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1.2 Summary of objectives, substantiation and implementation

The crucia actors of a global economy are multinational companies (MNC) which are on no
account ,, footloose companies‘. To a considerable extent they are dependent on an efficient
institutional environment, since their competitive advantage in a world-wide competition
depends also on the cross-border utilization of regional and national capabilities. Therefore,
MNCs can be analyzed as international networks for the inner-organizational transfer of tech-
nological competences. Complementary to these transnational networks, the innovativeness of
the economy is also based on regional innovation systems. Similar to MNCs, these innovation
systems are also based on the existence of knowledge-based, learning networks. Multinational
networks as well as regional networks can facilitate the emergence and utilization of inno-
vations. The internationalization of companies facilitates cross-border processes of learning
while the regional embeddedness of companies supports the emergence of close, trust-based
relationships between different companies and between scientific, political and economic
institutions.

In the project proposed here, the relationship between organizational, multinational and
regiona arenas of knowledge production and knowledge transfer will be examined taking the
example of selected innovation projects in four French and four German subsidiaries of multi-
national enterprises. In order to analyze the interaction between organizational and regional
arenas of knowledge creation, we will examine the regional economic and governance struc-
tures and regional cluster and network policies pursued in the home regions of these eight sub-
sidiaries. In thisway, the international and interdisciplinary project team will be able to analyze
firstly the strategic utilization of regiona institutions and networks by multinational compa
nies, secondly the integration of multinational companies into regional networks and thirdly the
effectiveness of political attempts to regionally embedding multinational companies. Comple-
mentary to these eight innovation, organizational, and regiona case studies, fourthly the
guantitative distribution of regional and organizational capabilitiesin Europe will be examined.
Through the evaluation of selected records (REGIO, 1SI-production-innovation enquiry, CIS3)
the eight case studies are to be put into a wider framework.

Hereby, the following hypotheses should be checked:



e Regional bases of organizational capabilities (H1): An important foundation for the
innovative capability of multinational companies is the ability to exploit the specific
advantages of regionally concentrated suppliers, customers, competitors and institutions
and the proximity to strategic markets. These regional advantages can play an essential
role in the company-wide negotiation and exchange rel ationships of MNCs.

e Organizational bases of regional capabilities (H2): At the same time multinational
enterprises can considerably enhance the knowledge base of regiona innovation sys-
tems. Regional institutions and companies can profit from the efforts of multinationa
enterprises and their local subsidiaries in recruiting, procurement, research, develop-
ment, and education.

e Political initiatives to facilitate regional learning processes (H3): The reciprocal
learning processes of regional companies, regional institutions and multinational enter-
prises can be supported to a certain extent by cluster policies, i.e. through the systematic
development of regional networks. In this way, multinational enterprises can be inte-
grated in regional institutions and networks.

e Concentration of regional and organizational capabilities in Europe (H4): scientific,
technological, organizational and regional capabilities in Europe are spatially concen-
trated to a considerable extent in the classical European core region, the city belt from
Southern England, Belgium, the Netherlands, Ile-de-France and Western Germany to
Switzerland, Austriaand Northern Italy.

The project will be carried out by an international and inter-disciplinary team (Bamberg Uni-
versity, Fraunhofer Institute for system technology and innovation research, Institut Européen
d'Etudes Commerciales Supérieures of the Université R. Schuman, Strasbourg).

1.3  Zusammenfassung von Zielsetzung, Begrindung und Durchfiihrung

Die zentralen Akteure einer globalisierten Wirtschaft snd multinationale Unternehmen (MNU).
Diese sind keinesfalls ,, footloose companies’; sondern sind in erheblichem Male auf ein leis-
tungsfahiges institutionelles Umfeld angewiesen. Ihr Vorsprung in einem weltweiten Wett-
bewerb erwéchst auch auf der grenziberschreitenden Nutzung regionaler und nationaler Vor-
teile. Deshalb kdnnen MNUSs als grenziberschreitende Netzwerke zum innerorganisatorischen
Transfer wissenschaftlicher, technologischer, organisatorischer und wirtschaftlicher Kompe-
tenzen verstanden werden. Komplementér hierzu beruht auch die Leistungsfahigkeit regionaler
Innovationssysteme auf der Existenz wissensbasierter, lernender Netzwerke. Sowohl regionale
als auch multinationale Netzwerke kénnen somit die Hervorbringung und Nutzung von Inno-
vationen unterstitzen: Eine Internationalisierung von Unternehmen ermdglicht grenziiber-
schreitende Lernprozesse etwa bei der Entwicklung neuer Produkte und Dienstleistungen, bei
der Koordinierung von Produktionsprozessen oder der Erschlief3ung neuer Mérkte. Eine stér-
kere regionale Einbettung hingegen ermdglicht dichtere, vertrauensvolle Beziehungen zwi-
schen verschiedenen Unternehmen und zwischen Wissenschaft, Politik und Wirtschaft.

In dem hier vorgestellten Projekt soll das Verhdltnis betrieblicher, multinationaler und
regionaler Arenen der Wissenserzeugung und des Wissenstransfers am Beispiel ausgewahlter
Innovationsvorhaben in je vier franzosischen und deutschen Niederlassungen multinationaler
Unternehmen untersucht werden. Gleichzeitig sollen die regionalen Wirtschafts- und Regu-
lationsstrukturen und eventuell in der Region verfolgte Cluster- und Netzwerkpolitiken rekon-
struiert werden. Hierdurch soll erstens die strategische Nutzung regionaer Institutionen und
Netzwerke durch multinationale Unternehmen, zweitens die Einbindung multinationaler Unter-
nehmen in regionae Netzwerke, und drittens die politischen Versuche zur regionalen Einbettung
multinationaler Unternehmen rekonstruiert werden. Komplementér zu diesen acht Unternehmens-,
Innovations- und Regionalfallstudien soll viertens die quantitative Verteilung regionaler und or-
ganisatorischer Fahigkeiten in Europa untersucht werden. Durch die Auswertung ausgewahlter



Datensdtze (REGIO, 1SI-Produktionsinnovationserhebung, CIS3) sollen die acht Unterneh-

mens-, Innovations- und Regionalfallstudien in einen breiteren Rahmen gestellt werden.
Hierdurch sollen die folgenden Hypothesen Uberprift werden:

e Regionale Grundlagen organisatorischer Fahigkeiten (H1): Eine wichtige Grundlage fur die
Innovationsfahigkeit multinationaler Unternehmen ist die Einbettung in regionae
Innovationssysteme, um spezifische Wissensvorteile zu nutzen oder die Nadhe zu
strategischen  Mérkten zu redliseren. Hieraus erwachsen Kompetenz- und
Innovationsvorteile, die in konzernweiten Aushandlungs- und Austauschbeziehungen zur
Geltung gebracht werden.

e Organisatorische Grundlagen regionaler Fahigkeiten (H2): Gleichzeitig kdnnen multinatio-
nale Unternehmen einen erheblichen Beitrag zur Leistungsfahigkeit regionaler Innovations-
systeme leisten. Regionale Institutionen und Unternehmen kénnen von den Rekrutierungs-,
Beschaffungs-, Forschungs-, Entwicklungs- und Ausbildungsanstrengungen multinationaler
Unternehmen und ihrer ortsansassigen Niederlassungen profitieren.

e Politische Gestaltbarkeit regionaler Lernprozesse (H3): Diese wechselseitigen Lernprozesse
von regionalen Unternehmen, regiona en Ingtitutionen und multinationalen Unternehmen kon-
nen in gewissem Umfang durch Clusterpolitiken, d.h. durch die systematische Entwicklung
regionaler Netzwerke, unterstiitzt werden. Hierdurch kénnen multinationale Unternehmen ge-
zidt in regionae Institutionen und Netzwerke einbezogen werden.

e Konzentration regionaler und organisatorischer Fahigkeiten in Europa (H4): Wissenschaft-
liche, technologische und wirtschaftliche Fahigkeiten sind in Europa in erheblichem Mal3e
réaumlich konzentriert.

Das Projekt wird von einem internationalen und interdisziplindren Team (Universitét Bamberg,

Fraunhofer-Institut fir Systemtechnik und Innovationsforschung, Institut Européen d'Etudes

Commerciales Supérieures der Université R. Schuman, Strasbourg) durchgefihrt.

2. Assessment of the topic and object of research within the
inter national state of the art

The proposed project focuses on the strategic use of regionally concentrated innovative com-
petences by multinational enterprises and on the regional integration of multinational com-
panies. Therefore, in the following we will discuss briefly the current research on the regional
prerequisites and consequences of organizationa innovations in a globalized knowledge so-
ciety. In order to analyze the relationship of regional and multinational arenas of knowledge
creation, it is necessary to reconstruct and if possible to link two different debates, which, up to
now have proceeded independently - on the one hand the debate concerning regional cluster or
innovation systems (2.1), on the other hand, the debate about learning in multinational enter-
prises (2.2.).

2.1 Regional innovation systems as arenas of networked learning pro-
cesses

The debate concerning the social prerequisites of innovations is focused above al on the pro-
cess of creation of new products, services and procedures and not primarily on the results of
this process. Therefore, the prerequisites for the continuous emergence of innovations in a
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knowledge-based society become the centre of attention (Powell 2004).! Furthermore, inno-
vation processes can be organized less and less as linear sequences of basic research, applied
research and realization, since the uncertainties associated with innovations increase con-
siderably through the accelerated change processes and the globalization of the economy. In-
novation processes can therefore no longer be sequentially ordered (Metcalfe 1995: 461). They
are increasingly characterized by feedback loops, interactive and recursive learning processes,
and power and exchange processes (Koschatzky 2001: 38-62, Krohn 1997). This has been
described as atransition from linear to systemic innovation processes, as a change from ,, Mode
1* to ,Mode 2“ types of knowledge production (Gibbons et al. 1994, Nowotny et al. 2001) or
as a change from industrialy-driven to university-driven innovation processes (Etzko-
witz/Leydesdorff 1997, 2000).

This increasing openness and uncertainty of innovation processes is connected with an
increasing significance of innovation networks: Inter-organizational networks have been ana-
lyzed as arenas for systemic innovation and learning processes (Rammert 2000, Freeman 1991,
Saxenian 1994, Powell et a. 1996). On the other hand, Freeman (1997) has already drawn
attention to the fact that the increasing significance of networks is accompanied by the
increasing importance of innovation systems (Edquist 1997, 2001). Such systems have been
defined as ,, set of distinct institutions which jointly and individually contribute to the devel op-
ment and diffusion of new technologies... it is a system of interconnected institutions to create,
store and transfer the knowledge, skills and artifacts which define new technologies.” (Met-
calfe 1995: 462-3) Regional (Cooke et a. 2004, Asheim/Isaksen 2002) and national innovation
systems (Lundvall 1992, Nelson 1993, Lundvall 2002) are the centre of attention. Different
types of regional innovation systems are analysed as industrial districts (Pyke et a. 1990),
innovative milieus (Camagni 1991; Crevoisier 2004) and clusters (Porter 1998, Maskell 2001b,
Cooke 2002). The genera assumption is, that innovation processes are still regionally concen-
trated to a considerable extent: ,,Microregions are increasingly becoming one of the leading
motors of economic development, and gateways of countries to the global market place® (Dun-
ning 2000: 29). Economic regions are not outdated ways of organizing economic activities
which are condemned to be overthrown in a globally integrated economy. Rather, they will still
play an important role for the accumulation, development and preservation of technical, eco-
nomic and scientific knowledge. The reasons for these agglomeration effects are seen in trans-
action cost savings, in learning advantages of regional proximity, in the chance to establish
interaction-based trust relationships, in which information can be easily shared simply by being
present in the region (,buzz”) and in the provision of products, services and qualifications that
are adjusted to the needs of the respective companies.

The central strengths of clusters are learning and innovation advantages (Mam-
berg/Maskell 2002). On the one hand, these innovation advantages are a result of interorgani-
sational regiona networks, i.e. durable, trust-based relationships between regional companies
and their suppliers, clients and competitors (Weyer et al. 1997). On the other hand, they are a
result of regional institutions, which provide specific collective competition goods tailored to
the needs of the respective cluster (cf. Crouch et al. 2001) thus stabilizing interorganisational
patterns of cooperation. Regional capabilities, therefore, are the result of institutionally-stabi-
lized and trust-based networks of regional companies, education, technology transfer, research
and development facilities and political actors. These networks facilitate the reciprocal irrita-
tion of technological, scientific, political and economic perspectives, thus promoting the capa-
bilities of regional companies. These capabilities have been defined as , the firm's ability to
integrate, build, and reconfigure internal and external competences to address rapidly-
changing environments.” (Teece et al. 1997: 516)

! The EU defines innovations as the , transformation of an idea into a marketable product or service, a

new or improved manufacturing or distribution process, or a new method of social service. The term thus
refersto the process.” (European Commission 1995 4)



Regional communication and cooperation networks have a two-fold advantage: On the
one hand, direct and more frequent contacts as well as regional identities and traditional forms
of socializing increase the chances for the development of trust relationships and common
views on the world. On the other hand, the possibility for the transfer of implicit, context-spe-
cific, non-negotiable knowledge increases - a genuine advantage of networks. The more easily
and faster explicit, scientifically-systematized knowledge is globally available, the more im-
portant context-specific, implicit knowledge becomes. Context-specific knowledge is a crucial
factor for the development of new technologies and procedures. ,,a significant amount of inno-
vations and improvements are originated through 'learning-by-doing' and learning-by-using* "
(Dosi 1988: 223). Through spatial proximity, the chances for direct interactions and intensive,
trust-based cooperation relationships increase (Scott 1995: 54). Such learning effects Krugman
(1991: 52) designates as ,, technological spill-over or ,,knowledge spill-over”; they refer on the
experiences and the implicit store of knowledge, which companies and employees collect
during the intensive use of a specific product or atechnology.

However, regions are not closed containers, whose economic strengths exist independ-
ently of their international environment (L6éw 2001, Pries 1997). More and more, regional
innovation systems are open, world-wide connected spaces, which must assert themselves in
globa competition (Koschatzky 2005). The central actors of the actual globalization process
are multinational enterprises (Held 1999, Pries 2003). However, in the current debate about
regiona learning, the relationship between multinational enterprises and regional innovation
systems was barely discussed. Rightly, Rugman/V erbeck therefore emphasize (2003: 151) , the
traditional focus on domestic clusters (...) largely neglects the value of trans-border multi-
national enterprise activity.” This is a serious omission, since the innovativeness and the in-
vestment decisions of multinational enterprises are strongly dependent on the regiona
environment of their subsidiaries and the possibility of using the corresponding innovative
advantages. Thiswill be discussed in the following.

2.2 Organizational learning in multinational companies

Multinational enterprises are the crucial actors of the global economy. The currently 61,000
multinational enterprises control approximately three quarters of the commercial technical
knowledge. Their turnover is 50 % higher than the reported foreign trade - and it is aso
increasing faster. In the last decade, direct investments in foreign countries have grown twice
as fast as global exports and have risen approximately three times as fast as global production
(cf. Scaperlanda 1993, UNCTAD 2004).

From a theoretica point of view, the central position of multinational companies
(MNC) raises the question, why do companies in their geographical diversification strategies
opt for inner-organizational forms of control and coordination and not for market-based forms
of coordination such as, for example, exports or franchising (Dunning 1988). In a static per-
spective, the answer lies in transaction cost advantages of organizations; in a dynamic perspec-
tive, the mgor advantages of MNCs are the greater flexibility (Buckley/Casson 1998) and the
cross-border utilization of technological and organizational competences (cf. Granstrand et al.
1992; Scaperlanda 1993; Howells 1990; Zander 1998): ,In our view, firms are efficient means
by which knowledge is created and transferred* (Kogut/Zander 1993: 631). Multinational
enterprises are therefore ,,essentially a mechanism of the internationalization of the transfer of
knowledge and technologies® (Stichweh 1999). Through internationalization, enterprises
attempt to use their specific competences in severa markets (Chandler 1992). The question of
the convergence or divergence of business and regional cultures and the ways and means of a
culturally-adequate transfer of information and knowledge therefore plays an outstanding role.
For example, MNCs can use product, production, distribution and development competences,



which they accumulated in the homeland, in other sociocultural and institutional contexts. The
existence of such international inner-organizational learning and synergy effects distinguishes
multinational enterprises from market-based exchange relationships and national companies.

Two different advantages of inner-organizational forms of transnational learning have
to be distinguished: The first advantage can be termed “ globalization advantage” because it is
based on concern-wide uniform procedures, standards and projects. The second advantage is
based on the utilization of the competences of foreign subsidiaries (for these “localization ad-
vantages® cf. Perlmutter 1969, Ghoshal/Nohria 1993, Osterloh/Waibel 1996). In an ideal
situation, companies could combine the advantages of globally-coordinated product and pro-
duction strategies with the advantages of local proximity. Such atransnational strategy is based
on the autonomy of foreign subsidiaries on the one hand (in the sense of self-organizing,
loosely-connected network structures), on the other hand it attempts to integrate the companies
distributed throughout the world into a common group strategy. Transnational enterprises can
therefore be characterized by a reciprocal exchange between different national subsidiaries.
They are polycentric networks of knowledge creation and diffusion combining globalization
and location advantages (cf. Pries 2000).

A particularly interesting field in this respect are entrepreneuria research and devel op-
ment activities (R&D). Until recently most companies still favoured domestic research and
development capacities (cf. Patel/Pavitt 1998). The production of new knowledge was - as far
as this can be measured by patent activities - still concentrated in the homeland of the com-
panies (Archibugi/Michie 1995). But since the 1990s, it seems that MNCs are gradually turning
away from the previous ethnocentric orientation and are developing polycentric R& D patterns.
The share of foreign research departments clearly increases. The internationaization of
research seems to be a consequence of the internationalization of production (Edler et al.
2003). Polycentric R&D structures develop (cf. Patel/Vega 1999), and heterarchical organi-
zational structures rely directly on various national competences (Solvell/Zander 1995). Instead
of aone-way street, in which the technical, economic and scientific knowledge of an advanced
country is transferred to a less-developed country, reciprocal exchange relationships between
complementarily specialized countries are emerging: ,, The largest leading European firms are
moving towards international strategies for technological development to generate geographi-
cally dispersed but complementary streams of innovation through the construction of inter-
national research networks in Europe.” (Cantwell/Janne 1999: 137) In part, the corresponding
location decisions can be influenced by state subsidies (Cantwell/Mudambi 2000). But in
general, the decision between different locations will also reflect the innovativeness of these
locations. Also the internal competition between different subsidiaries of a MNC will reflect
the capabilities of these subsidiaries - and therefore the capabilities of the regional environment
(Birkinshaw/Fey 2000; Birkinshaw 1996). The consequence of such a competition between
different subsidiaries and locations may well be concentrated on only a few locations world-
wide (Meyer-Krahmer/Reger 1999).

Mergers and acquisitions are frequently the source of these polycentric innovation
patterns with internationalised research and development structures. Many of the research
centres, that are now in foreign possession, were created and developed in the national context
(cf. Patel 1995: 149f.). Up to now, hardly anything is known about the actual functions of such
heterarchical learning innovation networks (Solvell/Zander 1995).

In conclusion: Through mergers, some multinational enterprises are developing trans-
national innovation networks, which are no longer primarily anchored in one country. This
transforms the type of the organizational knowledge transfers changes within multinational
companies. In the past, companies were embedded much more within one country and concen-
trated on the one-way transfer of organizational and technologica competences
(Ghoshal/Bartlett 1990): Competences developed in the homeland were transferred abroad with
minor adjustments by foreign marketing and production facilities. Due to the liberalization and



globalization of especially European markets, international learning and innovation processes
are increasingly characterized by the reciprocal exchange of competences. This does not
undermine the crucial role of regional and national innovation regimes. However, regional ad-
vantages can increasingly be selected in a global context. Companies are no longer dependent
exclusively on the innovativeness and institutional infrastructure of their home regions. Alter-
native locations can be taken into consideration. In a knowledge society, these advantages are
no longer confined to transaction cost advantages or access to closed national markets, but also
and increasingly the utilization of regional learning and innovation advantages.

Given this potential impact of regional innovation systems for multinational enterprises
and their innovativeness, surprisingly little is known on the relationship between multinational
and regional arenas of knowledge creation. Up to now the two formerly-mentioned debates
have proceeded largely independently of one another. CanielssRomijn (2003: 1253) for
instance note: , The regional agglomeration studies emphasize the favourable impact of geo-
graphical proximity on regional economic performance; but the firms that constitute those
agglomerations largely remain black boxes. In contrast, studies dealing with technological
learning explain economic performance at the firm level without systematically taking account
of the effects of geographical proximity.” Only a few studies analyze the relationship of
regional and interorganizational learning from a empirical (cf. however Phelps/Fuller 2000;
Phelps et a. 2003, Sternberg/Arndt 2001) or theoretical point of view (cf. Dunning 2000, Stor-
per 1997 and Dicken/Mamberg 2001 and the special edition of the journal , Internationa
Studies of Management & Organisation® edited by Birkinshaw/Solvell 2000). A reason for this
surprising decoupling of the debates on regional innovation systems and MNCs may be the
different groups concerned (politicians, management): Whilst the major lessons of the debates
on cluster policies and regional innovation systems concern the type of regional governance
structures, the analysis of multinational enterprises focuses above all on the cross-border co-
ordination of production, distribution, and innovation processes.

3. Goals and hypotheses: The analysis of regionally-embedded
lear ning in multinational enterprises

The project proposed hereby focuses on the strategic use of regional economies by multi-
national enterprises taking the example of organizational innovation processes. Therefore, the
debates on multinational enterprises and regional innovation systems, which, up to now have
been conducted independently, must be brought together. There are several possibilities to
integrate these different approaches. We could concentrate on the question of the regiona
embeddedness of global value chains (Gereffi 1999, Eichhorn et a. 2003) or the type of trans-
national spaces created by MNUSs (Pries 1997, 2000, 2003). But in the context of this project
proposal it seems to be more useful to conceptualize multinational enterprises and regions as
two different arenas for technological, economic and organizational learning. In the following
we will concentrate on regional and company-wide processes of learning. On this basis of these
concepts, we will be able to propose four hypotheses on the interdependencies between
regional and company-wide learning processes.

In order to examine regionally-embedded organizational learning processes in multi-
national enterprises, a theoretical framework is required, that clarifies the relationship of
regiona and concern-wide learning and coordination processes. The interactions between
regiona and organizational learning can be best grasped, if both the regions as well as the mul-
tinational enterprises are understood as social fields (DiMaggio/Powell 1991, Fligstein 20014).
These socid fields are first of all characterized by interorganisationa networks. Both clusters
as well as multinational companies can be analyzed as networks, whose strengths lie in the
creation and recombination of knowledge. Whilst clusters can be conceptualized as spatially



concentrated, inter-organizational relationships, stabilized by persona interactions and com-
mon institutions, multinational companies can be described as cross-border interorganizational
networks (Ghoshal/Bartlett 1990) coordinated by corporate headquarters. These ,, organizations
of organizations* or ,, second-order-companies* (Pries 2000) contribute to the creation of new,
transnationa spaces (Dicken/Mamberg 2001: 359). Thisindicates a crucial difference between
MNCs and clusters. MNCs are inner-organizational networks, while clusters are market net-
works (Teubner 1992).

Secondly, MNCs and cluster are arenas of collective learning. In the first case, learning
is the result of international, company-wide patterns of knowledge creation and transfer (for
example by company-wide methods, development efforts and controlling procedures). In the
second case, interorganizational learning is facilitated by spatial proximity and the cor-
responding patterns of interaction, by institutionally stabilized cooperation relationships (for
example in business associations), by the provision of collective goods (research and develop-
ment, training facilities, technology transfer) and by an intensified competition in spatially
concentrated agglomerations of firms (Maskell/Mamberg 1999, Koschatzky 1998). In the first
case, learning takes place within the framework of hierarchically-ordered power and exchange
relationships, in the second case, learning is facilitated by trust and social proximity (Mam-
berg/Maskell 2002).

This raises the question of the connection between these two different networks and
learning processes. One possibility is the reciprocal stabilization of regional and multinational
networks: On the one hand, multi-national corporations are dependent on the quality of the
regional innovation systems surrounding their subsidiaries - and these subsidiaries also use this
institutional and interorganizational context in order to increase their own innovativeness and
to improve their position within the multinational corporation. This involves, above al, a
regional environment, that offers strategic advantages for companies; for example due to spe-
cific knowledge of regional suppliers, customers or competitors (Reger 1997, Edler et al.
2003). In addition, subsidiaries do not only rely only on their own regional environment but at
least manage to access the respective national innovation system (Meyer-Krahmer 2003). In
general, the use of regional and nationa capabilities is the responsibility of the individual
works and subsidiaries. In this way, subsidiaries can try to improve their position in the cor-
porate system (cf. Kristensen/Zeitlin 2004). However, regional innovation ptoentials also play
a crucial role for the company-wide distribution of responsibilities and resources because the
corporate headquarters has to evaluate the comparative advantages of their operating units —
and in a knowledge-based society this refers also to the innovativeness of the different national
units.

On the other hand, the integration of a region into globa information, trade, and
investment flows is a central prerequisite for the preservation of the regional capabilities and
technological vitality. Multinational enterprises are the most important path for the integration
of a region into globa networks. The success of regional networks depends on whether a
region will become a “Neo-Marshallian node” in national and global information, communi-
cation, investment and production networks (Amin/Thrift 1992). Taking the example of the
Silicon Valley, Gordon (1995: 195) analyzes such network nodes and concludes: ,, (I)ndustrial
districts or innovative milieux are compelled to integrate extra-regional contributions as an
essential component of the regional innovation process itself“(cf. also Voskamp/Wittke 1994).
Such , extra-regiona® linkages are coordinated to a considerable extent by international or
global corporations: ,, MNE as one of the critical channels for organizing cross-border asset-
seeking and asset-exploiting activities not only between different nation states, but also
between micro-regions within different states.” (Dunning 2000: 29) In overview 1, these re-
ciprocal interactions between organizational, corporate and regional networks are graphicaly
illustrated.



Overview 1: The social embeddedness of innovations:
Between organizational, multinational and regional networks
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Ghoshal/Bartlett (1990) demonstrate why regional innovativeness becomes an ever more
important decision criterion for multinational enterprises. They distinguish two different
»worlds*: aworld of relatively autonomous, even if economically interconnected nation states
and a world that is politically and economically largely integrated (cf. Hirst/Thompson 1996,
who analyze the corresponding patterns of globalization as,, international” and ,, transnational*).
In the first case, arelatively low specialization of different national subsidiaries and arelatively
even distribution of the development, production and marketing capacities can be expected -
especialy in such socially embedded economies as the Japanese, German or French. Decisive
for this are ,, strong needs for legitimacy and local isomorphism in each host country” (Ibid p.
612). In an economically more strongly integrated world, however, the specialization within a
multinational group will increase. Multinational enterprises will concentrate an over propor-
tional share of their resources in more innovative regions. More innovative subsidiaries can
even partially escape the control of the corporate headquarters, as Ghoshal/Bartlett (1990: 616)
illustrate by an example: ,, extensive cross-licensing arrangements among all of the producers,
and the resulting close relationships among equipment suppliers, customers, and regulators,
was a main reason... that impeded closer control of the local subsidiary... and allowed the
subsidiary to build up the high level of research and other resources.” The organizational
strategies described by Fligstein (2001b) to reach a relatively autonomous market position
(,conceptions of control“) are pursued analogously also by subsidiaries within a multinational
group. Thisrefersto the social construction of corporate networks.

In conclusion: Regional capabilities are based essentially on the utilization and
advancement of context-specific, tacit knowledge in regional, institutionally-stabilized com-
munication and cooperation networks. Such regional innovation capabilities are an important
resource also within a globally integrated economy — especialy for multinational companies.
With the transformation from an internationally integrated to a transnational economy, the role
of these capabilities changes. The degree of freedom enjoyed by MNCs in the company-wide
distribution of tasks increases - and with it also the possibilities of subsidiaries to emphasize
their respective strengths in internal power and exchange relationships. Multinational enter-
prises therefore can be interpreted as arenas of an international learning. In this case, an effi-
cient regional infrastructure and innovative suppliers, buyers, customers and competitors can
be a considerable advantage in company-wide learning processes and in struggles for the com-
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pany-wide distribution of resources and responsibilities. Thisimplies that the innovativeness of
multinational enterprises therefore also depends on the locations of their subsidiaries, while the
capabilities of regional innovation systems depend on the successful embedding of muilti-
national enterprises.

On the basis of these considerations, four hypotheses can be formulated (cf. the concept
of organizational and regional capabilities Teece et a. 1997 and Cooke 2004):

e Regional bases of organizational capabilities (H1): An important foundation for the
innovative capability of multinational companies is the ability to exploit the specific
advantages of regionally concentrated suppliers, customers, competitors and institutions
and the proximity to strategic markets. This is demonstrated on the one hand by the
internationalization of research and development activities and on the other hand by the
utilization of regional competences, resources, information and cooperation chances
through the respective branches and subsidiaries of a multinational group. These re-
gional advantages can play an essentia role in the company-wide negotiation and
exchange relationships of MNCs (for example for the distribution of resources or the
construction of new locations).

e Organisational bases of regional capabilities (H2): At the same time multinational
enterprises can considerably enhance the knowledge base of regiona innovation sys-
tems. Regional institutions and companies can profit from the efforts of multinational
enterprises and their local subsidiaries in recruiting, procurement, research, develop-
ment, and education. Therefore the regional networks, in which multinational enter-
prises are embedded, are a decisive factor for regional capabilities.

e Political initiatives to facilitate regional learning processes (H3): The reciprocal
learning processes of regional companies, regional institutions and multinational enter-
prises can be supported to a certain extent by cluster policies, i.e. through the systematic
development of regional networks (Porter 1998, OECD 1999, 2001). In this way,
multinational enterprises can be integrated in regional institutions and networks.

e Concentration of regional and organizational capabilities in Europe (H4): scientific,
technological, organizational and regional capabilities in Europe are spatially concen-
trated to a considerable extent in the classical European core region, the city belt from
Southern England, Belgium, the Netherlands, Ile-de-France and Western Germany to
Switzerland, Austriaand Northern Italy.

4. TheResearch Design

In order to test these four hypotheses, we will propose in the following a research design, that
will permit us to examine firstly the strategic utilization of regional institutions and networks
by multinational enterprises, secondly the integration of multinational enterprises in regiona
networks, thirdly the political attempts to embed multinational enterprises in regional clusters
and governance structures and fourthly the quantitative distribution of regional and organi-
zational capabilitiesin Europe.
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