accumulated knowledge
that is essential to modern innovation, not as much in the initiating step, as in the whole process

of innovation (‘central-chain-of-innovation’ in the terms of Kline & Rosenberg).

Knowledge in the Kline and Rosenberg sense is accumulated in the system. But in a more narrow
sense, knowledge can also be accumulated in a given end-product. When knowledge is used in the
production of a produd, this knowledge will be embodied in prodactf the productiis used

as an input further down in the production system, the embodied knowledge will flow through the
system. Even though the user of prodaaloes not acquire the total amount of knowledge
embodied in the product, he or she will make use of/build upon the knowledge in the further
processing of produd into productb. The knowledge embodied in produzctwill be the
accumulation of knowledge used in industry A (the industry that produces pradaied in

industry B (the industry producing produmt The amount of knowledge embodied in an end-
product will,according to this line of thought, consist of the knowledge accumulated through the

process of production.

The accumulation of knowledge in a product differs from the knowledge accumulation described
by Kline & Rosenberg in dimension - the stock of knowledge in the Kline & Rosenberg sense is
the continuous accumulation of knowledge over timie whole systemvhile the knowledge
accumulated in a given end-product is accumulated through a processtbrdlogh the system

The accumulation of knowledge in an end-product does not in a narrow sense contribute to the

accumulated stock of knowledge in the system, but since it broadens the area of application of the
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existing stock of knowledge, it can be perceived as increasing the knowledge intensity of the

production. And it is this knowledge intensity that is in focus in this chapter.

Knowledge flows are important aspects of knowledge diffusion, which is one of the central
elements in describing a national system of innovation (Lundvall, 1992a, p. 2). An analysis of
knowledge flows is not only of academic interest, it also has important policy implications: a
thorough mapping of knowledge flows that uncovers major sources for the spread of knowledge
in the economic system can point out which industries have a widespread effect on the whole
system through the diffusion of knowledge in the economic system as a result of transactions

between industries.

Moving to methodological considerations, Marengo and Sterlacchini (1989) examinenilies fa

of methodologies for quantifying patterns of technological change among sectors. The first group
of methodologies uses input-output analysis based on vertically integrated sectors in a focus on
embodied (indirect) technology transfers. The second methodology has as its main contribution
Scherer’'s (1982a; 1982b; 1984) study of direct technology flows focussing on disembodied
technology transfers. Marengo and Sterlacchini point to the need of an integrated approach that
combines direct and indirect methodologies in the analysis of technology transfers for at least 3

reasons:

)] embodied and disembodied transfers are strictly connected as parts of one process of
innovation and diffusion;

i) the processes take place through a sequence of stages: indirect transfer is likely to be - at
least partly - fed by direct transfer, and indirect transfer often follows direct transfer at a
later stage of the diffusion process;

iif) the overallaccordance of the empirical results obtained by different methods suggests that
combined procedures are likely to yield empirically relevant results (Marengo and
Sterlacchini, 1989, p. 12).

The methods applied in this and the following chapter supplement each other as the input-output
based method presented in this chapter strictly deals with embodied transfers, while the innovation

survey presented in chapter 5 has a broader view where also the interactive element of innovation
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and diffusion is included.

4.2.1 The difference between technological interdependence and spillovers

An analysis of technological interdependence can - somewhat mistakenly - be perceived as a
spillover analysis. Spillovers are basically externalities occurring when the actions performed by
an entity affects another entity in a positive or negative way without a full compensation being

payed for this effect.

According to Langlois and Robertson (1996, p. 11-12)pgers can take three forms:

1) Spillovers may result from increasesonsumer surplu buyers do not have to pay for
the full benefit that they receive from an innovation embodied in a good or service they
have purchased.

2) Spillovers may result fromompetitorsof the innovator acquiring the new knowledge at
less than the full costs of R&D, which the originator had to pay.

3) Spillovers may result from firms wther industriesacquiring the knowledge at less than
full costs of R&D.

Los and Verspagen (1996), following Griliches (1979), distinguish between pure knowledge
spillovers and rent spillovers. Rent spillovers are obtainedigfrahe purchase of innovated
products, and corresponds to the first type of spillovers in the Langlois and Robertson definition
above. According to Los and Verspagen, rent spillovers are not true spillovers, since they largely
are due to a ‘mis-measurement’, in the sense that conventional price index systems are not able
to account for quality changes, making price increases, which could be due to improved efficiency,
be interpreted as inflation. Knowledge spillovers on the other hand are not embodied in traded
goods and this type of spillovers do not, according to Los and Verspagen, occur in relation to
market transactions. In stead pure knowledge spillovers occur when information is exchanged

during conferences, when an R&D engineer moves from one firm to another, or when a patent is

Empirically the methods for identifying technological interdependencies and spillovers are often
identical.
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disclosed (Los and Verspagen, 1996, p. 4).

Spillovers of the above kind have been argued to prohibit ‘efficiency’ due to the fact that
investment returns are not fully appropriable, resulting in a situation where markets provide an

insufficient incentive for the investment in knowledge (e.g. Grossman and Helpman; 1994).

Somewhat in line with Los and Verspagen, Eliasson (1996) states itlatesp mainly occur

through the movement of people and the formation of integrated complexes of consultants and
subcontractors. Even though Eliasson is convinced that spillovers are true micro market
phenomena, he does acknowledge that they can be established econometrically on macro data
(Eliasson, 1996, p. 126). Eliasson does not distinguish between technology diffusion and
spillovers: the main idea behind his argument is that competence blocks of advanced firms operate
as ‘technical universities’ and ‘research institutes’ whiahmtentionallyprovide free education

and research services to other agents in the market. The competence that diffuses from
competence blocks is both economic and technological, and it only diffuses under market
circumstances characterised by competition - and the spillover/diffusion is dependehbcad the

receiver competenté¢Eliasson, 1996, p. 125-8).

Eliasson’s lack of distinction between spillover and diffusion is problematic in the present context,
as the main difference between interdependence and diffusion on one side, and spillovers on the
other, is that spillovers are unintentiohd@he knowledge flows dealt with in this chapter, and the
industrial interdependencies which are represented by these flows, are not perceived as the
unintentional outcome of market imperfections. They are rather perceived as a necessary condition

for a successful technological and economic development.

In relation to the Langlois’ definition, this would primarily be the case in relation to the second type
of spillovers, which involves competitors.

This is what is referred to as absorptive capacity by Cohen and Levinthal (1990).
The unorthodox perception that spillover generation can be intended can be found, see e.g. Grupp

(1996) who defines technological spillovers as sharing of knowledge with other bodies performing
R&D without reimbursement.
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4.2.2 Previous studies of technological interdependencies

Scherer (1982b), Pavitt (1984) and DeBresson (1994) are examples of previous attempts to

measure technology flows between industries using different types of empirical data.

Scherer (1982b) analysed inter-industrial technology flows in the United States matching industrial
invention patents and the R&D expenditures supporting activities that gave rise to the inventions.
Scherer’s main aim was to analyse the effect of R&D on productivity growth by distinguishing
between sectors of production and sectors of use, finding that productivity growth in fact comes
from used R&Drather than fronproduct R&Dat its point of origin. Scherer’s analysis applied
survey data, and the sample used for analysing the technology flows did not characterise total

industrial technology flow relations since smaller companies were excluded from the sample.

At the same time as Scherer was carrying out his work on constructing technology flow matrices,
Pavitt (1984), as briefly mentioned in chapter 2, analysed sectorial differences in innovative
activity and innovative characteristics in the United Kingdodsing information on 2000
significant innovations and on innovating firms in Britain from 1945 to 1979, Pavitt developed a
taxonomy separating industrial firms into four categories: Supplier dominated firms (agriculture,
housing, private services, traditional manufacture), scale-intensive firms (bulk materials,
assembly), specialised suppliers (machinery, instruments) and science based firms (electronics,
chemicals). Each category has special innovative characteristics. Sources of the main knowledge
inputs into the innovations were identified by asking sectoral experts and the innovating firms to
identify the type of institution that provided up to the three most important inputs into each
innovation. Pavitt finds that the information on the sectors of production of innovations and on
the sectors of use provides what can be considered as the technological equivalent of an input-
output table: it shows intersectoral patterns of production and sale of goods in intersectoral
transfers of technology. Further Pavitt illustrates that the major technological flows in relation to

significant innovations are from science based firms to supplier dominated firms, to scale intensive

Scherer (1982a), actually refers to a SPRU working paper by Pavitt (1982) which was a forerunner to the
now well-known 1984 article on ‘Sectoral Patterns of Technical Change: Towards a Taxonomy and a
Theory'.
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firms as well as to specialised suppliers; from specialised suppliers to science based firms and to
scale intensive firms; and from scale intensive firms to specialised suppliers and to supplier
dominated firm$. Pavitt's method has a limitation similar to one of the limitations of Scherer’s
analysis: the analysis is not representative of the total economic system of interrelations. In
Pavitt’s case the analysis is limited to technological relations related to what has ex post proven

to be significant innovations.

The method used by DeBresson (1994) for collecting information on innovation sources and users
can in many respects be compared to the method used by Pavitt. By use of a survey of 24.000
Italian production firms, DeBresson constructs an innovative activity matrix, based on the most
innovative part of the respondents’ identification of their most important innovation, as well as
the typical user-industry for this innovation. The analysis shows that the innovative activity is
concentrated in a small part of the economic space, and that the Italian system of innovation is
asymmetric in the sense that the most important users are most often to be found in another part
of economic space than the most important suppliers. The Italian analysis is compairatttio a s
analysis of China and France in DeBresson and Hu (1996). The method applied by DeBresson

will be discussed further in chapter 5.

4.3 Direct vs. indirect knowledge

As mentioned in the previous section, knowledge flows can affect the knowledge intensity of the
producing units in the economy. Normally the knowledge intensity of an industry refers to the
knowledge creating activities within that industry only. Following this the industries with the

highest and lowest knowledge intensities respectively in Denmark can be illustrated as in table 4.1.

Allknowledge indicators point towards the medical industry, instruments, and telecommunication
equipment as members of the “Top 5' of knowledge intensive industries. Other electronics is
identified as a knowledge intensive industry according to the R&D and employment indicators,
and the R&D indicator also points towards machinery. The employment indicator identifies

business services as the most knowledge intensive industry of all. Finally, the patent indicator

See chapter 7 for a figure describing the linkages between the four Pavitt sectors.
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Table 4.1: Knowledge intensities in high and low knowledge intensity industries in
Denmark, 1991

Tech. employment/ R&D/ Patents/
Total employment Production Production#

High knowledge intensity

Business services (14.0%) Medical (15.1%) Instruments (19.0%)
Telecom. equipment (12.7%) Instruments (9.3%) Chemical raw materials (8.0%)
Instruments (11.2%) Telecom. equipment (8.1%) Telecom. equipment (7.0%)
Other electronics (9.3%) Machinery (2.8%) Medical (6.7%)
Medical (8.2%) Other electronics (2.3%) Agricultural mach. (5.8%)

Low knowledge intensity

Textiles (0.62%) Other services (0.073%) n.a
Food (1.1%) Construction (0.075%) n.a

Other services (1.2%) Public utilities (0.18%) n.a
Trade (1.5%) Textiles (0.19%) n.a
Public utilities (2.1%) Trade (0.31%) n.a

# Production is measured in 10,000s in order to make the patenting intensity comparable with the two other
intensities. Low intensity industries are not identified applying the patent indicator, as patent data are only

available for manufacturing industries.

Source: Background calculations for Drejer (1998a) carried out by Lone Nielsen and Birgitte Hansen in relation
to the DISKO project.

places chemical raw materials and agricultural machinery among the five most knowledge
intensive industries in Denmark in 1991. Based on a combination of all three indicators the medical
industry, instruments, telecommunication equipment, other electronics and business services are
characterised as the five most knowledge intensive industries in Denmark. Business services are
included even though it is only classified as a knowledge intensive industry according to the
employment indicator, since it is the industry with the highest intensity of technical employees.
The education indicator is emphasised since it does not have a sectoral bias to the same extent as

the two other indicatorsRegarding patents, industries (or technological fields) have very

Pavitt and Patel (1988, p. 36) indirectly support this view in their description of technology as largely
being generated through full-time or part time technological activities (design, development,
production engineering) - activities that depend on the employee qualifications - rather than through
R&D activities. Pavitt and Patel perceive R&D and patenting as being related to invention, innovation
and diffusion rather than technological activities as such.
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different propensities to patent (Pavitt and Patel, 188&hile the R&D indicator is biassed
towards industries with an over-representation of large firms, mthuise large firms have a
clearer distinction between production and R&D activities as compared to small firms, and due
to the way that R&D statistics are collected in Denmark, with small firms’ R&D activities not

being registered at the industry level.

The industries with the lowest knowledge intensities are other services, textiles, trade and public
utilities, both applying the R&D and employment indicator, while the R&D indicator ssesl
construction among the five industries with the lowest knowledge intensities. The employment

indicator also points towards the food industry.

As mentioned in the introduction to this section, the ranking in table 4.1 does not take acquired
knowledge into account when classifying industries according to their knowledge intensities.
Mapping the knowledge relations between ‘knowledge sources’ and ‘knowledge receivers’, as
well as estimating the quantitative importance of knowledge acquired through embodied
knowledge flows between industries, applying the case of Denmark, is the major aim of this

chapter.

4.3.1 A minimal flow model of embodied knowledge flows

Schnabl (1994; 1995) presents an input-output based method for analysing
interdependences/linkages in an economic system: the minimal flow analysis {\tigvative
expenditures weighted by input-output coefficients expressing the economic interdependence
between industries are used as expressions of embodied technology flows between industries. |.e.
it is assumed that the embodied technology flows are proportional to the innovative expenditures
in the innovating industries, as well as to the quantitative extent of the flows of intermediate goods

and services between the user and producer industries. The advantage of this method is that it

10 And further, patent data are not available for service industries.

1 Other examples of minimal flow analysis can be found in Torre (1992), who decomposes input-output
matrices into quasi-autonomous subsets - the so-called ‘filieres’ - that characterise the internal
structure of the productive system; and in Cassetti (1995) who uses minimal flow analysis to study
international interindustry linkages.
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captures the combined effect of innovative activities and the structure of the production system
in which these activities are transported through intermediate commodity flows from their sources

to their final use.

The model identifies embodied technology flows whether these flows are the result of a direct link
from one industry to another (e.qg. if the paper industry supplies packing material to the food
industry) or the flows are indirect via other industries in the system (e.g. if the above mentioned
deliverance is supplied through a wholesaler or a similar agent in the wholesale or retail sector).
Thus the method is related to the Rasmussen family of linkage measures presented in chapter 3.
This implies that the technology flows are ‘screened’ for possible intermediate links between the
observed industries, and thus it is not possible to distinguish direct from indirect deliverances. But
opposed to the Rasmussen type linkage specifications, this is a graphical presentation where a
minimum value for entries in a transaction matrix is selected (hence the name ‘minimal flow
analysis’). All values exceeding this value are set equal to 1, while all other entries are assigned
the value 0, i.e. making the analysis qualitative. In Schnabl (1995) the method is used to analyse
the characteristics of interindustrial technology flows for a national innovation system (Germany
1980-1986). Different technology indicators can be included in the analysis in order to cover
different areas of the ‘innovative landscape’. A comparison of the production structure of the
German system of innovation in 1980 and in 1986 shows a very stable structure without major

changes in the industry structure between the two years.

An analysis of embodied knowledge flows applying input-output data implies that the sectors of
utilization of the knowledge carried out by an industry are proportionally the same as the sectors
of utilization of goods and services in input-output tables. As pointed out by Archibugi (1988, p.
273) there is no real certainty that the knowledge fldwufsan industry have the same direction

as the industry’s products. But, as Archibugi also states, even though the analysis of knowledge
flows might only provide indications, these indications are still valuable in the absence of a definite

proof regarding flows between sectors.

Another problem is that a traditional input-output model, which is a ‘snap-shot’ of a system in a

12 Archibugi deals with R&D flows only.
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given time, will not be able to endwre all the dynamic elements at play in a national system of
innovation. But by introducing knowledge flows to the input-output system, it is the intention to
show a snap-shot of the system which indicates some technological relations between the sectors
in the system - and thereby supply the input-output model with an angle, which is related to

dynamic efficiency as discussed in chapter 1.

The analysis of knowledge flows in Denmark uses a slightly moderated version of Schnabl's
model. Also, in stead of using innovative expenditures, the three previously mentioned knowledge
indicators are used: R&D expenditures, patenting and employees with a technical or science

degree. For a technical description of the model see appendix B.

The flow charts based on the minimal flow model are related to the concepts of direct and indirect
technology presented in Papaconstantinou et al. (1996) in their analysis of embodied technology
diffusion in 10 OECD countrié$in the 1970's and 1980's. Just as the minimal flow analysis of
technological relations, the OECD analysis builds on the assumption that knowledge or
technology, in this case represented by R&D expenses, developed within a firm in a given industry
is not only beneficial to the firm and industry itself, but also to users of input from the developing
firm/industry. The knowledge embodied in the product or service of a given firm or industry, is
thus the sum of the firm/industry’s own knowledge generating activities and the knowledge
generating activities embodied in the production inputs received from other firms/industries. The

main principle behind this thinking is illustrated in figure 4.1.

The graphs based on the minimal flow model are constructed for Denmark for the years 1979 and
1991 Since the model is calculated in current prices, the filter values cannot be set equal for the

two years. The resulting structure will vagcording to the filter value chosen, thus making it

B The G7 countries (USA, Japan, Great Britain, Germany, France, Italy and Canada) as well as

Australia, the Netherlands and Denmark.
14 The combination of several knowledge indicators puts severe limitations on the data availability.
Educational statistics are only available for the period 1980-1992; while R&D data is only available
for odd years, and only in current prices. It is also the combination of indicators that determines the
level of aggregation. As the structure of education and employment is relatively stable, the 1980
education matrix is used in combination with the 1979 input-output matrix.
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Figure 4.1: Internally developed vs. externally acquired
(embodied) knowledge

KNOWLEDGE GENERATED IN
OTHER DOMESTIC
INDUSTRIES

INTERNAL GENERATION OF
KNOWLEDGE:
through qualified employees,

R&D investment etc.

PRODUCTION ‘

crucial to examine different filter values. There will always be a trade-off between the ‘depth’ of
the analysis including a large number of relations (a low filter value), and finding a structural
picture which will give an easily conceivable overview of the main technological relations in the
economic system (a high filter value) (Schnabl, 1995). In the present analysis the structural
overview of the system has been favoured at the expense of detail in the analysis. The filter values
are chosen in such a manner that approximately the same number of industries and the same
number of linkages occur in the two comparable y&arkis implies that the focus is on changes

in the relations between industries, e.g. a shift from knowledge receiver to knowledge source, and
not on the development in the degree of systemic interaction. In an international perspective, the
degree of systemic interaction is very high in Denmark with a well developed net of trade relations

between industries.

Not just the high filter values, but also the high level of aggregation used in the analysis implies
that many relations are excluded from the analysis. The number of industry groups used in the

analysis is 22, thus ignoring a number of relations between industries included in the same industry

5 The filter values have been checked for stability, making sure that the patterns of the graphs are

robust, i.e. they do not change if the filter values are changed marginally.

84



group (intraindustry relations are not included in the analysis).

It is only the largest knowledge sources and the quantitatively most important users that are
included in the graphs. The industries listed in the bottom left corner of figures 4.2-4.4 are

described as not being part of the representative flows of the system, but they are part of the
overall system of flows of goods and services in the economic system, albeit with values that are

below the preset filter value.

4.3.2 Embodied knowledge flows in Denmark 1979 and 1991

Due to the lack of information on intermediate flows of goods and services which links
information on source country and industry for a given receiver industry, the analysis only includes
national relation$® This implies that an analysis which includes import relations either must build

on the assumption that the level and structure of knowledge is the same in the source country as
in Denmark, or, a little more sophisticated, on a pre-determined assumption about the country-
composition for a given source industry’s deliverances to a receiving industry. Both types of
assumptions ascribes a large uncertainty to the outcome of the analysis, and thus the international
relations are excluded from the present analysis. But nonetheless it should be kept in mind, that
due to the fact that Denmark is a small open economy, imported inputs to the production play a
significant role in most industries, construction being one of the only exceptidies implies

that a lacking importance of some industries as knowledge sources can b®dnishdirms in

these industries being relatively unimportant knowledge sources. The industries can still be
important international knowledge sources even though they do not play an important role in the

nationally boundedhnovation system.

16 Information on import is on the one hand available in the form of imported amount specified on

industry and country of origin without any information about which industries might use the imported
goods or services as production input, on the other as input-output tables, where source and receiver
industries are identified, but there is no link to source country.
1 Based on a method where the R&D embodied in imported intermediate inputs is a weighted sum of
foreign sectoral R&D intensities, where the weights are the intermediate demand of an industry from
each other industry multiplied by the import share of that industry by trading partner country (i.e. the
most sophisticated of the above mentioned methods), PapaconstantingtiS8&lfind that imports
are more important as sources of acquired technology than domestic inputs in Denmark, as well as in
two other small countries, Canada and the Netherlands.
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Figure 4.2: Knowledge flows based on R&D expenditures
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Figure 4.3: Knowledge flows based on patents

Patents 1979
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Figure 4.4: Knowledge flows based on tech.-nat. personnel

Technical and natural science personnel 1979
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Industries included in the analysis:
Manufacturing:

. Food and beverages

. Textiles, clothing and leather

. Chemical raw materials

. Medical industry

. Rubber and plastic

. Other chemical industry

. Stone, clay and glass products

. Iron and metal industry

. Manufacture of agricultural machinery
10. Machinery

11. Telecommunications and radio/television
12. Other electronics

13. Shipbuilding

14. Transport equipment

15. Instruments

OCoO~NOOOTA, WNPE

Other industries:

16. Construction

17. Trade

18. Public utilities: Post/telecommunication
services/transport services/-electricity/gas/water

19. Business services

20. Other services

21. Residual: agriculture, fishery, extraction of raw
materials. Wood and furniture, paper and graphical industry,
other manufacturing

22. Public services



The graphs are to be read from left to right, with the lines being uni-directional. I.e. the industries
at the left of the graph are knowledge sources, while the industries at the right are knowledge

receivers. There are no bilateral relations at the filter values used in the present analysis.

When comparing the flows from the three indicators (figures 4.2-4.4) several features are worth
noticing. First the graphs show that the overall picture of the knowledge flows between industries
is fairly stable regardless of indicator. There are a number of common features regardless of
whether patent grants, R&D expenses or educational statistics are used. One of these common
features is that food, as the only manufacturing industry, is a recurring knowledge receiver. This
confirms previous findings of the food industry relying to a large extent on technology carried out

in other industries (e.g. Christensen et al., 1996). Service industries such as trade, public services

as well as other services are also recurring knowledge receivers.

Combining all three indicators, machinery and business services stands out as general sources of
knowledge, since both industries are identified as major sources from two out of three indicators.
Other important sources, which are only identified from one indicator, are iron and metal (patents)

as well as construction (education).

As mentioned above the group of users is wider and more stable: food, trade, public services, the
residual group, public utilities as well as other services are identified as knowdegeers
regardless of indicator. This indicates that knowledge production is more concentrated than

knowledge use.
This difference in concentration can also be illustrated by a calculation of the distribution of the
direct and indirect knowledge intensities in the industries, based on the method presented in

Papaconstantinou et al. (1996) mentioned above (following the basiicigtezted in figure 4.1).

A vector of total knowledge intensities can be calculated as:

K (1 a1
2 (A
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with K being the knowledge indicator, e.g. R&D, and X being the total produétibns K/X

is the direct knowledge intensity. (I-A)s the Leontief inverse introduced in chapter 2. As the
Leontief inverse matrix expresses the direct and indirect production necessary in order to deliver
one unit to final demand from each industry in the system, it is possible to calculate the knowledge
contribution from each industry. The indirect knowledge intensity can thus be calculated as the

total intensity minus the direct intensity:

K 4K
S-At -2
x A7

The direct knowledge intensities (based on R&D expenses) varied between 0.07 percent and 15
percent in Denmark in 1991, while the intensities of R&D received through intermediate inputs
varied between 0.3 and 2.5 perc&rin other words research and development in Denmark is
primarily carried out in a few knowledge intensive industries from where it is diffused and used

throughout the economic system.

The importance of indirect knowledge in knowledge intensive industries and low intensity
industries respectively can also be expressed by the ratio of indirect to total (direct + indirect)
knowledge, as illustrated in table 4.2, where the most knowledge intensive industries are included,
as well as the industries in the low intensity group which are the recurring receivers of embodied

knowledge?°

18 In the case of the technical employee indicator, K is number of technical employees, while X is total

employment. For patents K is the number of Danish patents granted in the US during the five year
period leading up to the basis year (the five year period is applied in order to even out fluctuations in
patenting), while X is of the total production measured in units of 10.000 (as in table 4.1). The only
difference between the measures of X in the case of R&D and patents is the changed scale for patents.
This is introduced in order to make the intensities comparable, despite the number of patent grants
being very low compared the pecuniary measure of R&D activity.
19 Based on calculations carried out by Lone Nielsen and Birgitte Hansen, presented in (Drejer, 1998a,
p. 42).
20 In order to be able to compare business services with the other knowledge intensive industries in table
4.2 an ‘artificial’ direct patenting intensity has been calculated. The calculation is very simple, based
on the conservative assumption that the fraction of patent grants in business services to total number
of patent grants (for the entire economy) equals the fraction of the production volume of business
services to the total production volume of the economy.
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Depending on whether the focus is on the employment indicator or the R&D indicator, the indirect
knowledge accounts for between 57 and 80 percent, or 53 and 93 percent of the total knowledge
in the low intensity industries. The choice of indicator makes a considerable difference, as e.qg.
indirect R&D accounts for 93 percent of the total knowledge within construction, while the
indirect knowledge input from technical employees only accounts for 57 percent of the total
knowledge input from technical employees within this indusdtijne high importance of indirect
knowledge occurs despite of the fact that the low intensity industries only receive relatively few
goods and services from the knowledge intensive industries, i.e. even a small knowledge flow
towards the low intensity industries plays a large role when compared to the total knowledge

intensity in these industries.

Table 4.2: Indirect knowledge/total knowledge, in high and low knowledge intensity
industries respectively, Denmark 1991.

Indirect tech.empl./ Indirect R&D/ Indirect patents/
total tech.empl. total R&D total patents #

Low knowledge intensity

Textiles and clothing 80% 74% n.a.
Construction 57% 93% n.a.
Trade 57% 53% n.a.
Other services 70% 85% n.a.
Public utilities 57% 71% n.a.
Food 71% 61% n.a.

High knowledge intensity

Medical industry 31% 14% 30%
Instruments 32% 19% 19%
Telecom. equipment 33% 24% 37%
Other electronics 37% 42% 41%
Business services 18% 22% 38%

# Intensities are not calculated based on the patent indicator for the low intensity industries, as these
industries do not patent at all, or have a negligible patenting activity .

Construction has a quite high fraction of technical employees, but a very low direct R&D intensity.
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For the high knowledge intensity industries the fraction of indirect knowledge varies between 18
and 37 percent for technical employees, between 14 and 42 percent for R&D, and between 19 and
41 percent for patenting. Regardless of indicator, other electronics is the knowledge intense
industry with the highest importance of indirect knowledge. Both within the group of high
knowledge intensity industries, and within the group of low intensity industries, the technical
employee indicator has the lowest dispersion, while the dispersion is considerably larger for the

R&D intensities.

4.3.3 Characterising the Danish economy

The above analysis has revealed a number of characteristics of the Danish economy. The first
characteristic worth some attention concerns the food industry. This industry has been dominating
in the Danish economy for a long time, both in terms of volume of production and export. It is
basically a low knowledge industry, but the industry is to a large extent an important user of
production inputs from knowledge intensive industries, i.e. we are dealing with an industry which

has an absorptive capacity for using inputs containing embodied knowledge.

The second characteristic concerns the service industries. The Danish service industries are, with
the exception of business services, low knowledge industries (at least judging from the presently
available knowledge indicators), but the services are, just as the food industry, intensive receivers
of embodied knowledge. l.e. a flow of embodied knowledge from a few industries to a broad

range of service industries is observed.

If the focus is turned towards the knowledge sources, two very different industries are found to
be the most important sources of embodied knowledge diffusion in the Danish economy: on the
one hand the role of business services confirms that knowledge intensive services not just within
the last few years, but for a quite some years, have played a central role as a knowledge source,
not just for manufacturing but also for other services. And on the other hand machinery, which
is a traditional manufacturing industry, still plays an important role as a knowledge source.
Although analysed from a different perspective, this is in accordance with the findings of Pavitt
(1984), where machinery is a classical specialised supplier industry. Also the analysis shows, by

the example of machinery as compared to e.g. instruments and the medical industry, that it is not
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necessarily the most knowledge intensive industries, which are the most important sources of

embodied knowledge flows.

4.4 Conclusions

The aim of this chapter was to analyse the structure and quantitative importance of acquired
knowledge at the industry level. The methods for identifying interindustry knowledge flows have
been expanded upon by introducing a number of knowledge indicators instead of relying solely

on one indicator.

Input-output based analyses of knowledge flows were applied since they have a large advantage
in the possibilities they provide for comparing structures over time. The analysis showed that there
is a high degree of industrial interdependence in the Danish economy. A complex web of relations
illustrates that looking at the most knowledge intensive industries isolated from the rest of the
economy is too simplistic an approach as it will not reveal which industries are central to the

utilisation and diffusion of knowledge in the economic and technological system.

A few methodological findings should be emphasised. First, the high degree of stability of the
relations between the two years analysed is an important result. Few major shifts are observed
between 1979 and 1991, which confirms the results found by Schnabl in his analysis of Germany.
Second, analyses building on input-output data combined with different knowledge indicators have
as their main advantage the possibility of comparing structures over time. But the weakness in
only capturing the fraction of interindustrial knowledge flows which are embodied in goods and
services cannot be ignored. Third, the assumption that the embodied knowledge from an industry

is evenly distributed on all products flowing from this industry is questionable.
Thus the following chapter will look at actual product innovation flows between industries in

order to get a more complete image of the interindustrial knowledge relations in the Danish

economic system.
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Appendix B: The model for the graph theoretical minimal flow analysis

The following model is a modified version of the model presented in Schnabl (1994; 1995).

The model starts with a Leontief system, where the total production equals the direct and indirect
intermediate flows of goods and services (as expressed in the Leontief inverse) multiplied by final
demand. This expresses the total production requirement for producing for the actual final

demand:

X=(I-A) Xy), () expresses the diagonalisation of a vector.

This system is ‘normalised’ by pre-multiplying by the inverse of the diagonalised vector for final

output, thus making all rows summing to 1. Thus we now have relative requirements:

S=xI(1-A) Hy).

Knowledge or technology is now introduced through the diagonalised veshorThis step

weights the production requirements by the technology levels in the delivering industries:

X (tekix)1(1-A) Xy).

Since (I-A)* by definition equals

[+A+A%+AS. ...

the X, equation can be expressed by the following section of equations:

X, o= ek AL,
X, o= tekixI AZy)
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etc.

In order to make the system binary, and thus allowing for the use of graph theoretic methods, the
values of the X, matrices, which express the direct technology deliverances, are filtered’
through a preset minimal value, thus making cells with a value less than the minimal value equal
0, while cells with a value equal to or larger than the minimal value are given the value 1. Thus

a new matrix W, is created, with cells having the values O or 1.
W, is used for calculating a ‘dependence’ or ‘readigbmatrix, D:
D=#(W+W2 +We +W* + ... +W'1),
where # expresses boolean summation, and n is the number of industries in the system.
D is used in calculating a ‘connection’ matrix, C:
c;=0;+[d; d;]+k;,

where k=1 if there is a relation, regardless of direction, between the indusanes, or else

K is calculated as

K= #[(1+') + (W+W") + (WH+W') 2+ (WHW')3+ (W+W)*+....],

where the summation of the transposed W matrix (W’) and W ‘dissolves’ the direction in the

relation between industries i aptdy making the sum matrix (W+W’) symmetric.

The elements of C can take the values 0, 1, 2 or 3 (see e.g. Harary et al., 1965):

¢;= 0: no relation betweeinand,.

¢;= 1. there is a weak relation betweeandj, in the sense that andj both are
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connected to a'Bindustry, but there are no flows, neither direct nor indirect,

between andj.

c; = 2: there is a one-way-relation frarto j. The direction fronito j is the result of the
multiplication d d.

¢;= 3. a bilateral relation betweerand] exists, i.e. the relation is both froito j and

fromj toi.

The C matrix is used for calculating centrality coefficients, defined as the sum of the rows divided
by the sums of the columns. The centrality coefficients reveal whether the industry in question is
a technology source (more outflows than inflows) or a technology receiver (more inflows than
outflows). Using the coefficients to decide the position of the industries in the graph and the
values of the cells to decide whether there is a relation between two industries, and if so, whether

this relation is one-way or bilateral, a directed graph of the embodied technology flows between
industries is constructed.
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Chapter 5: Interdependence in innovative activity matrices

One of the most important achievements of
contemporary economics is the constant creation of
new knowledge. Yet economic theory is still focussing
on the problems central to a past epoch: universal
scarcity. Economic analysis is still largely focused on
the best management of scarce resources, what the
economists have termed tloptimal allocation of
factors Yet the process which characterizes today’s
economy is thereation of new factordDeBresson,
1996, p. xxi).

51 Introduction

In this chapter the linkage concept is expanded once more. More specifically the chapter looks at
innovative linkages, viewing innovation as an interactive process based on mutual dependence
between innovation suppliers and users (as introduced in chapter 2). The chapter has two main
aims. The first aim is to supplement the analysis in chapter 4 of technological interdependencies
based on input-output statistics with an analysis of innovative interdependencies, as they were
expressed in the Danish part of the European Community Innovation Survey. The second aim is

to identify different types of innovative clusters, based on different types of linkages.

The most noticeable difference in relation to the linkage concepts dealt with in the previous
chapters is that the role of the user as a source of input to the innovative process is introduced in
this chapter, thus the linkage concept introduced here has more dimensions than a pure input-

output linkage.

The first step of the chapter compares the patterns of product innovation flows with the input-
output based flows of chapter 4. This is done in order to assess the ‘credibility’ of the input-output
based analysis, through examining the extent to which there is an overlap between embodied
knowledge flows and observed product innovation flows. Thus this part assesses the embodied

knowledge hypothesis.

Just as chapter 4, this chapter draws on results from the DISKO project, supported by the Danish
Business Development Council.
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The second step studies innovative clusters. Ongoing work on identifying technological and
innovative clusters at the industry levelis applying a variety of methods, resulting in different types

of clusters. Here the focus will be on survey based analyses of innovation flows.

5.2 Introducing innovative activity matrices

The construction of innovative activity matrices is developed by DeBresson (see e.g. DeBresson
1996; DeBresson et al., 1994). DeBresson aims at identifying where new knowledge is being
developed in economic space, and for this a method for ‘identifying the locus of learning and the
creation of new techno-economic knowledge’ is presented (DeBresson, 1996, p. 15). Innovative
activity matrices are inspired by input-output matrices, but instead of measuring flows of goods
and services, the cells in the matrix express a flow of product innovations at the industry level.
DeBresson perceives an innovative activity (or interaction) matrix as a reflection of an increase

in the partners’ knowledge (DeBresson, 1996, p. 69):

An innovative interaction between a supplier and a user is an indicator of an increment in their
level of technological knowledge, and is therefore an output indicator of a process of learning

and knowledge creatiofpeBresson, 1996, p. 70).

The increase in knowledge is a central factor distinguishing an innovative activity matrix from an
input-output matrix. The exchange and sharing of new knowledge will not deplete a business
unit’s own knowledge fund, it might in fact even increase it (cf. the critique of applying a spillover

view on technological interdependence introduced in chapter 4).

Innovative activity matrices are constructed for Canada, China and Italy, based on extensive
survey data, in DeBresson (1996). Further a matrix is estimated for France. In the Canadian,
Chinese and lItalian cases the surveys had uncovered interindustrial flows of production
innovations through asking the innovators to identify the industrial affiliation of the major users
of their product innovations. In the French case data of this sort were not available, and thus an
innovative activity matrix was estimated based on input-output data combined with data on

innovative activity in the supplying sectors (DeBresson, 1996, pp. 393-395).
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One of DeBresson’s theses is that innovative activity tends to cluster in the areas of economic
space where ‘normal’ economic activity is most dense, i.e. where intermediate flows between
industries are most numerous. For this purpose matrices estimated partly on the basis of input-
output matrices are not very useful. Thus an analysis of innovative interdependence rests on the
availability of extensive survey data on innovative interdependencies. In the Danish case, data from
the first European Community Innovation Survey (C.1.S.), carried out in 1993 and covering

innovative activity during the period 1990-1992, are Used.

The Community Innovation Survey is in principal an internationally comparable innovation survey
based on the Oslo Manual (OECDb, 1992), which builds on the experiences of a range of
innovation surveys carried out within the last three decades. One of the earliest surveys of
innovation was the one carried out in relation to the project SAPPHO (Scientific Activity
Predictor from Patterns with Heuristic Origins), which compared innovative successes and failures
within chemical processes and scientific instruments in the early 1970's (Rothwell et al., 1974).
Much in accordance with what has been argued here, the SAPPHO project found that the factors
most important to innovative success are related to determining, monitoring and meeting user
needs. Many of the successful firms interacted with a representative sample of potential customers
throughout the development process in order to achieve this understanding of user needs. The
SAPPHO project was followed by the data collection for the database on significant innovations
in Britain at SPRU-Science and Technology Policy Research, documented in Townsend et al.
(1981), which among other were the background data for Pavitt's Taxonomy (1984).Townsend
et al. inspired a Canadian innovation survey documented in DeBresson and Murray (1984). Italy
carried out its first compulsory innovation survey in 1986-87, a survey which was designed
especially to construct an innovative activity matrix, and France carried out an extensive survey
of innovation in 1991 (DeBresson, 1996). Innovation surveys have also been carried out in
Germany by the Ifo (Information und Forschung) Institute, and data from these surveys have e.g.

been applied by Schnabl (1995) in the analysis mentioned in chapter 4.

None of the surveys mentioned above were aimed at collecting internationally comparable results.

The Community Innovation Survey is the first attempt to carry out the same survey in a number

2 The data are weighted in order to be representative of the industries included in the analysis.
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of countries at the same time, in order to provide internationally comparable data on innovative
activities. The first survey carried out in 1993 was only a partial success in this respect, as national
differences in sampling, formulation of questions and the collection of data put severe restrictions
on international comparisons (Archibugi et al., 1994; DeBresson et al., 1998). The second
Community Innovation Survey carried out in 1997/98 has not yet been evaluated but it seems that

the harmonised collection of innovative data is still in its infancy.

In the Danish C.I.S. survey, which covered the manufacturing industries, the questionnaire
included supplementary questidos the supply of product innovations in the form of means of
production, raw materials or intermediary goods to main user industries. On the basis of this

information a matrix of innovation flows - an innovative activity matrix - can be constructed.

The innovation flows are measured as the fraction of firms in an industry that identify firms in their
own or other industries as important users of the firms’ product innovations. The Danish C.I.S.
data also provides information on inputs to the innovative process, expressed as active
participation of firms in other industries in the innovative development process. Thus the
innovative activity matrix is supplemented with an information matrix. The information flows are
measured as the fraction of firms in an industry that identify firms in another industry as active
participants in the innovative process. The innovation and information flow matrices for Denmark
for the period 1990992 are shown in figures 5.1 and 5.2. In figure 5.1 the rows are the
innovation suppliers while the columns are the innovation receivers. The different patterns in the
cells express the intensities of the flows (the percentages refer to the fraction of firms engaged in
the transactions). The dimensions have been reversed in figure 5.2 (through transposing the
matrix), i.e. the rows are receivers of information, while the columns are sources. This reversion
has been made in order to make it easier to combine the information of figure 5.1 and figure 5.2.
The matrices show that intraindustry relations (the diagonal) are a predominant phenomenon, both

with regards to innovation flows and inputs to the innovative process.

I.e. questions that were not part of the standardised international questionnaire. Thus the international
C.1.S. does not allow for the construction of innovative activity matrices.
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Figure 5.1: Innovation flows in Denmark, 1990-1992
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Industries 15 and 22-30 are only included as users, no. 21 is only included as supplier.
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Figure 5.2: Information flows (active participation in the innovative development
process) in Denmark, 1990-1992
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1. Food 11. Rubber and plastic 21. Raw materials/other manufacturing
2. Textile and clothing  12. Stone, clay and glass 22. Public utilities

3. Leather 13. Iron and metal industry 23. Construction

4. Wood 14. Machinery 24. Trade and repair

5. Furniture 15. Electronics 25. Hotels and restaurants

6. Paper 16. Electrical machinery and apparatus  26. Transport services etc.

7. Graphical industry 17. Office machinery and computers 27. Finance and insurance

8. Pharmaceutical ind. 18. Telecommunication equipment 28. Public adm., defence etc.

9. Chemical industry 19. Instruments 29. Education

10. Mineral oil 20. Transport (manufacture) 30. Health and welfare institutions

Industries 15 and 22-30 are only included as users, no. 21 is only included as supplier.
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The industries which have their users of product innovations dispersed on the largest number of
industries are the chemical industry, the iron and metal industry, machinery as well as electrical
machinery and apparatus. These industries, with the exception of electrical machinery and
apparatus, also receive input to their innovative process from firms in a considerable number of
different industries. The following sections will go further into the details of the interindustry

relations.

5.3 Mapping flows of product innovations

The innovation survey data serve two purposes in this chapter: firstly it is possible to check
whether the hypothesis that embodied technology flows estimated from input-output analysis can
be used as an approximation of technological (innovative) interdependencies between industries,
can find support in product innovation flow data. Secondly, the survey allows for an analysis of
the extent to which the flows are one-way from supplier to user, and to which extent we are
dealing with a dependence which is two-way between supplier and receiver of the product
innovation - i.e. it is possible to come closer to an answer to the question of the truly
interdependent nature of technological development and innovative processes raised in chapter
2.

In order to be able to compare the innovation flows to the embodied knowledge flows identified

in chapter 4, some central information is extracted from figures 5.1 and 5.2 and presented in
directed graphs. The graphs in figures 5.3 and 5.4 are to be read in the same way as the graphs
in figures 4.2-4.4. The level of aggregation and industry classification differs slightly from the
classification used in chapter 4. This is due to differences in the classification codes used in the
input-output tables (ISIC related classification) and the Community Innovation Survey (NACE
classification). Thus it is not possible to compare in a one-to-one manner, neither is it possible to

calculate statistical correlations between the two types of matrices.
Figures 5.3 (a) and 5.3 (b) show the product innovation flows between industries in Denmark

during the period 1990-1992. When comparing the innovation flows to the embodied knowledge

flows identified in chapter 4, there is a serious limitation in the lacking coverage of services in the
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innovation survey, implying among others that the importance of business services as a knowledge
source pointed out in chapter 4 cannot be examined further. Figure 5.3 (a) only shows the flows
including more than 20 percent of firms in the source industry. This figure shows a quite different
picture of the technological interindustry relations than do figures 4.2-4.4. Some similarities can
be found though: the role of machinery as a general knowledge source is confirmed (machinery
is here split up into two: office machinerand (other) machinery), with some of the same
receivers: food, public lities and transport services (which was included in public services in
chapter 4). New receivers compared to the embodied knowledge flows are textiles and the
graphical industry. On the source side a number of newcomers occur: transport, paper, and rubber
and plastics. Instruments and iron and metal were also identified as knowledge sources in chapter
4, instruments by both the R&D and patenting indicator, and iron and metal by the patent indicator
only, but their users are not the same as in chapter 4, and thus figure 5.3 (a) does not support the
findings of chapter 4 in this case. What figure 5.3 (a) does show is, that in several cases we are
faced with ‘true’ interdependence between firms in different industries, in the sense that the
innovation sources receive input to the innovative process from firms in the user industries

(marked by the bold lines).

If we now turn the attention to figure 5.3 (b), where all product innovation flows (also flows
including less than 20 percent of the firms in the source industry) are illustrated, a quite complex
picture emerges. In order to reduce the complexity of figure 5.3 (b) the service industries are
excluded, as they only are covered as users in the survey, and thus by definition adédearpl

the receiver group. The product innovation flows from manufacturing to non-manufacturing
industries are illustrated in appendix C, which confirms that low knowledge services are major
knowledge receivers. Regarding flows between manufacturing industries in many cases it is only
possible to support the findings of chapter 4 in an indirect way, as the classification applied in
chapter 4 caused manufacturing industries like e.g. wood and furniture as well as the paper and
graphical industry to be part of a residual group also including primary sectors and manufacturing
n.e.c. In chapter 4 the residual group of industries receives embodied knowledge flows from

machinery, chemical raw materials, iron and metal, instruments as well as business services.

Part of the office machinery sector in the NACE classification is also to be found in the ISIC sectors
telecommunications and instruments.
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Figure 5.3: Innovation flows, major flows and complete network

INNOVATION SOURCES INNOVATION RECEIVERS
INNOVATION SQURCES INNOVATION RECEIVERS

TRANSPORT

() All flows, only manufacturing industries

(a) Flows >20% o[ firms in source industry

Signature:

Full line: more than 20% of the firms in the source industry have supplied product innovations to firmeaoeitles mdustry.
Broken line: between 0 and 20% of the firms in the source industry have supplied product innovations to firnesenvénerrdustry.
Bold line: firms in the receiving industry havepplied information to the innovation process.

The figure to the left - figure 5.3 (a) - only shows the flows that ex2@&aof the firms in the source industry. This illustrates the overall structure in the relations.
The figure to the right - figure 5.3 (b) - also includes the flows that involve less than 20% of the firms in the sourcesindustder to reduce the complexity of

figure 5.3 (b), service industries are left out here.
Flows among industries in the source group as well as flows among the receiver industries are not shown in figure 3tdad dlestrated separately in figure 5
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Figure 5.4: Innovation and information flows between innovation sources, and between innovation receivers

(a) Flows among innovation sources (b) Flows among innovation receivers

Signature:

Full line: more than 20% of the firms in the source industry have supplied product innovations to firmeaeitree mdustry.
Broken line: Between 0 and 20% of the firms in the source industry have supplied product innovations to firnes@ivérandustry.
Bold line: firms in the receiving industry havepplied information to the innovation process.

As opposed to figure 5.3 (and the figures in chapter 4), flows do not run from left to right in figure 5.4. Instead thwe dirdetiinnovation flows is indicated throud
arrows.
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Figure 5.3 (b) shows that both the chemical industry, iron and metal and electrical machinery and
apparatus supply product innovations to both the wood and the furniture industries; and both

instruments, iron and metal and machinery supply product innovations to the graphical industry.

The paper industry turns out to be an innovation source for both food and the graphics industries,
as well as furniture and the pharmaceutical industry. In the case of food and pharmaceuticals the
innovation is most likely to be related to packaging which is of increasing importance in relation

to improving and prolonging the freshness of products.

In general almost all of the embodied knowledge flows between knowledge sources and
knowledge receivers identified in figures 4.2-4.4 can be confirmed in figure 5.3 - if not in figure

5.3. (a) showing the most dense relations, then in figure 5.3 (b) including all product innovation
flows. An exception is of course the relations involving services and construction which were not

covered as respondents in the innovation survey.

The most important general supplier of product innovations is electrical machinery and apparatus.
No electronics related industry is included in the central knowledge flows with any of the
knowledge indicators used in chapter 4, i.e. the importance of this industry is completely ignored
when using the input-output based method. Thus an analysis of technological or knowledge
interdependence which is solely based on the input-output method would miss what seems to be

the most important supplier of generic knowledge in the Danish economy.

Figure 5.4 illustrates the flows among innovation sources - figure 5.4 (a) - and innovation
receivers - figure 5.4 (b) - respectively. The figure shows that the innovation sources have a well
developed net of relations amongst each other. In most cases the relations are two-way both in
the sense that receivers supply information to the innovation praltessated by bold lines),

and in the sense that most of the relations are of the type where the industries are sources for each
other, e.g. machinery is both an innovation source for rubber and plastic and an innovation

receiver from this industry.

The industries in the receiver group are much less related through innovation flows than the

innovation sources. A strong relationship is found between the food industry and the
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pharmaceutical industry. The isolation of the medical/pharmaceutical industry is not as outspoken
when looking at innovation flows as was the case with the embodied flows. But the isolation is
obvious when looking at information flows - or rather lack of these - to the pharmaceutical
industry. And also it is paradoxical that the knowledge intensive pharmaceutical industry is placed
among the innovation receivers rather than among the innovation sources. The isolation of the
industry is probably due to the knowledge base of the pharmaceutical industry being relatively

specific to this industry with relatively few overlaps to other industries except the food industry.

The innovation survey data both supports some findings from the input-output analysis, and
reveals some features which were not captured by the input-output data. In particular the survey
based data illustrates that when it comes to technological and innovative relations between
industries, we are often faced with relations that expressiatemdependence where source and

receiver are mutually dependent.

Another important finding when comparing the input-output based flows to the innovation flows

is that economic relations, as expressed by flows of intermediate goods and services, seem to be
followed by flows of innovations. This is illustrated in the way that the innovation flows in most
cases support the findings from the minimal flow analysis. But the fact the innovation flows also

to a large extent appear between industries without extensive trade relations also illustrates that
we are faced with a one-way causality from exchange of goods and services to innovation flows,
but with no apparent causality from innovation flows to a considerable economic exchange.
possible explanation of this observation is that two industries might have overlapping technology
bases and thus can be related through an innovative cooperation even though they are not closely

related in an economic sense.

The analysis also indirectly supports the point raised by Marengo and Sterlacchini, referred to in
chapter 4, that embodied and disembodied knowledge transfers are connected in the process of

innovation and diffusion: is has been illustrated that a relation exists between on the one side

Regarding production aridventionrather that innovation, Schmookler (1962) claimed that the

causality neither ran from production to invention nor vice versa, but rather they moved in parallel

way and were closely correlated. Schmookler partly explained this by the simple fact that to the degree
that inventions are made by either the producers or users of a commodity, more money will be
available for invention when the industry’s sales are high than when they are low.
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knowledge embodied in general flows of goods and services, and on the other knowledge
embodied in product innovations as well as knowledge inputs to the innovative process. This

finding illustrates the benefits from combining different methods.

The next section will explore the innovation data further in relation to the analysis of chapter 4,
focussing on the nature of the interdependence with the aim of identifying different types of

innovative clusters.

54 Innovative Clusters

The applied definition of a cluster rests on the assumption put forward in DeBresson (1996): firms
in innovative industries cannot innovate alone, they need supplier industries for new components
and user industries for new applications and requirements. This section will look at clusters
defined on the basis of the way industries are interdependent in the processes of both developing

and diffusing innovations.

DeBresson (1996, p. 149) points out that even the ‘father of innovation theory’, Joseph
Schumpeter argued that innovative activity clusters in economic space by stating that innovations
are not distributed evenly in the economic system at random, but rather they tend to be

concentrated in or around certain sectors (Schumpeter, 1939, p. 100-101).

DeBresson operates with several types of space, in particular an abstract economic space
constituted by the supply and demand of different goods, and represented by the web of supplier-
user relationships in an input-output matrix, and a technical space represented by a techno-
functional classification of patents. Distances in economic space are determined on the basis of

linkages, i.e. two industries that are connected by forward or backward linkages are economically

Schumpeter also argues that innovation cluster in time, which is used as an explanation of economic
booms and following recessions (Schumpet8f7). That innovation clusters in time is not supported

by innovation surveys, like e.g. the C.I.S. The surveys on the contrary report that innovative firms

tend to carry out innovative activity at a continuous basis. But where the surveys apply a very broad
innovation concept, Schumpeter deals with radical innovations, so it@bviotis that there is a
contradiction between the two. But Schumpeter’'s (Mark |) perception of an innovator (the
entrepreneur) as an extraordinary - heroic - person, who innovates alone, is contradicted by the survey
that show innovation as an interactive process.
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closer than industries that are not connected in this way. The same principle applies for technical
space. Distances in the discontinuous technological space are measured with patent subclasses:
industries that patent in the same subclasses are technologically closer than those that do not
patent in the same subclass (DeBresson, 1996, pp. 151-2). Without looking at patenting activities,

it was argued in the previous section that a reason for the food and pharmaceutical industries to
be closely related through innovation and information flows could be the overlapping technology

bases, which could also have been expressed as technological proximity.

DeBresson’s definition of an innovative cluster mainly refers to the economic space:

economic agents (or industries) that are at the nodes of most diverse information are most likely
to recombine factors for use in a new way - to innovade As a resultinovative activities will
cluster in industries that have the most different backward and forward linkagBsesson,

1996, pp. 162-163).

In other words, DeBresson defines an innovative cluster as a concentration of innovative activities
in industries that are very integrated in the economic system through backward and forward
linkages. A graphic wayto illustrate this is through the triangularisation of an input-output matrix.
If DeBresson’s proposition is true, then the innovative activity will be concentrated in the
industries in the left-hand corner of the triangularised matrix. Even though the previous section,
combined with the results if chapter 4, gave some support to this view, the definition of an
innovative cluster applied in this chapter differs from DeBresson’s definition in its focus on the
interactive element of the innovative process. The information on the industrial affiliation of active

participants in the innovative process allows for this focus.

From the innovation and information matrices presented in section 5.2, two types of innovative

clusters of industries can be identified in Denmark:
. single-industry clusters each consisting of an industry which is a general supplier of

product innovations to a broad range of receiver industries. This type of industry-cluster

is important for the diffusion of knowledge in the economic system as they are suppliers
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of what can be labelled ‘generic technolodieghich are of general use in the economic
system;

. clusters consisting of industries which are intensive suppliers to a single or few receiver(s)
as well as these industries’ main receivers. These supplier and receiver industries are
examples of innovative user-producer relations, in which the role of the users is often
crucial for the innovative outcome (cf. Lundvall, 1985). Thus in this second type of cluster

a close relation between the supplier and receiver industries is assumed in the innovative
process.

As pointed out in the previous section, manufacturing of electrical machinery and apparatus is one
general supplier of innovations, supplying close to all other sectors in the system. Machinery, the
iron and metal industry, rubber and plastic as well as the chemical industry (excl. pharmaceuticals)

are also general suppliers of innovations. The main characteristic of these industries is that the

Figure 5.5: Innovation and information relations between firms in the
electrical machinery and apparatus industry and firms in other industries
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| am grateful to Susanne Bjerregaard, from the Advanced Technology Group (Industriradet) and
member of the DISKO advisory board, for turning attention to this concept.
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percentage of firms in each industry supplying product innovations to firms within a single industry
is relatively low, which could indicate a high degree of specialisation regarding user groups
between the firms within each general supplier inddstiso only a few of the receiving
industries (especially for what concerns the electrical machinery and apparatus industry) are
reported to be information sources in relation to the innovative process. The web of relations
surrounding these types of industries is illustrated by the electrical machinery and apparatus
industry in figure 5.5, where full lines represent product innovation flows, and broken lines

represent information flows/inputs to the innovative process.

As a contrast to these general supplier industries a number of industries with a high intensity of
innovation flows to few other industries are identified. When the innovation and information
matrices are combined, among others indications of innovative clusters between paper (innovation
supplier) and food (user and information source) are identified; also clusters between paper
(innovation supplier) and the graphical industry (user and information source), and between
telecommunications (innovation supplier) and electronics (user and information source) are
identified.

The example of a user-producer relationship between the paper and food industries show that 80
percent of the firms in the paper industry have supplied product innovations to the food industry
during the period analysed. During the same time period 50 percent of the firms in the paper
industry identify firms in the food industry as active participants in the innovative process. Another
example of such an user-producer relation is between telecommunications and electronics: 90
percent of the firms in the telecommunications industry have supplied product innovations to the
electronics industry during the period 1990-1992. At the same time 40 percent of the

telecommunication firms identify firms in the electronics industry as active participants in the

As pointed out by Peter Maskell at the DRUID winter conference, Middelfart, 1998, where some of
these results were presented, this could actually also indicate that it is a very heterogeneous industry,
or as Rosenberg would formulate it, the industry concept applied is outmoded.
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Figure 5.6: Innovation and information Figure 5.7: Innovation and

relations between firms in the food and information relations between firms
paper industries in the telecommunication and

electronics industries
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Telecommunications and electronics are two knowledge intensive industries with overlapping
technological competencies explaining the high degree of innovative interdependence between the
two industries? But innovative clusters can also exist between two relatively low knowledge
industries, like the food and paper industry. As mentioned earlier, the dependence of the food
industry on innovations (in packaging) from the paper industry was also found by Christensen et
al. (1996).

Examples of industries, like the mineral oil industry, which are major suppliers of innovations to
firms in a single or few industries, without any apparent information flow relations between the

two groups are also found. This observation indicates that innovation being an interactive process

While the relation between telecommunication and electronics could not be captured in the I-O
analysis in chapter 4, the relation between paper and food, at least indirectly, could be seen from the
graphs based on both R&D expenses and technical and science personnel, since the paper industry is

included in the residual group of industries
10 The survey did not cover firm in the electronics industry as respondents, but only firms in electrical
machinery and apparatus, i.e. it is not possible to check the extent of innovation flows from firms in
the electronics industry to firms in the telecommunications industry, nor is it possible to check the
corresponding information flows.
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is by no means a rule without exceptions.

55 Conclusions

This chapter has illustrated that technological linkages between firms in different industries have

no simple explanation.

Some support could be found for the assumption that technological relations tend to cluster in
areas with extensive economic relations. But on the other hand innovative relations also often
appear between industries which are not closely economically linked. Thus both of the two types
of space introduced by DeBresson seem to be of importance to the existence of technological
linkages: proximity in economic ape can explain some technological relations, while others are
assumed to be based on technological proximity or overlapping knowledge bases. This chapter
does not claim to provide a full explanation of this phenomenon though. Rather we have only

scratched the surface.

The chapter gives empirical support to the proposition from some strands of innovation theory,
that innovative activity is an interactive process. Active participation in the innovative process
from the user side is most outspoken in the case of industries which are ‘specialised’ in supplying
product innovations to firms in one single or few industries, but also in the case of more ‘generic’

technology sources some user involvement is reported.

In relation to the cluster discussion this chapter has introduced two types of clusters, which differ
with regards to their extent of and relations to users. The main element characterising a cluster,
namely the linkages that connect the different elements, is maintained in the case of the user-
producer cluster, although a more dynamic element has beenincluded in the interdependence - the
innovative process. But single-industry innovative clusters, which are characterised by being
important innovation sources for the entire economy, are also introduced. These types of
industries are important in relation to understanding the forces driving technology development

and diffusion in the economic system.
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Appendix C: Flows of product innovations to firms in non-
manufacturing industries
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Signature:
Full line: more than 20% of the firms in the source industry have supplied product innovations to
firms in the receiver industry.

Broken line: between 0 and 20% of the firms in the source industry have supplied product
innovations to firms in the receiver industry.

Flows run from left to right.
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Part Ill: Applying Linkages in International Analyses

Part 11l broadens the focus of linkage studies from a single country perspective to international
analyses. Chapter 6 reapplies the input-output based graph theoretical model from chapter 4, but
the focus is now moved from the methodological aspect to the analysis of national systems of
innovation. The aspect of ‘history matters’ in the emergence of dominating economic structure

is the centre of analysis. From the national system of innovation perspective chapter 6 compares
the structure of interindustrial linkages in four major OECD countries: Germany, Great Britain,
Japan and the United States, and relates the structure of each country to its history of
industrialisation. The chapter demonstrates the existence of two dominating main structures of
interdependence in the countries analysed, but the major message is the national systems of
innovation continue to differ to such an extent that some of these differences are visible even in

a model which is only able to capture some broad structures of interdependence in the system.

Chapter 7 moves on to the analysis of the extent to which interindustry linkages are related to the
structures of export specialisation. The hypothesis behind the analysis is that backward and
forward linkages to competent (here measured as technologically advanced from the perspective
of patenting) users and suppliers are beneficial from an international competitive point of view,
and thus countries tend to be export specialised in industries that are linked to 'competent’ user
and supplier industries. Even though export specialisation is a relative measure of the
characteristics of the composition of exports, and as such cannot be perceived as a performance
measure in the traditional sense, it is in this chapter attempted to measure some concrete effects
of linkages, the previous chapters being devotemhappinglinkages. The chapter seeks to
establish a statistical relation between linkages and export specialisation. Since it is not assumed
that linkages are of equal importance in all industries, the chapter distinguishes between four

major groups of industries according to Pavitt's (1984) taxonomy.
Thus part Il broadens the linkage analyses by looking at differences between countries with

regards to linkage structures in chapter 6, and differences in the effect of linkages between

industries in chapter 7.
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Chapter 6: Comparing Patterns of Industrial Interdependence in
National Systems of Innovation - a study of Germany, Great Britain,
Japan and the United States

..it is assumed that learning is predominantly an
interactive and, therefore, a socially embedded process
which cannot be understood without taking into
consideration its institutional and cultural context.
Specifically, it is assumed that the historical
establishment and development of the modern nation
state was a necessary prerequisite for the acceleration
of the process of learning which propelled the process
of industrialisation, in the last centurigg.undvall,
1992a, p. 1)

6.1 Introduction

The previous chapters have dealt with technological interdependence in the Danish economy only.
In this chapter the focus is broadened to a comparison of four major OECD countries: Germany,
Great Britain, Japan and the United States. The chapter sets out to compare the structure of
technological interdependencies between industries as they are expressed by embodied R&D flows
in the four countries. The national system of innovation approach is used as the point of departure,
and the major aim is to analyse the extent to which the differences in structure of interdependence
can be explained by some underlying characteristics of each individual innovation system. In
particular the extent to which ‘history matters’ for the current structure of a national system is

emphasised.

The chapter shows that a relatively simple graphical representation of major relations in a national
system of innovation can illustrate some fundamental differences between systems, which cannot
be revealed from e.g. economic key figures. Such economic key figures or indicators for the four

countries analysed are presented in appendix D. | claim that an input-output based graph
theoretical model is a relatively simple way, by applying quantitative data, to illustrate some

gualitative differences between national innovation systems.

Of course each country cannot be done justice atirtlited smce available here, but the

admittedly superficial stories of the development of each of the four systems sdliust &te
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the major point of this chapter: that differences in the industrial development of each country, and
the institutional factors influencing this development, results in differences in the overall structural

relations of the national systems of innovation.

A national system of innovation is constituted by the institutions and economic structures affecting
the rate and direction of technological change in the society, including not only the system of
technology diffusion and the R&D system, but also institutions and factors determining how
technology affects productivity and economic growth (Edquist and Lundvall, 1993, p. 267). Even
though knowledge and technology gets diffused through several other channels than embodied
R&D flows, | find that the identification of these flows is an important first step in understanding
the structure of a national system of innovation. An analysis of embodied R&D flows that
uncovers major sources for the spread of technology in the economic system can, as illustrated in
previous chapters, point out sectors which have a widespread effect on the whole system through
the diffusion of technology as a result of transactions between industries. But also the patterns of
interdependence might help in understanding the importance of the historical background for the
present setup of the system, claiming that the current structure of the systems is largely dependent

on their past history of industrialisation.

As R&D is only a proxy of the input effort to a technology creation and development process,
and furthermore technology itself is only a subset of knowledge, the analysis in the present chapter
is limited to the study of a reasonably well defined corner of the total knowledge interdependence
and diffusion system within a national system of innovation. It should be keept in mind that
knowledge gets diffused through several channels of which many are informal and difficult - if not

impossible - to measure.

The relations studied are, like in the previous chapters, national only since the focus is on intra-
country relations trying to companational differences in the way thsational economies are
structured. This of course does not imply that international relations are not crucial in
understanding and explaining technological development in advanced open economies, especially
since some industries are more internationally oriented than others. But a national system of
innovation is characterised by historical specificity and a multiplicity of institutional configurations

which affect its outcomes, and although globalization can change the nature of a national system
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of innovation substantially by e.g. adding new international linkages and by making the systems
more interactive, it is unlikely that globalization will eliminate national or local specificities
completely (Saviotti, 1997, pp. 195-196).

The analysis of the characteristics of each national system of innovation to be found in this chapter,
among other sources draws on the empirical analysis of national areas of strength and weakness
in Porter (1990), since these national analyses are very rich in empirical and historical detail. And
although Porter does not deal with the innovation system concept, but focusses on explaining and
analysing the competitive advantages and disadvantages of nations, there is a large degree of
overlap between the two approaches, at least when it comes to analysing dynamic and competitive

characteristics of nation countries.

The analysis is related to the analysis presented in Diring and Schnabl (1998) which compares
structural changes in Germany, Japan and the United States between 1980 and 1990. Even though
During and Schnabl claim to compare national systems of innovation, they put almost no emphasis
onthe inherent structures and institutional setups determining the observed development, thus the

major similarity between this chapter and Diring and Schnabl's approach lies in the model applied.

6.2  Why study national systems of innovation?

Lundvall (1998) answers the question ‘why study national systems of innovation’ by pointing to
the importance of understanding different styles of innovation, and differences in how new
knowledge is created, distributed and used for establishing a theoretical basis for the analysis of

national systems of innovation.

Innovation and learning are cornerstones in the national system of innovation approach. But the
way that innovative activity is carried out, and the way learning - which in the national system of
innovation approach is perceived as ‘interactive learning’ - takes place in a system is affected by
institutions. Both formal institutions and informal institutions perceived as norms, routines, habits
etc. are important. Some of the types of informal institutions pointed to by Lundvall (1998, p.

409) as especially important in the context of learning and innovation are:
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)] The ‘time horizon’ of agents: the Anglo-Saxon systems are characterised by a shorter time
horizon in corporate governance than the Japanese and German systems, which are known
for working with a quite long time horizon in investment decisions.

i) The role of ‘trust’: the German and Japanese systems are perceived as being more trust
oriented in business matters than the Anglo-Saxon systems (see e.g. DeBresson et al.,
1998).

iif) The way that ‘authority’ is expressed: the expression of ‘authority’ in industrial relations
affects the capability to learn. Here Lundvall points to Polyah®$6) proposition that
the learning of new skills typically takesapk in the context of a master-apprenticeship
relationship where a mixture of trust and authority is necessary in order for learning to take
place efficiently. The learning caplities of Asian countries, here represented by Japan,
in certain areas are suggested to be rooted in the special kinds of authority relations in

these countries (Lundvall, 1998).

It is of course not possible to study the functioning of these different types of informal institutions
in an analysis of the aggregated type that performed here. But it is worth remembering that these

underlying factors might help explain the development leading to the current structure.

Patel and Pavitt (1993) also deal with the institutional influence on the setup of national systems
of innovation, but Patel and Pavitt primarily deal with formal institutions in the form of business
firms, universities and other training institutions as well as government. Thus they define a national

system of innovation as :

the national institutions, their incentive structures and their competencies, that determine the rate
and direction of technological learning (or the volume and composition of change-generating

activities) in a countryPatel and Pavitt, 1993, pp. 5-6)

The kinds of institutions in mind are mentioned above. The incentive structure among other things
involve government support for basic research, but Patel and Pavitt also point to possible
disincentives regarding investment in competence enhancement in the form of mobility of
employees (making the return of firm-based training uncertain), and the relation between

competition and imitation. As will be illustrated below, differences in institutions, in particular
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higher education institutions, as well as in incentive structures influencing e.g. military oriented
research, have had a considerable influence on the observed differences in the structural setup of

national systems of innovation.

6.3 Methodological considerations

R&D expenses are used as a proxy of technology in the present chapter. The use of R&D
expenses represents a very narrow perception of technology. R&D is one input factor to a
technological creation process; a process that is in fact too complex to describe using one single
factor only. Chapter 4 and 5 illustrated that the combination of different knowledge and
technology indicators, including both input and output indicators, is an important step in defining
‘knowledge intensive industries’. However, due to restrictions in form of data availability, it has
not been possible to combine several indicators in the present chapter, and thus the limitations in

just looking at one indicator of knowledge creating/technological activity should be kept in mind.

The OECD STAN databases, which among other consists of data covering industrial R&D
expenditures and input-output relations, provide new opportunities to comparative analysis of
technology transfers. The analysis by Papaconstantinou et al. (1996) mentioned in chapter 4, as
well as a follow-up analysis by Sakurai et al. (1996), used the STAN input-output matrices and
ANBERD data on R&D expenses as the foundation of their analysis of the diffusion of R&D and

industrial performance (productivity) in the manufacturing industry in 10 OECD-countries.

The present chapter is not going to deal with the productivity issue, but will concentrate on
identifying the patterns oftechnological interdependencies within the four major OECD countries,
applying the same data sets as Papaconstantinou and Sakurai. The main feature distinguishing the
present chapter from most previous studies of interdependence is the explicit cldarsttingat

matters Thus the structure of each national system is related to the national history of industrial

development.

The model applied is the graph theoretical model presented in chapter 4 (see appendix B for the
technical description of the model) which transforms the input-output system to a minimal flow

system where only flows exceeding a preset vallibavincluded. As in previous chapters flows
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go from left to right (except when they are marked with an arrow). Bold lines express bilateral

relations.

The graphs are constructed for Germany, Great Britain, Japan and the United States for the year
1990. All values are calculated in US dollars, but the filter values are scaled according to the total
business sector R&D expenses in each country, i.e. the filter value for the United States is
approximately 1.5 times as large as the filter value for Japan, since the R&D expenditures in the

United States are approximately 1.5 times as large as the Japanese R&D expenditures.

6.4  Exploring differences in structures of industrial interdependence in national systems

of innovation

The four countries that are at focus in this chapter might at the surfacedakfsom an overall
industrial point of view. If one e.g. look at the main economic indicators of the four countries in
appendix D, food, motor vehicles and non-electrical machinery are found to be among the five
most important industries from a production volume point of view in all countries. Food and non-
electrical machinery are among the five largest employment industries in all countries. Concerning
R&D efforts communication equipment and motor vehicles are among the five most important
industries in all countries. The export specialisation indicator is the only one where the similarities
between countries are not too obvious, although some common features also appear here. The
United States distinguishes itself from the other three countries by being most strongly export
specialised in high-tech industries only: aerospace, office machines and computers, instruments,
communication equipment and semiconductors as well as industrial chemicals. The most R&D
spending industries among the five industries in which Germany is most strongly export specialised
are motor vehicles, industrial chemicals and non-electrical machinery, the two other industries on
the ‘export specialisation Top 5’ being fabricated metal products, and electrical machinery. Britain
is most strongly export specialised the R&D intensive aerospace industry, followed by other
manufacturing industries. On the following places another research intensive industry appears:
pharmaceuticals; as well as office machines and computers, and instruments. Japan is most
strongly export specialised in transport industries (shipbuilding and other transport) followed by

communication equipment, office machines and instruments.
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Despite the similarities in economic indicators, the four countries have gone through quite different
development processes. Great Britain was the dominant industrial nation iff tenfi@ry, but

have since lost its World leadership. The United States took over that leadership ifi the 20
century, and in particular in the post World War lI-period the American economy flourished. Both
the German and Japanese economic systems were severely struck by their defeat in the Second
World War, but they both managed to rebuild their nations very fast to become major economic
powers. But their foundations for rebuilding - apart from being subject to both American
restrictions and support - were very different. Thus the four systems differ considerably in the
formal and informal institutions guiding economic behaviour, in the economic structures
determining technological change, and in the historical development leading to the current
structures, in other words they represent four very different national systems of innovation. What
is attempted carried out in this section is a analysis of whether, and if so, how these differences

are expressed in the structure of interindustrial technological linkages.

6.4.1 Germany

Porter (1990, p. 356) sums up the remarkable success of the post-war German industrial strategy
by stating that no country in the world, including Japan, exhibits the breath and depth of industries

with strong international positions as Germany.

Figure 6.1 illustrates a system with industrial chemicals being a dominant industry which appears
to be a general technology source for the entire system, including industries in the ‘transport and
machinery cluster’. Furthermore it is worth noticing the bilateral relations in the ‘transport and

machinery cluster’ consisting of non-electrical machinery, electrical machinery and motor Vehicles.

The background for the dominating position of chemicals in Germany can be found iff the 19

century. Many of the German competitive positions were created by the turn of the &entury,

Figure 6.1 confirms all the relations found for Germany in 1990 by Diiring and Schnabl (1998), but
more relations are included in figure 6.1 than in the Diring-Schnabl graphs. | ascribe this to a larger
filter value applied by Diiring and Schnabl.

Historical continuity is very outspoken in Germany - despite of the destruction during the World Wars
- also at the firm level. This is illustrated by the fact that 19 of the 25 largest firms in 1989 were
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where Germany was characterised by a close connection between univérsiti@sische
Hochschulemnd industrial firms. With the universities and the Technische Hochschulen Germany
had established a sophisticated system for education in scientific, technical and commercial
matters, reaching from elementary school to doctoral level (Keck, 1993, p. 122). This system has

had a significant influence on the structure of the German system as we know it today.

The first major science based industry in Germany was the beet-sugar industry which became a
major exporter in the late £@entury. In addition to chemical research the industry had a base in
agricultural research. Important lines of business in the chemical industry also supplied inputs to
the textile industry (in particular bleaching and dyeing). Germany's largest chemical companies
BASF, Hoechts and Bayer were all founded in the 1860's, and were at the time main producers
of synthetic dyes (Keck, 1993, pp. 125-126). Porter actually perceives the pressure from factor
disadvantages as a major factor behind the success of the German chemical industry, as the lack

of available raw materials stimulated breakthroughs in synthetic materials (Porter, 1990, p. 371).

A feature of strength in the German chemical industry is the tendency to integrate backwards into

production of basic chemicals and intermediates. In general German firms has prospered from

Figure 6.1: R&D linkages in Germany, 1990
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founded before 1913. These firms were mainly to be found in the fields of chemicals, vehicles,
electricity, energy, steel, and machinery (Keck, 1993, p. 136).
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taking advantage of economies of scope, which also meant that the primary focus was on process

innovation rather than product innovation (Murmann and Landau, 1998, p. 31).

The dominance of the chemical industry in Germany was so strong that during the interwar years,
German industrial power became synonymous with 1G Farbenindustrie Actiegesellschaft, which
was a result of the merger of the major German chemical companies in 1925 (IG included

contemporary giants such as Hoechts, BASF and Bayer) (Murmann and Landau, 1998, pp. 49-50).

The German chemical industry did not suffer as much as could have been expected after the end
of the Second World War, even though the Allies confiscated know-how, trademarks and patents
from German industry as a part of the policy of making public all information from the enemy.
Germany'’s ‘luck’ was that the end of WWII coincided with a shift from coal-based technology in
chemicals to petrochemicals. Thus most of the information obtained by the Allies soon became
obsolete as the technological frontier in chemicals moved in a direction new to all parties.
Restrictions on chemical production and research were soon removed, as it became obvious that
a reversal of the German economic decline required allowing German chemical firms to produce
again - as chemicals were perceived as ‘the lifeblood’ of a modern economy (Murmann and
Landau, 1998, pp. 60-61). Germany has since experienced a decline in competitive advantages,
and the dominance of the chemical industry in Germany is not very outspoken when looking at the
economic indicators of appendix D. But from figure 6.1 it is apparent that industrial chemicals still
have a central position in the German system of technological relations. Industrial chemicals,
together with rubber and plastics, is the source of embodied R&D for a broad range of industries
including paper, food, textiles, electrical and non-electrical machinery as well as motor vehicles.
In other words the main bulk of embodied R&D flows run from industries in a main group related

to chemistry towards industries related to electronics and metal processing.

Moving in to the non-chemical part of German industry, metal products is also a technology
source, but only to industries in the electrical-transport section of the system. The mining and
metal processing industries have their offspring in the mining schools which trained generations
of administrators and managers in th& 28d 19 centuries, leading to an effective transfer of
technology from abroad as well as to graduates pioneering in new processes (Keck, 1993, p. 127).
Porter (1990) also points to metals, metalworking and associated machinery as well as

construction of metallurgical plants as another major field of strength in Germany. This field is
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closely related to transportation equipment. The motor vehicles industry, electrical machinery and
non-electrical machinery are all related through bi-lateral relations, i.e. these industries are both
sources to and receivers of technology from each other. Diring and Schnabl (1998) characterise
a bilateral connection of two industries as a ‘growth dipole’ with respect to interchanged
innovations, as the innovation growth of one industry is seen as stimulating an additional growth
of the other industry, which is then reflected back to the first one. Thus During and Schnabl see
the bilateral linkages (in their case a bilateral relation is only identified between electrical
machinery/apparatus and motor vehicles) as ‘the dynamic source of the economy’ (During and
Schnabl, 1998, p. 9). However | find that the identification of innovative dynamics might be
reading too much into the data, but do acknowledge that the highly integrated machinery-motor
vehicles cluster is a notable characteristic of the German system of innovation, illustrating the
other important position of relative strength in Germany besides the industrial chemical industry.
Judged fromfigure 6.1 the machinery and transportation (motor vehicles) industries are in fact also
closely related to the industrial chemicals industry. As will be illustrated below, Germany is the
only one of the analysed systems with a chemical industry so deeply integrated in the web of

industrial interdependence in the national innovation system.

Germany also shows a lack of industrial strength in some areas. The service industries as well as
electronic products, computers and semiconductors etc. are weak spots in the German system
(Porter, 1990, p. 367), despite the fact that German firms devote a major part of their R&D

expenses to some of these fields (see appendix D).

Summing up on the characteristics of the German system of innovation, skills and technology has
played an important role for the present characteristics of the system, in particular characterised
by the strong position in the R&D intensive chemicals industry. Thus the influence of the
institutional set-up most notably expressed by the educational system cannot be neglected. But
Germany seems to be better at improving performance and staying ahead in traditional areas of
specialisation than at moving in to new fields of growth (such as computers). This is underlined

in figure 6.1 by the fact that Germany is the only of the four countries analysed which has not one
single electronics, communications or computer related industry as a source of embodied R&D
flows. A proposed explanation for this is that while Germany’s strength has been built on
upgrading advantages by raising the quality of human and technical resources, these advantages

in human skills through an outstanding quality of education seem to have eroded in the past
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decades. Thus the German system now appears to be structured mainly around ‘old’ positions of

strength, which might prove to be a vulnerable position in the long run.

6.4.2 Great Britain

As opposed to the German system, Britain has experienced a long period of relative decline in
economic power from a T'century position of dominance. While the German industries are
praised for their depth, British clusters are described as ‘shallow’, i.e. the vertical strength which
is seen in e.g. the German chemical and related industries is missing in Britain’s major industries.
An exception is services, which is a British success sector. But Britain lacks competitive advantage
in several areas, most notably telecommunication equipment, consumer electronics, most transport

equipment, mechanically based consumer goods as well as machinery (Porter, 1990, pp. 484-494).

Figure 6.2 of the main R&D linkages in the British system of innovation shows a system which
is split up into two distinct clusters: a chemicals related clusters with industrial chemicals and
pharmaceuticals as sources of knowledge for a range of low-tech industries; and an electronics
related cluster with electrical machinery and communication equipment being sources for the, from
a R&D perspective, major industries office machinery and aerospace, as well as non-electrical

machinery and motor vehicles.

The main successful industries are chemicals, pharmaceuticals and computers. The success in
chemicals and pharmaceuticals can be explained partly by a heavy investment in R&D (see
appendix D), partly by the establishment of strong linkages to university (Porter, 1990, p.
498;Walker, 1993, p. 180).

Britain started out by being leading in the electrical and mechanical area, while the position of
strength in chemicals and pharmaceuticals came later. For most of"taadl89' century the
British innovation systefrwas generating revolutionary changes in techniques of energy and

material transformation (the coal, iron and steam nexus), in the organisation of production (the

von Tunzelmann (1995, p. 138) argues that any reference to national systems of innovation before
well into the 19 century is premature since this was the time that nation-states as we know them
today were coming into existence. Britain is an exception from this as the union between Scotland and
England in to Great Britain was realised in the earlydhtury.
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Figure 6.2: R&D linkages in Great Britain, 1990
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factory system), and in transportation (railways and steam ships). These industries have all

declined in importance and have now lost their world dominance (Walker, 1993, pp. 187-188).

The relatively poor performance of engineering related industries has among other been blamed
on the defence procurement which has absorbed a large proportion of high technology engineering
resources, a position which is also supported by Porter (1990, p. 498). The effect of defence
procurement for the technological development does not always have to be negative though, as
is illustrated in the cases of Japan and the United States below. The proposed reasons for the
negative effects of the involvement in defence markets in Great Britain are a small spinoff into the
civil sector, and that the defence involvement has influenced the ‘style’ of technological activity
(product rather than process innovation) (Walker, 1993, p. 177). Another straightforward
explanation for the decline in engineering related industries is the lack of an educational strategy
in engineering, since Great Britain has a comparatively poor quality of especially vocational

training and secondary level education (Mason, et al., 1992).

The development of a ‘cluster’ around industrial chemicals and pharmaceuticals cannot be dated
as far back as the ‘engineering cluster’. Food, which is among the receiver industries in this
cluster, has played a considerable role in the world market as Britain is home to some of the
worlds largest food, drink and tobacco companies with origins in thead8 19' century

(Walker, 1993, p. 161). The chemical and pharmaceutical industries appear to be somewhat
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newer. But as a consequence of the demand created by the industrial revolution (by industries such
as textiles, glass, steel etc.) Britain was in fact the home of the largest chemical industry in the
world in the middle of the f9century. The German chemical industry outperformed the British
around the turn of the century through German investments in both manufacturing, marketing, and
management, allowing for reaping cost advantages from both economies of scale and economies
of scope. Also the large German investments in R&D, which resulted in an continuous stream of
new or superior products and processes, were causing Britain to fall back (Murmann & Landau,
1988, pp. 28-30). The above mentioned German education system was one of the factors allowing
these investmentsBut during WWI British firms were very close to catching up with German
firms, since chemicals played an important role in the warfare (poisonous gasses), and the British
government induced the creation of an infrastructure for interaction among science, industry, and
government, which had been missing previously, but turned out to be very beneficial for the
industry. Also the transfer of know-how from Germany to Britain during and after the First World
War played a crucial role for the technological catch-up in chemicals (Murmann & Landau, 1998,
pp. 46-47). The British chemical industry never reached the same olmeivghenportance for

the national industrial society as was the case in Germany, but in recent years an effort in the area
of higher education has made the British level of science of world class (Murmann & Landau,
1998, pp. 63-64).

Areason for lack of linkages between the two main clusters in the British industry could be the
above mentioned lack of synchrony in the development of the clusters. Britain now possesses some
of the world’s leading chemicals and pharmaceuticals firms, probably due to these industries being
closely linked to science, a field in which Great Britain has a considerably stronger position than
in electronics and related industries (Walker, 1993, p. 180). Thus figure 6.2 underlines the uneven

development of the two main areas of British industry.

Wrapping up, it is characteristic for Britain that the major role in the world economy is maintained
in manufacturing industries which are typically ‘science-based’ (cf. Pavitt, 1984). The success has
been less in engineering-based industries where R&D needs to be much more ‘development’ than

‘research’ (von Tunzelmann, 1995, p. 186). A reason for this in the institutional set-up can partly

The German education system actually produced too many highly qualified scientists which allowed
for a British import of talented chemical engineers from Germany.
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be found in the relatively low-priority in the British education system to engineering related
education. The chemicals related industries have benefited from linkages to science, and the
educational strategy has been inspired by the successful German system. Thus the two main
clusters in the British innovation system are the result of two different strategies: in the chemical
cluster a deliberate strategy inspired by the German success story; and in the engineering cluster
a lack of sufficient initiatives strengthening the basic competencies needed to keep in pace with

the world leaders.

6.4.3 Japan

As mentioned in the introduction to this section, Japan shares the impressive success after the
destruction in World War Il with Germany, but it is claimed that unlike Germany, Japan did not
have a strong historical position in areas such as chemicals and machinery to rebuild on (Porter,
1990, p. 384). Nevertheless the considerable competitive strength gained by Japan in consumer
electronics, office machines, electronic components and computing equipment, transport
equipment and related machinery, as well as steel and fabricated metal products is based on the

existence of a strong heavy industry dating back to tfiedstury.

Figure 6.3 of the relations in the Japanese system of innovation has some similarity to figure 6.2
for Britain, i.e. two distinct ‘clusters’ are at play in the Japanese system of innovation. But the
electronics related cluster includes more industries and is more dominating compared to the

chemical cluster.

The five industries in which Japan are most strongly export specialised are other transport,

shipbuilding, communication equipment and semiconductors, office machines and computers, and
instruments (see appendix D). The dominance of electronics and transport related industries in
Japan can partly be explained by the role of the Japanese military in the previous century. In terms
of industrial composition, food processing and textile were the largest industries in thé'late 19

century, but then metal, machinery, chemicals and other heavy industries began to grow fast.

During and Schnabl (1998) find chemicals to have a much more central role as a technology source in
Japan than what is the case in the present analysis - also to industries in the electrical-transportation
cluster. One explanation for this difference could be that During and Schnabl include imported goods
in their analysis, based on the assumption that the R&D structure of the imported goods correspond to
the structure of the importing country.
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Figure 6.3: R&D linkages in Japan, 1990
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Already in the Meiji era 1868-1912) themilitary and the government in general played an
important role for the industries which make up the backbone of the engineering industries. Two
years after emperor Meiji came into power, a Ministry of Indus€bpb(shd sometimes also
translated as Ministry of Engineering or Ministry of Construction) was established in 1870. The
Ministry was abolished in 1885, but in its fifteen years of existence it played a crucial role in the
process of ‘industrialisation from above’, where industrialisation was forced through an ambitious
programme of importing relatively advanced Western technology. The emphasis was put on the
hired foreigners passing on their knowledge to their Japanese counterparts and then going home
as soon as possible. This strategy was used in relation to railway construction, the creation of a
nationwide telegraph network, mining, as well as iron works. The experts hired were mainly
British. Historians generally agree that the Meiji policies, with their bias towards importing
relatively sophisticated technologies, were commercial failures viewed from the point of view of
state enterprises, but the policies were crucial to Japan’s technological development. Technology
was transferred from government to private firms from 1881 throuljhgsgovernment
enterprises to a selected group of private buyers at very low prises. The entrepreneurs who
bought the mines and factories gained not just cheap machinery and equipment, but also a ready
trained source of technical expertise, as well as established technical links with Western firms.
Mitsubishi is one example of a major company growing out of this process (Morris-Suzuki, 1994,
pp. 73-79).
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The focus on education during the Meiji era should also be mention&871na compulsory
primary education with a considerable emphasis on scientific enquiry was introduced. Regarding
high level education the Imperial College of Engineering was established in 1873, with a strong
electrical engineering faculty which as far as is known appointed the first Professor of Electrical
Engineering in the World. These colleges also to a large degree depended on foreign imported
knowledge (Morris-Suzuki, 1994, pp. 80-82).

The military arsenals and navy dockyards also played a crucial role in the development of Japan
as they used relatively sophisticated imported techniques and were sending their leading
technicians abroad for training in major Western armament firms. The military expansion around
the turn of the century had important spin-offs for civilian industry. E.g. government arsenals
produced a wide range of industrial machinery which were sold to private enterprises, and workers
trained in arsenals often moved on to employment in civilian industries, taking their knowledge
of imported production techniques with them. And military demand provided a market for many
of Japan’s more technically advanced industries in their early stage of development. Toshiba is
one example of a major company with its roots in industrial machinery which benefited from
military demand (Morris-Suzuki, 994, p. 79).

The Japanese economy took off around World War | with an increasing production especially in
steel, machinery and other heavy industry (Odagiri and Goto, 1993). This was the time of the
‘second industrial revolution’ in the West, with a widespread diffusion of electrical power, the
introduction of the automobile and aeroplane, and the techniques of mass production. To the
Japanese government the technologies of the ‘second industrial revolution’ were not so much a
source of growth, rather they were perceived as a challenge to Japanese security, and the fear for
a ‘total war’ of the 20 century implied a blurring of the distinction between military and non-
military industries. Thus the military played a central role in the development of both the
automobile industry as well as the aircraft industry - in other words the technologies of war and

peace were interrelated (Morris-Suzuki, 1994, p. 107 and pp. 124-125).

The Second World War caused Japanese production facilities to suffer severely, but still more than
two thirds of the production capacity in the heavy industries was left intact after the war (Odagiri
and Goto, 1993, pp. 83-85). Thusthere was a considerable foundation for rebuilding the economy.

And also somewhat paradoxically the unsuccessful attempt to win what was perceived as ‘the war

134



of science and technology’ left Japanese institutions, human skills and public attitudes well
prepared for the new massive import of Western technology in the years to follow after the
surrender to the Allies it945 (Morris-Suzuki, 1994, p. 157). In addition the combination of

military procurement and protectionism through restrictions on imports and foreign investments
until the early 1970's provided excellent conditions for the development of Japanese heavy

industry, in particular for the motor vehicles industry (Odagiri and Goto, 1993).

Thus the government has played a significant role in the development of the electronics and
transport related industries. But the success with chemicals related industries was much more
moderate. Internationally Japan does not seem to have any particular advantages in chemicals
related industries, maybe with textiles as one exception, Japanese firms being strong in synthetic
textile fiores (Porter, 1990, p. 403). Japan does in fact have several large chemical firms, but
Hikino et al. (1998, p. 103) point to the puzzle that the Japanese chemical industry, despite of an
impressive growth and a large size, basically remains invisible on the international economic scene.
One explanation might be that the strength of Japanese chemical companies has been quick
learning and incremental process innovation capabilities, while they have not beeceesgfsill

in developing great technological competencies in radical product or process innovation. Japanese
chemical companies have been biassed toward capital and resource intensive areas, and away from
the knowledge intensive parts of the chemical industry, including pharmaceuticals (Hikino et al.,
1998, pp. 107-108). Education, or lack of education, is also proposed as part of the problem, since
low effort has been put on high level education in chemical engineering. What the industry needed
for absorbing and operating foreign technology was primarily a large supply of plant-level
engineers, not trained researchers (Hikino et al., 1998, pp. 118-119). Finally the process of
acquisition of foreign knowledge in chemicals differed from the one characterising the electrical
machinery industry. A large degree of the technology flows from the West in electrical machinery
during the turn of the century was facilitated through partnerships between Western and Japanese
firms, as a way of Western firms to get access to the Japanese market, which in turn resulted in
a combination of patent licenses, technical assistance and investment. The Western chemical
companies relied on their own ability to dominate overseas markets, and were thus not interested
in engaging in partnerships with Japanese firms. As a result of this the imports of know-how in
chemicals tended to be limited to single patent-licencing arrangements (Morris-392dkipp.
113-114).
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The dominance of electronics and transport related industries is illustrated by a densely connected
engineering cluster in figure 6.3. The figure supports Porter’s findings of semiconductors (here
included in communication equipment) and electronics as uniting a number of clusters/industries
(Porter, 1990, p. 394). Industrial chemicals on the other hand are related to traditional low-tech
manufacturing industries as receivers: food, textiles and rubber & plastics. Among these, food is
the main industry from the perspective of production and employment. Industrial chemicals is an
important industry in relation to R&D spending, but the industry is related to low-tech traditional
manufacturing industries which might be important from a production and employment point of
view, but none of these industries are important in an international context, and Porter describes
chemicals as an area of continuing weakness in Japan (Porter, 1990, p. 420). Figure 6.3 clearly
illustrates the segmentation of Japanese industry, and as opposed to figure 6.2 for Britain, where
it was not possible from the figure alone to determine which area was the most prosperous, there

is no doubt that the engineering area is dominating in the case of Japan.

In concluding on the determinants of Japanese success it is also important to remember the major
cultural adaptions undertaken by Japan in the process of adapting to Western technology. A new
technological system was necessary, which among other things implied that Japan had to make
major changes in such fundamental areas as e.g. the time system: in 1873 the government issued
a decree revising the calender and establishing a standardised 24-hour day to supersede the
traditional complex time system with hours or varying lengths according to seasons, weather, the
movement of tides etc. Japan was also the first Asian country to accept nationwide the use of the
metric system (Morris-Suzuki, 1994, pp. 83-84). These major adaptations are what makes the
Japanese system of innovation particularly interesting, and makes the history behind the well

connected electronics-transport cluster so fascinating.

6.4.4 United States

Just like Britain and Japan, figure 6.4 shows that the R&D linkages of United States’ system of

innovation result in two separated main clusters, a chemicals cluster and an electronics related

cluster. But also two other small separate clusters appear in the American system: between
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pharmaceuticals and food, and between non-electrical machinery and motor Yéhickeker to

try to explain the background of this structure, it is necessary once again to go back in history.

Before the Civil War (1861-'65) the American economy was characterised by a regional
specialisation in functions, but the war resulted in a political and ideological framework which

permitted structural change and regional integration (von Tunzelmann, 1995, pp. 189-190).

Just like Japan, the United States’ process of industrialization started off by borrowing and
copying technologies from abroad. But the technologies were adapted to different supply and
demand conditions. On the supply side a major difference from Britain (which was the major
technology source for the United States) was the abundant supply of land, which influenced both
the mechanization of agriculture (allowing a limited labour force to work more land) and the
transport industry (providing mass transportation over large distances). On the demand side the
demand structure, dominated by a large number of rural households with a strong preference for

moderately priced consumer goods, allowed for standardisation and mass production. According

Figure 6.4: R&D linkages in the United States,
1990

o
CHEMI
REFINERIE
NON- RUBBER AND
F.LE PLASTICS

Just like for Japan, Diring and Schnabl (1998) ascribe a more central role to chemicals than what is
found here, but the major relations from chemicals to petroleum and plastics and rubber respectively
are confirmed. Electrical apparatus is a central technology source in Diring and Schnabl’s analysis
while this is not the case here. But | find communication equipment, which is included in electrical
apparatus in Dlring and Schnabl’s analysis, to be a central source in the electronics cluster. Finally
During and Schnabl find motor vehicles to be connected to electrical machinery/apparatus, which is
not the case here.

137



to von Tunzelmann (1995, pp. 192-196) this demand structure was the key to American

industrialisation.

Formal R&D was first developed for comparatively simple purposes (primarily in the major
advancing industries like metallurgy, food processing and construction), and the emphasis in the
19" century was, especially in chemistry, on ‘old’ sciences. A greater use of experimental science
was seen around the turn of the century, and the nature of the science base shifted from a
concentration of chemistry based research toward the more physics based in areas such as

electricity, transportation and instruments (von Tunzelmann, 1995, pp. 201-202).

Rosenberg (1976) ascribes a large strategic role in the industrialisation process to the machine tool
industry which emerged in the last half of th& &6ntury. In the earliest stages machine producing
establishments were part of or related to factories specialising in the production of a final product,
most notably textiles, but eventually they developed into independent firms. The skills acquired
in the production of one type of machine was transmitted to other types of machines, e.g.
locomotive works grew out of the cotton textile industry. In general heavy, general purpose
machinery grew out of the textile machine shops, while lighter, more specialised high-speed
machine tools grew out of the production requirements of arms makers. The technological
developments of the T'9century were largely dependent of the convergence of functional
processes throughout the machinery and metal-using sectors, which contributed to the
simultaneous growth of several, technologically related industries. Thus the machine tool industry
can be perceived as the holder of a pool of skills and technical knowledge which could be used in
the entire machine using sectors of the economy. E.g. the automobile industry was build on basic

skills and knowledge already existing in the machine tool industry (Rose&B&®&y,pp. 10-26).

As in the previous three systems, the educational strategy was crucial. A move towards public
provision of universal primary education was initiated in the 1840's, which resulted in a relatively
well-educated and trained labour force. A relatively widespread higher education with a special

focus on practical education cannot be ignored either (von Tunzelmann, 1995, pp. 216-228).

Let us finally turn to the role of public funding of R&D, in particular related to defence, atomic
energy and aeronautics. The Second World War had a crucial influence on the industrial success

of the United States. The war spurred both electronics, chemicals and pharmaceuticals to new
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heights (Porter, 1990, pp. 294-6). Huge expansions of Federal research funding during and after
the Second World War moved universities and colleges into the lead in high-tech American

industry, and the war also resulted in a large inflow of top scientific talent.

Chemicals had already been flourishing before the war. The early twentieth century was dominated
by the chemicals industry and related industries, and the chemicals, glass, rubber and petroleum
industries accounted for almost 40 percent of the number of laboratories founded during the
period 1899-1946 (Mowery and Rosenberg, 1993, pp. 32-33). The strong position in chemicals
was firstly based on natural resources, but also on technological capabilities (Arora and
Rosenberg, 1998, p. 76). While the United States’ raw material endowment was crucial to the
growth of the chemical industry in the early phase, the size of the home market as well as research
based technological advances in both products and processes took over in importance. The
national oil and natural gas stocks thus played a role in giving the United States a first mover
advantage in petrochemical technologies, where the United States takes a leading position (Arora
and Rosenberg, 1998, p. 98), and there is a close linkage between chemicals and petroleum
industries (also illustrated in figure 6.4). The American story of chemicals point to the importance
of complementarities, as technology, market size, resource endowments, and supply of
entrepreneurial capital all were important factors behind a successful American chemical industry
(Arora and Rosenberg, 1998, p. 99).

The postwar expansion resulted in an American world dominance in innovation, but the primary
focus was shifted from the industries that had represented the advanced technologies in the first
half of the 26 century, i.e. chemicals, metal working, synthetics and plastics, towards a dominance
in new sectors primarily related to electronics (von Tunzelmann, 1995, p. 228). The development
of the electronics related industries was, like in Japan, largely related to the military, also after the
war. A huge defence programme provided a market for advanced goods such as aircraft and
electronics (Porter, 1990, p. 284). In the 1950's and 1960's thenilit&8y market provided an
important springboard for startup firms in microelectronics and computers, with new firms playing

a large role in commercializing product technologies within the fields of semiconductors and
computers as well as biotechnology. Profits and overhead from military procurement contracts
supported company funded R&D. This support might have generated mie spillovers than

R&D that was directly funded by the military. Also defence procurement lowered marketing

barriers to entry, which allowed small firms to direct their development efforts to meeting the
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performance and design requirements of a single large customer in the 1950's (Mowery and
Rosenberg, 1993, pp. 48-54). But asrthigary needs have become more specialised, defence
demand is no longer an undisputed strength, and it is claimed that the huge defence market in the
recent years has distracted American firms from more important areas (Porter, 1990, p. 526). But
still the American positions in e.g. aircraft and computers are related through the role of

government spending (Porter, 1990, p. 511).

As in the British case, the separate development of chemicals and engineering related industries
has resulted in two separate main clusteringhis can be explained by von Tunzelmann's
observation for the period 1930-1970, that

Rather than a single paradigm in manufacturing, this activity led to the rise of several
technological paradigms. [.] There existed aange of sectors where the chemicals-related
paradigm operated [....]another set of sectors where the electrical-electronic paradigm

operated(von Tunzelmann] 995, p. 231).

What distinguished the two clusters was differences in their mode of problem solving, restricting
each cluster to their own field of heuristics. But von Tunzelmann claims that this has been replaced

by ‘hyperchoise’ problem solving in the recent years.

Turning to the relations depicted in figure 6.4, the low-tech technology receiver industries for
chemicals are supplemented with the medium-tech petroleum refinery industry. Paper and printing,
which is the largest employer among the manufacturing industries, and the second largest
producer, is also a receiver industry in the chemicals cluster. Pharmaceuticals and food are not
included in the chemicals cluster, but co-exist in an isolated mini-cluster. Agricultural products
have been important from an export perspective for a long time, and its R&D dependence on the

pharmaceuticals industry may indicate a relatively technologically sophisticated food industry.

Motor vehicles and non-electrical machinery is another mini-cluster, which in this case is isolated

The defence connection is of course not the only factor which has influenced the prosperous engineering
cluster in the U.S. The financial system with a well developed market for venture capital, and the
‘entrepreneural spirit’ cannot be ignored. But in terms of proposing explanations for the separate
development of the engineering and chemicals clusters, the defence might have played an important role.
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from the rest of the engineering cluster. The origins of the American motor vehicles industry
around the turn of the century is interchangeably linked with mass production through Fordism.
Henry Ford’s mass production drove the motor vehicles industry for more than half a century, and
was eventually adopted in almost every industrial activity in North America and Europe (Womack,
et al., 1990, pp. 26-30). But now those same techniques are considered to be inflexible and out
of touch with modern styles of organising production. The downfall of the American motor
vehicles industry occurred with the increases in oil prices in the early 1970's, since American cars
were neither space-efficient nor fuel-efficient. Thus the American motor vehicles industry had lost
some of its importance by the early 1990's, where it appears to exists in isolation from the more

dynamic part of the engineering related industries.

The engineering cluster consists of four of the five most R&D spending industries in the United
States (see appendix D): office machinery, communication equipment, instruments, and aerospace.
The fifth industry in the engineering cluster is electrical machinery. The four R&D heavy industries
are also among the industries in which the United States is most strongly export specialised. These
engineering related industries account for the strongest manufacturing positions of the American

system of innovation.

Briefly concluding on the characteristics of the American system of innovation, similarities are
found with Japan with respect to the role of technology import in thedr®tury, but with much
different needs for adaptation to technology. While Japan certainly also adapted imported
technology to local conditions, they also had to make considerable cultural adjustments to
technology. In the American case a very large home market allowed for adjusting technologies to
mass production, which suited the emergent culture of mass consumption. The system is large
enough to function quite effectively with separate clusters, which are not technologically related
in any crucial way, but both have dominant positions in the world market, also from a
technological point of view. The major strength has shifted from the chemicals to the electronics

related ‘paradigm’ though.

6.4.5 Summing up

Despite of some common characteristics in the economic features of the four countries analysed

here, both with regards to economic indicators and with regards to the main technology sources
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being related to chemicals and/or electronic machinery etc., it has been illustrated that the four
national systems of innovation are quite different. Different factors, institutional as well as
‘exogenous’(e.g. engagement in wars) have shaped the systems and have been argued to be

reflected in the structure of technological relations as they appear today.

The technology flow maps reveal two main patterns: in the case of Great Britain, Japan and the
United States, at least two separate clusters appear. One cluster is centred around chemicals
related industries, while another is centred around communication equipment, electronic and/or
transport industries. At the pre-set filter values no embodied R&D flows connect the two clusters.
Germany on the other hand reveals a more interrelated system with less clear tendencies of
separate clustering, due to the crucial role played by the German chemical industry, as well as the
relatively weak position in electronics and related industries. But even if Great Britain, Japan and
the United States share a main structure, considerable differences between the three countries are

also revealed in the patterns of relations.

It has been argued (During and Schnabl, 1995, p. 15) that the production patterns become more
and more similar in a global economy, and that national innovation systems measured by relations
weighted by R&D expenditures therefore should become much more similar over time. |, on the
other hand, argue that differences in both formal and informal institutions, as well as the role
played by history, are of such a fundamental importance that differences between systems will
persist, and these differences will continue to stand out, also in graphical representations focussing

on particular ‘corners’ of the systems, as in this case illustrated by embodied R&D linkages.

6.5 Conclusions

This chapter has dealt with the extent to which the differences in structure of interdependence can
be explained by some underlying characteristics of each individual innovation system. The ‘history

matters’ assumption has been the major guiding point.

The claim was that a relatively simple input-output based graph theoretical model would be able
to capture some underlying differences in the basic features of each individual system. The focus
has been on the industrial development of each country, and on the institutional factors influencing

this development, relating this to the structure of interdependence of the system. And | argue that
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| have indeed been able to illustrate that the structure of technological interdependence at the

industry level is closely related to the historical process of industrialisation.

What | have not been able to illustrate (admittedly it was never the aim) is that there is a general
recipe for how to build a successful innovation system. The four countries analysed have had very
different starting points for embarking on technological development, and have followed different
strategies, even though the systems have also been dependent on each other in different phases of

the development process.

One common feature is that the educational system has had a large influence on what became
national positions of strength. But whereas the military has played an important and positive role
for technological development in Japan and the United States - first and foremost in relation to the
electronics and transport cluster - the effect of military spending has been more doubtful in Great

Britain.

A general conclusion which can be deduced from the analysis is that if two major industrial fields
within a country develop at different pace, with different strategies, and with different starting
points, these areas tend to remain largely separated in a technological sense. | claim that this is
why separate chemicals and electronics clusters are found in three of the four countries. In the
German case the chemical industry was the forerunner in the industrialisation process, which could
help explain why industrial chemicals still today is a generic source of embodied technology, while
the electronics cluster is relatively weak. Thus the distinctiveness of technology bases might not
so much be determined by the inherent characteristics of technologies, but rather on whether
different technological areas have developed in ‘isolation’ from each other, or whether they have

developed in an integrated process.
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Appendix D: Main economic indicators for 4 OECD countries, 1990

Production* Employment* R&D* SRCA (export spec.)*
G| 1. Motor vehicles 1. Non-electrical 1. Comm. equip. and 1. Non-electrical
e[ (12.8%) machinery (11.7%) semiconductors (19.1%) machinery (0.15)
:n 2. Food, drink and 2. Fabricated metal 2. Motor vehicles 2. Motor vehicles (0.13)
a tobacco (12.2%) products (10.7%) (17.7%)
n | 3. Non-electrical 3. Food, drink and 3. Industrial chemicals 3. Fabricated metal
Yy | machinery (11.7%)  tobacco (9.4%) (15.7%) products (0.12)
4. Industrial 4. Other transport 4. Non-electrical 4. Electrical machinery
chemicals (8.9%) (9.1%) machinery (10.8%) (0.11)
5. Fabricated metal 5. Electrical machinery 5. Aerospace (8.7%) 5. Industrial chemicals
products (6.6%) (7.6%)
G| 1. Food, drink and 1. Non-electrical 1. Pharmaceuticals 1. Aerospace (0.34)
r | tobacco (17.2%) machinery (13.1%) (18.0%)
e
a | 2. Industrial 2. Food, drink and 2. Aerospace (17.1%) 2. Other manufacturing
t | chemicals (8.6%) tobacco (10.7%) industries (0.32)
B | 3. Non-electrical 3. Textiles & leather 3. Comm. equip. and 3. Pharmaceuticals
r | machinery (8.4 %) (9.9%) semiconductors (13.5%) (0.29)
i
t | 4. Paper & printing 4. Paper & printing 4. Industrial chemicals 4. Office machines and
al (8.4%) (9.6%) (12.8) computers (0.22)
In 5. Motor vehicles 5. Fabricated metal 5. Motor vehicles 5. Instruments (0.09)
(7.0%) products (6.7%) (8.2%)
J | 1. Motor vehicles 1. Food, drink and 1. Comm. equip. and 1. Other transport (0.46)
a| (11.2%) tobacco (11.2%) semiconductors (16.3%)
g 2. Food, drink and 2. Textiles & leather 2. Motor vehicles 2. Shipbuilding (0.43)
n | tobacco (10.1%) (10.9%) (14.4%)
3. Ferrous metals 3. Non-electrical 3. Electrical machinery 3. Comm. quip.and
(8.5%) machinery (9.9%) (11.2 %) semiconductors (0.43)
4. Non-electrical 4. Comm.equip.and 4. Industrial chemicals 4. Office machines and
machinery (8.5%) semiconductors (9.1%) (10.1%) computers (0.28)
5. Comm. equip. and 5. Fabricated metal 5. Office machines and 5. Instruments (0.26)
conductors (8.4%) products (7.9%) computers (10.1%)
U] 1. Food, drink and 1. Paper & printing 1. Aerospace (23.2%) 1. Aerospace (0.48)
n | tobacco (14.3%) (11.9%)
![ 2. Paper & printing 2. Textiles & leather 2. Comm. quip. and 2. Office machines and
e | (10.2%) (9.7%) semiconductors (13.9%) computers (0.28)
d| 3. Industrial 3. Non-electrical 3. Office machines and 3. Instruments (0.16)
s chemicals (8.3%) machinery (9.2%) computers (13.2%)
t | 4. Motor vehicles 4. Food, drink and 4. Motor vehicles 4. Comm. quip.and
5[’:1 (7.5%) tobacco (8.7%) (11.5%) semiconductors (0.14)
e | 5. Non-electrical 5. Wood & furniture 5. Instruments (7.9%) 5. Industrial chemicals
s | machinery (6.7%) (6.9%) (0.05)

* Percentages are measured in relation to total production volume, employment and R&D expenditure in the
manufacturing industries respectively. SRCA is the symmetric revealed comparative advantage (export
specialisation), ranging from -1 (de-specialised) to 1 (specialised) (see chapter 7 for a definition and expanded
explanation of the SRCA). A value of 0 is neutral (neither specialised or de-specialised). The export specialisation
is calculated relative to the 20 OECD countries for which data are available: Australia, Austria, Belgium, Canada,
Denmark, Finland, France, Germany, Greece, Icelaaty, Dapan, the Netherlands, New Zealand, Norway,
Portugal, Spain, Sweden, United Kingdom and the United States.
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Appendix E: Industries included in the analysis of chapter 6

ISIC, rev. 2
3100

3200

3300

3400
3510+3520 (-3522)
3522
3530+3540
3550+3560
3600

3710

3720

3810

3820 (-3825)
3825

3830 (-3832)
3832

3841
3842+3844+3849
3843

3845

3850

3900

Food, drink and tobacco
Textiles, footwear and leather
Wood, cork and furniture
Paper and printing

Industrial chemicals
Pharmaceuticals

Petroleum refineries

Rubber and plastics

Stone, clay and glass
Ferrous metals

Non-ferrous metals
Fabricated metal products
Non-electrical machinery
Office machines and computers
Electrical machinery
Communication equipment and semiconductors
Shipbuilding

Other transport

Motor vehicles

Aerospace

Instruments

Other manufacturing industries
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Chapter 7: Linkages as a determinant of International Export
Specialisatioh

Among all non-primary products, a country has a
range of potential exports. Thianmge of exportable
products is determined by internal demand. It is a
necessary, but not a sufficient condition, that a product
be consumed (or invested) in the home country for this
product to be a potential export prodykinder, 1961,

p. 87).

7.1 Introduction

The previous chapter compared national systems of innovation according to their differences in
interindustrial linkage structures. It was illustrated there appeared to be some degree of
coincidence between industries with several linkages to other industries, and industries in which
a country was export specialised. Thus this chapter will analyse the statistical relation between

linkages - both backward and forward - and export specialisation.

The explanation for international trade specialisation has been a central research topic in
economics, at least since the publication of Ricaréwiaciples of Political Economy and
Taxation(1817/1951). Ricardo’s explanation of trade specialisation rested on differences in labour
productivity. Ricardo originally ascribed the differences in labour productivity to climate and other

factors related to agricultural production, as well as to a relative immobility of capital.

Opposed to Ricardo’s application of differences in labour productivity across nations, the standard
explanation for international export specialisation has in contemporary economics relied on the
factor endowments of countries (Heckscher, 1949; Ohlin, 1933). The factor proportions theory
was first challenged by what became known as the ‘Leontief-paradox’ (1953), stating that the
1947 exports of the United States (a nation ‘endowed’ with an internationally high capital-labour

ratio), were slightly less capital-intensive than its imports. The findings spurred a hot debate on
the empirical validity of the theory. The explanation to the paradox offered by Leontief himself

was that American labour was more productive than foreign labour, and the number of American

1 This chapter draws on Laursen and Drejer (1999).
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workers should thus be multiplied by a factor (Leontief suggested the factor 3) before comparing
with other countries. When the labour force was multiplied by the chosen factor, the American

capital/labour ratio decreased accordingly, thisnieating’ the paradox.

Leamer (1980) argued that Leontief’s findings were based on a general misconception since the
capital/labour rate in exports compared to imports does not in itself reveal anything about the
national endowment of capital. Instead it is the capital/labour ratio in net exports compared to the
capital/labour ratio in nationabnsumptiorthat reveals the true nature of the endowments. And
Leontief's calculations could be used to show that American net exports were more capital
intensive than American consumption, which according to Leamer implied that capital was
abundant relative to labour in the United States (Leamer, 1980, pp. 495-496). But Trefler (1993)
argued that Leontief's own explanation was in fact right, American labour was more productive
than its major trading partners, and thus labour should be measured in productivity-equivalent
units when determining the capital/labour ratio. Trefler further argued that the productivity gap
has narrowed since 1947, which was the year studied by Leontief (1953). Thus the debate of the

Leontief-paradox is far from dead.

Even though factor endowment analysis has been - and probably still is - the dominating string in
international trade literature, a traditional factor endowment approach is not going to be applied
in explaining international trade in the present chapter. Based on the findings of the previous
chapters a more dynamic approach including interindustry linkages to advanced users and suppliers
will be applied. Thus the analysis of the present chapter is more in line with the views of Dosi et
al. (1990), who question the value of the factor endowment model in explaining international trade
between advanced countries that are characterised by an excess supply of the traditional

production factors:

Does thgHecksher-Ohlinfnodel make any sense in explaining trade between countries that are
often characterised by excess supply of labour or labour and capital? How can one account for
the fact that differences in innovativeness are often much more important than primary

endowments as determinants of trade flo{3asi, et al., 1990, pp. 7-8).

The previous chapters, as well as this one, share the overall claim that technology and knowledge

148



are important economic factors. Another common element is that technology is developed, as well
as diffused, through linkages to other economic entities. Thus these elements will also be

emphasised in the present analysis of determinants of trade specialisation.

7.2 Determinants of international trade specialisation

The idea that temporary monopoly profits could be appropriated based on atechnological lead was
originally introduced by Schumpeter (1912/34), but it was applied by Posner (1961) in an
international trade context under the label of ‘technology gap theory’. Given the assumption that
technology is not a free and universally available good, Posner argued that while technology might
be important for trade in some sectors, and not in others, innovations made in one country (in
technology intensive sectors) would benefit that country as long as the lead could be kept. That
is, a country will benefit from first-mover advantages, until other countries have imitated the
innovation. In the original formulation, once imitation has takenglmore traditional factors of
adjustment and specialisation would take over and determine trade flows. However, as argued by
Dosi and Soete (1988), there is netassarily anything impermanent about the importance of
technology in determining trade flows, since static and dynamic economies of scale flowing from
the initial break-through acts to prolong the lead. Coupled with new product innovations, these

economies of scale might well secure a continuous trade flow.

The idea that inter-sectoral linkages in the domestic economy have an impact on competitiveness
has its most important roots in development economics. In this context Hirschman’s (1958)
distinction between backward and forward linkages, introduced in chapter 3, is relevant. Briefly
recapturing, backward linkage effects are related to derived demand, i.e. the provision of input for
a given activity. Forward linkage effects are related to output-utilisation, i.e. the outputs from a
given activity will induce attempts to use this output as inputs in some new activities (Hirschman,
1958, p. 100). Thus the linkage concept can be generalised to the observation that activities can
invite economic actors to take up new activities, creating a linkage between the ongoing and the
new activity (Hirschman, 1958, p. 80). These ‘new activities’ emerging as a consequence of the
supply and demand effects of ongoing activities could be perceived as induced innovations.

Interpreted in relation to industrial competitiveness, the presence of a relatively strong domestic
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producer might in turn improve the comparative advantage of (or the competitiveness of) domestic
users. But as mentioned in chapter 3, the backward and forward linkages are not automatic, e.g.
the technological ‘strangeness’ or ‘alienness’ of the new economic activities in relation to the
ongoing ones play an important role for the effectiveness of linkages (Hirschman, 1977, pp. 77-
78)2

The importance of domestic linkages in a trade theory context was suggested as the ‘home-market
effect’ by the Swedish economist Staffan Burenstam Linder in lB&say on Trade and
Transformation(Linder, 1961). The basic idea was that a country’'s domestic market could act
as a ‘kindergarten’ for new products, before exports to foreign markets were initiated. It should
be pointed out that Linder was primarily concerned with the quality of demand, rather than the
mere size of demand. In other words, the original formulation made by Linder concerned the

conditions for learning on the (national) home-market:

Whether it is a question of ‘critical revision’ of an invention or prodwstaiopment work in
general, it must be carried out in close connection with the market. This gives us a [...] reason
to believe there must be a home market for an export good, whether it is a consumer good or
capital good. If, for some odd reason, an entrepreneur decided to cater for a demand which did
not exist at home, he would probably be unsuccessful as he would not have easy access to crucial
information which must be funnelled back and forth between producers and consumers. The trial-
and-error period which a new product almost inevitably go through on the market will be the
more embarrassing costwise, the less intimate knowledge the producer has of the conditions
under which his product will have to be used. And, if there is no home demand, the producer will

be completely unfamiliar with such conditidiiénder, 1961, pp. 89-90).

That the ‘home-market hypothesis’ is not at general theory of export specialisation, and that

2 As a passing remark it is interesting that Hirschman actually started his American career as an
economist in the early 1940's by studying international trade. Hirschman'’s (1945) trade studies were
also, just like his linkage work, centred around a few central indices. In the trade studies Hirschman’s
claim was that there was a relation between the structure of foreign trade and the power of a nation.
Thus indices were developed to express the preference of a country for trading with small (weak)
countries (a way to build a power situation), as well as for the concentration of a nations trade,
expressing the degree to which a nation’s trade was monopolized by other countries. This discussion
of national power and trade structure was heavily influenced by thgomosf Germany, as the
analysis was carried out during World War Il, and Hirschman being a native German.
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sectoral differences influence the importance ofthe home-market was, as pointed out by Fagerberg
(1992a), acknowledged by Linder, as he did not expect the home-market to contribute much to
the explanation of differences in trade performance in standardised products. In these cases Linder
expected other factors to be of greater influence. In the model presented below of the relation
between linkages and export specialisation this is taken into consideration by classifying the
industries according to Pavitt's taxonomy, expecting the linkages to be of different importance in
the four industry groups. As will be seen below, a range of other possible explanatory variables
are also included. This is done in order to avoid the problem Fagerberg (1992a) identified in the
analysis of the relation between trade specialisation and the home market effect carried out by
Andersen et al. (1981), where the not very supporting results could be due to the method applied,
calculating a simple correlation between the export specialisation of producers and their major

home market group respectivélignoring all other possible influential variables.

7.3  The dynamics of user-producer interaction in a trade context

Lundvall (1988) introduces the organised market, which involves close, and sometimes face-to-
face interaction between sellers and buyers as a fertile environment for innovation. The interaction
may take the form of mutual exchange of information, but may also involve direct co-operation
between users and producers of technology. Two properties of the user-producer relationship are
important in a ‘home market’ context. Firstly, because it is time-consuming and costly to develop
efficient channels of communication and codes of conduct (often tacit) between users and
producers, the relationships are likely to be durable and selective. Secondly, when technology is
sophisticated and changing rapidly, proximity in terms a€sgand culture is seen to be conducive

to innovation and thereby to competitiveness (Lundvall, 1988, p.355). Thus, such localised and
durable linkages give rise to dynamic increasing returns at the level of the country (or region). In
the context of increasing returns, it should be pointed out that what is dealt with is interaction
between firms, situated in different industries (as in Young, 1928), rather than activities internal

to the firm.

The export performance of the user industries is used as a measure of the home market sophistication
(Andersen et al., 1981, pp. 17-23).
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As pointed out by Fagerberg (1995, p. 245), given the tacit nature of the user-producer
interaction, such enduring relationships are not only ways of increasing localised learning and
innovation, but they also make it easier to appropriate the economic benefits from learning and
innovation, at least in the shorter run. Thus, localised vertical linkagjgkt create/reinforce
competitiveness or specialisation of both users and producers, making sectors co-evolve at the

national level.

The linkages dealt with above, in particular in the case of Linder, are predominantly forward

linkages from producer to user, as the home market approach emphasises the importance of (a
competent) home demand. But here backward linkages are perceived to be equally important, as
these linkages express the influence advanced suppliers have on the receivers’ competence

development, as well as the inflow of ‘embodied’ technology flows discussed in previous chapters.

As mentioned in chapter 4, linkages might somewhat mistakenly be interpreted as localised
‘spillovers’. The aim of a major part of the mainly empirical spillover literature is to estimate the
effect of technological spillovers on productivity, while the aim of the linkage hypothesis in this
chapter is to give an explanation for international trade specialisation. It should also be pointed
out that spillovers can be both national or international in scope, whereas home market linkages

are localised (national) per definition.

7.3.1 Pavitt's taxonomy in a trade context

As pointed out above, the home-market effect is assumed to play the most significant role for the
trade performance in industries largely dependent on non-standardised (innovative) products, while
other factors are assumed to be of greater importance in industries based on standardised

products. This s translated into a distinction between the role of technology in different industries.

4 von Tunzelmann (1995, pp. 12) introduces a distinction between upstream/downstream process links
and backward/forward product links. von Tunzelmann relates upstream/downstream linkages to
capital good connections, while backward/forward linkages are related to the progressive processing
of a product, and finds it disturbing that both types of linkages are described as vertical linkages. As
our vertical linkage measure expresses the exposure to advanced/sophisticated users and producers,
it captures both perceptions of linkages though.
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Pavitt’'s (1984) taxonomy distinguishes between firms according to their principal activity. The
taxonomy emerged out of a statistical analysis of more than 2000 postwar innovations in Britain
(see chapter 5) and was explained by the sources of technology; the nature of users needs; and
means of appropriation. Four types of firms were identified: supplier dominated firms; scale-
intensive firms; specialised suppliers and science-based Bupplier dominatedirms are

typically small and found in manufacturing and non-manufacturing sectors. Most technology
comes from suppliers of equipment and material (see figure 7.1 for an illustration of the main
external technological sources of different types of firGsale intensivérms are found in bulk
materials and assembly. Their internal sources of technology are production engineering and R&D
departments. External sources of technology include mainly interactive learning with specialised
suppliers, but also inputs from science-based firms are of some impo8pacalised suppliers

are small firms, which are producers of production equipment and control instrumentation. Their
main internal sources are primarily design and development. External sources are users (science-
based and scale-intensive firmSgience-based firmare found in the chemical and electronic
sectors. Their main internal sources of technology are internal R&D and production engineering.

Important external sources of technology include universities, but also specialised suppliers.

Even though the taxonomy was devised at the level of the firm, it has implications at the level of
the industry, as it is expected that the broad sectoral regularities of firms is to be reflected in the
aggregate behaviour of the industry. Thus, given the above description of the taxonomy, one

would expect internal technological activities to be most important for specialisation in science-

Figure 7.1: Main technological linkages amongst different categories of firms
Source: Pavitt (1984, p. 364)
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based industries, while backward and forward linkages should be expected to be more important
in the case of specialised suppliers. For scale intensive sectors, both backward and forward
interindustry linkages as well as investment - but also to some extent internal technological
activities - should be of importance, while supplier dominated industries should to some extent be
expected to be influenced by backward linkages. But as the industries dealt with in this case are
in traditional manufacturing, more traditional factors (resource endowments) might be particularly

important for these industries.

A criticism of the taxonomy is that the industrial setup undergoes evolutions, and new dominating
types of industries emerges. As a consequence of this, Pavitt and colleagues (Tidd et al., 1997)
introduce a fifth sector, information intensive firms, and Kristensen (1999) proposes a sixth type,
specialised service suppliers. Both of theses new types of sectors are proposed as a consequence
of the increasing importance of service industries. But since the analysis in this chapter is confined

to manufacturing industries, only the original four types of Pavitt sectors are dealt with. Also the

taxonomy inevitably simplifies, as also pointed out by Tidd et al. (1997, p. 110).

7.4  An empirical analysis of the relation between national linkages and export

specialisation

Empirically, the home market hypothesis has gained some support by the previously mentioned
analyses by Andersen et al. (1981) and Fagerberg (1992a; 1995). Andersen et al. analysed the
relation between a sophisticated home demand for engineering products and export specialisation
by calculating the correlation between the export specialisation figure for the engineering products
and the export specialisation figure for these industries’ home market products in 11 OECD
countries for selected years in the period 1954-1972. Thus the sophistication of the home demand
is identical with the export specialisation figure of the user industry. The producers and their users
are coupled ‘manually’ before calculating their correlation. At the industry level Andersen et al.
find positive correlation coefficients for all industries, but only few are significant. At the country
level a positive and significant relation is found for 6 of the 11 countries. Thus the results are not
very supporting of the hypothesis that internationally competitive users buy their technology from

internationally competitive producers. As mentioned in section 7.2, Fagerberg (1992a) suggests
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that this might be due to Andersen et al.’s lack of inclusion of other explanatory variables.

Applying the same basic method for identifying producers and their advanced users as Andersen
et al., Fagerberg (1992a) tries to compensate for the problem with ignoring other explanatory
factors by testing a model at the sector/product group level for 16 OECD countries and selected
years 1965-1987, where export specialisation is dependent on the home market effect, a natural
resource effect, as well as a measure of domestic opportunities for exploiting economies of scale.
For 14 of 23 industries included in the analysis, the model suggests that the ‘home market
hypothesis’ should be accepted (Fagerberg, 1992a, p. 235). In Fagerberg (1995) the test is carried
out at the country level, applying the same data. As was the case with Andersen et al. (1981),
Fagerberg did not find support for the ‘home market hypothesis’ for all countries included in the
analysis: the hypothesis was strongly supported for five coumtaieile seven countries showed

a slightly less suppoftThe remaining four countriéshowed only weak or no support to the

home market hypothesis.

The tests conducted by Andersen et al. and Fagerberg only applied a variable reflecting a ‘forward
linkage’ from the producer to the (sophisticated) user, and does not apply data on economic
transactions in identifying the linkages between users and producers. Also the sophistication of the

users is based on export specialisation only.

This chapter will, inaccordance with the previous chapters, apply data on actual economic
transactions (input-output data) used as weights on the technological output from backward or
forward industries with respect to the industry to be explained. Further a technology measure of
the sophistication of the users will be applied. Thus size (Hirschman) and quality (Linder) of
demand are combined. In this chapter patent grants are used as the technology indicator. The
previous chapters have relied more on the R&D indicator than on the patent indicator, but in this
case the patent indicator is found to be a more appropriate measure, as data are pooled for several

years, and thus the value of applying a technology measure which is not subject to inflationary

5 Denmark, Finland, Japan, Norway and Switzerland.
6 Canada, Germany, Italy, the Netherlands, Spain, Sweden, and the United States.
7 Belgium, Austria, France and the United Kingdom.
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fluctuations must be considergd.

Patent data are taken from the United States’ patent office. Like in the previous chapters applying
patent data, the patent data used concerns patent grants, dated by the year of grant. Whenever a
patent is attributed to more than one, isesectors, the patent is counted ams itveach of these.

US patents are used, rather than patent statistics from each of the national patent offices, because
US patents are subject to a common institutional system (novelty requirements, etc.), and
moreover, the US, for most of the period under consideration, constituted the largest ‘technology

market’ in the world.

All other data applied are taken from the OECD STAN database. The main limiting factor is the
use of the STAN input-output tables, which are only available for nine OECD countries (Australia,
Canada, Denmark, France, Germany, Great Britain, Japan, the Netherlands, and the United
States). Also the input-output data are only available for five points in time (early 1970s, mid
1970s, early 1980s, mid 1980s and 1990). It should be noted that the input-output tables are not
exactly from the same year. For instance, the ‘mid 1970s’ observation is 1974 for Australia, while
this observation for Canada was obtained in 1976. Even though the inclusion of input-output data
severely reduces the amount of observations, the inclusion allows for the calculation of backward
and forward technological linkages, based on ‘real’ economic transactions. Often, in this kind of
study, the intensity of economic transactions between industries are calculated on the basis of one
country. Accordingly, thentensity of transactions between industries of that country is then
assumed to be the same in other countries in the analysis, while e.g. the structure of production
differ. So this advantage has to be judged against the smaller number of observations, and a
number of missing values. Concerning the selection of years, the other variables were picked so
that they match the input-output data as well as possible (i.e. 1973, 1977, 1981, 1985 and 1990).

The dependent variable is the Revealed Comparative Advantage (Balassa, 1965):

8 Of course the input-output tables are based on pecuniary values, but only coefficients are used, this is
not found to be a major problem.
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The numerator represents the percentage share of a given industry in national egpargs -
exports of industry from countryj. The denominator represents the percentage share of a given
industry in OECD exports. The RCA index, thus, contains a comparison of national export
structure (the numerator) with the OECD export structure (the denominator). When RCA equals
1 for a given industry in a given country, the percentage share of that industry is identical with the
OECD average. Ifthe RCA is above 1 the country is said to be specialised in that industry and vice
versa if the RCA is below 1. However, since the RCA turns out to produce data that does not
conform to a normal distribution, the index is made symmetric, obtain@iC#s-1)/(RCA+1)
this measure ranges from -1 to +1. The measure is labelled ‘Revealed Symmetric Comparative
Advantage’ RSCA, which e.g is applied by Dalum et al. (1996).

The forward linkage-variable can be defined as:

FL=(x;, xY, 1) xP

ik i K for | Zk

wherex, is a matrix of intermediate deliveries from the industayindustryk, Y, is a vector of

total output from industry. P, is a vector of US patents taken out by the industries receiving
inputs from industry (normalised for country-size), as a proxy of the technological competence

of these industres. In other words the variable measures indlisstmyportance as a user of
industryi’s output. Onlydirectlinkages are applied in this chapter, as opposed to the Rasmussen
and Cuello specifications of the Hirschman linkage measures (see chapter 3), as well as the flow
charts in the previous chapters. The direct linkage is found to be closer to the idea of a home

market effect than total (direct + indirect) linkages.
Likewise for the backward linkage variable:

X Y._l) xP

BL =(X}; Y, k'

for i Zk

wherex,; is a matrix of intermediate deliveries from the indugtty industryi, Y, is, like above
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for FL, the vector of total output from industryandP, is the vector of US patents taken out by
the industries supplying inputs to industrifhus, the variable measures indu&tsyimportance

as a supplier to industry

7.4.1 Applying the Pavitt-taxonomy in a international trade context

Each ofthe 19 industries included in the analysis have been assigned to the four Pavitt sectors. The
classification is shown in appendix F. However, since any such assignment is somewhat arbitrary
on the boundaries, the chosen classification deserves some comments. First of all the classification
according to the Pavitt taxonomy used in this chapter, to a large extent follows OECD (1992a),
and differs only from this in the case of ‘industrial chemicals’; ‘instruments’; and ‘fabricated metal
products’. In the two first cases, the industries are on the boundaries of the ‘Pavitt sectors’. Firms
in the ‘industrial chemicals’ industry posses both science based characteristics, but also some scale
intensive characteristics, and firms in the instruments industry both carry specialised supplier
characteristics, but also some science based characteristics. In both the original Pavitt classification
was opted fore, as science based and specialised suppliers respectively. If one look at the ISIC
nomenclature, under ‘fabricated metal products’, it can be seen that this sector produces mainly
standard products (nails, screws, steelwire etc.). In contrast to the OECD, the argument put

forward here is that this type of production is not mainly carried out by specialised supplier firms.

Thea priori reasons for including ‘food, drink and tobacco’ and ‘petroleum refineries’ as supplier
dominated industries, even though the firms in these industries are probably to some extent
scale-intensive, is that the analysis deals with national specialisation. Thus the specialisation in
these industries is to some extent determined by what goes on in the (related) primary industries,
which in turn are supplier dominated, in addition to being influenced by natural resource
availability. As other industries on the boundary should be mentioned non-ferrous metals
(classified as supplier dominated, but could be classified as scale intensive) and electrical

machinery (classified as supplier dominated, but have some science based préperties).

Because of the somewhat arbitrary assignments of some of the industries, tests of sensibility to the
aggregation chosen have been carried out. The results of these experiments will be briefly presented in
(continued...)
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For now, the empirical model can be set up as follows:

RSCAlzociﬁBllNV“ BZULC”.+ B, RST/?J\+ B, BLij+ Bs FLij+eij,

whereRSCAIs the ‘revealed symmetric comparative advantage’, i.e. the export specialisation
measureBL is the proxy for backward linkages touppliers described above, higethe proxy

of forward linkages with users also described above. Since | am fully aware of the fact that
linkages are not the only factors influencing the export specialisation, and thus avoiding the
problem of a poor fitting model due to the exclusion of other important explanatory variables, a
number of other economic and technological variables have been indRE€4is ‘revealed
symmetric technological advantage’, expressing the technology level in the industry in question,
measured in a way equivalent to the export specialisation, but by applying patents. The inclusion
of own industry technology level follows the arguments of Posner and Dosi & Soete mentioned
in section 7.2: in some industries in particular, technology and innovation plays an important role
for international competitiveness. The remaining two variables are more traditional economic
variables expressing capital and labour respectilidlyis a measure of investment calculated in

a way equivalent to the specification of the export specialisation variable. The representation of
the variable is chosen in order to reflect the size of the capital stock in each industry, as this
chapter is dealing with levels. A variable like the ratio of investment to production would for
instance reflect the growth of the capital stock, rather than the level. In addition, it is attempted
to treat investment and technology in an analogous Wiag. is unit labour cost, measured as

labour compensation per employee in the industry in question (relative to the average).

The expectations on behalf of the specific ‘Pavitt-sectors’ were described above. However, some
more general expectations are also present, which will be described subsequently. Both of the
‘linkage’ variables are expected to have a positive impact, just as the technology variable. The
investment variable is also expected to turn out with a positive sign, as physical capital is expected
to be a necessary condition for being specialised in a given sector. There are no a priori

expectations about the wage variable as it might reflect low labour costs (negative sign), as well

9 (...continued)
footnote 12 of this chapter.
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as a high skill requirement (positive sign).

All countries, all sectors, and all years are pooled, and a model is estimated for the whole sample,
using ordinary least squares. The slopes of the different variables are allowed to vary according
to which Pavitt-sector each individual sector belongs. The results are reported in table 7.1. The
estimations are heteroscedasticity consistent. As country specific mechanisms are likely to be
present, country-specific dummies were included in addition to the Pavitt-sector constants present
in the model. The estimations of the country and (Pavitt) sector specific constants are shown in

appendix G.

Given the presence of multicollinaritpetween the backward and forward linkage measures, three
separate models have been estimated. In other words, if industries have many forward linkages,
they have many backward linkages as well, and, further, as pointed out in chapter 3, the forward
linkages of one industry is the backward linkages of another. Hence, first two separate models
(models I and Il) were estimateelch including the backward and forward linkage measures,
respectively. In addition to that, principal component regression has been applied, which is one
way of tackling multicollinarity. Principal component analysis is a type of factor analysis, and the
analysis computes linear combinations of the original variables. Given a data getuviiarical
variablesp principal components can be computed. The first principal component has the largest
variance of any linear combination of the observed variables, and the last principal component has
the smallest variance of any linear combination of the observed variables. In other words, each
principal component maximises ‘the explained residual variangeraunds. As the synthetic
variables (i.e. the principal components) are jointly uncorrelated by definition, the methodology
can sometimes be useful in addressing multicollinarity. Thus, in table 7.1 synthetic variables have
been computed for backward and forward linkage measures (model II1). Only the first principal
component is used in the regressions, as the explained variance exceeds 0.86. In other words, only

14 per cent of the variance of the two variables is left out. The parameters of the so-called factor

10
The variance inflation factor (VIF) display high values for the backward and forward linkage measures,
which indicates that these variables might be involved in multicollinarity. Foithhedependent
variable, the variance inflation factor is determined as R7)1-where R% is the coefficient of
determination for the regression of tith independent variable on all other independent variables. The
VIF statistic show how multicollinarity has increased the instability of the coefficient estimates.
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loadings (i.e. the parameters relating the original variables to the principal components) display
identical signs (positive); i.e. the contribution of each of the two original variables to the first of

the principal components goes in the same direction.

The results of the estimations for hgplier dominated industriese found in the top of table

7.1. The first principal component (i.e. the synthetic combination of the backward and forward
linkage measures) is not significéntindicating that national linkages do not appear to be of
importance for specialisation in supplier dominated industries. However, backward linkages were
expected to be of importance for specialisation in this type of industry. One possible explanation
for this might be that strongholds of countries in these industries are to some extent determined
by the ability to absorb technology developed elsewhere. If that is the case, backward linkages
need not be nationdnit labour costandinvestmentsome up with the expected signs, although

unit labour costs are insignificant. Technological specialisation appears to be positively related to

export specialisation.

While this finding is not untenable, it should be pointed out that these sectors might be particularly
influenced by natural resource availability, such as arable land, forest, oil and so on. Since such
factors are not included in the present chapter, the regressions presented in table 7.1 might be

exposed to mis-specification in relation to the supplier dominated types of industries.

With regard to thescience-based industriethe insignificant linkages confirms the findings of
Laursen (1996), concluding that interindustrial linkages do no not seem to be of critical
importance for science-based industries more generally, and for pharmaceuticals in particular.
Instead, as expected, the coefficients for technological specialisation are found to be the highly
significant. The coefficient is relatively high, both when compared to the other variables in the

regression, but even more so, when compared to the other types of sectors.

11
More generally, the results based on the application of principal components did not differ in any dramatic
way from the results of the estimation based on separate estimations of backward and forward linkages.
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Table 7.1: Regression results for explaining international trade specialisation (n=662)

Model | Model Il Model 111
R?*=0.40 R?=0.40 R?=0.40
Sector type  Variable Estimate p-value Estimate p-value Estimate p-value
Supplier INV 0.616 0.0000 0.612 0.0000 0.617 0.0000
dominated
ULC -0.107 0.1831 -.0107 0.1826 -0.108 0.1757
RSTA 0.306 0.0023 0.336 0.0007 0.321 0.0014
FL 0.480 0.3582
BL -0.194 0.7395
P1 0.008 0.7444
Science INV 0.395 0.0000 0.429 0.0000 0.411 0.0000
based
ULC 0.059 0.1017 0.067 0.0591 0.064 0.0758
RSTA 0.480 0.0000 0.465 0.0000 0.472 0.0000
FL 0.339 0.2473
BL -0.131 0.7109
P1 0.006 0.7017
Scale INV 0.460 0.0000 0.453 0.0000 0.458 0.0000
intensive
ULC 0.075 0.0000 0.071 0.0000 0.073 0.0000
RSTA 0.077 0.4659 0.056 0.5943 0.069 0.5112
FL 0.734 0.0085
BL 0.672 0.0352
P1 0.036 0.0092
Specialised INV 0.388 0.0000 0.446 0.0000 0.416 0.0000
suppliers
ULC -0.036 0.0001 -0.042 0.0000 -0.039 0.0000
RSTA 0.047 0.8143 0.227 0.2300 0.137 0.4774
FL 1.242 0.0000
BL 1.244 0.0000
P1 0.058 0.0000
Country and (Pavitt) sector specific constants are documented in appendix G.
INV = Investment specialisation
ULC = Level of unit labour costs, relative to the average
RSTA = Revealed symmetric technological advantage
FL = Forward linkages (technology (patenting) level in forward linked industries weighted by output-coeff.)
BL = Backward linkages (technology (patenting) level in backward linked industries weighted by 10-coeff.)
P1 = Principal component, based on FL and BL.
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For what concernscale intensive industriesnumber of points should be made. First of all, the
linkage variables are significant in this case, as would be expected for one of the two ‘production
intensive’ type of industries. Secondly, the (direct) technology variable does not seem to be of
importance for these industries, which was not expected. Thirdly, investment is (also) highly
significant in this case. Finally, it is worth noting that the wage variable is significant, but that it
has a positive sign, thus probably implying the importance of high-skill requirements for human

capital in these industries.

With regard to thespecialised supplietype of industries, both of the linkage variables are
significant, and have a high parameter. This finding corresponds neatly to the idea that specialised
suppliers have the most technological linkages to the surrounding system (cf. figure 7.1). A
negative correlation is found between trade specialisation and relative unit labour costs of the
industries. In other words, those countries which are specialised in these industries, also appear

to have the relatively lowest unit labour costs, although the parameter is rathéf small.

7.6  Conclusions

This chapter has followed the indication from chapter 6, that there appears to be a relation
between national interindustry linkages and the export specialisation pattern of a country. Thus
this final empirically based chapter has opened the discussioneffehtof linkages as opposed

to themappingof linkages, which has been the major focus of the preceding empirical chapters.

The theoretical background for expecting a relation between linkages and export specialisation is

12
As mentioned in footnote 9, the sensibility of the aggtegn has been tested. Thus ‘food, drink and
tobacco’; ‘petroleum refineries’; and ‘non-ferrous metals’ have been reclassified to scale intensive sectors
from supplier dominated sectors, and ‘electrical machinery' is reclassified to science based from
specialised supplier sectors, in order to test for the sensitivity to the chosen ‘sectoral affiliation’. The
results of this experiment display (not explicitly documented for reasons of space), that for supplier
dominated sectors only investment is significant. In this context it should be pointed out that only
‘textiles, footwear and leather’ is left in this Pavitt sector. For science based sectors, investment and US
patent specialisation are robust to the change made. For scale intensive sectors investment, unit labour
costs and the linkages variables are all robust to the changes made, while the parameter for the technology
variable becomes positive and significant, given the changes made. For specialised suppliers, investment

and the linkage variables retain their sign and significance
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primarily found in the work of the Linder (1961). In accordance with e.g. Dosi et al. (1990) Linder
relates export specialisation to innovation and product development, and the foundation of the

‘home market hypothesis’ is that,

it is a country’s owmeeds which are the mother not only of innovation but also inventidn [
The resulting products will suit the needs of the home marked and will only gradually be tried

on the export marke{&inder, 1961, p. 89).

The ‘home market hypothesis’ is extended to the general hypothesis that linkages to both
advanced users and advanced producers influence the competitive strengths of an industry, since
these forward and backward relations express a qualified demand as well as a qualified input which
operates as both inputs and inducement factors to a knowledge enhancing process within the
industry at question. But based on the patterns of interdependence between industries identified
in the previous chapters, the effect of these linkages were expected to differ according to industry

affiliation.

Based on these assumptions an econometric model of the relation between export specialisation
and interindustry linkages, as well as other possible explanatory factors, was estimated. The
difference in importance of industry affiliation was taken atcount by allowing for different

slopes, according to which Pavitt-sector each individual industry belongs. The results displayed
that the linkage variables appears to be important for the export specialisation of scale intensive

sectors, but even more so for specialised supplier sectors.

Regarding the other variables included in the analysis, investment in physical capital appear to be
important for all types of sectors. Unit labour costs had a negative impact in the case of specialised
supplier types of sectors, whereas the positive relationship for scale intensive sectors might well
imply the importance of high skilled labour in these sectors. Revealed technological advantage had
the expected positive impact for science-based sectors, but surprisingly also a positive impact for

supplier dominated sectors.

Hence, it seems fair to conclude that both interindustrial linkages and technological activities in

the nationally located industry are important in the determination of national export specialisation
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patterns. However the importance differs according the mode of innovation in the industries,

distinguished according to Pavitt sector characteristics.

Even though a first step of identifying patterns of interindustry linkages has been taken in this
work, along with a discussion of different methods of identifying these linkages, a lot of work
remains to be done, in particular in relation to assessing the economic effect of linkages in areas
such as e.g. productivity and profitability studies. With this work | hope to have contributed to
creating a renewed interest in the field of interindustry studies, which is a necessary condition for

promoting attempts to solve the many unsolved problems.
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Appendix F: Industries used in the analysis, classified according to
Pavitt sector and compared to other studies applying the Pavitt taxonomy

Pavitt Amable/Verspagen OECD This chapter

(1984) (1995) 1992
1 Food, drink and tobacco SCAI SDOM SDOM SDOM
2 Textiles, footwear and leather ~ SDOM SDOM SDOM SDOM
3 Wood, cork and furniture - - SDOM -
4 Paper and printing - - SCAI -
5 Industrial chemicals SCIB SCIB SCAI SCIB
6 Pharmaceuticals SCIB SCIB SCIB SCIB
7 Petroleum refineries - - SDOM SDOM
8 Rubber and plastics - PROD SCAI SCAI
9 Stone, glass and clay SCAI PROD SCAI SCAI
10 Ferrous metals SCAI PROD SCAI SCAI
11 Non-ferrous metals SCAI PROD SDOM SDOM
12 Fabricated metal products SCAI? PROD SDOM SCAI
13 Non-electrical machinery SPEC PROD SPEC SPEC
14 Office machines & computers SCIB SCiB SCIB SCIB
15 Electrical machinery SPEC SCIB SPEC SPEC
16 Comm.equip. & semiconduct. SCiB SCIB SCIB SCiB
17 Shipbuilding SCAI PROD SCAI SCAI
18 Other transport - PROD SCAI SCAI
19 Motor vehicles SCAI PROD SCAI SCAI
20 Aerospace - SCIB - SCAI
21 Instruments SPEC PROD SCIB SPEC

SDOM = Supplier dominated
SCAl = Scale intensive
SPEC = Specialised suppliers
SCIB = Science based

PROD = Production intensive (specialised suppliers + scale intensive)
- = Not included in the analysis
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Appendix G: Country specific effects for the regression (n=662)

Model | Model Il Model IlI
Sector type effect Estimate p-value Estimate p-value Estimate p-value
Supplier Australia -0.080 0.5440 0.000 0.9981 -0.021 0.8393
dominated
Canada -0.017 0.8915 0.062 0.6091 0.042 0.6543
Denmark 0.156 0.1928 0.237 0.0336 0.220 0.0103
France 0.100 0.4351 0.192 0.1163 0.162 0.0810
Germany 0.099 0.4131 0.190 0.0938 0.166 0.0564
Great Britain 0.131 0.2770 0.223 0.0524 0.196 0.0221
Japan -0.008 0.9519 0.091 0.4549 0.061 0.5172
The Netherlands 0.084 0.4907 0.149 0.2039 0.138 0.1214
United States -0.009 0.9457 0.089 0.4760 0.056 0.5687
Science based Australia -0.296 0.0000 -0.251 0.0003 -0.262 0.0001
Canada -0.234 0.0000 -0.190 0.0012 -0.199 0.0002
Denmark -0.060 0.2265 -0.014 0.7931 -0.022 0.6617
France -0.117 0.0223 -0.059 0.3056 -0.080 0.1075
Germany -0.118 0.0175 -0.062 0.2695 -0.075 0.1097
Great Britain -0.086 0.0613 -0.029 0.5819 -0.046 0.3182
Japan -0.224 0.0000 -0.161 0.0038 -0.181 0.0009
The Netherlands -0.133 0.0120 -0.102 0.0770 -0.103 0.0528
United States -0.225 0.0001 -0.162 0.0074 -0.185 0.0002
Scale intensive Australia -0.406 0.0000 -0.402 0.0000 -0.316 0.0000
Canada -0-343 0.0000 -0.341 0.0000 -0.253 0.0000
Denmark -0.170 0.0000 -0.165 0.0001 -0.075 0.0324
France -0.226 0.0000 -0.210 0.0000 -0.133 0.0000
Germany -0.227 0.0000 -0.213 0.0000 -0.129 0.0001
Great Britain -0.195 0.0000 -0.180 0.0002 -0.099 0.0028
Japan -0.333 0.0000 -0.312 0.0000 -0.234 0.0000
The Netherlands -0.242 0.0000 -0.253 0.0000 -0.157 0.0000
United States -0.335 0.0000 -0.313 0.0000 -0.239 0.0000
Specialised Australia -0.310 0.0000 -0.310 0.0000 -0.155 0.0063
suppliers
Canada -0.247 0.0000 -0.248 0.0000 -0.092 0.0116
Denmark -0.074 0.1178 -0.072 0.0990 0.085 0.0115
France -0.130 0.0056 -0.117 0.0069 0.027 0.3889
Germany -0.131 0.0040 -0.120 0.0037 0.031 0.2795
Great Britain -0.099 0.0145 -0.087 0.0166 0.061 0.0252
Japan -0.238 0.0000 -0.219 0.0000 -0.074 0.0350
The Netherlands -0.146 0.0013 -0.160 0.0003 0.004 0.9230
United States -0.239 0.0000 -0.220 0.0000 -0.079 0.0092
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Part IV: Conclusions and Policy Perspectives

This final part of the thesis presents the main results of the analysis presented in the previous three
parts. Following the setup of the thesis, the conclusions presented in chapter 8 will touch upon
both theoretical, methodological and empirical issues. Chapter 8 will also briefly discuss issues

for further research in interindustry studies.
Chapter 9 presents some policy perspectives of the analysis, taking the Danish cluster policies of
the 1990's (resource areas) as the point of departure. The chapter presents a critical discussion

of these policies based on the findings of the preceding chapters.

Part IV also contains a summary of the thesis in English and Danish respectively.
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Chapter 8: Concluding Remarks - What Has Been Accomplished and
Where to Go From Here

Among the many factors that have promoted economic
change, | believe that technology or, rather, change in
technology is the most prominent. | realize that it is
dangerous to look for ‘ultimate causes’ in a world
where everything seems to depend on everything else.
But | believe that for the most part the economy, and
ultimately the society, must adapt to the conditions that
technology creates. If it cannot adjust to the challenges
of changing technology, it failé_eontief in Carter,
1996b, p. 315).

8.1 Main conclusions

Chapter 1 presented three groups of research questions, representing a theoretical, methodological

and empirical level each. At the theoretical level the main question was:

What are the theoretical and conceptual requirements for building a bridge between the

input-output (Leontief) and technological change (Schumpeter) research traditions?

This question was primarily dealt with in chapters 2 and 3. Theoretically it is necessary to accept
that a theory of technological change cannot be a general theory in the same sense as e.g. the
general equilibrium theory. A theory of technological change with the same wide applicability as
the general equilibrium theory seems improbabécalbise of the way the general iéoium

theory treats factors like tastes, technology, and resources. These factors, which are of special
interest in economics of technological change, are - due to the need to be restrictive in the number
of factors a generally applicable theory can include - treated as constant, non-economic factors in
the general equilibrium theory. Thus a theory of technological change will probably always be
appreciative in nature, in the sense that it will be less formal, and more a means of organising
analysis in the undertaking of applied work (Nelson and Winter, 1982, p. 46). The input-output
framework can be used for identifying the basic economic structures which set up the limits for

technological linkages. The assumption that linkages are sources of technological change through
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both diffusion and exchange of knowledge plays a crucial role in this setting.

Conceptually the extension of the interpretation of the input-output coefficients are an important
bridge builder between the two research traditions. If input-output coefficients are not just

expressing exchange and production bot also - through a weighting by a knowledge variable -
direct exposure to external knowledge, then the applicability of input-output tables becomes much

wider.

But as illustrated in chapter 3, linkage measures based on the traditional Rasmussen specifications
of Hirschmanian linkages, leading to the identification of key industries, are insufficient when the
objective is to create a synthesis between traditional input-output economics and economics of
technological change. Thus chapter 3 primarily served the purpose of identifying the theoretical
and empirical starting point for a study aiming at identifying interindustrial linkages, stating the
need for alternative methods and measures in the process of identifying potential dynamic

interindustry relations.

This conclusion leads on to the methodological of research question:

What are the methodological requirements for creating a synthesis between the input-
output and technological change traditions in empirical measures of industrial

interdependence?

Answers to this question are primarily to be found in part Il. Chapter 4 introduces a selection of
knowledge indicators to be applied in the process of identifying interindustry knowledge flows:
R&D expenses, patent grants (US patent data), and fraction of employees with a degree in
technical or natural sciences. Also chapter 4 introduces two related input-output based methods
for identifying knowledge flows. Both these methods rely heavily on the assumption that

knowledge can be embodied in goods and services.

Chapter 5 introduces yet another knowledge indicator: innovations. In this chapter knowledge

flows are primarily identified through flows of product innovations, but the bilateral character of
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knowledge relations is also revealed by including the input to the innovative process from firms
in user industries in the analysis. In other words in chapter 5 innovation flows run from producers
to users, while information flows from users to producers. Both types of flows can be perceived

as knowledge flows.

A primary methodological requirement for establishing a synthesis between the two research
traditions is related to the issue of indicators. The combination of input-output tables with different
knowledge indicators each expressing different features of ‘knowledge levels’ in the individual
industries introduces the possibility of assessing the sophistication of user and producer industries
respectively, and thus it opens up new avenues to explore in relation to embodied knowledge
flows and the related concept of ‘indirect (acquired) knowledge’, clustering of knowledge

relations, the effects of knowledge linkages (explored in part Il of the thesis), etc.

But also the combination of different methods for identifying knowledge linkages proved to be
important. The two methods applied in chapter 4 are very similar, as they both are based on the
combination of input-output coefficients weighted by knowledge indicators, but whereas one
method focusses on identifying the quantitative extent of knowledge flows with no emphasis on
which industries are related through the flows, the other method focusses on the qualitative
aspects of identifying and mapping the linkages between sources and receivers, with no emphasis
on the size of the flows. As a supplement to the analysis of chapter 4, chapter 5 contributes to the
methodological discussion of embodied knowledge flows inseparably connected to economic
transactions of a certain volume, versus innovation flows which do not necessarily appear between
industries that are related through economic transactions of any considerable volume. An
important methodological contribution also lies in the introduction of information flows as

mentioned above.

Thus methodologically the synthesis between the traditions initiated by Leontief and Schumpeter
respectively requires a less rigid perception of input-output coefficients (as pointed out in relation
to the theoretical research question), as well a broad approach concerning both models and data
applied. This conclusion is build on the observation that the introduction of the Schumperian

perspective in the input-output framework requires combinations of different sources and
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approaches in order to capture as many elements as possible of the complex phenomenon

‘technology’.

The methodological considerations are only an intermediate step in the analysis, as the final goal
is to increase the understanding of economic systems. This leads to the final research question,

which relates to both part Il and part Il of the thesis:

How does the empirical mapping and measurement of linkages contribute to

characterising an economic system?

Part Il combines the exploration of methods for identifying linkages with the identification of

different characteristics of the Danish economic system.

Directing the attention towards the results of chapter 4, a main characteristic of the Danish
economy is the role of the food industry. The food industry has a dominating position in the
Danish economy, in terms of volume of production as well as in terms of export specialisation. The
food industry is a low knowledge industry, but it is to a large extent an important user of
production inputs from knowledge intensive industries, i.e. it has an absorptive capacity for using

inputs containing embodied knowledge.

Another characteristic is the role of the service industries which - with the exception of business
services - are low knowledge industries (at least judging from the presently available knowledge
indicators). But services are, just as the food industry, intensive receivers of embodied knowledge,
illustrated by a flow of embodied knowledge from a few manufacturing industries and business

services to a broad range of service industries.

Regarding the knowledge sources, two very different industries are found to be the most important
sources of embodied knowledge diffusion in the Danish economy: on the one hand the role of
business services confirms that knowledge intensive services plays a central role as a knowledge
source, not just for manufacturing but also for other services. On the other hand a traditional

manufacturing industry, machinery, still plays an important role as a knowledge source. Also the
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analysis of chapter 4 shows, by the example of machinery as compared to e.g. instruments and the
medical industry, that it is not necessarily the most knowledge intensive industries that are the

most important sources of embodied knowledge flows.

Another issue dealt with in part Il is the clustering of technological relations. In chapter 5 some
support can be found for the assumption that technological relations tend to cluster in areas with
extensive economic relations. But onthe other hand innovative relations also often appear between
industries which are not closely economically linked. Thus two types of space seem to be of
importance to the existence of technological linkages: proximggamomic spacean explain

some technological relations, while others are assumed to be bassthimoiogical proximity

or overlapping knowledge bases.

Empirical support to the proposition that innovative activity is an interactive process is also found
in chapter 5. Active participation in the innovative process from the user side is most outspoken
in the case of industries which are ‘specialised’ in supplying product innovations to firms in one
single or few industries, but also in the case of more ‘generic’ technology sources some user

involvement is reported.

The degree of interaction in the innovative process can be used for identifying two main types of
innovative clusters, which differ with regards to their extent of and relations to users. One type
of cluster is characterised as a user-producer cluster; while the other type is a single-industry

innovative cluster.

The cluster discussion is continued in chapter 6, although from a different point of view. A cluster
is in this setting a group of industries related through embodied knowledge flows. The focus of
chapter 6 is on industrial development and institutional factors influencing this development,
claiming that the structure of technological interdependence at the industry level is closely related

to the historical process of industrialisation.

Two main patterns of clustering are identified: in the case of Great Britain, Japan and the United

States, at least two separate clusters appear. One cluster is centred around chemicals related
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industries, while another is centred around communication equipment, electronics and/or transport
industries. Germany on the other hand reveals a more interrelated system with less clear tendencies
of separate clustering, due to the crucial role played by the German chemical industry, as well as
the relatively weak position in electronics and related industries. The general conclusion from
chapter 6 is that if two major industrial fields within a country develop at different pace, with
different strategies, and with different starting points, these areas tend to remain largely separated

in a technological sense.

Put boldly, chapter 6 discusses whether there are differences between linkage structures in
different countries, and chapter 7 moves on to the discussion of the effects of this difference. From
chapter 6 it appeared that there is a relation between national interindustry linkages and the export
specialisation pattern of a country. Following this indication, chapter 7 opens the discussion of the
effectof linkages as opposed to theppingof linkages. And chapter 7 indeed finds that a relation

can be detected between linkages to sophisticated users and suppliers, and international export
specialisation. This is in particular the case for scale intensive industries (following the Pavitt
(1984) taxonomy), and specialised supplier industries, while no significant results for the effect
of linkage variables could not be found for supplier dominated industries and science based
industries. Thus linkages to sophisticated users and producers appear to have the largest effect on
export specialisation in industries which are either characterised by large scale production, or by
close relations to their users. On the other side, the most technologically advanced industries, as
well as the least technologically advanced industries, appear to be influenced by other factors when

it comes to explaining export specialisation.

Summing up, the empirical mapping and measurement of linkages can contribute to the
characterising economic systems in many ways: the identification of knowledge sources and
receivers respectively; the identification of different types of clusters; the discussion of the
importance of the historical process of industrialisation on current structure; and the explanation

of economic positions of strength (export specialisation).

Many more possible avenues are open when it comes to characterising economic systems through

the use of linkage analysis. The final section of this chapter will touch upon some of these avenues.
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8.2  Where to go from here

The title of the present workT®chnological Change and Interindustrial Linkagesderlining

that the emphasis has been on directing new attention towards linkage studies, taking the
traditional linkage studies as the point of departure. But as the subtitieducing Knowledge

Flows in Input-Output Studiesndicates, a new perspective is called for if linkage studies are to

be of relevance in an economic system where the role of knowledge is perceived as being of

increasing importance.

The major contribution of the present work lies in the application of new methods of measuring
and mapping linkages, including the use of different indicators of knowledge and technology. This
mapping has illustrated both the importance of business services as a knowledge source, along
with more traditional manufacturing industries like machinery, as well as pointed to the
comparatively large role played by acquired knowledge in traditional ‘low-knowledge’ industries,
thus challenging the traditional distinction between high and low knowledge production processes
in different industries. The method of mapping linkages has also shown its applicability in
comparative studies, here in relation to comparing national systems of innovation, illustrating the
extent to which ‘history matters’. But a lot of work remains to be done in relation to measuring
the economic effect of knowledge based interindustry linkages. Chapter 7 presents a first attempt
to measure the effect of linkages, here expressed by export specialisation. But theory suggests
many other effects of linkages. In the most general expression linkages are assumed to affect the
competitiveness of an industry. Export specialisation is one expression of competitiveness, but
other important measures related to competitiveness are productivity and growth. Before
exploring these measures’ relation to linkages, it is necessary to establish which factors are the
central ‘input’ and ‘output’ factors in relation to measuring productivity, and which parameters

of growth are most appropriate: employment, turnover or output, to mention some of the most
common factors. Even though the effect of linkages on productivity has been quite extensively

analysed from a spillover perspective, a lot of work still remains to be done on this area.

Another important issue, which has not been dealt with here, is how to handle the emergence of

new industries, as well as shifts in industry boundaries. In relation to the analysis of developing
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countries moving into already existing industries, the problem is manageable, but the ability to

capture the emergence of completely new industries is a theoretical as well as empirical challenge.

In relation to policy formulation the capability to measure the effects of linkages is important, but
at least in Danish policy formulation more diffuse effects such as an increased communication and
the establishment of potentially dynamic relations have been among the aimed outcomes of recent
cluster policy initiatives. As a final perspectivation, the final chapter will discuss policies based on

a linkage approach, taking the Danish cluster policies of the 1990's as the point of departure. The
by now well known cluster approach, which ascribes its world fame to the work of Porter in the
early 1990's, is the first method discussed in chapter 9. Technology is not an explicit factor in
cluster studies of the Porter type, rather the criteria for being a dynamical cluster is international
competitiveness. Porter-type cluster studies are included in the wrapping up of the present work
since they have played an important role from a policy perspective, and as such have contributed
to turning an increased attention towards the systemic - interdependent - nature of economies.
Thus | find it an appropriate final exercise to discuss the implementation of linkage inspired

policies in light of the findings of this thesis.
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Chapter 9: The Application of Linkages and Industrial Clusters in Public
Policy Formulatioh

The traditional way of looking at the economy was
based on a division inteectors which distinguished
between primary producers, manufacturers and
service industries. In practice, though, relations of
interdependence go across the sectors boundaries.
[...] A resource area [...] often includeseweral
industries comprising a network of primary producers,
manufacturers, subcontractors and service systems.
(Ministry of Business and Industry, 1997, p. 6)

9.1 Introduction

This final chapter of the thesis will relate the linkage concept to policy formulation. Based on the

findings of the previous chapters regarding how to measure and interpret linkages, this chapter
will assess the use of linkage and cluster studies in industrial and technology policy in Denmark
in the last two decades. Thus the chapter provides a policy perspective on the findings in the

previous chapters.

Cluster studies have in the later years been a corner stone in Danish business and industry policy

making, but attempts to identify production clusters can be dated back to the early 1980's.

In the first studies in the early 1980's a cluster - an industrial complex - was defined according to
supply-and-demand linkages in the production structure. Production linkages and equal policy
framework conditions were used in defining the clusters which are used in Danish business and

industry policy making today (resource areas).

Porter (1990) has been the main reason for directing the international attention towards cluster
policies 1990's. In Porter (1990) cluster studies from 10 countries were the basis of an analysis

of the forces behind the competitive advantages of nations. But several very different cluster

This chapter draws to a large extent on Drejer, Kristensen & Laursen (1999).
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initiatives have been introduced with a subsequent confusion regarding what a cluster - and
accordingly a cluster policy - really is. Figure 9.1 presents an overview of different levels of

analysis for cluster studies and their corresponding analytical focus.

Boekholt (1997) presents a categorisation of policies for clustering with the primary aim of

developing a tool for policy makers aiming to initiate such policsekholt defines a cluster

as a group of firms, knowledge centres and innovation support organisations with a functional
affinity, which cooperate - in a formal or informal manner - to achieve new market strategies,

product or process innovations. The clusters dealt with by Boekholt are primarily micro level

clusters. A distinction between cluster policies aimed at sustaining existing clusters (often
geographically based clusters with a long historical tradition) and policies aimed at creating new
linkages and networks is introduced. A 1993-review of European policies for establishing

Figure 9.1: Cluster approaches at different levels of aggregation
Source: Roelandt and den Hertog (1997)

Level of analysis Focus of analysis

Macro
level
mega-
clusters

- specialisation patterns of national economy

- linkages innovation support infrastructure
- quantitative analysis of diffusion flows

Mlcro level

lmkages - identification of small-scale clusters

- development of collaborative projects

Meso level

inter-

sectoral - strategic analysis of competitive advantage
- linkages between industries

Boekholt’'s categorisation (as well as a previous version of the present chapter) was presented at an
OECD workshop on clusters analysis and cluster-based policies in Amsterdam 1997. The workshop
was an activity of the focus group on innovative clusters under the heading of the OECD National
Innovation System Project, and is in itself an illustration of the increased attention directed towards
cluster policies in the international community.
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networks and clusters for innovative Sfgkfentified 23 policy initiatives, most oriented towards
SMEs only, others with a mix of small and large firms (Boekholt and Fahrenkrog, 1993). It is
characteristic of most cluster initiatives that they are aimed at creating networks and linkages
between firms operating in the same geographical region and/or in the same line of Business.

Sometimes a large contractor or ‘mentor’ firm is also involved in the cluster.

A slightly different definition of a cluster is presented by Roelandt et al. (1997): a cluster is an
economic network of strongly interdependent firms, knowledge producing agents and
(demanding) customers, linked to one another in a value-adding production chain. Following this
definition Roelandt et al. present cluster studies carried out in the Netherlands at the meso level.
A pre-publication manuscript of Porter (1990) was the background for a study of the economic
strength of the Netherlands, which started a row of research projects in which traditional sectoral
studies were gradually replaced by cluster studies focussing on competitive strengths (Roelandt
et al.,, 1997, p. 13). Gradually the analyses moved from being analytical devises for gaining a
better insight into the competitive strengths of individual clusters, towards being starting points
for strategic advices on making clusters more competitive and identifying important knowledge

issues.

Finland is another country is which the cluster concept has been widely applied in analyses of
industrial strongholds at the meso level. Rouvinen and Yla-Anttila (1997) point to the
identification of network relations as the starting point of a cluster analysis. These include

relations with competing producers, R&D cooperation, and user-producer connections.

Historically speaking comparative advantages in factor conditions are often the impetus behind

the development of a cluster, but in the fastest growing industries today the sources of

Small and Medium sized Enterprises.
Much in line with Marshall who stated that:

When an industry has thus chosen a locality for itself, it is likely to stay there long: so great are the
advantages which people following the same skilled trade get from near neighbourhood to one
another (..) And (..) subsidiary trades grow up in thegidiourhood, supplying it with implements

and materials, organizing its traffic, and in many ways conducing to the economy of its material.
(Marshall, 1890/1920, p. 271)
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competitive strength is the created and advanced factors (Rouvinen and Y1a1&8illap. 15).

Thus clusters of this type cannot be forced to emerge, some sort of competitive strength based
on a special advantage must be present. Accordingly the policy initiatives in relation to the
emergence and strengthening of clusters are closely related to education and competence building,

i.e. they are very general policies.

Other countries have performed more isolated cluster studies of selected areas of their national
economy (see e.g. OECD, 1999), but apart from the analyses leading to P@R®r-(see
section 9.3 - the above examples represent the most wide applications of the cluster approach in

national analyses.

The Danish cluster policy has the same starting point as the above mentioned initiatives: Porter
(1990). But the Danish cluster policy initiative distinguishes itself from most other cluster
initiatives in being a cornerstone in the industrial policy, aiming at including the total business
environment in the initiative. Before going into detail with the Danish cluster policies ofthe 1990's
some of the earlier analyses which paved the way for the clusters of the 1Bl98esbniefly

presented.

9.2  The first cluster studies - industrial complexes

In the early 1980's a sequence of studies of so-called industrial complexes were carried out in
Denmark. The studies were part of a project financed by the Danish Technology Council

focussed on the development and diffusion of new technology in the Danish economy, more
specifically on how the use of micro electronics influenced central economic variables such as the

balance of payments and employment.

The four industrial complexes studied were:

. the agro-industrial complex;

. the textile complex;

. the environmental complex; and
. the office machinery complex.
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The main idea behind the concept of industrial complexes is that the linkages between, on the one
side, firms developing new technology expressed in components, machines and production
systems, and, on the other side, firms using this technology, are at the core of the economic
system. These linkages are crucial for the development, diffusion and use of new technology. The
concept of industrial complexes, defined as a group of industries connected through important
flows of goods and services, can be dated back to Lodh and Lewis (1975) and Czamanski and
Czamanski (1977), but the theoretical foundation is to be found in Dahmén’s (1988) development
blocks mentioned in chapter 2. Transformation is a central factor in defining a development block.
The introduction of micro electronics is related to several types of transformation processes,
especially processes concerning production methods, including the organisation of production,
and the development of new products and services. This implies that even though an industrial
complex cannot in a narrow sense be perceived as an innovative cluster, there is an obvious
linkage to innovation and new technology trough the focus on technological development in

general and the microelectronic development in particular.

9.2.1 The four complexes

The four chosen complexes, which by no means are representative of the total economic system
in a statistical sense, each represent different types of relations between producers and users of

new technology.

Different methods, primarily related to vertical linkages between users and producers, were

applied in identifying the complexes.

Theagro-industrial complexwhich was subject to the most detailed study, was mainly identified

by the use of input-output tables, and the method was thus related to the ones used in the previous
chapters for identifying linkages. Sectors either receiving a relatively large fraction of their input
(i.e. being forward linked) or delivering a relatively large share of their output (i.e. being
backward linked) to the core sector of the complex (primary agricultural production) are
considered as part of the complex. Sectors which are only indirectly connected to the core areas

of the complexes are also included (identified by the use of the Leontief inverse input-output
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matrices). In order to capture the flows of capital goods, other means than input-output tables
were included though. The structure of interdependence in the agro-industrial complex is

described in figure 9.2.

The agro-industrial complex was by all means the largest integrated complex in the Danish

economy, with a production value of almost the same size as all other manufacturing sectors
added together in the observed period. Therefore, production related to agriculture played - and
still plays - a major role in the Danish economy, both in terms of consumer and investment

products (Lundvall et al., 1983).

Figure 9.2: Flows of goods and services within the agro-industrial complex
Source: adapted from Lundvall et al. (1984, p. 19).
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Cf. the central role of the food industry as a knowledge receiver identified in part Il.
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The agro-industrial complex also illustrates the importance of the home market for international
trade specialisation, which was explored in chapter 7. A particular part of the complex is ‘the
dairy vertical’ consisting of the producers of dairy machinery and systems on the one side, and
dairies on the other. An important part of the vertical consists of the linkage between users of
dairy equipment (large Danish dairies) and manufacturers of machinery for the use in this sector.
In the ISIC nomenclature, dairy export belongs to the food, drink and tobacco sector, whereas
dairy equipment is included in non-electrical machinery; two sectors in which Denmark is heavily
specialised. Thus, an important part of the knowledge base of these sectors is created in the
interaction between the two, thereby resulting in a co-evolution between the sectors, which tends

to produce international competitiveness in both fields.

The second complex studied is tiextile complexwhich is defined as the textile producing
industry and its main suppliers and users. Even though this also builds on an input-output
approach, lack of detail in the aggregation of the input-output tables made it impossible to use the
tables in the actual definition of this complex. As opposed to the agro-industrial complex,
machinery is almost negligible in the textile complex, which makes the textile complex close to

identical with the textile and clothing industry (Th@gersen, 1986).

Lack of statistical data was a major obstacle in the analysis ehtlnmental complexvhich

was to a large extent based on interviews, in particular with people connected to the area of waste
water treatment. The environmental complex was defined as constituted by users and producers
of environmental technology as well as intermediates, i.e. actors external to the actual users and
producers, who are instrumental in supplying information and advice about new technological

opportunities (Gregersen, 1984).

The analysis obffice machinerys only marginally related to the complex approach. The basis

of the analysis was a questionnaire survey regarding electronic data processing and office
automatisation in Danish municipalities. The basic difference between the analysis of the three
above-mentioned complexes and the analysis of office machinery is that in the latter case the focus
is on a specific type of users as opposed to a focus on the interdependence between producers and

users. The producers are indirectly present in the analysis though, since the office technology used
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by the municipalities to a large extent consists of systems developed by the public company
‘Kommunedata’ (‘Danish Municipal Software House’). The fact that both the users and the
producers are part of the public sector offers a new perspective on the interdependence between

the two types of actors (Breendgaard et al., 1984).

The analysis of the four complexes, through their variety in focus and method, showed some
general characteristics of the technological changes experienced in the different complexes, and
some characteristics of the influence of these changes on the Danish employment and

competitiveness.

9.2.2 Main results of the industrial complex studies

In theagro-industrial complexa major aim was to analyse whether is was possible to identify
either the presence or possibility of technological dynamics that were crucial for liberating the
complex from its vulnerable specialisation in standardised products within a stagnating market.
The study concluded that qualified and demanding users had played an important role for the
development of new technology, but signs of an increasing inequality in competences between
producers and users of new technology, which could have negative effects on production, export
and employment, could be identified. Concerning possible new technological dynamics the bio-
technological field was identified as having by far the largest potential with regards to renewal in
the agro-industrial complex, not just with regards to the supply of innovation from outside the
complex, but also in terms of using biotechnology for practical purposes inside the complex in
both primary agriculture and processing industries. But new technology by itself is no solution
without proper organisational changes, which lead to a recommendation of a strengthened ‘sector’
or ‘complex policy’ aimed at improving the vertical relations between sectors as opposed to

specific ‘microelectronic policies’ or ‘technology policies’ (Lundvall et al., 1984, pp. 126£148).

In the analysis of theextile complexPasinetti’s (1981) production based model of technological

A recent analysis of the food area concludes that fdateckindustries are facing major problems

being a low-wage, low-skilled and low-productivity area, indicating that the focus on the food area as
a major position of strength in the Danish economy has not secured a continuous development of the
competencies within the area (Arbejderbevaegelsens Erhvervsrad, 1998).
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dynamics, linking economic growth to structural change (see chapter 2), together with the
product life cycle theory, are the main theoretical starting points. The main conclusion is that
although the complex as a whole seems quite mature with tendencies of ‘dissolvement’ of the
linkages in the complex as a result, certain new or emerging product fields could be identified (e.g.
carpets), indicating that the interactions could still result in dynamic (Hirschmanian) effects. The
technological development had also mainly had the characteristics of a mature set of industries
with a clear tendency towards standardisation. New products and processes, created through the
interaction between the agents at different levels in the complex, were perceived as needed in

order to fight decline in domestic production and employment in the textile complex.

Theenvironmental compleadiffers from the two above mentioned complexes by having the public
sector as a main user as well as an important regulator. In this regard the complex study gives new
insights to the role of the public sector in the building up and maintenance of national
competencies, through its actions as a competent user. But as a complex or cluster study it is

atypical®

As mentioned above, the analysisoffice machinerys only marginally related to the complex
approach. Again the public sector is in focus, the theme of the study being the Danish
municipalities as users of electronic data processing and office automatisation, and the
consequences of this for employment. The main conclusion is that the introduction of office
machinery in the municipalities had not been driven by an aim to reduce employment, whereas the
possibilities for keeping the introduction of new technology employment-neutral in the future are

more uncertain.

As history has shown, the domestic production, and thus the employment, was not maintained, and if
an analysis of the textile complex was to be carried out today, it would not be possible without
including the production placed abroad in low-wage countries. The consequences of the moving out of
production for the vertical linkages in the complex are not discussed in the present chapter.

But it has some value as a studgafisalHirschman linkages from the public sector to enviromental
industries.
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9.3.3 Methodological problems

The main methodological problems with the industrial complex studies are the above mentioned
differences in approach and focus. Even though user-producer linkages are the main determinants
of an industrial complex, no general way of identifying complexes, e.g. through forward and
backward linkage measures or other types of linkage measures as introduced in previous chapters,
was developed. The study of the agro-industrial complex is the most consistent in relation to a
cluster approach, and it is also in this study that the method is most clearly defined and developed.
Some general problems of using input-output data are apparent though - problems that to some
degree also are relevant for the analyses carried out in the previous chapters. First of all the level
of aggregation is to a large extent given in advance, a level which might not be appropriate for
identifying the most important user-producer linkages. This is why the input-output method
proved to be inadequate in the study of the textile complex. The lack of dynamics in the analysis,
as discussed in chapter 1, is also apparent. Finally the studies of industrial complexes are not
representative of the Danish economy, but each represents an areanwsdathtionis an
interesting object for analysis. The four complexes analysed cannot be perc#nachpsrtant

clusters in the Danish economy though, and as such their main value lies in the detail of each

individual study, as well as in the demonstration of the importance of linkages at different levels.

The following sections will illustrate how the linkage thought has been applied in et r

policy oriented industrial cluster studies. The industrial complexes can be perceived as the
‘forerunners’ of the resource areas introduced by the Danish Ministry of Business and Industry
in 1993. The fact that the agro-industrial complex was the most consistent is underlined by the
survival or rather revival of the complex as a ‘Food Products Resource Area’. The other

complexes studied are all part of larger resource areas.

9.3 The Porter Studies

The industrial complexes and micro-founded studies of Danish clusters dealt with in section 9.2

Textiles are mainly part of the ‘Consumer Goods/Leisure Resource Area’; environment is mainly
relevant to the ‘Transport/Utilities Resource Area’; while office machinery is placed in the
‘Communications Resource Area’.
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have all been either a direct input to, or a reference point when developing the resource areas.
However, the most direct influence is the Danish Porter studies. Denmark participated as one of
ten countrie¥ in Porter’s analysis of clusters of competitive advantages. The studies were later
used as the empirical foundation for the theory present&étdanCompetitive Advantages of
Nations(Porter, 1990).

Porter’s prime interest is the underpinnings of economic prosperity for either firms or nations,
specified into the questions of why a nation becomes a home base for successful international
competitors in a given industry, or rephrasing it, why some firms based in a particular nation are
able to sustain competitive advantage against the world’s best competitors in a particular field?

And why is one nation often the home for so many of an industry’s world leaders (Porter, 1990,
p.1)?

In order to provide new explanations as to why some nations are competitive and others are not,
Porter initiated studies of several industries within each of the above mentioned ten countries. All
the industries selected for study were ones in which the nation had a significant international
market position - be it gaining strength, maintaining the position, or being in decline - in the year
1985. In other words the sample of industries was chosen to be representative of the most
important groups of competitive industries in the economy. In the Danish case this implied that
food, agricultural machinery and furniture were among the chosen industries (Porter, 1990, p. 26).
Although Porter’s overall aim of explaining the localization of successful companies in specific
countries is very close to Marshall's notions of localised industries and internal vs. external
economies (Marshall, 1890/1920), Porter only refers sporadically to Marshall, and such the
hereditary element of the economic principles underlying Porter’s analysis is largely ignored.
References to traditional linkage studies are also absent, even though linkages play an important

role in defining or delimiting a cluster.

10 The other countries were Germany, Italy, Japan, Korea, Singapore, Sweden, Switzerland, the United

Kingdom and the United States.
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9.3.1 The importance of linkages in cluster studies

Porter views demand conditions, as well as vertical relationships among industries, as stimulators
of competitive advantage. Following this line of thought Porter groups industries based on end-
use application. Sectors containing industries whose primary products are inputs to products in
many other industries are termguktream sectorgn a Hischmanian setting these sectors would

be forward linked! This group consists of materials/metals, forest products, petroleum/chemicals,
as well as the relatively new sector semiconductors and computers, which contains a modern
category of products that are basic inputs to virtually all industries. A second group of industries
are broad end-use sectors invoMindustrial or supporting functiondvost of these industries

are related to particular end-uses such as transportation or defence, and the group includes
multiple business (containing industries such as measuring instruments and power tools, whose
products are ancillary omupporting products used in many end-use sectors), transportation,
general power & distribution, office, telecommunications and defence. The final group of
industries are end-use sectors primarily associatedimatitonsumption goodsood/beverage,
textiles/apparel, housing/household, health care, personal and entertainment/leisure. Within each
broad sector, industries which are internationally successful are grouped into primary goods,
machinery and other equipment used in making the goods, specialised inputs into the goods, and
services associated with the goods or their production. This grouping allows for an examination
of the vertical relationships among successful industries and the depth of national clusters. Often
related industries are found within the same broad sector, but in all nations there are linkages

among groups of industries that extend beyond the broad sectors (Porter, 1990, pp. 287-288).

Porter’s qualitative analysis focussed on the upstream and downstream value chain relations of
the firms, the institutional setting, the firm’'s surroundings and the firm itself. The theoretical
approach was to employ both the broad sector grouping described above, as well as what has
become known as ‘Porter’s Diamond’ (see figure 9.3 below), developed by Porter in earlier
works. Furthermore, the analysis also had an historical angle since ‘path dependency’ often is

important in explaining why a region or country hosts a particular set of firms working in the same

1 It is worth noticing that these industries differ from the forward linked industries identified in chapter

3, which were mainly service industries as well as primary sectors.
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sector.

9.3.2 The Porter Diamond

Since Porter’s Diamond of factors and relations influencing competitiveness is central not only
to the Danish Porter studies, but also to the later resource area analysis, the central ideas in the

diamond will shortly be presented here.

The answer to why a nation achieves international success in a particular industry lies in the
attributes that shape the environment in which firms compete. The basic unit of analysis is the
industry, but nations do not succeed in isolated industries, they succeed in clusters of industries
connected through vertical and horizontal relationships (Porter, 1990, pp. 71-73), as e.g.
illustrated by the example of the food (dairy products) and electrical machinery (dairy equipment)

mentioned in section 9.2.

The home base, where the firms are allocating the bulk of their resources to R&D, is seen as
central to the firms’ competitiveness. This in turn implies that it is not enough to analyse the firm
alone, in order to explain the firm's competitiveness. Further, it is argued that it is crucial for
economic growth that a nation is an attractive home base. The question then is why and how

regions have developed to be centres of excellence for a particular industry.

Figure 9.3: Porter’s diamond
Source: Porter (1990) and Dalum (1992).
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The diamond, which is basically a model of relations and interactions, is used as the analytical tool
in the analyses of the interactions between the firm and its surroundings. The diamond consists

of the following central parts:

1. The firm, its strategy, structure and rivaltye strategy and the management of the firm,
as well as the organisation and routines of the firm, are important factors, since in the end
it is the firm that must gather and use the knowledge as well as the factors of production
in an effective way.

2. The related and supporting industrigbe presence or absence of supplier industries as
well as related industries that are internationally competitive, and either supplying or
adopting technology in a way that stimulate a cumulative and interactive process, is
influential. This is where the horizontal and vertical linkages are at play.

3. Demand conditionghe relative size of the home market and the quality of the demand
plays a crucial role (cf. the discussion of Linder in chapter 7). In sectors with increasing
returns to scale a historical large home market can be an advantage. In relation to the fact
that not only quantity but also the quality of demand is important in relation to the home
market, the public sector can in particular play a central role.

4. The factor conditionghe factors are both traditional factor endowments but also the
infrastructure, the human resources and the technological ability of the country. Usually
natural resources have been the sole factors considered, and the differences in factor
endowments between countries have been used to analyse and explain trade patterns.
These have proven to not be sufficient and cannot explain features such as the ‘Japanese
miracle’.

5. The stateregulations related to sectors or business in general. The state’s investments in
e.g. infrastructure, as well as the state’s role as an advanced user is central. In general the
state is setting the boundaries for the factor advantages or factor conditions. Laws related
to standards, patents, anti-trust and so on are crucial. Further the state’s allocation of

resources to science and education are highly important.

These very broad elements are at the focus of analysis, and the interplay between all elements of
the diamond determines the competitive advantages or disadvantages. As mentioned earlier,

history matters and many of the clusters we see today have been initiated and developed through
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long periods (in line with the discussion in chapter 6). This implies that cumulative processes have

a strong influence, but also that advantages take a long time to build.

9.4 The Danish Studiesind the Resource Areas

The work on clusters in Denmark, employing the Porter analysis and theory, was carried out from

1987 to 1991. In the Danish Porter project the following industry case studies were carried out
(Porter, 1990, p. 26):

. agricultural machinery;

. building maintenance services;
. consultancy engineering;

. dairy products;

. food additives;

. furniture;

. industrial enzymes;

. pharmaceuticals;

. specialty electronics;

. telecommunications equipment;
. waste treatment equipment.

On the basis of these sector studies Porter points out the following clusters:

. the agricultural cluster;
. household products and furnishings;
. health (pharmaceuticals, vitamins, medical equipment etc.),

where the health cluster is linked to the agricultural cluster by technology and raw material

equipment (Porter, 1990, p. 149).

Porter criticised the Danish economy for being less dynamic than many other countries, lacking
motivation and competition as well as being too dominated by the state (Porter, 1990, p. 567-
568). Thus the studies and the results gave rise to an intense discussion on the competitiveness

and dynamics of Danish firms, and also on the public policies to support development.

The Danish Business Development Council (Erhvervsudviklingsradet), which has as its
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assignment to advise the Danish government on business policies, took up the idea of clusters as
a new perspective on business policies, and initiated the analysis of the resource areas in Denmark.
Since the Porter studies there had been ongoing analyses of clusters, areas or blocks in several
Danish ministries and agencies. Especially the Danish Agency for Development of Trade and
Industry (Erhvervsfremme Styrelsen) has carried out several studies. Also the Danish Ministry of
Finance carried out studies of the Danish industry employing a cluster terminology. In 1992 the
Ministry of Finance presented an analysis of four ‘blockg'odood construction and housing
shipbuilding and sea transpodndhealth and medicinéMinistry of Finance, 1992). These

blocks were all characterised by having an export/import rate larger than 1, i.e. the firms in these
blocks were able to compete on international markets. The blocks, which consisted of both
producers of final goods and services as well as suppliers of raw materials, production equipment
and business services, accounted for 60 percent of the Danish export and 43 percent of the total
private production, and were thus in general highly important in the Danish economy (Ministry

of Finance, 1992, p. 248). In the later resource areas these four blocks are carried on in four of
the total eight areas. Thus the initiation of the resource areas can been seen as the outcome of a
cumulative process, where the results from the Danish Porter studies, and the Porter way of

thinking about industry policy, played a central role.

The Porter diamond was the cornerstone in the analysis of the relations and interplay in the
resource areas, and the methodology to analyse the connections and flows was qualitative with
a historical perspective. It is explicitly stated that the deviation from earlier industry divisions lies

in the focus on the end-product. The firms (or industries) in the resource areas are all the firms
(or industries) that deliver either knowledge, capital equipment, components or services to the

core activities of the area, thus we are dealing with an expanded linkage wiev.

The method applied in the resource area analysis differs slightly from the Porter studies and
cluster studies in general. The primary difference is due to the decision that all Danish industry -
initially the public sector was not incorporated - should be included in a resource area or in the
general supplier group, which was a final residual group including industries which could not be
placed with reason in any single area. In the Porter studies around 40% of all Danish firms were
represented in the clusters, thus the resource areas have a wider scope than the Porter clusters and

clusters in general.
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Qualitative studies were carried out in eight areas: services; agro/food; construction;
environment/energy; transport/communication; medico/health; consumer goods; and
tourism/leisure. These eight areas were defined through a process of dialogues in the Business
Development Council, with reference to the Porter studies and other related studies made by or
for the agencies or ministries, based on a primary criterion of the mutual dependency of common

resources and competences within each area.

In the day-to-day work with the resource areas there is an ongoing development of the
methodology and of the understanding of the areas. Several analyses have been carried out of the
resource areas, but foremost there is an ongoing and intense dialogue with representatives of
firms, organizations and public institutions and ministries. This work has, besides resulting in
several policy suggestions, also been used to develop and redefine the resource areas. In the

process of redefining the resource areas a clearer definition was developed:

. A resource area covers a range of industries that have a joint identity and potential for
improved prosperity and employment;

. A resource area most often includes industries comprising a network of primary
producers, manufacturers, subcontractors and service systems. The industries in a
resource area are mutually dependent because they together supply a specific group of
products and cover large, stable areas of goods and services;

. The firms in a resource area are dependent on the same critical framework conditions

(Ministry of Business and Industry, 1997).

This is the official definition of a resource area, and employing this definition, there are now six

areas as well as a group of general supporting industries:

. Food productsThis resource area covers agriculture (primary production); fish, meat,
milk etc. (manufacturing); and consultancy, wholesale and retail trade related to food
products (service industries etc.) The area as it is defined today is very similar to the agro-
industrial complex described in section 9.2.1. It contains several of the industries found
to be internationally competitive in the Porter studies.

. Consumer goods and leisufiéhis resource area covers e.g. apparel, electrical equipment,
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household articles, furniture and non-food consumables (manufacturing); catering, culture,
hotels, personal services, wholesale and retail trade related to consumer goods and leisure
(service industries). Here we find the furniture cluster, which also was found in the Porter
studies and in the micro-based studies of particularly strong Danish industries.

. Construction/Housingcovering raw materials (primary production); building materials
and supporting industries for construction (manufacturing); and contraciled,tsides,
building administration, cleaning, consultancy related to construction as well as supply of
building products (service industries etc.).

. Communicationgncluding printing industry, communication and media equipment, and
supporting industries to communications (manufacturing); as well as media, post and
telecommunications, services and wholesale and retail trade related to communications
(service industries).

. Transport/Utilities covering petroleum industry etc. (primary production); shipyards,
manufacture of other transport equipment, suppliers of environmental equipment and
suppliers of energy-supply equipment (manufacturing); vehicle maintenance and repair,
road, sea, air and rail transport etc., water, electricity, gas and heating supply, sale of fuel
and trade in waste matter as well as sale of transport equipment (service industries). Here
we find the environmental complex found in the industrial complex study.

. Medical/health covering medicinal products and medicinal technology and equipment
(manufacturing); as well as pharmacies, health services and care of elderly and
handicapped (services industries etc.). Here we find the pharmaceutical industry and the
medico-health cluster identified in the Porter analysis.

. General supporting industriesvhich is an aggregation of sectors producing and
supplying goods that either are so general in nature, that they cannot be asserted to one
area, or they produce highly special equipment to several sectors in different resource
areas. These general suppliers include metal industry, other production industry
(manufacturing); and organisations, operational services, financial services, education and
research, consultancy in general, various wholesale trades and well as public

administration and other services (Ministry of Business and Industry, 1997, pp. 12-13).

One reason for the redefinition was the wish to incorporate the public sector, since in some of the

areas the publicly produced goods are vital parts of the area. Services are no longer a separate

196



area due to the service sector being very heterogeneous, and in most cases actually providing

services that are closely related to all other areas.

Another visible change is that communication is now an area of its own, where it before was a
part of telecom/transport. This is due to the finding that a combination of communication and
transportation did not function coherently. Secondly, it was also evident that communication was

growing fast in volume as well as in importance, thus it could ‘carry’ an area of its own.

The resource areas, and the applied working method and analysis, are first of all aimed at
formulating policies and identifying problems, future threats and strengths for the firms, which in

turn leads to new policy initiatives.

9.4.1 A discussion of methodology

In a discussion of the strengths and weaknesses of the methodology used in the analysis of
resource areas it is important to notice that many different methodologies are employed. The most
central method used in the initial analysis was the qualitative and historical studies of the
development and interaction in the respective resource areas. Another methodology that is often
used in relation to the resource areas, is to measure positions of strength. Positions of strength
are based on trade specialisation, and the general idea behind the method is to use the RCA index

applied in chapter 7 to determine in which sectors a trade specialisation can be found.

As previously mentioned the resource areas, in their present form, covers the entire Danish
economy. In the definition of an area the coherency, the interdependence, and the need for
common policy conditions are stressed as factors delimiting a resource area. When we look at
other studies of clusters in Denmark and in other countries, the scope of a resource area is
considerably wider. During the process, both related to the initial division, but also in connection

to the redefinition, the resource areas have been criticised for including more clusters within a
single resource area, which has led to a situation where the coherency in some areas can be
guestioned. Second, because of the broad scope, it is questionable whether the interdependencies

between firms and sectors in a resource area are all equally outspoken and important.
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In relation to the findings in the previous chapters, the Porter method, as it has been applied in
relation to the Danish research areas, lacks a focus on knowledge based relations. The user-
producers type relations as identified in chapter 5 are in accordance with the research area
boundaries, e.g. food and paper are both included in the food products area (paper as a supporting
industry, much in accordance with the finding of paper as an innovation source for the food
industry). Also telecom equipment firms and electronics firms, which also were found to be
related in an innovative cluster in chapter 5, are included in the same resource area, the
communications area. But the relations between generic knowledge sources, as business services
and machinery identified in chapter 4, and their knowledge users, are not captured in a resource
area clustering. The general finding is that the linkage concept is too wide in the resource area

approach, which can make the important knowledge linkages ‘drown’ in the analytical picture.

Turning to the qualitative and historical studies of the relations in a resource area, the strengths
are that most of the relations are intangible in the sense that they are hard to measure statistically.
Many important relations will not show in input-output tables. Especially when a cluster, as in the
Porter and resource area tradition, is understood as a highly complex interaction of several
factors, causal relations cannot be measured; only the ex post outcome of the relations can be
measured. Therefore qualitative interviews are perhaps - as also pointed out by Hirschman - the
only way to bring about information on possible causal relations. In that context especially
comparative studies are very useful since the importance of factors are more easily determined
in the comparisons. The weakness is of course that in a complex world other factors than the ones
stressed could be important, and often qualitative analysis is criticised for subjectivity due to the

fact that the issues at hand cannot be measured.

95 Conclusions

It is obvious that theoretically based studies and practical policy actions do not always combine
easily. While theoretically based studies aim at providing clarity and coherence in the analysis,
policy making is concerned with ‘muddling through’ the complex reality. An example of this
trade-off can be found in the history of the Danish resource areas, discussed in this chapter. On
the one hand, it can be said that the areas are to some extent based on theoretically based cluster

studies. On the other hand each resource area also has the function of acting as a framework for
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dialogues between firms and public authorities. Hence, it would not be wise in a policy context
to exclude some firms in certain sectors, because such sectors were not identified as a cluster or
as a part of a cluster. Thus, this trade-off should be acknowledged, so that a balance between
allowing for pragmatic policy making (with more than a single aim) on the one side, while not

losing the theoretical foundation on the other, can be maintained.

The recommendation from the complex studies, that specific technology policies need to be
replaced by a strengthened sector or complex policy aimed at improving vertical relations between
sectors, has at least partly been followed in the resource area policies. Porter’'s methodology for
identifying clusters is based firstly on competitive strengths, and secondly on linkages. This implies
that the clusters in focus are clusters which are dominated by a flagship showing some degree of
international competitiveness, and the linkages thus descends from this flagship industry.
Following this approach the linkages are identified in a secondary manner, defining the ‘nodal
industry’ first, and identifying linkages second. If linkages (expressed as vertical relations) are to
be in focus, it seems more appropriate to identify linkages first, and then decide which industries
are ‘nodal’ based on these linkages. As illustrated in chapter 7, there is a relation between linkages
and international competitiveness (expressed as export specialisation), but it does make a

difference weather the identification of linkages is first or second priority.

Of course the approach depends on the aim of the study, but if the aim is to increase the
understanding of the role of linkages as bridges for knowledge exchange and development, then
the focus has to be more narrow, as well as does the cluster concept, in order to avoid being too

general in the discussion of key industries and the importance of vertical linkages.

Also there is a call for alternative measures of linkages in advanced economic systems. It is the
claim of the present thesis that the need is primarily for a move towards a more dynamic
expression of linkages and clusters. | propose to follow in the footsteps of Dahmén and his like-
minded, who focus on clusters based on a systemic view. Clusters are in this context complexes
of industrial interrelations that can be perceived as factors stimulating economic development
through different push and pull effects as well as more indirectly by creating a stimulating
environment (in geographical as well as economic space) in the lines of Narsheernal

economies.
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Disregarding the critical points, the Danish resource area policies have played an important role
in directing an increased focus towards the role of interdependence in economics, and as such the

policy initiatives are an important step towards a more system based policy approach.
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Summary

The thesis takes off by claiming that the theoretical foundation for the study of technological
interdependence and the role of interdependence in technological development is rather weak.

This is characteristic of an emerging scientific field.

The thesis does not bring theory much further, rather the theoretical contribution lies in the
discussion of the link between interdependence studies as they were expressed in traditional input-
output theory, and contemporary (Schumpeterian) studies of the role of interdependence in
technological development. This link has been largely ignored, based on the inherently static
nature of input-output analysis. Just as Leontief's ‘dynamic’ input-output analysis was only a
more complex method for comparative statics than traditional static input-output analysis, so is
the present analysis also basically static. But the static analysis contributes to identifying the most
likely dynamic areas in economic space by pointing to areas characterised by both intense
economic transactions and a high knowledge level. Part | introduces some slight alterations of
traditional input-output and linkage expressions, which make it possible to include technology and
knowledge into the analysis. Thus the theoretical and methodological considerations of part |
serve as a foundation for the empirical work of parts Il and Ill, and is thus the general reference
point of the following chapters. Additionally part | also provides an overview of history of

economic thought in relation to interdependence studies.

Part | ends up with the conclusion in chapter 3, that a simple expansion of linkage specifications
of the Hirschman-Rasmussen type, by including different knowledge indicators in the linkage
specifications, is not a sufficient way to increase our knowledge of key knowledge industries in
advanced economic systems, thus other methods are called for in order to understand potential
dynamic interindustry relations. Accordingly part Il attempts to identify these methods and

measures.

In chapter 4 the focus is on linkages as sources of knowledge inputs at the industry level. Two
supplementary methods are used, based on the same basic calculations but leading to a

guantitative and graphical representation of linkages respectively. The main contribution of
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chapter 4 is first that it presents the combination of different methods for measuring linkages, and
second, that it develops the methods by introducing a broadened range of indicators to be applied
in an analysis of this kind. The chapter applies the notions of direct versus indirect knowledge, the
direct knowledge being generated internally while the indirect knowledge is acquired through the
purchase of knowledge intensive intermediate goods and services. Itis illustrated that the indirect,
acquired, knowledge contributes considerably to the knowledge intensity of the products of
traditional low-technology industries like textiles, food as well as non-business services. The
chapter applies three different knowledge indicators: R&D expenses, patenting activity as well
as formal training of employees, in order to provide a nuanced image of knowledge intensive and
‘extensive’ industries respectively, with the primary benefit of leading to the identification of
business services as a very knowledge intensive industry. Apart from calculating the quantitative
importance of indirect knowledge, chapter 4 also maps the central knowledge flows between
knowledge sources and knowledge receivers. The primary knowledge receivers are non-business
services and the food industry, while the primary knowledge sources are industries like machinery,
business services, iron and metal and construction. The most knowledge intensive industry of all
is the medical/pharmaceutical industry, but this industry does not play a major role as a knowledge
source. Thus the most important knowledge sources are not necessarily the most knowledge

intensive industries.

The methodological contributions of chapter 4 concerns the value from combining different
indicators and methods in the knowledge linkage analysis. But chapter 4 rests heavily on the
embodied knowledge assumption, and the methods applied are not capable of capturing
knowledge linkages which are not based on economic transactions. Thus chapter 5 is an important
supplement to chapter 4, as it analyses interindustry knowledge linkages based on survey data on
product innovation flows. The first aim of chapter 5 is to analyse the extent to which the input-
output based linkages identified in chapter 4 can be supported by interindustry flows of product
innovations. In general, most of the linkages from chapter 4 can be found in one form or another
in chapter 5. But a great number of new linkages/flows are also identified, which is interpreted
as an expression of economic relations in general leading to innovative relations, while innovative
relations do not necessary lead to economic relations to any notable extent. It is proposed that

knowledge bases can be one explanation of this phenomenon, claiming that industries that are not
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closely economically related can have some common features in knowledge bases.

Two main types of innovation (knowledge) sources are identified: i) source industries that supply
firms in many different industries with product innovations, but do not in general get a lot of
inputs to the innovative process from firms in their user industries (‘generic knowledge sources’);
ii) source industries that have their receivers of product innovations concentrated in one or a few
industries, with firms in the user industries often providing inputs to the innovative process in the
supplier industries; this is labelled a ‘true interdependence’ (of the Lundvall kind) between

innovative producers and their users.

In part Il the international perspective is introduced by applying OECD data. In chapter 6 the
linkage discussion is explicitly placed in a national system of innovation framework. The chapter
illustrates that the way technologies have developed seems to have influenced the clustering of
relations today. The linkages, superficial as they in many respects are, can actually illustrate some
fundamental differences in institutional set-up in different systems of innovation. Furthermore
chapter 6 indicates that there is a relation between the industries which are heavily integrated into
the system through knowledge linkages, and the industries in which a country is export
specialised. Thus chapter 7 analyses the statistical relation between both backward and forward
linkages and export specialisation in a number of OECD countries. The analysis of chapter 7
shows that linkages are significantly related to export specialisation for scale intensive and
specialised supplier industries, while no significant relation can be found for supplier dominated
and science based industries. The relation between chapter 6 and 7 can be summed up by stating
that chapter 6 analyses whether there is a difference in the structure of interindustry linkages

between nations, and chapter 7 analyses the implications of this difference.

As a final perspective on the linkage discussion, chapter 9, following the conclusions in chapter
8, discusses linkages in a policy perspective taking the by now well known cluster approach as
the point of departure. The cluster approach ascribes its world fame to the work of Porter in the
early 1990's. Technology is not an explicit factor in cluster studies of the Porter type, rather the
criteria for being a dynamical cluster is international competitiveness. Porter-type cluster studies

are included in the present work since they have played an important role from a policy
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perspective, and as such have contributed to turning an increased attention towards the systemic -

interdependent - nature of economies.
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Resumé

Det teoretiske fundament for studier af teknologisk interdependens og betydningen af teknologi
for teknologisk udvikling er relativt uudviklet. Dette er karakteristisk for et videnskabeligt
omrade, der endnu er i sin vorden. Neervaerende afhandling sigter ikke direkte mod at udvikle
dette teoretiske fundament, det teoretiske bidrag ligger snarere i diskussionen af forbindelsen
mellem interdependens-studier, med udgangspunkt i traditionel input-output-teori, og nyere
(schumpeterianske) studier af betydningen af interdependens i f.m. teknologisk udvikling. Denne
forbindelse er hidtil stort set blevet negligeret p.g.a. input-output-analysens grundleeggende
statiske natur. Leontiefs ‘dynamiske’ input-output-analyse var udelukkende en mere kompleks
metode til komparative statiske analyser i f.t. traditionel statisk input-output-analyse, og den
neerveerende analyse er da ogsa grundleeggende statisk. Men den statiske analyse bidrager til at
identificere de mest sandsynlige dynamiske omrader i det gkonomiske rum ved at fremhaeve
omrader, der er karakteriseret af bade intensive gkonomiske transaktioner og et hgit vidensniveau.
Del | af afhandlingen introducerer nogle mindre justeringer af traditionelle input-output- og
linkage-udtryk, som muligger inddragelsen af teknologi og viden i analysen. Del | udger saledes
det teoretiske og metodiske udgangspunkt for de empiriske analyser i del Il og Ill. Del | byder

endvidere pa et teorihistorisk overblik over feltet.

Dell rundes af med, at der i kapitel 3 konkluders, at en simpel udvidelse af Hirschman-Rasmussen
linkage-specifikationerne, via inkluderingen af forskellige vidensindikatorer, ikke bidrager
tilstraekkeligt til at gge vores viden om vidensbaserede ngglebrancher i avancerede gkonomiske
systemer. Det er sdledes ngdvendigt at anvende andre metoder i bestreebelserne pa at forsta
potentielle dynamiske interbranche-relationer. Del Il sigter sdledes mod at identificere sadanne

metoder.

| kapitel 4 fokuseres der pd linkages som kilde til vidensinput p& brancheniveau. To
komplementaere metoder, baseret pa de samme grundleeggende beregningsmetoder, men
resulterende i hhv. en kvantitativ og en grafisk repraesentation af linkages, anvendes.
Hovedbidraget fra kapitel 4 er fgrst og fremmest denne kombination af forskellige metoder til

maling af linkages, og dernaest kombinationen af forskellige vidensindikatorer i denne type
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analyse. Kapitlet introducerer en skelnen mellem direkte og indirekte viden, hvor direkte viden
genereres internt i branchen, mens den indirekte viden erhverves gennem kgbet af vidensintensive
‘halvfabrikata’ (varer og tjenesteydelser). Det illustreres, at den indirekte, erhvervede, viden
bidrager betydeligt til den totale vidensintensitet i produktionen i traditionelle lavteknologiske
brancher, sdsom tekstil, fadevarer og serviceydelser (excl. forretningsservice). Kapitlet anvender
tre forskellige vidensindikatorer: FoUdgifter, patenteringsaktivitet samt det formelle
uddannelsesniveau for beskeeftigede i den pagaeldende branche. Denne kombination af indikatorer
skal bidrage til et mere nuanceret billed@laf. vidensintensive og ‘-ekstensive’ brancher, med

den primeere fordel at forretningsservice identificeres som en meget vidensintensiv branche. Ud
over at beregne den kvantitative betydning af indirekte viden, kortlaegger kapitel 4 ogsa de
centrale vidensstramme mellem videnskilder og vidensmodtagere. De primeere vidensmodtagere
er serviceydelser (excl. forretningsservice) og feadevarebranchen, mens de primaere videnskilder
er brancher som maskinfremstilling, forretningsservice, jern & metal samt bygge & anleeg. Den
mest vidensintensive branche i Danmark er medicinalindustrien, men denne branche spiller ikke
nogen markant rolle som videnskilde. Dette illustrerer, at de vigtigste videnskilder ikke

ngdvendigvis er de mest vidensintensive brancher.

De metodiske bidrag fra kapitel 4 vedrgrer veerdien af at kombinere forskellige indikatorer og
metoder i en videns-linkage-analyse. Men kapitel 4 bygger i hgj grad pa antagelsen om, at viden
indarbejdes i varer og serviceydelser, og de anvendte metoder er ikke i stand til at fange
vidensrelationer, der ikke er baseret pa gkonomiske transaktioner. Derfor er kapitel 5 et vigtigt
supplement til kapitel 4, da det analyserer videnslinkages mellem brancher baseret pa survey-data
om produktinnovations-strgmme. Et af malene med kapitel 5 er at analysere i hvilken grad de
input-output-baserede linkages, der blev identificeret i kapitel 4, kan underbygges af faktiske
stremme af produktionnovationer mellem brancher. Generelt kan stgrstedelen af linkages fra
kapitel 4 genfindes i en eller anden form i kapitel 5. Men der identificeres ogsa et betydeligt antal
nye linkages/stramme. Dette tolkes som et udtryk for, at gkonomiske relationer generelt farer til
innovative relationer, mens innovative relationer ikke ngdvendigvis farer til nogen seerlig grad af
gkonomiske relationer. Det antages, at vidensbaser kan bidrage til forklaringen af dette faenomen,
ud fra den opfattelse, at brancher, der ikke er naert relaterede i gkonomisk forstand, kan have

overlappende eller korresponderende vidensbaser.
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Der identificeres to hovedtyper af innovations- (videns-) kilder i kapitel 5: i) videnskilder, der
leverer produktinnovationer til mange forflige brancher, men som ikke modtager inputs til
innovationsprocessen fra brugere i nogen seerlig hgj grad (‘generiske videnskilder’); ii)
videnskilder, der har modtagerne af produktinnovationer placeret i en enkelt eller fa brancher, og
virksomheder i disse modtagerbrancher leverer ofte inputs til den innovative proces i den
innoverende branche/virksomhed. Dette sidste feenomen betegnes som ‘sand interdependens’ (i

‘lundvallsk’ forstand) mellem innovative producenter og deres brugere.

| del Il introduceres det internationale perspektiv via anvendelsen af OECD-data. | kapitel 6
placeres linkage-diskussionen eksplicit i en national innovationssystem-ramme. Kagitleter,

at den made, hvorpa teknologier er udviklet i historisk perspektiv, angiveligt pavirker den made,
hvorpa brancher er forbundet i clusters den dag idag. Linkages kan, pa trods af at de p4 mange
omrader er overfladiske, illustrere nogle fundamentale forskelle i institutionelt set-up i forskellige
innovationssystemer. Endvidere indikerer kapitel 6, at der er en relation mellem brancher, der er
steerkt integrerede i systemet via videnslinkages, og brancher, der har et positivt
eksportspecialiseringsindeks. Derfor analyseres den statistiske sammenhaeng mellem linkages
(bade forward og backward) og eksportspecialisering i en raekke OECD-lande i kapitel 7.
Analysenikapitel 7 viser, at der er en signifikant relation mellem linkages og eksportspecialisering

i skalaintensive og specialiserede leverandgr-brancher. Der kan derimod ikke pavises en signifikant
relation mellem linkages og ekportspecialisering for leverandgrdominerede og vidensbaserede
brancher. Kort fortalt er relationen mellem kapitel 6 og 7, at kapitel 6 analyserer, hvorvidt der kan
pavises i forskelle linkage-strukturen mellem nationer, og kapitel 7 analyserer betydningen af disse

forskelle.

Kapitel 9 byder pa en afsluttende perspektivering ved, som en opfalger pa konklusionen i kapitel
8, at diskutere linkages i et policy-perspektiv, med udgangspunkt i den efterhanden velkendte
cluster-tilgang. Den bergmmelse, clustertigangen hgstede i begyndelsen af 1990'erne, kan primaert
tilskrives Porter. Teknologier ikke en eksplicit faktor i Porter-inspirerede cluster-studier, kriteriet
for et dynamisk cluster er derimod international konkurrenceevne. Porter-clusters er inkluderet

i denne afhandling, eftersom de har spillet en stor rolle i policy-sammenhaeng, og derved har de

bidraget til at skabe en gget opmaerksomhed om den systemiske - interdependente - dimension af
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en national gkonomi.

208



References

Andersen, E.S. (1997) 'Multisectoral Growth and National Innovation Systems', Paper presented
at the paper prepared for the workshop "Innovation, Policy and Society, arranged by the
Nordic Journal of Political EconomyOslo, 5-6 December 1997.

Andersen, E.S., B. Dalum, and G. Villums&881), International Specialization and the Home
Market: An Empirical AnalysjsAalborg, Aalborg University Press.

Arbejderbevaegelsens Erhvervsrad (1998), 'Brancheanalyse af jordbrug og fadevarer - med seerlig
fokus pa beskaeftigelse (Sector analysis of agriculture and food - with a special emphasis
on emploment)’, Copenhagen, Arbejderbevaegelsens Erhvervsrad for HTS.

Archibugi, D. (1988), 'In Search of a Useful Measure of Technological Innovation (to Make
Economists Happy without Discontenting Technologist®thnological Forecasting
and Social Changeno. 6, pp. 253-277.

Archibugi, D., P. Cohendet, A. Kristensen, and K.-A. Schéaffer (1994), 'Evaluation of the
Community Innovation Survey', EIMS Publication No. 11.

Arora, A., and N. Rosenberg (1998), '‘Chemicals: A U.S. Success Story', in A. Arora, R. Landau
and N. Rosenberg (edsGhemicals and Long-Term Economic Growtew York,

Wiley.

Balassa, B. (1965), 'Trade Liberalization and 'Revealed’ Comparative Advariage',
Manchester School of Economics and Social Stutfiels 32, no. 2, pp. 99-123.

Bernstein, J.I. (1997), 'Interindustry R&D iByvers , Electrical and Electronic Products: The
Canadian Casdgconomic Systems Researdlol. 9, no. 1.

Boekholt, P. (1997), 'The public sector at arms lenght or in charge? Towards a typology of
cluster policies', Amsterdam, paper presented at the OECD Workshop on Cluster Analysis
and Cluster-Based Policies, Amsterdam, 10-11 October 1997.

Boekholt, P., and G. Fahrenkrog (1993), 'Public measures to support clustering and networks of
Innovative SMES', Report &MS Policy Workshagp.uxembourg, 6-7 December 1993,
European Commission, DG XIlII - EIMS Publication No. 6., Paris, OECD.

Braendgaard, A., B. Gregersen, B.-A. Lundvall, N.M. Olesen, and |. Aaen (1984), 'Besparelser
eller beskeeftigelse. En undersggelse af danske kommuners anvendelse af EDB og ETB
(Reductions or employment. An analysis of Danish municipalities’ use of electronic data
and text processing)', Aalborg, Aalborg University.

Carter, A.P. (1970)Structural Change in the American Econgi@ambridge, Mass., Harvard
University Press.

Carter, A.P. (1990), 'Upstream and Downstream Benefits of Innovdfiocoomic Systems
ResearchVol. 2, no. 3, pp. 241-257.

Carter, A.P. (1994) 'Production Workers, Metainvestment, and the Pace of Change', Paper
presented at the International J.A. Schumpeter Society, Munster 1994.

Carter, A.P. (1996a) 'Measuring the Performance of a Knowledge-based Economy', Paper
presented at the Employment and Growth in the Knowledge-based Economy,
Copenhagen 1996.

Carter, A.P. (1996b), 'Technology, Employment and the Distribution of Income: Leontief af 90',
Economic Systems Resear®lol. 8, no. 4, pp. 315-321.

Cassetti, M. (1995), 'A New Method for the Identification of Patterns in Input-Output Matrices',
Economic Systems Resear®lol. 7, no. 4, pp. 363-381.

209



Christensen, J.L., R. Rama, and G.N. von Tunzelman (1996), 'Industry Studies of Innovation
Using CIS Data: Study on Innovation in the European Food Products and Beverages
Industry’, European Commission.

Cohen, W.M., and D.A. Levinthal (1990), '‘Absorptive Capacity: A New Perspective of Learning
and Innovation'Administrative Science Quarterlyol. 35, pp. 128-152.

Cuello, F.A., F. Mansouri, and G.J.D. Hewings (1992), 'The Identification of Structure at the
Sectoral Level: a Reformulation of the Hirschman-Rasmussen Key Sector Indices',
Economic Systems Resear®lol. 4, no. 4, pp. 285-296.

Czamanski, D.Z., and S. Czamanski (1977), 'Industrial Complexes: Their Typology, Structure
and Relation to Economic Development', Papers of the Regional Science Association.

Dahmeén, E. (1950)Svensk industriell féretagarverksamh2tvols, Lund, Lunds Universitet.

Dahmeén, E. (1970)Entrepreneurial Activity and the Development of Swedish Industry 1919-
1939 American Economic Association Translation Seriésmewood, Ill., Irwin.

Dahmeén, E. (1986), 'Schumpeterian Dynamics. Some Methodological Notes', in R.H. Day and
G. Eliasson (eds.);he Dynamics of Market Economidsnsterdam, North-Holland.

Dahmeén, E. (1988), “Development Blocks” in Industrial Econonfitsgndinavian Economic
History ReviewVol. 36, pp. 3-14.

Dalum, B. (1992), 'Export Specialisation, Structural Competitiveness and National Systems of
Production’, in B.-A. Lundvall (ed.National Systems of Innovation. Towards a Theory
of Innovation and Interactive Learningondon, Pinter Publishers.

Dalum, B., K. Laursen, and G. Villumseh906), 'The Long Term Development of OECD
Export Specialisation Patterns: De-Specialisation and "Sticklyness™, Aalborg, DRUID
Working Paper No. 96-14.

DeBresson, C. (1996)Economic Interdependence and Innovative Activity. An Input-Output
Analysis Aldershot and Brookfield, Elgar.

DeBresson, C., and X. Hu (1996), 'The localisation of clusters of innovative activity in Italy,
France and China', in OECD (ednnovation, Patents and Technological Strategies
OECD.

DeBresson, C., X. Hu, . Drejer, and B.-A. Lundvall (1998), 'Innovative Activity in the Learning
Economy - a comparison of systems in 10 OECD countries’, Draft report.

DeBresson, C., and B. Murray (1984), 'Innovation in Canada: A Report to the Science Council
in Canada’', New Westminster, CRUST reprint.

DeBresson, C., G. Sirilli, X. Hu, and F.K. Luk994), 'Structure and Location of Innovative
Activity in the Italian Economy, 1981-8%conomic Systems Researdbl. 6, pp. 135-

158.

Dietzenbacher, E. (1992), The Measurement of Interindustry Linkages: Key Sectors in the
Netherlands'Economic ModellingVol. 9, no. 4, pp. 419-37.

Dosi, G., K.L.R. Pavitt, and L. Soete (1990} he Economics of Technicahénge and
International Trade Hemel Hempstead, Harvester Wheatsheatf.

Dosi, G., and L. Soete (1988), 'Technical change and international trade’, in G. Dosi, C. Freeman,
R.R. Nelson, G. Silverberg and L. Soete (ed®ghnical Change and Economic Theory
London, Harvester Wheatsheaf.

Drejer, 1. (1998a), 'Den vidensbaserede gkonomi - en analyse af vidensintensitet og
vidensstrgmme i det danske innovationssystem (The knowledge based economy - an
analysis of knowledge intensity and knowledge flows in the Danish system of innovation)’,
report fromthe DISKO project, Copenhagen, The Danish Business Development Council.

Drejer, 1. (1998b), 'Technological Interdependence in the Danish Economy - A Comparison of

210



Methods for Identifying Knowledge Flows', Paper prepared for the Twelfth International
Conference on Input-Output Techniques, New York, 18-22 May, Aalborg, DRUID.

Drejer, 1., F.S. Kristensen, and K. Laursen (1999), 'Cluster Studies as a Basis for Industrial
Policy: The Case of Denmarkhdustry and Innovationvol. 6, no. 1.

During, A., and H. Schnabl (1998), 'National innovation systems analysed by the SMFA: A
comparison between Germany, Japanm and the USA for the decade 1980 /1990', paper
prepared for the Twelft International Conference on Input-Output Techniques, New
York, 18-22 May 1998.

Edquist, C. (1997),Systems of Innovation - Technologies, Institutions and Organizations
Edited by J. de la Moth&cience, Technology and the International Polotical Economy
London and Washington, Pinter.

Edquist, C., and B.-A. Lundvall (1993), 'Comparing Danish and Swedish Systems of
Innonvation', in R. Nelson (edNational Innovation Systems - A Comparative Analysis
New York and Oxford, Oxford University Press.

Eliasson, G. (1996), 'Slvers, integrated production and the theory of the fidmyrnal of
Evolutionary Economigs/ol. 6, pp. 125-140.

Fagerberg, J. (1992a), 'The Home Market Hypothesis Reexamined: The Impact of Domestic
User- producer Interaction on Export Specialisation’, in B.-A. Lundvall (ddf)pnal
Systems of Innovation. Towards a Theory of Innovation and Interactive Learning
London, Pinter Publishers.

Fagerberg, J. (1992b), 'Teknologi og vekst - Om vekstforskeller mellom land (Technology and
Growth - Abouth country differences in growth)', Oslo, NUPI.

Fagerberg, J. (1995), 'User-producer interaction, learning and comparative advantage',
Cambridge Journal of Economicgol. 19, pp. 243-256.

Fikkert, B. (1997), 'The Application of the Yale Technology Concordance to the Construction
of International Spillover Variables for Indi&conomic Systems Researdol. 9, no.

2, pp. 193-204.

Goodwin, R.M., and L.F. Punzo (1987Jhe Dynamics of a Capitalist Economy - A Multi-
Sectoral ApproachPadstow, Polity Press.

Gregersen, B. (1984), 'Detiljgindustrielle kompleks. Teknologispredning og beskaeftigelse (The
environmental complex. Technology diffusion and employment)’, Aalborg, Aalborg
University.

Griliches, Z. (979), 'Issues in Assessing the Contribution of Research and Development to
productivity Growth',The Bell Journal of Economic¥ol. 10, pp. 92-116.

Grossman, G.M., and E. Helpman (1991), 'Innovation and Growth in the Global Economy',
Cambridge, Mass., MIT.

Grossman, G.M., and E. Helpman (1991), 'Trade, knowledlife/eps, and growthEuropean
Economic Review/ol. 35.

Grupp, H. (1996), 'Sipver effects and the saite base of innovations reconsidered: an empirical
approach'Journal of Evolutionary Economic¥ol. 6, pp. 175-197.

Harary, F., R.Z. Norman, and D. Cartwright (196Sjructural Models. An Introduction to the
Theory of Directed Graph&New York, John Wiley & Sons.

Heckscher, E.F. (1949), 'The Effect of Foreign Trade on the Distribution of Income’, inll4.S. E
and L.A. Metzler (eds.Readings in the Theory of International Econonptitsmewood,

[rwin.

Hikino, T., T. Harada, Y. Tokuhisa, and J. Yoshida (1998), 'The Japanese Puzzle', in A. Arora,

R. Landau and N. Rosenberg (edShemicals and Long-Term Economic Grovitlew

211



York, Wiley.

Hirschman, A.O. (1945)National Power and the Structure of Foreign TraBerkeley and Los
Angeles, University of California Press.

Hirschman, A.O. (1958), 'Interdependence and IndustrializatiorTha Strategy of Economic
DevelopmentNew Haven, Yale University Press.

Hirschman, A.O. (1977), 'A Generalized Linkage Approach to Development, with Special
Reference to Staples’, in M. Nash (eBgsays on Economic Development and Cultural
Change - in honor of Bert F. Hoselizconomic Development and Cultural Change, Vol.
25, Supplement.

Hirschman, A.O. (1986a), 'A Dissenters Confession'Rival Views of Market Society and
Other Recent Essaylew York, Elisabeth Sifton Books - Viking.

Hirschman, A.O. (1986Db), 'Linkages in Economic DevelopmerRival Views of Market Society
and Other Recent Essaydew York, Elisabeth Sifton Books - Viking.

Hodgson, G.M. (1993), Economics and Evolution: Bringing Life Back into Economics
Cambridge, Polity.

Jones, L.P. (1976), 'The Measurement of Hirschmanian LinkaQesiterly Journal of
EconomicsVol. 90, no. 2, pp. 323-333.

Keck, O. (1993), 'The National System for Technical Innovation in Germany', in R.R. Nelson
(ed.),National Innovation SystemNew York and Oxford, Oxford University Press.

Kline, S.J., and N. Rosenberg (1986), 'An Overview of Innovation', in R. Landau and N.
Rosenberg (eds.J,he Positive Sum StrategiWashington, National Academy Press.

Kristensen, F.S. (1999), 'An evolutionary based multi-sectorial approach to knowledge', phd
thesis, Aalborg, Department of Business Studies, Aalborg University.

Langlois, R.N. (1987), 'Schumpeter and the Obsolence of the Entrepreneur’, Paper presented at
the History of Economics Society annual meeting, June 21, 1987, Boston.

Langlois, R.N., and P.L. Robertson (1996), 'Stop Crying over Spilt Knowledge: A Critical Look
at the Theory of Spillovers and Technical Change', Paper presented at the MERIT
conference on Innovation, Evolution and Technology, August 25-27 1996, Maastricht,
the Netherlands, Maastricht, MERIT.

Laursen, K. (1996), 'Horizontal Diversification in Danish National System of Innovation: The
Case of PharmaceuticaResearch Policyol. 25, no. 7, pp. 1121-1137.

Laursen, K., and I. Drejer (1999), 'Do Inter-Sectoral Linkages Matter for International Trade
SpecialisationThe Economics of Innovation and New Technaology

Leamer, E.E. (1980), 'The Leontief Paradox, Reconsiddmdhal of Political Economyol.

88, pp. 495-503.

Leoncini, R., M.A. Maggioni, and S. Montresor (1996), 'Intersectoral Innovation Flows and
National Technological Systems: Network Analysis for Comparing Italy and Germany',
Research PoligyVol. 25, no. 3, pp. 415-430.

Leontief, W. (1925), 'Die Bilanz der Russischen Volkswirtschaft - Eine methodologische
UntersuchungWeltwirtschaftliches Archiwol. 2, no. 22, pp. 338-344.

Leontief, W. (1928), 'Die Wirtschaft als KreislauBrchiv fir Sozialwissenschaft und
Sozialpolitik Vol. 60, no. 3, pp. 577-623.

Leontief, W. (1936), 'Quantitative Input and Output Relations in the Economic System of the
United StatesThe Review of Economic Statisfi¥®l. 18, no. 3, pp. 105-125.

Leontief, W. (1941), The Structure of American Economy 1919-1998w York, Oxford
University Press.

Leontief, W. (1951), 'Input-output economicStientific American

212



Leontief, W. (1953), Studies in the Structure of the American Econoigw York,
International Arts and Sciences Press.

Leontief, W. (1954), 'Input-output analysis and the generdll@@um theory', in T. Barna (ed.),

The Structural Interdependence of the Econddew York, Wiley and Sons.

Leontief, W. (1970/1977), 'The dynamic inverse'’, in W. Leontief (&k3ays in Economics
Oxford, Blackwell.

Leontief, W. (1991), 'The Economy as a Circular Fldstructural Change and Economic
DynamicsVol. 2, no. 1, pp. 181-212. Originally printed in German, see Leontief (1928).

Leontief, W., and F. Duchin (1986},he Future Impact of Automation on WorkeMew York
and Oxford, Oxford University Press.

Linder, S.B. (1961)An Essay on Trade and Transformati@ockholm, Alimquist and Wiksell.

Lodh, B.K., and J.S. Lewis (1975), 'ldentification of Industrial Complexes From the Input-Output
Tables of Canada and USEmpirical Economics

Los, B. (1998), 'The Empirical Performance of a New Interindustry TechnolokigvEp
Measure', Paper presented at the Twelfth International Conference on Input-Output
Techniques; New York, May 18-22 1998, Twente, University of Twente.

Los, B., and B. Verspagen (1996), 'R&D ilywers and Productivity: Evidence from U.S.
Manufacturing Microdata', MERIT Working Paper, Maastricht, MERIT.

Lundvall, B.-A. (1985), 'Product Innovation and user-producer interacgierie om industriel
udvikling, no. 31.

Lundvall, B.-A. (1988), 'Innovation as an Interactive Process - from user-producer Interaction
to National Systems of Innovation', in G. Dosi et al. (efigghnical Change and
Economic Theorlondon, Pinter Publishers.

Lundvall, B.-A. (1992a), 'Introduction’, in B.-A. Lundvall (ed\jational Systems of Innovation:
Towards a Theory of Innovation and Interactive Learpingndon, Pinter.

Lundvall, B.-A., (ed.) (1992b)ational Systems of Innovation. Towards a Theory of Innovation
and Interactive LearningLondon, Pinter Publishers.

Lundvall, B.-A. (1998), 'Why Study National Systems and National Styles of Innovation?',
Technology Analysis & Strategic Managemafdl. 10, no. 4, pp. 407-421.

Lundvall, B.-A., N.M. Olesen, and |. Aaen (1984), 'Det landbrugsindustrielle kompleks (The
agro-industrial complex)’, Aalborg, Aalborg University.

Marengo, L., and A. Sterlacchini (1989), 'Intersectoral Technology Flows - Methodological
Aspects and Empirical Applications', Paper presented at the Ninth International
Conference on Input-Output Techniques, Keszthely.

Marshall, A. (1890/1920)Principles of Economi¢s$8 ed, London, Macmillan.

Mason, G., S.J. Prais, and B. van Ark (1992), 'Vocational Education and Productivity in the
Netherlands and Britaifational Institute Economic Revigpp. 45-63.

McGilvray, J.A. (1977), 'Linkages, Key Sectors and Development Strategy', in W. Leontief (ed.),
Structure, System and Economic Pqli©ambridge, Cambridge University Press.

Ministry of Business and Industry (1997), 'Dialogue with the Resource Areas - Danish
Experiences', Copenhagen, Ministry of Business and Industry.

Ministry of Finance (1992), 'Finansredeggrelse 92 (The Danish Economy - medium term
economic survey 92)', Copenhagen, Ministry of Finance, Budget Department.

Morris-Suzuki, T. (1994)The Technological Transformation of Japalong Kong, Cambridge
University Press.

Mowery, D.C., and N. Rosenberg (1993), 'The U.S. National Innovation System’, in R.R. Nelson
(ed.),National Innovation SystemNew York and Oxford, Oxford University Press.

213



Murmann, J.P., and R. Landau (1998), 'On the Making of Competitive Advantage: The
Development of the Chemical Industries of Britain and Germany Since 1850, in A. Arora,
R. Landau and N. Rosenberg (edShemicals and Long-Term Economic Grovitlew
York, Wiley.

Nelson, R., and S. Winter (1982An Evolutionary Theory of Economic Chan@ambridge,
Massachusetts, Harvard University Press.

Nelson, R.R., (ed.) (1993\ational Innovation Systems. A Comparative Analy$esv York,

Oxford University Press.

Odagiri, H., and A. Goto (1993), 'The Japanese System of Innovation: Past , Present and Future’,
in R.R. Nelson (ed.)National Innovation Systemslew York and Oxford, Oxford
University Press.

OECD (1992a), 'Industrial Policies in the OECD Countries: Annual Review', Paris, OECD.

OECD (1992b), 'OECD proposed guidelines for collecting and interpreting technological
innovation data (Oslo Manual)', Paris, OECD.

OECD (1999), 'Boosting Innovation. The Cluster Appoach’, Paris, OECD.

Ohlin, B. (1933),Interregional and International Trad€€ambridge, Harvard University Press.

Papaconstantinou, G., N. Sakurai, and A. Wyckoff (1996), 'Embodied Technology Diffusion: An
Empirical Analysis for 10 OECD Countries', STI Working Paper 1996/1, Paris, OECD.

Pasinetti, L.L. (1980), 'The Notion of Vertical Integration in Economic Analysis', in L.L. Pasinetti
(ed.),Essays on the Theory of Joint Productigvoking, Macmillan.

Pasinetti, L.L. (1981), Structural Change and Economic Growt@Gambridge, Cambridge
University Press.

Patel, P., and K.L.R. Pavitt (1993), 'National Systems of Innovation: Why they are important and
how They Might be Defined, Compared and Assessed’, paper prepared for the book
Interacting Systems of Innovation: the Sources of Growth?, Bianci, P. & Quere, M.
(eds.), Science Policy Research Unit, University of Sussex.

Pavitt, K. (1982), 'Some Characterstics of Innovative Activities in British Industry', Brighton,
Science Policy Research Unit, University of Sussex.

Pavitt, K. (1984), 'Sectoral Patterns of Technical Change: Towards a Taxonomy and a Theory',
Research PoligyVol. 13, no. 6, pp. 343-373.

Pavitt, K., and P. Patel (1988), 'The International Distribution and Determinats of Technological
Activities', Oxford Review of Economic Policyol. 4, no. 4, pp. 35-55.

Polanyi, M. (1966),The Tacit DimensigrLondon, Routledge & Kegan.

Porter, M.E. (1990),The Competitive Advantage of NatiophNew York, Free Press.

Posner, M.V. (1961), 'International Trade and Technical Chabgidrd Economic Paper¥ol.

13, pp. 323-341.

Quesnay, F. (1766/1973)The economic table - Tableau economjgNew York, Gordon
Press.

Rasmussen, P.N. (1957%tudies in Inter-sectoral Relatignd&msterdam, North-Holland.

Ricardo, D. (1817/1951Rrinciples of Political Economy and Taxatiddambridge, Cambridge
University Press.

Roelandt, T.J.A., and P. den Hertog (1997), 'Mapping Innovative Clusters - Research Proposal
and Discussion Note'.

Roelandt, T.J.A., P. den Hertog, J. van Sinderen, and B. Vollard (1997), 'Cluster analysis and
cluster policy in the Netherlands', Amsterdam, paper presented at the OECD Workshop
on Cluster Analysis and Cluster-Based Policies, Amsterdam, 10-11 October 1997.

Romer, P.M. (1986), 'Increasing Returns and Long-Run Graletirnal of Political Economy

214



Vol. 94, pp. 1002-1037.

Romer, P.M. (1990), 'Endogeneous Technological Chalmenal of Political Economyol.
98, no. 5, pp. 71-102.

Rosenberg, N. (1976), 'Technological Change in the Machine Tool Industry, 1940-1910', in N.
Rosenberg (ed.RPerspectives on Technolggyambridge, Cambridge University Press.

Rosenberg, N. (1982a),Inside the Black Box: Technology and Economi€ambridge,
Cambridge University Press.

Rosenberg, N. (1982b), Technological interdependence in the American economy’, in N.
Rosenberg (ed.)inside the Black Box: Technology and EconomiCambridge,
Cambridge University Press.

Rothwell, R., C. Freeman, A. Horlsey, V.T.P. Jervis, A.B. Rpbertson, and J. Townsend (1974),
'SAPPHO updated - project SAPPHO phasdri#'search Poligyol. 3, pp. 258-291.

Rouvinen, P., and P. Yla-Antilld997), 'A Few Notes on Finish Cluster Studies', Amsterdam,
paper presented at the OECD Workshop on Cluster Analysis and Cluster-Based Policies,
Amsterdam, 10- 11 October 1997.

Sakurai, N., E. loannidis, and G. Papaconstantinou (1996), 'The Impact of R&D and Technology
Diffusion on Productivity Growth: Evidence for 10 OECD countries in the 1970s and
1980s', STI Working Papers 1996/2, Paris, OECD.

Saviotti, P.P. (1997), 'Innovation Systems and Evolutionary Theories', in C. Edquist (ed.),
Systems of Innovation. Technologies, Institutions and Organizationdon, Pinter.

Scherer, F.M. (1982a), 'Inter-industry technology flows and productivity groMag'Review of
Economics and Statisticpp. 627-634.

Scherer, F.M. (1982b), 'Inter-industry technology flows in the United StRessearch Policy
Vol. 11, pp. 227-245.

Scherer, F.M. (1984), 'Using Linked Patent and R&D Data to Measure Inter-Industry
Technology Flows', in Z. Griliches (edRR&D, Patents and ProductivityChicago,
Chicago University Press.

Schmookler (1962), 'Economic sources of inventive actidgyrnal of Economic History
March 1962, pp. 1-20.

Schmookler, J. (1966),Invention and Economic GrowtlfCambridge, Mass. and London,
Harvard University Press.

Schnabl, H. (1994), 'The Evolution of Production Structures, Analyzed by a Multi-layer
Procedure'Economic Systems Researvlol. 6, no. 1, pp. 51-68.

Schnabl, H. (1995), 'The Subsystem-MFA: A Qualitative Method for Analyzing National
Innovation Systems - The Case of Germdaghnomics Systems Researebl. 7, no.

4, pp. 383-396.

Schumpeter, J.A. (1927), 'The Explanation of the Business Bet@omicaDecember 1927,
pp. 286-311.

Schumpeter, J.A. (1934)The Theory of EconomicdYelopment: Annquiry into Profits,
Capital, Credit, Interest and the Business Cy€@ambridge, Mass., Harvard University
Press. Originally printed in German in 1911/12.

Schumpeter, J.A. (1939Business Cycles: A Theoretical, Historical, and Statistical Analysis
of the Capitalist Proces2 vols, New York and London, McGraw—Hlill.

Sraffa, P. (1960)Production of Commodities by Means of Commodities - prelude to a critique
of economic theoryCambridge, UK., Cambridge University Press.

Thagersen, J. (1986Dmstilling i tekstil- og bekaedningsindustrien (Reconversion in the textile
and clothing industry)Aalborg, Aalborg Universitetsforlag.

215



Tidd, J., J. Bessant, and K. Pavitt (199F)anaging Innovation: Integrating Technological,
Market and Organisational Chang€hichester, Wiley.

Torre, A. (1992), "Heres" and structural Change. Anatomy of the Alterations of the French
Productive Structure Over the Period 1970-1986', Paper presented at the Tenth
International Conference on Input-Output Techniques, Sevilla.

Townsend, J., F. Henwood, G. Thomas, K. Pavitt, and S. Wyatt (1981), 'Innovations in Britain
Since 1945', Occasional paper No. 16, Brighton, SPRU-Science and Technology Policy
Research.

Trefler, D. (1993), 'International Factor Price Differences: Leontief Was Rigbtltnal of
Political EconomyVol. 101, no. 6, pp. 961-987.

Varian, H.R. (1997), 'How to Build an Economic Model in Your Spare Time', in M. Szenberg
(ed.),Passion and Craft: Economists at Wotkniversity of Michigan Press.

Verspagen, B. (1997), 'Measuring Inter-Sectoral Technologp\&ps: Estimates from the
European and US Patent Office Databag&&sinomic Systems Researvlol. 9, no. 1.

Verspagen, B., and |. De Loo (1998), 'Technologlosers between sectors and over time',
Paper presented at the Twelfth International Conference on Input-Output Techniques;
New York, May 18-22 1998, Maastricht, MERIT.

von Tunzelmann, G.N. (1995)Technologyand Industrial Progress - The Foundations of
Economic GrowthAldershot, Elgar.

Walker, W. (1993), 'National Innovation Systems: Britain', in R.R. Nelson (Hdtjpnal
Innovation System&lew York and Oxford, Oxford University Press.

Wolff, E.N., and M.I. Nadiri (1993), 'Sfpver Effects, Linkage Structure and Research and
Development'Structural Change and Economic Dynamigsl. 4, no. 2, pp. 315-331.

Womack, J.P., D.T. Jones, and D. Roos (1990)¢ Machine That Changed the Woilkkew
York, Rawson.

Young, A.A. (1928), 'Increasing Returns and Economic ProgEassiomic JournalVol. 38,
pp. 527-542.

216



	frontpage.pdf
	Technological Change and
	Introducing Knowledge Flows in Input-Output Studies
	
	July 1999



	frontpage.pdf
	Technological Change and
	Introducing Knowledge Flows in Input-Output Studies
	
	July 1999






