\. SMEs and Regions:
Innovating in a Global Economy

Annalee Saxenian, Dean & Professor

UC Berkeley School of Information

524 Annual International Conference of Small Business
Buenos Aires, Argentina. June 28-July 1 2017




e Research findings

o From self-sufficient corporations to
regional ecosystems

o Local and global networks support
Innovative recombination

 Policy lessons
o There Is no recipe
o Competition as differentiation
o Search locally and globally
o Institutionalize change



e Hierarchy

 Vertical
Integration

e Long term
planning

e Internal job
ladders

e Corporate loyalty 2 £l




20" century innovation: R&D lab




Silicon Valley: regional
ecosystem

e

e Entrepreneurship
e Experimentation
» Open boundariesg = s
» Collective learningt & ‘,'._". 7
» Resilience RGNy A




Institutional underpinnings

1. Federal research funding, 1940s-70s

2. State investments In infrastructure
and higher education, 1960s-70s

3. FInancial ecosystem: venture capital,
etc.

4. Legal: non-competes not enforced
5. Culture of openness
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Proliferation of SMEs
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Over 29,000 companies started in 1990s; only one-
guarter have 5 or more employees, most have 1-4




Entrepreneurial churn
continues

Establishment Churn
Santa Clara & San Mateo Counties
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Local search supports SMESs

e Professional and technical
networks

> Alumni associations
o Ethnic and technical nn
» Venture capital network: =22
o INfTnrma| socjal netannrke

. Open Source| (.
American VC
Technion

Universe
Society
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Silicon Valley absorbs
iImmiarants

Foreign Born
Percentage of the Total Population Who Are Foreign Born

Santa Uara & San Mateo Counties, San Francisco, California, and the United Stafes | 2075
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.. . and the highly educated

2015
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Venture capital remains 40% of
S

Silicon Valley and San Francisco

M Silicon Valley =©= Silicon Valley + San Francisco Share of CGalifornia Total
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Venture capital by industry

Venture Capital by Industry
Silicon Villey
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Financial diversification

Angel Investment
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Growth of early stage
Investing

THE GROWTH OF EARLY-STAGE INVESTING

Investors in the U.S. poured more than seven times as much cash
into early-stage or "seed” deals last year as they did in 2010. The
jump in early-stage spending far outpaced the growth of the overall
market, which saw deal value roughly double during that time.

43 billion
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As of May 4:

2 $822 million
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Source: PitchBook Data, Venture Monitor report by PitchBook,
Mational Venture Capital Association BAY AREA NEWS GROUP
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Innovative recombination
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New global firms every
decade -
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Technological evolution, 1950-
2015

Silicon Valley --

technology evolution ﬁm,
Al & AR

Internet, Web,
Value Ecommerce

added Personal
computer
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Global competitive environment

Information technology revolution means:

1. Dramatic increase in potential solutions to
problems — end of fixed technology
trajectories

2. Innovative solutions can come from
anywhere

Rise of
global supply
chains




Rise of Diaspora networks

e Ethnic and technical
identities/networks

e Professional mentorship, '~ 2Nts

tries T I] E

erican

Technion
Society

Monte Jade Science and
/A Technology Association (West Coast)
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Taiwan: from SV imitator to SV

?gé’é%e%s- GDP per capita < $2500

1980s- Reverse engineer/clone pcs, OEM for

UsS Consult overseas Chinese, reform
Institutions

1990s- Return entrepreneurs, stock market
boom

000s- Global leader in IT systems production
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SV-Taiwan-China global networks
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From core-periphery. . .

MNCs invest in periphery for lower cost labor, land,
etc.

Capital and

G

technology

Silicon Valley Hsinchu, Bangalore,
Shanghai, Ireland, etc.




.. .to reciprocal regional
upgrading

Two way collaborations between specialized firms
of all sizes

New product

High quality
design and
architectures

low cost mfg
or software

Silicon Valley gzinngcgggailzi,




Today's plan:

\

\

e Research findings

o From-self-sufficient.corporations to
specialists and regional ecosystems

o Local and global networks support
Innovative recombination

e Policy lessons
o There Is no recipe
o Compete by differentiating
o Search locally and globally
o Institutionalize change




Lesson 1. There is no recipe
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me 1. Perfect “free”
{S

e Remove trade barriers

e Minimize regulation

» Privatize state-owned businesses
e Macro-balance: “get prices right”

e Protect property rights




R@ 2. “Grow” Silicon Valley

Skolkovo technology park

20t and commercalizaton
Silicon Valley Recipe ...~
y p 25000 t Y0800 g b Lo aend
Wi ol ond e e Sokovs » i ol S
Yoo

e Technology park

e Incubator

e University research
e Venture capital
 Lots of engineers

Partner with, rather
than try to replicate,
Silicon Valley.
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R 3. Build national

IN

o ug&)(r)tr%ational “champions”
e Invest in national innovation system
e Fund strategic technology sectors

Finland

Intormational boundary
|| —— Province many boundary
*  National capital
®  Province flany capital
Rairoad
Road
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Lesson 2. Differentiate locally

... and lower costs later

Cost-cutting doesn’t offer sustainable
advantage and undermines regional
ecosystem =y




ldentify local strengths

Build networks that help:

- ldentify distinct firm/regional
capacities

- Locate untried markets

ldentify public inputs to support

growth o ;
Experiment and iterate ’t;:'fjtiﬁ f’} t;f
e WY
N S

Public-private ] b
partnerships ‘ ————— t




Invest In local capacities,
INnputs
o Invest in building local capabillities

e.g. Training, research on new
processes, technical assistance,
standard setting, export promotion, IP
protection, etc.
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Lesson 3. Connect globally

Connect to, rather than try to replicate,
dynamic firms and regions

e Global comecﬂons/ar
but not sufficient

e Scan exte{nally for ma (€
partners <




Diaspora as global search

network |
e Help policy makers define strategy

e Transfer global “best” practice

e Identify new markets and partners

e Broker technology or institutional adoption
e Overcome political opposition to reform
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VC and global search networks

Link3Viewer Relational map far investor ‘Investar Capital’
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Diasporas and “peripheral
[ Innovation

Tel Aviv, Israel

lore



Ireland: Inward FDI as a search




Case of Armenia




Lesson 4. Support institutional

~ change
S8 Techno ogy, capital, skill necessary, not

sufficient
Economic development requires
Institutional change, e.q.

o Transparency, e.g. financial markets

o Competitive markets, e.g. telecoms

> Political and Ieal predlctablllty e.q. IP




Open-economy development policy

e Create Institutions for external search,
partnering

e Build public-private sector partnerships
o Public sector controls rights and regulation

o Private sector has information and resources
e Targets evolve as goals will constantly change
e Continue to experiment, adapt and learn



Goal: incremental upgrading

e Incremental upgrading via
specialization and collaboration—
locally and globally—cumulates to
sustained growth




Questions and comments

Professor AnnalLee Saxenian
anno@berkeley.edu




