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INTER-FIRM CO-OPERATION AS A REGIONAL DEVELOPMENT POTENTIAL?
With 5 figures and 12 tables

STEFANIE LOWEY

Zusammenfassung: Unternehmenskooperationen als regionales Entwicklungspotential?

Im vorliegenden Beitrag wird die Frage untersucht, ob Unternehmenskooperationen Potentiale zur Realisierung
endogener Entwicklungsstrategien auch vor dem Hintergrund eines verschirften Wettbewerbs durch Globalisierung
Skonomischer Aktivititen darstellen. Falls Kooperationen ein endogenes Potential in einer solchen R egionalentwicklungs-
strategie bilden, sollten die folgenden Bedingungen erfiillt sein:

- hohe Kooperationsneigung regionaler Unternchmen, eine breite Basis intraregionaler Kooperationen;
- keine einseitigen Abhangigkeiten zwischen den Kooperationspartnern;

- ein positiver Zusammenhang von Kooperationen mit dem Unternehmenserfolg;

- Ausiibung strategisch wichtiger Kooperationsfunktionen durch regionsansissige Partner.

Diese Kriterien wurden in einer empirischen Studie zum Kooperationsverhalten im Maschinenbau, die in Unter- und
Mittelfranken (Nordbayern) durchgefithrt wurde, untersucht. Der starken Dominanz kleiner Unternehmen im Unter-
suchungsgebiet entsprechend wurde die Darstellung auf Kooperationen kleiner Unternehmen mit ihren Abnehmern kon-
zentriert.

In der empirischen Untersuchung zeichneten sich folgende Ergebnisse zur Ausgestaltung der Kooperationen ab:

1) In der Untersuchungsregion ist eine hohe Kooperationsneigung festzustellen, grofe Unternchmen kooperieren
jedoch eher als kleine Unternehmen. Intraregionale Kooperationen werden eher von kleinen als von Grofunternehmen
unterhalten.

2) Hinsichtlich der Gréfienverhiltnisse zeigt sich eine Dominanz von Kooperationen zwischen kleineren Zulieferern
und ihren groferen Abnehmern. Besonders fiir kleine Unternehmen sind Kooperationen mit starken 6konomischen, fir
einen kleineren Teil auch produktionstechnischen Abhéngigkeiten verbunden.

3) Der Zusammenhang von Kooperationen und Unternehmenserfolg ist mehrdeutig. In der Tendenz zeichnet sich ab,
daf kleine, ausschliefilich mit Groflunternehmen kooperierende Unternehmen eine ungiinstigere Umsatzentwicklung
verzeichneten sowie weniger innovativ sind. Starke Abhangigkeiten zwischen den Kooperationspartnern stehen cher mit
einer negativen Innovationsentwicklung, hingegen mit einer positiven Umsatzentwicklung im Zusammenhang.

4) Als strategisch relevante Kooperationen wurden hier Entwicklungskooperationen untersucht. Obwohl ein hoher
Anteil dieser Kooperationen zwischen kleinen und groffen Unternehmen besteht, zeichnet sich keine positivere Entwick-
lung der so eingebundenen kleinen Unternehmen gegeniiber den in anderen Bereichen kooperierenden Unternehmen ab.

5) Der Vergleich intraregionaler mit interregionalen/internationalen Kooperationen zeigte, dafl erstere starker durch
okonomische Abhéngigkeiten gepragt sind.

Diesen Ergebnissen zufolge kann fiir die Untersuchungsregion nicht von einer generellen Eignung von Kooperationen
als regionales Entwicklungspotential ausgegangen werden. Einzelne Typen zwischenbetrieblicher Zusammenarbeit
konnten hingegen durchaus mit positiven regionalwirtschaftlichen Effekten einhergehen. Ob sie eine tragfahige Grundlage
einer kooperativen Regionalentwicklungsstrategie darstellen, bedarf jedoch weiterer Untersuchungen.

Summary: In this article the question is examined whether inter-firm co-operation is a potential for the realisation of an
endogenous development strategy even under the conditions of increased competition caused by globalisation of economic
activities.

If co-operation is an endogenous potential in such a regional development strategy the following criteria should be
fulfilled:

- high tendency to co-operate, a broad base of intraregional co-operation.

- no one-sided dependencies between the co-operation partners,

- strategic co-operation functions are performed by indigenous partners,

- co-operation of indigenous enterprises shows a positive correlation with a firm’s success.

These criteria were examined in an empirical study focusing on co-operation behaviour in the machinery industry in
Lower and Middle Franconia (Northern Bavaria). According to the dominance of small firms in the research area, the
exposition focused on the co-operation of small firms with their clients.

The following results became apparent:

1) Firms in the research area have a high tendency to co-operate, large firms are more likely to co-operate than small
firms. Intraregional co-operation is made up more of small than of large firms.

2) Regarding size relationships between the partners co-operation between small suppliers and their large clients
predominates. For small firms especially co-operation is linked to strong economic, to a smaller extent even to production-
based dependencies.



54 Erdkunde

Band 51/1997

3) The correlation between co-operation and firm success is ambiguous. As a tendency it becomes apparent that small
firms co-operating only with large firms have a less favorable development of turnover and are less innovative than small
firms co-operating only with small customers. Firms being strongly dependent on their co-operation partners show a
tendency to implement innovations to a smaller degree, but have a more favourable development of turnover.

4) Asastrategically important type of co-operation collaboration in development was examined. Though co-operation
exists to a great extent between small and large firms, a higher share of firms cannot be noted with a positive development

compared to the firms co-operating in other fields.

5) The comparison of intraregional and national/international co-operation showed that the first is characterized to a
larger extent by economic dependencies and less strategic significance.

According to these results one cannot suppose a general suitability of co-operation as a regional development potential.
Specific types of inter-firm collaboration however can go along with positive regional economic effects. Whether they make
up a solid base for a co-operative regional development strategy has to be the subject of further research.

1 Introduction

For some years a dichotomy has dominated the dis-
cussion concerning contemporary trends in regional
development: regionalisation and globalisation. Re-
garding the spatial interaction of economic activities
this dichotomy seems to disappear: “There is ... a
double movement of globalisation on the one hand
and devolution, decentralisation or localisation on the
other” (Swyncepouw 1992, 42). When the discus-
sion deals with the power relations behind the pro-
cesses significant divergencies in opinions arise: are
regional economic activities dominated by global
activities or is there a complementary relation? While
one side gathers proof for the domination of regional
interests by global corporations the other side does not
tire of citing industrial districts as examples of success
for regional self-reliant development in global com-
petition.

Inter-firm co-operation plays an important role in
thisdiscussion. Growing competition from developing
and newly industrializing countries, unstable demand
and shortened product cycles cause the growth of
market insecurities and of intensity of competition.
Firms react by decentralising the production, out-
sourcing and co-operating with other firms. Co-oper-
ation is intended to improve the position in com-
petition by reduction of costs, entry into markets,
extension of capacities and reduction of market risks.
Furthermore, they allow an expansion of the entre-
preneurial area of influence without causing the
financial risk of mergers and acquisitions.

As a result of the positive development of some
regions where ‘networks of small firms’ like industrial
districts are the dominating organisational form of
production, regional politicians and planners all over
the world are trying to initiate and support such
small-firm co-operation with the idea of an endo-
genous regional development strategy (COLLETIS
1994; PLoucMmaN 1994; SEMLINGER 1994). The adop-

tion of these strategies requires that the positive effects
of small-firm co-operation are not bound to the spe-
cific conditions in the ideal regions.

At this point a considerable empirical gap exists:
which inter-firm co-operation can develop in “normal
regions” (KRUMBEIN et al. 1994) and whether they
form a potential for the realisation of an endogenous
development strategy also under the present condi-
tions of global competition remains unclear. In order
to reduce this deficit the question of the suitability of
co-operation as a regional development potential
is examined in this article. It is based on an empiri-
cal study of the machinery industry in Franconia
(Bavaria).

2 Co-operation in an endogenous development strategy

The rise of endogenous development strategies was
caused by criticism concerning the traditional regional
policy of the 60s and 70s. The classical, capital-orien-
tated regional policy from above led to misallocation
and dependencies and was therefore intended to
be replaced by an endogenous strategy from below
(Hanne 1985; Sténr 1981). The principal elements
of that strategy are (BRucGer 1984; CoLLETIS 1994):
- use of the regional economic, ecological, cultural

and political potential,

- regional control over decision mechanisms,
- establishment of regional product cycles.

Small and medium-sized enterprises (SMEs) as the
basis for middle-class regional economy constitute the
decisive economic potential of these regional policy
activities (FRIEDMANN 1986). Small firm research
(BircH 1979; ZErTeL 1990; AIGINGER a. Tichy 1985)
gave empirical proof of the suitability of fostering
small firms as a target group for a self-reliant regional
development. As small firms created far more jobs
than large firms researchers deduced their structural
superiority: small firms were supposed to be more
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flexible, closer to markets and more innovative than
large firms (A1GINGER a. TicHy 1985; Fritscu 1987).

Sobering results of small enterprise research in the
late 80s (LOVEMAN a. SENGENBERGER 1990; RAINNIE
1989) questioned the postulated general superiority
of small firms. Empirical examples of economically
successful regions, which were dominated by small
firms, helped to discover another decisive feature for
regional prosperity: co-operation between small firms.
Such co-operation characterizes inter-firm relation-
ships regulated neither exclusively by directives (as
intra-organizational decision processes) nor only by
price (as market-led processes).

Co-operative regions of extraordinary economic
success were principally discovered in Italy (Emilia
Romagna), USA (Silicon Valley, Route 128), Den-
mark (Jutland), Germany (Baden-Wirttemberg)
(see: PYKE, BECATTINI a. SENGENBERGER 1990; BERG-
MAN, MaIer a. Toprring 1991). Size-related dis-
advantages of small firms such as weak financial
basis, low production capacities and insufficient dis-
tribution capacities were supposed to be compensated
for by small firm co-operation, their size-related
advantages to have been used (Pyke, BECATTINI
a. SENGENBERGER 1990). As co-operation in Italian
regions of economic success takes place to a great
extent within the region, regional product cycles pro-
duce accelerator and multiplier effects in the region.
Thus it meets the requirements of endogenous devel-
opment strategies (GLATZ, ROHRMOSER a. SCHEER
1981; HAHNE 1985; ScHLEICHER-TAPPESER et al. 1992).
The contemporaneous existence of extraregional
linkages facilitates the entry into innovations and
maintains the dynamics of the regional development
(BruGGer 1984; CoLLeTis 1994). Furthermore, it is
emphasized that co-operating firms are embedded in
adense societal and political regional context (milieu,
see Camacnt 1991) which forms an important sup-
porting frame of reference (TricILIA 1990).

While the concepts of endogenous and co-operative
regional development strategies were at first limited
to the potentials of small firms and were often accused
of ignoring global competition (GrRoTz a. BRAUN 1993),
recent studies also refer to co-operation between small
and large firms (e.g. PEDERSEN 1991; SABEL 1994).
Here a direct relationship between regional small-
firm activities and the global activities of large firms is
established. Increased global competition forces large
enterprises to restructure and make their production
more flexible by out-sourcing. Then, these functions
are transferred to small firms which act on regional
markets. As agglomeration reduces transaction costs,
this process is supposed to lead to spatial concentra-

tion and re-regionalisation (Scort 1988). Small firms

take over strategic functions in the production process.

Therefore this type of co-operation is also regarded as

being compatible with an endogenous development

strategy. SABEL even talks of the resurgence of new
industrial districts, in which a “two-fold convergence
of large- and small-firm structures” emerges (SABEL

1994, 103). Also, cited here are examples of the Third

Italy, Baden-Wiirttemberg and Denmark.

Two principal criticisms are formulated against
this argumentation. The first refers to the focus of
empirical studies on a few successful regions with a
specific regional milieu. For this reason the replic-
ability of this development must be discussed. Thus,
it is questioned whether a specific regional context is
necessary or renunciable for the realisation of a co-
operative regional development strategy (PYkE a.
SENGENBERGER 1990; HADJIMICHAELIS a. PAPAMICHOS
1991; Grotz a. BRaun 1993). For a regional analysis
of co-operation three questions have to be asked con-
cerning this point:

1. Are small co-operating firms successful without a
supporting milieu?

2. Are strategic regional potentials used in these cases
of co-operation?

3. Are regional product-cycles initiated and main-
tained even under the pressure and possibilities of
global competition?

The second criticism refers to the ignorance of
the power of global firms. The policy of large firms
allows a decentralization of locations without a decen-
tralization of power, therefore, dependencies increase
(AMIN 1992). Recent studies on the Third Italy sup-
port the assumption that even there co-operation is
not a guarantee for permanent success of a self-reliant
strategy (HArrisoN 1994; TeLLjoHANN 1994). Ac-
cording to Harrison (1994) processes of concentra-
tion and domination of co-operating suppliers by
global corporations take place in the region. Decisions
are increasingly made outside the region, intraregional
control is undermined. This position also questions
the general adequacy of co-operation as a basis for an
endogenous development strategy. Here, co-opera-
tion creates one-sided dependencies instead of pro-
moting self-reliance.

The discussion of power and dependency in co-
operation has become a central theme for proponents
and critics of co-operative regional development.
However, there is both little theoretical background
as well as empirical evidence on this question (Sypow
1992). According to Fritscu (1992) and GRABHER
(1994) dependencies and power-disequilibria arise
through a lack of redundancy in co-operation (see
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4.2). A similar concept stresses the importance of
weak ties which —in contrast to strong ties - facilitate
information transfer as well as flexibility and adapta-
bility of co-operative networks (GRANOVETTER 1973;
GraBHER 1993). However, according to KRACKHARDT
(1992) strong ties can also create positive effects for
co-operating firms, such as stability and trust.

The resource dependence approach (PrEFrer 1987)
and the network approach (HAKANSSON a. SNEHOTA
1995; Jonanson a. MaTTssoN 1987) refer to disequili-
brium in power distribution between co-operation
partners which results from the unequal distribution
of resources. Co-operation is entered into in order to
reduce dependencies, at the same time it creates them
(Jonanson a. MarTsson 1987, 38).

In these approaches equilibrated relationships are
not inevitably bound to inter-firm ‘networks’ as is
postulated by some advocates of co-operative regional
development. Proponents of the weak ties-/redun-
dancy concept assume that dependencies in general
exert a negative effect on regional development while
in endogenous development strategies only the nega-
tive effect of one-sided dependencies is emphasized.

3 The concept of the study

According to the portrayed discussion the following
correlations have to be examined: Positive effects
of co-operation on regional development can be
assumed if:

- no one-sided dependencies between the co-opera-

tion partners exist (4.2),

- strategic co-operation functions are performed by

indigenous partners (4.3),

- co-operation of indigenous enterprises shows a

positive correlation with a firm’s success (4.4),

- intraregional co-operation takes place on a broad

base (4.5).

The focus of the study is on small firms. As a frame
of reference small-firm co-operation is compared to
co-operation of other firms in the research area. In
order to elucidate the influence of the size of partners
the investigation is differentiated according to their
size classes. Regarding the described concepts, espe-
cially co-operation of small firms with small and
medium-sized firms and co-operation between small
and large firms is analysed. From this analysis the
conclusions concerning the suitability of co-operation
as a regional development potential can be drawn:

- If co-operation of the firms under research does not
match the examined conditions it does not serve as

a regional development potential.

o 100 km

Fig. 1: Location of the research area
Lage des Untersuchungsgebietes

- If there is a negative deviance of specific types of
co-operation compared to other types the suitability
of this kind of co-operation for an endogenous
development strategy is questionable.

With the aim of avoiding the situation that hetero-
geneity of industry limits the significance of the
results, the analysis was limited to the machinery
industry, which can be characterized by the follow-
ing features favouring co-operation between firms
(REICcHWALD a. DietL 1990, 407):

- small and medium-sized firm structure,

- domination of order-based single and small-series
production requires high flexibility,

- strong competition requires the reduction of cost.
As mentioned above the selected area of study

should be a region with neither a specific milieu nor an

extraordinary economic development, i.e. an average
or ‘normal’ region (KRUMBEIN et al. 1994). The eco-
nomic indicators of the chosen area of research,

Lower and Middle Franconia (Bavaria, see Fig. 1),

demonstrate an average economic status. Interviews

with representatives of the regional chambers of com-
merce and regional policy-makers did not indicate the
existence of a specific regional context.
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Table 1: Firm structure in the sample

Unternehmensstruktur in der Stichprobe

<50 50-199 200-499 >55

(SE) (MEI) MEII) (LE)y ~ "

a) abs. No. 97 41 18 33 189 189

b) No.in % 51.3 21.7 9.5 17.5 100.0 189
c¢) singleplant

in % 729 229 42 - 100.0 118
d) multiplant

in % 155 19.7 18.3 46.5 100.0 71

Source: Own investigations, 1995

The basis of the study are 190 partly standardized
oral interviews, 59.4% of the defined data base. The
firms are subdivided into 4 size categories. As it can
be assumed that firms which belong to a multi-plant
enterprise can use the resources of the whole corpora-
tion, e.g. management capacities, and are embedded
in its decision structures, the analysis is based on the
size category of the whole corporation.

The size-class composition of the firms interviewed
is characterized by the dominance of small and
medium-sized firms (see Tab. 1, a, b), as we find them
in the Federal Republic of Germany. Firms with less
than 50 employees make up 51.3 % of the sample. The
small firm structure also becomes apparent regarding
the high share of single-plant firms, which belong with
a share of almost three quarters to the lowest size class
(Tab. 1, ¢). Only 5 of the 118 single-plant firms have
more than 200 employees, none more than 500.
Nearly half of the 71 firms of multi-plant enterprises
have more than 500 employees (Tab. 1, d), 4 have less
than 50 employees. All plants of international corpo-
rations and 11 of the 47 multi-plant enterprises belong
to the highest size category.

The central focus of the interviews is on the exist-
ence and form of co-operation. First, co-operation
is distinguished from a market relation as being a
relation between partners which is characterized by
continuity and in which the price is not the decisive
criterion for placing an order. In contrast to intra-
organizational relations in co-operation there is no
controlling majority interest. A contract is not a
criterion for the definition of a co-operation as it can
be assumed that small firms do not safeguard their
collaboration by contracts (HAkanssoN 1989; LAzEr-
soN 1993). Further differentiation of co-operation is
undertaken in the representation of the empirical
results.

4 Characteristics of inter-firm co-operation in Lower and
Middle Franconia

4.1 The co-operative base

According to the broad definition of co-operation:
“long-term co-operation, in which the price is not the
decisive criterion for placing an order”, 98% of the
firms questioned co-operate. A first differentiation of
the co-operation intensity is made between regular
partnerships and close co-operation. Regular part-
nerships only characterize a long-term exchange
relationship which can be linked to experience ex-
change; there is no intended co-operation. This long-
term relationship reduces the expense of searching for
exchange partners and thus reduces transaction costs.
Close co-operation instead can be characterized by
additional activities as e.g. joint development, know-
how transfer, distribution or production planning.
It is not necessarily bound to a co-operation contract.
By this kind of inter-firm collaboration co-operation
benefits can be realised (e.g. extension of capacities,
reduction of personnel- and production costs). At the
same time, one-sided or mutual dependencies become
more probable. 81 % of the enterprises in the research
area have close cases of co-operation which indicates
a broad basis of co-operation in the research area.

The tendency to co-operate closely differs signifi-
cantly between the size categories: 97% of the large
firms interviewed have such co-operation, while only
74 % of the small firms co-operate closely. As this size-
related difference only becomes visible in close co-
operation it can be assumed that small firms expect
less from a more intensive co-operation or that they
themselves are less attractive as co-operation part-
ners.

The size-specific differences in the intensity of co-
operation let assume that firms belonging to large
enterprises are also overrepresented as close co-opera-
tion partners. The analysis of the co-operation part-
ners tends to confirm this assumption: 33 % of regular
partners and 38% of close partners are large enter-
prises. In the analysis of the value chain one can
recognize clearer differences: while small enterprises
make up 45% of the suppliers (Fig. 2), their share of
customers as co-operating partners is only 16%. The
share of large enterprises stands in inverse propor-
tion. Regarding close co-operation, this contrast
becomes even more clear. The dominance of large
firms as customers and small firms as suppliers is
obvious also for the partners of the small firms inter-
viewed. This indicates that in supplier relations there
is a tendency to co-operate with smaller partners,
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80 Redundancy is defined as the state in which more
L all clients than one client/supplier are partners in exchange rela-
tions. A lack of redundancy in the supply of an ex-
clogecnts change product reduces alternatives for the choice of
aclient or supplier and creates a monopolistic position

60 —

I all suppliers

close suppliers

40 —
|
[
20 — |
|
0 | T |
small firms medium sized | medium sized Il large firms
partners

Fig. 2: Size of co-operating partners (in % of co-operating
clients/suppliers, multiple response)
Source: Own investigations, 1995
Grofe kooperierender Partner (in % der kooperierenden
Kunden/Zulieferer, Mehrfachantworten)

whereas in client relations co-operation partners are
principally large firms. These size relations outline a
hierarchical structure of co-operation in the value
chain: with increasing vicinity to the final customer
the co-operation partners get larger. Furthermore,
93% of the large clients are internationally acting
firms, a fact which establishes a direct link between
the firms interviewed and international competition.
Thus, collaboration between the firms interviewed
and their clients refers to the decisive points discussed
above. Therefore, further examination concentrates
only on their relationships.

4.2 Dependencies in client co-operation

As discussed in Chapter 2, especially one-sided
dependencies in inter-firm relationships are supposed
to exert negative effects on regional development
while mutual dependencies seem to have ambiguous
effects on participating firms and regional develop-
ment. One-sided and two-sided dependencies are
above all seen in the context of lacking redundancy of
exchange relations.

for the single firm, especially if the exchange relation
is tied to high transaction-specific investments (Picot
a. DieTL 1990, 179).

As the machinery industry is highly specialized
non-redundant relations are supposed to be quite
frequent. Redundancy was questioned in two ways:
on the one hand with the statement: “We are the
single supplier of the client for certain products” on
the other hand “partner is the only customer”. If both
are true, we talk of bilateral exclusivity. The results
are presented in Table 2.

One third of the firms interviewed state they are the
single supplier for at least one of their clients concern-
ing the manufactured products. The share of small
firms is about average, while it is lowest for large
firms. The status as single supplier can strengthen
the position of small firms towards their customers
and can reduce a power disequilibrium. However,
empirical results show that large firms are under-
represented compared to their share of clients as
customers of those small firms, while small firms are
overrepresented as customers (Fig. 3). Thus, the
power compensating effect of single supplier relation-
ships comes to fruition to a smaller extent.

Exclusivity of clients is far less common and nearly
completely realised by small firms. For these, which
usually have a narrower production programme than
large firms such a relationship signifies a considerable
economic dependence on the co-operating customer.
This conclusion is reinforced by the fact that exclusive
partners are mainly large firms (Fig. 3). Thus, the
co-operation can be a modern form of exploitation
of the small firm or it is a vertical near-integration
similar to the reciprocal exclusive relationship detailed
below, but with the difference that only the client is in
a monopolistic position, while the suppliers are com-
peting with other firms.

Two-sided exclusivity in supplier-client relations
on the other hand can mean mutual dependence. This
kind of relation can be interpreted as a shaping of
strong ties examined by GRABHER (1993) and Krack-
HARDT (1992). Also here a dominance of small firms
can be observed (Tab. 2). Partners in two-sided ex-
clusivity are - according to their share of clients -
mainly large firms, while the share of small firms is
even lower than their share in co-operating clients
(Fig. 3). Therefore, in these relationships a domi-
nance of vertical near-integration can be supposed. In



Table 2: Exclusive co-operation (in %, base: co-operating firms)
Exklusive Kooperation (in %, Basis: kooperierende
Unternehmen)

firms with exclusive

partnerships

SE LE all
no exclusive co-operation 48.8 73.3 | 53.3
interviewed firm as supplier 329 20.0 | 32.7
single customer co-operation 7.3 - 4.4
bilateral exclusivity 11.0 6.7 9.4
r 100.0  100.0 | 100.0
n 82 30 150
x-Test of independence:"*

Source: Own investigations, 1995

U The analysis was principally carried out in cross-
tabulations with y*-n x m tests of independence. For lack of
space the cross-tabulations are not completely represented.
Instead, single rows/columns of different tables were ar-
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n/] l single supplier co-operation

" | single customer co-operation .
60 — :

l bilateral exclusivity

all customers
40 —
20 —
0 —
small firms medium sized |  medium sized Il large firms
clients

ranged in one table. The result of the significance tests for
each complete table is reported in the corresponding row/
column of the respective table.

* significant at 10% level
significant at 5% level
significant at 1% level
not significant

**

xx

n.s.

contrast to exclusive client co-operation also the client
is interested in keeping up this relationship, as a
breaking-off causes sunk costs. Correspondingly, for
those small firms, which maintain bilateral exclusive
co-operation, stability and security increase.

One-sided dependency is also likely to exist if the
client holds a considerable share of turnover of the
supplier. In the sample nearly two thirds of the co-
operating small firms have at least one customer
whose share of turnover exceeds 25% (Tab. 3). Even
more, i.e. three quarters of the small firms co-ope-
rating only with large firms belong to that group. In
contrast, in none of the large firms interviewed does
the quantitatively most important customer exceed
this share. A differentiation concerning the intensity
of co-operation (regular partnership, close co-opera-
tion, data co-operation, exclusive client/bilateral co-
operation!’), does not show a significant difference in
the share of turnover of clients. Thus, the economic
dependence of the majority of small firms is caused
less by co-operation-specific features than by size-
related characteristics of client relations of small
firms.

Fig. 3: Firm size of clients in exclusive relationships (in %
of partners of each category, multiple response)
Source: Own investigations, 1995
Unternehmensgroflen der Partner in exklusiven Bezie-
hungen (in % der Partner nach Groflenklassen, Mehr-
fachantworten)

For a further evaluation of dependencies the sub-
jective estimation of problems in co-operation has to
be regarded. About 10% of the firms interviewed

Table 3: Maximum share of turnover of largest co-operating clients
and size category (in %, base: co-operating firms)
Maximaler Umsatzanteil kooperierender Kunden und
Grofe der befragten Unternehmen (in %, Basis: koope-
rierende Unternehmen)

max. firms interviewed
share of
turnover SE MEI MEII LE all
<25% 39.3 75.0 100.0 100.0 59.1
26-49 % 446 125 - - 29.1
=50% 16.1 12.5 - - 11.8
)3 100.0 100.0 100.0 100.0 100.0
n 56 16 6 15 93

1~ Test of independence:)***

Source: Own investigations, 1995
D See Table 1
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admitted problems in their co-operation concerning
power distribution. Small firms recognize less power-
related problems than large firms (10% compared to
29%). Also, small firms co-operating only with large
customers do not regard power and dependence as a
big problem. Nevertheless, power-related problems
are not independent of size: firms co-operating only
with small clients never stated this problem. The con-
sideration of unequal power relationships between
co-operating large and small firms as naturally given
can be an explanation for the unexpected result.

Therefore, customer relationships between small
and large companies are predominantly marked by a
lack of redundancy and by economic dependencies,
mainly in the shape of one-sided dependencies. An
upgrading of the power position of small firms with
regard to large enterprises can be most likely expected
for small firms realising niche strategies as single sup-
pliers.

4.3 Strategic co-operation functions

In this analysis research and development are
reconsidered as strategic enterprise functions. This
criterion has a double relevance: first, the input of
strategic resources by the weaker co-operation part-
ner raises his power position and, secondly, the inno-
vative potential of the region is used and increased.

In order to avoid an underestimation of develop-
ment activities of small firms, development co-opera-
tion is defined quite broadly: as joint product develop-
ment as well as activities supporting the development
of the customer by know-how transfer. The share of
the so defined development co-operation in all cases of
client co-operation is 39 %, small firms slightly exceed
the average value. The partners in development co-
operation are mostly large firms. Small firms only
make up 13% of the partners instead (Fig. 4) which
means lower than their share in all co-operating
customers. Small firms occupy a low position in devel-
opment co-operation in their size class (17 %), on the
other hand 58% of their partners are large firms.
Even here hierarchical co-operation referring to the
size relations predominates.

However, the generally high importance of devel-
opment co-operation demonstrates that the inno-
vative potential of the region is used in co-operation.

1) Data co-operation is characterized by far-reaching
activities as exchange of internal data, joint electronic data
systems etc. Single client and bilateral co-operation have
been summarized here as exclusive relationships. Both,
from the viewpoint of the firms interviewed, can be defined
as strong ties.

Table 4: Innovation and intensity of co-operation (innovating firms
in %, base: all firms of a co-operation type)
Innovationen und Kooperationsintensitit (innovierende
Unternehmen in %, Basis: kooperierende Unternehmen
nach Kooperationsarten)

intensity of co-operation

firms |none regular close data bilat- all |y°-7est| n
eral/ firms |of inde-
single pen-
client dence”

a)small 71.4 80.0 63.9 80.0 60.0 69.4| n.s. |95
b) large| 66.7 87.5 83.5 100.0 100.0 87.5| n.s. | 32
cyall [80.0 86.0 71.0 81.8 72.7 77.4| n.s. (186

Source: Own investigations, 1995

1) See Table 1

The high share of know-how-intensive co-operation
of small regional firms can signify a levelling out of
the power difference characterized above.

4.4 Co-operation and firm success

As was formulated above, for utilization in a re-
gional development strategy small firm co-operation
has to stand in a positive relationship towards firm
success. In comparison with the other criteria under
examination as a frame of reference it has to be com-
pared not only with firms of other size categories but
also with the success of firms that do not co-operate.
As indicators of success “innovation” and ‘““‘turn-
over” have been chosen.

4.4.1 Innovation

Innovation in this study is defined as the implemen-
tation of incremental changes and new development.
More than three quarters of the firms interviewed
introduce innovations; differences exist mainly be-
tween the size classes: small firms make changes to a
lesser extent than firms of other size classes (Tab. 4).

Obviously the existence of co-operation does not
have a positive influence on innovation. Small firms
that do not co-operate with their customers do not
make less changes than co-operating firms. The same
result is valid for all firms. Also, a distinction regard-
ing the intensity of co-operation shows no significant
results. Regarding single results, for small firms it can
be stated that close co-operation and exclusive client/
bilateral relationships are linked to the lowest inno-
vation quotas (Tab. 4, a). Thus, for smaller firms in-
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Table 5: Innovation and co-operation with small/large clients
(innovating firms in %, base: co-operating firms)
Innovationen und Abnehmerkooperationen mit Klein-/
Grofunternehmen (innovierende Unternchmen in %,
Basis: kooperierende Unternehmen)

firms interviewed
partners a) SE b) LE c)all
SME 76.2 100.0 81.3
LE 63.9 76.9 75.3
-Test of
independence” n.s. n.s. n.s.
n 57 17 105

Source: Own investigations, 1995
D See Table 1

tense ties do not seem to foster innovation (Tab. 4, b)
which corresponds with results of network analysis
and studies of the “strength of weak ties” (GRANOVET-
TER 1973). Only co-operation linked to new infor-
mation technologies accompanies a higher innovation
quota, however a correlation of development co-ope-
ration of small firms and innovation cannot be con-
firmed.

Even if there is no general correlation beween inno-
vation quota and size of co-operating firms (Tab. 5),
as a tendency the differentiation of the size classes of
customers shows that the innovation quota of firms
co-operating only with small and medium-sized cus-
tomers is higher than that of those co-operating only
with large firms (Tab. 5, c¢). This tendency is also
visible for small firms which co-operate anyway to a
larger extent with small enterprises (Tab. 5, a). The
same tendencies are obvious regarding development
co-operation.

The distinction between different types of exclusive
co-operation and those firms keeping only redundant
relations shows that small single suppliers are more
likely to make changes than firms maintaining other
types of exclusive co-operation (Tab. 6, a). Firms with
only a single client have the lowest innovation quota,
while it is significantly higher for those firms which
maintain bilateral exclusive relationships. For both
types of co-operation strong relationships have been
assumed above, but only for the former do one-sided
dependencies exist. Thus, these seem to stand in
negative correlation with innovation. This assump-
tion is also confirmed by the weaker economic depen-
dence of single suppliers on their clients: only 29.4 %
have a customer with a turnover share of more than

Table 6: Innovation and exclusive relationships of firms interviewed
(innovating firms in %, base: co-operating firms)
Innovationen und exklusive Bezichungen (innovierende
Unternehmenin % , Basis: kooperierende Unternehmen)

exclusive co-operation
firms none single single bilat- all |x’-7est | n
sup- client eral firms |of inde-
plier pen-
dence”
a)small | 62.5 85.2 33.3 77.8 69.5 | ** |82
b) large | 86.4 100.0 -  100.0 90.0 | =s. | 30
c)all 75.0 82.7 429 86.7 77.2 * ]158

Source: Own investigations, 1995
D See Table 1

25% (Tab. 7). In contrast, 74% of the firms that are
not exclusive suppliers have a customer which exceeds
this share. These results show that intense ties are not
by themselves linked to a lower innovation quota,
instead, power-relationships seem to play a role.

As can be seen from the tables most correlations
between innovation and type of co-operation are not
statistically significant. Thus, neither the existence of
co-operation nor a special kind of co-operation leads
with a high probability to innovation. Nevertheless,
for small firms the results show that tendentially equi-
librated power positions are more likely bound to
innovation than are big power differences.

Table 7: Non-redundant co-operation of small firms: maximum
share of turnover of co-operating customers (in %, base: co-operat-
ing small firms)

Umsatzanteile von mit Kunden kooperierenden KU in
nicht-redundanten Kooperationen (in %, Basis: ko-
operierende KU)

exclusive co-operation
max.
share of | none  single single  bilat- all
turn-over supplier client eral
=25% 29.6 70.6 - 28.6 39.3
26-49% | 51.9 23.5 80.0 429 44.6
=50% 18.5 5.9 20.0 28.6 16.1
z 100.0  100.0  100.0  100.0  100.0
n 27 17 5 7 56

1’ Test of independence:)**

Source: Own investigations, 1995
D See Table 1
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80 — firma interviewad: Table 8: Deuelz_)pment of turnover and intensity of co-operation of
% small firms (in %, base: small firms)
o i# Umsatzentwicklung und Kooperationsintensitit kleiner
RIS Unternehmen (in %, Basis: KU)
60 —| intensity of co-operation
l large firms
turnover | no co- regular close data bilateral/ all
opera- single
| diidis tion client
40 positive 25.0 42.1 529 50.0 71.4 49.4
constant 41.7 10.5 14.7 40.0 28.6 225
negative 38.3 47.4 324 10.0 - 28.1
) 100.0  100.0 100.0 100.0 100.0 100.0
20 — n 12 19 34 10 14 89
- Test of independence:")**
Source: Own investigations, 1995
D See Table 1
<]
small firms medium sized | medium sized Il large firms the exclusive production for him, is connected with
clients the most positive development of turnover of the small

Fig. 4: Firm size of partners in development co-operation
(in % of development co-operation partners of each size
category, multiple response)

Source: Own investigations, 1995

Unternehmensgrofien der Partner in Entwicklungskoope-
rationen (in % der Partner fiir Entwicklungskooperatio-
nen nach Groflenklassen, Mehrfachantworten)

4.4.2 Development of turnover

Because of the downward economic trend and
structural problems in the machinery industry the
market situation in the 90s has been extremely diffi-
cult. This can also be seen in the statements concern-
ing the development of turnover in the last three years
of the firms questioned. Nearly half of the firms inter-
viewed had a positive development of turnover in that
time, almost one third a negative. For small firms the
development was about average (Tab. 8). A general
correlation between the existence of customer co-ope-
ration and development of turnover in the last three
years cannot be found. However, as a single result,
small firms had a far more positive development when
they have a co-operation than when they have none
(Tab. 8).

A differentiation of the intensity of co-operation
shows a more positive development of turnover with
increasing intensity of customer relationship (Tab. 8).
The tightest form of being bound to a customer, i.e.

firms interviewed. It has already been outlined above
that such a situation creates a high level of dependence
as, for the supplier, the maintenance of the co-ope-
ration is essential for his survival. Apparently, this
relationship has also advantages for the supplier,
because it creates trust and a feeling of responsibility
for the supplier which can result in giving preference
to the supplier in placing orders.

In contrast to innovation the correlation between
the size of the co-operating client and the develop-
ment of turnover is significant. Also for the small
firms of the sample clear results can be seen (Tab. 9):
small firms co-operating only with other small firms
record a higher percentage of positive developments
than those co-operating only with large firms. Re-
garding only development co-operation the same
correlations can be noted: those few small enterprises
co-operating only in their own size category devel-
oped positively, with one exception. Small firms
which have development activities only with large
firms have a clearly lower quota of positive develop-
ments (46 %).

With regard to the correlation between co-opera-
tion and development of turnover it can be stated that
for small firms an intense co-operation shows a posi-
tive correlation with their economic development,
which stands in contrast to the other indicator of firm
success: innovation. Thus, for small firms co-opera-
tion seems to exercise a stabilizing effect on their
economic situation but does not utilize creative poten-
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Table 9: Small firms: development of turnover and size category of
co-operating clients (in %, base: co-operating small firms)
Umsatzentwicklung von KU und Grofie kooperierender
Abnehmer (in %, Basis: kooperierende KU)

Table 10: Firm size and grouped locations of clients (in %, base:
co-operating firms)
Unternehmensgrofe und gruppierte Abnehmerstandorte
(in %, Basis: kooperierende Unternehmen)

co-operating clients locations SE LE all

turnover SMEs only LEs all clients only Franconia/

adjacent Lander 55.0 18.5 40.4
posinye 6l 463 2.8 all over Germany 31.2 22.2 30.5
DL - SL.8 152 international 138 593 | 29.1
negative 38.1 21.8 28.3

z 100.0 100.0 100.0
L 100.0 100.0 100.0 n 80 27 151
n 21 32 53

- Test of independence:)**

Source: Own investigations, 1995
D See Table 1

tials. This underlines its significance as a ‘classical’
supplier-client relationship. The effects regarding the
size of the customers indicate the same tendency for
turnover and innovation: small firms co-operating
only with large firms tend to have a less positive devel-
opment than those collaborating with other partners.
Based on these results we cannot confirm the assump-
tion of bilateral positive effects as would be indicated
by a convergence of small and large firms through
co-operation.

4.5 Spatial structure of co-operative relationships

As outlined above it is essential for a co-operative
regional development strategy that co-operation activ-
ities are linked to regional product cycles. As firms
from all over the area were recorded in the sample also
the adjacent Lander were included in the definition of
the co-operation region.

More than one third of the co-operating customers
(39%) are located in Franconia and the adjacent Lan-
der. Especially, small firms show a strong regional
preference in their co-operative behaviour: more than
half of them only collaborate with partners in the
co-operation region, which is significantly different
from the other size classes (Tab. 10). Thus, regional
product cycles result to a great extent from small
firms. The regional co-operation partners of small
firms are mostly large firms, with regard to their share
of all partners, so that we have a predominance of
size-related hierarchical relationships as in the whole
sample. Economic dependencies, indicated by the
share of turnover of the clients, show higher depend-

1-Test of independence:)***

Source: Own investigations, 1995
D See Table 1

encies within the regions (Tab. 11): The largest part of
the small firms co-operating only in Franconia have at
least one client with a share of turnover of more than
25% . Internationally co-operating small firms show
an inverse relation: they predominantly have cus-
tomers with a share of under 25%.

A distinction of the types of co-operation indicates
that small firms mainly collaborate within the region,
independent of the intensity of co-operation. Firms
co-operating only with one customer are to a greater
extent regionally orientated.

Development co-operation compared with other
types of co-operation is to a greater extent realised

Table 11: Small firms: maximum share of turnover and location of
clients (in P, base: co-operating small firms)
Umsatzanteile und Standorte kooperierender Abnehmer

von kleinen Unternehmen (in %, Basis: kooperierende
KU)

location
max. share only Germany inter- all
of turnover | Franconia national
<25% 16.7 41.9 85.7 39.3
26 % -50% 55:5 45.2 14.3 44.6
=50% 27.8 12.9 - 16.1
z 100.0 100.0  100.0  100.0
n 18 31 7 56

- Test of independence:)**

Source: Own investigations, 1995
D See Table 1
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80 — Franconia/ Table 12: Most important co-operation activities and location of
% . adjacent clients (in %o of all activities, multiple response)
Lander Wichtigste Kooperationsaktivititen und Standorte ko-
operierender Abnehmer (in % der genannten Aktiviti-
Germany ten, Mehrfachantworten)

60 —

Foreign
countries

40 —
20 —
0
small firms large firms all firms
clients

Fig. 5: Location of clients with development co-operation
(in % of development co-operation partners of each size
category, multiple response)

Source: Own investigations, 1995
Entwicklungskooperationen und Standorte der Kunden
(in % der Partner fiir Entwicklungskooperationen nach
Groflenklassen, Mehrfachantworten)

outside the region, though, small firms still have
most of their partners for co-operation in development
within the region (Fig. 5). In order to know if the
strategic significance of co-operation is generally low
in the region, co-operation activities have been exam-
ined according to their spatial context (Tab. 12). The
regional activities of small firms differ clearly from
those of large firms. While the latter have their main
focus of regional co-operation activity on distribution
and customer services, small firms’ regional activities
are dominated by production planning and support of
development. In contrast to the large firms for them
no lower strategic relevance of regional compared to
extraregional co-operation activities can be stated.
Nevertheless, a strong emphasis on production-related
activities which underlines the supplier function of
many small firms becomes visible.

As has been demonstrated, regional product cycles
are dominated by co-operation between small and
large firms, which can be characterized by strong
dependencies. As shown above, such strong ties have

small firms large firms

activities re- na- inter- | re- na- inter-

gional tional na- |gional tional na-

tional tional

production
planning 19.4 20.0 23.6( 12.5 11.7 20.8
support of
development | 13.2 19.7 10.5( 3.0 129 17.0
data networks| 8.5 10.2 13.1 8.3 142 13.0
distribution/
client service 52 35 - 21.8 86 5.0
production
instructions 10.8 10.6 5.2 12.5 11.1 8.9
problem-
solving 11.5 16.2 10.5( 3.1 2.5 2.0
others 314 19.8 37.1| 38.8 39.0 33.3
)3 100.0 100.0 100.0|100.0 100.0 100.0
n 126 401 96 27 113 239

Source: Own investigations, 1995

to be seen ambiguously: on the one hand they can
create trust and stabilize the market situation of the
supplier, on the other hand they do not foster inno-
vation and can lead to exploitation and aggravate eco-
nomic crisis. Nevertheless, more than firms of other
size categories small firms exercise their strategic
activities in the region.

5 Conclusions

As the exposition has shown the correlations exam-
ined are not as clear as the outlined dichotomy conver-
gence vs. domination would let us assume. Especially
for the relationship between co-operation and firm
success a specific effect of size differences in co-ope-
ration can only be pointed out as a tendency, while,
regarding spatial structure and economic depend-
encies in co-operation relatively clear results can be
noticed.

For small firms client co-operation is bound to
strong economic dependencies; for a smaller part
even dependencies relating to production engineering
exist. Thus, non-redundant and strong ties are a
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special feature of co-operation of small firms in the
research area. The correlation between intensive ties
and a firm’s success shows opposite directions for both
indicators. On the one hand, this can indicate that
small firms cannot convert their strategic potentials
into innovation, which means that co-operation bene-
fits cannot be realised adequately. On the other hand,
it points out the strength of strong ties which seem to
secure the survival of small firms exposed to the high
competition in global markets, rather than weak ties.
Although the firm structure in the research area is
predominantly characterized by small and medium-
sized firms, co-operation between small and medium-
sized firms which is favoured by advocates of co-ope-
rative regional development strategies, only makes up
a small part of all cases of co-operation. In develop-
ment co-operation their share is even smaller. None-
theless, this type of co-operation is tied to a more
positive firm development than cooperation between
small and large firms. However, the latter dominates
as co-operation form of the firms interviewed.
Furthermore, little proof for the convergence of
large and small firms was found regarding regional
product cycles. The relationships of small and large
firms are more often marked by economic depend-
encies in the intraregional than in the extraregional
context. However, in intraregional hierarchical re-
lationships small firms use their strategic potential,
which obviously does not lead to higher innovation
but can foster trust and stabilize their relationship.
In the light of these results it cannot be concluded
that co-operation itself is a regional potential for the
realisation of an endogenous development strategy.
The dominating type of co-operation, the collabora-
tion between small and large firms shows features of
vertical near-integration, which gives the small sup-
plier more stability and enlarges the influence of the
large client by preserving the flexibility of a supplier-
client relationship. Thus, it can also be used to the
disadvantage of the small firm: as global competition
is omnipresent large firms can exert pressure on price
structures and can demand ruinous flexibility. Al-
though features of the dominance position are visible,
such a conclusion would neglect activities and self-
definition of the small firms. As was shown, most of
the small firms interviewed have no problems related
to power differences. They themselves emphasize
their strategic input in co-operation with large firms
and contribute to the success of the client which also
can exert a positive feedback on the position of the
small firm. Considering the results, it has to be
questioned whether this kind of co-operation is a
promising potential for a regional development strat-

egy, however, it is not simply an indicator for the
exploitation of small firms.

Although small firms co-operating with other small
and medium-sized firms have had a clearly more
positive development it remains open whether the few
intraregional cases of small firm co-operation are a
guideline for a regional development strategy. Market
situations and potentials have to be examined more
closely in order to clarify whether not only hardly
expansionable market niches are occupied.
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