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THE ROLE OF INNOVATION IN DEVELOPMENT — EXPERIENCES
IN LEAPFROGGING AND CATCHING UP THROUGH REGIONAL
CLUSTERING: EAST ASIAN PERSPECTIVE

This paper analyzes the role of innovation in development by examining the experiences in
leapfrogging and catching up through regional clustering in East Asian countries. The first part of
the paper discusses the role of innovation in development itself through literature review providing
the conceptual framework for further research. The identification of clusters as a possible measure
and a stimulus for innovation to foster economic development follows. The experiences in leapfrog-
ging and catching up through clustering in East Asian countries is presented further by evaluating
conditionality for effectiveness of innovation to promote development advancement, importance of
clustering in fostering technological innovation and possibilities for cooperation between and with-
in clusters using the regional and industry approach.
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Karapxina Auna Haspot
POJIb IHHOBAIIIM B EKOHOMIYHOMY PO3BUTKY:
ITPAKTUKA CTPUBKOITIOAIBHOI'O TA HA3JOTAHAIOYOI'O
PO3BUTKY HLJISIXOM PETTOHAJIBHOI KJIACTEPI3AILIIL
HA ITPUKJIAJII KPATH CXIJTHOI A3I11

Y cmammi npoanaaizoeano poav innoseauiii 6 eKOHOMIMHOMY pPO3GUMKY WIASAXOM
OUIHIOBAHHA 00C6Idy cmpuUOKOnodibHo20 Ma HA3002AHAIO4020 PO3GUMKY ma 6i0nogioHol im
pecionaavnoi Kaacmepizauii y kpainax Cxionoi Asii. Hadano 02450 axmyaavnoi aimepamypu na
memy IHHOGAUIIHO20 PO3GUMKY, WO 516A5€ COOOI0 KOHUENMYAAbHY OCHOBY 0451 NOOAALULO2O
docaioncenns. Kaacmepu onucano sk cnoci6 iHHoGauilino2o po3eumky ma 00HOMACHO AK 1020
cmumya. Jloceid cmpubkonodionozo ma Hazdo0zanar4o20 pozeumky Kpain Cxionoi A3ii
demoncmpye eghexmuenicmo iHHOBAUIT 6 MAKOMY KOHMEKCHI, 6AXNCAUBY POAb KAACHEPi6 Yy 0aHuX
Kpainax ma 3Ha4Hi MONCAUGOCMI 045 63AEMO0II AK 6cepeduni Kaacmepie, mak i minc HuMu 6
mexcax okpemoi eaaysi abo peziony 6 yiiomy.
Karwwuosi caoea: exonomiunuii pozeumox; cmpuOKonodiOHull po3eumox,; Kaiacmepizayis;
mpancpep mexnonoeiil; innosauis, Cxiona Azis.
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KgTapmnHa Anna Haspot
POJIb MTHHOBAIIM B DKOHOMMWYECKOM PA3BUTUMN:

ITPAKTUKA CKAYKOOBPA3HOI'O U TOT'OHAIOHIETI'O
PA3BUTUA IYTEM PETMOHAJILHOM KJIACTEPU3AIIU
HA ITIPUMEPE CTPAH BOCTOYHOM A3

B cmampve npoanaauzuposana poav unnosauuli 8 3KOHOMUHECKOM PA3GUMUN NYMIEM OUYEHKU
OnbIMA CKAYK000PA3HO20 U O020HAIOWE20 PA36UMUS U CONYHICINGYIOuel UM peUOHAAbHON
Kaacmepuzauuu 6 cmpanax Bocmounoii Azuu. Jlan 0630p axmyaavhoii aumepamypol no 60npocy
UHHOBAUUOHHO20 DPA3GUMUS, 4MO NPedcmasisen cofoli KOHUENMyaibHyl0 O0CHO8Y 045
daavnetimezo uccaedosanus. Kiacmepvt onucanvt Kax cnoco6 uHHOBAUUOHHO20 pazgumus u
oonospemento Kak e2o cmumyi. Onvim cKauKooGpa3no20 u 0020HAIOWE20 PA3GUMUS CHMPAH
Bocmounoii A3uu demoncmpupyem 3¢hghexmuernocmo uHHOBAUUI 8 MAKOM KOHMEKCME, 8ANCHYIO
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OB KAGCMEPOG 6 OAHHBIX CIMPAHAX U WUPOKUE B03MONCHOCIU 0451 63AUMO0eliCIEUst KAK GHYmpPU
Kaacmepos, max u mexcoy HUMU 8 PAMKAX OMOeAbHOU OMPACAU UAU PEUOHA 8 UEAOM.
Karouesvie caosa: sxonomuueckoe pazeumue; CKauykooOpasHoe paszeumue; KAACMepu3ayus;
mpancghep mexnonoeuil; uHHosauus, Bocmounas A3us.

Introduction. The quest for catching up has been an issue of great concern for
numerous developing countries in the contemporary global economy and a matter of
controversy and discussion of economists and policy makers since Adam Smith's "An
Inquiry into the Nature and Causes of the Wealth of Nations". At the same time the
enormous existing stock of knowledge in the contemporary world on one hand and
low level of economic development on the other enable developing countries to catch
up with developed ones. Development experiences of numerous economies — espe-
cially in East Asia — demonstrates such a possibility. However, not all developing
countries proved to be successful on this track. It is thus substantial to deepen the
understanding of this successful industrial and technological upgrading in particular
countries and industries, its backgrounds, sources and obstacles within the process of
innovation building, catching up and leapfrogging. Therefore, the goal of this paper
is to analyse the role of innovation in development by examining the experiences in
leapfrogging and catching up through clustering from the perspective of particular
East Asian countries.

Innovation and leapfrogging — theoretical perspective. The paradigms of catching
up and leapfrogging are widely discussed in literature since their beginnings in eco-
nomic thought going back to A. Gerschenkron (1962). The clear distinction between
catching up or catch up and leapfrogging has been drawn by D. Chen and R. Li-Hua
(2011: 94). The first refers to the relationship of speed and location between a fore-
runner and a latecomer and signifies that the latecomer reaches and surpasses the
forerunner after some time. Leapfrogging however means that latecomers advance
more rapidly and refers to a non-continuous advance mode in the course of which
some phases or steps are skipped. The authors further correctly implied that the for-
mer contains the latter (Ibidem). The leapfrogging phenomenon was in depth
analysed in the 1980s by J. Kleer at al. (1989) who indicated that significant break-
though in economic processes, however, can lead both to accelerate and set back
development, what results from multidimensionality of phenomena relating not only
to economic sphere, but also to political, social, technical and cultural ones. Thus,
there might be a successful jump, and also unsuccessful. This means that it does not
always have to create — despite periodic acceleration — the conditions for the deve-
lopment of a sustained nature. This will depend on external and internal factors,
among which institutional aspects draws partucular attention with the dominant
importance of the social capabilities and the state being able to govern/control the
desired changes (Ibidem: 193; Nawrot, 2014: 24), playing at the same time the
eneterpreneurial role. The significance of social capabilities was strongly emphasized
by M. Abramovitz (1986: 388) who argued that it might be central impediment for
succesful leapfrogging and catching up, indicating that country's potential for rapid
growth is strong not when it is backward without qualification, but rather when it is
technologically backward but socially advanced. Interaction between social capabili-
ty and technological opportunity is thus crucial.

AKTYAJIbHI [TPOBJIEMWN EKOHOMIKW Ne11(161), 2014



CBITOBE rocriogAPCTBO | MDKHAPOA4HI EKOHOMIYHI BIGHOCUHU 75

Within the discourse it is ungestionable that industrial development and techno-
logical advance of developing countries require new technologies and innovations.
This raises the question on the absorptive capacity of a developing country and thus
capabilities necessary to facilitate the existing or emerging windows of opportunities.
It coincides with the issue of diffusion of technology and furthermore the most effec-
tive mode and speed of technological accumulation. In the view of the foregoing, the
study attempts to examine the process of clustering as a measure and the indicator of
innovativeness and its role in development advancement. Consequently it is crucial to
understand and identify the capabilities, which facilitate private sectors' ability for
growing and mushrooming in certain locations while exploiting the comparative
advantages of particular destinations basing on the existing factors and complemen-
tarity building through regional platform.

The existing body of literature deeply assesses the issue of clustering discussing:
the conceptualization of clustering; different types of clusters; its impact on innova-
tion; its role in creating innovating ecosystem; determinants of cluster creation;
regional perspective; industry perspective; Triple Helix role in cluster process focus-
ing on the interaction of state, universities, private sector among others (Porter, 1990,
1998; Rocha, 2004; Lee and Tee, 2009; Garanti, 2013). The next part of the paper will
thus move to selected case studies in order to synthetically examine the process of
cluster creation and its consequences for innovation ecosystem enhancement.

Case studies. Taking into account the undertaken context of possibility of
leapfrogging and catching up it seems significant to include in the analysis different
countries and also industries of distinguished character. Therefore, for the purpose of
the study 3 countries from the region, namely Singapore, Malaysia and Thailand,
were chosen and also 3 industries — automotive, electronics and biomedical. The rea-
son for that is to find not only the determinants of successful implementation and
functioning of clusters but also to look at possible cooperation between and within
clusters. Additionally, the chosen industries represent different value added and stock
of knowledge what differentiates the implementation process and in the regional con-
text enables the relocation of production and clusters expantion. Furthermore, it
aims to determine the possibility of cooperation between clusters from different
industries as well as between those not necessarily in geographical proximity.

1. Automotive industry in Thailand. The expansion of automotive industry in
Thailand began in the 1960s along with the promotion of import substitution policy,
which was supposed to intensify industrial production in the country. In 1961 the pro-
duction reached 525 cars, while domestic sale was 6080 units (Techakanont, 2008: 5).
In the 1970s, further expansion of production and higher share in the market were
observed and only in the 1980s very intensive development of this sector began. This
mainly resulted from the change in government policy from import substitution to
export-oriented strategy in Thailand and other ASEAN countries. Crucial impor-
tance should be also attributed to the deregulation of automotive industry and appre-
ciation of Japanese yen in 1985.

As a consequence Japanese and US automobile assemblers, like Mitsubishi,
Toyota, Auto Alliance (joint venture of Ford and Mazda), GM or Isuzu shifted their
production to Thailand and in 2006 the annual production amounted to 1176840
units, and the total export reached 539206 units (Ibidem). This was a very significant
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change comparing to the export volume of 14020 units in the mid 1990 (Ibidem).
Producers started to launch new models at Thai markets like new Ranger (Ford),
Triton (Mitsubishi), BT-50 (Mazda), Frontier (Nissan), or Hilux Vigo.
Consequently, Thai automobile industry referred to as "The Detroit of Asia" and is
considered to be one of the most important hubs for automotive production in Asia
and the Pacific where all major world assemblers are present — from Japan: Honda,
Toyota, Isuzu, Nissan, Mitsubishi, Hino; from the USA: GM, Ford; from the EU:
BMW, Volvo, Daimler, Volkswagen, Citroen, Peugeot.

Crucial importance in the evolution of automotive clusters and global produc-
tion networks in Thailand lies in the activities of international automobile producers,
especially those from Japan. This resulted in the first place from the localization of
foreign direct investment and further from the support given to local producers.
Significant contribution in that matter was local content requirement policy imple-
mented by Thai government, resulting in more investments of assembly companies in
Thailand and more support for local supplying firms in order reach the quality stan-
dards. Major benefits from being a part of automotive production network were tech-
nical assistance from auto-makers, economies of scale and improvement in engineer-
ing capabilities. Being a part of assemblers' production network gave opportunities to
learn and improve technological level and as a result productivity increased signifi-
cantly and the defects rate decreased. Consequently, effective absorption of advanced
technology in the industry was observed.

All these were combined with government support for a priority branch, as auto-
motive industry was identified and has been now for years. As an additional stimulus,
the concentration on specific market segment, namely light pick-up tracks and vans,
can be mentioned here. Eastern Seaboard area close to Bangkok was designated as the
location for automobile cluster becoming the major venue for automotive industry
not only in Thailand but in the whole Southeast Asian region. Among government
incentives supporting the creation of the cluster and contributing to the industry
growth the following should be worth mentioning:

- corporate tax exemption and reduction;

- decrease in duties on capital goods (machinery, part etc.);

- decrease in duties on imported raw material;

- deduction from tax income;

- acceleration of building infrastructure facilities;

- creating social facilities (education, healthcare);

local content policy at the beginning of cluster creation which resulted in the
development of specialised subcontractor.

2. Electronics industry in Malaysia and Singapore. Intensive development of elec-
tronics industry has been observed in numerous destinations in East Asia for years.
They constitute the major share in export and import of majority of economies from
the region, which specialize in their production. The interconnections between
industrial clusters in electronics industry could be observed on the example of clus-
tering processes in Malaysia and Singapore.

Singapore is one of the main hubs in the global electronic industry. Factors
strengthening the competitive advantage of Singapore as a good environment for
cluster creation and at the same time determining its location are:
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- accessibility and high quality of telecommunication infrastructure and trans-
port;

- qualified labour force;

- R&D centres;

- research and science institutes of international level;

- additional services like packing, storage etc.;

- favourable geographical location — as a centre in South East Asia and central
location between North East Asia, Australia and India;

- state economic policy.

The abovementioned factors are similar to those identified by numerous experts
in the field, what additionally makes Singapore as an attractive location for cluster
development — not only in electronic industry.

Local entrepreneurs as "MMI Holdings" gained competitive advantage as sup-
pliers of such global leaders as Seagate, Conner Peripherals, Western digital or
Maxtor. Their production activity in the cluster resulted in emergence of Singapore
as one of the global producers in IT industry in the 1990s. Relocation of operational
centres of the world leaders in the production of HDD, like Seagate or Flextronics to
Singapore strengthened the position of "MMI Holdings" as a supplier and a partner
in the global production network. Geographical proximity of operational centres
results in cost reduction and better cooperation in product development process from
the early stages of product life cycle. Better knowledge about the product allows more
effective cooperation among engineers and other workers of enterprises participating
in the cluster.

Concentration of enterprises in hard disc drives production was additionally
combined with the branch characterised by short life cycle of products. It resulted in
the necessity of close location of assemblers.

Functioning of the electronic cluster in Singapore influenced greatly the cre-
ation of clusters in neighbouring countries. "MMI Holdings" located its production
in Malaysia (Johor, Penang) and in Thailand (Navanakorn) and afterwards in China
(Tianjin, Wuxi, Suzhou, Yixing). Global corporations and their local partners from
HDD industry can benefit from lower costs and geographical proximity of neighbour
economies. Penang became an integrated centre of computer and semiconductor
production, indicating its share in the global production network through the coop-
eration with Intel, Dell, AMD, HP, National Semiconductor, or Seagate. High level
of logistic services and good infrastructure of Penang played important role as well.
Companies like DHL, BAX, Menlo Logistics, Ryder, or Eagle Global Logistics offer
their services in the cluster. Penang Development Cooperation — PDC also plays an
important role by intensifying the share of local enterprises in the chain of suppliers
and offering good connection with Singapore, Tokyo and Taipei.

Thailand and Indonesia are additionally good locations for electronic industries,
what results from low cost of production, high level of manufacturing and geogra-
phical proximity of those economies. Common location of enterprises from the same
branch increases the potential of a region that attracts new firms, stimulating the
development of the cluster and production networks expansion.

3. Biomedical science industry in Singapore. An example of cluster creation in the
region is chemical and biomedical industry in Singapore. The significant factor in its
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emergence is the role of the government, who took a target to establish in Singapore
a strategic centre of chemical production in Asia and the Pacific basin. The state
long-term vision was to establish the main research and innovation hub in pharma-
ceuticals, medical technologies, biotechnology and medical science services.
Biomedical Science (BMS) has been chosen as the fourth pillar of the economy next
to electronics, chemical industry and technical engineering in order to build know-
ledge-based economy.

Public sector invested 7.2 mld USD in Jurong Island Chemical Complex, com-
bining 7 offshore islands of Singapore into a single landmass serving as an industrial
park (Kuroiwa and Heng, 2008: 111). The public expenses on R&D rose from 2.5%
in 2005 to 3% in 2010 (Ibidem: 166). The share of chemical and petrochemical indus-
try in GDP reached 32,5% in 2006 exceeding electronics (31,6%), which had domi-
nated for years. The production in biomedical science industry achieved 24.6 mld
USD, what constituted 10% of the total domestic production. It is worth indicating
that BMS cluster has contributed to 25% of value added in 7 years since its founda-
tion in 2000 (Ministry of Trade and Industry, 2007: 179).

At the initial phase of the cluster development the concentration was on build-
ing the fundamental competencies necessary for good environment. 3 key agencies
were settled down to work in close coordination to develop the BMS cluster:

- Biomedical Research Council (BMRC) of the Agency for Science,
Technology and Reasearch (A*STAR) — funds and supports public research initiatives;

- Economic Development Board's (EDB) Biomedical Science Group
(BMSG) — promotion of private sector manufacturing and research and develop-
ment activities;

- EDB's Bio*One Capital — investment arm.

The undertaken initiatives resulted in the foundation of crucial science infra-
structure and supported private entrepreneurs by providing venture capital and nec-
essary institutional solutions. Not without the significance was the high quality of
human capital. Numerous science parks and research centres were found intensifying
the process of learning and innovations diffusion. Additionally, worth mentioning is
the complex known as Biopolis, located in close proximity to National University of
Singapore, Nanyang Technical University, National Univeristy Hospital and
Singapore Science Park. Supplementary research centres were located at National
University of Singapore and Nanyang Technical University. Cooperation was settled
with some world ranking colleges like University of Illinois, Urbana-Champaign,
Sweden's Karolinska Institute, or Scotland's University of Dundee.

Local high schools participate in the global education projects opening branch-
es in such a strategic location like Bangalore, Bio Valley, Silicon Valley, Stockholm,
or Shanghai in order to meet the requirements of labour market and supply special-
ized labour force. Among the initiatives undertaken by the government in order to
create the optimal environment for cluster development were also:

- 1 mld USD dotation for Life Science Investment Fund (supporting coopera-
tion between corporations within the branch);

- 1 mld USD dotation in order to attract world R&D centres;

- INTECH - Initiatives in New Technology Scheme (stimulating new tech-
nologies development);
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- TAP — Training and Attachment Programme;
tax reduction to attract foreign direct investment;

- Start-up Enterprise Development Scheeme (SEEDS) (investment support);

- Biomedical Science Investment Fund (BMSIF), PharmBio Growth Fund,
Life Science Investment Funds, Singapore Bioinnovation Fund.

Among the world leaders from the industry who were encouraged and have
opened their research and development centres or started production were Eli Lilly,
Novartis, GlaxoSmithKline, Pfizer, GSK Biologicals, Schering-Plough. Creating a
production park of plug and play character — Tuas biomedical Park of 370 ha area
provided with road infrastructure, telecommunication, electricity was an additional
merit for cluster emergence.

Findings. As different patterns of economic growth and development can be
observed across East Asia, consequently clusters in the region were emerging differ-
ently depending on a country and an industry. Clusters development was both stimu-
lated to different extent by state and was a result of market forces. Significant factor
in cluster creation should be attributed to incorporating into the global supply chains
on one hand and relocation of production at the regional level on the other what
resulted in the expansion of production networks (Suehiro, 2008: 44—47; Baldwin,
2014: 208—209). The main factors stimulating that process was closely linked to spe-
cialisation of local enterprises, which took advantage of geographical proximity of
transnational corporations, evolving from parts and components suppliers for TNC to
their competitors at international market. As a result, in numerous East Asia loca-
tions dynamic and competitive industrial environment was created. After obtaining
specialised skills and competences producers from Japan, Hong Kong, South Korea
and Taiwan started searching for locations in less developed countries in the region,
creating regional production networks (Kuroiwa and Heng, 2008: 21). The main fac-
tors stimulating the expansion of production networks in East Asia were the geo-
graphical proximity of particular economies in the region and high-quality labour.
The crucial role should be attributed to cultural values resulting in the quality of
human capital. Economies heterogeneity in the region led to the differentiation of
competitive advantages and provided international segmentation of production
processes. Because of particular comparative advantages at a given production stage,
enterprises from different countries were specializing in particular stages of produc-
tion. In the second half of the 1990s the relocation of labour intensive branches of
production were additionally intensified by the currency appreciation, i.e. Japanese
yen and high dynamics of foreign direct investment flows, which were also stimulat-
ed by the integration initiatives of ASEAN (Nawrot, 2009: 173).

Production networks spread in the whole region of East and South East Asia,
mainly concentrating in textile, electronic and automobile industries. The expansion
of production networks resulted in geographical concentration of enterprises and for-
mation of industrial clusters. Most of the existing clusters in the region are related to
global production networks and simultaneously represent sectors with different tech-
nological requirements. It has resulted from diverse factor endowments and gives a
chance to particular economies in the region to take use of comparative advantages
by incorporating into global production networks and industrial clusters. Most of the
existing clusters in the region are of a satellite character with the crucial presence of
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transnational corporations and dominant share of small and medium local enterpris-
es.

Several East Asian economies, in particular Taiwan, Singapore, Malaysia are
characterized by relatively high level of human capital what accelerates innovation
possibilities of local firms contributing to specialized production of higher added
value products. Thus, analysing the structure of trade it is clearly seen that vast pro-
duction of goods requiring high qualification and knowledge — like in ICT sector —
is actually made in technologically more advanced countries, or at their enterprises
abroad. Very important role in creating innovating environment was played in by the
institutions supporting different branches and without their impact the effects would
have been limited. The impact of enterprises themselves and huge research centre, as
well as economic policy should be also mentioned as a vital input.

The experience shows that innovation sup building can start from the grassroots
at the country level but also from the beginning be a result of intensive international
interaction enabling technology transfer. Consequently, different channels for know-
ledge creations and transmission can be identified.

With the advance of East Asian economies there are substantial changes in the
international labour division is observed at present. They result from the aspiration as
well as necessity of particular countries to produce higher value added products, and
serve as a source of new technologies and innovations what higher wages in the region
only serve to underpin.

The economies in the region are becoming consequently more integrated and
dependent on each other. It resulted from trade of parts and components rather than
final products. Clustering was stimulating the rise of competitiveness in the region
through the reduction of R&D. There is however the necessity to move up the value
chain within clusters.

Clustering enabled industrial upgrade through participating in the global value
chains, stimulating the rise of entrepreneurship and productivity. This experience in
clustering provides valuable lessons for other developing countries. The described
phenomenon shows the possibilities to build innovativeness and innovative ecosys-
tems what results in leapfrogging and catching up at the industry and the country
level. There are numerous questions and concerns related to the choice of the indus-
try, sector, position in the value chain, length of a technology cycle and the impor-
tance of regional cooperation etc.

Conclusions. Analyzing past experiences in economic growth and development
of East Asian countries the technological and industrial upgrading seems to in the
core of the undertaken issue. As J.Y. Lin (2012: 117) stresses the countries in this
region were able to use "off-the-shelf" technology and enter into the existing indus-
tries what facilitated economic growth and development. It seems that the critical
factor in the entire process can be attributed to the emergence of innovation ecosys-
tems or, in other words, ecosystems facilitating innovation process or innovativeness
with private sector and entrepreneurship at its core being stimulated, among other
factors, by geographical concentration of enterprises — clustering. The importance of
regional dimension in that course cannot be omitted. Industrial clusters emerged in
numerous locations of the region being very much connected with regional produc-
tion networks and serving as corridors for transmitting countries' comparative advan-
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tages and existing knowledge. The significant issue was thus the reallocation of pro-
duction to cheaper destination within East Asia. As a result, production networks and
industrial clusters were growing in importance enabling final products to be assem-
bled at lower-cost destinations in the region. Moreover, the created innovation
ecosystems were significantly stimulated through the interplay between different
actors including public-private partnership, academia, civil society and individuals
what additionally the promoted global flow of knowledge. Accumulation of know-
ledge and capabilities was thus essential to build internationally competitive industri-
al destinations. The process was however long and incremental and as exemplified in
the presented cases the state and its institutions were essential facilitators and cata-
lyzers of those processes. Additional incentives resulted from deepening the cooper-
ative efforts through regional initiatives, including AFTA (ASEAN Free Trade Area),
ACFTA (ASEAN China Free Trade Area) or AICO (ASEAN Industrial
Cooperation).

It will be however interesting to go beyond the existing framework that might be
significant from the developing countries perspective, indicating a shift from geo-
graphical proximity to intellectual proximity at the regional and global levels, based
on shared values and enabling transmission of information and knowledge into build-
ing useful and effective new solutions. Defining new channels of transmission using
information technologies will be further necessary. The concept of clusters redefini-
tion is further needed with the proposal of virtually connected innovation hubs open
for global opportunities, fully exploiting new technologies beyond geographical bor-
ders. These directions are intended for exploration in further research.
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