POLICY-DRIVEN CLUSTERS AND INTERNATIOANLISATION: TH E
MISSING LINK

ABSTRACT

This paper investigates whether clusters creategobgymakers are able to enhance
the internationalisation of firms by generating Wwhedge flows through regular, face-
to-face social interaction between cluster membass,seen in many successful,
‘organic’ clusters. Based on in-depth interviewshwdO firms and other key actors
operating in Malaysia’s Multimedia Super Corridtuster, we reveal that knowledge
that may enhance internationalisation does notilseddfuse within a policy-driven
cluster through spontaneous social interactionab®&e such interaction does not
always occur automatically or instantaneously iohsalusters. However, authorities
may compensate for this somewhat by organisinglaedtade shows, conferences,
workshops, and other events in the cluster, througlth firms can acquire some
knowledge about conducting international business.

1. INTRODUCTION

Various scholars have pointed out that the modearogglobalisation, which
is dominated by global competition and rivalry,paradoxically, characterised by the
growing importance ofocal knowledge, relationships and competition (Audretsch
1998; Porter 2000; Solvell and Birkinshaw 2000)e Tgrowing research focus on
industrial clusters in the international busindssrature is a reflection of this, even
though this literature is still relatively smalh particular, the impact of industrial
clusters, or ‘geographical and sectoral conceningd] of enterprises’ (Schmitz 1999,
p. 466), on firm internationalisation, broadly cefd as ‘the process through which a
firm moves from operating solely in its domestic rkedplace to international
markets’ (Javalgi et al. 2003, p. 185), has reckingatively little attention in the
literature (Andersen 2002; Pla-Barber and Puig 2608shantham 2008). In order to
shed some light on how internationalisation may dfeected by clusters, we
investigate the case of a policy-driven clusterisTis important because the few
existing studies whictnave looked into cluster effects on firm internatiosalion
have placed little emphasis on the nature of thstet’'s development. In other words,
they have, by and large, considered ‘clusters’ gealdy, and have not adequately
addressed important differences between thoseectusthich evolve gradually, and
largely through ‘organic’ market forces, and theggch are pre-planned and ‘made-
to-order’ by policymakers with the expectation thlaey will replicate successful
clusters elsewhere and stimulate regional econgromth.

Due to the widespread suggestion within the litematthat clustered firms
acquire tacit knowledge through regularly intenagtand socialising with other actors
in the area (Camagni 1991; Dahl and Pedersen 2B8rhsey 1998; O’Hagan and
Green 2002; Saxenian 1994), firm performance isnofterceived as being enhanced
by operating in clusters. The thick social framewior clusters has also been shown
to have some positive effects on firm internatisaion, with firms exchanging
relevant knowledge with one another after estainlgsblose social relationships with



fellow cluster members (Becchetti and Rossi 2000w® and Bell 2001). However,
it is largely unknown whether policy-driven clusgtercan enhance firm
internationalisation by stimulating the diffusionf &nowledge through social
interaction amongst its members.

Given that (a) replicating the success of famoustels (e.g. Silicon Valley)
is one of the main aims of many cluster initiati¢f€sldman et al. 2005), and that (b)
arguably the key to the success of these well-knolwsters lies in the propensity of
firms therein to interact socially and exchangewdedge with one another (Saxenian
1994), it is fairly prudent to assess the succésdusters on the basis of knowledge
flows, particularly through social interaction. Tlem of this study is thus to
investigate factors that can affect the properfsityinteraction and cross fertilisation
between firms that participate in a policy-drivdaster, and how these can influence
the internationalisation of firms. Thus, we wanktmw: How does social interaction
in policy-driven clusters affect firm internationalisation? We combine insights from
extant literature with the findings from our casady to generate three important
propositions related to the nature of social irdgoa in policy-driven clusters and its
impact on internationalisation.

We adopt Malaysia’s Multimedia Super Corridor (MS@) policy-driven
cluster of information and communications techngld@CT) firms and related
institutions, as our case study. In recognitiontlé importance of knowledge-
intensive industries for achieving wealth generatiMudambi 2008), the MSC has
been designed to spearhead Malaysia’s transformditam a manufacturing to a
knowledge-based economy, with the internationaletitiveness of Malaysian firms
considered a vital tool for achieving these objexsi

2. LITERATURE REVIEW
2.1 Social interaction in clusters and firm interndionalisation

Traditional firm internationalisation models suggdbkat the process is
incremental, due primarily to the process throughictv knowledge accumulates
(Cavusgil 1980; Johanson and Vahine 1977). Thesgelmomplicitly adopt a view
whereby learning is closely connected to experigpegticularly experience gained
through operational activities. However, experi@ntknowledge of international
business operations can be acquired through seaéimhative means (Forsgren
2002), including through business and social ndke/gAndersen 2006; Ellis 2000;
Sharma and Blomstermo 2003; Zhou et al. 2007).ifteenational business literature
on embeddedness also demonstrates the relevanisarmsing through networking’
(Forsgren et al. 2005). Through business interastibetween customers and/or
suppliers, and specifically through the cumulatadaptation process, subsidiaries
develop technological and organisational compegsncrhus business relationships
develop into technological and organisational mé@endencies between business
partners, and these enhance the general compededcmnovative performance of
partners (Araujo 1998; Tyre and von Hippel 1997y Wippel 1988). Inter-business
networks within clusters can nurture knowledge skitls of cluster members. Thus,
by improving their ‘ownership’ advantages, clustaembership can enhance the
capability for internationalisation. Business networks may dde an important driver
of the internationalisatiomprocess (Chetty and Holm 2000; Johanson and Vahine
2003). Once a close business relationship develiopsa business network,



internationalisation may be a by-product of relasioip maintenance by network
members across borders (Chen and Chen 1998; Forsgid. 2005).There are also
suggestions that accessing knowledge (e.g. comgeropportunities in foreign

markets) through networks within clusters can diyespeed the internationalisation
process (Brown and Bell 2001; Fernhaber et al. 2608-Barber and Puig 2009;
Sopas 2001).

This observation provides analytical support to tékevance of clusters for
internationalisation as studies reveal that oppatis to acquire knowledge through
social relationships between individuals in clusterfirms is one of the most
significant advantages of cluster membership (Bed5; Porter 1990; Saxenian 1994;
Storper and Venables 2004). Research has shown géagraphical proximity
between firms in clusters can facilitate regulanfoimal, face-to-face interaction
(Dahl and Pedersen 2004; Saxenian 2000), whiclunm tmay enhance trust and,
therefore, possibly generate collaboration (Moodgssand Jonsson 2007),
information-sharing (Doring and Schnellenbach 2086rtler 2003), and technology
spillovers (Baptista 1998).

Other studies suggest that knowledge flows throlagle-to-face interaction
and social relationships can directly enhance thtermationalisation process
(Becchetti and Rossi 2000; Brown and Bell 2001 nkaber et al. 2008; Pla-Barber
and Puig 2009; Sopas 2001), particularly as foréirgms are also frequently attracted
to clusters, seeking to take advantage of knowlesig#overs, a high level of
entrepreneurial culture, and high localised deméBidkinshaw and Hood 2000;
Majocchi and Presutti 2009; Tallman et al. 2004¢a#i (1995) argues that, while
technical information often flows between entreguas, designers, and engineers in
close proximity, the presence foireign firms may help to enhance the international
growth of local firms because a large part of thlasers may include experience-
based knowledge on how to operate in a particularket, including, for example,
experiential knowledge of meeting local regulatiommd more ‘mundane’ but
practically useful advice on transportation optidoseign representatives, and so on.

Note, however that it is not being argued thatteliisg or physical proximity
is the only way of generating networking knowledgarticularly as communication
becomes increasingly effective at greater distadoesto rapid developments in ICT
(Rallet and Torre 1998). For example, Boschma (20@fgues that while
geographical proximity may facilitate interactiveatning, other dimensions of
proximity (such as cognitive, organisational, shaad institutional proximity) may
be of more importance in reducing uncertainty antiaecing coordination, thus
improving opportunities for interactive learningdaimnovation. Our argument is that
in order for clusters to be effective in stimulgtimternationalisation, it is necessary
that they facilitate interfirm knowledge exchanged adevelopment, which in turn
requires a certain degree of social interaction.

2.2 The case of policy-driven clusters

Existing studies examining the impact of clustemsinternationalisation have
given only limited attention to the significance thie background of the cluster's
formation. Following the success of well-known isttial clusters such as Silicon
Valley, policymakers in many countries have attedptto replicate these
achievements by designing and creating clustetendfom scratch (Enright 1998;
Feldman et al. 2005; Fromhold-Eisebith and EiseBi@05). It is often held that
clusters constitute a successful economic straasgyey lead to regional innovation



and industrial competitiveness due to the sociglitah generated by geographic
proximity, and sectoral specialisation (Ab. AzizdaNorhashim 2008; Fromhold-
Eisebith and Eisebith 2005; Karlsson 2008; Yangakt 2009). In particular,

policymakers in many developing countries view tdus as a vital source of FDI,
technology spillovers, R&D, and employment, capatilgproducing economies of
scale and scope, as well as generating local edondewelopment, and providing a
foundation for helping local firms compete in globmarkets (Brown and

McNaughton 2003; Jussawalla 2003; Raines 2002n8uHaing 2009).

However, some writers are critical of governmerdrsored clusters,
favouring clusters which develop principally througarket forces (e.g. Porter 2000).
Gordon and McCann (2005), for example, oppose @ldsised regional planning
policies, pointing to the difficulties in implemeémg any single ‘ideal’ type of
industrial cluster that would maximise innovation.

One potential difficulty policymakers may face ievéloping clusters from
scratch is creating a dense social network commuthitough which tacit knowledge,
which can potentially help internationalising firntan flow within the region. Social
and business networks and relationships are oftdredded and take time to develop,
requiring trust and frequent interaction (Andersginal. 1994; Dahl and Pedersen
2004; Granovetter 1985). Xu and McNaughton (200@yeh highlighted the
importance of a long history of social connectiomghe spread of tacit knowledge
through clusters. Hospers & Beugelsdijk (2002) &mkescu (2005) add that social
capital, which refers to the degree of trust inia@ocelations, is closely related to
culture, and can be built through networks andccangagement, but can be difficult
to create instantaneously. Thus, permanent coiocahay enable tacit knowledge
spillovers through social interaction, but it dosst guarantee that it will happen
(Beugelsdijk and Cornet 2002; Breschi and Liss@@i12 Lissoni 2001).

Therefore, clusters which are built from scratchgbyernments may struggle
to generate a vibrant social environment condudivestimulating the flow of
knowledge of international business operations betwindividuals and firms. Simply
requesting that firms relocate to a new region may instantaneously generate a
sufficiently vibrant social framework within the udter favourable to intense
knowledge spillovers.

3. RESEARCH METHOD

Given that relatively little is understood abol€ thature of social interaction
in a policy-driven cluster, and how this affectemmatioanlisation, an inductive case
study was considered the most suitable researdmogh€éEisenhardt 1989; Ghauri and
Gronhaug 2005; Yin 2009). The lack of empiricaldiimgs or any theory on the
impact of policy-driven clusters on internationatisn made generating hypotheses
and a survey questionnaire unfeasible. The effestigs of qualitative research has
been acknowledged by scholars throughout the ssciahces (Miles and Huberman
1994), including researchers in international bessn(Marschan-Piekkari and Welch
2004; Wright 2004) and those investigating indastclusters (Karlsson 2008), and
this approach was deemed the most appropriatevéstigating the problem at hand.
This study adopts an embedded single-case studpagp The primary source of
data were semi-structured interviews with seniacexives from 10 SMEs and other
non-firm actors within the MSC cluster, with addital data sources being direct
observation and public documents such as broctam@dVSC reports (e.g. the MSC



Impact Survey, 2008). Researchers are repeatedigeatito use case studies when
exploring relatively unknown subjects (Eisenhar@B89; Gerring 2007; Ghauri 2004),

and single-case studies are often considered tappeopriate in more exploratory

studies which aim to lay the foundations for laterpre comprehensive studies
(Ghauri and Gronhaug 2005; Yin 209)

3.1 Selection of firms

We opted to investigate the issue at hand in tiest of the MSC cluster in
Malaysia, and therefore, the first criterion famfi selection was that each firm was
required to have MSC Malaysia Stdtuas the study was concerned with how social
interaction within the cluster could enhance inddionalisation, we wanted to
interview firms for whom international business iates were central to firm
strategy. All the firms in the study considerecemgtionalisation to be important to
their present and future business plans, and dreeithler already engaged in
international business operations, or, in the cdigarm A (see Table 1), continue to
strive to internationalise, but have thus far bemsuccessful. SMEs, defined by
Knight (2000, p. 12) as ‘companies with 500 or fewmployees’, were selected as
key decision-makers could be accessed more ea€hetfy 1996), but more
importantly because, given their limited resourdd®y (SMES) tend to be more
reliant upon external resources, including clustédran large firms (Altenburg and
Jorg 1999; Christensen and Lindmark 1993; Viss@0),%nd thus there is potentially
a more significant cluster effect on SMEs. In seecthe firms for the study, it was
important to also minimise the potential effects other variables on
internationalisation and to focus on the impacthed MSC. Thus, all firms in the
study were fully Malaysian-owned (as foreign owhgrsmay have a decisive effect
on the firms’ international activities).

We began by interviewing key decision-makers withgach firm
(CEO/Director/etc.), from which we were able tontfy key features of social
interaction in the MSC, and its impact on interoadlisation. In most cases, however,
based on comments made by the initial informantsl, ia order to strengthen the
study’s validity, further interviews were conductethcluding with additional
respondents from the firms. In total, 26 resporsleinom the 10 firms were
interviewed either in person or by telephone (asieone respondent from each firm
was interviewed in person), in some cases twicthodigh it is desirable to interview,
for example, three respondents at different hiéieat positions in each firm, this
was not always possible due to the small size pfesof the participating firms, and
thus, to compensate, supplementary interviews veereducted with individuals
closely connected to the MSC cluster (Carson €Gf)1). The additional respondents
comprised: (1) a senior government representativetfe MSC, and (2) a senior
representative from the Technopreneurs AssociaifodMalaysia (TeAM), a private
organisation consisting of numerous ‘technoprenewrkich works closely with
companies in the MSC to further the interestsethnopreneurship’ in Malaysia.

Although all the firms have MSC Malaysia Statudydive of them have their
headquarters in the purpose-built city of Cyberjayae other five firms operate
primarily from elsewhere in the general Klang Vgllrea (which comprises Kuala

mMsc Malaysia Status refers to incentives and benefijoyed by ICT firms (both local and foreign)
including financial and non-financial incentives,recognition of the development or use of
multimedia technologies to produce or enhance fveiducts and services, and for process
development (source: http://www.mscmalaysia.mytd#071141958827).



Lumpur, its suburbs and adjoining cities and towmghe state of Selangor), but
benefit from an ‘MSC address’ by having a ‘tokenégence, in the form of a small
office in the MSC, a popular practice amongst M8@4$. Table 1 summarises the
firms used in the study.

***|nsert Table 1 about herex**
3.2 Data collection

We conducted semi-structured interviews with opedeel questions with the
respondents from the informant firms, which rangeslize from just 12 employees to
102. In addition, in-depth personal interviews wea@enducted with the senior
representatives from the MSC and TeAM. Prior t@nviews, each respondent was
presented with a brief description of the resegpobject, with key terms (e.g.
“cluster”) being clearly defined. The questionsused primarily on the nature of the
firms’ social interactions in the MSC cluster andether and how these had helped to
enhance their international competitiveness. Tha fiespondents were also asked
more general questions in relation to their expegeof operating in the MSC, and
asked to highlight other factors that had any impa international expansion.
Questions varied minimally between firms whose keadters were located inside
the cluster and firms whose headquarters were ddcattside, although the latter
were asked why they had chosen to remain outseldtBC, and whether they felt
their international performance would improve iéytrelocated there.

Interviews took place during three periods: Jun@82®pril-May, 2009, and
November-December, 2009, and each lasted betweand80 minutes, and were all
tape recorded and transcribed. The interview guwids composed of two main
sections. The first section comprised open-ende@stgpns, which allowed
respondents to express their general thoughts aperiences on the MSC and its
impact on internationalisation, and to raise anyeh@ssues not previously considered
by the authors. The second section focused on spweific issues related to social
interaction in the cluster. Respondents were ash®mit the nature of their social
interaction with fellow cluster members, e.g. hofteon they met each other, where
they would socialise, what type of knowledge arfdrimation they shared, etc. Those
respondents who claimed that social interaction hmaised in the cluster were asked
why this was so, and asked to discuss the altemateans through which they were
able to acquire knowledge related to internati@adion. The complementary
interviews with the MSC and TeAM offered ‘outsideperspectives on social
interaction in the MSC and how this affects int¢ioraalisation.

3.3 Data analysis

We began our analysis by examining each firm ihtligf the study’s main
research questiorilow does social interaction in policy-driven clusters affect firm
internationalisation? Given the lack of empirical findings and any wadfined
theory, we approached the study without any hys®be However, since most
research studies can be connected in some way &xiating, neighbouring field
(Flick 2009), we were able to use the availabkrditure connecting industrial clusters
(in the broad, generic sense) and internation&isafs a guide for interview
guestions and data analysis. We used the Nvivavaggtto aid data management and
analysis. We created a list of ‘nodes’ (categories)vivo to represent themes which



emerged both from the related-literature review aada analysis, i.e. relevant
comments, phrases, sentences, etc. from the ievesviThis allowed us to group the
responses, while simultaneously distinguishing easpondent by their relevant label,
making it easier to focus on each particular themdetail. From this, we were able to
gain an in-depth understanding of the patternsaghdirm’s social interaction and
knowledge acquisition in the cluster, and how #ifected their international growth.

Next, we analysed across the firms, where, in\Wité Eisenhardt (1989), we
selected categories based on the within-firm amalgs well as those from related
literature, identifying common themes and pattemnd comparing data between each
firm.

4. FINDINGS

In this section of the paper, we present an armlgsid interpretation of
whether and how firms in the MSC are able, throagbial interaction with fellow
cluster members, to gain access to knowledge wittercluster that can support their
internationalisation. We break down the finding®ithree main categories. First, we
identify the key motives behind firms joining theS@. Second, we highlight the lack
of spontaneous, informal interaction within the stir, which limits the flow of
knowledge of international business operationsutjnothe region. Third, we point
out certain measures that MSC policymakers arengakn order to stimulate the
diffusion of internationalisation-related knowledgehin the cluster.

4.1 Motives for joining the MSC

The main motivation behind all the informant firnagplying for MSC
Malaysia Status in the first place was to enjoy‘M8C Bill of Guarantees’, which,
among other things, ensures MSC Status compareesxaluded from paying income
tax for up to ten years, and have unrestrictedssct® local and, more importantly,
foreign knowledge workers, thus sidestepping sirmohigration laws. None of the
firms joined the MSC to extend their social networin the hope of gaining
knowledge which could enhance their internationgbamsion. In each case, the
primary motive was finance-based.

Respondents were then asked if they felt thatcating their headquarters to
the MSC was (or would be) helpful to their interaaalisation, with most replying
that it has made (or would make) little differenE&m F’s vice president even felt
that moving its head office to the cluster would detrimental, owing to the high
rental cost in Cyberjaya and its distance from Kulalmpur, with foreign clients
preferring to base themselves in the capital &tym B was the only firm which felt
that locating in the MSC has significantly helpdteit international expansion,
primarily due to proximity to government agenciegh whom they are engaged in a
number of international projects.

4.2 Lack of spontaneous, informal, face-to-face iataction in cluster

As noted earlier, previous studies have suggebtdnternationalising firms
may gain from operating in clusters owing to thately-confined diffusion of tacit
forms of knowledge, primarily through regular, sforeous, and informal interaction
with other cluster members. However, the participam this study revealed that such



interaction may not occur instantaneously in peliciven clusters, owing to several
factors.

First, despite Cyberjaya’s growing reputation asgional ICT hub, it has yet
to establish itself as eesidential centre, with many workers still residing in and
around Kuala Lumpur. This limits interaction oppmrties to just office hours, with
the respondent from TeAM describing Cyberjaya dnile-to-five city”, with little
activity taking place before 9am and after 5pm edah owing to the fact that few
people actually live there. This view was echoedbg of Firm C’s respondents:

Not a lot of people live here [Cyberjaya], apadnir
students at the University...In Silicon Valley, ytud
more people live close [to the cluster]. This plake
actually 35km from my home, and | would say for
most people, it's 15-20km. So, for socialisatioopy
want to socialise close to your home, right? So, |
would say that geographic isolation makes it diftic
for socialising.

Although it may pride itself on its glossy infrastture and grand buildings, it has yet
to develop its own ‘culture’. One of Firm I's resments alluded to Cyberjaya’s
“premature environment” as an obstacle to socidlegangs. This is clearly a result of
the relative youth of the city/cluster, at leastngp@ared to nearby towns and cities such
as Kuala Lumpur. Nevertheless, it further emphastke difficulties policymakers
encounter when attempting to develop a cluster fsoratch. Given time, Cyberjaya
may emerge as a more popular residential areaaduihings stand, its lack of
‘character’ is failing to attract people to set lmpme in the area, which minimises
time for workers in the area to interact and pdgsédxchange knowledge about
international activities with one another.

Secondly, several respondents were critical of @slpa’s lack of social
amenities, which further restricts chances for smoeous networking to take place.
For example, Firm C’s COO revealed that:

It lacks a core heatrt; it lacks a sense of beingya

To me, it's [just] a collection of offices at the

moment...You go to the pub here, and Iit's
empty...We have a canteen here [in the office]
because there are very few good places outsideeln

evening it becomes very quiet very quickly.

A ‘collection of offices’ may stimulateome interaction amongst cluster members, but
it is not a like-for-like substitute for the hustd bustle of life in more traditional
urban centres, with their own gradually-establishelgntities’. One respondent
described the difficulties in organising informaketings in the area because of the
lack of coffee bars, which, she added, were poputaeting venues for
businesspeople in Malaysia. Although these may apge be rather trivial
observations, the importance of restaurants, cafes, and other social amenities to
generating informal interaction and knowledge exgeabetween people cannot be
underestimated (Imagawa 2005; Lundequist and P2@@2), as testified by Firm C’s
head of sales and marketing:



There’s no Starbucks or Coffee Bean coffee houses i
Cyberjaya. So, it's lacking, | think, quality areas
where those sorts of people [entrepreneurs] would
share information.

Without adequate venues to gather and socialisgl@are staying inside their own
office buildings during lunch and other breaksteasl of mingling with each other,
and possibly sharing knowledge which can enhant&nationalisation. Thus, not
only is social networking largely confined to offibours, but even within those hours,
the setting in the cluster is not conducive to alising amongst the community.

The respondent from TeAM concurred, adding that #whorities have
recognised the absence of intense social interagtithe MSC, and are taking steps
to resolve the issue:

| think MDEC ? have realised that this [social
interaction] is a missing component. That’s whyythe
have organised a lot of activity, to try to get the
people out of their offices, out of their buildings
know the landlord of the SME Technopreneur Centre.
They have regular monthly get-togethers of all the
tenants, in that building, to try and encourage
dialogue, and [encourage] people to interact.

This acknowledgement by policymakers, and the stiepg are taking to rectify the
problem, may stimulate workers in the area to diseiawith each other more
frequently, and potentially result in the diffusioaf knowledge helpful to
internationalisation. However, at the time of wigjj the amount of social interaction
within the MSC is insufficient, as far as creatmgibrant industrial cluster, in which
such knowledge of international business activisa®utinely shared, is concerned.

Finally, the layout of Cyberjaya appears to ligyiportunities for face-to-face
interaction between local and foreign firms. Ongpmndent insisted that buildings in
the area are too far apart from each other whiskengMalaysia’s hot climate, means
that people are more likely to stay in their owecsons’ of the city. Moreover, some
parts of Cyberjaya appear to have been designsdcima way that SMEs are grouped
together in one building or area, rather than led¢aimongst foreign firms. Firm E,
for example, is based in the ‘SME Technopreneurti@enand its vice president
explained that he and his colleagues only realtyadise with people working in other
domestic SMEs because there are no foreign firntkdrvicinity. Although this kind
of layout may stimulate interaction between firmghwsimilar resources, it limits
opportunities for social relationships to devel@gveen local anébreign firms, thus
restricting the chance for the former to potenyialéquire important knowledge from
the latter with respect to competing in internasiomarkets.

Only one firm’s (Firm B) international activitiesatle been enhanced by their
social networks in the cluster. The firm’s CEO mbtkat following frequent informal
interaction with an Indonesian firm next door, thegve begun working together
closely on a project for the Indonesian market.

% Multimedia Development Corporation, the quasi-stagéitution set up to oversee the implementation
of the MSC Malaysia



4.3 Access to internationalisation knowledge throug social interaction outside
cluster

Given that most of the firms were not acquiringformation about
international activities through social contactstle cluster, the respondents were
asked how they gained the relevant knowledge. dstargly, a number of
respondents from the firms who had not (yet) rekdatheir headquarters to
Cyberjaya revealed that they regularly socialisedside the cluster (mainly in
Greater Kuala Lumpur), and that these social ndtsvavere a vital source of
international business knowledge. For example, FisnCOO regularly plays golf in
a club in Kuala Lumpur with people working in moktionals such as IBM, HP, and
Oracle; and he claims that this form of socialratéion has been an important source
of information about opportunities in Indonesia.eTIREO of Firm G and the
Managing Director of Firm H both suggested thateftmwface interaction was
common in their local areas, just outside Kuala pum and that they have gained
international market intelligence and informatiam available overseas projects, and
have been referred and recommended to internatoomaicts by their friends, clients,
and peers in the area. Similarly, the respondems fFirm F explained how a
particular suburbof Kuala Lumpur is a networking hub, with coffears, restaurants,
cafes, etc. catering to expatriates and middlesdlasals alike. With an office located
in the very heart of this suburb, they are very mumemersed in the social scene, and
have acquired important knowledge about internatibnsiness from interacting with
individuals from foreign firms, in particular, whadten flock to the area from the city
centre during their lunch hour and other breaks.

4.4 Government response to absence of 'organic’ salc interaction and
internationalisation-knowledge exchange in cluster

Although regular and spontaneous interaction batweaster members is
clearly lacking, MSC authorities have made considler efforts to stimulate social
interaction and the exchange of knowledge of irggomal activities within the
cluster by organising regular networking eventsve®a respondents in this study
referred to various community-based social evemggmrmosed by MSC authorities,
including the ‘Cyberjaya Games’, soccer leagues] tnee-planting to promote
environmental awareness.

Respondents also spoke positively about how th€ Ki&quently puts
together trade shows, conferences, workshops, #ret events in order for MSC
firms to gain knowledge about international bussnesperations. International
speakers and representatives of foreign firms éocdioth inside and outside the
cluster often attend and pass on helpful knowledd®wmut doing business
internationally. Firm B’s CEO, for example, notedwh she had met an important
contact from Egypt through a recent MSC conferef®t®e championed these MSC-
sponsored networking opportunities, highlightingeith potential for providing
international business opportunities:

...they [the MSC] organise networking events for us
to meet local as well as international companiessta
in Cyberjaya. So, we have a lot of opportunities to

% In order to protect the firm’s identity, it is npossible to name the suburb.
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network, to display our products, to talk about our
products and services.

Moreover, Firm A’'s CTO noted one recent workshoperehparticipants received
important information about packaging and meetiagous standards in the US and
Europe, while Firm G’s business development manageke about the benefits of
recently participating in an MSC workshop in whiatiendees received advice and
information on entering China.

Occasionally, the authorities introduce firmshe tluster to potential foreign
investors personally. Foreign delegates are invitediew the facilities in the area,
and local firms are ‘showcased’ during the tourf-as C’s COO explained:

The government...and MDEC often showcase
companies here [Cyberjaya], so | think there isenor
likelihood that we are going to...be part of a tdtwr
example, the Iranian Minister of telecommunications
came through, like, 6 months ago, and we had a
delegation. If we were based in another part of
Malaysia, that would not have happened.

Therefore, with the aid of the policymakers, MSn§ are still able to ‘mingle’ with
other firms and organisations, and to acquire kedgtk and information which can
enhance their international growth.

5. DISCUSSION AND PROPOSITIONS

First and foremost, our findings highlight a numleérinherent difficulties
policymakers face when building a cluster from wdra especially in terms of
generating a vibrant social environment conducivefdcilitating tacit-knowledge
spillovers, which can enhance firm internationdi@a When seeking to replicate the
achievements of well-known clusters such as Silic&alley, policymakers must
remember that one of the underlying strengths e$élregions lies in the frequency
and nature of informal and spontaneous face-to-faockeraction amongst
entrepreneurs (Saxenian 1994). Our case studyatedi¢hat, contrary to what Gertler
(1995) has suggested, just ‘being there’ does maessarily provide firms with
unlimited access to tacit forms of knowledge. lhestwords, flows of knowledge
about international business operations within aogietworks of firms and
individuals will not always occur automatically asresult of policymakers simply
building a cluster from scratch.

Whether the emergence of strong social ties betwkester members can be
achieved over a more substantial period of timanslear. In an ‘organic’ cluster,
social and business relationships are likely to ewolve; close business
interdependence and relationships create sociatatdpetween network members,
which may in turn reinforce collaborative businegsraction and knowledge-sharing.
With more frequent interaction, greater levelsrat can develop between firms and
individuals (Dahl and Pedersen 2004), thus potiyntiasulting in the exchange of
more valuable knowledge conducive to enhancingnateonalisation. However, the
progress of a policy-driven cluster may be hampérngd vicious circle where the
absence of social interaction constrains businegsldpment, which in turn limits the
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incentive and scope for social interaction. Unfodiely, the long-term success of
policy-driven clusters is beyond the scope of thégper, and will require a more
longitudinal approach. We have merely revealed thianging firms and other

economic actors in one industry into a particulagaa(i.e. a cluster) does not
automatically or instantly generate intense netivgrland interaction effects, and is
therefore not a guaranteed mechanism for ensuhiegexchange of knowledge
conducive to internationalisation, in the short rah least. Thus, the popular
assumption in the literature that clustering nemeigsleads to knowledge exchange
through social interaction and networking, leading the enhancement of
internationalisation (Brown and Bell 2001; Sopa®2®ucchella et al. 2007), needs
to be reconsidered, particularly in the contexpolicy-driven clusters. Thus, we put
forward the following proposition:

Proposition 1

Policy-driven clusters will fail in stimulating internationalisation if the level of
spontaneous social interaction and knowledge-sharing in the cluster remains low.

Second, our findings reveal that firms seekingdio jpolicy-driven clusters
may have the ‘wrong’ intentions. The various finahdenefits offered to MSC
Status firms, particularly tax relief, seem to ddgnge the main incentive for joining
the cluster. Firms are not relocating to the clustethe hope of penetrating social
networks, thereby potentially enhancing their ingional growth. If policymakers
are determined to recreate successful clusters,ribeonly do they need to provide
the adequate infrastructure and framework to ermgmuicasual interaction amongst
actors in the cluster, but they should also engmifams to join clusters for reasons
other than (or at least as well as) financial gaifbe benefits of clustering,
particularly interaction amongst cluster membehnsusd be foremost in the minds of
firm decision-makers seeking to join clusters, gmalicymakers should actively
promote this benefit both to firms inside the anstind also to those keen on joining
the cluster. This challenges the popular assumptothe literature that learning
through interaction and networks is the key mobedind firms’ desires to locate in
clusters (Breschi and Malerba 2007; Sorenson 20@7)he case of policy-driven
clusters, the motivation for joining the clusterynze different, and this can have a
significant effect on the cluster's efforts to geate regular interaction between
cluster members, thus limiting its potential impawtinternationalisation:

Proposition 2

If the dominant motive for cluster membership and location is to qualify for tax
exemption and other privileges offered by the government, the cluster is unlikely to
provide sufficient stimulation for internationalisation.

Third, policymakers may act on any shortage of spmous interaction,
leading to the sharing of knowledge related toriragonal activities between cluster
members, by encouraging regular community get-tmgst e.g. organising sporting
tournaments. Our findings show that the lack ofnsgoeous, informal interaction
between members of a policy-driven cluster may cmapensated (or possibly even
remedied — although this is beyond the present paper’s 9cbpeegular ‘planned’
events, such as trade fairs, conferences, workshtanp so on, organised by the
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policymakers, in which firms can acquire knowledgehich can enhance
internationalisation. Thus, although the “buzz”asated with spatial concentration
and regular face-to-face contact (Storper and Mesak004) may be absent, at least
to begin with, the flow of tacit knowledge throughparticular region can still take
place through these organised events. This is stemsi with the views of other
authors (Amin and Cohendet 2004; Power and Jan2808; Bathelt and Schuldt
2008; Maskell et al. 2006; Torre 2008), who arghat ttemporary’ or ‘cyclical’
clusters such as trade fairs and conferences su#fieient substitute for the buzz of a
permanent cluster, and may even exceed it. Firmshen MSC have obtained
important knowledge and information related to rin&tional markets through
participating in the various MSC-sponsored events.

Nevertheless, it is reasonable to expect that ‘teany clusters’ should act as
complements to, rather than substitutes for, sp@aias social interaction within
clusters, due to the self-sustaining and more gterdi impacts of the latter. It is
important to distinguish between individual netwagkevents and ongoing network
relationships. It is the latter that are more ulsfunnovation and the building up of
ownership advantages within firms. Networking esenwhile clearly useful, are
relatively footloose and short-term, and do noidglly lead to a cumulative process
of knowledge acquisition. Frequent networking esecén certainly play a role in
facilitating knowledge spillovers, but their impastlimited precisely because they
are one-off (albeit recurrent) events. Unless pedidven clusters can ensure the
propensity of firms and individuals to regularlyyfarmally, and spontaneously
interact with one another in the cluster, they Wind it difficult to achieve a profile to
rival that of Silicon Valley. In light of the aboveiscussion we put forward the
following proposition:

Proposition 3

Support by policymakers, including facilitating network contacts, will have a
significantly beneficial impact on internationalisation only if it stimulates
spontaneous interaction and networ king amongst cluster members.

6. CONCLUDING REMARKS

Following calls for more research relating concdpis economic geography
and regional economics to those in internationairess (McCann and Mudambi
2005), we have addressed an area of literaturehwias received limited attention
from scholars: namely, the nature of face-to-faogeraction in policy-driven
industrial clusters, and its effect on firm intefomalisation. In doing so, we have
made a number of important contributions to thexditure.

First of all, we have highlighted that developinmdustrial clusters from
scratch, may be challenging for governments. Sjoedlf, our case study suggests
that the usual government incentive (based on itaxaexemption and related
privileges for cluster (re)location) are not neeesg an effective lever in stimulating
knowledge-sharing through regular, spontaneous-tadace interaction between
cluster members, which may help to improve firmeinationalisation. While some
studies suggest that accessing tacit knowledgesfiaithin clusters through social
interaction can potentially enhance firm internasilisation, our findings warn that
this may not occur automatically, because clusttigpation is in effect only
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superficial (does not entail significant investmemtlocation specific assets) and
hence social interaction does not always prevapahcy-driven clusters. Thus our
paper suggests that there is a danger that, byirgffgarious financial incentives to
entice firms to join a policy-driven cluster, firmsay overlook the benefits of cluster
membership in terms of joining a localised societwork, in which knowledge that
may be helpful for internationalisation is sharétle success of clusters like Silicon
Valley is often attributed to social relationshipgthin the region, which lay the
foundation for trust, and ultimately knowledge flavbetween actors, and it is cluster
externalities such as these that should be foremmosihe minds of entrepreneurs
seeking to join clusters, rather than receivinglteeaks and the like.

Second, we have shown that policymakers may maksoupewhat for the
lack of spontaneous knowledge flows in policy-dnva@usters by regularly organising
informal and formal events, such as workshops ahibéions. These types of events
may help firms gain additional knowledge about rinétionalisation, thus
compensating in some way for any lack of knowledlaring through spontaneous
social interaction.

Our findings thus have clear implications for ppiiakers and managers.
Policymakers keen to develop industrial clustessfiscratch need to be aware of the
critical role of social interaction in cluster déw@ment and effectiveness. While
certain amenities such as coffee bars may seenv ariority, the old adage that ‘the
devil is in the details’ is very much applicabledeSpontaneous social interaction is
unlikely to be commonplace in areas that lack thessec amenities, and therefore, in
order for knowledge of internationalisation to fldlwough social networks within
these types of clusters, these facilities needet@uit in place. While policymakers
may organise numerous events such as conferendewakshops in order to help
cluster firms gain internationalisation knowledtfeese should ideallgomplement the
diffusion of knowledge through social interactiamther thancompensate for its
absence. Moreover, in order to entice firms to jinia cluster, policymakers should
emphasise the potential benefits cluster membersdmphave in terms of acquiring
knowledge that can enhance internationalisatigdhgerahan (or at least in addition to)
using financial incentives as bait.

Managers should consider the potential of clustemivership for expanding
their knowledge base, including knowledge relatechternationalisation, and not just
see policy-driven clusters as a means to enjoybtaaks. In order to maximise the
potential of network opportunities within clustersanagers will need to understand
and manage their personal relations, as this can abevital source of
internationalisation knowledge (Sopas 2001).

The findings from this study should be considemedight of its limitations.
The study focused solely on the experience of fihmene cluster, the MSC, in one
time period, thus minimising its generalisability dther contexts. To assess the long
term success of policy-driven clusters in genegasocial interaction that enhances
firm internationalisation, a longitudinal study wdube desirable. Moreover, the
method used in the study (qualitative, single-catgdy) has its inherent weaknesses,
such as difficulty in generalising across the papah and possible bias in
interpreting interview transcriptions. In additiome did not focus on one particular
avenue for internationalisation, such as exportgeign direct investment or
international joint ventures. Further insights ba impact of policy-driven clusters on
internationalisation can be generated from invesitig specific internationalisation
modes. Researchers seeking to work on the preapet’p findings may also wish to
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adopt alternative, quantitative methods, e.g. go@saire surveys, in order to extend
the present findings.
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Firm

Firm A

Firm B

Firm C

Firm D

Firm E

Firm F

Firm G

FirmH

Firm |

Firm J

No. of
FTEs

30

45

102

13

12

60

30

12

30

20

Headquarter
location

Cyberjaya
Cyberjaya
Cyberjaya
Cyberjaya

Cyberjaya

Greater Kuala
Lumpur™

Petaling Jaya

Greater**KuaIa
Lumpur

Kuala Lumpur

Kuala Lumpur

International
scopé

0
3
11
10

40

International

intensity® Respondents
0 « Director: CTO; Manager of Operations
10 « CEO; Chairman; General Manager; COO; Business
Development Executive
« COO’; Vice President for Commercial Operations/Head of
46 -
Sales & Marketing
60 * International Sales and Marketing Manager
10 « Vice President/CFO
« CEO:; Vice PresidentBusiness Development Manager; Vic
10 . . :
President for Medical Sciences
10 « CEO'; Business Development Manager
20  Managing Director, Finance Manager; Business Developm
Manager
1 « COO'; Senior Manager; Business Development Executive
95 « CEO/Owner; Project Executive

D

Ent

Table 1 The firms used in the study

* Number of countries from which firm generates reie
® Percentage of sales derived from internationaketar(Fernhaber et al., 2008)
“Respondent interviewed twice
"'Specific location not given in order to protectris identity
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