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Abstract 

The aim of this research project is to understand the link between the adoption of ICT 

tools and the economic development of a peripheral region. This study is focused on the 

current status of adoption of ICT tools by a sample of SMEs operating in a peripheral 

island, the Autonomous Region of Madeira, Portugal. The overt optimism propagated 
by supra-national organisations such as the EU, stresses that the adoption of ICT tools 

constitutes one of the key strategic weapons in overcoming the peripheral/remote 

character and competitiveness problems of less-favoured regions. This argument is 

based on evidence (core region based) that suggests a causal link between investment in 

ICTs and economic growth. However, there is no evidence to prove such a linkage in 

peripheral regions. The argument developed in this thesis is that a large scale adoption 

of ICT tools may have neutral or even negative effects on regional development 

prospects, in the specific context of remote island economies. 

The development of this new line of reasoning assumes that the examination of the 

potential contribution of ICTs in increasing growth prospects should be based on: an in- 

depth analysis of the territorial dynamics of the region under analysis; the growth 

options available in such a specific territory; the degree of preparedness to embrace ICT 

tools; and the local firms' response to the on-going technological revolution. 
It is concluded, in line with the expectations developed in the thesis, that the large scale 

adoption of sophisticated ICT tools - namely, the adoption of complex e-commerce 

platforms - has not occurred in Madeira. It is also evident that the widespread adoption 

of ICT tools cannot provide a short term answer to island development problems. The 

current growth path is strongly conditioned by geographical constraints and by 

specialisation in traditional sectors, which cannot be reversed overnight. However, 

although the adoption of ICT tools such as the Internet has not impacted upon the 

macro-economy level, it does have consequences at the micro (firms) level for those 

firms making intensive use of Internet functionalities. 

This study, although based on quite a specific geographical and economic context, may 

provide interesting theoretical insights to be explored further. In fact, it is suggested that 

the traditional EU approach focused on increasing levels of general awareness should be 

reoriented towards a more promising focal point such as increasing the levels of 

xii 



effective use of ICT tools. Finally, this research project provides evidence to suggest 

that in the absence of a favourable macroeconomic environment, the adoption and use 

of ICT tools only increases the 'selection mechanism' at work (ie which firms survive, 

and which fail). As larger firms have the greater capacity to adopt complex ICT tools, 

any advantage arising from the adoption of such technologies will be concentrated on 

those firms already at an advantage. 

In the end it can be asserted that the traditional development strategies (personified by 

investments in transport and other 'hard' infrastructures) should continue to be pursued 
for the time being, in order to avoid the negative consequences of reduced income 

transfers in the period until a new cycle of development can be established in islands 

such as Madeira. 
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Chapter 1: 

Introduction: establishing the underlying research question 

1.1 Islands, perceived (paradisiacal) images in an increasingly vulnerable context 

Deloughrey (2003: pg. 298) states that "islands functioned ideologically in various 
historical eras as a new Eden, a socio-political utopia, a refreshment stop for long 

maritime journeys, and the contained space where shipwrecked men may reconstitute 

their metropolitan homes". He ftu-ther declares that "islands for many people, remain an 

opportunity to escape from the mainstream to an environment that is perceived to be 

different - physical removal from the normal parameters of work routines, a slower 

pace of life and different social and cultural characteristics are commonly cited as the 

virtues of island living" (Deloughrey, 2003: pg. 300). The imaginary scene associated 

with the insular context therefore conjures up the idea of remoteness, perceived 
difference, slower pace of life, distinct culture, exotic wildlife, a pristine environment, 

etc (Kokkranikal et al, 2003: pg. 426; Butler, 1997b). 

Baum (1997: pg. 21) attaches to islands a "romantic notion of being cut off and isolated 

by storms or similar natural challenges". Butler (1997a: pg. 59) puts the tourism 

phenomenon in islands down to the "image of illusion or illusion of escapism, 

exclusivity or adventure". Further to this, Pitt (1980: pg. 1051) states that islands, 

especially South Sea Islands were in the 19th century a "symbol of an escape back to 

nature from the monotonous landscapes of the Industrial revolution. Islands were also 

symbols, sometimes erotic, always permissive, of a way of life in direct contrast to the 

repressive social norms of the Victorian Age". As far as their paradisiacal connotation, 

anthropologists in the beginning of the twentieth century found this not to be so, being 

rather part of a collective imaginary scene characterising islands. 

In contrast with the image built up by the tourism industry and the collective imaginary 

scene conceived by the western world, living conditions in loco seem to differ 

somewhat, in some islands, from a paradisiacal and stress-free scenario (Condes, 2003; 

Pitt, 1980). For example in the Caribbean, the cruise industry recreated "carefully- 

planned and artificially-crcated environments" in order to avoid a real (and almost 

I 



certainly shocking) "spontaneous contact and experience" with the reality (Wood, 2000: 

pg. 362). In truth, most theoretical-empirical analyses based on the insular context, tend 

to bring to the fore a number of geographical and economic difficulties which condition 

the social and economic development of islands (Barnett, 1998). And more recent 

studies have rather shown an increasingly vulnerable economic insular reality (Wood, 

2000; Gonzalez, 2002; Nelson, 2002; Read, 2004). 

1.2 A historical overview of island economies: from experimentation spaces in the 

15 th century to problematic areas in the 20th century 

However, contrary to the present context which displays relative political and economic 

marginalisation, and economic, political and technological dependence, it is vital to 

mention the central role played by the Atlantic insular regions in the dynamics of 

economic and cultural progress (and globalisation) associated with colonial and 

maritime expansion in the 14 1h to 18th centuries (Murray, 2001; Wood, 2000; CAmara, 

2001). The age old incorporation of the insular regions in the global capitalist 
development process since the 14th century is summarised by Deloughrey (2003: pg. 
300) when he states that "time and space compression, perceived as intrinsic to the 

globalised, post-modem era, was long familiar to the Caribbean due to centuries of 
fragmentation and reassembly in the landscape, economy and culture. Islands ... 
embody the earliest structures of capitalist modernity as well as its contemporary global 
inequities". With reference to the Pacific, Murray (2001: pg. 11) states that "the 

globalisation agenda is not unprecedented7' given the continuous economic and political 

integration since the 19'h century, with phases of accelerated integration into the global 

economy. 

Madeira and the Canary islands were pioneered as colonial and social-political 

experimentation grounds, via a) development of capitalist/industrial type production and 

commercialisation on an international scale of tropical commodities (e. g. sugar cane in 

the regime of 'plantocracy'), b) environmental and ecological disasters (e. g. 
deforestation) and c) migrations, multicultural experimentation and ethnical 

miscegenation (based on import of slave labour). 

Parallel to their political-economic input, insular regions contributed decisively towards 

ecological, biological and social scientific investigation, as well as making literary 
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contributions from the 18th century. Pitt (1980: pg. 1051) states that "island societies 
have been fertile intellectual terrain for anthropology and have long provided 
inspirational material for the advance of anthropological method and theory". Where 

literature is concerned, the colonial island adventure narratives became one of the most 

popular literary genres in the British Empire from the 16'h century, (for example 

"Robinson Crusoe" by William Defoe and the "Tempest" by Shakespeare), and 

contributed to the 'mystification process' concerning the islands colonisation process 

(Pitt, 1980; Grufftidd et al, 2000; Deloughrey, 2003; Ogborn, 2002). 

The insertion of islands into the process of capitalist globalisation and expansion does 

not restrict itself to the agricultural and cultural dimension. For centuries, islands were 

used as hubs in the global maritime transport system, crucial to the colonial expansion 

process. According to Raoulx. (1999: pg. 267), their "integration into the great oceanic 
trade networks" constitutes a distinctive factor of the insular societies. The frequent 

passing of explorers and colonists allowed for the development of welcoming physical 

and mental infrastructures and the building of an image of hospitality, a factor that 
became a characteristic of insular identity and led to the emergence of a 'welcome 

society', an expression used by Husbands (1998), quoted by Butler (2000), a cultural- 

economic process prolonged by the mass tourism of the 20'h century. 

The globalisation process understood to be a worldwide broadening of socio-economic 

processes began centuries before the present with the journeys of discovery and 

colonisation, first of the Atlantic islands and then of the New World. However, the 

economic exploitation of the islands always occurred in accordance with the needs of 

the metropolitan economies, evolving by means of cycles and never allowing a balanced 

and diverse development of the insular economies (Murray, 2001). For example, in the 

case of the Autonomous Region of Madeira, 'economic development' is the result of 

successive cycles (eg. sugar, bananas and tourism). Raoulx (1999: pg. 265) describes 

the cycles of economic specialisation in the Falkland Islands based on the primary 

sector corresponding to major stages of international capitalism, which is inevitably 

translated into the "fragile, even catastrophic, economic situations found today in small 
island groups". The specialisation cycles of modem capitalism constitute a mediator 
factor of insertion of the local economies into the world space economy and the global 

economic system. 
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Following this brief historic background, featuring the exploitation dependence of the 

island economies, it is vital to analyse some key facts relating to the twentieth century, 

which gain importance in understanding the current social and economic tendencies. 

Firstly, colonial dependence seems to be one of the explaining factors of the existing 
"conflicts, tensions and blockades" concerning the development process in islands 

(Dimou, 2003: pg. 2). A historical contextualisation is crucial to situate and understand 

the starting conditions previous to the 're-start' of the development dynamics that 

happens from the 70s onwards. In fact, the convergence process towards the EU average 
depends on both the islands' growth dynamics (dependent on both macro-economic 

options and access to financial transfers) and their initial conditions especially regarding 

the initial level of infrastructures. 

Figure 1.1: RAM specialisation cycles 

1500 1600 1700 1800 1900 1960-1980 1980-2000 2010 

Sugar sugar sugar transport tourism tourism construction KIS??? * 
transport transport transport emigration emigration emigration tourism Tourism 
*KIS (Knowledge Intensive Services) 

The second stylised fact about islands concerns geographic-economic conditions (in 

terms of distance and sector specialisation) inherently linked to their peripheral context, 
factors that strongly shape islands' development perspectives. The majority of islands 

have absolute advantages only in the tourism sector and, in some cases, in natural 

resources. In fact, the insular context affects key economic mechanisms, (such as the 

cost of transportation, production functions, economies of scale and critical mass), 

limitations which constrain the frontier of production possibilities. This group of 

conditions, directly and indirectly linked to their peripheral context, is designated as the 

'islands penalty factor'. And although some island states are examples of success (in 

terms of Human Development Indicators computed by the United Nations Development 

Programme), the environmental and economic vulnerability intrinsically associated with 

the insular context, is a factor of growing uncertainty (UNDP, 2001; Armstrong and 
Read, 2003). In fact, data concerning 2004 show islands as strongly liable to 

environmental and economic catastrophes and "impending loss of traditional markets" 
(Mullings, 2004: pg. 279). Also, as a consequence of the bounded geographical scale, 

one identifies the existence of socio-cultural specificities, expressed in a particular 

social ecosystem. 
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Thirdly, the decades of relative economic and political marginalisation are reflected in 

the mass emigration of islanders and preference for the maintenance of political 
dependence statutes on the ex-colonial powers chosen by numerous islands, in contrast 

with the traditional political choices (independence) generally manifested in other 
African and Asian former colonies. Hence, the fact that the United Kingdom is still 

responsible for various insular territories such as Saint Helene, the Ascension Islands 

and the Falkland Islands. 

Fourthly, islands have benefited for some time from a 'solidarity capital' (cf. relational 

capital), expressed by significant external aid per capita, another curious fact, which 

will be analysed later. The aid flows have allowed the perpetuation of neo-Keynesian 

type development programmes and, therefore held back the application of the neo- 
liberal based structural adjustment programmes, frequently applied in Africa and Asia 

from the 70s onwards. In fact, the greater part of islands can be categorised as transfer' 

economics, as the level of demand and production is dependent on social transfers (eg. 

unemployment benefit, public employment). Years of dependence created obviously an 

excessive dependence on the state (Raoulx, 1999). 

Therefore, the positive perception relating to the island image (eg. slow pace of life), is 

related to relative under-development and exclusion from modem social and 

technological trends. Deloughrey's (2003: pg. 300) statement "the notion of a timeless 

island can only signify as such when constructed in binary opposition to the modem and 

urbanised geography of its continental visitors" provides the basis for a distinction 

between islands and core regions. In fact, peripheral islands are characterised by: low 

business density and predominance of low-tech sectors; slowing down of cultural-social 

modemisation processes and technology diffusion processes; low capacity for 

innovation and access to external markets; and, dependence on high levels of aid per 

capita. 

1.3 The neo-liberal paradigm; dire straits in paradise 

The current globalisation process along with parallel processes of technological and 
ideological ruptures produce threats (as well as opportunities) to the existing status-quo 
(Barnett, 1998). The globalisation process is associated with the growing incorporation 

of peripheral geographical territories (as is the case in most islands) in the sphere of the 
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capitalist economy. After decades of relative protection expressed in the high levels of 
Official Development Assistance (ODA), some of the highest per capita, the insular 

peripheral economics, as with most Less Favoured Regions (LFR) in Europe, are 

confronted with restructuring and readjustment processes, and the urgent need to 

promote economic growth and reduce disparities and with the need to adapt to a 

scenario of reduced financial transfers (Armstrong, 2004; Malecki, 2003; Shefer and 

Rietveld, 1999; Entrena and G6mez-Mateos, 2004). 

Contrary to what was noted between the 1970s and the 1990s, insular peripheral regions 

are expected to attain international standards of productivity, growth and 

competitiveness (European Commission, 2004). The urgency and intensification of the 

economic-social modernization processes taking place in the global arena and the 

affirmation of the neo-liberal paradigm (in terms of the reduction of the levels of ODA 

per capita), increasingly limits the capacity for an autonomous management of the 
development process on the part of islands' governments (Murray, 2001; Wood, 2000; 

Razak, 1995; Pelling and Uitto, 2001). In fact, the application of the orthodox neo- 
liberal agenda seems inevitable in the island context. 

Consequently, as solidarity becomes rarer and rarer in the world, risks are increased, 

creating further vulnerability for islands. It must be said that some authors (in line with 

the neo-liberal reasoning) challenge the alleged island penalty factor. Local social and 

cultural idiosyncrasies (and the colonial 'excuse') are less and less tolerated (Taylor and 
Wren, 1997). For example, Wood (2000: pg. 354) points out the 'cultural mismatch' 
between Caribbean culture and the tourism industry. Consequently, Caribbean based 

shipboard employment on the Caribbean cruisers account for no more than 7%. 

Data concerning the HDI index show some islands well placed amongst developed 

countries, which seems to support the 'no island penalty factor' thesis (UNDP, 2004). 

However, concerning the process of socio-economic development, the problem emerges 
from the fact that there are very few viable alternatives, besides tourism, where it seems 

to be the only absolute advantage (Murray, 2001). Given the limits to development, 

most islands chose to develop some non-orthodox development approaches, such as a) 

the valuation of natural strategic resources (climate/localisation, geo-strategic 
importance), b) valorisation of social and cultural endowments (such as 'musical 

assets', and c) 'alternative' sectors (tax havens, rents based on income transfers, etc). 
But alternatives a) and c) are under increasing threat. As Razak (1995: pg. 457) states, 
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for "small places in a rapidly changing world, the uncertainty is tremendous". Where 

the development process on islands is concerned, the existence of very few viable 

alternatives, apart from tourism, presents a problem (Murray, 2001). In fact, the 

challenges underlying the global effect point to a scenario of "recession: mounting debt, 

unemployment and emigration", as experienced before in islands (Raoulx, 1999: pg. 
366). 

1.4 The geographical context: the outermost regions as a special case study 

Before moving onto the definition of the research question and the underlying reason 
for the present study, one must situate the spatial context underlying this study: an 
island, as indicated in the introduction, more specifically, the Autonomous Region of 
Madeira (RAM), a constituent part of the RUP' (Outermost Regions), areas defined as 
being problematic in accordance with article 299 Amsterdam Treaty. The RUPs all 
belong to the EU territory as they are part of Portugal (Azores, Madeira), Spain (Canary 

Islands) and France (Guadeloupe, Guyana, Reunion, Martinique). Although the 

economic analysis relating to the islands (which includes both independent islands 

states and autonomous regions) is explored in order to define the common historic- 

economic context, this dissertation is centred on the RUP context. The RUPs, as part of 
the Objective I Regions group, show social-economic indicators below the EU average 
and are located in peripheral areas, very far from the EU core regions. The RUPs were 
helped substantially by EU Regional Policy, having received extra financial support, 
linked to specific programs aimed solely at RUPs. In fact, the RUPs enjoy (enjoyed) a 

unique and advantageous status under the EU law. EU Regional Policy allowed for an 

acceleration of the convergence rate in relation to the EU average allowing social 
indicators (e. g., access to social security), acceptable within EU standards, to be 

reached. However, the reformulation of EU Regional Policy (also as a result of EU 

Enlargement), evident in a substantial reduction of financial transfers, constitutes a 
growing threat, due to the dependence of the RUPs growth rate on EU transfers. 

Recent data concerning access to EU transfers show a reduction of over 50%, as RAM 

is going to be included in the Objective 2. And the political-economic dependence in 

relation to Portugal implies an extra dependence, probably unfavourable, on Lisbon's 

1 RUP from the French 'regions ultra-periphcrique'. 
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negotiation capabilities at Brussels. In fact, the pending threats to RAM do not only 

derive from the transnational arenas. Also as a consequence of the so called country- 

effect, a macroeconomic crisis at the national level may have negative effects on the 

local economy (Felsenstein and Portnov, 2005). Thus, for the first time since the 70s, 

RAM is facing a 'double challenge': reduction and reorientation of EU financial funds 

and also a severe economic crisis on the mainland. 

Box 1: Some key data concerning the geographical context 

The territory of the Autonomous Region of Madeira consists of the islands of Madeira 
(758,5 kin), Porto Santo (42,5 kM2 ), and the uninahabited islands of Desertas (14,2 
kM2 ) and the Selvagens (3,6 kM2 ), having a combined area of 796 km2 and an average 
population density of 350 inhabitants per square kilometre. Administratively, the 
territory is divided into 11 divisions (at the county level) and 53 junta de freguesia' 
(parishes). The main mountains are Pico Ruivo (1862 m) and Pico do Areeiro (1818 
m), both situated in the island of Madeira. The air temperature rarely goes below 161C 
even during the winter. Most plants and flowers are endemic to the island and the so- 
called 'Laurissilva' forest was categoriscd as a World Heritage site in 1999. 
Madeira has been a popular year-round tourist destination since the 1890s (with low 
levels of seasonality), for its levadas (walking paths), landscape, as well as its New 
Year's Eve celebrations that offer a unique fireworks show, which is understood to be 
one of the most famous in the world. Dozens of cruise ships moor in Funchal harbor 
for the fireworks show every New Year's Eve. 
Madeira's archipelago is located about 360 miles from the coast of Africa, 535 miles 
from Lisbon, 230 miles from Gran Canaria, and 480 miles from Santa Maria in Azores. 
Madeira belongs politically, culturally and ethnically to Europe, even though it is quite 
close to Africa. As with most islands Madeira shows some social, cultural and political 
peculiarities. A map concerning the island's location in the Atlantic is shown below 

1.5 The research question: is there a digital solution to the development problem? 

Having identified the generic threat to the islands' status quo (the globalisation process 

and the pervasive neo liberal orthodoxy), alternatives and solutions must be put forward 

in order to help islands to foster economic growth. As stated before, a wide range of 

non-dependent solutions is not available; in fact, only a few examples are provided in 

the literature and some of them such as Internet gambling are problematic to say the 

least. A European Commission Report published in 2001 (the COM 147 Report) 

strongly advised RUPs to follow a3 fold-strategy focused on a) an up-grade of 

parameters for competitiveness in traditional sectors; b) the development from scratch 

of high-tech sectors; and c) regional cooperation (trade and association agreements such 

as those underlying the INTERREG Programme). Almeida and Pereira (2007a) based 
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on analysis of air travel patterns between Canary Islands and Madeira show that it is 

I unrealistic' to expect short terms results from a development strategy based on 

"international openness and regional integration" and cooperation programmes among 

the outermost regions themselves and with other countries" (European Commission, 

2002: pg. 12; See also Almeida and Pereira (2007b) about a similar analysis applied to 

the Madeira Islands - Azores route). In fact, we should not expect short term results 

from a strategy based on international openness and regional integration as shown by 

the Caribbean case concerning the regional integration agenda 
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An in-depth analysis of such 'integrative' development strategies in other geographical 

contexts produces similar conclusions. Concerning traditional sectors (tourism, 

agriculture), there is evidence to suggest they face fierce competition, especially in 

tourism sector. 

Given the limited likelihood of success of 'traditional' solutions, the digital 

technological revolution was soon understood as a unique opportunity for 

experimentation and technological and economic affirmation (Lopes, 2000; European 

Commission 2001; European Commission, 2004; Armstrong, 2004). The European 

Commission considers (2004: pg. 5 1) that RUPs "could become a nursery of know-how 

in widely varying fields (the economy, education, culture, etc. ) and advanced sectors 

such as research and technological development or the ICT and laboratories of 

excellence for experimentation, 'platforms for the dissemination of technologies', 'real 

scientific portals for the geographical areas where they are located". It was also 

expected that ICTs would facilitate in islands "a decoupling of economic growth and 

environmental damage" (Berkhout and Hertin, 2004: pg. 914). 

RUPs were also urged by the EU to build up a developmental capacity not based on 
financial transfers. In this regard, the European Commission (2001) suggests a 

generalized adoption of ICT tools by local firms as a way to develop competitive factors 

and access external markets (understood as a crucial step to mitigate the alleged 

negative impact of the 'island penalty' factor, especially concerning lack of market 

potential). 

However, the EU policy relies on a largely untested assumption regarding SMEs' 

capacity and willingness to embrace technological and organisational up-grades similar 
to those experienced by larger firms (Spanos et al, 2001). In fact, the EU Commission 

acknowledges a lack of scientific research concerning RUPs. Further to this, little 

evidence exists as to local firms' strategic and competitive behaviour and ICT adoption 

patterns and strategic use of ICT tools. Evidence available for other peripheral regions 

seems to suggest low adoption rates. A regional development strategy should obviously 
be based on contextualized and validated analyses and studies, which appears not to be 

the case where the RUPs are concerned. Hence, doubts that arise as to how practical EU 

policy actually is may be justified (Spanos et al, 2002). 
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One can hereby identify the general research question underlying to the thesis: 

To what extent can ICT adoption/diffusion by SMEs, possibly contribute to the 

development and modernization of a unique region such as RAM (or "is there a 
digital solution for development problems in peripheral/remote islands? "). 

Given the importance attached to the Information Society concept it is important to ask 

if a large scale adoption of ICT tools could make a difference to the fate of peripheral 

regions. 

However, a thorough answer to the research question implies an analysis (though 

relatively succinct) of a number of supplementary and interconnected questions. 

" Which factors condition ICT adoption at the SME level? 

" What are the similarities/differences between the ICT adoption process in the 

RUP context and in the core regions? 

" What kind of impact results from ICT adoption/use in terms of productivity, 

sales growth and learning and technology trajectories? 

" What can local firms do to affect their prospects in the information society era? 

" Is there a digital solution for the geographical constraints face by islands? 

The impact of an adverse/dissimilar economic structure (compared to core regions) and 

the prevalence of micro-SME firms should also be discussed (Burton, 2004). 

As stated by Labour and Perreur (1998) the EU ICT policy rationale is indisputable. 

However, most regional development programmes may be understood as "an 

incantatory ritual" needed to justify the access to EU funds (Lacour and Perreur, 1998: 

pg. 350). Development goals such as 'large scale adoption of ICT tools' or 'improved 

competitiveness on the part of local firms' or 'increased levels of human capital' cannot 
be contested. However, the feasibility of such generic targets is quite often not defined 

from the outset. As a consequence, a 'rigorous' evaluation of the success rate of such 
development programmes cannot be produced. 

Obviously, an answer to the general research question under analysis implies an 

assessment of the feasibility and likely impact of the EU policy towards RUP (Spanos et 

al, 2001). In fact, there is not sufficient empirical evidence as to local firms' responses 

and the factors conditioning ICT adoption, making it impossible to comment accurately 
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on the applicability of EU policy prescriptions (based primarily on core region case 

studies). On the subject of peripheral rural areas, North and Smallbone (2006) and 
Grimes (2005) recommend an in-depth analysis of validity of the EU policies 

concerning the impact of 'standard' entrepreneurship and innovation programmes on 

regional development prospects. As shown in Chapter 3 most regional development 

programmes are based on a 'one size fits' all approach. 

Given the rarity of generic analyses/studies on RUPs, an in-depth analysis of the local 

political, social economic context (and respective impact in terms of development 

potential) becomes necessary, as the territorial dynamic in RUPs cannot be compared to 

what is happening in core regions. Otherwise, one could run the risk of writing fiction, 

for example, in terms of firms' behaviour and the likely impact of the adoption of ICT 

tools. The predominance of traditionally low-tech sectors and innovation-averse actors 
in the local economic structure tends to signify, in other contexts, low Internet adoption 

rates, which a priori contradicts the EU Commission's pretensions of a short term ICT 

based solution to the RUPs development problems (Labriandinis, 2006). 

Further comments on the chosen research focus 

Other aspects of an ICT related 'development' agenda (health, education and 

government/governance policies) are also a worthwhile research topic. However, I 

believe that the chosen research focus on the possible role of ICT tools in contributing 

to the economy competitiveness and acess to extra markets by local firms is the most 
I critical' one for the following reasons. 

The first reason is related to the fact that most regional development plans are informed 

by the EU regional development normative framework. However the EU normative 

framework is based on quite generic statements and seems to adopt a one size fits all 

approach. Concerning RUPs, the three priorities proposed by the European Commission 

(to improve RUPs' competitiveness) are related to: 

" improvements in terms of outermost regions competitiveness in order to 

reinforce an economic environment that is categorized as not conducive to 

running a successful businesses; 

" improvements in terms of accessibility in order to reduce the main constraints 

arising from the remoteness and extra transport costs faced by these regions and; 

"a regional integration agenda. 
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So, the concerns about accessibility, the regional integration agenda and the 

competitiveness agenda are related to the economic development goal of the EU 

regional development plans towards RUPs. 

But the regional integration agenda should not be considered as strategic as the other 

priorities. All evidence available suggests that neighbouring countries/rcgions in the 

island context are competitors rather than partners. The Caribbean experience indicates 

that we should not expect a dramatic improvement in the movement of people and trade 

in goods and services as a consequence of transnational and cross-border cooperation. 
To put in place a strong network of economic, social and cultural links demands a 

strong economic and political rationality and a large time horizon besides a very close 

geographical location. 

Most regions have invested heavily in transport infrastructure. However, the impact of 

poor access to the outermost regions cannot be overcome based only on improved 

accessibility. Further investment in infrastructure will not on its own result in economic 

growth "as transport infrastructure acts as a complement to other important conditions, 

which must also be met if further economic development is to take place" (Banister and 
Berechman, 2001: pg. 210). Usually additional transport infrastructure is not a 

necessary condition, but a supporting and complementary measure when other 

conditions are at work. Factors such as agglomeration economies, availability of a good 

quality labour force (well trained and highly skilled), large numbers of externally 

oriented firms and especially the underlying dynamics in the local economy are critical 

to foster the positive impacts of additional investment in infrastructure. The underlying 

dynamics in the local economy are "the fundamental condition as it is only when the 

local economy is buoyant that the transport investment will in conjunction with other 

necessary conditions have an economic development impact" (Banister and Berechman, 

2001: pg. 210). Thus, we must draw our attention to the local economy dynamics and 

this is the reason why the main focus of the thesis is on SMEs as the principal elements 

of the Madeiran economy. 
A second reason to focus our attention of the SMEs concerns the lack of absorptive 

capacity on the local firms' part. It has been argued that significant advances in 

communications technology, notably information technology (ICT) and e-commerce are 

rendering distance, and therefore location, less important, which particular is goods 

news for the peripheral areas (Read, 2004). However, taking advantage of these growth 

opportunities will require both a critical minimum threshold in terms of technological 
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infrastructure and human capital (absorptive) capacity. Technological infrastructure 

problems are usually a matter of concern for local government and there are reasons to 

suspect that for Madeira Island the access to the necessary technological infrastructure 

is likely to be less problematic than absorptive capacity problems. In fact, several ICT 

programmes have led Portugal to be ranked second in the EU, after the United 

Kingdom, on progress in the c-goverm-nent field. The Madeira Government has 

launched very successful ICT programmes. As a consequence, Madeira is a leading 

region in Portugal in terms of efforts to overcome the digital divide issue (inequality in 

terms of access to PC, Internet and broadband). 

However such efforts have not been followed by the private sector and most individuals 

(and households) concerning the adoption of e-commerce solutions. We present below 

some key facts about the positioning of Portugal in terms of access to ICT tools and 

adoption rates by individuals and firms (Table 1.1). Portugal ranks quite well in terms 

of e-government on-line availability (53% above the Euro zone average). And Portugal 

is also well positioned in terms of the share of enterprises having a broadband 

connection (86% of the Euro area average) and share of enterprises having access to the 

Internet (88% of the Euro area average). But the figures concerning the share of 
individuals having ordered goods or services for private use over the Internet (5%) and 

the Percentage of firm's turnover from e-commerce via Internet (1,3%) are clearly 
below the EU average. As a consequence there are reasons to focus our attention on the 

'demand side' (firms and individuals) of the equation as the Portuguese government 

seems to thrive quite well in the Information era in terms of e-government and 

infrastructure. 

Figures concerning the adoption of ICTs tools and R&D advances in Madeira are 

provided in Table 1.2 and Table 1.3, which suggest a rather bright picture in terms of 
local government involvement in the information society. Data concerning the access to 

broadband connection and access to the Internet suggests that Madeira is close to the 

Portuguese average, which suggests a rather narrow infrastructural gap. However, data 

concerning the percentage of enterprises involved in cooperative innovation processes 
(8,3%), which is the lowest figure for the seven Portugese regions and the percentage of 

enterprises with subsidies to innovate (20,1%), which is the highest score in Portugal, 

suggests that local firms should be studied in order to assess their ability to thrive in the 

Information Society era. 

14 



Table 1.1: Portugal positioning in tenns of adoption of Internet related technologies 

Indicators EU27 EU25 EU15 
Euro 
zone Portugal 

Ratio Port/ 
Euro zone 

Share of enterprises having a broadband connection 73 74 77 77 66 86% 
Share of individuals using the Internet for 
interacting with public authorities 21,3 22,6 ... 23,9 14 59% 
Share of households having a broadband connection 30 321 341 31 24 77% 
Share of individuals having ordered goods or 
services for private use over the Internet 20 21 23 20 5 25% 
Share of individuals regularly using the Internet by 
broadband access 80 80 81 79 64 81% 
E-government on-line availability 59 ... ... . ... 90 153% 
Broadband penetration rate ... 16,51 20,71 ... 12,9 62% 
E-government usage by enterprises 63 64 64 65 60 92% 
Level of Internet access households 49 51 54 51 35 69% 
Share of enterprise (for small enterprises) having a 
broadband connection 70 71 75 74 62 84% 
Share of individuals regularly using the Internet 45 47 

. 
49 46 31 67% 

Pere. of the total turnover from e-commerce 4 4 4,11 3,5 1,3 37% 
Share of enterprise having access to the Internet 92 93 94 94 83 88% 
Share of enterprise (for small enterprises) having 
access to the Internet 91 92 93 93 

. 
80 86% 

Table 2: RAM positioning in terms of adoption of Internet related technologies 

Intemet adoption Indicators RAM Portugal 
Share of individuals having access to a PC 39,4% 42,5% 
Share of individuals using the Intemet 32,6% 35,6% 
Share of houscholds owing a PC 46,5% 45,4% 

1 Level of households having access to the Intemet 1 37,1% 1 35,2% 
1 Level of households having access to broadband 1 33,4% 1 24% 

Table 3: Indicators of R&D capabilities and innovation strategies 
Indicator Portugal Madeira AZOTes Madeira rank* 
Innovation intensity 2,1 0,6 1,6 flowest rank 
Turnover of new products sales 21,4 33,9 8,9 *highest rank 
Government expenditures on R&D 16,9 18,2 54 *highest rank 
Business enterprises expenditure on R&D 33,2 5,4 5,1 
GERD as percentage of GDP 0,78 0,21 015 flowest rank 
R&D personnel in the labour force 0,47 0,2 0,3 flowest rank 
Enterprises with innovation activities 40,9 31,7 45,6 flowest rank 
Enterprises with public allowances to innovate 11,1 20,1 9 *highest rank 
Enterprises with cooperation to innovation processes 19,4 8,3 14,3 flowest rank 
R&D personnel (full time equivalent) 25.529 229 341 *1 owest rank 
R&D expencliture/enterprises 6.124 10 13 flowest rank 
R&D expenditure/government 4.917 140 94 
R&D expcnditure/higher Education 11.147 75 205, *lowest rank 
R&D cxpcnditure/private non profit 3.342 15 30 1 flowest rank 
Number of R&D Units 2.281 1 21 30 1 flowest 
* Madeira rank in the seven Portuguese Regions 
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As stated above, there are good reasons to believe that the (ICT) problem doesn't lie in 

ftirther government intervention in terms of telecommunications infrastructure and 

access to PCs and to the Internet. On the contrary, islands economies must adapt to a 

changing environment, which are not going to be based on further government 
intervention, and try to maxime the return from past investments. The increasing 

intensity of international competition between both countries and between firms and the 

globalisation process are eroding national policy autonomy. In fact due to the 

globalisation process most islands rely upon unsustainable growth strategies as they are 
based on a high level of government intervention in the economy, external aid, 

subsidies, etc. Most authors and local government agencies are well aware that state-led 

growth, based upon high levels of public investment and financed with aid flows is no 
longer available (World Bank, 1995, pg. 1; see also Sutherland, 2000; Madeira 

Tecnolpolo, 2001); as stated by Sutherland (2000: pg. 462), "the state-led development 

had given way to the magic of the markef'. Islands economies in the Pacific Basin (and 

elsewhere) are urged to "abandon their inward-oriented development strategies reduce 

protectionism and address the problem of large, costly and inefficient public sectors" 
(Sutherland, pg. 462). A more dynamic private sector is highly recommended as well as 

the reduction in the excessive government intrusion in the economy (Fairbaim, 2000; 

Swaroop, 1996). Islands are urged to build up a more resilient economic bases based on 

a diversification of their production bases and export markets. Islands governments are 

urged to enhance private sector growth, as government is much larger than in other 

countries (World Bank, 1995). Non-market services and non-export oriented services 

experienced a significant expansion in terms of employment. However, there is no 

doubt that further emphasis on infrastructure and non-market sector will not bring the 

same results in terms of sustainable development, economic growth and employment. 
Further efforts should be deployed to promote the competitiveness of Madeira 

companies and to generate entrepreneurship in new sectors. 
Given the budgetary deficit in Portugal, it is well accepted that further economic growth 
(in Madeira) must come from the private sector. The private sector is required to play a 

greater role in achieving sustainable growth and the local economy is advised to be 

more in tune with the global market forces and less dependent on government decisions. 

Some statements by government officials in Madeira point in that direction (Madeira 

Tecnopolo, 2001). 
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The third reason is related to the uniqueness of the geographical area being studied. The 

purpose of this research project is to analyse the dynamics of the local economy, namely 
in terms of the adoption of ICTs tools and the integration of firm's strategies with the 

on-going technological revolution. The available evidence suggests that firms operating 
in islands face an unfavourable environment which is translated into low expectations 
(in terms of market expansion) and lack of externally oriented growth strategies. Most 

firms are locally oriented and operate in small and fragmented regional markets. As a 

consequence a favourable political and policy environment in terms of access to grants, 

tax breaks, training programmes, specific EU programmes in the ICT field and 
improved levels of accessibility will not necessarily result in economic growth and 

modernisation unless other necessary conditions (for example firm's strategies, local 

managers expectations, attitude towards technology) are also operating favourable. As 

the level of accessibility improved in the recent years and the policy environment is still 
favourable we should focus our analysis in the 'other conditions' category (namely in 

terms of attitude towards change, modernisation and new technologies). 

Concerning firms operating in a peripheral Spanish region, Pose (2000, pg. 108) noted 
that "most firms have little or no capacity to network with other firms in the same sector 
inside and outside Galicia. Many are still family owned and lack the adequate capital, 

the technology and the management capacities to adapt to recent structural changes. 
Poor internal organisation is an additional handicap. Large firms face identical problems 

of shortage of adequate technology, skills and management techniques and are hardly 

embedded in the local economic fabric". Pose also declares that "dynamic firms are still 

the exception and not the rule". The same concerns may also be applied to Madeira. 

Another (fourth) reason to base our research project on a bottom-up approach (in the 

sense of looking at the ground level of the local economy) is related to the fact that most 

studies propose quite generic and vague statements such as 'diversify away from 

traditional sectors', 'pursue an ICT agenda based on international competitive sectors', 
"develop niche markets in the tourism area', etc. Most authors (concerned with islands 

development problems) strongly recommend the development of offshore financial 

services, call centre operations, information processing operations, information 

technologies, electronics, software industry, on-line gambling, niche markets in the 

agro-industry, fisheries, regional cooperation, etc (Berezin et al, 2002; Sutherland, 

2000; Suss et al, 2002 ; Schware and Hume, 1996). 

17 



There is a general agreement about the opportunities to be seized in the 

telecommunications sector and in the ICT field. Most authors urged islands to pursue 
developments in communications technology, such as the e-revolution as such 

technologies are leading to greater efficiency in coordination and reducing the cost of 

transacting as well as transport costs. The adoption of ICT tools may be linked to efforts 

to improve increase the local firm's efficiency and international competitiveness. 

However, we really don't know if local economies/societies are ready to embrace the 

Information Society challenge. As a consequence it was believed that a more in-depth 

analysis of opportunities and challenges should be based on a grass-root perspective 
(from the point of view of local entrepreneurs) in order to avoid such 'empty 

statements'. 
There is, as yet, a lack of empirical analysis of the specific contribution of the adoption 

of ICT tools for the improvement of the prospects of the local firms prospects and by 

extension to the Madeira competitiveness problem, primarily because of a lack of data 

on the absorptive capacity of ICT tools on the individuals and OMs part. Although the 

impact of the adoption of ICT tools is presumed to be significantly positive and 

strategic we simply don't have enough evidence to discuss the subject, especially 

concerning the effects of the ICT Revolution on the traditional sectors. Berezin et al 
(1996) strongly recommend a vertical diversification strategy (instead of developing 

from scratch new sectors such as software industry, Internet gambling) via enhancement 

of competitive advantages (building on the strengths) of the existing sectors in order to 

exploit the synergies already existing. It is our intention to study the absorptive capacity 

of the traditional sector form an ICT prespective, as it comprises most companies 

operating in Madeira. 

The fifth reason to focus our research on SMEs is related to the fact that Madeira must 
"make big decisions" about its development prospects as the traditional development 

model has reached its limits. The tourism industry needs to renew its appeal to the 

traditional customer as the industry experienced some setbacks in terms of the number 

of overnight stays. The construction sector lost around 1000 jobs in 2006 and 2007 as 

most major public works are now completed. And due to the on-going budget crisis at 
Lisbon, the public administration is constrained in terms of admissions of new civil 

servants. As a consequence the unemployment rate (See Figure 1.2) is soaring and new 

niche markets are required to create new jobs. However we don't know if the private 
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sector is ready to explore new market niches (for example based on c-commrcc 

platforms) in order to create value and employment. 

Figure 1.2 Unemployment rate in Madeira (1998-2007) 
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Finally, we should focus the analysis on the (locally oriented) private sector due to the 

ever increasing difficulties faced by the non-orthodox sector such as the off-shore zones 

as shown in the Antigua and Barbuda case. The small Caribbean Islands of Antigua and 
Barbuda with a population of roughly 70.000 inhabitants won a legal case (a WTO trade 

dispute) against the United States concerning the regulation of remote (on-line) Internet 

gambling (Madger, 2006). The United States claimed that the on-line gambling raised 

11specific problems for public policy - such as money laundering, underage gambling 

and fraud and health concerns" and as a consequence, "laws were necessary for the 

protection of public morals and the maintenance of public order". The Angulla and 
Barbuda full-scale victory was a Pyrrhic Victory. As a consequence of legal 

uncertainties in the United States concerning the remote gambling the number of 

operators had declined from -120 companies with 3.000 people to 28 companies 

employing fewer than 500 people in 2003" (Madgcr, 2006: pg. 57). The on-line 

gambling sector was really important: it comprised about 120 operators, accounting for 

around 10% of the country's GDP and almost 5 percent of the islands employment. The 

Antigua and Barbuda case shows that most non-traditional export sectors (such as 

internet gambling, off-shores tax heavens) are Linder increasing threat and international 
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scrutiny related to organised crime, money laundring, tax evasion (Magder, 2006). 

Islands cannot affront major international powers such as the United States or the 

European Commission concerning such problematic development alternatives. 
Although islands are urged to explore all investment opportunities available including 

conventional FDI such as call-centres and eco-tourism and non-orthodox activities such 

as Internet gambling and sovereignty selling, it should be stressed that such 
I alternatives' are costly in terms of international image and reputation. As a 

consequence an endogenous approach based on local private investment should be 

nurtured and exploited in order to develop local solutions in more sustainable sectors. 
That is, opportunities in the ICT sector are to be embrace carefully because some 
islands are (only) succeeding in selling cybersex to the world or in the on-line game 

sector (Nelson, 2002). Such niche markets are subject to increasing international 

scrutiny so as a consequence local economies should try to reposition their focus on 

more traditional niche markets such as horticulture, cultural industries and eco-tourism. 

1.6 Justification for this research project and potential contributions to scientific 
knowledge 

It is important to make reference to a difficulty underlying scientific research in 

peripheral contexts. Where rural areas arc concerned, Kalantaridis (2006) and Ramirez 

(2001) point out the academics' and policy makers' incapacity to conceptualize rurality, 
due to its multidimensional nature. This is the reason why a comprehensive analysis of 

the research question demands a more descriptive local social and economic context and 

a case study approach. 

However, it is also important to point out some potential advantages of a case study 

applied to such remote and peripheral areas. An in-depth analysis confined to a limited 

geographical area allows for a systematic analysis of the multiple factors (social-cultural 

environment, individual attitudes, firm strategies) conditioning the ICT adoption and 
difftision process. Thus, a number of the issues complementary to the research question 

may be answered based on an integrated theoretical framework which enables a global 

understanding of SME adoption strategies, an option not frequently selected in IT 

adoption studies. In line with Bateira and Ferreira (2002: pg. 297) my analysis of small 
and medium-sized enterprises (SMEs) is placed on the "crossroads of different strands 
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of theory" (Diffusion of Innovation Theories, SME literature and firms strategic 

management). 

Another advantage, in the sense of the contributions made by this thesis, results from 

the fact that it add to the scientific knowledge about the issue of ICT adoption by SMEs 

operating in peripheral areas. In fact, some authors lament the scarceness of studies and 

analyses on the subject of ICT adoption by SMEs. On the subject of ICT adoption by 

Italian firms, Fabiani et al (2005) refer to a relative limitation of firm-level evidence. 
Mehrtens et al (2001: pg. 165) further refer to the "dearth of research identifying the 

organisational rationale behind Internet adoption" (see also Hempell, 2005). The clear 

predominance at the local level of SMEs allows for the addition of statistic evidence on 

the issue of ICT adoption by SMEs. Further to the lack of empirical analyses relating to 

the geographic space under analysis, it can be seen that most studies (90% in agreement 

with Caldeira and Ward (2002), tend to be the result of analyses applied to the context 

of advanced economies (USA, EU). However, SMEs located in LFRs differ in terms of 

competitive base, cost structures and local and external orientation (Caldeira and Ward, 

2002; Spanos et al, 2002; Mullings, 2004). In fact, most studies do not avoid 
"generalisations (about the ICT adoption rationale) which are at odds with the 

experiences of individual firms on the ground" (Jarvis et al, 2006: pg. 152). Should a 
different social and cultural context be considered, there seem to be no doubts in 

relation to the need to disbelieve the validity and applicability of the traditional 

theoretical frameworks. For example, Hoggart and Paniagua (2001: pg. 63) criticize the 

"self-evident bias in writing on rural restructuring toward the Anglo-American world or, 

if more generally, toward capitalist production relationships (or even more narrowly 

toward agriculture)". Consequently, they contest an automatic transfer of the theoretical 

achievements in relation to agriculture restructuring theory as a useful theoretical tool in 

the exploration of the restructuring process in course in the Spanish rural areas. 
Consequently, where ICT adoption is concerned in an ultra-peripheral context, so as to 

obtain a deeper understanding of the ICT phenomenon, it is necessary to proceed with 

an analysis in terms of the similarity of the economic and social context in as much as 

they may help to formulate an adequate "ICT adoption rationale". North and Smallbone 

(2006: pg. 45) also understood the possibility of transferring EU policies as problematic 
64at least not without substantial modifications" (see also Zhang et al, 2006). 
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The extreme character of most RUPs at the EU level in economic and geographical 

terms (remote location, non viable traditional development models and social 

concentration) may provide interesting grounds to understanding such a complex 

subject in other peripheral and remote contexts. Although the RUPs represent less than 

1% of the EU area, they present characteristics in common with the other LFRs. Hence, 

this study aims to be another contribution to the analysis of the processes on ICT 

adoption and diffusion in geographical areas that generally receive little attention. As 

mentioned above, in the past, islands contributed significantly to the progress of 

science, given the self-contained character of island environment and culture. In this 

sense, Roberts and Thompson (2003: pg. 62) state that the Western Isles, given the high 

incidence of self-employment, dependence on the traditional sectors, heavy dependence 

on subsidies and increasing vulnerability (market pressures and biotechnical risks) 
"combine to make it a good case study on which to base empirical analysis". 

And given the neo-Keynesian experience of most RUPs, this study may contribute to 

the analysis of the applicability of the neo-liberal agenda in a peripheral and 

traditionally dependent on financial transfers context. In fact, a common problem in the 

traditional regional development field is the attempt to apply a 'one size fits all' 
J 

approach centred on the core regions. 

1.7 Methodological issues: why a case study approach 

A research project is defined by both the subject matter (what is being studied) and by 

the method or approach applied to study the subject matter (how it is being studied). 

Further to the research question (identification of the economic agent and the 

economic/social bchaviours under analysis), the research design and data collection 

procedures must also be stated from the very begin. 

Given the prevalence of myths and misconceptions in the Internet research arena, a 

subtle discrimination process can be found in the literature. Most studies deliberately 

favour medium and large enterprises in the manufacturing sector (Spanos et al, 2001; 

Halcblian and Finkelstein, 1999). The "natural attraction of the lucid and logical 

respondent" in the ICT research field (in other words, the preference for manufacturing 
firms) seems to be the norm (DeLorne et al, 200 1: pg. 11). The 'problem' in such an 

approach lies in the fact that non-manufacturing firms make up the majority of the 
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existing firms in the RAM. Grimes (2005: pg. 1070) was unable to strictly apply the 

'right criteria' (that is, selection of large firms in the manufacture sector) in a study of 

the ICT adoption patterns in peripheral regions in the EU "because of difficulty in 

finding suitable enterprises (i. e., manufacturing firms) for the study". 

There is evidence to suggest that SMEs are not adopting in large numbers ICT tools. As 

a consequence, I assert that "ignoring of the rich contextual contributions by 

deliberative, reluctant respondents such as non-adopters of ICTs tools" would result in 

writing fiction, as micro and small firm's accounts for more than 90% of firms in RAM 

(DeLorne et al, 2001). 

We can now move on in the discussion of the selection research methods. It must be 

said that excessive attention to the philosophical aspects in terms of the underlying 

philosophical approach (qualitative or quantitative in nature) may clearly limit the 

practicality of the research methods. Graham (2001) alerts to the fact that the 'practice 

of geography' and the selection of the methods and approaches cannot correspond 

exactly to the philosophical choices preferred by the investigator. My experience with 

research projects in the island seem to point to the 'feasibility issue' as being central in 

the selection of methods and data sets. For example, hard qualitative approaches (such 

as ethnographic studies) were not an option, as it would not possible to conduct such 

time consuming examination of the firms Internet strategy over a long period of time 

(Houghton and Winklhofer, 2004; Mitchell and Clarke, 1999; Premkumar and Roberts, 

1999; Skinner et at, 2003). As stated by Skinner et at (2003: pg. 476) "we need to use 

practices mutually acceptable to both researcher and participanf'. Concerning data sets 

it must be stated that financial data is not available due to secrecy concerns. 

In the end, I choose a double approach based on both a quantitative research methods 
(firm's surveys) and qualitative methods (case studies of individual firms). As I am 

pursuing a research project 'revelatory in nature' given the absence of previous studies a 

pure quantitative analysis in character would not allow one to completely take into 

account the social constructed nature of the economic reality, and the context that 

influences the Owner Managers (OMs) decision-making. Qualitative methods allow for 

contextual descriptions and the exploration of new phenomena. In fact, the 

interpretation and meaning that local OMs give to the on-going technological revolution 

can be better assessed via qualitative research designs, such as semi-structured 
interviews. 
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Some authors have based their analysis of the OMs decision-making concerning the 

adoption of ICT tools on a case study approach (based on semi-structured interviews), 

which is especially appropriate when theoretical models available are not well 
developed or when a contemporary phenomenon is under analysis. Levy and Powell 

(2001: pg. 175) state that a case study approach is especially appropriate when "the 

boundaries of the research are not clear", and when the complexity and ignorance of the 

phenomenon under analysis implies the "need to investigate the issue within a real life 

context drawing on the views of a number of sources". Mehrtens et al (2001: pg. 166) 

state that case studies allow one to capture "reality in substantial detail and are 

particularly useful when a natural setting or a focus on contemporary events is needed". 

I finalise this section by identifying the economic phenomena under analysis. My 

concern evolves around the decision making process concerning the adoption of ICT 

tools on the OMs part. I am interested in understanding and modelling the process of 

adoption. But I am also interested in overcoming the traditional assumption that OM 

decision making can be modelled purely in terms of individuals acting to maximise 

profits (Austin et al, 1998). Coexisting with the Innovation Diffusion literature there is 

an extensive literature showing that the typical OM in a peripheral area attaches great 
important to non-economic factors such as the betterment of the family. As a 

consequence, a pure (mathematical) economic model cannot capture the full complexity 

of the decision making at the micro and small firm level. That's the reason why, 

concerning theoretical frameworks, a one sided vision is rejected, as I assert in line with 

Saarenketo ct al (2004: pg. 366) that SMEs should be eclectically studied in terms of 

various frameworks and theories to gain comprehensive understanding of the 

phenomenon. Chapter 5 provides a multi-fold contingent model to analyse the adoption 

rationale in RAM. 

1.8 The structure of the thesis 

Chapter 2 provides an in-depth understanding of the social/economic dynamics of 
RAM. It is argued that after two decades of successful experimentation with neo- 
Keynesian policies local actors may refuse 'structural changes' and technology up- 

grades. RAM is an example of a 'de-coupled' regional economy sheltered from the 

potential damaging effect of global trends. The local economic dynamic was fuelled by 
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large amounts of financial transfers and as a consequence, RAM was able to reach 
impressive scores in terms of GDP per capital and well-being. Thus, it can be assumed 

that individuals, firms and political actors were not desperately searching for 

'technological solutions' in order to cope with the impact of the on-going globalisation 

process. Such impacts were understood elsewhere as linked to processes of downsizing 

Welfare States rights, fierce inter-territorial competition, increased competition for 

market shares, organisational and technological up-grades, but not in RAM. 

Chapter 3 investigates which development options are available in islands and provides 

a detailed analysis of the applicability of the current regional development models (such 

as learning regions and clusters approach) to the RAM context. It is important to 

recognise, before defining policies/measures, some basic facts relating to the backward 

and peripheral regions, namely the absence of the classical territorial assets which are 

characteristic of industrial districts and/or learning regions. The current approaches are 

assumed as being non-applicable in the RUP. The social and economic context and 

political and cultural patterns diverge in a fundamental way from those found in the core 

regions. The out of date institutional, political and technological processes in the core- 

regions decades ago, are still in place in most LFR. Hoggart and Paniagua (2002: pg. 
77), referring to the restructuring processes in course in Andalusia (Spain), states that 

"fundamentally, the driving forces underlying dominant societal relationships did not 

change, ..., Spanish rural society still pumps the past through its main arteries". For this 

reason, an analysis of ICT and regional development issues imply a critical evaluation 

of the socially accepted dominant discourse, i. e., the cluster approach and 

competitiveness discourse. In fact, it is important to understand how the current 

territorial dynamic in RUPs produced a 'distorted' understanding of major events of our 

time (globalisation, fierce competition at an international scale, unprecedented and 

relentless change, geo-political turbulence, etc). For years, islands have pursued a 
I clientelist approach' concerned essentially with the 'preservation' of the status-quo. In 

a subsidiary way, it is important to contribute towards the examination of various 
blockages and barriers to development in islands and peripheral context. 

Still in chapter 3, further to analysing the feasibility of current regional development 

models, a tentative model is proposed in relation to the development prospects of RUP. 

In order to proceed with such a demanding approach (i. e., the tentative model to 

understand the development prospects in RUPs), it is deemed convenient to turn our 
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attention to independent island states. An analysis of the islands' development models 

successes/failures, and critical factors conditioning islands' incorporation into global 

economic and technological networks brings to the fore 'common elements' which are 

very important to understand islands' development prospects. As seen before, 

independent island states becomes evermore subject to neo-liberal orthodoxy, although 

many are clearly unprepared for it. But as stated by Murray (2001: pg. ), in relation to 

the Pacific Island Countries, "there is little option but to comply". In fact it is argued 

that all recent events points to substantial theoretical/empirical relevance of the 

ecological approaches (focused on the analysis of the mechanisms and processes 

governing the establishment, growth, change, decline of organisations such as firms) 

that relate decreasing levels of financial transfers to high levels of firms failures. 

Chapter 4 is dedicated to the analysis of available ICT solutions to the island problem. It 

is crucial to state from the onset that the debate about the ICT Revolution constitutes a 

recent phenomenon and is subject to strong controversy and contradictions. The 

emergence of the Internet on the global scene aroused excessive hopes as to the 

emergence of high-tech sectors in improbable places (such as RUPs). Shefer and 
Rietvcld (1999: pg. 11) show how policy makers understood the ICT revolution "as if 

they were a panacea for all economic problems", alerting the authors to the exaggerated 

expectations associated with the ICTs given the specific economic circumstances of 

most LFRs (see also Bertrand, 2001; Hempell, 2005). It is therefore crucial to try to 

understand why there has been an exaggerated importance attributed to ICT in the LFRs 

and then a 'disillusion' phase. Implicit to the debate, is the relative lack of success of 

the current development strategies (in the ambit of traditional location advantages). 

Such disenchantment with current solutions offered ground to welcome miraculous 

solutions. In fact, an equalisation of development opportunities in relation to the core 

regions was expected. The 'death of distance' hypothesis based on ICT-based 

frictionless geography and cyber-geographies and therefore on unlimited access to 

markets/information, constituted a fundamental assumption in the ICT discourse in the 

1990s (Rietveld and Vickerman, 2004). A frictionless geography (or cyberspace) 

seemed, in truth, an exceptionally attractive solution to mitigate (direct/indirect) 

traditional location disadvantages (Bertrand, 2001; Webber, 2004). 

However such extremely optimistic views expressed by academics, governments and 

corporate actors never materialised. And, absent from the outset were a concern with 
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informed choices and political preferences. In fact, most citizens do acknowledge the 

alleged ICT revolutionary proprieties (such as reducing the tyranny of distance), but are 

not interested in such ICT dreams. As a consequence there is no political support to 

embark on 'high-tech dreams'. 

In order to understand the structure of the thesis, it is important to state that all available 

evidence relating to ICT adoption in other peripheral regions seems to confirm the most 

pessimistic forecasts. Lucchetti and Sterlacchini (2004: pg. 163) state that "the potential 

of digital technologies is far from being exploited by Italian SMEs". Contrary to the 

expectations in the ambit of the death of geography hypothesis, a widespread diffusion 

of e-commerce tools is not foreseen even in the long term. ICTs tools are understood at 
best as complementary to the traditional marketing approaches. And firms' ICT strategy 
is obviously related to its innovative and technology history and therefore to its strategic 

and competitive behaviour. The applicablencss of the EU policy clearly depends on the 

local firm's 'e-readiness' (that is, their preparedness to adopt/adapt ICT solutions). 
Chapter 5 provides a comprehensive analysis of local firm's behaviour, Owners 

Managers (OMs) likely understanding of the on-going ICT Revolution and a review of 

several strands of theory needed to provide a global understanding of ICT patterns/uscs. 
Still in Chapter 5, it is deemed possible to contribute generically towards the analysis of 
the ICT adoption impacts, by means of a redefinition of the ICT adoption/firm 
development link which take into consideration SMEs behaviour and idiosyncrasies in a 

peripheral context. Most studies adopt a 'econometric approach' that relates the stock of 
ICT capital to increases in the productivity levels. However, such approach is deemed 

'impossible' as financial data is not available. 

Chapter 6 presents the results coming from my mixed (quantitative and qualitative) 

approach. The quantitative results provided in Chapter 6 and are based on a stratified 

sample of 238 local firms. The qualitative approached is based on semi-structured 
interviews of 17 OMs. The results provided are quite interesting and controversial as 
both the optimistic and pessimist approaches concerning the Information Society project 

are challenged. As expected, local firms are not adopting complex ICT tools nor are 

they interested in reach external markets. As a consequence, the EU conceptualisation 

of the likely impact of the Information Society in islands is misplaced and over- 

optimistic about the potential contribute of the adoption of ICT tools to the development 

of a unique region such as RAM. However, there is an intense and invisible use of most 
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Internet functionalities, which is providing most innovative firms with competitive 

weapons to thrive in the local market. It is suggested that the Information Society 

project may contribute to the modernisation of the firms operating in the region but at 
the expense of a high levels of failure rates. The innovative use of ICT tools may result 
in an economic landscape populated by a few but 'modem' firms unable to provide an 

answer to the soaring levels of unemployment. See figure 1.2 about the thesis structure. 

Figure 13. The thesis structure 
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Chapter 2: 

RAM: Crisis? Which crisis? Economic and political trends affecting the 

Information Society prospects in RAM 

This Chapter is dedicated to an in-depth analysis of broader local social, political and 

economic trends that may influence the likely outcome of the 'digital project' in the 

context of RAM. It is now well understood that not every region is well placed to thrive 
in the digital era. And it also acknowledged that an in-depth analysis of the ICT 

adoption/diffusion path cannot be understood outside the social and economic context 

specific to the given territory. 

In fact, despite the RAM's favourable location close to the "centre of gravity of the 

transactional economy geography which lies in the North Atlantic" (Sassen, 2002: pg. 

10) and previous cycles of prosperity, there is no evidence to suggest a high degree of e- 

readiness and/or interest in the Information Society. This chapter intends to give the 

reader an understanding of the specific economic, political and cultural 'idiosyncrasies' 

that condition the economic and political sustainability of the islands' digital prospects. 

2.1 A 'de-coupling' of local economy prospects from the globalisation process 

As suggested in the introduction "governments in islands have had little option but to 

comply" with the neo-liberal agenda (translated into the adoption of structural 

adjustment polices and outward-oriented growth strategies) which is at odds with the 

neo-Keynesian agenda applied in most islands during the 1970s and the 1980s (Murray, 

2001: pg. 138). Although current and future tendencies are unarguably complex, and 

allow for crisis scenarios, this was not the case up until 2004-2005 in RAM, as the local 

government managed to maintain a continuous stream of financial transfers. But the 

RAM case study is not an exception in the peripheral regions context even if the reasons 
for the late arrival of the impact of the globalisation process (and the neo-liberal agenda) 

are different (Roberts and Thompson, 2003; Rodriguez-Pose, 2001). Concerning 

independent island states in the Pacific Basin, Murray (2001: pg. 137) declares "that 

neo- liberalism arrived late in the Pacific islands compared to other regions in the 

South". Islands 'geopolitical comparative advantage' (in terms of 'important' geo- 

strategic location) during the Cold War allowed for high levels of ODA "which propped 
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up relatively large public sectors and inward-oriented policies" (Murray, 2001: pg. 137). 

As stated by Sutherland (2000: pg. 459) "the high levels of aid reflected the region's 
(Pacific) geopolitical importance" and were used to "prop up the islands economies and 
thus lessen the urgency for reform". However, with the end of the Cold War such geo- 

strategic advantages were eroded and donors demand islands to conform to 'orthodox 

development polices'. However, dependent territories such as the RAM still have 

straightforward access to key developmental resources such as EU financial transfers. 

Such a 'regime of exception' that has been applied to RAM prompted a relative 'de- 

coupling' of local economy dynamics from the potential negative impacts of the 

globalization process such as a demand for international competitiveness, fierce 

competition at global level, tight budget constraints, delocalisation of manufacturing, 
long-term unemployment, etc (Kearney, 2003). As stated by HeIg et al (2000: pg. 64) 

concerning Sicily the easy access to financial transfers allowed the "creation of public 

sector jobs, sheltered from the ups and downs of the market and from competition and 

the rescue of troubled companies". Concerning RAM it also is possible to observe that 

due to the substantial amount of public investment, unemployment rates were below 3% 

in the 1980s and 1990s. The relative prosperity was also translated in high rates of firm 

creation and reduced competitive pressures impacting on locally oriented firms. 

As we shall see later on, aggressive strategies aggressive strategies such as 

organisational innovations and ICT 'solutions' intended to expand market shares may 
be understood as not really decisive and potentially damaging to firms' prospects, 

capital accumulation and profit maximisation due to sunk costs and lack of financial 

return. The cycle of prosperity (fuelled by high levels of demand) allowed a 'place for 

everyone' in the market. As a consequence, the passive reaction to advances in the 

technology field should not be conceived as irrational as the local economy mood was 

always positive. That is, we intend to demonstrate how a 'regime of exception' (i. e., an 

easy access to financial transfers) propped up a specific social and political and 

economic dynamics that ultimately influenced societal and firms' attitude towards 

technology and innovation. However, a detailed analysis of the EU policy towards 

RUPs must precede the analysis of RAM' territorial dynamics. In fact, the 'European 

venture' may be conceived as a major structural transformation impacting the local 

development 'philosophy' and growth prospects. 
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2.2. EU policy towards RUPs: from 'positive discrimination' to a 'quasi neo- 

liberal approach' 

In accordance with the magnitude of obstacles to development faced by Rups, those 

regions benefit greatly from the economic and social cohesion principle via substantial 

financial transfers (European Investment Bank loans, Structural Funds and Cohesion 

Fund) (European Commission, 2004; Comissdo Europcia, 2001; Armstrong, 2004). 

With respect to RAM, the financial help received for the period 2000-2006, implied on 

average the transfer of 2900 euros per year and per inhabitant in RAM. Should one 

include the transfers due to access to generic programs available at the national level 

(also fuelled by EU transfers), the amount reaches 3442 euros per inhabitant (See Table 

2.1). The average level for all Objective I regions was 1.500 euros per inhabitant. 

According to the European Commission (2004) the financial transfers implied, where 

amounts relating to RUPs GDP in 2000 are concerned, 2% of the GDP of the DOM, 4% 

of the GDP of Azores and Madeira and 1% of the GDP of the Canary Islands. In terms 

of investment, the relative weight of EU programs corresponds (1997 figures) to 1/3 of 

the public investment in the DOM, in the RAM and in the Azores (European 

Commission, 2004). 

Until the 1990s such huge financial transfers were understood as a fair deal. The 

'insular penalty factor' (a reference to the disadvantaged, accumulative and 

conditioning character of the development potential that results from the insular 

condition) was recognized in the EU legislation (European Commission 2004; European 

Commission 2001; Malecki, 2002). Article 299 of the Amsterdam Treaty acknowledges 

that such regions are conditioned by remoteness, insularity, small size, difficult 

topography and climate and economic dependence on a few products. Further, Article 

299 also recommended that all EU policies should take into consideration the peripheral 

character of the RUPs, via the application of specific and contextualised measures. And 

Article 299 recognised RUPs handicaps in terms of accessibility, size and morphology 

as extreme cases in the EU setting. As a consequence, economic dependence, high 

unemployment rates and the intrinsic difficulties of to developing from scratch new 

activity sectors were 'understandable' and understood in the EU legislation. In fact, the 

EU Commission favoured the RUPs up until the late 1990s, based on the design and 
implementation of specific projects intended to mitigate the RUP's development 

constraints. 
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Table 2.1: EU financial transfers towards RUPs (Average Transfer per inhabitant) 

Region Speci c (RUP) Programs All programmcs 
DOM (French Territories) 2,000 euros ... 
RAM (Madeira) 2,900 euros 3,442 euros 
RAA (Azores) 3,600 euros 4,163 euros 

I Canary Islands 1,100 curos 1,642 euros 
I Objective Regions 1 1,500 euros 

Source: European Commission (2004) 

The incapacity to access and exploit a large market potential is recognised in EU policy 

and the local orientation of firms operating in RUPs is also acknowledged. But recent 

EU reports and documents do not support such a 'benevolent' approach as they urge 
RUPs to pursue a neo-liberal based agenda. 

In fact, the COM Report 543 (2004) identifies other economic and political trends 

which strongly condition development dynamics, but which are not explained by the 

alleged geographical disadvantage. For example, in terms of the capacity to absorb 

'financial transfers', some difficulties have come to light relating to the potential to up- 

grade traditional sectors. The COM Report 543 acknowledges the failure of 

programmes aimed to diversify the local economy via the emergence of innovative 

sectors or competitive up-gradc by local firms. Although a huge capacity for 

investment/accumulation of public capital (infra-structures) is noted, the absorptive 

capacity in more immaterial factors seems low. 

And the European Commission Working Document SEC (2004) 1030 provides other 
I problematic' data as far as the local social-economic dynamics are concerned. The 

distortions patent at the level of market organization was translated into "de facto 

monopoly situations have arisen which reduces the competitiveness of the whole of the 

economy there and has generated inflation". It is also criticises the lack of any real 

competition between economic actors, whether public or private. The European 

Commission also criticises the lack of repercussions of all financial support to the final 

consumer as the final price of some products is not reduced no matter the amount of aid 

received by producers to compensate for transportation costs. 

As stated in Chapter 1, RUPs are now expected to live up to international standards of 

productivity, growth and competitiveness (European Commission, 2004). RUPs are 

urged to develop competitive factors, 'awaking the business spirit' and the built-up of 

strategic and innovative high-tech sectors, which signals a clear change of orientation 
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concerning the EU policy towards RUPs. RUPs are told to "improve their economic 

performance, participate in stimulating growth, create jobs and counter the risks of 

exclusion>> (European Commission, 2004: pg. 34). In other words, RUPs should pursue 

a restructuration process, and hence assure greater economic and political autonomy. 
The European Commission also favours measures to increase the level of capitalization 

of local firms, to increase the productivity level and employability of human resources, 

the competitive level of SME's, and the optimization of ICT usage. In line with the neo- 
liberal agenda, the EU also suggests an export oriented strategy, via access to external 

markets, and/or the development of complementary markets at the local level (eg. 

development of e-commerce). 

Although the objectives mentioned above make up part of any regional development 

project, it is clear, however, that the European Commission Working Document SEC 

(2004) 1030 is in line with the re-orientation of the EU regional policy, already foreseen 

in the 1990s concerning LFRs in general (Azzi, 2000; Pereira, 2000; Lopes, 2000). Now 

peripheral regions are expected to adopt aggressive development strategies and local 

governments should improve the ftinctioning of local labour markets and correct all 

market inefficiencies as settled by the neo-liberal orthodoxy. 

Given our research aims it is important to highlight the EU conceptualisation of the 

RUPs place in the Information Society era. On the subject of the Lisbon Strategy (the 

EU Information Society Project), the European Commission Working Document SEC 

(2004) 1030, states that RUPs "will have to find an echo in the economics of the 

outermost regions". The EU also suggests that local firms must target specific niches, 

where, supposedly, RUPs will have geostrategic advantages, namely e-government, e- 

medicine, e-learning, e-commerce (European Commission, 2001; European 

Commission, 2004; Lopes, 2001). 

With reference to the EU RUP policy on the Information Society Project, the COM 

Report. (543) (2004) assume a levelling of the RUPs with Objective I regions. This 

marks the end of the 'exception regime' (easy access to financial resources). Only a 

specific compensation program in order to reduce the impact of over-costs incurred by 

local firms when trying to pursue an intemationalisation approach is proposed. The aim 
is to get local firms' competitive potential up to the standard of Objective I regions. The 

EU Commission also recognizes the need for additional investment in order to combat: 

the accessibility deficit; the impact of the undersized local market; and environmental 
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and climatic handicaps. While until the 2001 RUPs were categorised as a homogenous 

group in terms of access to financial transfers, now the EU Commission proposes the 
definition of financial transfers in accordance with the level of backwardness of each 
RUP. Although the EU "intends to continue according more favourable treatment to the 

outermost regions>>, the EU intends to base all meaures on studies aimed to "a more 

precise evaluation of the handicaps faced by RUPs" (European Commission, 2004; see 

also Gouveia, 2000; Martins, 2000; Matias, 2000). 

The 'insular penalty factor' thesis is not 'untouchable' anymore (Ferreira, 2000). Extra 

funding is now 'linked' to 'empirical evidence', which suggests the end of the exception 

regime as traditional assertions concerning specific development constraints are no 
longer accepted without proof. The EU Commission vision matches alternative 

theoretical accounts that suggest peripherality will increasingly become an "aspatial 

issue, necessitating fundamental changes to our concepts, models, indicators, and policy 

approaches" (Copus, 2001: pg. 539; see also Copus and Skuras, 2006). According to 

Copus and Skuras (2006: pg. 79) "aspatial peripherality is defined as a range of 

processes which are increasingly emerging to compound or distort the handicaps 

conventionally associated with remote locations". It is acknowledged that physical 
distance or travel/freight costs are less and less constraints to economic activity and 

quality of life in peripheral regions (Armstrong, 2004). As a consequence, the growth 

performance of LFRs should also be conceived as influenced "by the effects of poor 

utilization of new information and communications technology, or by inadequate 

networks linking local businesses, institutions and global sources of information or 

markets" (Copus and Skuras, 2006: pg. 79). An intelligent management of such non- 

geographical characteristics may result in GDP growth and quality of life indicators 

above what would be expected in such peripheral locations. An analysis of such aspatial 
factors is provided later on in Chapter 3. 

In conclusion, it is evident that the EU Commission accepts the idea that the economic 

potential of all regions (including those on the 'periphery' in spatial terms) arc less and 
less closely related to location, but instead increasingly influenced by such 'aspatial' 

characteristics. Hence, RUPs arc required to minimize non-gcographical constraints 

(such as market imperfections, monopolies, and subsidy-depcndencc) in order to 

maximise growth opportunities. An in-depth analysis of RAM territorial dynamics is 

now provided. 
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2.3 RAM territorial dynamic: 1976-2007 

As stated earlier in this Chapter, up until very recently (2004-2005), RAM's Regional 

Government managed to maintain, sustain and expand an expansionist policy of the 

Keynesian type thanks to 'able' management of the access to European and national 
financial transfers. And an 'a posterior' management of the regional public debt (the 

antithesis of the 3% budget deficit rule) was also possible. RAM has enjoyed a 

charismatic political leadership which has engendered a 'Robin Hood like action' in 

relation to the mainland/EU (Raagmaa, 2001). The strategic leadership in place had 

become ftindamental to shape regional development policies, as it allowed the 

establishment of a well defined sense of purpose, and the ability to create a vision 

concerning strategic developmental options, frequently based on a 'institutional war' 
(i. e., overtly and/or dissimulated political confrontation) with Lisbon. 

As previously suggested in section 1.2, the islands social ecosystems are characterized 
by a strong regional (cultural) identity. The influence of the local culture on individuals 

and entrepreneurial values and attitudes and, consequently, on the degree of personal 

and entrepreneurial innovativeness, is acknowledged by institutional approaches. In 

fact, the prevalent attitudes and values in society can, at a given moment, end up 
limiting the range of available economic options, as will be shown later. 

2.3.1 Brief geographic background and key facts about the functional linkages with 

outside world 

Before embarking on an analysis of the socio-economic evolution, it is important to 

provide some geographic facts about RAM. As stated before the archipelago of Madeira 

includes the island of Madeira (736 km2) and the island of Porto Santo (with an area of 
42 km 2) 

. The island of Madeira is situated at approximately 1000 km from Lisbon and 
the total area of the archipelago constitutes about 2% of the total area of the country. 
The island of Madeira, of volcanic origin, presents a maximum length of 58 km and a 

maximum width of 23 km. The particular morphology of the island constitutes a huge 

obstacle to the economic and social evolution of the island: about 35% of the area of the 
island is situated at over 1000 metres and only I I% presents a slope under 16%. The 
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arable land utilized corresponds to only 9% of the total area. The arable land is 

generally of poor quality and the biological wealth of the insular waters is low. The 

Island presents some ecological peculiarities due to the high number of 'endemisms', 

which are vegetal species found only on the island. The archipelago enjoys a subtropical 

climate with an average monthly temperature oscillating between 10' and 20' degrees 

Celsius, an inviting temperature for leisure activities. It is important to mention that the 

specific morphology imposes a very high density on habitable lands (about 500 

inhabitants per kM2) . The distribution of the population is very asymmetric being 

concentrated essentially in the vicinity of Funchal (50% of the population). 

We will provide now some comments on the island external accessibility. Madeira 

Island is provided with two main ports (Funchal and Canigal) and a small port in Porto 

Santo. Regional government assigned the Funchal's Port to the cruise market, with the 

relocation of the traditional activities (merchandising traffic and fishing activities) to the 
Port of Canigal (See Madeira map in Box 2.1: Canigal is located in the eastern part of 
the island close to Machico). The Regional Government intends to develop the cruise 
market in order to reach 250.000 passengers by 2007 and 250 vessels arrivals by 2007. 

Madeira Island depends exclusively on the maritime transportation (and air transport) in 

order to trade with the rest of the world, especially in terms of food and energy supplies. 
However, the maritime traffic is unbalanced given the economic structure of the island. 

Imports accounts for almost 83% (in value) of the Madeira's maritime traffic in 2005. 

The most important maritime connections in terms of transport service and weekly 

availability are the Funchal-Lisbon route and Funchal -Leix6es (Oporto) route. Funchal 

is also connected with Azores by one service every two weeks. Connections with 
Canary Islands are now provided in a weekly basis. The Madeira-Lisbon route is 

supplied with 3 services per week and the average travel time is about 48 hours. 
Cement, iron related products, wood and grain are the main products loaded/unloaded. 

The local media has drawn the attention to the excessive port operation rates, which is 

above the national average and one of the most expensive in Europe. However, such 
allegations are strongly contested by the Local Government. 

There is one regional route in terms of air traffic, the Funchal-Porto Santo route, which 

connects the two islands of the archipelago. Porto Santo Island has only about 5.000 
inhabitants and is located 75 km away from Funchal. There is an average of 3 flights 

every day. There are two routes available between Funchal and the mainland: the 
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Funchal-Lisbon route and Funchal-Oporto route. The Funchal-Lisbon is the most 
important route in terms of traffic with an average of II daily flights. In order to travel 

to another city in Europe, one stop at Lisbon is necessary. There are only 3 different 

daily flights between Funchal and Oporto. However, several European cities are 

acessible from Funchal. One of the low cost company start operating from Funchal to 

London Stansted and Bristol in UK. 

Data available for the 03"d November to 09'h November period show 39 European cities 
(directly) available from Funchal based on charter flights. Another 5 cities are also 

available based on one stop (at Lisbon) flights (See Box 2.2). 

An analysis of Madeira functional linkages with the outside world should not be only 
based on the number of flights available from Funchal Airport as rthe cost of these 
flights is also pertinent. The return fare for the Funchal/Lisbon route accounts for 45% 

of the Portuguese minimum wage. And most of chater routes are only operated on a 

weekly basis and as a consequence seat availability is dependent on availability of 
'empty seats'. Daily flights are only offered for the Porto Santo, Lisbon, Oporto and 
London routes. 

2.3.2 Recent socio-economic evolution: successes and limits to development 

It is important to state from the outset that the social-economic context and the 

historical legacy of the 70s in order to understand the development options following 

post-1986. The political sustainability of the (traditional) public investment choices and 

society preferences in terms of employment can only be understood when taking into 

consideration the initial (1976)2 level of supply of transport infra-structures, 

health/education services and investmcnt/job opportunities. The consequences of such a 
dramatic initial starting point (low level of literacy rates, low levels of offer of social 
infrastructure, low levels of internal accessibility, etc) are beyond calculation; basically 

put, focusing on closing the gap in terms of basic infrastructure reduced the political 

willingness and resources available to pursue an alternative development strategy, for 

example based on more intangible factors. 

2 The political system which has been in place for 50 years, the so-called 'Estado Novo' ended in 1974. 
Autonomy was granted to RAM and RAA in 1976. And Portugal (and RAM) accession to the EEC 
occurred in 1986 
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Box 2.2: Madeira Island Flights connections 
City Sat 03/11 Sun 04/11 Mon 05/11 Tue 06/11 Wed 07/11 Thu 08/11 Fri 09/11 Total 
Regional Flight 
Porto Santo 3 3 3 2 3 2 4 20 
National Fligths 95 
Lisbon 10 12 11 11 11 11 11 77 
Oporto 2 3 3 2 2 2 3 17 
Ponta Delgada 0 0 0 0 0 0 1 1 
European Fli2hts 
United kingdom 31 
Manchester 0 0 3 0 0 0 1 4 
Newcastle 0 0 0 0 0 0 0 0 
Gatwick 2 0 5 2 2 1 3 15 
Cardiff 0 0 1 0 0 0 0 1 
Birmingham 0 0 1 0 0 0 0 1 
Glasgow 0 0 1 0 0 0 0 1 
Luton 0 1 11 0 0 0 0 2 
Exeter 0 0 1 0 0 0 0 1 
East Midlands 0 0 1 0 0 0 0 1 
Stansted I I I I I 1 1 7 
Jersey 0 0 0 1 0 0 0 1 
Belfast 0 0 0 1 0 0 0 1 
Germany 1 20+6* 
Nuremberg 0 0 0 21 0 2 0 4 
Dusseldorf I1 0 0 0 0 1 0 2 
Munich 2 0 1 0 0 1 1 5 
Hanoover 0 0 0 0 0 1 0 1 
Hamburg 1 0 0 0 0 1 0 2 
Berlin 1 0 0 0 0 0 0 1 
Stuttgart 0 0 0 2 0 0 0 2 
Frankfurt 1* 10 1 2+1* 1* is 1* 3+6* 
Dresden 0 01 0 11 0 0 0 1 
Dusseldorf 0 0 1* 2 0 0 0 2+1* 
Finland 3 
Helsinki 0 1 2 0 0 0 0 3 
France 1+7* 
Pans 1+1* 1* 1* 1* 1. 1* 1+7* 
Spain 2+14* 
Las Palmas 0 0 0 0 0 1 1 
Madrid 1* 1* 1* 1* J* 1* 1* 7* 
Barcelona 1* 1* 1* 1* 1* J* 7* 
S, * itzerland I 
Zurich 1 0 0 0 0 0 1 
Ireland 2 
Dublin 1 0 1 0 0 0 2 
Belgium 5 
Bruxless 2 2 0 0 1 0 5 
Netherlands 5*+3 
AmsteTdam 1 1* 1+1* 1* 1* 1 1* 5*+3 
Italv 15* 
Malpensa 1* 1*+1* 1* 1* 1* J* 1* 8* 
Rome 10 1* 1* 1* 1* is 1* 7* 
Venezuela 2 
Caracas 0 2 0 0 0 0 0 2 
Chec Republic I 
PraLue 0 1 0 0 0 0 0 1 
Sweden 3 
Billund 0 0 1 0 0 0 0 1 
Stockholm 0 0 0 1 0 0 0 1 
Malmo 0 0 0 1 - 0 0 0 1 
Austria 2 
Vienna 0 0 1 0 0 0 10 1 
Linz 0 0 0 1 0 0 0 1 
Norway 3 
Bergen 01 0 1 0 0 0 0 1 
Stavanger 0 0 1 0 0 0 0 1 
Oslo 1 0- 0 0 0 0 1 
Denmark 1 
Copenhagen 0 01 2 0 01 0 0 2 

i .I 
0 0 1 0 0 0 10 1 

*One stop flights (without getting off the plane) at Lisbon or Oporto 
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All standard socio-economic indicators available for 1976) presented figures well below 

the national average and therefore very far from EU standards - the RAM GDP per 

head in 1976 was only 28% of the EEC average. Up until 1974 the Portuguese regime 

could be classified as reactionary, conservative, anti-democratic and 'anti-modemist'. 

Given the political-economic options and the colonial 'venture' (Colonial War), the 

social-economic indicators diverged greatly from the European average, and poverty 

rates were extremely high in Portugal and especially in the islands. An adequate road 

network was absent. Geographical details help to provide examples. The direct 

geographical distance between Funchal and Porto Moniz is about 40 km. But up until 

the year 2000, the distance one had to travel was about 99 km, through sinuous roads, 

implying a 2-3 hour journey. 

And according to Geoideia (1997), the social, economic and political regional reality, in 

the RAM in 1974, could be described as follows: political relations between RAM and 

Portugal could be described as 'crypto-colonial' (neo-colonial), due to the centralizing 

history of the Portuguese State; low investment rate, neglect of the islands and lack of 

national solidarity; low intra-regional accessibility, a situation which later made 

necessary significant investment in infra-structures; under-qualified labour and high rate 

of illiteracy; poor health and education services; lower access to durable goods and 

much lower quality of life in comparison to the rest of the country; over-reliance on 

agriculture, and non-market services, as well as large internal asymmetries. 

However, the evolution of the RAM since 1976 expressed in terms of GDP per head 

cannot but be classified as a clear example of success given the fact that RAM GDP per 

head exceeded the national average in 2001, reaching also the EU 75% average in 2001. 

The catch-up/convergencc process to the national average is unarguable, especially 

since 1986 (the date Portugal joined the EEC). The social and economic performances 

registered become especially worthy of note when taking into consideration the 

permanent obstacles to the social and economic evolution of the region (See Figure 2.1). 

Also, in the group of RUPs and other insular regions, the evolution of the RAM cannot 
but be viewed as a clear case of success. In comparison to Portugal, the RAM has 

managed to avoid crisis periods (GDP with negative growth), for the reasons stated 

previously in Chapter 1. 

Significant improvements in terms of household income and employment opportunities 

were also recorded. As can be seen in Figure 2.2 the wages growth rate for the period 
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1995-2004 is quite impressive. Data relating to well-being indicators show a clear 

improvement in terrns of access to goods and fundamental services. But, probably the 

best social and political achievement concerns employment opportunities. 

Another critical characteristic of the island's society and history concerns emigration. A 

mass departure from an island indicates lack of employment and investment 

opportunism. In fact, as a consequence of the limited opportunities for work and 
investment in RAM emigration reach high levels up to the 1970s. 

Figure 2.1: Growth rate of GDP in Portuguese Regions (1995-2004) 

Regions in Portugal: GDP c. g. r. (1995/2004) 

Madeira 7.501, 

Azores 6,9% 

Alentejo 5.8% 

Lisboa 5,9% 

Centro (PT) 5,9% 

Algarve 6,9% 

Norte 4,9% 

Continente (PT) 5,6% 

Portugal 5,7% 

EU25 4,6% 

0,0% 1,0% 2.0% 3,0% 4,0% 5,0% 6,0% 7,0% 8.0% 

Figure 2.2: Wages Growth by Sector (1995-2004) 

Wage Growth 1995/: 
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For example, for the 1890-1900 period about I in every 5 individuals left the island. 

The scarceness of arable land, constant demographic pressure, scarce opportunities in 

terms of employment in industries and public administration caused strong migratory 
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movements to Venezuela, South Africa and Canada. At the same time, the social and 

economic evolution on the mainland did not allow for any viable alternatives. The 
decision to emigrate implied a low opportunity cost. However, due to the loss of 

attractiveness of the traditional destinations, there occurred a re-direction (after 1992) of 
the emigrational movements to other parts of Europe (United Kingdom, Channel 

Islands). The point to be made concerns the fall in emigration levels during the 1990s. 

At the same time, there occurred a significant return of the population from the 

traditional destinations (South Africa, Venezuela) due to the political instability in these 

countries. It should be highlighted the positive side of the equation: as a result of 

emigration and for decades, following it remittances constituted an important source of 
income. In conclusion, the evolution of the RAM, in terms of GDP growth is 

remarkable for this period, both in comparison with the group of RUPs, and the 

European insular regions. 

2.3.3 Local economic structure: a problematic sector mix 

However despite the apparent success in development, a detailed analysis at the sector 
level suggests structural fragilities. Box 2.1 describes the economic structure of a 

peripheral/rural county in RAM. It is evident the predominance of non-market activities 

and locally oriented firms. In fact, firms competitive at an international scale account 
for less than 7% of firms in Calheta County. As is the case in most insular regions, the 

local economy is based on a small number of sectors with clear predominance of 

services (tourism and non-market services associated to the public administration) and 

the construction sector. However, the predominant sectors exhibit a weak development 

of value chain and are subject to growing competitive pressures. And due to the lack of 

employment opportunities, most companies take on the form of self-employment. Let's 

move on to consider some of the key facts about the dominant sectors of the local 

economy. 

2.3.4 Some comments concerning agriculture, industry, retail and tourism 

It is important to mention that the local economy evolved from a pre-industrial stage to 

a services economy, without ever having experienced an industrialization process 
(Dimou, 2003). 
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Box 2.2: A typical county: the Calheta case 

The council of Calheta has an area of 40 kM2, in the Western part of the Island. The population is about 10.000 inhabitants. 
The town of Calheta is around 40 km. away from Funchal. Data concerning the year 2005 show the existence of around 350 
micro and SMEs and self-employed individuals. From these only 7,4% are externally oriented. The remaining companies 
depend on the dynamics of the local and regional market (that is, macro-economic context and financial transfers). However, 
one of the hotels competes at a global scale, in a specific ecological niche, being considered one of the best on a global scale. 
Some data related to economic activities is provided below. 

Tourism sector in a peripheral/rural county 

Parish 4 star 3 star Inn B&B Apart. Detached 
houses 

Rural 
tourism 

Country 
house 

Arco 1 3 ... 3 
Calheta I ... ... 2 2 ... ... Estreito 0a4 ... I 

-... iffie ... I 
Prazeres I ... ... I ... I 
Jardim do Mar ... I ... 
Paul do Mar I ... ... ... ... ... FajA da Ovelha ... ... ... 2 2 
Ponta do pargo ... ... ... ... ... I 

... ... 
Total 3 1 2 2 3 7 2 6 

Secondary sector in a nerinheral/rural county 
Parish Construction Carpentry Iron works Brick 

factory 
Mechanic Manufacturing 

Arco 7 3 2 ... 4 
Calheta 1 2 3 ... 3 1 
Estreito 1 2 2 ... I 
Prazeres 2 ... ... I I 
Jardim do Mar ... ... ... ... ... ... 
Paul do Mar I ... ... ... ... 
Faja da Ovclha 3 1 1 ... ... 
Ponta do pargo 3 
Total 18 7 9 2 10 
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Since the 70s, agriculture clearly began to lose its importance in terms of being a source 

of employment and added value. Agriculture today represents less than 1% of regional 

value added, but about 8% of employment, a reflection of the low levels of productivity. 
The structural adjustment process has continued over time, at the same time as a transfer 

of the labour force from agriculture to services has occurred. 

Madeiran agriculture presents clear competitiveness problems, due to the strong 

conditioning effects of the topography and the predominance of small scale units. 

Within the sector, there seems to be no capacity for the exploitation of larger scale units. 

Similarly to as Rodrfguez-Pose (2000) noted in Galicia, Madeiran agriculture is 

dominated by 'mini-fundio', that is, small patches of land divided from generation to 

generation. However, the most significant agriculture contribution undoubtedly 

concerns the ecological and social balance of the region. The extremely fragile nature of 

the ecosystem, along with an increased risk of the occurrence of natural disasters 

justifies the protection of agricultural areas. In fact, the economic importance of 

agriculture lies within its subsistence value, crucial in times of crisis as it allows for 

extra income. The fishing sector carries little weight due to the lack of natural resources. 

Local manufacturing provides employment for around 20% of the work force but is 

almost exclusively locally oriented. No competitiveness problems are apparent for 

existing companies, due to the natural protection provided by the RAM's remoteness. 

The industrial base comprises micro-businesses and small firms and concentrates on the 

low-tech activities, in the food, drink and tobacco industries, and civil construction 

sector and in the artisan sector. The industrial sector is conditioned by the reduced 

potential market (and indirectly by the transport costs) that do not allow for the 

exploitation of economies of scale. The artisan sector faces serious threats due to the 

importation of similar products from South-east Asia. The importance of the artisan 

sector is more from the social standpoint (in terms of absorption of unqualified labour- 

force) as opposed to its weight in terms of cmployment/GVA. The prospects for the 

construction sector are more complex, as the sector is about to reach the saturation level 

in terms of growth. 

Industry revealed a certain level of dynamism as did the economy as a whole. Regional 

Government opted for the realization of investments in the infrastructure for industrial 

use to concentrate industrial prcmises in industrial parks. The sector also benefited from 
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a number of regional and national schemes which aimed primarily to increase the local 

technological competence. In accordance with RAMs Development Plan, local industry 

should increase its competitive potential, and up-grade traditional competitive factors: 

design, product conception and marketing, adoption of advanced technology and 

especially of ICT tools. It seems, however, that no significant changes have been 

verified where innovative capacity is concerned. 

The tertiary sector perhaps represents an excessive weight, especially concerning non- 

market services. The activities linked to public administration and the real-estate sectors 

carry significant weight. Figure 2.3 shows the recent evolution in terms of GVA growth. 

The growing importance of the real estate, whole sale and retail and public 

administration sectors in terms of GVA is evident. 

Figure 2.3: Added Value by Sector in 2004 

Added Value by Sector in 2004 
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2.3.5 The tourism sector 

The tourism sector merits detailed attention, in terms of its evolution and growth 

prospects. The influence of the sector on the local economy is unarguable in terms of 

employment, value added and exports, as it is the only sector that is truly viable and 
internationally competitive (Ferreira, 2000). The effects on the local economy are 

significant, although the multiplier effects are relatively limited due to the dependence 

on imports. It is probably the only sector where it is possible to witness a 

I clusterisation' process due to its links to agriculture, transport and the entertainment 

sector. Tourism is an important sector in the region's economy since it contributes 20% 

to the region's value added (according to thc PDES Madeira Islands Development 
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Plan), constituting an important market for the service sector and local products. Data 

available concerning gross value added by sector suggests a 9% figure (See Figure 2.3). 

However the sector only includes hotels and restaurants. As such, indirect and 

multiplier effects are not included. 

The regional share of the national total is significant: about 1/7 of overnights (3 rd place 

on a national level). Supply has presented outstanding dynamics with growth rates in 

terms of number of beds exceeding demand. Over the past decade Madeira has recorded 

a substantial increase in the hotel accommodation capacity (annual growth rate of 5,5% 

for the period 1990/2005 in hotels and 5,1% in lodging capacity). However such 
increase in terms of number of hotels was not matched by a similar increase in terms of 

overnights (3,7% for the 1990/2005) and guest (4,5% for the 1990/2005). However, the 

absence of a low cost carrier flying to Madeira imposes high costs, a factor which 

reduces sector competitiveness. 

The sector has presented some difficulties in recent times due to increased international 

competition. The factors that attract tourists to the region are the climate, the landscape 

and the sea, features offered by other destinations. Hence, the sector is faced by the need 

to renovate the destinations' image so as to keep up with the current tendencies. The 

sector suffers from some structural conditioning factors: dependence on a reduced 

number of markets, the Portuguese, English and German markets representing almost 
60% of demand - Madeira islands visitors are mainly from the European Union 

(93,1%), with Portugal (26,2%), Germany (18,0%), United Kingdom (20%) and 

Scandinavia (8,8%) providing the main contingents of tourists (See Figure 2.6); 

excessive dependence on the tour operators, a factor which limits the chances for price 

negotiation; concentration of most hotels in the area of Funchal; the need for an up- 

grade of labour-force qualifications; and problems relating to complementary supply 

areas (restaurants, museums, etc). 

Some additional comments are provided concerning the tourism sector in Madeira. As 

stated by Peter Wise (Financial Times, 9 May 2006) the Madeira's secret is their natural 
beauty, classy hotels and tax breaks. Tourism demands is based on "the affluent over- 
50s". In fact, for some visitors and for local inhabitants Madeira Island "conjure images 

of white-haired tourists in straw hats taking tea on the lawn". 
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The island of Porto Santo, with its 9 km long sand beach and its 'desert' climate, is 

totally dependent on tourism (and public transfers). 

Figure 2.4 Madeira Tourism key data (2005) 

Establishments (hotels) 191 

Lodging capacity 28,093 

Number of guests 1,011,921 

Nights spent 5,638,426 

Lodging income 154 millions of euros 

Average stay of foreign guests 6.3 

Proportion of foreign guests 75.3% 

Gross-bed occupation rate 55.4 

Madeira now has top quality transport infrastructure which offers opportunities to 

expand its hotel infra-structure in the North coast. It is the local government wish to 

increase the numbers of hotels in a controlled manner in order to avoid socio-economic 

and environmental disturbances as those experienced in the Canary Islands and the 

Balearic Islands. The unique natural landscape is one of the main tourist attractions and 
for this reason it should be preserved at any cost. However, it is not easy to balance 

socio-economic development with nature conservation. It should be taken into account 

that two-thirds of Madeira territory is officially designated as a nature reserve, which 
imposes severe constraints in terms of land availablility. 

Figure 2.5.: Guest by nationality in 2006 
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As stated above there are signs of crisis in terms of demand. The tourism industry needs 

to renew its appeal to the traditional customer as the customer wants 'active holidays' 

based on outdoor activities and health concerns. In fact, the industry experienced some 

setbacks in terms of overnights. 
The Local Tourism Plan points to a total number of hotel beds in the island of 39,000 by 

2012, up from the 29,000 figure in 2006. The aim is to limit growth in the Funchal area 

(where the industry started in 1890), where most hotels are concentrated. Tourism 

operators are now encouraged to invest in the west and north side of the island. The 

Local Government urges local operators to diversify tourism products to attract new 

market segments. The Local Government is pursuing a quality based strategy 

(supplying niche markets with differentiated products) as it is understood that Madeira 

cannot become a mass tourism market area like the Canary Islands if the island's natural 
heritage is to be preserved. Nonetheless, the number of hotels had grown substantially 

over the past two decades. As stated above the regional government points to 39,000 

hotel beds by 2012. However, there are reasons to believe that such a goal will be not 

easily reached as the growth rate in last the decade is rather modest. 

2.3.6 The off-shore zone: hope and illusion 

As with most islands, Madeira's development has involved an 'off-shore zone'. 
According to the administration of the Madeira off-shore zone, the so-called Madeira 

International Business Centre" (the legal designation of the off-shore area), is "one of 

the most attractive International Business Centres in the European Union and as win- 

win location for production and assembling, trading and holding companies, e-business, 

ship and yacht registration" (Financial Times, 9th May 2005). The Madeira off-shore 

zone offers tax advantages to companies operating in the manufature sector and in the 

international business and financial sector. 
However, as suggested above such 'growth poles' are under international scrutiny as a 

consequence of concerns about tax evasion, money laudering and criminal activities. In 

fact, the European Commission launched an official investigation into the Madeira off- 

shore zone and the extension of the regime of tax benefits by the European Commission 

was only granted on the Yd of July 2007 after years of incertitude. 

The local government understands the free trade zone of Madeira as linked to islands 

efforts to attract "foreign investment and therefore to create high qualified employment, 
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contributing at the same time to the modernization of island's economy", according to 

Mr. Ventura Garc8s (the local finance minister) quoted from the Madeira Business 

Centre web page (www. sdmadeira. pt). However, the local government struggle to 

extend the regime of tax benefits was also dependent on the Portuguese Government's 

diplomatic efforts, which prompted complaints about the lack of interest on the subject 
from the Lisbon part. The new legal regime means that the International Business 

Centre of Madeira will continue to be ready to attract businesses until 2020. The 

European Commission's press release on the extension of the regime of tax benefits 

states that "the aid is intended to promote regional development in Madeira by enabling 

companies established in this outermost region to overcome their structural handicaps". 

According to the International business centre web site new "companies licensed as of 
2007 and until the end of 2013 will enjoy a reduced corporate tax rate of 3% between 

2007 and 2009,4% between 20 10 and 2012 and 5% between 2013 and 2020, in addition 

to various others tax benefits". Still quoting the International business centre web site, 
"companies licensed to operate within Madeira's International Business Centre before 

the year 2001 will continue to benefit from a full exemption from corporate tax until the 

end of 2011. As of 2012, such companies will fall under the new regime now approved 
by the EU and which shall be valid until the year 2020". 

The real contribution of the off-shore zone to the Madeira economy development is a 

controversial issue. As of 2003, the total number of firms operating in Madeira's 

International Business Centre 3 was around 5800: the industrial sector with 49 entities 
licensed and in process of being licensed; the international shipping register of Madeira 

with 255 entities; the international services with 4793 entities (most of them managed 
locally by one of the local management companies and as a consequence not 

contributing directly for the employment figures); and the financial services with 42 

entities. After tourism, it is Madeira's off-shore zone that contributes most (from a 

nominal point of view) to the local economy. The off-shore zone is understood as a way 

of diversifying the economy of the region. Mr. Francisco Costa, chairman of the 

Madeira Development Company (SDM), which runs Madeira's International Business 

Centre (IBC), conceives the results obtained in just under 12 years as "amazing". He 

claims that the off-shore zone "has directly created more than 3,000 jobs and now 

accounts for about 21 per cent of the island's GDP". He also claims that "the IBC 

3 See Madeira's International 8usincss Centre web page (www. sdmadeira. pt) for further information on 
the subject. 
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[Madeira's International Business Centre] has been very efficient in creating new 

opportunities for Madeira to grow and diversify" as "it has brought new activities to 

Madeira, including more recently telecoms, internet and e-commerce services, that have 

an important spill over effect for the local economy. " As an off-shore area, Madeira has 

been able to attract some companies related to the telecommunication, internet and e- 

commerce areas. However, as shown above, the off-shore zones are under threat. 

Negotiations with the European Commission on the extension of the tax benefits 

available reduced the credibility of the off-shore zone and as a consequence the number 

of firms operating in the off-shore zone has declined. 

Regardless of the fact that the local government also claims that the off-shore 

contributes 20% to the island GDP and 4.000 jobs, a recent document produced by the 
Portuguese Statistic Office, and strongly disputed by the local Government point only to 

1.000 jobs (1% of total employment). The same document available at Portuguese 

Statistic Office web page stressed the distortion effect in terms of regional accounts. It 

is believed that the Madeira GDP is inflated by 20% and as a consequence the GDP per 

capita in PPPs would be around 64% and not 80% (as it is the case). The local press and 
the opposition leaders highlighted the fact that such 'error measurement' was 

responsible for the inclusion of RAM in EU Objective 2 as the 75% ceiling was 

reached. If Madeira GDP per capita as below the 75% celing, Madeira would be 

allowed to be considered a Objective I region. As a consequence of the inclusion of 
Madeira in EU Objective 2 areas, 50% of EU financial transfers were lost. However 

such claims were strongly contested by the Local Government. 

In fact there are reasons to believe that such fiscal advantages are not translated in large 

amounts of FDI. According to Peter Wise (Financial Times, 9th of May 2006) "Most of 
the companies attracted to the IFTZ [Madeira's International Business Centre] so far are 
local. Investors from Madeira account for 55 per cent of the total share capital of firms 

operating in the zone. Shareholders from mainland Portugal represent 27 per cent of 
total investment and foreign investors 18 per cent. The largest sector is food and 
beverages, which accounts for 10 companies, followed by metal products with six 

companies and chemical products with four. Other sectors include the storage of oil 
derivatives, recycling, warehousing, wind energy production and electronics. Most 

companies are focused on supplying the local market. Of the 44 companies in the 
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Madeira's International Business Centre, 10 are currently exporters and only three of 
those supply markets outside mainland Portugal". 

Firms operating in the Madeiran off-shore area enjoy some fiscal advantages. However, 

such fiscal rewards cannot offset the insular penalty factor (extra transport costs). And 

Madeira cannot offer labour costs advantages such as those practised by other off-shore 

zones located elsewhere. As a consequence, one of the off-shore directors recommends 
"production of small, high value-added products with low transport costs". As an 

example of such high value-added products, the off-shorc director recommends to tap 

on the herbal medicine as the "native flora together with island's special climate 

conditions, geographic location and rich history of herbal medicine market, make it 

especially suited to the cultivation of medicinal plants and the industrialisation of 

related products". 

Another problem concerning the off-shore zone relates to the lack of fiscal autonomy. 
Autonomous regions usually have less discretion than independent island states to use 
the fiscal policy as a microeconomic policy weapon. According to The Financial Times 

(2006), Madeira lost a unique opportunity to thrive in the Information Society era. 
Senior executives from Yahoo visited the island to discuss plans to run their European 

c-commerce business from Madeira. Other global internet operators, including AOL and 
Apple's iTunes, were also interested in the Madeira off-shore zone. Still based on the 
Financial Times, we learn that "three days after the Yahoo visit, Portugal's newly- 

elected Socialist government made a decision that caused the immediate collapse of 

these plans, which would have put Madeira definitively on the map as an international 

centre for e-commerce, created dozens of jobs for qualified professionals and generated 
hundreds of millions of curos in tax revenue. In May 2005, the Lisbon government, 

struggling to resolve a budget deficit crisis, increased the Madeira VAT to the 15 per 

cent level. As a consequence the VAT at Madeira equated the VAT rate at Luxembourg 

and Cyprus (more central in geographical terms)" and "Yahoo immediately informed 

Madeira officials that the deal was off. Given that there was no longer any VAT 

differential, it was opting for the more central location of Luxembourg" (Financial 

Times, 2006). 

In conclusion, the prospects of the Madeira's International Business Centre arc rather 

uncertain as the as the extension of the regime of tax benefits is only granted until 2020. 

As reported above, most off-shorc zones are under international scrutiny as a 
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consequence of concerns about tax evasion, money laundering and criminal activities. 
The European launched an official investigation into the Madeira off-shore zone in 2002 

and as a consequence the number of firms operating in the there declined. Another 

investigation may reduce ftirther the credibility of the off-shore zone. It was also shown 

that most companies attracted to the off-shore zone are local. Their move to the off- 

shore was strictly justified by fiscal concerns. As a consequence, some critics claim that 

the real impact of the off-shore zone is rather insignificant. However, most small islands 

are obliged to pursue all development strategies available including off-shore zones. 

2.3.7 The local business climate: traditional sectors, individualism, and non- 

cooperative behaviours 

In RAM, family-run businesses and self-employed businessmen are predominant 

especially in the traditional sectors (See Table 2.2). And the dynamics of firm creation 
have been outstanding. However, the creation of businesses tends to be concentrated in 

the traditional sectors (restaurants, traditional commerce, and civil construction) 

although some investments are channelled towards more modem sectors (financial 

services and business services). As stated by Geoideia (1997), a growth in quality would 
be more beneficial than a growth in quantity. 

Table 2.2: Sectors ownership structure -Self-Employed(S. E. ) vs. Companies(Com. ) 

Sector ownership structure Com. S. E. 
_ All sectors 47.8% 52.2% 

A- Agriculture, hunting and forestry; 30.4% 69.6% 
13- Fishing 21.8% 78.2% 
C- Mining and quarrying; 56.4% 43.6% 
D- Manufacturing; 48.3% 51.7% 
E- Electricity, gas and water supply; 100.0% 0.0% 
F- Construction; 37.1% 62.9% 
G- Wholesale and sale trade; repair of motor vehicles, motorcycles and personal 
and household goods; 

39.9% 60.1% 

H- Hotels and restaurants; 44.6% 55.4% 
I- Transport, storage and communications; 57.7% 42.3% 
J- Financial intermediation; 20.1% 79.9% 
K- Real estate, renting and business activities; 75.4% 24.6% 
MNO- Education / Health and social work / Other community, social and personal 
services activities 

37,4% 62.6% 

On the other hand, the local firms' profiles are not the most favourable, as they tend to 
display two worrying characteristics: small scale (in terms of number of workers and 
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sales volumes) and low productivity and profitability rates. An even more 'disturbing' 

fact concerns local firm's reluctance to develop inter-firm cooperation agreements 

which makes it difficult for a modernisation approach to be adopted. Rodriguez-Poses 

(2000: pg. 108) observations based on the Galicia case can be applied to the RAM: 

"given their size and also the skills of the workforce, most firms have little or no 

capacity to network with other firms in the same sector inside and outside Galicia. 

Many are still family owned and lack the adequate capital, the technology and the 

management capacities to adapt to recent structural changes. Poor internal organisation 
is an additional handicap. Large firms face identical problems of shortage of adequate 

technology, skills and management techniques". In conclusion, local firms lack 

resources/strategic capacity, human capital, and scope for growth. Later on in Chapter 5, 

a firm behaviour model will be discussed, strongly anchored into the SMEs family-run 

business literature. 

However, the emergence of local economic groups can be seen, while strongly based on 

the construction and transport sectors and access to special political and relational 

assets. Although most firms cannot realistically venture outside the RAM, due to their 

low rates of competitiveness (in terms of product or business concepts), some of these 

groups do demonstrate the capacity to go international. 

2.3.8 Employment and unemployment trends and the 'human capital' problem 

In relation to employment distribution over the various sectors, an excessive weight can 

be noted for the agricultural sector (See Figure 2.4). Industry maintains a stable 

employment share since the 1980s. But interesting data results from the analysis of the 

evolution of employment between 1995 and 2003. As shown in Figure 2.5 a 

reinforcement of employment can be seen in the sectors related to public administration 

and other traditional sectors (construction, wholesale and retail and hotels and 

restaurants). 

Moving on to the unemployment rate, it is a noteworthy fact that the current rates are 
increasing after decades of virtually full employment. In a way, it has been possible 

(until now) to avoid criscs such as thosc suffcred on the mainland or Spain. Thcrc is, 
however, some sub-cmployment, especially in the agricultural sector. Further to this, 
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some worrying figures exist relating to the absorption capacity of qualified human 

resources. 

Figure 2.6: Employment by sector in 2004 

Employment by Sector in 2004 
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Figure 2.7 Employment growth by sector (1994-1995) 

Employment growth by sector 1995-2004 
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Recent news has shown an increasing rate of unemployed qualified work-force. Public 

administration has stopped taking on workers with degrees, and there is not a critical 

mass of innovative and growth oriented firms with the necessary complexity to demand 

high numbers of highly qualified personnel. Another problem that is not easy to solve is 

the difficulty of transfering labOLir-force from the traditional sectors (agnCLIlture, civil 

construction) to more demanding sectors in terms of qualified labour-force. The matter 

of the conversion of the work-force is one of the most worrying issues, due also to the 

lack of alternatives in other traditional sectors such as manufacturing. Most individuals 

who have been unemployed in the long-term prove to be, predominantly, those without 

professional and academic qualifications. 
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However, the critical factor concerns the employees, directors and managers academic 
background. Data recently reported in the regional press, based on a study 

commissioned by the Regional Government shows a problematic context in terms of 

academic qualifications (Diirio de Noticias da Madeira, 28/April/2006 edition). The 

sample included, in total, 5,200 firms and 18,000 interviewees (businessmen, directors 

and staff members). Out of all the interviewees, 73% have up to ME level education 

and only 9% a university level education. Where businessmen were concerned, 20% had 

a university level education but 58% had only up to GCSE level schooling. RAM 

educational levels critically diverge from EU standards and the scope for improvement 

is beyond contestation (See Table 2.3). 

Table 2.3: Education levels RAI%VAzores /EU average 

Region EU-15 Azores Madeira 
Low Education Level 35.4% 86.3% 85.9% 
Medium Education Level 42.9% 8.9% 9.3% 
High Education Level 21.8% 4.9% 4.8% 

Source: Eurostat 2007 

2.3.9 R&D, adoption/diffusion of ICTs and the local government ICT policy in a 

society adverse to innovation 

Data concerning R&D/innovation matches the LFR stereotype: an innovation averse 

society, backward and isolated and underdeveloped, etc. The level of resources 

available to R&D is very limited, both in terms of the resources themselves and in terms 

of infrastructures. R&D is primarily a public investment choice. However the 
University of Madeira is taking an increasing important role in terms of R&D. Data 

relating to 1995, shows the private sector to account for only 2,7% of the R&D total 

(Regional Government, 2000). The Regional Government -admits a lack of critical mass, 

which would permit the viability of R&D investments made and the eventual 
institutionalisation, of collaboration agreements. The low level of R&D is seen to be the 

result of significant obstacles: low levels of cultural and scientific achievement; 
insufficient level of human capital at the society and firm level; and insufficient practice 
of privatc-privatc and public-private cooperation. 
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Data relating to the adoption/diffusion of ICT conforms to the 'non-technological' 

profile. A study developed by Almeida (2005) showed worrying figures concerning 
Internet adoption trends. The average firm opted for the 'wait and see' strategy in 

adopting basic ICT tools that is, access to the Internet and e-mail. 

RAM cannot be classified as being ready for the Internet and e-commerce (Anderson 

and Bjom-Anderson, 2003; Wong, 2003). As verified in most ICT adoption studies, 
ICT adoption depends on income (GDP level per capita and capacity to invest in ICT), 

on the utilization of banking services (eg. credit card) and, above all, on the society 

educational background. As suggested above, the RAMs educational background is 

I problematic'. In relation to the income effect, there is a clear concentration of the 

wealth and population in the urban area of Funchal. On the other hand, the high level of 

urbanization and the large population density, that is, a compact domestic market with 

easy access to commercial districts (shops) limits the benefits of on-line shopping and 

complicates matters on the principle of e-commerce (Wong, 2002). As RAM is 

populated by approximately 245,000 inhabitants there are some doubts about the 

viability for e-commerce due to the lack of critical mass in terms of users. The rural 
boroughs of the island are characterized by low buying power rates/low educational 

achievement rates, which compromises the adoption of costly ICT tools and banking 

services. Although some effort has been invested to encourage ICT adoption levels by 

high school students, the palpable results will only be seen in the medium and long 

term. Further, a presumably conservative attitude towards innovation also does not 
favour ICT adoption. 

The local market orientation of most firms limits interest in the adoption of complex 
ICT tools, namely in terms of digital platforms to reach distant customers. Further, a 

preference for 'proven business models' should also be expected on the firm's part. 
Only a minority of local firms seem to be in the global market, which naturally limits 

interest in 'externally oriented' digital platforms. However an in depth analysis of these 

assumptions will be carried out in Chapter 5. 

The Local Government ICT Agenda and attitudes towards the Information Society 

project 

There are reasons to believe that the Local Government has approached the European 
ICT agenda with enthusiasm. As acknowledged by the European Commission, "was 
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very encouraging to note that from the first year of the initiative (2001) R6union, the 

Canary Islands and Madeira showed great interest in the innovative actions and secured 

part financing for their respective programmes". As a consequence of such access to 
funds, several ICT based projects were launched and an institutional infrastructure was 
built-up to manage the ICT agenda. However the regional ICT agenda is primarily 

outlined and subsidized at national and EU level. 

The Local government ICT agenda is managed by the Madeira Tecnopolo (Madeira 

Technology and Science Park) based at the University, which defines itself as a Centre 

of Competences in the ICT and R&D area. The Madeira Tecnopolo claims that a dense 

network of institutional relationships with several regional, national and European 

entities linked to the R&D area "cause that, within the space of the Park students, 

entrepreneurs, researchers, be them regional, national and even international cross daily, 

which causes the dynamic interaction between several people and several entities they 

represent, can flow naturally" (Madeira Tecnopolo website). 
The strategic intervention areas of the Madeira Tecnopolo are: 

Innovation 

New Information and Communication Technologies (NICT) 

Sustainable Development 

Environment 

Education / Formation / e-Learning 
Information Society 

Madeira Tecnopolo is running several projects in the Information Society area and some 

advances in the field at national level are now experienced by local firms. Portugal has 

been very successful in the e-government area. Some projects such as the 'On the Spot 

Firm' (a programme intended to provide all documents and bureaucracy to register a 
firm in one hour) and the citizen's card (which combines data on a number of services, 
such as tax information, identification, social security, national, health and voter's 

rregistration) are examples of good practices that have attracted much interest 
internationally. According to the Portuguese News Agency Lusa such "initiatives have 
led Portugal to be ranked second in the EU, after the United Kingdom, on progress in 

the e-government field" (see www. lusa. pt). 
A review of all programmes launched and managed by Madeira Tecnopolo is provided 
below (See Box 2.2). It can be asserted that local firms are not deprived of information 

about interesting cases studies and examples of good practices in the e-commerce field. 
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Madeira is well provided in terms of ICT network infrastructure as a result of its 

I privileged' location. Madeira Island is 'touched' by several submarine cables and for 

pratical reasons is one of the leading Portuguese regions in terms of adoption of 
innovations. Madeira was the first region in Portugal to be supplied with cable TV. One 

Box 2.3: Madeire Tecnopolo ICT projects (based on Madeira Tecnopolo web site) 

" Madeira Digital - aims: to reinforce economic competitiveness, by creating an environment 
which is favourable to creating and developing projects in the Region through the information 
and communication technologies; to promote the adaptation of traditional industries and 
developing competences in the area of digital economy; to contribute for the equality of 
opportunities and to fight info-exclusion 

" IRIS-Europe (InterregIIlc)- aims: to help the decision making of local and regional authorities 
concerning the evolution of development policies and the correct use of the Information and 
Communication Technologies (Its); to share Good practice cases in European ICT projects 
aiming to improve the public policies of "know-how to take a decision" 

* Infoband - aims: to crcat a stable cooperation platform in the domain of the Information Society 
(IS) composed of a group of experts made of technical staff of all regions and interest areas, 
that promotes the transfer of knowledge and "best practices", as well as to cooperate on 
developing preparations and implcmenting solutions in each and every region; the creation of 
cooperation networks between cities and rural areas in a regional, inter-regional. (Azores, 
Madeira, Canary Islands) and European scope 

* e-Safer- aims: to evaluate the potential and to offer an alternative to the use of software of 
FLOSS (Free, Livery, Open Source Software) as regards to cGovernment (electronic 
government), and-Leaming and and-Business, as well as promoting its use and when 
maintaining a sustainable development of FLOSS in the three mentioned sectors 

* One family, one computer - aims : to increase the number of families (up to 30% in 2006) 
residing in the Autonomous Region of Madeira, owning a personal computer and 
complementary equipment ; to ease up Internet access, as well as the purchase of a multimedia 
personal computer, namely to families with weaker economic resources, so as to allow the use 
of information technologies; 

*A computer for all - aims to foment the increment of new information technologies over all the 
Autonomous Region of Madeira To promote better accessibility conditions and better quality of 
contents within the scope of the Information Society, creating easier access conditions to a 
personal multimedia computer and to Internet, by means of specifically created spaces; To 
reinforce competcrices at the basic level of the use of new technologies, by way of shared 
leasing of computer equipment; Installation of 80 computer rooms, forcibly including all civil 
parishes in the Region 

* Dias. Net - aims: to create a network of different regions in Europe in order to share knowledge 
and experience, namely between the most advanced and the less advanced regions in terms of 
new technologies and innovation. 

* Infocentrcs/TEC spaces- is understood as a way of de-centralizing the information society and, 
therefore, making it accessible to the populations and, above all, to youngsters 

* Telcrup - aims: to improve the life quality of people finding with professional introduction 
problems, specially the physically handicapped, through the use tcle-work tools, since it implies 
transformations in the personal and familiar relations, allowing a better adaptation to individual 
needs. 

of the reasons to be supplied in first place is linked to Madeira structural advantages in 

terms of product testing. The contained character of the economic and social life of the 

island, the small number of inhabitants to be provided, the concentration of around 50% 
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of local inhabitants in a medium sized city, all this characteristics combines to make 
Madeira Island a good case study on which to test innovative products. 
Data concerning the access and adoption of ICT solutions shows a rather bright (at 

national level) context in terms of access to telecommunications technologies and 

services. 

Madeira development plan for the 2007-2013 period 

Some additional comments are needed concerning the RAM government development 

policies in broader terms and with respect to the ICT agenda. The development 

programme for the 2007-2013 period will put the emphasis on an high and sustained 

growth record. High levels of employment, social and territorial cohesion (equally 

balanced growth of all parts of the region) and environmental sustainability are also 

targeted. The development of dynamic parameters for competitiveness, the 

encouragement of innovation, the adoption of ICTs tools and an entrepreneurial spirit 
based on the internationalisation of the economy are also important aims. 
These priority axes are in line with the Community policies on economic and social 

cohesion subject and the Lisbon Agenda. The regional government is well aware of the 
increasing adverse environment due to the European enlargement and the increasing 

significance of the competitiveness discourse in shaping the EU social and regional 

agenda. The local government also acknowledges that the on-going battle to win the 
budgetary crisis at Lisbon conditions negatively the Madeira development prospectus. 
The local government aims to combine concerns about innovation, ICTs and quality in 

an integrated strategy order to enhance local firm's competitiveness. The adoption of 
ICTs tools and quality schemes are understood as a key factor for increase the levels of 

productivity and competitiveness. The entrepreneurial attitude of the local inhabitants is 

also seen as instrumental in enhancing innovation and the Information Society project, 

as new ideas are adopted through new firm's creation. The regional government intends 

to promote a favourable attitude towards innovation (a culture of innovation). It is also 
believed that extra knowledge about best practices may foster a culture of innovation. 

The regional government also wishes to integrate the innovation and knowledge society 

agenda with the local scientific production. Aid for businesses will be ccntred on 

measures to assist the simultaneous adoption of innovation, the internationalisation of 
the economy and of the enhancement of entrepreneurial spirit in the sectors of the new 
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economy. A particular effort will also be made to improve skills and training 

opportunities for the entire workforce. 
The local government intends to support projects aimed at: increasing the degree of 

openness (internationalisation) and attract strategic FDI and provide extra funding for 

innovative projects based on a focus on the entrepreneurship. Concerning the ICT axis, 

the regional government aims at ensuring a widespread access to broadband on the 

individuals part, increase the exposure to new work methods such as teleworking, 

provide extra funding to fight the info-exclusion and develop new set of ICT related 

projects. 

The regional government seems committed to building a knowledge economy in 

Madeira based on the use of cutting edge technologies, the widespread adoption of new 

work methods and the attraction of FDL The regional government is ready to create its 

own vision of a 'hyper connected' island offering top quality factors and a high-status 

International Business Centre. Raul Caires, chairman of the Madeira Tecnopolo asserts 

that "if we persevere with the right strategies, we can achieve what other small, 

peripheral regions like Singapore or Finland have done in similar circumstances" 

(Financial Times, 9th of May 2005). And the regional government intends to help local 

businesses in Madeira to be more competitive and ready to compete in the global 

marketplace. However such noteworthy aims are not matched by an adequate level of 

funding. There is a clear and measurable vision for the region, and some policies needed 

to deliver such vision are outlined. However, it should not be expect a miracle for the 

next years, as some objectives must be interpreted as a 'moving target'. Further, the 

priorities outlined in the Madeira Development Plan are in line with those prescribed at 

a national level and by the European Commission and as a consequence are similar to 

those ones prescribed by other regions. 

Thus a 'bottom-up approach' is needed in order to assess the viability of such an 

agenda; it is important to know how local firms understand such aims and if small-scale 

and innovative project arc ready to be created in order to re-build the economic 

development capacity of the island. Relevant data should inform and influence the 

development agenda in such strategic areas. All evidence available suggests increasing 

difficulties to absorb 'non-traditional investments". Thus, it is important: to study the 

readiness to support collaborative activity amongst local business; the likelihood of 

develop economically viable projects in the new economy, connected and responsive to 

the international markets; and to assess the capability to develop new markets for and 
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add value to traditional products based on an increased efficiency of use of ICTs. The 

degree of readiness tp invest in vocational training and development of skills to improve 

competitiveness and the degree of readiness to build on a new entrepreneurial culture 

should also be studied. 

Table 2-4- Funding nrinrities for the 2007-2013 neriod (in millions of euros) 

Priorities for the 2007-2013 period 
Total 
Funding Share 

Innovation, Entrepreneurship and Knowledge Society 200 8% 
Sustainable development - the environmental dimension 430 17% 
Human capabilities and social cohesion 710 28% 
Culture and heritage 110 4% 
territorial cohesion and even development 215 9% 
Tourism 210 8% 
Agriculture and rural development, fishing, industry, commerc e and 
services 240 10% 
public infra-structure and collective facilities 340 14% 
regional and sub-regional governance 45 2% 
Total 2500 100% 

Source: Madeira Development Plan 

2.3.10 The University of Madeira: an increasing role in terms of R&D and policy 

links with the regional government 

The University of Madeira was created just in 1988 in Funchal. It houses 12 

departments (Art and Design; Biology; Educational Sciences; Medicine; Physical 

Education and Sports; English and German Studies; Romanic Studies; Physics; 

Management and Economy; Mathematics and Engineering; Psychology and Humanistic 

Studies; Chemistry) and one autonomous department (Nursing School). The university 

offers first and second cycle academic degrees in accordance with the Bologna process 

and it is frequented by 3.000 students. The Department of Medicine was created only in 

2005. The Research Units of The university are the Maths Science Centre, the Centre 

for Tcaching Portuguese, the Macarondsia Studies (a geographical denomination which 
includes Azores, Canary Islands and Madeira) Centre , the Centre of Applied Economy 

Studies of the Atlantic (a partnership between Azores and Madeira), the Centre of 

Chemistry of Madeira, the Astronomy Centre, The Lab-SDR (focused on 

communication networks), the Lab of Human Genetics, the LabUSE (focused on 
Software Engineering), The Centre of Anglo-Gerinanic Studies, the Centre of Studies in 
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Art and History and the Centre of Studies in Psychology of Education, Leadership and 
Development of Human Resources. 

The Departments of Management and Economy has a growing experience in terms of 

research and publication in the labour economics fields, quite often in partnership with 
local government departments. Some projects were sponsored by the European Union. 

However the University of Madeira faces some handicaps in terms of staff available to 

pursue a research based agenda. 
The University was affected by a lack of critical mass in terms of qualified (PhD 

degree) professors. About 60% of all staff members have now a PhD degree, but most 
departments don't have enough resources to accommodate research and teaching 

practice. Some staff members must accommodate an increasing number of students. The 

author of this research project is currently teaching one of the introductory courses 
frequented by around 640 students. The regional university is relatively small compared 

to the major university located in the mainland and it is not specialized in economics 

and management. The most resourced and experienced department is the Maths 

Department. Another problem relates to the lack of 'complexity' of the industrial base 

in Madeira, which is problematic in terms of research focus. Higher-technology and 
"tcchnology-driven" firms are not predominant at local level, which constraints the 

transferability of knowledge and research skills developed elsewhere. A leading 

department in tourism is missing, which can be easily explained by the University 

young age and lack of density in terms of research interests and qualified teachers. 

However, the University of Madeira is about to re-orient their research goals to more 

mundane but regionally relevant interests such as SMEs, the commerce sector and 

tourism. 

One of the main targets of the regional government in terms of R&D is to foster the 

institutional cooperation between the University and government departments. As a 

consequence, we should expect more ftinds and research projects focused on regional 

economic and social issues. However, until 2007, it was not a current practice to base 

policy measures on scientific research undertake by the local university. Most 

programmes are based on the EU normative frameworks and most studies in economics 

and management are still commissioned to Universities or consultants located in the 

mainland. But other departments have been able to accumulate valuable research on 
local subjects (See Table below). As it can be seen gross expenditure on R&D is 

allocated primarily to the natural sciences and agricultural field. On the contrary, the 
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engineering and social sciences and humanities fields are clearly at a disadvantage. 

Madeira GDP accounts for 2,8% of Portugal GDP. However Madeira contribution for 

Portugal Gross expenditure on R&D is only 1,2%. 

Table 2.5 Gross exnenditure on R&D 
Gross expenditure on R&D according to science and technical field (2003) 

Exact 
sciences 

Natural 
sciences 

Engineering 
and 

technology 

Health 
sciences 

Agricultural 
and 

veterinary 
science 

Social 
sciences 

and 
humanities 

Total 

Portugal 89.375 92.004 140.783 66.448 69.523 152.307 610.440 
Azores 1.349 1 4.245 396 179 1.674 2.617 10.460 
Madeira 1.108 2.145 577 246 1.316 1.078 6.470 
Portuqal 14,6% 15,1% 23,1% 10,9% 11,4% 25,0% 100,10% 
Azores 12,9% 40,6% 3,8% 1,7% 16,0% 25,0% 1000% 
Madeira 17,1% 33,2% 8,9% 3,8% 1 20,3% 1 16,7% 

Source: Portuguese Statistic Office 

The University of Madeira won its credentials in the recent years with some interesting 

projects. And in 2006, the University of Madeira (Mathematics and Engineering 

Department) has established an agreement with the Human Computer Interaction 

Institute (HCII) at Carnegie Mellon University and the now offers a professional 
Master's degree in Human-Computer Interaction. The program is offered as a double 

degree with the University of Madeira under a special agreement between the 

Portuguese Government and several Universities in the United States. This special 

agreement intends to attract experts (leading scientists) and high quality research to the 

Universities in Portugal. 

2.9 Political confrontation, regional development strategies and public investment 

Public investment has been one of the key strategies in RAM. RAM invested strongly in 

infrastructures, as do most LFR (Uranga and Etxebarria, 2000). The infrastructural 

network of roads has evolved significantly, being the ex-fibris of the regional 
development strategy. It should be acknowledged that the European Commission 

regards transport as a strategic element in the development of the outermost regions, 

allowing substantial financial support in order to maintain and expand the transport 

resources intended to overcome the handicaps imposed by these regions' remote 
location (European Commission, 2002: pg. 9). 
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However, taking into consideration the starting point in 1976 and decades of 

marginalisation and poverty, the preference for public employment opportunities, 

protected from the vicissitudes of markets and from competition can be easily 

understood. In truth, the macro-economic policy followed after 1976 permitted 

protection of the region from adverse market conditions and for the first time, provided 
local solutions (i. e., employment, education/health services) for the young generation. 

At least where political options are concerned, the insular population's manifestly 

different preferences from those in the centre (mainland Portugal), lead to a qualitative 

rupture in political and sociological terms as the same local 'prime minister' is in office 

in RAM since 1978. The devolution processes started in 1976 contributed significantly 

to the reinforcement of regional identity and to development choices in accordance with 

latcnt 'particular identities'. Political choices showed a certain preference for 'growth 

with equity (employment)', or at least, were translated into access to basic goods and 

services for the majority of the population (Josselin and Marciano, 2000). 

The local voters clearly show a strong option for political stability and for the electoral 

program proposed by PSD (Social Democrat Party). The President of the Regional 

Government has governed the island since 1978, based on strong majorities since the 

70s (Table 2.4). In some rural areas, support for PSD, accounts for 70%/80% of the 

vote. 

And, in line with the Catalonia experience, the regional politicians in the National 

Parliament have been able to contribute towards 'governmental' solutions, obtaining 

extra access to funds, an action reflected in the local economy and quality of life 

(Guibernau, 2003). However, 2006-2007 saw increasing levels of institutional conflicts 

between Funchal and Lisbon concerning funding. As stated above island's social and 

political life is based and constrained by a cohesive space, theoretically a facilitator of 
institutional management processes, which makes possible collective action processes. 

However RAM is not specific or unique concerning the development trajectory. As 

observed by Uranga and Etxebarria (2000), political sectors supporting self-government 

projects tend to promote political projects based on improvement of the overall well- 
being based on the Keynesian type policies. 

Some additional comments arc now provided concerning the relationship between the 

island and Lisbon. This relationship is strongly affected by the personality of the local 
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Government President. Alberto JoAo Jardim was first elected president of the Regional 

Government of Madeira in 1978, and he has since been successively and democratically 

re-clected. He is however one of the longest-serving democratically elected leaders of 

any region in the World. In 2007 he resigned from office in protest against a new 

understanding of the mainland-islands 'problem' (and against a new law on regional 
finance); the new Prime Minister at Lisbon said 'basta' (that's enough) about the easy 

access to financial transfers and a payment of public debt a posteriori), urging local 

governments in islands to comply with the 3% budget deficit rule and 60% public 

ceiling limit (or at least to take part in such a difficult assignment). His unexpected 

resignation resulted in elections, which were easily won with an even larger majority. 
The following are some quotes of the President of the Regional Government, (see 

Wikipedia on the subject of Alberto Jo5o Jardim) 

"There are some bastards, in the mainland media. I'll say bastards so I won't call them 

son of a b**ch" (Diano de Noticias. 5ýh of June). This is his comment on a controversy 

about the fact that he is receiving a pension (around 4000 euros per month) in excess of 
his salary as local President). Alberto Jodo Jardirn also declared that "although they 

[politicians on the mainland] are anti-fascist, without ever picking up a rifle, it was the 

people of Madeira and not those faggots who made the revolution for 29 days against 
Salazar [the dictator of Portugal between 1932 and 1968] (Didrio de Noticias 31 st July 

2006). 

Alberto Jodo Jardirn is a controversial politician (to say the very least). He was labelled 

by the Spanish newspaper El Mundo as the "master of verbal abuse". According to the 

El Mundo although most Portuguese individuals are quite diplomatic in their 

conversations, the President of Madeira is the very opposite: "dice lo que le Ileg 

directamente al cerebro y eso no suelen ser ni halagos ni lineas curvas" ("he says 

whatever comes to mind"). 
He is accused by his critics and the opposition of being a 'dangerous' populist, 

notorious for his offensive, insolent and quite often fierce remarks and comments about 
his opponents. Politicians based at Lisbon have been called 'mad people' and 'basically 

incompetent' individuals. However, it must be stated that in the 80s, the current 
President of the National Parliament at Lisbon called Alberto Jo5o Jardim the "Bokassa 

[a very, very controversial African dictator] of Madeira". 

Most critics agree that Alberto JoAo lacks restraint in his comments, saying what other 

politicians are unable to think or reproduce. Quite often, Alberto Jodo Jardirn is in the 
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headlines for what his opponents view as another round of verbal abuse. For example in 

2005, he asked people at a political rally: "are there any Chinese around? It's better to 

tell me, as I don't want them here [on the island]. 

However, Alberto Joao Jardim has many supporters in Madeira and even on the 
Mainland, who recognise his ability to improve the economy of the island. Alberto Joao 

Jardim has played a major role in attracting a large amount of financial transfers from 

the European structural and cohesion funds. According to the El Mundo, Alberto Joao 

Jardim is seen as a cacique, arrogant, authoritarian leader and populist. However, as 

recognised by El Mundo, "Alberto Joao Jardim was able to transform an impoverished 

region that had survived on the banana trade into a choice tourist area" 
Alberto Joao Jardim has been elected president of the regional government in seven 
(local) consecutive elections, "making him by far the longest-serving elected leader in 

Europe" (Financial Times, 9th May 2006). If we take into consideration all elections 

cycles (regional, national, presidential, European and national referendums), Alberto 

Joao Jardim won 39 elections and lost one. The President is "controversial or seemingly 

oblivious to controversy". As stated by the Financial Times "his detractors denounce 

him as an anti-democratic bully who harasses critics, smothers legitimate protests and 

makes xenophobic remarks". However, most voters in Madeira "see him as an 

outspoken man of the people with a mischievous twinkle in his eye, battling for the 

good of the region". Nobody doubts his ability to secure financial transfers from the EU 

and Lisbon. Mr. Blandy, one of the leading entrepreneurs in the island, recognises that 
Alberto Joao Jardim "reads Madeira society well and is a remarkable politician". Mr 

Blandy also acknowledges that Alberto Joao Jardim "can stand on any platform and talk 

convincingly to anyone, from the highly sophisticated to the least educated". Alberto 

Joao Jardim served in the psychological action team created by the Portuguese Army to 
66win hearts and souls" in Africa during the colonial war. Most experts believe that the 
local opposition (socialists, communists and leftist parties) has no real prospect of 

winning the next elections. 
The RAM policies have been severely criticised in Lisbon by the media and left-wing 

parties, especially concerning the management of public finances. And, in line with 
Rodriguez-Pose (2000) concerning Galicia development policies, the predominance of 
the transport infrastructure investment is contested. Rodriguez-Pose (2000, pp: 106) is 

especially critical of the choice for a more traditional form of development policy by the 
Government of Galicia, as this is an "easy-if not innovative-way to spend the large 
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amount of development ftinds available", as opposed to an alternative approachs based 

on the reinforcement of SMEs' competitiveness and local entrepreneurship. 

Table 2.6: Election results (number/shares of Mp)4 

Year 
PPD/ 
PSD PS CDS UDP Others Total %PSD %PS %CDS */oUDP %Others 

1976 29 8 2 2 0 41 70.70% 19.50% 4.90% 4.90% 0.00% 
1980 35 5 1 2 1 44 79.50% 11.40% 2.30% 4.50% 2.30% 
1984 40 6 1 2 1 50 80.00% 12.00% 2.00% 4.00% 2.00% 
1988 41 7 2 3 0 53 77.40% 13.20% 3.80% 5.70% 0.00% 
1992 39 12 2 2 2 57 68.40% 21.10% 3.50% 3.50% 3.50% 
1996 41 13 2 1 2 59 69.50% 22.00% 3.40% 1.70% 3.40% 
2000 41 13 3 2 2 61 67.20% 21.30% 4.90% 3.30% 3.30% 
2004 

1 
... . .. 

7 
... ... ... ... ... ... 

Legend: PPD/PSD (Social Democratic Party); PS (Socialist Party), CDS (Social Democratic Centre); 

UDP (Popular Democratic Union) 

Although it can be said that investing in infrastructures may be understood as a low risk 

strategy for regional politicians, it is important to recognise that for insular regions 
dependent on tourism, the supply of top quality infra-structures is fundamental. 

The local government is also severely critised in Lisbon by the media concerning cases 

of corruption and special links between local politicians and local businessman. A broad 

picture about corruption in peripheral areas is provided in section 3.6.4. However some 
further information about the corruption topic must be provided in order to explain the 

political confrontation between Funchal and Lisbon (See Box 2.2). 

The number of MPs increased over time. 
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Box 2.4: Islands attitude towards corruption 

Islands are prone to corruption as a direct consequence of specific geographical, social and cultural 
effects. As acknowledged by an expert on the island economies subject (Briguglio, 1995, pg. 1617) 
another public administration problem in islands is that people know each other well, and are often 

related to each other. This tends to work against impartiality and efficiency in the civil service and 
against a merit-based recruitment and promotions policy". Read (2004, pg. 370) also asserts that "small 
states, are not immune to... rent-seeking behaviour based upon family ties or clienteles; these are likely 
to have a greater adverse impact on growth and social cohesion in a small society". And Farrugia, 
another leading scholar in Malta (1993; pg. 222) states "small states tend to develop closely integrated 
societies containing an intricate network of personal relationships. These factors facilitate and hasten 
communication processes, but may also obstruct and complicate them. People know each other (or know 
someone who knows someone whose services they need) so cabinet ministers, parliamentarians, high 
government officials. Churchmen, influential business and their functionaries are know and reachable". 
In fact, "senior officials in small states form part of this social communication network and consequently 
can be met or accosted through official or unofficial channels" (Farrugia, 1993, pg. 222). And the 
smallness of most islands favours a kind of dissident control and 'an element of secreacy. As stated by 
Hampton and Christensen (2002, pg. 1664) "the political economy and culture of smallness feeds the 
element of secrecy", which is welcomed by the off-shore industry. The same authors also believe that in 
some islands hosting an off-shore centre, local governments can successfully control the dissent voices 
C'media independence is frequently partial or absenf'), "so that individuals who go against the norm, that 
is, who critique the legitimacy of the OFC are in a sense, going beyond the community's shared values" 
(Hampton and Christensen (2002, pg. 1664). The "intricate network of personal relationships" effect 
mentioned by Farrugia in Madeira is compounded and increased by the concentration of around 50% of 
the local population in the capital city Funchal. 
It is not an easy assignment to analyse the corruption problem in Madeira Island. The importance 
attached to this subject by the local and national media is not matched by official investigations, arrests 
and condemnations, the only way to produce a detailed and objective understanding of the phenomena. 
There is only one high-profile public corruption case under investigation. 
The Portuguese society is characterised by high level of informality and importance attached to personal 
relationships which can be easly confounded with bribery. 
The qualitative approach produced some material related to the corruption topic. However, most SMEs 
managers complain about the (negative) impact of informality and tax evasion (in terms of fiscal 
faimess, competition distortion, investment decisions) and not directly about corruption. Until 2005, the 
(very high) level of tax evasion was understood as critical to explain the Portuguese budgetary problem. 
Quite surprisingly (or not), the Portuguese Government at the time decide to hire an executive working 
for the private sector to run the govemmental fiscal system. Conceming the fiscal evasion problem, a 
recent OECD Working paper (The fiscal challenge in Portugal, Working Paper No. 489 by Stdphanie 
Guichard and Willi Leibfritz) stated that "in the context of higher tax rates, continued efforts to fight tax 
evasion will be all the more important for increasing revenue". 
It must be stated that most local inhabitants seem to accept a high level of 'informality', market 
distortions and government intervention in the economy. As stated by the Financial Times (9 May 2006), 
Madeira "was (in 1976) one of the poorest regions in the Westem Europe's poorest country. Gross 
domestic product per capita was just 40 per cent of the Portuguese average". Madeira has succeed in 
catching up with mainland Portugal in terms of GDP per capita, and was able to go beyond the national 
average in 2001. From 1995 onwards, Madeira GDP growth has averaged around 5 per cent a year, and 
the local GDP per capita is about 80 per cent of the average level of pre-enlargement EU countries 
(EU15). As stated elsewhere, some 'dissidents' believe that such growth account is inflated by the off- 
shore centre. However, it must be recognised that in 1976, Madeira had only one secondary school 
located at Funchal and no University at all. As of 2007, there are 12 secondary schools and the 
University of Madeira is attended by about 3,000 students and offers 12 subjects. Substantial progress 
was made in terms of most social indicators and emigration is now concentrated in Europe. Until 2005 
the unemployment rate was below 3 per cent, one of the best scores in Westem Europe. As stated by 
Michael Blandy, chairman of the Blandy Group, the biggest of the British family businesses "the 
progress of recent decades is evident in the way people live in Madeira today" and "the island has grown 
a prosperous middle class at a phenomenal rate" (Financial Times (9 May 2006). 
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2.10 RAM political and administrative autonomy and the budgetary 'experience' 

RAM has enjoyed a high level of political and administrative autonomy since 1976 

guaranteed by the Portuguese Constitution (CRP), an autonomy which allows great 
leeway in terms of the definition of economic policy within infrastructural investment, 

culture, innovation policy, education and health. A strong sense of regional identity can 

be felt, recognized by the CRP and expressed by the political choices made since 1976. 

In fact, it is important to link political autonomy to regional development strategies to 

understand the society's idiosyncrasies and preferences concerning technological 

change. But firstly, a description of Regional Government's powers is provided. 

The Portuguese Constitution guarantees political autonomy to the autonomous regions. 
According to the Portuguese Constitution, autonomy is the result of "geographical, 

historical, social, cultural factors along with the characteristically autonomous 

aspirations". Political autonomy, expressed through the ability to legislate in matters of 

regional interest, is shown through the exercise of independent executive power and 

tributary power and in the election of a Local Parliament. The Regional Government 

also has administrative and financial autonomy. In theory, the Autonomous Regions 

have true budgetary independence, although they do not possess the real power to shape 

the fiscal system. The financing of public expenses is, in theory, based on internal 

decisions. However, RAM has experienced chronic deficits in public accounts not 

entirely compensated by financial transfers granted by the CRP in the name of national 

solidarity. But Santos (1992) claims the Islands benefited from substantial financial 

transfers beyond those stipulated by the CRP, via access to multiple national/EU 

development programs. 

It is important now to discuss one of the more sensitive aspects of the autonomy issue: 

the management of public finances. Regional government is basically accused by the 

media, some academics and left wing parties of wasteftilness and excess personnel in 

the civil service. In fact, the management of public finances has been the target of 
ferocious criticism. The general idea is one of excessive and uncontrolled spending, 

resulting from the capacity to handle expenses without concerns about taxation (and 

elections). During the 80s and 90s, the Lisbon Government ended up paying for 

accumulated regional public debts. In this context, (payment of public debt 6 posterior), 
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it can be suggested that the most sensible attitude was the maximisation of expenses 

without concerns about tax collection. Another criticism is in relation to the excess 

work-force in the civil service, without consideration for the principles of economic 

rationality. 

Some studies published in the 90s suggested a strict compliance with sound budgetary 

management principles. However, even at the time, it was recognised that both the costs 

of the autonomy (costs of the installation of the political-administrative system) and the 

need to recover the back-log in terms of infrastructures could justify high levels of 

expenses/investment, i. e., budget deficits. Fortuna (1997) advocated debt management 

linked to the integral use of EU funds and not to a zero deficit goal. In fact, it doesn't 

seem difficult to formally recognisc that a choice for a 'zero' deficit would not have 

allowed extensive application of EU funds neither the relative convergence process 

which has since occuried. In the end, financial transfers were translated into high levels 

of investment in traditional sectors, as can be seen in Figure 2.6. And an overwhelming 

focus on hard infrastructure is also seen since 1986 (See Figure 2.7). 

Figure 2.6 Gross Fixed Capital by Sector in 2003 

Gross Fixed Capital by Sector/2003 
Housekeepers 0.0% 

Other Services ýý 4,8% 

Health and social services 1.5% 

Education 2,1% 

Public Administration 20,0% 

Real estate/Business activities 24,6% 

Financial intermediation, 2,4% 

Transport/Communications, 20,2% 

Hotels/restaurants: 3,2% 

Who lesale/s ale trade 8,1% 

Construction 2.2% 

Eledtncitylgastwater 2,11% 

M anufacturing 16.2% 

Fishing 10,2% 

Agriculture 2,4% 
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Figure 2.7: Cement consumptionn (1976/2006) 
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A final comment on RAM political and institutional background. The definition and 

implementation of regional economic programs depends on various government tiers 

(local, regional, national and supra-national) as is the case with most LFRs. However, 

the Regional Government takes on 'total' responsibility in the definition of economic 

policy at all levels. All of the II counties are controlled by the PSD and PSD's MPs in 

the local Parliament account for 70% of seats. 

2.11 Putting RAM budgetary experience into context 

The Regional Government has achieved a privileged status where the management of 

public finances is concerned, though this cannot be considered unique at the EU scale. 
The Danish Government provides about 1/3 of the Faeroe Islands' budget (Raoulx, 

1999). A very recent criticism relating to the "Scotland devolution process" points also 

to excessive State intervention deemed similar to the East German experience according 

to The Economist. Concerning Scotland, problems relating to the management of post- 

industrial isation and the peripheral character were voiced to justify the political choice 
for a very heavy state intervention (The Economist, 2006 May 20th). The Government 

of Scotland is criticized, as is the Regional Government in RAM, for being slow to tax 

and quick to spend. Exception measures in terms of access to public services have also 
been verified: free care for elderly people and waiving student tuition fees. Similarly to 
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the RAM case, there is an excess of personnel employed in the public service. There 

also seems to be heavy dependence on social benefits by segments of the population. 
But also, as in the case of RAM, "many politicians see their job as simply responding to 

popular demands" and it seems that the ideological option is for a social-democratic 
Keynesian approach (The Economist, 2006). 

However, other islands around the world also deliberately opt for a 'delayed effect 

approach' (i. e., protection from the negative impacts of the on-going globalisation and 
technological revolution), via the maintenance of administrative and political ties with 

western powers (Wood, 2000). McElroy and Sanborn. (2005) analyse the insular 

propensity for political dependence, expressed in the reiterated choice for colonial ties 
(see also Christopher, 2002). A politically dependent status protects from the 

globalisation impact, due to the substantial access to economic and political privileges 

such as free trade and export preferences for island products and manufacture, access to 

metropolitan capital labour markets, subsidized provision of quality infrastructure, 

external/diplomatic defence and political stability, disaster relief, access to metropolitan 
citizenship and minimum wage and health care core-periphery parity. In fact, all 
available statistical evidence concerning islands states' development prospects shows 
the noticeable impact of the political dependence option on the social-economic 
indicators. 

Hence, the importance of the globalisation process on the local dynamics of societal 

change should not be exaggerated, as "trans-national forces are translated into particular 

meanings within national and local contexts" (Hoggart and Paniagua, 2001: pg. 63). In 

fact, the impact of the global effects depends on the capacity for interference and/or 

control of external shocks by the local governments and societies. Another example 
(besides that one provided by McElroy and Sanborn) of such interference is shown by 

Papadopoulos (1997) (quoted in Hoggart and Paniagua, 2001: pg. 64). Papadopoulos 

(1997) states that the EU's agriculture policy cannot be understood to be an 
66anonymous cxtra-local force, as it is internalised (transformed) so as to be manipulated 

and utilised in ways that correspond with dominant local social relationships". EU 

policies "rather than being simply an extra-local imposition, are also a resource" to be 

managed and manipulated (Hoggart and Paniagua, 2001: pg. 64). Sotiropoulos (2004a) 

also acknowledges the mediating effect of the domestic bureaucratic structures on the 
influences of globalisation and European integration. 
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It is evident that it has been possible to pursue a 'local agenda' in terms of development 

paths and political choices. However, RUPs are evermore subject to de-territorialisation 

processes (defined by Entrena and G6mez-Mateos (2000: pg. 94) as an expression of 

the fact that "social relations and socio-economic processes are being determined less 

and less by social actions and strategies springing from relations among autochthonous 

classes and are being increasingly influenced and decided on by interests based well 

beyond their territorial borders", which implies less capacity to regulate the local 

economic and social processes (see also Wood, 2000; Gottdeiner, 2004). Delhey (2001: 

pg. 222) also declares that "regional policy aid will not be as generous as in the 1990s". 

In fact, a severe reduction in the regional policy budget seems to be the norm at the 

European level. All regions have experienced a gradual reduction of traditional regional 

policy tools such as tax equalisation grants for local regions, automatic spending 

schemes and discretionary measures (Gren, 2002). With reference to the Italian 

Mezzogiorni, a paradigmatic case of an assisted development process, Guerrieri and 

Iammarino (2006: pg. 167) refer to the "end of special public support", with significant 

consequences in terms of income growth and unemployment. In relation to the UK, 

Armstrong (2001 pg: 247) remarks upon the "very low levels [of financial transfers] by 

historical standards" and a "chronic under-funding of British regional policy". 

As a consequence, RAM should expect macro-economic and social crisis if alternatives 

to financial transfers are not found. Recent data has shown that local firms in RAM are 
facing decreasing levels of demand. Above 50% of firms recently reported I stagnation' 

and 21% recession (Didrio Noticias da Madeira, 28ýh April 2006). 

2.13 Conclusions: a problematic background to welcome the digital revolution 

Our analysis provided an example of a 'de-coupled' regional economy sheltered from 

the potential damaging effect of global trends. Instead, the local economic dynamic was 
ftielled by large amounts of financial transfers. A 'de-coupled region' may survive for 

years, even if it "does not produce or export anything and lives on imports, where 
income and internal purchasing power are ensured by various alternative possibilities: 
by the income of commuting workers, by the sale of wealth or capital assets to foreign 

residents (houses, land, properties), by public transfers (pensions, unemployment 
benefits) or private transfers (remittances from emigrants)" (Camagni, 2002: pg. 2403). 
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However, RAM is not a 'pure example' of assisted development. Local socio-economic 

actors have shown substantial energy and willingness to exploit investment 

opportunities. The Azores have also benefited from substantial financial transfers. 

However, the Azores growth record is problematic to say the least. 

But the 'protected environment' albeit attached to impressive social and economic 

records and political and social stability, are 'intrinsically' problematic. Protected 

environments are usually characterized by stagnant institutions and learning capabilities. 
Hence 'obscure interests' in the prolonging of the existing structures and behaviours can 

exist. In the end, innovative approaches and behaviours may not be welcomed or 

supported at societal and institutional levels. As stated by Dimou (2003: pg. 9), based 

on an in-depth analysis of the economic and social background of Reunion, the need for 

the adoption of new lines of development will probably cause a violent reaction in 

"orphelins enriges" (enraged orphans), that is, the social and economic actors, strongly 
benefited from existing political and economic choices. 

What can be suggested from our account is that unless crisis events are experienced, 

there may be no business case for firms to pursue innovative approaches. The 

Economist (2006) states, in relation to the recent French social/identity crisis: "The 

conclusion; the core countries of Europe are not ready to make the economic reforms 

they so desperately need and a change, alas, will come only after a diabolic economic 

crisis". The Economist emphasizes the need to "widen agreement among firms, voters, 

trade unions" so as to recognise the existence of a serious economic crisis. The 

Economist (2006: pg. 11) states that "the real problem, not just for Italy, and France but 

also Germany, is that, so far, life has continued to be too good for too many people; 

there is not yet a consensus that their economies are in serious trouble". Hence, the 

solution must be, according to The Economist "to bring on a more serious economic 

crisis". Reference to The Economist serves to highlight the fact that up to very recently 

in the RAM, the social-economic regional context has been a relatively dynamic one 

(characterised by high levels of access to financial), but a protected one. In truth, only 

one year of recession has been registered for the 1979-2003 period. 

In conclusion, it can be assumed, the RAM individuals, firms and political actors have 

not been desperately searching for 'technological solutions' and new development 

proposals to cope with negative events, despite local government enthusiasm for 

following the EU Information Society agenda. Such 'negative events' were understood 
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elsewhere as linked to processes of downsizing welfare states rights, fierce inter- 

territorial competition, increased competition for market shares, organisational and 

technological up-grades processes which have simple not been evident in RAM. Hence, 

as stated by Malecki (2001), it should be expected that too few dynamic 

individuals/firms are coming forward to take up the Information Society challenge. An 

analysis of RAM's recent economic and social trends substantiates the increased level 

of criticism regarding the Information Society Project, namely in terms the allegedly 

urgency to pursue an alternative growth path based on technological solutions. 

But, is the current 'development trajectory' the only one available since 1976? Would it 

be possible to pursue a different growth path? Are islands entitled to pursue autonomous 
development trajectories de-coupled from international economic regimes? Chapter 3 

provides an in-depth analysis of development options available in the island context. 
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Chapter 3: 

Which regional development model for an RUP? 

3.1 Introduction: globalisation and re-territorialisation 

As shown above, there are serious challenges to the status quo of island as national 

governments and international donors are under pressure to cut financial transfers and 

political backup to 'problematic regions' and independent islands states. Islands are 

facing really stressful and potentially disturbing events. As seen in Chapter 2 the EU 

RUP policy which was in place for years, accepted the 'island penalty factor' discourse. 

As a result of the easy access to financial resources, unique development programmes 

quite distant from modem neo-liberal concerns, were applied in RUPs. Now, all the 

I sympathy capital' (cf. relational capital) that sustained islands' way of life (based in 

financial transfers) is gone and RUPs are conceptualised as ordinary regions. Therefore 

it is crucial to analyse the likely impact of the changing EU policy towards RUPs, 

which entirely subscribes the competitiveness discourse and other fashionable regional 

development models (such as the clusters approach). But it is argued by this new 

regional development discourse that island economies can survive without significant 

financial backup, an assumption that this research will wish to challenge. 

Chapter 3 intends to put into context the current theoretical and empirical developments 

in the regional science field that may help to understand islands' growth prospects. As 

the analysis of islands development prospects have been imbued with wrong 

assumptions, extreme approaches and politicised discourses, a critical analysis of 

various theoretical frameworks is developed in order to understand which options have 

been available. It really matters to ask if RAM development choices have been the best 

ones. 

I now provide some comments about the outline of this chapter. In fact, in spite of the 

changing attitude towards islands heralded in the (new) EU regional development 

policy, the geographical and environmental growth constraints (used to give good 

reason for the past benevolent attitude towards islands) are still in place. As a 

consequence it is argued that islands cannot survive (that is, handle complex processes 

of regeneration and restructuration) without strong external support. It must be 
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acknowledged that a 'protective environment' sustained by substantial amounts of 
financial transfers has 'distanced' local policy-makers and the local society from neo- 
liberal concerns such as competitiveness, restructuring, privatisation and downsizing 

(see Section 3.2). As a result, policy makers and firms have not been anxious about 
islands' competitiveness levels or modernisation programmes. And as the RUPs were 
I protected' from external shocks until very recently, both policy makers and OMs of 
SMEs have not been under pressure to find (technological and or R&D based) solutions 
for 'distant' problems (i. e., low levels of competitiveness in most sectors). 

As stated above it is argued that islands cannot survive without financial backup. In 

fact, the data related to the convergence/divergence debate suggest that a catch-up 

scenario or the end of the core-periphery polarisation is not likely, even if the current 
levels of financial transfers are maintained (see Section 3.3). This is a disturbing 

observation as there is less and less tolerance for the 'Southern' problem. However I 

also suggest that the 'moral responsibility' of RUPs concerning the islands cultural and 
institutional lock-in phenomena must be qualified, since for decades any efforts on the 
behalf of local policy makers to minimize market and institutional inefficiencies would 
not have been rationale, given the high levels of financial transfers available de-coupled 

from any kind of conditionality. 

Section 3.4 show how against all odds, some islands have been able to achieve high 

living standards, but quite often based on market (mass tourism) and non-orthodox 

solutions (such as rent seeking behaviour, Official Development Assistance and 

sovereignty selling). However this achievement does not mean that the 'theoretical' 

sustainability of the hegemonic discourse of the 90s (the neo-liberal-based 

competitiveness discourse) in an island and peripheral context should not be challenged 
(see section 3.5). Concerning solutions to the island and peripheral regions' problems, it 

is not easy to escape the 'one model fits all' curse that permeates the regional 
development literature. The 1990's were characterized by the take-off of 'fashionable 

models' (such as the cluster approach and leaming region paradigm), which did not 

easily fit in with the islands' geographic, institutional and political context (see Section 

3.6). As explained in section 3.7, many analyses of the 'wishful thinking' type resulted 
from the joint analysis of peripheral area problems and fashionable models. However, 

such analysis provide mainly 'eccentric' (irrelevant, misplaced and non applicable) 

solutions for unsolvable problems (such as geographical constraints). In fact, all 
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evidence available suggests that, at the level of firms, a 'selection mechanism' has been 

activated as a consequence of the declining levels of demand (as a direct consequence of 

the declining levels of financial transfers) and high rates of firms failures should be 

expected (see Section 3.5.5). Section 3.8 tries to add an ethical/positive discrimination 

factor to the debate suggesting that the Welfare System in place in islands compensates 
for the lack of viable market solutions. 

While recognising the problems faced by islands, I do not subscribe to the 'indigent' 

(that is, emphasizing how bad things are discourse) approach that characterized the 
island discourse during the 1970s and the 1980s, when geo-strategic concerns allowed 
for an easy access to ODA not linked to any kind of conditionality. Although I do not 

support (due to ethical concerns) the type of assisted development without 

responsibility, I do recognise (based on my own personal experience) that islands face 

permanent (geographical) constraints besides contingent factors. 

I try to avoid as much as possible an "anachronistic, inaccurate or misleading analysis" 

concerning islands development prospects" (Giordano, 2000: pg. 449; see also 
Giordano, 1999). In fact, an in-depth analysis of the standard neo-liberal discourse that 

is now underpinning the EU attitude towards RUPs should be provided. But such 

theoretical insights are quite often misleading at the island level, as islands do not 

compare with core regions. And the 'anachronistic' approach (in vogue since the 

1960s') that acknowledges the 'old discourse' (articulated around the geographical 

constraints and the colonial history) should also be considered. In the end, the aim is to 

blend scientific rigor with ethical and non-discriminatory issues. 

I must start our analysis of islands development paths showing that for many years it 

has been possible to delay the globalisation effect (understood elsewhere as linked to 
fierce competition at an international scale, unprecedented and relentless change, geo- 

political turbulence) through a clientelist and/or isolationist approach. Based on 
implicit/explicit EU support, local governments built-up a unique institutional and 

political solution not available elsewhere in the OECD context. As a consequence, an 

aggressive strategy of up-grading firms and region competitive status was not, for years, 

on the OMs and policy maker's agenda. As stated in the introduction my research 

project revolves around the decision making process concerning the adoption of ICT 

tools on the OMs part. Consequently it matters to understand how the development 

trajectory in place for years affected the OMs decision making. 
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3.2 Clobalisation and re-territorialisation: the RUP 'paradise' up to the 90s 

As stated in Chapter 2, LFRs (and by extention all RUPs) are evermore subject to a de- 

territorialisation process (defined by Entrena and and G6mez-Mateos (2000: pg. 94), as 

an expression of the fact that "social relations and socio-economic processes are being 

determined less and less by social actions and strategies springing from relations among 

autochtonous classes and are being increasingly influenced and decided on by interests 

based well beyond their territorial borders". However, despite the increased political 

and economic vulnerability underlying the new economic and political paradigm, LFR 

have been able to build up a 'local response' to the globalisation wave. This process of 

regaining control over socio-economic processes at work in regions (that may be termed 

as re-territorialisation) is sometimes based, concerning peripheral regions fighting for 

independence or autonomy, on the rhetoric of "insistence on diversity, resurgence of 

waning traditions, emphasis on cultural distinction, idiosyncrasies and ethnic or 

nationalistic differences" (Entrena and and G6mez-Mateos, 2000: pg. 95). However, in 

most cases (ordinary) peripheral regions are only interested in maximising the financial 

transfers and preserving the status-quo (Entrena and and G6mez-Mateos, 2000). In most 

cases this process of re-territorialisation cannot be classified as an experience of social 

reflexivity (i. e. defining a region's place in the world economy and/or critical reflection 

about international economic regimes) derived from social and political interventions 

strongly embedded in society and grassroots movements and ultimately linked to anti- 

globalisation protests. On the contrary, most regions pursue a neo-Keynesian based 

agenda and struggle to secure the maximum amount of financial transfers. As was 

exemplified by Entrena and G6mez-Mateos (2000, pg 108) concerning Andaluzia in 

Spain, the local response to globalisation was transcribed in a set of neo-Keynesian type 

policies and not on "the reflexive reaction by local government to set their socio- 

economic position and increase their room of manoeuvre within the global system". In 

most cases, the contestation to the globalisation project is not linked to a "socio-political 

project with aspirations to restore past ethnic and cultural identities and autonomies", 

which is frequently a key concern of pro-independence movements (Giordano, 2000: 

pg. 448). 

In the case of RAM, the devolution process initiated in 1976 enabled the build-up of a 

political and legal infrastructure, with substantial powers to manage the economic 
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development arena (with the exception of defence and international policy). The RAM 

government in the post 1976 period was able to design and implement specific and 
locally oriented policies aimed at 'counteracting socio-territorial inequalities' and built- 

up a political infrastructure and a 'grand' political project. The priority in terms of 
development policies was put on investment/public employment, access to health and 

education services and transportation infrastructures. In line with Hodge and Monk 

(2004: pg. 271), based on their analysis of rural areas in the UK, it can also be stated 

that: "local politics were dominated by employment concerns and the welfare of the 

community". As shown in Chapter 2, this type of political agenda was strongly 

supported by voters in RAM. 

However, it is important to mention that the RAM 're-territorialisation' approach 

characterises other LFR as well (Dimou, 2003). For example, Hurst et al (2001: pg. 17) 

criticise "the impact of too much emphasis on public expenditure" in LFRs to the extent 

that the excess of public expenditure distorts private sector decision making. A subsidy- 
dependence mentality or phenomenon of the Dutch Disease type (the negative impact of 

a booming sector on the rest of the economy) may be undesirable but it is a frequent 

outcome of such approaches. Quoting directly from Hurst et al (2001: pg. 18): 

"investment subsidies may be counterproductive when poorly designed. Especially 

when firms know that they are entitled to repeated regional support, resources may be 

shifted to rent-seeking activities such as (political) lobbying, rather than to investing in 

productivity improvements or in exploring new markets. The incentive for these rent- 

seeking activities increases in general with the size of the sunk-cost of the industry. This 

may partially explain why subsidies did not work very well in those regions with a bias 

towards capital-intensive heavy industries". 

It must be recognised that until the 1990s, RUP concerns were well acknowledged at 
Brussels. And RUPs were able to influence the outcome of some key political 

negotiations (EU Structural Funds, Amsterdam Treaty) as they negotiate as a block. As 

a consequence, the on-going globalisation process in practice, 'echoed' as a distant 

phenomenon. 

Concerning the globalisation process, L6fgreen (2000: pg. 510) asserts that the impact 

in "small, ordinary cities" and their "responses to the challenges they perceive" are 

necessarily different from what takes place at the national/international level. He argues 
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that the competitive approach based on export oriented projects, attraction of FDI, trade 

openness is only one of the possible copying behaviours (strategic responses to the 

globalisation challenge). In fact, most islands bencfited from protective factors linked to 

distance/geography (local captive markets), local social and production specificities 
(local consumption/production habits) and local political and social models, which 

provided political resources until the 90s to produce a differentiated response to the 

globalisation effect. As a result, as L6fgreen (2000: pg. 5 10) mentions "smaller societies 

[such as RAM] neither want to, dare to, nor have the ability" to face the globalisation 

challenge. 

According to Ufgreen (2000) there are 4 approaches concerning the management of the 

globalisation process, which may also be extended to the firm/individual behaviour 

level: the clientelist approach; the isolationist approach; the 'doing nothing at all' 

approach; and the competitiveness approach. Similary Camagni (2002) also points to 3 

strategies of development and survival in the LFR context: 1) a defensive approach 

based on political lobbying, which is similar to the clientelist approach identified by 

L6fgreen; 2) an endogenous approach based on the improvement of the local business 

culture; 3) the attraction of FDL The clientelist approach (based on a strong dependence 

on state policies and public funding) is the most frequent one at work in LFRs. As far as 

the clientelist approach is concerned, "cities act as a kind of nation state government", 

putting political pressure on "national governments to balance uneven development and 

to come to the rescue of less fortunate cities" (Ufgreen, 2000: pg. 507). This policy 

approach is based on the old (regional policy) regime, exemplified by "local politicians 

lobbying in the corridors and canteens of national parliaments" (Ufgreen, 2000: pg. 

507). It seems however, that this is less and less a viable option. Although some 

peripheral/remote regions still maintain some negotiable power intact as they have been 

able to extend the protective environment in time, Terluin (2003: pg. 328) alerts us to 

the fact that "territorial units like rural regions are not significant causal factors in the 

global process of socio-cconomic change as the primary dimensions of behaviour are 

structured at a higher level than the community or regional level" (see also Hoggart and 

Paniagua, 2001). 

The isolationist/regionalist approach is concerned essentially with the 'preservation' of 

the status-quo, but it can also be associated with anti-globalisation protests. However, 

the isolationist approach often includes an cxclusionary/reactionary dimension, 
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expressed in attempts to counteract/deny the globalisation process via "introversion and 

to close in upon themselves" (L6fgreen, 2000: pg. 508). But L6fgeen (2000: pg. 508) 

also suggest that the patriotic approach underlying isolationist approaches "indicates a 

rather strong undercurrent of isolationist emotions among the inhabitants, with a major 

group being rather parochial and patriotic in their views on the city and a minority that 

is more internationally oriented". Camagni (2002: pg. 2397) also criticises the "policy 

strategies oriented towards a defensive attitude, separatism and closure" as they may 

become examples of radical, separatist and xenophobe protests (see also Giordano, 

2000). 

On the other hand, some regions succeed in 'doing nothing at all' (inactivity in terms of 
innovation/strategy, concentration on daily management, response to immediate crises). 
This is ultimately a viable alternative if an ad ctermin access to financial transfers is 

possible. 

The intention to meet the challenge of globalisation via the offer or development of 

competitive factors is implicit in the option for a competitive approach. An example of a 

competitive approach is the design and implementation of regional development 

programmes intended to build up industrial clusters (that is, endogenous development 

programmes) from scratch (see Section 3.4). Other regions are concerned with an 

improvement of the local economic and social system and/or with the attraction of FDL 

However, there are some doubts concerning the success rate of such approaches, as will 
be shown later in section 3.4. 

3.2.1 Is the clientelist approach still available? 

It is important to understand, from the local point of view, how it has been possible to 

pursue a clientelist approach. Until the 1990s most RUPs adopted defensive approaches 

as the 'neo-liberal' approach was not supported by local populations given the implicit 

social/employment cost. In fact, most local governments succeeded in exploring to the 

maximum all the old regime 'political instruments' available. And, in most RUPs local 

oriented sectors not subject to international exposure are predominant, which limits the 

amount of political support for alternative models (Giordano, 2000; Golden, 2004). As 

stated by Golden (2004: pg. 1243) "prices of local production (in peripheral LFRs) are 

not ultimately set by international markets but by domestic ones", and "rent-seeking and 
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uncompetitive and inefficient domestic prices are sustainable and political regimes 
based on rent-seeking, or that permit local pricing above world markets, are viable". As 

a consequence, industries protected from international competition (public 

administration, state-owned industries, public works, retail, etc) stay 'competitive' even 
if they remained on average less efficient and less productive. 

In fact, external shocks were 'refracted' by the sheltered local environment. At most, 
local firms experienced small disturbances in demands patterns as a result of 
international crises. As the social and economic payoffs of important social groups 

remained untouched, a rationale for different voting behaviour, as was the case in Italy 

in the 90s, which resulted in the ending of the "Christian Party" adventure, was absent 
(Golden, 2004: pg. 1243). The export-oriented sectors so important to trigger a political 

change in Italy as the OMs of such firms were interested in an up-grade of the 
institutional and political structure in place, are missing in most peripheral regions. On 

the contrary, in most LFRs, the predominant sectors and social groups are still lobbying 

for the unchanged polices (e. g. public spending). 

Thus, there is no political background to expect changes in political and economic 
behaviours. On the contrary, most voters fear a substantial institutional or political 

change to the extent that the welfare state may be eroded. In fact, local voters are not 
interested in a revivalist experience' (back to the 60s/70s), when a mixture of extreme 

poverty and emigration pressed thousands of local inhabitants to leave the island 

(Cottino, 1999). That is, until now in most LFRs the interest of voters and elected 

policy-makers has been perfectly aligned, and as a consequence there are no problems 

of agency (Hansson and Stuart, 2003). The "incumbent ability to interpret and reflect 

such issues in its political discourse for its own political advantage" is untouched, as 

stated by Giordano (2000: pg. 227). 

However, it is not possible anymore to pursue a development model based on extensive 

government intervention in conjunction with chronic overspending. Peripheral societies 

cannot ignore the mounting criticism concerning 'redistribution policies' in place to 

support problematic Southern Regions. Giordano (2000: pg. 449) states that the 

"regional development debate is increasingly politicised7' as is well evident in Italy, 

Belgium, Spain and the UK. Concerning Italy and Belgium the project/discourse of 

Lega Nord and Vlaams Block respectively may be conceived as a "reaction against 

what is perceived as inefficient state centrality" (Giordano, 2000: pg. 444). Giordano 
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(2000: pg. 455) also states that "Italian citizens were becoming increasingly resentful at 

emerging economic and political problems". Northern Italian citizens conceive the 

regional problem as a South of Italy (and specially Rome) problem, "which is the cause 
for all that is wrong with Italian society and politics" (Giordano, 2000: pg. 456). 

Financial transfers are conceived as the result of "a corrupt, bureaucratic and wasteful 

central State that is biased towards the South of Italy and Southern Italians" (Giordano, 

2000: pg. 217). The 'Mediterranean' work ethic, allegedly based on corruption, a 

reliance on state transfers and a more relaxed attitude towards work" is also blamed 

(Giordano, 2000: pg. 456). Southern Italian citizens are perceived as only interested in 

claiming state benefits (Giordano, 2000: 459). The discourse produced by the Lega 

Nord is not specific to the Italian context. The same line of reasoning is now discussed 

in Portugal as islands are perceived a problematic in terms of reliance on state transfers 

and their overspending is severely criticised. 

The changing political environment was reflected in the political discourse of some 

secessionist parties. Most secessionist parties ("supposedly left-wing parties and 

supporters of economically reactive and autarkic policies") are nowadays pro- 

globalisation as they reach the conclusion that there is no space for 'anti-capitalism' 

stances (Sorens, 2004: pg. 728; see also Golden, 2004; Castles, 2001). It is 

acknowledged by such movements that the success of their grand political project is 

dependent on economic success and not in State-lead protection against externally 
induced economic fluctuations or political confrontation (Castles, 2001). As a 

consequence, secessionist parties are notably friendly towards international markets, as 

the neo-liberal discourse was re-conceptualised as a 'enabler' of the (political) 

independence project. This change of attitude on the 'pro-independence' parties show 

the limits of the traditional clientelist and isolationist approach. In fact, secessionist 

parties acknowledged that on-going processes of globalisation require an answer to the 

economic and political inconsistency trap (i. e., the gap between political aspirations and 

economic development) that caught many LFRs struggling to reach ever increasing 

levels of autonomy. It is now well understood that the only way to get extra political 

and cultural status is the economic one. 

In conclusion, most LFRs such as RAM have been able to build-up a 'local response' to 

the development problem, which refracted and diverted global trends, and for decades, 

reasons for a different behaviour were missing. However, this is not without 
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consequences, as will be seen in Chapter 6. In fact, most OMs and policy makers had 

little experience in managing crisis events. As a consequence a state of un-preparedness 

and disorientation infect the political consciousness at local level, which results in 

further insistence in the old clientelist approach. But now a real challenge/threat to the 
insular status quo and all the political instruments conceived to maximise financial 

transfers must be admitted. However, before moving on, some theoretical/empirical 

insights from the convergence/divergence debate must be highlighted as it helps us to 

understand that both approaches (the clientelist and the anti-Southem 'attitude') are 

misplaced. 

3.3 EU regional policy, EU Enlargement and the convergence/divergence 
hypothesis 

The likely impact of the changing EU policy towards RUPs can be assessed based on an 

analysis of the convergence/divergence debate (Canaleta et al, 2002; Dunford and 
Smith, 2000). All evidence available about the on-going convergence process within the 
EU suggests that there is no 'natural tendency' to reach a spatial balance in terms of 
development as predicted by the neo-classic growth theory (Faifia and L6pez- 

Rodriguez, 2004; Martin, 2001; Canaleta et al, 2002). On the contrary, the market 

mechanism in place seems to lead to persistent and cumulative differences in terms of 
GDP per head (Martin, 2001). As a consequence, a scenario of no catching-up and 
immutable polarisation between core regions and peripheral areas should be admitted 
(Martin, 2001). The likely stagnation of the GDP per head differentials between core 

regions and peripheral areas for the time being seems unquestionable. And it must be 

stressed that the relative stability in terms of differentials was only possible due to the 

substantial amount of financial transfers channelled to peripheral regions. 

As a consequence, the on-going reduction of the financial transfers will lead, for sure, to 

an end of the catching-up process and to further divergence. Fairia and L6pez- 

Rodriguez (2004: pag. 16) assert that "if there were a premature withdrawal of 

assistance to these countries this would undoubtedly have dramatically negative 

ramifications since this aid has come to constitute a source of growth potential and a 

means by which the cyclical nature of the economic lag might be overcome. In effect, 

withdrawal of funds would have markedly negative consequences for those regions 

85 



where the funds are at present most needed and most successful in fomenting growth". 
Camagni (2002) also acknowledges the likely perpetuation of the core-periphery 
imbalance in terms of GDP per head and growth prospects if financial assistance is 

withdraw. Another issue to emerge from the convergence/divergence debate is that the 

negligible catching-up experienced by peripheral regions shows the major impact of the 
I systemic forces' operating at a global scale, such as the post-industrialisation, 
technological change and globalisation processes, which can not be mitigated via 
financial transfers (Martin, 2001). Concerning remote areas it can also be asserted that 

the financial transfers were unable to counteract the impact of the geographical 

peripherality. 

It is important to analyse in detail the importance of financial transfers in order to assess 

the likely impact of the on-going reduction in terms of financial transfers. Several 

studies corroborate the critical importance of the structural funds in the Objective I 

regions, in terms of supply-side improvements, strengthening of the productive 

potential, emergence of higher value-added sectors and support for marginalised groups. 
As a consequence, the EU Enlargement was understood in most LFRs as a threat to 

their status quo (Delhey, 2001). In fact, RAM will receive from 2007 onwards less than 

50% of the amount available for the 2000-2006 period, which clearly poses a direct 

threat to the on-going dynamics of growth (Dellicy, 2001; Hurst et al, 2000). 

In fact, all forecasts concerning the impact of the EU Enlargement process seem 

extremely negative for Portugal. Breuss (2002) shows the critical impact of the EU 

programmes to boosting GDP growth in Greece, Portugal and Spain. According to 

Delhey (2001) the EU financial transfers implied, where amounts relating to GDP for 

the 1994-1999 period are concerned, 3,3% of the GDP of Portugal. The financial 

transfers had contributed for the catch-up process, as it is estimated that the Portuguese 

GDP is 6,4%-8,8% higher than it should be expected without financial transfers. And 

Breuss (2002) considers Portugal one of the most negatively affected countries by the 

EU Enlargement. The loss in terms of GDP growth is estimated at 1.5% for Portugal, 

1% for Greece, 0.75% for Ireland and 0.4% for Spain. Thus, the EU Enlargement 

should be understood as a "potential external shock hitting the EU asymmetrically" and, 
in particular, the RAM and RAA can be expected to be particularity badly hit (Breuss, 

2002: pag. 270; see also Bateira and Ferreira, 2002). The problem attached to the on- 

going reduction of financial transfers is well pictured by North and Smallbone (2006: 
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pag. 44) when they declare that "in Greece and Portugal there are few policies at the 

regional and local level other than those funded by the EU programmes". As it seems 

consensual that LFRs development problems have no short term solution, Faifia and 
L6pez-Rodrigues (2004) and Martin (2001) suggest a kind of compensatory mechanism 

so as to keep the on-going growth dynamic. In fact, the most underdeveloped regions 

exhibit a great potential for economic expansion. Data concerning the 1989-1999 period 

show that the Objective I regions shared a growth record that outperformed the EU 

average. 
However the current political-ideological context does not favour the LFRs agenda. The 

old EU regional development policy has been harshly criticised especially concerning 

the low effectiveness of the EU programmes in activating the valorisation of local 

resources. The alleged 'transformation' of the financial transfers intended to foster 

investment and economic growth into income transfers policies is severely criticised as 

it is understood that such income transfers have now become structural and permanent. 

The misallocation of resources via promotion of capital intensive industries is also 

severely criticised. Another kind of criticism is related to episodes of corruption and 

even crime. Camagni (1992: pg. 365) asserts that "bureaucratic or political rents are, in 

fact, one of the ways in which, in some static societies (as in some Mezzogiorno 

regions) old types of feudal rents have re-appeared, touching new classes or social 

groups". 

Although these criticisms are quite often well placed, it is important to keep in mind the 

LFRs dependence on the EU normative frameworks concerning regional development 

plans. Morgan (1997: pg. 496) asserts that for years the "EU regional policy was mainly 

addressed to fighting symptoms (like high unemployment) rather than causes (like low 

innovation potential)". On the other hand, Hospers (2003: pg. 642) asserts that until 

very recently the "EU innovation policy was a supply-side phenomenon", disconnected 

from the social and institutional background and commercial dimensions of innovation. 

One of the most criticised aspect concerns the focus on infrastructure, defined by 

Rodriguez-Pose (2001) as "low risk strategy for regional policy makers". However, 

such criticism seems misplaced in most peripheral regions. Tourists seems to prefer 
"perfect islands fantasies", as experienced in "Labadde, a piece of Haiti, surrounded by 

a ten-foot-high wall, patrolled by armed guards", (Wood, 2000: pg. 361). As a 

consequence, islands must offer top-quality infra-structure in order to attract large 
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numbers of tourists. But it is true that the traditional infra-structure approach allowed 
the "creation of public sector jobs, sheltered from the ups and downs of the market and 
from competition", and the rescue of "troubled companies". Helg et al (2000: pg. 84) 

declares that for the 1970-1989 period 2/3 of the creation of employment in Sicily was 

explained by the increasing number of public servants, which seems to be the norm in 

most LFRs (see also Lovering, 1999; Giordano, 1999). In fact, public spending emerges 

as a critical source of creation of employment (directly via public administration 

expenses) and indirectly via income transfers, growing demand for non-tradable local 

services, public works, etc. 

As seen above the divergence gap is still in place. Only a few regions have had success 
in reduce in a significant manner the GDP per head differential. As a consequence it can 
be asserted that the on-going stream of financial transfers was only capable of stopping 
the divergence process. According to Martin (2001) the EU financial transfers only 
"prevented further regional economic divergence from taking place, with impact on 

poor regions in fact marginal". Some LFRs were able to reach impressive levels of 

economic performances but as a direct consequence of all the financial transfers 

channelled to those regions (Armstrong and Read, 2003; Fothergrill, 2005). In fact most 
LFRs don't have any kind of advantage in terms of labour costs or preference of 

multinational companies to locate in this area. Hence, the EU financial transfers can be 

conceived as an inter-regional stabilisation mechanism with marginal impact in terms of 
convergence (Rodriguez Pose, 2002; Rodriguez Pose, 1998; Fortuna, 1995; Martin, 

2001). As stated by Delhey (2001: pg. 220) "the EU membership does not guarantee 

catch-up, but makes catch-up easier". There are no doubts that the convergence process 

constitutes a long-term objective, however impacted by intermediate turbulence and 

stagnation phases. Some development constraints are permanent in character and do not 
disappear instantaneously, especially concerning geographical constraints. 

It is obvious that "pouring huge quantities of concrete in lagging regions" is not a viable 

option any more (Hurst et al, 2000: pg. 9). As a consequence all attempts to postpone 

some painful decisions should be reject as unacceptable. However, it must be 

acknowledged that most LFRs face multiple challenges such as the on-going reduction 

of the financial transfers, institutional and political inertia and exhaustion of the 

traditional development models. Depressing familiar challenges may be faced by most 
LFR if alternative solutions are not devised: "mass employment, environmental 
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degradation, uneven economic development, social polarisation, shallow democracy" 

(Morgan, 1997: pg. 492). 

3.4 The specific economic/social dynamic in islands: limits to growth 

Economic analysis concerning island regions and states (as a special topic in economic 
development literature) was focused for a long time on growth limits and development 

constraints (Cross and Nutley, 1999). Most studies produced in the 70s/80s commonly 
included an extensive account of restricted comparative advantages, diseconornies of 
scale, oligopolistic market structures, high transport costs, high level of openness to 
international trade, tendency to be price-takers, limited natural resources and small 
labour markets (Armstrong et al, 1998; Briguglio, 1995; Read, 2004). Until the 90s (i. e., 
before the end of the Cold War), due to historical/strategic reasons, islands received 
high levels of ODA per capita without strings attached to aid programmes 
(Bonnemaison, 1997). 

But in the 90s it became quite clear that successful development experiences were in 

fact possible, which led to an extensive re-appraisal of the insular penalty factor. Some 

authors strongly deny the more problematic version of the insular development 

discourse. In fact, some authors provide an alternative account - the insular advantage 
hypothesis (Mchment and Tahiroglu, 2002). The island advantage hypothesis asserts 

that islands access to tourism resources material provides many opportunities to develop 

an internationally competive sector. Given the conflicting arguments concerning the 

islands' growth limits, it is important to provide a scientific account of the real impact 

of remoteness and smallness in islands' economic performance. An understanding of 

the viability of traditional development models in an island context should only be 

assessed in such a rigorous analytical framework. 

3.4.1. Limits to growth in islands: the distance/transport cost factor, size and 

colonial past factors 

The set of geographical/historical development restrictions can be categoriscd as a) 

geographical (distance and natural ecosystems specificity) based; b) size factor based; 

and c) colonial dependence based. The distance factor significantly affects the 
development outcomes and growth paths. In fact, air and maritime transport costs 
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seriously limit the options in terms of productive specialisation, and are a fundamental 

obstacle to economic growth and take off (Brueckner, 2003; Cukrowski and Ficher, 

2000; Nakamura, 2000). However, the accessibility factor is even more important than 

geographical distance alone, as accessibility depends on several factors such as the 

supply of top quality transport infrastructures and economies of scale (Enoch, 2003; 

Fischer, 2000; Luis, 2004; Luis, 2002; Pagliari, 2003; Vickerman et al, 1999). The real 
importance of the transport cost factor can be seen by the fact that the islands which 
have managed to reach impressive socio-economic levels (Malta, Cyprus, Bahamas, 

Bermudas, etc) are located within close proximity of key markets (North America, 

Europe) (Bossogo and Mendis, 2002; Bowen, 2004; Lakshmanan et al, 2001; Veenstra 

et al, 2005). 

The size factor (in terms of area, population, natural resources) is translated to a reduced 

market potential and external dependence on key raw materials. Islands cannot benefit 

from economies of scale (as most production volumes are below the minimum efficient 

scale). Critical mass needed to initiate a development process is also missing as there is 

no viability for higher volumes and large numbers of firms. The economies of scale 

problem also affect the provision of public services given the indivisibility of the social 
infrastructure (infrastructural waste) (Weisser, 2004; Winters and Martins, 2004). As a 

consequence of the lack of economies of scale, local prices above the international 

market prices (due to above average production costs) are the norm in most islands. In a 

general way, local productions is characterised by higher costs, and lack of 
internal/extemal competitiveness. 

The colonial dependence factor is obviously linked to a history of colonisation, which is 

the origin of serious handicaps in terms of development (Alonso, 2002; Alonso and 
Hicks, 2002). We must bear in mind that the massive investment programmes in 

infrastructures in RAM since 1976 was the only credible response to the incredibly low 

levels of access to basic public services which in turn stemmed from the island's neo- 

colonial status. The underdevelopment problem in 1976 (defined as the initial 

conditions) conditioned the nature of the subsequent development process. The 

efficiency and priorities of the whole development strategy were clearly affected as 
initial investments were channelled to fill the gap in terms of social and transportation 

infrastructure, which is a basic prerequisite for economic and social development in any 

context. 
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However, as seen above, some islands have managed to reach impressive levels of 

economic development. Even though we must agree with the fact that there are in fact 

comparative advantages (mainly in the area of tourism), it seems that an excessive 

emphasis on the comparative advantages topic can obfuscate the growing level of 

vulnerability experienced in islands, especially in the context of climate change 
(Mdheux and Parker, 2005; Shareef and Hoti, 2005; Sinclair, 1998). In theory, the local 

constraints and limits may trigger efforts to be creative in searching for solutions. 
According to Copus (2001), development constraints can be mediated by technological 
innovation and human capital development. For example, labour constraints may 

encourage the development of highly skilled human resources, and immigration 

programmes in order to overcome labour market shortages. Scarcity of arable land 

limits the size of the agricultural sector, and, consequently, the extension of a low 

productivity sector. In fact, the size effect may be conceived as a relative/contextual 

measure; some authors even consider the country size a non-issue in terms of economic 
theory (Looney, 1989). 

3.4.2 Limits to growth: other specific problems of islands 

The insular penalty factor does certainly have consequences. The smallness of local 

market (low domestic potential/demand) imposes quite specific problems and 
development constraints; basically, difficulties are found in the emergence of clusters 
due to the absence of critical mass and large scale industries (Eriksson and Chetty, 

2003; Blanchet, 1997). Quite often, local levels of demand are below the minimum 

efficiency scale and the local prices do not match international standards. The 'island 

factor' is associated, therefore, with a sub-optimality scenario. The small market 

potential limits the number of firms that can emerge in a given niche, and, consequently, 
the degree of rivalry between them. The large number of monopolies or oligopolies 
limits the viability of aggressive growth strategies as competitive pressures are below 

average. And most firms, due to financial constraints (which result from the lack of 

scale in terms of volume of production), are more akin to applying a reactive approach 
towards innovation. And at the same time, as productions volumes are small there are 
limits in terms of accumulated learning. In conclusion, the 'size factor' constrains 
islands' diversification strategies and the emergence of clusters. And the limited size of 
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the local industrial base also limits the capacity to develop and exploit indigenous R&D 

programmes. 

Tbus, underlying the few stories of successful development lies a reality of extremely 
fragile economic and social structure (Felsenstein and Portnov, 2005). Export capacity 
depends more and more on absolute competitive advantages in international markets 
(Deng et al, 2002; Dentinho, 2003). As most islands only produce small volumes they 

are price takers. And as only a limited number of products/exports are produced, some 

authors suggest a trade-off between diversification and growth. Quite often the 

maximisation of islands' income demands an extreme option - the exclusive production 

of one product/service. In such circumstances, islands are forced to apply a neo-liberal 

trade agenda as there is no room for "import substitution policy or protection for infant 

industries" (Armstrong and Read, 2003: pg. 12 1). 

As stated above, islands face increased external competition. Traditional agriculture and 

manufacturing sectors are under pressure as a consequence of difficulties in reaching 

scale/volume productions which is further compounded by the end of the regime of 

preferential access to EU markets. Most agriculture/industry firms are in fact small scale 

units constrained by narrow profit margins and low investment capacity. 

3.4.3 Islands development models: market based approaches 

In relation to the development options seen in insular regions, it seems that there are 

only a few viable options: a) a market based model; b) a rent based model, and; c) a 
'non-orthodox' approach. Most islands end up choosing an integrated mix, although one 

of the development options may predominate. A market based model may be conceived 

as an export-led one (and, therefore, as an attempt to face the global economy 
dilemmas) as it is focused on the exploitation and 'commoditisation' of natural local 

advantages. Many islands have also built-up an 'FDI friendly' approach via the 
development of economic free-zones (off-shore based approach). There is evidence to 

suggest that cxport-led strategies and export processing zones may trigger higher 

growth rates (Kinunda-Rutashobya, 2003). But cxport-oriented services are based on 

artificial comparative advantages. All industry free-zones are necessarily based on a 

specialization in production well suited to the exploitation of economies of scale. And 

the adoption of a wide range of measures of exception at legal, fiscal and sovereignty 
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levels is also required. As far as the off-shore financial zones are concerned, FDI 

depends strongly on low labour costs, "fiscal holidays on output and profits, free 

repatriation of dividends" (Kinunda-Rutashobya, 2003: pg. 227; see also Mullings, 

2004). 

However, the experience of Mauritius shows the possibility of a progressive 

endogcnisation of the development programme, via re-investment in situ of retained 

profits/rents on the part of the local elites (Dimou, 2003, Freiss, 1997). However, the 

potential for industrial development is mainly cost-based being under growing pressure 
from other competitive free-zones in China. In most cases, implicit to industrialisation 

success, there are a wide range of artificial competitive advantages: low production 

costs, preferential access to external markets, currency devaluation and no fiscal policy. 
However, the increasing pressure on nominal wages (a sine quo non condition for 

higher living standards) and the erosion of the preferential access puts the market based 

strategies under pressure. 

Due their efforts to promote exports, most islands pursuing this strategy are at risk of an 

over-exploitation of natural resources and are tempted to invest in polluting industries 

(Miller, 2000: pg. 251; see also Bramwell, 2003; Brau et al, 2003). Another problem 

with export-led strategies is that "the interests of these small states have been subsumed 

to the needs of global capital, in a way analogous to the experience of many less 

developed countries (such as some independent islands states) being penetrated by 

transnational capital with resultant issues of loss of control, and overdependence upon 

one firm or sectoe' (Miller, 2000: pg. 240). Miller (2000: pg. 240) also points to the fact 

that international organizations, such as the World Trade Organization, the International 

Monetary Fund and the World Bank also "undercut states' authority and control", as 

they "reflect the structural advantage of the industrialized states, and they provide 

avenues for intrusion into the economic life of developing countries, as decisions at the 

international level diminish states' control over their economies and decrease their 

development options". In fact, MNCs can ignore national policies as they wield the 

economic power and political influence needed to encourage or impose corporate- 

friendly policies" (Miller, 2000: pg. 239; see also Miras, 1997). That is, given islands 

dependence on ODA and MNCs/global markets, local development strategies are 

largely determined by the global economy interests. 
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As a consequence islands have no capacity to alter and contest the international 

economic asymmetries (Miller, 2000). Independent island states may be labelled as 
'fluid sovereign states' meaning that they have "limited ability to exercise authority, 

autonomy and control within its territory" (Miller, 2000: pg. 235). In fact, most islands 

I accept' now the neo-liberal discourse and the slogan "export or perish", whether they 

like it or not (Murray, 2001: pg. 138; see also Miller, 2000). However, other options 
have been available namely for autonomous but not independent islands such as RAM. 

3.4.4 Islands development models: rent based approaches and non orthodox 

solutions 

The rent-based approach, frequently adopted in insular regions, is based on the 

exploitation ad nauseam of financial transfers (social payment, financial investment) or 

natural/strategic resources. Underlying the rent-based approach there is a Keynesian 

development agenda based on the multiplier effects of public expenditure. An easy 

access to income transfers was translated in explosive levels of consumption and high 

number of public employees. Most firms/activities are exclusively focused on the local 

market. As a consequence, two groups of firms dominate the local market: a) industrial 

firms linked to the import-substitution sector and; a) commercial firms linked to import- 

distribution. As most firms are exclusively focused on the satisfaction of local needs, an 

exclusive focus on local economy/mainland links is quite normal. The lack of interest 

on the part of policy-makers on alternative growth paths (e. g. the development of a 

sustainable local tax base) is also a consequence of a rent based approach. As a 

consequence of the rent based approach in place for years, some islands both 

autonomous and independent (especially those less favoured by geography) seem 
locked into a MIRAB structure (acronym based on migration, remittances, aid and 
bureaucracy) dependent upon remittance inflows and unable to stimulate economic 

growth. 

The non-orthodox approach includes activities such as off-shore financial centres 
(banking, financial and trading services) and/or the exploitation of 'strategic assets' 
(military bases, radar installations and nuclear testing grounds). Some independent 

island states succeed in "selling or rent out some of these sovereign rights (e. g. selling 
international phone codes, country internet codes, passports, flags of convenience for 
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commercial shipping) to meet development goals" (Sharman, 2005: pg. 311; see also 
Miller, 2000). 

Other islands have been able to excel in "actively manipulate dependence on larger 

countries in order to create a local advantage for themselves", via "opportunist 

pragmatism with microstate governments seizing passing opportunities in a similar 

manner to which islanders have historically been pirates and privateers in many parts of 

the world" (Hampton and Christensen, 2002: pg. 1663). However, there are growing 

risks linked to the exploitation of 'rents' and non-orthodox approaches. 
Overdependence is one of the risks as the British Channel Island of Jersey 

demonstrates: (90% of government revenue and 20% of the employed local labour force 

depends on the off-shore financial sector) (Hampton and Christensen, 2002). But the 

most threatening challenge (discomfort) is posed by some recent initiatives against the 

Off-Shore Financial Centres (OFCs) (Sharman, 2002). Hampton and Christensen, 2002: 

pg. 1658) state that "island hosts of OFCs face a volatile and increasingly unpredictable 

international context over which they have neither influence nor control. Their destinies 

therefore depend to a considerable extent upon decisions that will be taken by 

international fora at which they are not directly represented". In fact the attraction of the 

OFC was based on low taxation, banking secrecy plus minimal banking regulation and 

political stability, 'advantages' now subject to increased scrutiny from international 

organisations. Thus, the development perspectives of independent islands states based 

on non-orthodox solutions are increasingly at risk, especially concerning the OFC 

sector, as most OECD countries express concerns about harmful tax competition, 

money laundering and criminal activity. As noted by Sharman (2005: pg. 321), "Pacific 

islands now find it much more difficult to barter away their sovereignty to overcome 

(development) constraints" (see also Bormemaision, 1997). As islands hosting an OFC 

are not interested in being classified as pariah states, they try to comply at least with 

some financial measures. But the erosion of the specific advantages is quite a serious 

threat to the OFC sector, as a transfer of most off-shore finance activities to on-shore 
finance areas may occur. In fact, islands hosting an OFC do not offer any top talent 

advantage as in the London case. However, despite all ethical, moral and legal concerns, 

most independent islands states do conceive the external pressures as unfair treatment. 

But the most disturbing problem concerning the OFC sector is not linked to an eventual 
disappearance of one of the few 'competitive' sectors. As stated by Hampton and 
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Christensen (2002: pg. 1664), islands hosting an OFC share in common "partial or 

absent media independence; general absence of higher education institutions or an 
intellectual community to criticise policy; suppressed whistle-blowing due to insularity 

and inward-looking focus common to small island communities; few democratic checks 

and balances upon the executive power wielded by key individuals; lack of an effective 
formal opposition as in the case of the British Channel Islands at parliament (which 

have never held a general election)". A kind of institutional and political inertia and the 

incapacity to unlearn and diversify is the corollary of most non-orthodox paths to 

development. Such islands are dependent on OFC sector political interests being 

dominated by 'outsiders'. The overdependence upon a single sector means a "risk of 

that sector becoming a 'cuckoo in the nest' crowding out the pre-existing sectors and 

controlling the state apparatus, to secure favourable tax and regulatory legislation and 

use the sovereignty advantages to fight back OECD pressures" (Hampton and 

Christensen, 2002: pg. 1668). 

There are reasons to believe that non-orthodox solutions produce strong path 
dependencies. The OFCs set limits to the country's stock of human resources, skills and 

competences, technology accumulation regimes, political and institutional solutions, 

etc. Consequently, the islands export structures are strongly "path dependent and 
difficult to change" (Lall, 1999, pg. 1772). Therefore it is quite difficult to diversify 

away from traditional sectors, and proceed with an up-grading of economic and 

entrepreneurial behaviour (Sharman, 2005). The OFC sector ends up 'crowding-out 

other industrial sectors' due to inflation pressures caused by the demand distortions 

exerted by the 'booming' sector. The existence of OFC also implies unsustainable social 

and economic aspirations on the part of the local labour force. 

However, despite all the international pressure, local politicians frequently attempt to 

fight back all international pressure as they do not perceive any alternatives. The end of 

the off-shore sector may produce catastrophic consequences in terms of unemployment, 

rising local expenditure on social benefits, falling real estate prices and "downstream 

effects with reduced spending effects within the economy" (Hampton and Christensen, 

2002: pg. 1668). 
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3.4.5 Similarities and differences between autonomous islands and independent 

islands states 

Although affected by a common universe of problems and/or advantages, there are 

significant differences between independent island states and islands which are 

autonomous regions within other states (Amdam, 2003; Armstrong and Read, 1995; 

Gray, 2002). Contrary to sovereign states, which can use the macroeconomic policy as a 

policy weapon, most autonomous islands such as RUPs have no capacity to 

design/implement alternative fiscal models to attract FDI. But in compensation, RUPs 

have been sheltered from political/economic pressures, as automatic and discretionary 

fiscal transfers, automatic stabilizers, and discretionary spending are still available 

(Armstrong and Read, 2003: pg. 122). RUPs have 'room for manoeuvre, in terms of 

welfare policies (L6fgreen, 2000). However, their growing political/environmental 

vulnerability is a matter of fact. In the near future most RUPs will share some SIRS 

constraints such as having 'little option but to comply' with international standards 

(Murray, 2001; Meng and Li, 2002). In fact, voices critical of the statuo quo (in terms of 

an easy access to financial transfers) urged LFRs to incrýase the effectiveness of 
development projects funded by donors (Hurst et al, 2001; Santos, 2000). 

An example of such changing attitudes towards dependence on high levels of ODA is 

provided by Burnside and Dollar (2000) with respect to LDCs. These authors strongly 

recommend the application of neoliberal agenda to the LDCs (which includes some 

independent islands states), arguing for the application of the right mix in terms of 

macro-policy mix in order for a given country be allowed to benefit from ODA 

programmes. The 'sound economic policies' package obviously includes the control of 
deficits/inflation, trade openness, privatisation, etc. The analysis of Burnside and Dollar 

(2000), though strongly criticised, seems to corroborate a strong correlation between 

'sound economic policies' plus ODA and economic growth. As a consequence, 

Burnside and Dollar criticise all institutional/policy distortions (such as an excess of 

governmental consumption) and the erroneous channelling of ODA from productive 
investment to public consumption, considered as non-productive. 

Concerning the EU context, Hurst et al (2000) also suggest a conditionality approach, as 

a way to increase the impact of EU aid, due to the correlation seen between poor 

regional growth, poor administration and lack of transparency and the 'unconstructive' 
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influence of local interest groups. Hurst et al (2000) also strongly recommend a 
I supervision from outside'. 

It is quite evident that hard lessons must be learnt by all SIRS including RUPs. In fact, 

according to MacCarthy (1998: pg. 12) there seems to exist a consensus in relation to 

the advantages of applying a macroeconomic policy based on a) an effective use of 

restricted domestic policy portfolio (eg. non-intervention in key policy variables such as 

monetary policy best determined exogenously, avoiding, in this way fatal temptations), 

b) plus fice-riding and rent-seeking behaviour in the international economy and c) 
"judicious use of the available policy portfolio by technocratic decision making based 

on high-quality human and social capital". Evidence from successful independent 

islands states points to the importance of pursuing a logic of exploring all the 

opportunities available and optimal policy formulation and avoiding the idiosyncrasies 

evident in some failed states in Africa. In any case, it is undeniable that an option for 

macroeconomic stability, inflation/exchange rate under control; lower levels of social 

and political instability; stable democratic institutions; and a decreasing dependence on 
the agriculture sector, is a winning one. 

3.4.6 Islands' development models: a critical analysis 

Having reviewed the constraints faced by islands economies, we can conclude this 

section with an overall assessment of the viability of the alternative development paths 
islands have pursued. The market approach imposes an extreme openness to 

international trade flows, which implies severe constraints in terms of monetary and 
fiscal policies and a limited capacity to handle key macro-economic parameters 
(Felsenstein and Port, 2005). Most independent island states abdicate from all 
intervention in macroeconomic parameters (exchange rate, domestic price levels, and 
inflation rates). In fact, some islands choose to lock-in their own currency to an 
international currency. A special fiscal policy is needed as 'industrialisation' is based on 

a reduced fiscal burden. And as islands are primarily spaces of consumption, the impact 

of an expansionist budget policy is quite often limited by a reduced income multiplier. 
On the other hand, the dependence on imports increases the exposure to adverse 

exogenous forces. However, despite all disadvantages, a market based approach is 
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linked to higher levels of well-being and a degree of agency in pursuing development 

goals. 

The development programmes based on income transfers do not trigger a self-sustained 
development process. If access to structural funds is restricted, the entire local 

economic structure may be seriously affected beyond recovery. The lack of a state-of- 

the-art sector leaves the role of engine of growth to final consumption, as it as well 
describe by Dimou (2003) concerning Reunion. And as some sectors are protected, 

oligopolies and monopolies are frequent in the market, which limits development 

options and imposes unfair entry barriers (Dimou, 2003; Freiss, 1997). Another problem 
is linked to the fact that most local sector leaders are in fact SMEs. And as suggested 

above, the traditional clientelist approach (based on income transfers) pursued in RUPs 

is subject to increasing pressure. 

I believe that a relatively rigorous account of all constraints faced by island/peripheral 

areas has been established. It is important to recognise all the growth success stories in 

the independent island states (e. g. Caribbean Basin) results from strategic advantages in 

terms of tourism resources and geographical advantages. And it must be acknowledged 
that most islands suffer from a limited capacity to handle all challenges they are facing. 

In fact, there is no 'error margin' in the RUP are they are increasingly dependent on 
global economic conditions and international regimes (Miller, 2000; Armstrong and 
Read, 2002). 

It can be concluded that few island states can survive without any kind of ODA (Hoyle 

and Biagini, 1999; Hunt, 2003; Huskley, 2006). Data concerning the USA and Japan 

shows that beyond all neo-liberal rhetoric, the lack of economic viability of island 

regions is well acknowledged and translated into substantial financial transfers (Baird, 

2000 and 2001). And contrary to what should be expected by the neo-liberal paradigm, 
it must also be acknowledged that any successful insular development model implies 
high levels of state intervention. The exploitation of natural advantages in the tourism 

sector demands top quality infrastructure, besides social, political and economic 
stability. The FDI approach demands a welcoming legislation and a relatively 
qualified/docile labour force. And the option of offshore centres requires the ultimate 
example of an over-intervcntionist state, 'ready' to backup non-cthical solutions. 

99 



As acknowledged in Chapter 2 the EU normative discourse concerning regional 
development models is focused on a narrow range of regional development theoretical 

models such as the competitiveness discourse and the development of clusters. We start 

now a critical analysis of these 'fashionable' development models to see how they fit 

with the gcographical/econornic profile of islands as addressed before. 

3.5 The response of the competitiveness discourse for island 

3.5.1 Is there a place for the competitiveness discourse? 

As mentioned in Chapter 2, the 'competitiveness discourse' now shapes the EU RUPs 

policy. RUPs are expected to live up to international standards of productivity, growth 

and competitiveness. The EU urges RUPs to develop competitive factors, 'awaking the 

business spirit' and the build-up of strategic and innovative high-tech sectors. And the 

EU also suggests an export oriented strategy, via access to external markets, and/or the 

development of complementary markets at a local level. As a consequence, it is 

important to analyse the possibility of "widening the circle of winners (competitive 

regions) in all regions and communities" even in the RUPs context (Bristow, 2005: pg. 
286). Data concerning the process of convergence/divergence and island development 

constraints raise serious doubts regarding the 'everyone a winner' scenario (Kitson et al, 

2004; Bristow, 2005; Lovering, 2001; Waesche, 2003). However, as the 

competitiveness discourse is hegemonic in the regional development field, a wide 

discussion about key assumptions of such an approach must take place (Kitson et al, 

2004; Lovering, 2001). As the competitiveness theme is so popular, there are numerous 

examples of 'competitiveness index' and 'competitiveness league tables' in the 

literature/local media based on successful regions such as Silicon Valley (Kitson et al, 

2004; Bristow, 2005). It is assumed that 'high competitiveness scores' provide a 

I external validation' of regional performance. However, as RUPs differ from core 

regions in many aspects, it is important to analyse to what extent the 'competitiveness 

discourse' may be applied to such a distinctive and problematic context. It is also 
important to understand the new regional development paradigm behind the 

competitiveness discourse, as it determines the relationship between RUPs and the EU. 

There are several definitions of competitiveness. Storper (1997: pg. 20) defines 

competitiveness as "the ability of an economy to attract and maintain firms with stable 
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or rising market shares in an activity while maintaining or increasing standards of living 

for those who participate in if'. The UK government defines regional competitiveness 

as the "ability of regions to generate high income and employment levels while 

remaining exposed to domestic and international competition" (DTI, 2003: pg. 3; DTI, 

2001; DTI, 2004). Storper's definition (1997) is a well accepted one in academia as it 

acknowledges an interdependence between regional competitiveness and regional 

prosperity, avoiding a more simplistic approach (equivalence between competitiveness 

and productivity) as is the case with Porter's analysis. As stated by Huggins (2003: pg. 

89) 'although low labour costs may initially contribute to the attraction of business 

investment to an area, such costs arc in many ways a 'double-edged sword', resulting in 

employees working for lower wages than their counterparts in other localities and 

regions". Thus, Huggins (2003: pg. 89), considers that "true local and regional 

competitiveness occurs only when sustainable growth is achieved at labour rates that 

enhance overall standards of living". In fact, micro-cconomic productivity (at the firm 

level), despite being a necessary condition, is not a sufficient one to increase the levels 

of prosperity. However, a more restrictive microeconomic approach (productivity 

based) has frequently been opted for at the higher political level. An influential report in 

the UK, for example, produced by H. M. Treasury (2001) directly links competitiveness 

and productivity. According to the H. M. Treasury (2001) Report productivity 

differences arc the key to understanding regional disparities in terms of economic 

growth. Therefore policy intervention should target the productivity drivers (such as 

skills, investment, innovation, enterprise, competition). 

Although the competitiveness discourse may be branded as the hegemonic discourse, 

there are quite serious conceptual flaws that must be acknowledged as well as 
definitional inconsistencies explained. According to Bristow (2005) the design and 

operationalisation of development policies should be based on previous discussion and 

consensus in terms of meanings and definitions. However, according to Kitson et al 
(2004: pg. 992) the territorial competitiveness concept is a highly problematic one, as 

the "notion is contentious and far from well understood" (see also Lovering, 2001; 

Bristow, 2005). Bristow (2005: pg. 289) argues that "there is some confusion as to what 

the concept actually means and how it can be effectively operationalised". Bristow 

(2005: pg. 289) is especially critical of the "lack of a clear, unequivocal and agreed 
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meaning within the academic literature", that translates into the "confused and chaotic 

political and academic discourse". 

Nevertheless, the multiplicity of definitions is not the key problem. The key concerns 

evolve around the fact that the competitiveness discourse is based "on relatively thinly 
developed and narrow conception of how regions compete, prosper and grow in 

economic terms" (Bristow, 2005: pg 291). That is, the 'competitiveness discourse' 

acknowledges a kind of conceptual universality (i. e., 'one size fits all' approach) 

concerning development trajectories, which excludes an in-depth analysis of the spatial 

and historical background and growth paths in peripheral regions. In fact, most 
development programmes assume that the processes of regional growth are governed by 

a "series of universal economic rules" in any context/scale (Kitson et al, 2004: pg. 996). 

As similar growth strategies are (implicitly and explicitly) encouraged, the 

competitiveness discourse assumes a 'policy universalism' that cannot exist given the 

sharp differences between core regions and peripheral/marginalised regions in terms of 

resources and historical background. One example of such policy universalism concerns 

the emphasis on development events such as science parks and/or the creation ex-nilo of 
high tech sectors. However, all evidence avaiable (see Section 4.6) suggest that high- 

tech ventures are not suitable for most islands and peripheral regions, as they are not 

resourced enough to handle a direct competition approach with core regions (Kitson et 

al, 2004; Lovering, 2001; Park, 2001). 

3.5.2 Is there a place for the competitiveness discourse in islands? Competitiveness 

indexes and islands welfare 

Some 'technical background must be provided to understand why most RUPs will 'fail 

the test' (i. e., low scores in competitiveness indexes). Here I am more concerned with 
the empirical relevance of the competitiveness concept to understand islands 

development dilemmas than with theoretical flaws underlying the concepts. 

Several comments can be provided in order to understand the inapplicability of such 
indices. It is stressed that the common indexes in operation fail to provide a rigorous 

account of the methodological and theoretical options underlying the computation of the 

competitiveness score. In most cases an identical weight is attributed to all 
competitiveness drivers, considered equally important in any territorial context. 
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According to Kitson et al (2004) there is no a coherent theoretical justification for a 

particular choice of drivers; in fact, there are a multiplicity of drivers, competitiveness 
indexes, etc. Deas and Giordano (2001) criticise the tendency towards a generalised 

checklist of relevant determinants of firm competitiveness, without a clear 

understanding of the degree of importance attaching to each determinant. Nevertheless, 

there are common factors shared by most 'index studies', such as indicators of quality 

of the business environment, business density and clustering, and/or knowledge 

intensity and R&D (DTI, 2003; Huggins, 2003). As seen in the previous section, most 

islands are exactly characterised by a lack of critical mass in terms of number of firms 

operating in the local market. Consequently the scores computed for business density, 

clustering and the number of 'knowledged intensive firms' are necessarily low. 

As suggested above, it is quite evident that there is no room (economic space) for more 

than I or 2 sectors in islands. Quite often the maximization of the islands' export levels 

implies a specialization in natural resources, which have been affected by decreasing 

trade terms. As a consequence, most islands, even if quite successful in terms of export 

ratios and HDI scores, will remain 'uncompetitive' forever as their success in not based 

on high tech sectors and innovative activities such as nanotechnology, genetics, etc. 

What is evident is that some LFRs are extremely cfficient but in the 'low tech 

activities', such as tourism, as can be seen in the Balearic Islands. 

Another criticism concerns the equivalence between competitiveness and productivity. 

In fact, productivity is only one of the factors affecting standards of living; the regional 

employment rates and value added per worker also affect the output per worker (and by 

extension the standards of living) . That is, the relative and absolute levels of 

productivity are not necessarily positively related to standard of living scores. In fact, 

the regional productivity index results from the weighting of the region's different 

economic activities. A difference between two regions in terms of industrial structure 

and pattern of specialisation may imply a different competitiveness score, even if the 

GDP levels are quite similar (Markusen, 1994; Markusen, 1996). Even concerning core 

regions, high productivity sectors sit 'cheek by jowl' with low productivity activities. 
That it, the RUPs problem may not result from inefficient firms. Most LFRs are 

characterized by large numbers of efficient firms (from a micro-economic point of 

view) but operating in low productivity (value added) sectors. As most LFRs are 

dependent on absolute competitive advantages, there is no other solution except to 

103 



develop low productivity sectors such as tourism, the primary sector and public 

administration. As mentioned before, being the most efficient in the wrong (i. e., low 

value-added) activities would lead to low competitiveness scores. However, the 

improvement of quality of life also depends on economic activity and employment 

rates, which are dependent on multiple economic, social, cultural and political factors, 

etc. As shown in section 3.6 below, specialisation in a traditional low productivity 

sector (tourism) does not impede Cyprus achieving an impressive levels of GDP per 

capita, well-being and employment. 

Another theoretical flaw concerns the link between competitiveness and globalisation. 
Lovering (2001), Kitson et al (2004) and Krugman (1997) criticize the excessive 

emphasis on the globalisation effect (see also Morgan, 1997). In fact, the 

competitiveness discourse is based on "pervasive beliefs" that the globalisation effect 
has definitively changed the competitive status quo to a higher level of intense 

competition and rivalry between corporations, regions and countries. Lovering (2001: 

pg. 351) criticises the "historical assertion that changes in the market system have 

created new challenges for regional development". In fact, in most islands, the locally 

oriented 'non-globalised' sector is predominant in terms of GVA/employment. In fact, a 
large part of the regional economy is only vaguely impacted upon by economic 

globalisation. As a consequence the future survival of local firms is not dependent on 

external competitiveness but on: a) evolution of macro-economic parameters (financial 

transfers/economic growth) to the extent that it impacts on the demand potential and; b) 

firms' degree of monopolistic power. Most LFRs may survive a chronic deficit of the 

balance of payments (given the lack of exportable products) via credit facilities, 

financial asset sales and government fiscal transfers. But the economic structure may 

collapse if financial transfers are reduced. Another valid criticism related to the 

emphasis on external links concerns the development from scratch of an export sector. 
There are only a few examples in the literature pointing to success in such a venture. 

In conclusion, given the existence of strong spatial effects (i. e., economics of 
agglomeration), a scenario where all regions contribute positively to the nation's 

competitiveness scores is not possible namely concerning business density and the share 

of knowledge intensive firms. A homogenous industry mix in every region should not 
be expected. The competitiveness rhetoric also ignores the fact that a given industrial 
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composition may results from a 'historical accident' and/or 'government intervention', 

as is the case of Silicon Valley. 

3.5.3 Is there a place for the competitiveness discourse in islands? Regional policy 

philosophies and 'political interests' 

It is important now to turn our attention to a 'dangerous liaison' between academia and 

corporate interests. The competitiveness discourse is a direct result of the mediatisation 

process of a set of assumptions attached to the 'business discourse'. The 

competitiveness discourse is not dissimilar to the language of the international corporate 

culture, as competitiveness may be defined as the "external validation of the firms' 

ability to survive, compete, and grow in markets subject to international competition" 
(Bristow, 2005: pg. 287). In fact, the apparent success of the competitiveness discourse 

witnesses the 'increased control' of the academic research agenda by the business 

community (Burt and Sparks, 2003: pg. 275). However it must be acknowledged that 

the 'success' also results from the capacity to produce a seemingly comprehensive 
discourse well understood at the firm's level. The success amongst j ournalist and policy 

makers was crucial to boost the influence of the competitiveness discourse (Bristow, 

2005: pg. 298). In fact, Martin and Sunley (2001) acknowledge that the complexity of 

several non-policy oriented theories and methodologies produced by academia in the 

1970s/1980s facilitated the widespread diffusion of such a 'seemingly comprehensive 
discourse' (see also Bristow, 2005; Lovering, 2001). 

As suggested above in section 3.3, another reason for the success of the competitiveness 
discourse results from the interest shown by some parties fighting for autonomy in some 
European regions. The competitiveness discourse is attractive to some political 

clienteles as it can be related to the deccntralisation/devolution process. In fact the 

competitiveness discourse was translated into a set of agendas potentially managed by 

local governments such as the development of university-business relationships and 
innovation networks. As a consequence the competitiveness discourse was often 

welcomed in peripheral regions areas struggling for further economic/political 

autonomy. 

Underlying the competitiveness discourse there is also aI new I regional policy 

philosophy, which emphasizes endogcnous development approaches such as the 
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development of regions' micro-business environment as a critical input to firm/region 

competitiveness (Taylor and Wrent, 1997). For example, the EU Commission (2004: 

pg. 13) suggests that regional competitiveness depends on ...... encouraging the 

development of knowledge-based economic activities and innovation" in the sense of 

efficient institutions, productive relationships between the various actors involved in the 

development process and positive attitudes towards business and enterprise". The UK 

government also acknowledges that regional policy must be based on "strengthening the 

capacity of regions to build on their own competitive advantages by boosting regional 

capacity for innovation, enterprise and skills development" (DTI, 2001: pg. 4; see also 

Bristow, 2005). 

Underlying the competitiveness discourse there is also distrust in the redistribution 

effect, and, thus on the old regional policy regime, which was characterised by a strong 

public sector intervention in backward regions via public investment absolutely central 

to economic fortune of such regions (Fothergill, 2005). Nowadays, in line with the neo- 

liberal approach, the rationale for government intervention is to overcome market and 

institutional failures as they are now perceived as the key constraint on local 

competitiveness. But concerning RUPs, there are still old bottlenecks in terms of 

infrastructure and transport facilities that must be addressed before any 'soft 

intervention' based on slogans such as 'making markets work better', 'ensure an 

efficient functioning of markets (product, labour, capital), and 'increased competition'. 

And the neo-liberal discourse also implicitly assumes that weaker regions are doing 

badly because they do not provide the right business climate, and as a consequence, 

they are to blame (Fothergill, 2005). 

The overwhelming supply-side emphasis at the expense of the demand side cannot be 

applied to the island context: the basic idea of the competitiveness discourse is that if 

(supply-side) drivers are in place such as infra-structure, demand follows (Porter, 2001). 

But a declining local demand limits the viability of the development of high-quality 

cultural and infrastructural capital, as there will be no firms to use such facilities. The 

supply factor is on 'insufficient condition'; without local demand stimulation, locally 

oriented business may fail to survive and as such, the territorial dynamics of the 

peripheral regions is put under pressure (Morgan, 1997; Terluin 2001). That is, as stated 
by Roberts and Thompson (2003: pg. 69) concerning the Western Isles "the main 

sources of structural change have been due, directly and indirectly, to changes in export 

106 



demand. It follows that macroeconomic policies that affect aggregate demand patterns 

are highly influential in shaping the development path of the region". 

3.5.4 Is there a place for the competitiveness discourse? Conclusions 

The competitiveness discourse doesn't provide useful grounds to understand the RUP 

development dilemmas, as a direct translation of the concept is not possible in the island 

context. Contrary to what would be expected, one of the basic sectors that is channelling 

financial resources to such regions is exactly the public administration sector. As seen 

in section 3.4 the growth record of most islands has been based on financial transfers. 

Most islands lack export oriented sectors besides the tourism sector and in the short 

term a self-sustained growth based on another export-oriented sector seems rather 
impossible. The competitiveness discourse based slogan "export or perish" cannot be 

applied given the lack of 'exportable' products/services (Murray, 2001: pg. 138; see 

also Miller, 2000). Consequently, the EU approach towards RUPs can be severely 

criticised as it assumes a 'one size fits' all approach concerning growth paths. 

Some islands have been able to achieve high scores in the HDI ladder but are not well 

positioned in the competitiveness tables given their lack of knowledge intensive sectors, 

a buoyant cultural life, cosmopolitan cities, etc. The 'ideal' growth path and the 'ideal' 

efficient productive base from the competitiveness discourse point of view may never 

exist in most islands. Consequently, trying to understand the islands' development 

dilemmas based on the competitiveness discourse will be necessarily inaccurate and 

misleading. 

The competitiveness discourse also ignores outside influences, social relations and 

networks of power shaping regions' development (Mullings, 2004; Wood, 2000). As 

shown by Bristow (2005: pg. 294) "regions should be conceived as open, discontinuous 

I space of flows' influenced by a variety of social relationships"; but the competitiveness 

discourse ignores the fact that national and global forces are key drivers of the regions' 

prospects concerning macro-economic regulation and terms of trade. 

In conclusion it can be said that most independent states would be 'uncompetitive' in a 

hypothetical competitiveness index but are not underdeveloped or impoverished 

(Sharpley, 2003). This is a crucial but controversial assumption. Although most 

theoretical models are not applicable to LFRs there are quite often interesting theoretical 
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insights that provide scientific background to learn development lessons and build up a 
I new generation' of theoretical models. For example, it is evident that islands must try 

to solve the market inefficiencies they face and at least try to apply the TU normative 
framework' concerning development plans. But other development models have also 
been propagated as the ultimate solution to the LFRs and it is to these that we turn now. 

3.6 The response of learning regions and clusters agenda 

3.6.1 The learning region paradigm 

Besides the competitiveness paradigm, two models of territorial development have 

attracted the media/policyrnakers' attention in the context of peripheral areas. Both the 

clusters concept and the learning regions paradigm have been propagated as the filture 

concepts for the successftil economic development in Europe (Hassink (2005: pg. 524; 

see Bellini, 2001; Boschma, 1999; Boschma, 2004). Due to the enthusiasm for these 

concepts shown in some RUPs by policy makers an in-depth analysis of the 'concept' 

viability in the LFR context should be pursued. As an example, it must be mentioned 
that the former Portuguese President was delighted by the 'learning region concept' 
based on a 'first hand experience' during a visit to the Nokia headquarters in Finland. 

Of course, a strong presidential recommendation to replicate the Finish experience was 
heralded as the ultimate solution to all of Portugal's industrial problems. 

But policy-makers must be pardoned for the misapplication of the concept, as the 

meaning of 'learning region' seems problematic (Boschma, 2005; van Geenhuizen and 

Nijkamp, 2000; van Gelderen et al, 2005). For Bockema et al (2000: pg. 3) the learning 

region is the "physical expression of the understanding ... that economic growth is 

dependent on innovation, which in turn is dependent on the creation, dissemination and 

application of knowledge. The latter is usually referred to as learning, and learning 

processes are generally believed to be connected to space. Hence learning regions". Van 

Geenhuizen and Nijkamp (2000: pg. 49) acknowledge that the "study of learning 

regions is relatively new, lacks a proper definition of learning region as analytical and 

testable. Various cause-and-effect chains have not been very well tested". Hassink 

(2005) suggests that rare examples of learning regions can be shown. Boekema et al 
(2001) consider that the expression learning region "understands more a regional policy 

paradigm than theory", due to its dependence on multiple theories and concepts which 
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have the focus on the learning process in common. And Brst (2001) considers the 

learning region to be an eclectic concept strongly linked to several existing theory-led 

development models such as system-based innovation theory, institutional approaches 

and revived thinking on geographical agglomerations, and policy oriented innovation 

concepts (see also Lovering, 1999; Moulaert and Sekia, 2003; Lagendijk and Comford, 

2000). 

A good synthesis of the theoretical background underlying the learning region concept 
is provided by Oinas (2000: pg. 54): 

"under the condition of globalisation, flexible specialised networked actors, involved in 

collaborative and competitive relations, are embedded in local social relations, 

characterised by institutional thickness, where interaction is governed by conventions, 

and results in learning, within localised relations due to its tacit elements, and enables 

the creation of unique assets for competitiveness of both firms and their regional 

environments". 

In fact, most concepts critical to the learning region paradigm have been the object of 

the individual analysis in the literature. But it's argued that their joint analysis from the 

learning perspective "makes their interconnectedness even more clear" (Bockema ct al, 

2000: pg. 3). In fact, though there is no consensus about the learning region concept, 

there is widespread consensus about some of its key assumptions. Firstly, it is assumed 

that we are witnessing a structural change in the economy, due to a shift from a labour 

and capital based economy to knowledge based one, where knowledge is the most 

important resource and learning is the most important process (Hassink, 2005; Park, 

2001; Hassink, 1998). Secondly, it is considered that knowledge and innovation is the 

critical competitiveness resource due to the process of the ubiquification of technology 

and organization of production processes on a global scale, which limits the impact of 

all previous traditional competitive advantages. Therefore, human skills and knowledge 

are understood as the critical success factor and not price competition (Geenhuizen and 
Nijkamp, 2000; Maskell, 2001; Amdam, 2003; Scott, 1994; Scott and Storper, 2003). 

Third, underlying the learning region discourse, there is the assumption that 

competitiveness in global markets is a matter of survival (Geenhizen and Nijkamp, 

2000; see Asheim, 1999; Audretsch and Keilbach, 2004). There is a pervasive 

consensus that success in international markets results from developing and nurturing of 
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more strategic advantages such as enhanced knowledge creation, firm specific 

competences and first mover advantages. It is assumed that static price competition is 

untenable, namely concerning manufacturing products. The learning region paradigm 

privileges, therefore the development of intangible resources embedded in human 

knowledge, skills, and experiences, organizational routines, absorptive capacity in terms 

of new technologies, and marketing advantages such as advertising, design and 

reputation. 

The learning region concepts also draw attention to the change of the paradigm as far as 

the innovation process is concerned, as most authors acknowledge that innovation is 

embedded in social-cultural processes, institutions and networks. Therefore, local 

authorities and supporting organizations rooted in the region, also qualify as participants 
in leaming (Morgan, 1997; Somn-Friese and Sorensen, 2005). The importance attached 

to the "social embeddedness of economic interaction" is linked to a "recognition of the 

region as a main territorial framework for learning and knowledge based economic 

growth" (Boekema et al, 2000: pg. 9; see also Geenhizen and Nijkamp, 2000). In fact 

one the key assumptions is the well established belief that in the context of globalisation 
key resources for the regional/urban competitiveness stem from localised processes of 
knowledge creation (Kitson et al, 2004; Lovering, 2001; Scott and Storper, 2003). 

But the universality and theoretical validity of the region-firm competitiveness link 

within the learning region paradigm can also be criticised. In relation to some sectors, 
firm competitiveness does not depend on regional knowledge/relational assets but on 

the affiliation to international networks and/or OMs attitudes/growth objectives. 

Malecki (2002) draws attention to the importance of global networks as sources of 
knowledge in shaping firm competitiveness in backward regions of a given area. 
Malecki (2002) points to the fact that internal factors to the firm may be more relevant 

than regional factors in explaining firm competitiveness. Sternberg and Arndt (2001) in 

an analysis of the drivers of SME innovation, score the importance of firm-level factors 

(eg. market position, organisational status, staff competencies and financial resources) 

as more important than region based determinants. Hence, the region's influence on 
firms' competitiveness depends on the industrial structure, the share in global/locally 

oriented firms, the degree of internal cohesion and homogenisation of the economic 

space and local richness in terms of innovation/cultural assets to the extent that they 

may interest firms. 
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The learning region discourse also emphasizes the development of soft/dynamic 

competitiveness factors instead of the traditional 'hard' productivity approach (eg. 

infrastructure, natural resources). The softer dimension highlights intangible factors, 

such as quality/skills of labour force, the depth and orientation of social networks and 
institutional forms (social and institutional capital), top quality cultural facilities, 

amenities and public infrastructures, presence of an innovative and creative class, 

regional governance, etc (Gradstein, 2004). The 'soft factors' approach is akin to the 

I untraded interdependencies concept' developed by Storper, which involves flows of 

tacit knowledge, technological spill-overs, networks of trust and cooperation, local 

systems (norms and conventions) (Storper, 1997; Storper and Bennet, 1994). The idea 

that the key ingredients shaping firm competitiveness are predominantly endogenous to 

the region and stem from the institutional environment constitutes one of the key 

assumptions underlying the learning region paradigm. Amin and Thrift (1994) suggest 

that regions 'institutional thickness' is the secret ingredient found in successful places 

and absent in others. For Amin and Thrift (1994) institutional thickness means complex 

of strong, viable and interacting institutions. 

3.6.2 The cluster approach 

Lagendijk and Comford (2000: pg. 214) branded the cluster concept as "one of the most 

successful regional development scripts". Martin and Sunley (2002) also consider the 

cluster concept "one of the most influential -indeed, the most influential" of the 

territorial development models. Lagcndijk and Comford (2000: pg. 215) suggest that 
64one cannot deny the strong mobilising force of the concept". The OECD, World Bank, 

national governments, regional development agencies, local/city governments and 

policy-makers have adopted/promoted the clusters concept. In fact, there is a 

generalised assumption that regional competitive advantages result from the presence of 

geographically localised or clustered activities (Kitson et al, 2004: pg. 994; see also 
Giuliani, 2005). 

Before making some comments about the validity of the concept, it must be stated that 

all the hype around the cluster concept is related to what Lagendijk and Comford (2000: 

pg. 216) call "a busy and fascinating tour", which allow it to be associated with multiple 

concepts, field research and academic audiences. In fact, reasons for its success can be 
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found in the production of special links/appeals to specific audiences. A quite successftil 
blend of corporate interests and theoretical advances in the regional development field 

was produced. For example, the link between the cluster approach and the 

competitiveness discourse (expressed in cluster maps) "paved the way for the successftil 

career of clusters as a regional development concept", as it was appealing to the policy- 

makers as it was understood as easy to implement (Lagendijk and Comford, 2000: pg. 

214; see also Becattini, 1994; Benko, 1994; Dunford, 1994; Ganne, 1994). For policy- 

makers, the cluster approach represented an advantage as the financial demands were 

not unsustainable at all. But the real secret behind the cluster approaches' success in 

academia lies in its capacity to create a bridge between development agencies and 

research organizations. The 'compatibility' linking the cluster approach and the EU 

regional policy paradigm also contributed to the success of the concept. 

But maybe the most critical advantage underlying the clusters approach may be found in 

its strict compatibility with the neo-liberal paradigm and the new regionalism approach. 
Martin and Sunley (2002) suggest that the Porter's cluster analysis is rooted and 

promoted within an overarching focus on the determinants of 'competitiveness'. In fact, 

both the cluster approach and the competitiveness discourse were born in the late 80s 

(Lovering, 1999; Storper and Bennet, 1994). 

The appeal of the clusters approach results from its emphasis on microeconomic supply- 

side intervention. However, the success of the clusters approach is not only based in its 

'inherent advantages'. According to Martin and Sunley (2002) other regional 

development models did not have so much success in influencing policy making, in 

part due to their plurality of research aims and lack of concern with performance, 

productivity, competitiveness of firms and policy formulation, which were exactly the 

policy-makers' hot issues in the 90s. 

However, despite all the recent interest in clusters, the fact it is that is not easy to 

replicate ex nihilo all the key features of one typical cluster. The emergence of clusters 

is based on a quite demanding set of economic/cultural pre-conditions, such as: a) social 

embeddedness and social capital, existence of facilitative social networks, institutional 

structures, b) a sizeable mass of indigenous firms, and a network of forward and 
horizontal linkages with other firms within the cluster, and c) a dense web of 
technology/information flows based on strong patterns of reciprocal trust; and d) strong 
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private support services (Armstrong and Read, 2003: pg. 125; see also Amin and Thrift, 

1995; Keeble et al, 1999; Ganne, 1994; Garofoli, 1994; Veltz, 1994; Veltz, 1999). 

3.6.3 Clusters and learning regions: a critique 

The criticism directed to both concepts (the cluster approach and the learning region 

approach) concerns mainly to issues of semantics and methodological/scientific rigour. 

Concerning the cluster approach it seems that the concept of cluster is not rigorously 

tested and evaluated, but on exercises of faith (blind acceptance) on the 

political/academic community's part (Palazuelos, 2005). The confusion in terms of 

meaning is natural given the variety of uses, definitions and meanings (Belussi, 2005). 

However, besides concerns underlying the semantic methodological rigour, other 

theoretical flaws that may impact the definition of development plans in RUP should be 

analysed (Boschma and Lambooy, 1999; Palazuelos, 2005). A brief analysis of such 

theoretical flaws is provided now, as the regional development literature suggests that 

most regional plans incorporate insights from the learning region paradigm without a 

correct assessment of the degree of success of some policy measures included in such 

plans. 

The basic problem underlying both the cluster and the learning region approaches 

consists in a one-size-fits-all trap, i. e., acceptance of 'universal policy models'. In fact, 

not all firms/niches/sectors depend on a process of clusterisation. Data concerning some 
independent and autonomous islands show that sector specialisation in non-clustered 

industries did not prevent such islands from reaching impressive levels of 

growth/development. Rodriguez-Pose (2001) draws attention to the evolution of the 

Algarve, and the Balearic Islands, the Ionian Islands which, despite having low 

technological and clustering scores, reached high levels of growth and development 

based on a dynamic tourism sector. As a consequence it can be said that the cluster 

model is only one of the possible options to growth and that it is necessary to analyse 

the cluster approach within a more holistic theory of regional development. In fact, the 

cluster approach ignores other forms of regional and local economic development and 

growth, such as those prevailing in most SIRS. 

There is evidence to suggest that the cluster approach is not (always) the best 

development strategy to be pursued. Clusters are not immune to cognitive and mental 
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lock-in effects. The affiliation to a given cluster may not represent the best strategy as, 

according to Pouder and Saint John (1996), competitive strategies of firms in clusters 

tend to converge through mimetic and normative isomorphism and to be less innovative 

over time (Lorenzen, 2005; Giuliani, 2005; Hassink, 1998). Still according to Pouder 

and Saint John (1996) a restricted collective perspective that results from a process of 
lock-in may well be a competitive blind spot which limits the innovative potential of 
firms and the ability to anticipate and react creatively to industry-wide shocks. In such a 

case, the non-clustered firms will have fewer restrictions, and, thus, are more ready to 

pursue adaptative strategies. The affiliation to networks of interdependence may 

constitute sources of inertia, inflexibility, replication of old models and consequentially, 

a limit to the external competitiveness of all firms in the cluster. 

T6dtling and Trippl (2005) states that the cluster approach has little to offer to regional 

policies focused on the specific problems of old industrial areas and peripheral areas. In 

fact, the regional development models based on the cluster and learning region concepts 

were translated in 'ordinary ready-to-apply measures', such as science parks and 

technology transfer. Most of such measures (such as science parks) ended in 'cathedrals 

in the desert' (Hospers, 2003). Hospers (2003: pg. 635) gives an example of the result 

of the application of 'non-localised models': "as a consequence of the lack of 

embeddedness with the local economy in Sardinia's, one did not notice the cumulative 

causation process policy-makers hoped foe'. As a consequence, the application of top- 

down approaches resulted in a cathedrals in the desert, that is, in a "changed island's 

landscape rather than in a modem economic structure". 

This is not to say that we contest the existence of territorial structures that may be 

labelled as clusters. Markusen (1996) witness the existence of multiple types of clusters, 

which means that the Third Italy model (the most studied and celebrated one) is only 

one variety. What is contested is the generalised belief that all national/regional policies 

must promote clusters. In relation to the RUPs, the cluster approach is inapplicable, due 

to the lack of a quite demanding mix of social, historic and industrial pre-conditions. In 

relation to certain sectors/industries, the predominant ones in the RUPs, the 

globalisationfindustry logic favours the attraction of FDI and MNCs, for whom the 

localisation decision making does not depend on the existence of local clusters, but on 

environmental and fiscal/labour advantages. The primary industries and service sectors 
(tourism) show little need to cluster. On the other hand, most cluster analyses are 
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centred on manufacturing industry which is relatively absent in the LFR/RUPs. And the 

cluster literature is based on few successful stories (the inevitable Third Italy and 
Silicon Valley) based on qualitative and discursive studies. 

Armstrong and Read (2004) argue that a 'direct' cluster approach offers little interest in 

the RUP context. Basically, it is argued by the authors that the critical characteristics 

underlying the learning region and cluster analyses are absent, namely a network of 
independent SMEs based on interdependent specialisation of tasks; a network of formal 

and informal institutions, relationships and norms; local technical and industrial culture 

and institutional thickness; and a web of external trade/commercial relationships. 
Although most SIRS have strong commercial relationships, they lack density in terms of 

export oriented firms and inter-industry links; as manufacturing firms import raw 

materials and export their final product, strong local horizontal intra-industry linkages 

don't exist. On the other hand, the small labour markets do not allow the development 

of more than one industrial cluster; and it seems also impossible to sustain many 
business services in a small island. 

A key problem concerning the learning region approach relates to the rationale of 
innovating in LFRs (Cuadrado-Roura et al, 2000). There are reasons to suggest that 

some LFRs should avoid a R&D investment strategy. In most cases there is a strong 

rationality to pursue traditional and non high-tech investment strategies. The viability of 
R&D and innovation programmes demands a minimum threshold in terms of human 

resources and technical specialisation. If this is the case, LFR do not benefit from a 
limited R&D investment approach, given the lack of economies of scale and the lack of 

impact in terms of increasing returns (Rodriguez-Pose, 2001). Consequently, in the LFR 

the appropriation of and access to technology depend more on technological spill-overs, 

technology free-rider behaviour and imitation processes, rather than the development of 
internal R&D capabilities (Keller, 2002; Fagerberg et al, 1997; Fagerberg and 
Verspagen, 2004; Rallet and Torrer, 1999). However, the option of the free-ride 

approach, even if it permits an immediate access to cutting-edge innovations, depends 

on a minimal capacity to acquire and absorb innovations (Fagerberg and Erspagen, 

2002; Faina and L6pez-Rodriguez, 2004; Karp and Lee, 2001). That is, a series of other 

structural factors must be in place. But besides optimal resource allocation there is a 

societal problem. In fact, most RUPs may be branded as innovation averse societies, 

which may prevent both innovation creation and the difftision and adoption of 
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technologies (Rodriguez-Pose, 2001; Prastacos and Papadakis, 2001; Spencer and 
G6mez, 2004). 

What's important is to circumvent a double scenario of no absorptive capacity and no 
R&D capability, defined by Rodriguez-Pose (2001: pg. 281) as a 'kind of growth 
limbo'. And there is evidence to suggest that the access to minimal absorptive capacity 
in terms of codified/tacit knowledge depends more on skilled labour and aggressive 

entrepreneurial orientation than university research or industry research. The problem in 

LFRs is linked to the fact that most firms localised there do not have the required 

minimal threshold to pursue a free-riding approach, as will be shown in Chapter 5. 

There are reasons to suggest that there is limited opportunity in most islands to pursue 
high-tech/research programme strategies. As the development of strong flow of 
indigenous technological progress depends on a critical mass of high-tech firms, highly 

specialized private and public institutions (such as R&D laboratories, technical 

universities), large pool of highly qualified personnel and a history of technical 
industry, a collaborative environment, and international market orientation, most RUPs 

are out of the game. 

But the critical theoretical flaw of the learning region approach concerns the 

management of unfavourable business culture. Local governments must handle 

problematic issues concerning islands cultural/historical paths. For example, as far as 

the rural/peripheral OMs profile is concerned, the profile highlighted by several 

authors/studies is problematic. The local OM is not well educated, is older than average, 

with 'life experiences' concentrated in their island. But that doesn't mean an absence of 

successful examples of entrepreneurial and innovative capacity. There are in fact two 

sub-populations of firm and strategic behaviours: a) the multiple innovators and b) the 

old traditional firms. According to Vaz et al (2006) the multiple innovators, a minority, 

are characterised by younger management; higher scores of inter-firm cooperation and 

external relationships; higher capacity to access governmental support/subsidies; higher 

R&D experience (Skuras et al, 2000). The non-innovators, a majority, are characterised 
by a low level of innovativeness capacity and almost no R&D expenditures. Most 

managers have no post-school qualifications, are older than average and have been 

managing the firm for a long time; the OMs educational/professional backgrounds is 

also paralleled by theirs employees' academic and professional background. The non- 
innovative group OMs avoids training and is deeply involved in other activities, 
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carrying out other parallel businesses. The non-innovative firms are also characterised 
by a closed attitude towards the outside. Firm's relationships are restricted to contacts 

with equipment suppliers or customers outside the region. Contacts with local research 
institutions and/or high-tech specialists are rare (Curran et al, 2002). Given the lack of a 

critical mass of entrepreneurs and the profile of the average OMs, North and Smallbone 

(2006: pg. 56) concludes that "it is unlikely in these situations, therefore, that the 

required animators will emerge from within the indigenous population". 

It must be reiterated that rural areas are not deprived of successful examples of 

entrepreneurial capacity and innovative experiences. But there is no critical mass to 

trigger a self-sustained mechanism of change in terms of industry mix, business culture 

and growtb/development prospects. And as most innovative projects are carried out by 

multiple entrepreneurs, the real number of OMs involved in innovative activities is very 
low. And most peripheral regions face a 'problematic' institutional and political 

background. 

3.6.4 Clusters and learning regions: social capital in islands and government 

intervention 

One of the key features of the Third Italy's typical clusters concerns social capital. 

Armstrong and Read (2003: pg. 134) are "sceptical of the relevance of the social capital 

theory for microstates and smaller regions". Although the social/cultural features 

alleged existent in the clusters (that is, a highly complex web of social relationships and 

information and knowledge flows) appears not to exist in islands Rups display some 

interesting social and cultural characteristics. There is a widespread belief that most 

RUPs societies share higher social, cultural and economic homogeneity as well as 

strong government (Armstrong and Read, 2003; Felsenstein and Portnov, 2005; 

Srebmik, 2004). In fact, small groups share some interesting benefits such as the 

potential for an immediate response to external shocks as it is easier to build up a social 

consensus (Fclsenstein and Portnov, 2005: pg. 650). Farrugia (1993) highlights the issue 

of accessibility to decision-makers as a factor which may facilitate greater social 

consensus and solidarity. However, the intimate relationship between voters and local 

politicians may prevent a professional approach in terms of public administration 

management. 
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Most studies do agree that SIRS benefit from major social, cultural and economic 
homogeneity, social cohesion and solidarity and valuable psycho-cultural factors (such 

as community attitudes, community values and social norms). A stronger central 

government may also facilitate the application of unpopular macro-economic 

programmes. This may be an advantage in a period of crisis when an up-grade of 
technological, organisational, institutional capital is required (Armstrong and Read, 

2004; Felsenstein and Portnov, 2005; Hampton and Christensen, 2002; Felsenstein and 
Portnov: 2005: pg. 651). But Hampton and Christensen (2002: pg. 1664) provide us 

with an interesting account of how the existing social and cultural background may 

result in an easy 'buying-in' of controversial ideas and concepts not accepted elsewhere 

except in some independent state islands (e. g. general acceptance of the legitimacy of 

the OFCs' activities). It is also suggested that the excess of proximity facilitates a tight 

control of dissenting voices as the critics' voices may be understood as "going well 
beyond the community's shared values" (Hampton and Christensen, 2002: pg. 1664). 

Hampton and Christensen (2002: pg. 1664) also consider social capital in place in 

islands is helping to create a benign milieu quite attractive to international financial 

institutions "since the political economy and culture of smallness feed the element of 

secrecy which is a pre-requisite for OFC". 

Still concerning the political and cultural aspects of islands, Hospers (2003) provides a 

vivid account of the specific local institutional and political reasons behind the failure of 

Sardinia's development plans in the 1970s/1980s path. Hospers (2003: pg. 636) 

criticises the largely discretionary policy making. According to Hospers, the lack of 

responsibility and accountability, and the occupation on the part of local parties of the 

public space, limited the capacity of civil society to intervene, a process which in this 

way, may have frustrated the intended 'localisation', i. e., "the mobilisation of the 

region's assets by civic and entrepreneurial spirit in Sardinia's local communities". 

Hospers believe that all other negative influences and constraints cannot compare to the 

negative influence of the political and cultural dimension. Hospers (2003, pg. 636) 

declares that "perhaps, the discretionary policy of the Cassa in combination with the 

regional lobbies have more explanatory power here than the social norms of the 

population in local communities themselves". That is, compared to core regions, state 

systems in some peripheral regions have a central position in the economy of a more 

intense and more enduring kind than elsewhere in the EU context. 
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Sotiropoulos (2004b, pg. 407) classifies the intervention of the state in the Southern 

economies as 'assisted development', that should be differentiated from a more modem 

version of 'competitive capitalism'. The local State promoted economic development 

via 'patronage' of certain industrial sectors and business interests, frequently based on 

an extensive public ownership of important corporations. For Sotiropoulos (2004b: pg. 

408) the state intervention in Southern Countries was characterised by "protectionism, 

autarky, transfers, subsidies and control of specific industries", however based on "very 

particularistic, if not personalistic fashion". Sotiropoulos (2004b: pg. 408) also asserts 

that corporate governance was based on close personal relationships, developed by 

membership in closed elites. Concerning Andalusia, Hoggart and Paniagua (2002: pg. 

65) mention the privileging of the "small manufacturing bourgeoisie, with a historical 

legacy of non-democratic politics, that relied heavily on clientelism and repression". 

But there are additional problems besides the lack of transparency and rationality. The 

beneficiaries of assisted capitalism were mainly unrepresentative groups such 
landowners, (new) industrialists and bankers. Public sector employees have also been 

privileged via better social insurance, careers and wages compared to private sector 

employees. Guilldn and Matsaganis (2000: pg. 122) acknowledge the "generous 

retirement benefits for 'protected categories' at the expense of modest benefits for the 

rest plus a very low social pension for those with insufficient contributions are key 

characteristics of the welfare system in place. And the excessive number of public 

employees is also criticised. In fact, in most LFRs the public administration sector is a 
kind of 'social shock absorber' (Guilldn and Matsaganis, 2000). As a consequence of 
heavy state intervention, a process of acculturation to subsidies, (that is, a subsidy- 
dependence state of mind) was generated. 

Additionally, Golden (2004: pg. 1241) highlights bureaucracy problem in southern 

countries: the "excess of legislation, a predominance of pork barrel allocations targeted 

at specific clienteles over broader redistributive policies, and endemic bureaucratic 

patronage and corruption and a highly stable electoral system due to the fact that 

incumbent parties systematically and successfully used the resources of government to 

reinforce their own electoral advantage". Santos (1986) declares that the excess of 

formality (legislation) is paralleled by informality and discretionary measures. Santos 

(1986: pg. 188) declares "the Portuguese state is an informal state, a state in which 

hyper-formalisation breaks into available informality. In a sense, there is an unofficial 
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state that acts in parallel to the official state". The excess of legislation coupled with an 

excess of informal and discretionary measures usually discriminates negatively against 

micro and small firms. 

But the most serious consequence of the dependency of unrepresentative groups on 
financial transfers, government contracts and a preferential welfare system is the limited 

political interest in a modernization process and up-grade of public investment 

strategies. The majority of voters remains suspicious about 'unknown' concepts such as 

rationalisation, efficiency and evaluation (Guill6n and Matsaganis, 2000; pg. 137). In 

most cases, efforts to rationalize bureaucracy do not have electoral support since the 

modernising elites "had no wider political/social support to promote administrative 

reform let alone to change the first thing which most analysts associate with Southern 

Europe, namely clientelism" (Guill6n and Matsaganis, 2000; pg. 137). However, such 

problems do not only concern the Southern Europe case. Hodge and Monk (2004: pg. 
271), concerning the UK countryside suggests that "because farming can only be 

sustained by state subsidy, State agencies and agricultural interest groups frequently 

work together in close relationship. Local politics is dominated by employment 

concerns and the welfare of the community". 

In conclusion, the economic and political/cultural background strongly diverges from 

the 'normative framework' underlying both the clusters and the learning region 

approach. As a consequence, a 'one model fits all' based on such approaches would not 

succeed in solving island development problems as there is no political willingness to 

apply some measures that are usually suggested in the ambit of the learning and cluster 

approach such as modernisation of the public administration. 

3.6.5 Clusters and learning regions: contributions to inform the definition of 

islands development plans 

Although the application tout court of both the learning region and cluster concepts is 

not viable in the island context, there are, however, theoretical insights that should not 
be put aside. Lagendijk (2000: pg. 176) asserts that the learning region concept means a 

"great contribution to the study of regional development" namely concerning the social 

embedding of economic activities, the role of proximity in interactive learning 

processes, the spatial embedding of innovation systems and the significance of regional 
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governance systems in building new associational forms of economic development. But 

the most important theoretical insights maybe related to cultural and political aspects. In 

fact, both the cluster and learning region approach draws attention to a 'set of 

conditions' needed to sustain a growth dynamic in every context including islands. Both 

the cluster and learning regions literature highlight 3 serious handicaps in LRFs, namely 

political and institutional lock-in, innovation averse society and non-competitive 

behaviours that impede ftirther growth. Appropriate policies to overcome obstacles to 

learning and to find new ways of mobilising regional resources should be actively 

promoted, even if a direct translation of the learning approach is not viable (Colletis- 

Whal and Pecqueur, 2001). 

And both the clusters and the learning regions approach also reminds all policy-makers 

that the new EU regional policy has suffered a 'fundamental change' in relation to the 

design and implementation of regional development programmes that should not be 

ignored. The key words of the new regional approach must be leamt: competitiveness, 

institutional capital, social/cultural coherence. RUPs are now required to define a set of 
development aims, social and cultural conventions and socio-economic behaviours 

similar to those ones in place in core regions. Although a one size fit all approach 

(namely concerning the development from scratch of high tech sectors and development 

of a cluster) must be rejected as RUPs social/political background strongly diverges 

from the 'normative framework' underlying the cluster and learning region approach, 

some development aims (such as decrease in the levels of illiteracy, reforms in the 

public administration sector) and policy measures require further attention and can be 

simultaneously applied in both LFRs and core regions. As suggested in section 3.4 

measures such as the effective use of the restricted domestic policy portfolio; the 

"judicious use of the available policy portfolio by technocratic decision making based 

on high-quality human and social capital", try to pursue a logic of opportunity approach 
in order to seize all the development opportunities available; optimal policy formulation 

and efficient application of all funds available; low levels of social and political 
instability and corruption; a decreasing dependence on unrepresentative groups such 
local economic groups and public servants; as and a decreasing dependence on the 

agriculture sector, is a winning one (Maccarthy, 1998). Not all regions can pursue a 

high-tech venture; but all regions may excel in a judicious and long term oriented use of 

the financial resources available and eradicating perverse market inefficiencies. A direct 
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an integral application of the learning region concept is not possible at all. However, 

some concepts underlying the learning region approach should inform any regional 
development programme. 

The learning paradigm also draws attention to 'participatory decision making' and new 

models of regional governance (Grandstein, 2004). An up-grade (modernization) of the 
institutional and political conventions at work in most peripheral regions demands an 

overall consensus and political support from the majority of voters. As suggested above 

most voters fear the neo-liberal agenda and prefer a 'business as usual scenario'. As a 

consequence a key regional development champion (natural leader) or public-private 

agency must be in place to eradicate obstacles such as a reform averse society and 

market inefficiencies (i. e., 'illegitimate' finantial and political interests on the part of 

unrepresentative groups). 

And both the cluster and the learning region approach may be used stimulated the 

development of collaborative projects. Most SMEs operating in LFRs are characterized 
by a deeply rooted mistrust vis a vis collaboration projects, which makes difficult the 
development of alternative growth paths based on inter-firm collaboration (Cottino, 

1999). 

3.7 Is there a solution for islands development problems? An alternative growth 

path 

As the limits to the application tout court of the cluster/learning region models have 

been established, it is important to explore alternative solutions for the rural/peripheral 

areas. The do nothing option (see section 3.2) appears less and less feasible due to the 

progressive reduction of financial transfers and political support. As a consequence 
LFRs must pursue alternative growth paths and try to develop new sectors and niche 

markets even if a solution is not already clear. 

However there are some difficulties underlying the identification of alternative 
development paths in LFRs as, according to Gatrell, (1999: pg. 624), "by privileging the 

core, peripheral development concerns have either been ignored all together, dismissed 

as insignificant, served to illustrate what urban areas are not, or any of the concerns 

combined". One of the reasons to 'avoid' peripheral areas is probably a consequence of 

the complexity underlying the dynamics of the rural/peripheral areas (Ferr5o and Lopes, 
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2004). In fact, the LFRs economic and cultural context cannot be inferred from what is 

in progress in core regions, since most generalisations are inaccurate, misleading and 

unhelpful (Hodge and Monk, 2004). 

Based on Lovering's analysis (1999: pg. 7) of the New Regionalism, rural/peripheral 
development models may be categorised as 'Sophisticated Models' or 'Vulgar Models'. 

According to Lovering (1999: pg. 7), 'Sophisticated Models' are defined "as self- 

consciously abstract models concerned with the logical implication of assumptions and 

the invention of ideal types". Therefore, the Sophisticated Models are 'unaffected by 

claims concerning the real world'. Under this label are included all development 

approaches based on the fashionable models/concepts (such as learning regions and 

cluster approaches). Most examples of Sophisticated Models in the LFR context are in 

fact efforts to catalogue all prerequisites needed to reach the ideal type of development. 

But the Sophisticated Models abstract themselves from the economic, social and 

cultural background of LFRs and ignore the crossing of the conceptual analysis with the 

"dangerous empirical claims" (Lovering, 1999: pg. 7). Most of them also avoid rating 

the probability of success of the 'ideal solutions' they propose. And any effort to 

provide a likely temporal horizon needed to achieve results is also avoided. The 'Vulgar 

Model' approach, in contrast assumes that theoretical categories can be "read-across to 

real-world empirics and derives its force from concrete empirical claims (Lovering, 

1999: pg. 7). If "the vulgarity arising from the fact that many of these (empirical 

analyses) are crude, over-generalised, or just plain inaccurate" is circumvented, it is 

possible to discuss alternative paths which are compatible with the initial conditions in 

peripheral regions (Lovering, 1999: pg. 7). What is important is to avoid 'empty 

discussions' based on a simple checklist of pre-requisites that cannot be developed for 

the time being. 

Above all, it is important to provide a sound theoretical framework to produce a 

prospective analysis so important to the design of the policy making (Waesche, 2003). 

Curiously, most EU commissioned studies provide ample evidence to suggest that the 

emergence of high-tech clusters, learning regions and long-term convergence is 

unlikely. From the analysis of the empirical-based analysis provided in some studies, it 

can be concluded that there are no short term sophisticated growth alternatives, due to 

the lack of pre-conditions similar to those ones existing in the model regions (Silicon- 
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Valley based). But what can be done, if a prestigious and 'modernist' solution is not 

available? 

3.7.1 'Low order solutions' to peripheral problems 

Based on the Product Cycle Model (PCM), Gatrell (1999) analyses the potential 
decentralisation of the new service industry to rural/peripheral areas. Gatrell assumes 

that the production of new products/services/innovations is initially developed in the 

core industrial spaces, due to the advantages resulting from agglomeration effects; 
however, as cost increases (e. g. real estate, labour, etc) are experienced, a decrease in 

profitability ratios is likely, which may trigger a process of decentralisation. But the 

decentralisation of the production of services follows a strictly business/capitalist logic 

based on profitability ratios. Therefore the re-localisation of firms to remote locations 

results from efforts to "achieve a competitive, if only temporary, advantage, based on a 

search for less expensive labour, which is possible due to the on-going process of 'de- 

skilling', standardization and routinization of basic administrative tasks (Storper and 
Walker, 1989). However, headquarters/decision-making centres have not been included 

in the process of decentralisation (Gatrell, 1999). As the impetuous for the 

decentralisation process is located in core regions and the diffusion is linked to a de- 

skilling process, the economic development in peripheral regions is characterized by 

'low order' economic activities (such as back offices and/or branch plants). In 

consequence, and according to Gatrell (1999: pg. 629) LFRs may be branded as "the 

repository of excess, unskilled and cheap labour as they are excluded from higher order 

economic activity". Thus, economic development in non-urban areas is decidedly 

limited and only possible in "poorly segmented, cheap, and low skilled labour markets" 
(Gatrell, 1999: pg. 629). Data concerning the spatial patterns of R&D provide evidence 

to support Gatrell's analysis (Rodriguez-Pose, 2001). 

In line with Gatrell (1999: pg. 629) it can be asserted that we should not distinguish 

between 'good jobs' and 'bad jobs', in the sense that islands don't have choice in the 

matter. And the economic development pundits should not exclude/privilege any 

specific 'style' or 'type' of development. 'Lower order' development should not be 

discounted. In fact, some core regions arc now competing with less accessible areas for 

some low end solutions such as call centres (Suss, 2002). 
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In fact, the 'low order solution approach fits in quite well with all the empirical data 

available concerning the industrialisation process in peripheral areas. The fact that LFRs 

are restricted to the less attractive segments of the industrialisation of services and 

manufacture, at least in the initial phase, is also accepted, in the Greek context, by 

Komninos and Sefertzi (1998). Komninos and Sefertzi (1998) assert that there is more 
likely to be an industrialisation process of the 'neo-Taylorist' type in Greek peripheral 

regions based on larger companies and MNCs interested in the exploitation of mass 

production technologies and cheap and un-qualified labour than based on high-tech 

sectors. Of course, this is a 'low-order solution to productive restructuring' as it is based 

on traditional inter-industrial specialization oriented towards labour-intensive 

production, low-quality (and low-margin) products (Komninos and Sefertzi, 1998; see 

also Camagni, 1992; Grimes, 2003a). Komninos and Sefertzi (1998) have doubts about 

alternative development models such as industrial development based on the 'sunrise 

development approach' (focused on R&D projects and high tech industries) or territorial 

development models based on clusters. Consequently, Komninos and Sefertzi (1998) 

assume as probable a widening of the technology gap between core and peripheral 

regions and, as a consequence, the maintenance of regional disparities in the short term. 

But in the short term it is possible to provide employment opportunities and develop an 
industrial culture. As seen later in Chapter 4, there is evidence to suggest that high tech 

solutions are not possible in LFRs. As a consequence, most studies based on fashionable 

models can be criticised as they privilege unviable types of development ignoring all 

other viable solutions. 

Our discussion about the available options in islands can be exemplified by the tourism 

sector. The tourism sector is one of the few viable sectors in most SIRS. Sharpley 

(2003: pg. 246) asserts that "in an island context, reliance upon tourism as a means of 
development is almost universal" (see also Briednhann and Wickens, 2004; Vanegas 

and Croes, 2003; Carey, 2004; CAnoves et al, 2004; Ghosh et al, 2003a; Ghosh et al, 
2003b). In fact, most SIRS are confined to maximizing opportunities in the sectors not 

constrained by market proximity, as in the case of tourism. Given the utmost important 

of the sector, some authors have suggested the development of niche markets, based on 
I soft' and post-modernist approaches (Ball, 1996; Briednhann and Wickens, 2004). As 

far as the rural/peripheral development prospects are concerned, William and MacLeod 

(2004: pg. 2) asserts that the 'commoditisation' of rural intangible dimensions may 
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provide an alternative in terms of development (Chhetri et al, 2004; Cave et al, 2003). 

In fact, underdevelopment has favoured the maintenance of unique landscapes, 

environmental features, culture and tradition, which have been re-valued by post- 

modem society (Ray, 1999). Therefore, from a theoretical point of view, the 

regeneration process of peripheral areas could be based on the commoditisation of less 

tangible aspects (William and MacLeod, 2004; Ball, 1996; Briedenhann and Wickens, 

2004; Cdnoves et al, 2004; Waitt et al, 2003; Taylor, 2001). 

However, Hospers (2002) mentions the lack of alternatives in Sardinia to mass tourism. 

Hospers (2002) examined the likely impact of post-modernist solutions (e. g. eco- 

tourism) in Sardinia. As a conclusion, Hospers (2002) admitted that a full replacement 

of mass tourism by eco-tourism solutions is unlikely as it is based on an undersized 

although affluent market niche. In order to mobilize local resources (with measurable 
impacts in terms of employment and income) a scale effect is needed (Gabbay and 

Ghosh, 2003). In fact, one of the crucial constraints in islands comes exactly from a lack 

of market potential that hampers local firm's developments prospects. For that reason, 
Hospers (2002) only ascribes a complementary and additional role to eco-tourism. The 

real answer to the regional development problem needs to provide a solution for 

unemployment. 

Other authors also point to the exploitation of market niches in order to exploit the few 

local advantages available in peripheral regions. However, most studies are impregnated 

with the 'Sophisticated Models' syndrome. Dinis (2006) defends an approach based on 

the exploitation of market niches directed to the urban markets. Local firms are told to 

explore the uniqueness of each region and products specific to the rural world, where 

there are real competitive advantages not easily explored/imitated by the MNCs. Dinis 

(2006) also recommends the 'commoditisation' of the local culture based on a re- 

valorisation of places through its cultural identity. Dinis (2006) proposes the 

exploitation of niche goods/services that involve 1) natural resources, (2) tradition and 

cultural heritage and (3) environment and amenity resources. Firms are also told to 

incorporate new technologies as well as intangible factors such as design, presentation, 
image, organisation and innovation. Labrianidis (2006) also appeals to the identification 

of consumer target groups to attract the desired high quality consumers as a viable 

solution for rural/peripheral areas. 
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One doubts, however, that this 'crafts economy approach' can provide a critical mass in 

terms of employment, entrepreneurship and business opportunities that may change the 

status quo in terms of industry mix and business culture. Dinis (2006) recognises that 

enthusiasm concerning the niche options should not forget the rural liabilities. However, 
Dinis (2006) defends, as it is usual, the creation of network structures, the affirmation of 

a strategic vision of the territory, the promotion of entrepreneurship and inter-firms 

collaborations. That is, Dinis (2006) proposes and demands a 'global solution' for 

peripheral areas' development constraints, even though helping some craftsmen to reach 

core region markets is unlikely to make sufficient impact. The improbability of the 

success of such a demanding approach is well acknowledged by Dinis (2006: pg. 10) 

when he acknowledges that this quite demanding sets of requirements "can represent a 

problem for backward rural regions where this positive relational dynamism (ie., 

demanding set of requirements) does not exist". In fact, rural areas are at a disadvantage 

concerning the availability of both tangible (factors of production) and intangible 

resources (knowledge infrastructure). And both accounts of Dinis (2006) and 
Labrianidis (2006) fail to understand that 'resource constraints' and growth objectives 
"may be of little consequence for those enterprises which are not pursuing growth or 

change" (Kalantaridis, 2006: pg. 62). In fact, it is asserted in Chapter 5 that most firms 

in LFRs may not pursue growth. The accounts of both Dinis (2006) and Labrianidis 

(2006) also fail to add a temporal dimension to the development equation. A change in 

cultural and social constraints (that is, the creation of network structures) demands 

decades. And, in the meantime, solutions must be ready to face real threats linked to 

reduced financial transfers, macro-economic shocks and mass unemployment. 

Further, efforts to attract external advance sectors are generally unsuccessful due to 

their deficiencies in terms of location factors (skills, business services and 
infrastructure) (Copus and Crabtree, 1996; Copus and Shuras, 2006). If successful, 'an 

FDI event' may provide short-term options, but 'low end solutions' to the development 

problems (Gatrell, 1999; Komninos and Sefertzi, 1998). 

In conclusion, we can say that peripheral areas are cursed to 'survive' based on short 
term, fragmented and opportunistic solutions, and on the exploitation of temporary 

advantages, based both on traditional sectors and new niche solutions (Courlet and 
Pecqueur, 1994; Crevoisicr, 1999; Paraskevopoulos, 2005). 
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3.7.2 The importance of traditional sectors 

As there are few viable development opportunities, most RUPs have no alternative but 

to accept 'low end solutions' and/or non-orthodox solutions as they provide 
development opportunities and welfare solutions and are quite often the only one 

available. Growth paths available in the island context are more linked to 'feasible 

solutions' than optimal or ideal solutions (Copus an Crabtree, 1996). In fact post- 

modernist models based on the exploitation of intangible assets available in LFRs and 

alternative accounts to the capitalist system may be accused of inapplicability for the 

reasons included below. 

For example, Sharpley (2003: pg. 247) opposes the idea that "island tourism 

development inevitably follows a vicious circle of dependence", as is implicit in the 

"centre-periphery dependency model of development". Dependency theory, based on 
Marxist principles, defines dependence as "a conditioning situation in which the 

economies of one group of countries are conditioned by the development and expansion 

of others" (Sharpley, 2003: pg. 248). In fact, there is point in common between the 

development path of the tourism sector (as the sector is dominanted by global tour 

operators) and what is stated by dependency theory. Lea (1998) quoted by Sharpley 

(2003: pg. 48) observes that "tourism has evolved in a way that closely matches 
historical patterns of colonialism and economic dependence". But Sharpley (2003) 

strongly believes that 'dependency' (understood as underdevelopment plus exploitation) 
is not an inevitable result as far as island development is concerned. But it must be 

acknowledged that in fact tourism industry development follows a 'circle of 

dependence' as the industry is tailored to the interests of large groups. 

However, the tourism sector, even if dependent on external markets/MNC, has been "an 

effective growth pole", underpinning both economic growth, structural modernisation, 
ftill employment and low levels of poverty (Sharpley, 2003: pg. 248). Most mass 

tourism islands exhibit high HDI indexes despite the fact that the development of 

tourism is affected by dependency, a condition that is widely understood as preventing 

or retarding development (Daniel and Ramos, 2002). 

Sharpley (2003) provides an interesting account of the transformation of Cyprus into a 

relatively wealthy, modern state since the 1974 war thanks to mass tourism (see also 
Nancy, 2003). According to Sharpley (2003) tourism revenues contribute some 20% of 
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the GDP, to the stimulation of other sectors and to revitalisation/rcgeneration of 

traditional services. In most islands the tourism sector is the dominant source of 

employment, contributing to the maintenance of full employment, entry of women into 

the local labour market, and, consequently to the social/cultural development of 

peripheral areas. Given the overall positive impacts of tourism, Sharpley (2003) contests 

alternative development programmes that emphasise specialist and niche markets. 

According to Sharpley (2003: pg. 261) such approaches not viable "given the 

multiplicity of the offer of upmarket destinations, that offer vastly superior products" 

(see also Nash and Martin, 2003). 

That is, development in islands must be understood as a 'multidimensional process' 
linked to improvement in multiple indicators: social, political, cultural and 
environmental ones. However, the economic growth dimension is a fundamental 

prerequisite to the up-grade of all the non-economic factors. As stated by Sharpley 

(2003: pg. 248) "the pollution of poverty, must first be addressed before development in 

any form can occur" (see also Carlscn, 2003a; Carlsen, 2003b; Singh, 2003). 

Concerning RAM it can be seen that mass tourism represents approximately one million 
tourists per year. On the contrary, cco-tourism represents only 40,000 tourists per year. 
By all means, it must be recommended to "achieve commercial success in ways that 

honour ethical values and respect people, communities, and the natural environment" 
(VAland and Heidi, 2005: pg. 495; see also Falc6n-Garcia and Medina-Munoz, 1999). 

Given the severe environmental constraints, all business operations must minimise or 

reduce the negative impact on the environment. The solution to the environmental 

problems is to be found in the up-grade of the tourism product and strict obedience to 

environmental legislation. As suggested in Section 3.4 the problem concerning the 

enforcement of law in Portugal is that hyper-formalisation breaks into available 
informality. In a sense, there is an 'informal' state, which acts in parallel to the official 

state, protecting some 'controversial' projects (Santos, 1986). 

In conclusion, alternative solutions such as the niche type may be conceived as 
temporary and partial solutions however unable to provide a global answer to the real 
development problems. And initial conditions do not favour "radical/innovative 

solutions" such as high-tech clusters. In the short term, it seems more reasonable to 

pursue well-founded growth paths based "on existing valuable capacities and 
institutions" and low end solutions. Trying to start afresh in some unfamiliar field is 
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unlikely to be a successful adventure (Maskell, 2001). However, in the meantime, all 

programmes based on alternative projects (such as eco-tourism) may permit some 

experimentation with elements of innovation and change. And extra employment 

creation in niche solutions may compensate some inevitable losses in traditionally 

protected sectors. But the critical problem with all niche solutions is that a scale effect 

can not be reached which places clear limits on the probability of the success of such 

revolutionary approaches. 

3.8 Short term concerns: management of sensitive sectors 

As stated above, an up-grade of some critical social/cultural characteristics at work in 

peripheral areas demands an enlarged temporal horizon. Processes of economic re- 

restructuring and 'cultural up-grading' are only viable in the long term. But in the 

meantime, local governments must manage short term risks. 

The LFRs are characterised exactly by the small number of firms resourced enough to 

explore economies of scale and to take full advantage of opportunities to invest in 

alternative sectors, as for example in 1992 with the Single Market (Camagni, 1992; 

Quevit, 1992; EU, 2004; Furceri and Karras, 2006). In fact, LFRs are characterised 

rather by an excess of sensitive sectors, i. e., traditional sectors, sheltered until now 

against external competition by import restrictions, export subsidies and by 'regional 

preference' (Flaten, 2002). Finns belonging to these sectors are under-resourced and are 
highly vulnerable to external shocks, but they are decisive in terms of employment and 

political influence (Floyd and Mercado, 2003; Foley and Griffith, 1992). The short term 

problem in most regions consists of how to manage the evolution of these sensitive 

sectors. If local governments do not apply short term management procedures, there is 

an obvious risk of massive loss of entrepreneurial activity, which is not possible to 

recover or "that could only be recreated in the future at a high cost" (Camagni, 1992: 

pg. 366). 

Instead of pursuing only high-tech solutions (or, on the contrary, be exclusively focused 

on the traditional sectors), local governments must manage a 5-fold problem as there are 
5 relatively distinct sub-populations that contribute to the regional equilibrium condition 
(Camagni, 1992). Camagni (1992) defines the first four and I added the fifth: exposed 

and competitive sectors; non-competitivc sectors; non-exposed sector; informal sector 

130 



and; the innovative and non-traditional sector. Concerning a) the exposed and 

competitive sectors, it is well accepted that policy strategies should promote an increase 

in the number of firms operating in such sectors (i. e., maximum expansion) (Camagni, 

2002). However, the exposed and competitive sector comprises (almost) only tourism 

firms (Frochot, 2005; Frisch and Mueller, 2004). And the tourism sector is constrained 
by growth limits as the environmental carrying capacity must be carefully managed 

(Gil, 2003). The b) non-competitive sectors linked to an easy access to financial 

transfers, will be severely damaged by the on-going process of globalisation and 

technological modernisation and by the end of the 'regime of exception' in terms of 
financial transfers (Jassen, 2000; Mastromarco and Woitek, 2006; Philips and Swaffin- 

Smith, 2004; Pietroforte et al, 2000; Dixon, 2005; Hall et al, 2004; Vias, 2004). There is 

a clear risk of failures and explosive unemployment rates; in relation to this sector 
Camagni (1992: pg. 366) recommends "not to offer rescue and financial assistance, but 

to save the potential entrepreneurship that this sector provides, assisting the 

reorganisation of inefficient firms or opening other business opportunities through ad 
hoc agencies". The c) non-exposed sector, which comprises non-market services and 

public administration, it is crucial in terms of social and political stability as the sector 

absorbs tensions in the labour market. However, public administration is characterised 
by a tendency towards over-employment and reduced productivity, a fact that might be 

detrimental to macro-economic stability as it may be understood as a source of 
inflationary pressures and budget deficits. Concerning d) the 'informal or black sector' 

there is little to say at least concerning RAM. The e) innovative sector comprises 

innovative firms operating in new market niches. The policy strategy should also 

promote an increase in the number of innovative firms operating in strategic niche 

markets. It is obvious that strategic interests/objectives, short term risk and political 
influence of the different groups of firms is quite dissimilar. Not surprisingly, it is 

sectors b) and c) that provide critical political support for most RUP governments. 

Concerning the strategy to transform a 'problematic' economic base into a 

dynamic/diverse economic landscape, there seems to be widespread consensus in 

proposing an integrated strategy which takes into account: a) attraction of FDI and/or 

the development of endogenous potential; b) the up-grading of human resource, 

competences and skills; c) the adoption/diffusion of innovation/technology and the 

development of ICT infrastructures; and d) the exploitation of advantages in the so- 
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called 'quality of life' assets linked to eco-tourism (Gatrell, 1999; Camagni, 2002). In 

fact, there is a consensus in relation to the set of pre-conditions that must necessarily be 

in place, namely a) the existence of basic pre-conditions in terms of key location factors 

such as infrastructure endowment and human capital; and b) the existence of natural 

resources or technical/industrial 'vocations' developed historically. A rich set of 
localized know-how is also important in order to achieve a competitive advantage. 

What must be done to up-grade the industry-mix is quite evident. The problem is to 

assemble the political support needed to pursue such a strategy. As it is quite difficult to 

meet all the preconditions, Morgan (1997) advocates capitalizing on the existing service 
base in peripheral areas, taking into account the local economic and institutional 

particularities. Camagni (1992) proposes a small step strategy, that is, the progressive 

up-grade of attitudes (eg. attitudes towards entrepreneurship) and the progressive 

adoption of organizational and technological innovations. 

However, concerning RUPs, it is not possible to depict a development model de-linked 

from a strong emphasis on the leadership role of the state (Amin, 2001). Concerning 

state intervention, Gatrell (1999) advocates development plans outside of fiscal years 

and electoral cycles in order for a long term vision to be promoted (see also Darby and 
Muscatelli, 2004). 

In the meantime, local governments must manage the non-exposed/sensitive sectors as 
far as possible. The existence of sensitive sectors draws attention to the macro- 

economic context as the driving force behind changes in local demand patterns. From a 
local point of view, macro-economic shocks are more relevant to the viability of local 

firms/sectors than technological turbulence (Roberts and Thompson, 2003). In fact, in 

the absence of an easy access to external resources, localised micro-policies are unable 

to mitigate the adverse impact of a macro-economic shock. Another 'problem' that must 
be added to the equation concerns the on-going transformation in the key local sectors 

such as retail and construction. Such traditional and slow-growing sectors have reached 

their growth limits, and are subject to increased competition (Guerrieri and Iammarino, 

2006). 

The implementation of a new regional policy takes time, and extra financial support 
towards RUPs may be required (Quevit, 1992). It is not possible to expect results from a 

process of cndogenous economic growth (based on an entrepreneurial attitude on the 
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local firms' part) in the absence of a favourable macro-economic framework; however, 

and due to the widespread adoption of budgetary controls, there is no political 

willingness and legal support to design, launch and implement inflationary and deficit- 

inducing expenditure programmes (Amin, 2001). If RUPs cannot manage to stabilisc 

the macro-economic context, a catastrophe may be unavoidable, as theorised by the 

ecological approach to which I now turn. 

3.9 A realistic scenario: an ecological population approach 

As suggested above, the 'Sophisticate Models never rate the probability of success of 

the ideal solutions they propose. And any effort to provide a likely temporal horizon 

needed to achieve results is also ignored. All the evidence available seems to suggest 

that an up-grade of certain cultural traits (such as a positive attitude towards intra-firm 

collaboration) demands an enlarged temporal horizon. For that reason it is important to 

devise scenarios of what can happen in the next few years. The ecological approach 

provides a useful theoretical framework to understand and conceptualise the LFR's 

short term prospects. 

The ecological approach applied to the organisational field provides a theoretical 

framework to analyse the mechanisms and processes governing the establishment, 

growth, change and decline of organisations such as firms, which is quite useful to 

understand the dilemmas faced by RAM and what to expect in the face of a sudden fall 

in the amount of resources available. The organisational ecology literature is concerned 

with which factors "internally in a population and externally in the environment 

determine the entry of new organisations and the survival, change and failure of existing 

ones" (Hajalager, 2000: pg. 11). Although firm's choices and efforts to increase survival 

odds in the face of adverse events are acknowledged, it is accepted that firms survival 

odds "come out as probabilities" and in face of negative events such as falling demand 

and macro-economic shocks a high rate of failure is inevitable. 

According to Hjalager (2000: pg. 11) the 'organisational ecology' thinking is "accused 

of being deterministic, inasmuch as it tends to ignore firms' strategies and actions, and 

fails to maintain the idea of unique compositions of competencies and resources in 

individual enterprises". But the organisational ecology thinking recognizes that threats, 

such as macro-economic shocks, new societal trends, the introduction of new business 
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concepts, competences, cognitive frameworks and technologies may result in 'tragedy' 

for firms still reliant on old concepts and technologies. It is also acknowledged that 

changes in government regulation and macro-economic policies, shifts in technology 

and societal trends affect firms' survival, entry and failure rates. It is also accepted that 
firms' survival is linked to their capacity to adapt to the changing environment. But the 

capacity to adapt is not only dependent on soft measures such as up-grading of human 

resources, ot introduction of new business concepts, but is also related to access to 

political resources. 

Organisational theory emphasizes the importance of environmental resources and 

accepts that the characteristics of the environment determine entries and failure rates. it 

is also accepted that environment changes in terms of increasing economic pressures 
(fallen demand) as a result of an adverse political environment may result in high levels 

of failure rates, low entry rates and as a consequence, in high levels of unemployment 

and social crisis. And it is accepted that organisational survival is partially "beyond the 

control of any individual organisation. or population of organisations" (Nyhan, 2000: pg. 
I 11). The organisational ecology field sees 'selection pressures' as the main engine of 
change and accepts that the organisational outcomes (growth, stagnation, failure) are 
largely determined by environmental forces. In conclusion, a firm's survival is not 

guaranteed no matter what strategies are in place. It can also be asserted that on-going 

access to financial and political resources is critical to maintain a certain degree of 

stability in the population of firms. 

In face of a demand crisis, concepts such as selection pressure, survival and failure 

appear more relevant than strategic management issues, staff empowerment issues and 
learning capabilities (which are critical issues to the fashionable discourse). In a crisis 

scenario, the selection mechanism is activated and as a result, failure rates may be high. 

In such a crisis scenario, carrying capacity limits are reached, and firm's strategies will 

not assure firm survival. In such a scenario, firm survival depends on traditional assets 

such as an easy access to financial and political resources, and the reputation, image and 

visibility of OMs. What is evident from most ecological studies is the negative impact 

in terms of firms density rates of dramatic changes in the environment. 

An example of the efficacy of the ecological approach to understand the likely evolution 

of the traditional sectors is provided by Hajlager (2002). Based on an analysis of the 

evolution of the food and beverage sector in Denmark, Hajlager (2002: pg. 271) asserts 
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that he "was not able to conclude that successful enterprises pay significantly more 

attention to managerial and competence issues than new or unsuccessful enterprises". 
On the contrary, he concluded that learning, development and survival "take place the 
hard way: by trial and error, by entrepreneurship and failure". The analysis of Hajlager 

(2002) points to the importance of a firm's credibility and its access to resources (linked 

to group affiliation and reputation) in terms of survival odds (see also Kearns, 2003; 

Ward and Lusoli, 2003). 

Although the ecological approach does predict high failure rates in the face of 

macroeconomic shock as 'normal', it is still possible to cope with distressing events in 

order to improve survival odds. However, a mechanistic link between management up- 

grade and a firm's survival should not be expected. Kearns (2003), in an analysis of the 

public sector unions' evolution in the USA indicates that in spite of an unfavourable 

political and cultural environment which has diminished the sustainability of the trade 

unions, it has been possible to adapt/cope with such an adverse environment. Some 

unions work to manage/influence the changing process, assuring the survival and the 
legitimacy of the organisational form. Kearns (2003) shows the importance of coping 

responses that influence the institutional environment and political context via 
definition of optimal strategic choices, often quite distant from their historical path (see 

also Gambaroto and Maggioni, 1998). 

It must be recognised that the population ecology analysis has been criticised as it 

ignores firms' strategy actions and the character of the unique compositions of 

competencies and resources in individual SMEs. The population ecology analysis is 

more akin to the Darwinian hypothesis of change and selection, than to Lamarck's 

conceptualisation of human/firms as learning subjects able to incorporate learning 

outcomes in their behavioural repertoires. As stated by Durand (2001: pg. 400) "In the 

Darwinian mode, the fitness of adaptation critically depends on the environment 

selecting organizational forms. Thus, in the competitive Darwinian process, if there is a 

rationality in play, it is the rationality of natural selection". But the ecological 

population approach provides us with a 'strategic' theoretical ground to understand 

regional development prospects and local government intervention to manage crisis 

events. The ecological approach clearly suggests that a crisis event is unavoidable if 

financial transfers are reduced, which is carefully ignored by most sophisticated model 
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approaches. Hence, local governments should adopt a damage control approach to avoid 

a sudden decrease in the level of financial transfers (taylor and Tricker, 2006). 

3.10 A balancing between continued aid and market solutions 

As seen above, most regions have applied efforts to replicate fashionable regions. But 

the current conceptualizations of peripheral economic opportunities and economic 
development programmes were inherently 'event oriented' and linked to 'development 

episodes', such as university research complexes, tax incentives, or worker retraining 
(Gatrell, 1999). However, this kind of 'magic bullet' approach based on 'development 

episodes' will never replace a long term strategy or the impact of historical paths 
(Gatrell, 1999). 

Despite the difficulties underlying the take-off of alternative growth paths, there is no 

space for an isolationist or 'do nothing' option as a crisis event is unavoidable if 

financial transfers are reduced. Thus, it is important to support any kind of initiatives 

(such as FDI attraction, education programmes, and/or the adoption/diffusion of ICT 

tools) that may transform an island into a 'more developable' place able to pursue 
development opportunities when they arise (Porter, 1998). However EU bureaucrats and 

mainland policy makers must recognise that quite often a (high-tech) development 

solution for islands is not available. This section intends to provide some comments 

about how to conceptualise options available in islands such that both local inhabitants 

concerns (i. e., access to minimum standards of well-being) and EU/national interests 

(i. e. the on-going reduction of financial transfers) are incorporated in a long term 

strategy. 

To build up a long term development strategy, local government must manage a 

complex web of temporal, political and cultural demands. The 'do nothing at all' 

options is not available any more as it is not possible to circumvent (deny) the 

institutional and political stagnation which makes difficult the development of 

alternative growth paths. As stated in section 3.2 concerning Italy, "Italian citizens were 
becoming increasingly resentful at emerging economic and political problems" in 

Southern regions (Giordano, 2000: pg. 456). Local governments in some LFRs must 
handle a damage control approach in order avoid both a sudden fall in the level of the 

financial transfers and criticism coming from core regions' citizens concerning LFRs' 
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work ethic'. In fact, the most dramatic problem faced by some islands concerns 

credibility' and a lack of evidence to sustain local governments protestations 

concerning the particular nature of the island's problem. Most traditional accounts still 
acknowledge that islands suffer from lasting problems (eg. distance, transport costs and 
limited market potential). But as seen in Chapter 2, now proofs to sustain the assertions 

concerning the insular problem are required. A technical solution to handle the 

conflicting evidence and interests may lie in an old concept from the neoclassic 

mainstream: I potential GDP' (meaning the maximum amount of GDP that is possible to 

reach). All RUPs should target the maximum growth rate given all non-contingcnt 

geographical and economic constraints. All market imperfections and management 

errors should be minimised in order to get a real 'picture' of the macro-economic 

potential. 

However, even if all market imperfections and management errors are minimised or 

corrected an extreme scenario of no economic viability (without strong financial 

support) must be recognised as possible. In such a scenario, a high level of financial 

transfers must be provided to assure the economic and social viability of islands as there 
is no market solution to the unemployment problem. But it must be reiterated that 

market inefficiencies are no longer tolerated. In fact, most LFRs need renewed political 
legitimacy to engage in political confrontation with national governments and EU 

institutions in order to secure cxtra-financial transfers. 

It is possible to develop a conceptual framework based both on the old regime 
dimension (focused on claims about the disadvantages face by islands) and on the 

competitiveness discourse (i. e., centred on market efficiency and export oriented 

strategies). In order to determine LFR's real development prospects, policy-makers 

must try to minimize all contingent factors namely particular economic, institutional 

and political characteristics that may be outdated. Data concerning the geographical 

constraints faced by islands must be integrated in an analysis of island's growth 

prospects as they are permanent in character. As stated above a high level of transport 

cost imposes limits in terms of growth dynamic. Hence, all analysis based on an 'a- 

spatial perspective' which excludes from the analysis geographical constraints may 

provide a misleading account of local development potential. If this double approach is 

taken into consideration it is possible to dcjfine 4 scenarios. 
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Figure 3.1 Categorisation of RUPs in terms of development potential 

Legitimacy scenario Winner Scenario 

. Incapacity to sustain high rates of Development prospects based on market solutions 
employment solely based on market namely in the tourism sector 
solutions Risks of ovcr-exploitation of natural resources 
Tolitical legitimacy to negotiate extra Increased competition (in the tourism sector) from 
financial transfers exotic places 

. 
Need for (however minimal) ad etemum 
financial support 
Compensation for the absence of 

employment, cultural opportunities 
Un-sustainability Inefficiency 

Incapacity to sustain high rates of Incapacity to handle complex process of 
employment solely based on market mitigation of the adverse impact of lock-in 
solutions processes 

Cd E . Lack of political legitimacy to negotiate Existence of idle resources and potential to 
extra funds explore and transform in entrepreneurial vocations, 
Tolitical stagnation; incapacity to handle employment and rising standards of living 
complex process of mitigation of the . 

High levels of influence of non-representative 
adverse impact of lock-in processes groups 
Migh levels of influence of non- Activation of the selection mechanism (high rates 
representative groups of failure) 
Trogressive degradation of living 
standards 
. Activation of the selection mechanism 
(high rates of failure) 

(-)self-sustainability(+) 

The legitimacy scenario acknowledges that an on-going financial support must be 

admitted. In fact, despite the fact that market inefficiencies are at their lowest level, 

there are insufficient market potential and endogenous resources to sustain an export-led 

strategy. But, as such islands manage to correct the level of market inefficiencies there 

is room of manoeuvre to be granted financial assistance. However, islands' 

development programmes should not be based on the exploration ad nauseam of the 

geographical/economic constraints discourse as an attempt to ignore the market 
inefficiencies and political/institutional stagnation as it may be the case in the un- 

sustainable scenario. Sooner or later, the anger and resentment on the 'donors' part will 
be felt, as in consequence of the high levels of transfers required to sustain welfare in 

such territories. But, the maximum that can be done is to reduce market inefficiencies 

and thus the amount of the financial transfers. The inefficiency scenario conccms 
islands able to pursue an autonomous growth path as they have resources to pursue 

export oriented strategies. But, there is no political willingness to start a programme of 
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refonns. The winner scenario concerns islands that have been able to reach impressive 

levels of economic growth not fuelled by financial transfers. 

I also assert that an analysis of islands' growth prospects should be subject to some 
basic principles: 

a) a 'scientific analysis' as a way to reduce to the minimum the political rhetoric that 

pervades the debate; what most RUPs need is a dispassionate and de-politicised analysis 

of their development prospects; a recent suggestion emanating from the European 

Commission seems quite useful, as it recommends more 'science' in order to compute 

the real cost associated with remoteness/insularity; without reliable data concerning the 

potential GDP, institutional and political inefficiencies and market inefficiencies, all 

assumptions and development programmes may be understood as plausible; a better 

understanding of RUP issues "can contribute to increased scientific consensus and 

consequently political consensus in the long term" (Schenk et al, 2006: pg. 2); the EU 

institutions must orient the discussion about RUP development prospects towards a 

more technical basis; 

b) principle of local responsibility and 'ownership as a way of persuading peripheral 

regions to minimize all market inefficiencies; local governments should strive to 

achieve the maximum GDP growth; due to the growing resistance to further financial 

transfers, a minimum level of legitimacy must be achieved to facilitate a 'new 

agreement' between islands and the mainland; a principle of technical assistance plus a 

conditionality factor may be integrated in regional development programmes in order to 

put local governments under enough pressure to pursue painful reforms; and local 

governments must take on the responsibility of managing critical incidents and short 

term prospects; 

c) principle of 'solidarity'/'tcrritorial cohesion', as it is believed that some regions may 

not ever reach minimum levels of economic and social viability; national governments 

should define minimal levels of access to key public services (relative to the EU 

average); however it must be acknowledged that it may eventually be impossible to 

compensate all the geographically based handicaps; in any case it is important to 

introduce an element of positive affirmation as local populations face permanent 

obstacles (Cross and Nutley, 1999). 
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In conclusion, I acknowledged that in some islands as there is no market potential and 

resources to sustain high order growth paths. And it can be suggested that a sudden 

reduction in the amount of financial transfers in the middle of an on-going process of 

modernisation may stop the momentum in terms of economic and institutional 

modernisation. In fact, ad hoc and stop-go policies should be avoided as RUPs need 

coherent long-term strategies. Stop-go policies, defined by Schenk et al (2006: pg. 2) as 
66 a result of over-enthusiasm (hype) followed up by reduction or removal of financial 

incentives resulting in a retreat of investments, followed by the next hype" may hamper 

development perspectives in RUPs as an up-grade of islands' social/cultural background 

demands time and resources (Amin, 2001). 

The next section is designed to show that a sudden reduction in political and financial 

support may put islands on the brink of another cycle of poverty and despair (Raoulx, 

1999). And it is also shown that the pressure put on islands to apply a neo-liberal 

agenda at the expense of the neo-Keynesian policies in place ignores the fact most 
European states themselves try to avoid painful decisions in the same way that islands 

try to avoid a sudden fall in terms of financial transfers. 

3.11 What about an end of financial support and 'non-orthodox sectors'? 

As seen above, most islands affected by recent developments in international trade 

regimes (concerning the OFC industry) sense a feeling of anger/unfair treatment. In fact, 

some independent islands states offered "a spirited defence of existing offshore sectors, 

as alternative prescriptions for economic viability have been lacking" (Sharman, 2005: 

pg. 312). All efforts to attack the OFC industry have been conceived as 'neocolonialist 

in intent' as they were understood as a serious threat to local livelihoods. The efforts to 
impose on islands higher standards than those ones applied by OECD countries are also 

criticised (Sharman, 2005; pg. 318). The UNDCCP report (1998) (Financial havens, 

banking secrecy and money laundering) acknowledges "a real danger of economic 
collapse" if current levels of OFC activity and ODA are reduced. Despite all criticism 
directed at the OFC industry based on the 'large tax losses' and 'serious criminal 

activity', OECD states and multilateral institutions "have been remarkably reluctant to 
invest the tiny sums necessary to create incentives for compliance, or simply buy out 
these jurisdictions' offshore sectors altogether" (Sharman, 2005: pg. 319). The 'buy out' 
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idca is not so eccentric. For example, the Australia Tax Office claims that Vanuatu's 

offshore financial industry implies tax losses to Australia of $169 million a year. But 

Vanuatu receives less than $1 million a year in fees. For Sharman, 'side payments' are 

conceivable as the "Australian government paid Nauru $29 million to take unwanted 

asylum seekers". And both the Financial Times (14 May 2001) and The Economist (27 

January 2000) supported the 'buy out idea' as both economically efficient and fair. 

Oxfam in their 2000 report, Tax havens: Releasing the hidden billions for poverty 

eradication, also suggested financial assistance and reforms to the international trading 

system in return for tax haven compliance. 

The point to be made is: if both the OFC industry and the financial transfers are 

eliminated, local economies may collapse and, contrary to what was initially expected, 
higher levels of ODA may be required in the future. In fact, most SIRS have no short 
term capacity to up-grade products and services in order to trigger self-sustained growth 

programme based on exports. And in most cases the amount needed to buy out 
territorial cohesion, positive affirmation and compensation for historical and 
geographical constraints is perfectly feasible. For example, concerning Vanuatu $2 

million dollars would compensate the $1 million dollars a year in fees. 

As stated by Sharman (2005: pg. 321) "the least bad solution looks likely to be a 

steadily increasing aid dependence for the states of the South Pacific. Offshore finance 

has thus not proved to be the answer, or even a significant part of the answer, to the 

development imperative in the South Pacific, but in the absence of compelling 

altematives it is in some ways not surprising that small island states in this region have 

held on to this hope for so long". In fact, the buy out idea translated in "financial and 

technical assistance to encourage alternative development programmes" seems viable 

and fair and would provide the moral justification for extending the range of defensive 

measures in place against the OFC industry. What should be avoided is to deprive 

islands of all kind of alternatives. 

The line of reasoning provided above concerns islands hosting an OFC. But the buy out 
idea may be extended to any dependent islands' context. In fact it can be suggested that 

the financial transfers in place compensate for the lack of economic viability. 

It can be shown that the buy-in idea of territorial cohesion and minimum levels of 

welfare in peripheral regions via financial transfers is not so eccentric or indefensible. In 
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fact, all the criticism around the excess of government expenditure in Rups seems to be 

quite exaggerated. According to the neo- liberal rhetoric the expectation should be 

"progressive tendencies towards the internationalization and globalization of national 

economics", "ineluctable processes of welfare state down-sizing and public sector 

retrenchment" and "little option but to cut back on taxing and spending programmes in 

order to compete in world markets effectively" (Castles, 2001: pg. 195). A 'race to the 

bottom' in social provision and a widespread privatisation of public services was also 

predicted. However this has not been the case the case as national governments have 

continued to pursue traditional Keynesian approaches (i. e., demand-side policies). Most 

national welfare systems exhibit high levels of resilience. In fact, Kuhnle argues that 

evidence supports the conclusion that "European welfare states have 'survived' the 

1990s and remain institutionally strong with solid basic support from voters and major 

political parties" (Kuhnle, 2000: pg. 235). 

From the analysis above we reach the conclusion that RUP development choices show 

striking similarities to what has happened in 'southern countries'. Most Southern 

Countries experienced a phenomenon of 'expenditure catch-up' after decades of 

undeveloped welfare systems. In fact, southern countries tried to catch up with the 

European Union in terms of social as well as economic standards. Most citizens 
believed that standards of social protection ought to converge with the Europe 

standards. As stated by Guilldm and Matsaganis (2000: pg. 135) "there appeared to be a 

consensus among all political parties and shades of opinion that high standards of social 

protection represented a legitimate aspiration". As a consequence, the social 

convergence goal was strongly supported by policy makers and voters. Even today, 

"welfare is the foremost priority of the vast majority of governments in industrially 

advanced societies" (Castles, 2001: pg. 201; see also Matsaganis, 2000) 

It is evident that, despite the neo-liberal rhetoric, social/economic stability and political 

willingness were more important to define 'development strategies' than international 

political economy concerns. In fact, any neo-liberal based policy that severely affects 
large groups of voters is political unsustainable and has been avoided. Consequentially, 

governments try to adopt only piecemeal approaches in order comply with supra- 

regional demands, but avoiding as much as possible substantial political reforms. And 

as far as possible most governments approach an all-party consensus before launching 
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any substantial reforms of welfare policies. To blame an external scapegoat (such as the 

EU budget policy) was also politically rewarding. 

Although the average level of government expenditure is quite stable, priorities have 

changed in order to cope with the increased costs of the social assistance and social 

security entitlements. Consequently the 'other public spending' (investment) category 
is adjusted to compensate for the increasing levels of social transfers (Guilldn and 
Matsaganis, 2000). In most countries a retrenchment of other public spending categories 
is possible as infra-structures are already in place; this is not true in most RUPs. As 

argued by Almeida (2004) the extent of government intervention in islands surpasses 

the traditional government involvement in the OECD context as local governments must 

replace private investment. And given the initial starting point, large amounts of funds 

have been channelled to the provision of infrastructures. Huge amounts of money were 

also diverted to reduce the high levels of poverty and emigration. As a consequence, 

RUP welfare regimes should be understood as a 'special ' given the extent of the 

government involvement and the specific development trajectory. 

In most Southern regions there is no a large number of market based activities to 

provide employment opportunities for less qualified individuals. In such a scenario, 

social policy is instrumental in providing access to minimum levels of income. Trifiletti 

(1999: pg. 52) show how (fake) disability pensions were the only effective way to allow 
"older, uneducated southern women who had worked as casual labourers in agriculture" 

to access an old-age pension as most of them were unable to find a full-time job (see 

also Guilldn and Matsaganis, 2000). Trifiletti (1999: pg. 52) concludes that "this tacit 

policy of a disguised minimum pension is not so rare in Mediterranean countries. 

Scarcity of resources is often combined with a generous distribution of low benefits". 

Thus, the neo-Keynesian approach in place may also be conceived as a form of social 

protection (i. e., unemployment benefits) and positive discrimination. RUP development 

strategies were concerned firstly with the equalisation of social and educational 

opportunities and secondly with infrastructure development. Competitiveness dilemmas 

were placed in third place. 

In fact, even rich countries struggle to avoid social catastrophes and a fragmented 

society. As a consequence social expenditures are conditioned rather by unemployment 

concerns than by trade openness. Guilldn and Matsaganis (2000) shows that both left- 

wing and right-wing parties are more concerned with economic/social issues than with 
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competitiveness concerns. As stated by Guilldm. and Matsaganis (2000: pg. 137) radical 

reform "seems to cause terror at the heart of most politicians". As a consequence, it is 

not a surprise that the competitiveness discourse was not translated into a 'social 

dumping nightmare' or in 'a race to the bottom'. 

Of course all the 'theoretical reasoning' stretched above fits the interests of the 
I orphelins enrages', basically interested in a 'business as usual scenario'. But what's 

pursued was not a theoretical framework to sustain the on-going 'state of affairs'. 
Instead, it should be conceived of as an effort to add an element of positive 
discrimination. Populations living in RUPs have been affected by excess costs that must 
be minimised and compensated as far it is possible. 

3.12 Which regional development model for an RUP? Conclusions 

Chapter 3 has intended to put into context the current theoretical and empirical 
developments in the regional studies field that may help to understand islands' growth 

prospects. As a consequence a critical analysis of various theoretical frameworks was 
developed in order to understand which options have been available. It can be stated 
that, 

n as seen in section 3.2, for years, the economic rationality faced by policy makers 

didn't favour the implementation of a development strategy based on efforts to 
increase island competitiveness (Golden, 2004). As stated by Giordano (2000: 

pg. 451) "what matters politically is not so much the changes in the global 

economy as their impact in particular places". In fact, local governments 

succeeded in delaying the adverse impact of the globalisation process based on a 

clientelist approach. However, it has not been possible to avoid the "resentment 

and anger" of core region inhabitants that arc "seeing their taxes siphoned off to 

the less productive, less efficient, and supposedly parasitic southern regions" 
(Golden, 2004: pg. 1240). Painful decisions must be taken (or else avoided if 

possible) as RUPs are expected to live up to international standards of 

productivity, growth and competitiveness as suggested in section 3.4. 
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However as seen in section 3.3 there is no reason to expect substantial changes 
in the established spatial hierarchy of regions in Europe; it was suggested that 

the policies in place only contributed to avoid higher levels of divergence; 

section 3.4 suggests that islands cannot manage to develop, from scratch, export 

oriented sectors the outside traditional sectors as they face geographical and 
historical constraints; 

as a consequence it was suggested that a direct application of the 

competitiveness discourse is not possible in islands; Section 3.5 tried to 

understand the likely impact of a cluster based approach in a peripheral region. It 

is evident that most islands lack a set of critical characteristics namely a network 

of independent SMEs based on interdependent specialisation of tasks; networks 

of formal/informal institutions/relationships/nonns; a local technical and 
industrial culture and institutional thickness; and a web of external 

trade/commercial relationships; 

still in section 3.5 it was suggested that 'isolated development events' such on 

university research complexes, tax incentives, worker retraining should be 

promoted all measures that may "help to safeguard existing jobs, embed existing 
foreign plants, promote more robust linkages between these plants and 
indigenous firms, and help to disseminate 'best practice' throughout the regional 

economy should be promoted, although they may not be translated into high- 

tech clusters (Morgan, 1997: pg. 501); however it was asserted that it is 

impossible to gather all pre-conditions needed to succeed in the cluster or 

learning region fields; as a consequence an approach was advocated that 

capitalizes on the existing economic structures and takes into account the local 

economic and institutional particularities, instead of projects based on non- 
feasible regional development models; in practice this still means a strong 

emphasis on the traditional sectors; a partial solution may come 'isolated events' 

such as the cco-tourism. However, such developments should not be expected to 

change in a dramatic way the fortune of peripheral regions; still in section 3.5, it 

was asserted that local governments must focus on short term damage control; 

the existing economic/industry background must be managed to avoid a crisis 

scenario, which may imply the destruction of valuable assets in terms of 

entrepreneurship and the reverse of the process of catch-up that has taken place; 
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section 3.6 provides a contribution to understand development prospects in 

islands; it was admitted that some islands cannot survive without external 

assistances; however they should be required to erase all market inefficiencies in 

place in order to buy political legitimacy to confront national governments and 

the EU institutions in their quest for extra financial support. 

Thus, the LFR challenge is linked to the management of a time period between the 

'initial conditions', i. e., the current economic background and a 'historical accident' that 
hopefully may happen. For the moment, it is evident that a full replacement of the 
industry-mix and business culture is not possible. As stated by Morgan (1997: pg. 501) 

concerning Wales, "70 years of economic decline cannot be reversed overnighf'. 

In the end, it must be acknowledged that most RUPs are too 'immature' today to 

succeed in a new cycle of development as they were unable to explore the Single 

Market benefits (Golden, 2004: pg. 1246; see also Camagni, 1992; Quevit, 1992). And 

nothing has happened to suggest that a different outcome may be possible now. Some 

LFR regions stay ahead in the race to the top as they exhibit higher catching up 

potential. But others may experience crisis events that must be avoided or managed 
(Delhey, 2001). 

In fact, there is no room for 'every region a winner' scenario (Delhey, 2001). From an 

analysis of the convergence/divergence process, the incapacity to manage structural 

change and reverse historical growth paths in the short run can be clearly seen. Some 

LFRs are on the brink of another cycle of economic and social marginalisation as 

sensitive sectors predominate. 

What results from this account is that RAM has been able to maximise all the 

opportunities available including financial transfers based on a continuous political 

confrontation with the central state, mass tourism, hosting an OFC and trying to delay 

as much as possible the adverse impact of the globalisation process. It was asked at the 

end of Chapter 2 if a different growth path would be possible. The answer is probably a 

negative one. 

Chapter 3 has provided a general account of development options available for islands. 

However, this research project intends to provide an answer concerning a more specific 

question: is there a digital solution available to solve islands development problems? 
Chapter 4 is focused on the analysis of peripheral regions in the digital era. 
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Chapter 4: 

Regional development in the Information Society 

4.1 An introduction to the Information Society phenomena in an island contex 

We should now extend our analysis by studying the theoretical insights offered by the 
'Information Society' paradigm to understand islands' development prospects. As seen 
in Chapter 3, the 'development of the periphery' topic is still a pressing issue in most 
developed and developing countries as it has been not possible to solve the divergence 

gap in terms of GDP per capita between core and peripheral regions (Malecki, 2003: pg. 
201; see also Kiiski and Pohjola, 2002). As acknowledged by political economy 
rhetoricians "material inequalities and socio-spatial differentiations remain pressing 
issues in contemporary western societies", especially concerning remote and peripheral 

areas (Valentine, 2001: pg. 169). And as seen in Chapter 3, the future prospects are 
worrying for RUPs. As stated by Entrena et al (2004), LFRs (and by extension all 
RUPs) face an intensification of some key socio-economic processes at work in such 
regions as a result of the on-going process of globalisation. A key result of the 

convergence/divergence debate is that the 'old' clientelist approach (based on income 

transfers) is no longer sustainable. RUPs must now implement "restructuring and 
readjustment process" based on neo-liberal policies to "foster economic growth and 
reduce disparities" (Shefer and Rietveld, 1999: pg. 11; see also Armstrong, 2004; 
Malecki, 2003; Entrena, 2000). However, as seen in Chapter 3, RUPs' growth options 
based in the classic 'material' geography are limited and as a consequence most RUPs 

cannot support the 'welfare system' on place solely based on market solutions (i. e., 
without external support). As a consequence, policy-makers in LFRs become to be 
interested in alternatives models in the 80/90s as local governments experienced 
increasing difficulties to sustain the neo-Keynesian policies in place. 

During the 1980s and the 1990s new concepts and models emphasizing intangible 

factors and processes (such as learning, inter-firm collaboration, governance, etc) 

emerged in the regional studies arena to offer development alternatives to peripheral and 
I underdeveloped areas. One such concept, the 'knowledge economy , was especially 

appealing, as it emphasised the creation of economic value (economic growth) from the 
"manipulation of ideas, rather than exploitation of energy and materials" (Berkhout and 
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Hertin, 2004: pg. 914; see also Park, 2001). Still in the 1990s, the on-going process of 
de-materialisation allegedly made possible by new developments in the ICT field was 

understood as linked to a structural change away from materials intensive activities 

towards service-based and information-intensive activities, i. e., "clean and weightless 

activities" (Berkhout and Hertin, 2004: pg. 914). In fact, the developmental and 

technological discourse based on such concepts was overtly optimistic about the 

multidimensional prospects and promises for the rural areas and peripheral regions. 

Another such concept, the concept of an Information Society, was linked to 

opportunities for peripheral areas concerning: a) industry (as smaller optimal size of 

plants and a reinforcement of the competitive edge of SMEs in relation to giant 

competitors was deemed possible); b) geography level linked to a decrease, if not 

eradication, of the tyranny of space and consequently, to the mitigation of the 

remoteness/peripherality issue; c) demography and entrepreneurship, via attraction of 

skilled in-migrants and entrepreneurial capital in high-tech sectors. As a consequence, 

the concept of an Information Society was warmly welcomed in the development arena, 

especially in regions touched by a series of failures of conventional development 

strategies (Bertrand, 2001). As stated by Heeks (2002: pg. 1): "other [international 

institutions, policy makers, academics, etc] like serial divorcees, who were convinced 

that this marriage will be the one that works, were drawn in by the hope that this time, a 

real answer to the problems of development has been found". Some policy-makers 

seemed to believe that the ICT Revolution would be the 'one' that would solve the 

development problems in LFRs. And the European Union strongly advised LFRs to 

approach such a promising development route. Therefore, most regional development 

plans of the 1990s advocated an 'aggressive information infrastructure policy' seeking 

to make the region the most connected one by the year 2000 (Ramirez, 2001). 

However, this over-optimistic discourse was not translated into radical changes in the 

status quo (Bertrand, 2001; Join-Lambert, 1996). In fact, soon after the ICT promise 

was identified, followed the disillusion phase with a repositioning on the old growth 

models ('doing nothing at all' and/or defensive approaches). It soon becomes clear that 

the ICT revolution was less of an opportunity than a threat to small business located in 

rural areas (Meng and Li, 2002). As a consequence, most policy-makcrs now approach 

the ICT Revolution in a dispassionate and indifferent manner as a result of such 
disillusionment. Now, 10 years after the eruption of the Internet in the world scene and 
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experimentation with 'Information Society projects', it is possible to avoid the 
I messianic' and hyper-optimistic approach that conditioned the debate in the 1990s, as 
there is plenty evidence to understand the real contribution of the ICTs and the Internet 

for the development prospects of LFRs. 

This chapter intends to provide an in-depth analysis of several strands of theory related 
to the debate about the alleged promises of the Information Society for peripheral areas. 
As we should not understand the Information Society paradigm as led by some 
determinist forces triggered by "a social and technological meteor hitting our planet 
from outer space" (Graham and Marvin, 1996: pg. 410), 1 try to analyse the likely 

impact of the Information Society project taking into account the specific political and 

cultural context in place in peripheral areas and by extention in islands. 

4.1.1 Outline of the chapter 

As stated above, this chapter intends to provide an in-depth analysis of the likely impact 

of the Information Society Project especially regarding a possible recovery from 

underdevelopment and 'peripheralisation. Although most reports, studies and press 

releases emphasize the Information Society project as a potential driver of the economic 

and social regeneration of peripheral areas, a more nuanced approach should be 

provided. As stated by Dabinett (2002: pg. 323) a "critical commentary must be added 

to this exciting but often misunderstood set of phenomena". Although 'aggregated' 

relationships between ICT adoption/diffusion and regional development prospects must 

be analysed, an individual agency perspective must also be added to the debate. Local 

policy makers and voters' concerns about the Information Society Project may be 

dissimilar from the European Commission or academia points of view. As seen in 

Chapter 3, as most regional strategies are based on fashionable models (such as the 

cluster approach) without a proper examination of specific spatial and social processes 

at work in peripheral regions, the relative inefficacity of some EU regional development 

programmes should not come as a surprise. 

In order to understand the potential contribution of the Information Society project, a 
holistic approach is opted for. Most studies adopt a micro level based analysis assuming 
that potential adopters of ICT tools are fully rational actors and in a certain way 
I emotionally' attached to the Information Society Project. Consequently, a 'non- 
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adoption' scenario is understood as an irrational and/or a transitory phase. Further, the 

micro level analysis provides only limited information concerning the impact of societal 

and political influences in the adoption process. And a full understanding of aggregated 
behaviours such as those expressed in collective political support for the Information 

Society Project is missing from the account (Schenk et al, 2007). Macro-level analyses 

of ICT phenomena, in contrast, are based on high level aggregation, international 

comparisons and usually adopt a top-down point of view. In fact, most regional 

development plans are informed by EU policy (which may be studied from a macro 

perspective) but they are refracted by the "distorting effect of national institutions on 

global innovation opportunity" (Waesche, 2003: pg. 5; see also Labrianidis and 

Kalogeressis, 2006). Most local agents do not interact directly with external global 

shifts but via "local understandings (refraction) of such events" (Waesche, 2003: pg. 5). 

Thus an intermediate level between the micro (individual) level of analysis and the 

macro (global) level of analysis will be needed. This meso-level tries to understand the 

local political fabric of the Information Society Project. 

It must be assumed from the start that quite often individuals are interested in a 

"business as usual" scenario, as they are "unfamiliar with computers and find the need 

to interact with new information technology as undesirable" (Wheeler, 2003: pg. 632). 

As a consequence, "more efficient forms of doing business and administration are not 

necessarily welcome", nor politically supported (Wheeler, 2003: pg. 632; see also Corti 

and Torello, 2002). The existence or absence of collective political support (and policy 

makers' understanding of voters' interests in the topic) must also be analysed, to the 

extent to which policy priorities and funding are affected. As seen before, regional 

development programmes frequently assume an 'incantatory' and 'ritualistic' character 

needed to satisfy EU demands. In fact, despite the lack of political willingness and/or 

economic rationality to pursue a high-tech route to solve the development problem, 

policy makers in RUPs try to comply with the EU normative framework in order to 

guarantee access to financial transfers. 

After this quite extensive introductory note (Section 4.1), it is important to outline a 

road map for our theoretical journey. As stated before, the fundamental concern of the 

thesis revolves around an analysis of the Information Society Project as a potential 

driver of a societal and economic 'revolution' in RUPs, specifically in RAM. But an 

analysis of the Information Society Project is quite a messy subject, as it has been 
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infected by extreme assumptions about its alleged potential. And quite often, the 

multimedia dreams attached to the Information Society project were 'translated' in a 

very messy and 'nebulous' way (Hampton and Chrirstensen, 2002). Thus a qualified 

analysis of the reasons behind the ICT enthusiasm seen in the 1990's in RUPs is 

provided in Section 4.2. Other reasons concerning the attachment to the Information 

Society Project are also explained, especially with regard to the impact of the EU 

normative framework. As stated by North and Smallbone (2006: pg. 44) "in Greece and 

Portugal there are few policies at the regional and local level other than those funded by 

EU programmes". In fact, the RUPs' Information Society policy is mainly defined at a 

supra-regional (national/EU) scale. Section 4.3 thus provides both a brief summary of 

the evolution of EU IS policy and a critical evaluation of the Information Society 

Project as it is understood at Brussels. 

Section 4.4 provides a relatively exhaustive analysis of the ICT and regional 
development nexus. The over-optimistic assumptions about the Internet's potential in 

the economic field (which provided the theoretical background for the debate in the 

1990s') were contested by dystopian analysis. The 'critics' understood the ICT 

Revolution as an extension and intensification of the capitalist system. Given the 

conflicting evidence about the likely impact of ICT tools in terms of regional 
development, Section 4.4 then tries to analyse the likely impact of the Information 

Society Project in a peripheral region. Section 4.5 asserts that the translation of the EU 

policies to the local level is neither automatic nor deterministic. Most EU's directives 

and policies are refracted and re-interpreted and local agents may understand global 

shifts such as developments in the technological sphere in unexpected ways. Quite often 
individuals contest, ignore and/or 're-formulate' global policies delineated by supra- 

national institutions as they are empowered with a degree of agency. Section 4.5 thus 

tries to understand the impact of the individual agency factor concerning Internet 

adoption rates. Finally, all the dilemmas and contradictions linked to the Information 

Society Project are subsumed in the 'call-centre industry' topic analysed in Section 4.6. 

4.1.2 Some clarifications concerning key concepts 

Despite the fact that the Internet Revolution is a new phenomenon, there are about 20 

years of EU projects and experimentation in the telecommunications field which makes 
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it possible to undertake a critical examination of the Internet's impact. However, as 

demonstrated by Dabinett (2001: pg. 168), the concept of an 'information society' is still 

strongly driven by theoretical and policy discourses rather than being empirically 

proven. As a consequence it is important to clarify the concept of Information Society. 

The European Commission links the information society to an "extensive use of 

information networks and information technology, the production of large quantities of 

information and communication products and services, and a diversified content 

industry" (Dabinett, 2001: pg. 168). Wheeler (2003: pg. 628) defines the Information 

Society as "a form of social and economic development where the acquisition, storage, 

processing, assessment, transmission and diffusion of information leads to the 

generation of knowledge and the fulfilment of needs of individuals and firms and 

thereby plays an important role in economic activity, the generation of wealth and the 

quality of life of citizens". The Information Society Project is thus linked to an 

emphasis on knowledge, information and to a large scale adoption and use of ICT tools 

and Internet based technologies and e-business models (Castells, 1996; Castells, 2001). 

And it is also expected, in the ambit of the Information Society project, a broader 

pattern of structural change in terms of industry mix and substantial organizational, 

behavioural and lifestyle changes. 

However, more important than definitions, is to acknowledge that extreme theoretical 

assumptions make it difficult to make a neutral and dispassionate analysis of the likely 

impact of such a promising 'revolution'. Much work in the field was infected by 

technological determinism or dystopian visions. The first theoretical accounts written in 

the 1980s were overtly optimist and deten-ninistic. The technological determinism 

approach suggested a mechanistic understanding of "technology as a positive, liberating 

force, a powerful and cxogenous force, ushering in new actors, new rules and the 

demise of dinosaurs" (Waesche, 2003: pg. 6). Adam (2001: pg. 239) states that 

technological determinism understand developments in technology as driving society 
(See also Graham and Marvin, 2001). In such accounts, 'impacts' is often the term used 

to introduce the ICT/society link. Such 'impacts' are believed to be inevitable as the 

relationship between technology and society is regarded as linear and mono-directional, 
i. e. from technology to society. An example of such an over-optimistic and radical 

stance is provided by Winner (1997: pg. 14-15) (quoted in Adam (2001). He declares 

that "the dynamism of digital technology is our true destiny. There is no time to pause, 
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reflect or ask for more influence in shaping these developments. Enormous feats of 

quick adaptation are required of all of us just to respond to the requirements the new 
technology cast upon us each day". Such rhetoric was also expressed in cyber- 
libertarian approaches celebrating a kind of (US) right-wing liberalism, pledging for a 

pure free market approach, extreme individualism, and egalitarian and democratic 

experiments (Adam, 2001). One of the consequences of such approaches consisted of a 

rejection of the non-adoption status, which was understood as abnormal and/or 
irrational. As a consequence of the technological deterministic approach, many loosely 

constructed concepts such as the 'new economy', 'e-cities' and 'smart-homes' suffer 
from ambiguity and inconsistency (Dabinett, 2002). 

However, and in spite of the apparent antagonism between the deterministic approaches 

and the dystopic analysis (based on neo-Marxist approaches), Webster (2000) and 
Waesche (2003) find similarities between both approaches as they exclude individual 

agency choice (individual choice about adoption/non-adoption), and understand the 

technology to be an exogenous, pre-determincd and unavoidable phenomenon. 

Other characterisations are available to understand experts and commentators' attitudes 
towards the Information Society Project. Miles (2001: pg. 38) argues that perspectives 
surrounding the ICT debate may range from continuism ('more of the same') "a view 

which stresses the limited extent of ICT-related change and economic innovation in an 
Information Society" to 'transforinism', "which stresses that the Information Society is 

fundamentally new and that ICT has an all-pervasive revolutionary potential". For 

example, Gordon (2000) may be labelled as a 'continuist', as he argues that computers 

may provide nothing more than better ways to do things that could already be done. The 

I continuism' approach contests the idea of an alleged computer/Internet based 

Kontradief wave (Devezas ct al, 2005; Gordon, 2000). It is rejects the notion that 

computer-based innovations may be comparable to previous inventions such as the 
internal combustion engine, the TV set or the telephone. Authors in the ICT field may 

also be labelled as either 'concordist' "as they see the Information Society as being 

characterised by greater democracy, decentralisation, self-expression and personal 
choice" or as 'antagonists' "that stress the threat of greater surveillance and control on 

political and personal activities by a ccntralised state" or by MNCs (Miles, 2001: pg. 
38). 
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4.1.3 The ICT Revolution: a messy and contested subject 

From the start it must be acknowledged that it is not an easy assignment to study the 

ICT Revolution. As the debate about the 'Information Society project' is recent, there is 

no consensus in the academic field about the meaning and the impact of such a project 
(Dabinett, 2002). As stated by Grimes (2000: pg. 15) "the recency of these 

developments and the paucity of solid empirical investigation of trends to date, the 

difficulty of placing the new technologies within the overall historical process of 

technological change, the fact that we are still in the midst of these changes" and "the 

fact that much of the economic activity associated with the new ICTs, whose core area 
is information processing and transmission, is invisible, as indeed is much of the 

infrastructure", all contribute to complicating an in-depth analysis of the Information 

Society Project. In fact, most authors acknowledge a complex, uncertain and contingent 

relationship between ICTs, society and the economy (Grimes, 2005; Castels, 2001). 

Even concerning the directly observable ICT industry, it is acknowledged that the 

dynamic of the ICT economy and production is "complicated, messy and defies neat- 

categorisation" (Zook, 2002: pg. 5 10). 

Besides the intrinsic complexity of the subject, it should be acknowledged that as a 

consequence of a widespread interest in the Internet phenomena, "a great deal of the 

research on the Internet has stemmed from research paths outside the mainstream 

economic geography" (Malecki, 2002: pg. 400; see also Robinson, 2002). Thus a 

researcher is flooded with a plurality of studies on the subject steamed from different 

disciplines, paradigms and research topics. Although the plurality of approaches may 

risk a 'complexification' of the analysis, it also offers an opportunity to apply a holistic 

and integrated approach. 

As most theoretical accounts are touched by extreme, contradictory and conflicting 

assumptions, an eclectic (and realist) approach may be worthwhile to the extent that it 

may provide a theoretical background to overcome such extreme discourses. Both the 

over-optimist and idyllic analyses and the technophobe or anti-globalisation versions of 

the alleged implications of the Information Society Project must be balanced and 

understood in line with the specific political and cultural contexts under analysis 
(UNDP, 2001; Graham, 2002). In the end, it must be acknowledged, as stated by 

Graham and Marvin (1996: pg. 385), that "binary oppositions are prone to exaggerate 
differences" . 
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4.2 The Information Society and the RUP 'love affair' in the 90s 

The debate about the Information Society Project was touched by myths, spatial 

metaphors (based on an alleged 'similarity' between the Internet and traditional 

transport infrastructure), exaggerations and wrong assumptions from the very beginning 

(Dabinett, 2002; Servon and Nelson, 2001). In fact, a language of either "religious 

aspiration or secular millenarianisms" affected the clarity of the ICT discourse (Thrift, 

2004: pg. 42). For example, as far as the exaggerations are concerned, Soete (2000: pg. 
199) alerts us to the fact that, in relation to e-commerce, "there is probably no area 

where, considering the relatively limited technological improvement still required, the 

gap between the actual phenomenon and expected future is so large as in the case of 

electronic commerce". In fact, e-commerce was propagated as the ultimate solution to 

reach remote markets as all or most of the market access limitations associated with 

peripherality and remoteness would be overcome (Bunnell, 2004). 

As a result of such exaggerations, key concepts and metaphors of the Information 

Society debate such as 'space and time compression' and the 'end of geography' were 

welcomed in the peripheral areas as, for the first time since the 19'h century, a 'solution' 

(that is, a new development cycle) was envisaged. Concepts such as the 'end-of- 

geography' and cyberspace were extremely appealing in peripheral areas subject to 

extreme geographical constraints. In fact, the Internet was 'advertised' as a value-free 

technological panacea able to offer "instant limitless access to some entirely separate 

and disembodied on-line world" (Gorman, 2001: pg. 522; see also Graham, 2000; 

Graham, 2004). The Internet was also understood as being 'impartial', 'decentralised' 

and 'democratic', just the opposite of the classical processes of industrialisation 

traditionally unfavourable to LFRs and RUPs (Negroponte, 1995; Castells, 1996; 

Castells, 2001). 

As shown in chapter 3, the island problem is linked directly and indirectly to 

geographical constraints such as small size, lack of natural resources, limited carrying 

capacity, inaccessibility and remoteness. One of the key conceptual frameworks in the 

'Information Society field' concerns the cyberspace concept, which calls to mind, "a 

simulated territory (electronic space) created and maintained over the network in place 

of the physical world of spatial distance" (Kim, 2003: pg. 424). Cyberspace was defined 
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as a simulation of real space, not a place, but a 'placeless space' 'free' from the 

traditional social, economic, cultural and geographical inequalities of the 'off-line' 

world. As a result, the notion of cyberspace was an extremely interesting approach in 

the context of the geographical periphery, as "everything within the global economic, 

cultural and social space becomes equally accessible on one click away" (Graham, 

1998: pg. 166; see also Zook, 2004; Zook, 2002; Kim, 2003; Ogwa, 2000; Hampton, 

2003). Schech (2002: pg. 13) asserts that the "cyber culture" was pictured as "culturally 

neutral and equally approachable by all people and promised to surpass the 

unfavourable geographical and political positioning", exactly what a well informed 

policy-maker would desire. 

Given the alleged potential of the Information Society Project to counteract all 

traditional geographical constraints, it should not come as a surprise that local policy 

makers were very soon drawn to such a promising 'new immaterial geography'. 

Cyberspace also offered 'techniques' "to show a pristine environment" and virtual 

landscapes de-linked from accessibility problems and other 'development problems' 
(Luke, 2004: pg. 249; see also Beamish, 2004 about the virtual tourism topic). 

However such virtual prospects were never materialised. 

But, policy-makers' 'enthusiasm' for the Information Society Project can be well 

understood as it was largely in line with the academic/media debate. According to 

Roman (2004: pg. 54) an "atmosphere of enthusiastic urgency to use IT to help to solve 
development problems" touched the developmental arena (see also Streeter, 2004: pg. 

54). Efforts to glamorise the supposed global imperatives of the ICT Revolution were 

the "dominant obsessions of planners" (Graham and Marvin, 2002: pg. 410). Even if 

evidence (about positive outcomes) was not available, inflated hopes were translated 

into 'na7fve approaches' such as efforts to build up Silicon Valley replicas (Salomon, 

1996). But other reasons to pursue the Information Society Project (besides an 

emotional attachment to the Internet Revolution) needs to be advanced, as islands' 

policy-makers are fully rational actors. 

In fact, 'city development agencies' and regional governments tried to 

use the "languages of technopoles to attain nodal status in the global innovations 

networks of major transnational firms" (Mosco, 2004: pg. 199; see also Kamat et al, 

2004). The ICT discourse was understood as an opportunity to re-make (and add a post- 

modernist touch) to the traditional territorial marketing discourse (Mosco, 2004; Solnit 
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and Shwartenberg, 2004). And very soon policy-makers and council officials 

understood that the 'glamorous' prefixes such as 'Silicon, Cyber, Intelligent, 'e- 

multimedia' could facilitate the construction ex-nilo of ambitious and futuristic new 

city-spaces and the re-birth of national/regional economic prospects, or at least get some 

attention in the international media (Mosco, 2004; Robinson and Crenshaw, 2002; 

Meng and Li, 2002). And some city planners thought that it would be possible to "create 

I ex-nilo' a dense web of high tech firms" offering infrastructures such as 'technopoles' 

based on the attraction of prestigious exogenous investment (especially MNCs in the 

high-tech sector) and therefore propel national development based on a new strategic 

and modem sector (Mosco, 2004: pg. 199). Although evidence concerning the 

difficulties of such an approach was soon available, politicians and government 

officials, and even some commentators were "content to go along with the charade" 
(Walbum, 2005: pg. 305). However, in some cases, the enthusiastic adhesion to the 

Information Society Project was less a result of convictions, than a bandwagon effect 
fuelled by easy access to substantial financial resources, such as those provided by the 

EU. 

That is, the spirit of the IS Revolution was in the air in the 1990s. One of the British 

regions saw the Information Society 'challenge' as an opportunity to "provide 

completely new solutions, enhancing productivity, promoting social inclusion, 

achieving environmental goals, providing better value for money, creating new learning 

cultures and generating new businesses" (SQW, 2002). Also, national governments 

rushed to assert their Information Society readiness and lead in the cyberspace arena. 

For example, the Singapore Government was sure that in "some 15 years from now, 

Singapore, the Intelligent Island, will be among the first countries in the world with an 

advanced nation-wide information infrastructure. It will interconnect computers in 

virtually every home, office, school, and factory" (Arun and Yap, 2000: pg. 1750; see 

also Ramirez, 2001). 

The 'symbolism' and 'modernity' attached to ICT tools and telecommunication 
investments (conceived as 'magic' solutions) must be acknowledged. Graham and 
Marvin (1996: pg. 51) provide an example how in order "to increase the visual and 

physical impact of telecommunications in cities, prominent satellite dishes were 

developed to boost the image of high-tech office development and teleports. In one 

case, for example, such a dish was proposed purely for cosmetic reasons, even though 
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no satellite facilities were actually technically required". Graham and Marvin (1996: pg. 
51) also understood many 'ICT programmes' as efforts to "make a statement and show 
that the city was becoming intelligent rather than a well-coordinated action within a 

more articulate strategy for encouraging inclusion and participation in the use of ICT in 

the city" (see also Firmino, 2004; Augiri, 2005). In fact, 'ICT projects' have a strong 

symbolic image as they suggested success, modernity and competitiveness, exactly 

what was lacking in most LFRs and RUPs. 

As stated in the introduction, LFRs have been under pressure since the 1990s to find 

alternatives to the traditional defensive approaches based on income transfers. The 

urgency to add an ICT touch to traditional development models may be linked to what 
Heeks (2002: pg. 1) calls the "pressure from political masters" [that is, EU/national 

authorities] to draw quick solutions to development problems. As was seen in relation to 

clusters and learning regions, "like sharks drawn to blood in the ocean, a whole host of 

consultants, academics, vendors, and development organisation staff were drawn into 

the e-development arena by the scent of money" (Heeks, 2002: pg. 1; see also Lovering, 

1999; Martin and Sunley, 2001). 

The Information Society 'virus' touched almost all developed and developing regions. 
But regarding the RUPs, it must be acknowledged that the impact of centuries of 

marginalisation and dependence offered grounds to welcome 'miraculous solutions' 
(Gillespie and Richardson, 1996; David, 2003; Kim, 2003; Kruger, 2004). As was 

mentioned before, decades of unsuccessful experiments in terms of development models 
favoured attempts to introduce non-orthodox solutions such as OFCs. Hence, it is 

suggested that the Information Society Project may be understood as another miraculous 

solution. 

But it is also important to mention that an excess of optimism is historical matter of fact 

with regard to the diffusion/adoption of new communication and information 

technologies. There is a clear tendency to ascribe revolutionary properties to all new 
ICTs. Gillespie et al (2001) alert us to the tendency to imbue the succession of new 

communication technologies with quasi-utopian qualities, in which everything in the 

economic and social arena was set to be changed (see also Kendall et al, 2005; Thrift, 

2004). Thrift (2004: pg. 40) notes, for example, that "the annihilation of space by time" 

was "the favourite meditation for the Victorian writer". 
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In conclusion, the na*fvetd expressed by 'policy makers' is regrettable as other 

alternatives were not explored and most 'Information Society Projects' ended up as 
I cathedrals in the desert'. Gillespie and Comford (2001) criticize the "rhetoric of natural 
tendency towards decentralisation" to the extent that it had an "extremely powerful 

effect on policy-makers concerned with regional development issues". In fact, most 

statements/projects produced during the 1980s and 1990s seem "ridiculous" nowadays 
(Walbum, 2005: pg. 305). However, the enthusiasm around the Information Society 

Project is not entirely deprived of significance (Malecki, 2003; Gorman, 2001). The 

discussion around the ICT/Intemet phenomena contributed to stimulate the debate about 
development propects available for rural/peripheral areas (Gillespie and Richardson, 

1996; Bunnell, 2004). And the wave of telecommunications and high tech investment 

that followed the initial enthusiasm was translated into a significant reduction in the 

infrastructure digital gap (Lovering, 1999). 

4.2.1 The Information Society project and the developmental discourse 

It is important to mention that both the discussions around the on-going globalisation 

process and the digital revolution of the 1990s were translated into a neo-liberal based 

development agenda. Both the globalisation process and the digital revolution were 

perceived as critical modemisation and development factors (Akpan, 2003; Pohjola, 

2002; Kendall et al, 2005). A profound re-conceptualisation of the development agenda 

was on the move in the 1980s based on the knowledge-oriented and technology-focused 

development paradigm. In fact, Schech (2002) sees the link between ICTs and 

development as a continuity of modemisation thinking that conceived a deficiency in 

knowledge and access to technology as partly responsible for underdevelopment in 

LDCs in the 1960s. 

As suggested above, the emphasis on ICT/dcvelopment in most LDCs also resulted 
from the fact that donors, "attracted by a combination of hype and hope generated by 

ICTs, altered their funding priorities and pushed ICTs up the development agenda" 
(Schech, 2002: pg. 13). For example, the LTNDP Report (2001: pg. 27) declares that 

ICTs are linked to "new possibilities for improving health and nutrition, expanding 
knowledge, stimulating economic growth and empowering people to participate in their 

communities". ICTs were also associated with opportunities to "improve human lives, 
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especially to reduce global poverty and enable people to increase their incomes, live 

longer, be healthier, enjoy a better standard of living, participate more in their 

communities and lead more creative lives". From the analysis of the EU reports it is also 

evident that EU bureaucrats 'believed' that ICT-empowered SMEs would compete on 

equal terms with large and established firms (Hecks 2002; Gorman, 2001). 

The Internet Revolution was also linked to a wave of 'entrepreneurial dynamism' with 

start-ups seen as key drivers of growth/innovation and corporate vitality (Waesche, 

2003; UNDP, 2001; Wlabum, 2005; Colombo and Delmastro, 2001; Mcquadid, 2002; 

Hyytinen and Pajarinen, 2004; UNDP, 2001; Fritsch and Mueller, 2004). 

It is important to extend the analysis of the alleged advantages attributed to ICTs, as 

they contribute to understand the warm welcome to the Information Society provided by 

policy makers. In fact, several authors produced exaggerated and over-optimistic 

statements. Sealy (2003: pg. 336), for example, based on the Trinidad and Tobago case 

assumes that ICT may provide "opportunities for progress in all walks of life for all 

education, communication, economy, health, better service delivery, social and cultural 

advances" for individuals in the Caribbean (see also Lovink, 2004; Lyons, 2002; Plaut, 

2004; PNUD, 2004). Sealy (2003) also mention that the access to ICTs tools would 

eventually lead to a "change in the way in which ordinary people interact with society". 

The democratisation of society and the inclusion and participation of rural and 

peripheral areas and marginalised populations should also be expected (Sealy, 2003; 

Streeter, 2004; Castells, 2001). Sealy (2003: pg. 336) was sure about the ICT tools 

potential to "boost GDP, create new job opportunities, accumulate human capital, 

increase private sector growth, and reduce dependency on agriculture and 

manufacturing". Concerning the specific case of the RUPs, Lopes (2001) provided quite 

a similar analysis equating the Information Society Project with an opportunity for 

structural change. 

Concerning rural areas, some authors speculated about SMEs competing with larger 

urban counterparts via the Internet would open up new markets abroad that were not 

previously accessible (Gillespie and Richardson, 2004). Thanks to the Internet 

revolution, SMEs were ascribed a potential to reach a competitive edge in terms of 

lower transaction costs. ICTs were understood to be an opportunity to overcome 

peripherality, contribute to environmental sustainability, address social exclusion issues, 

and increase the effectiveness and transparency of public administration in peripheral 

160 



regions. The re-localisation of urban based entrepreneurs and footloose service 
industries to rural areas was also expected (Grimes, 2005; Malecki, 2002). The 

attraction of highly qualified professionals as a consequence of ICT developments 

namely in the teleworking area was also accepted (Gillespie and Richardson, 2004; 

Richardson and Gillespie, 2000). Consequently, an up-grading of growth prospects of 
LFRs and thus the eradication of long-standing structural inadequacies and decades of 

economic and political marginalisation was assumed as likely. A peripheral 'leap- 

frogging scenario' was even accepted or, at least an acceleration of the process of 

convergence/catch-up was expected. 

In conclusion, the local understanding of the Information Society Project was touched 

by overt optimism and exaggerations, as the Information Society idea was conceived as 

a kind of 'magic solution' for a new cycle of development. However, as a result of the 

failure to meet expected results, the initial optimism was followed by a 'disillusion' 

phase. 

In the RUP context, the Information Society Project was closely linked to the 

availability of EU funds. As a consequence, many ICT programmes may rather be a 

result of easy access to EU financial transfers than a result of convictions. In most cases 

a genuine 'belief' in the IS Revolution was certainly absent. Both local corporations and 

policy-makers were not aside from the fact that some regions were experiencing a "great 

degree of uncertainty about how to best manage such changes for the benefit of all" 
(Wheeler, 2003: pg. 627). And most policy makers were rapidly convinced that putting 

the infrastructure in place, was, in the long run, the least difficult step (Webster, 2000). 

Consequently, in the middle of the 1990s it was already quite evident that the 

Information Society take-off was not an inevitable and deterministic result (Gillespie et 

al, 2001; Castro and Jensen-Butler, 2003). A quick return to 'normality' (in terms of 
development programmes) followed. 

As was mentioned above, regional development programmes strongly depend on EU 

financial transfers and EU policy orientation. It is important therefore, to provide a brief 

review of the evolution of the EU Information Society policy from the 1980s onwards, 

as it provides the background to evaluate many assumptions/policies underlying the 

Brussels conceptualisation of the Information Society Project. In fact, the ICT 

Revolution has been at the top of the policy agenda since the 1980s, as a special topic 

on the regional development agenda (Dabinett, 2001; Southern, 2002). 
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4.3 Lesson from the EU ICT Programmes 

The discussion about the ICTs/regional development link was triggered in the 80s by 

simultaneous developments in economic theory, namely in the economic growth field 

and concerns about the political implications of the EU integration. But there was also 

discomfort concerning the USA's lead in the Internet economy underlying the EU 

Information Society discourse. The European Commission seemed convinced about the 

alleged ICT potential. The Bangemarm Report released in the early 1990s (European 

Commission, 1994) claimed that ICTs were generating an industrial revolution that 

would be as far-reaching as past technological revolutions. The Information Society was 

understood as a means to "radically alter daily life, changing the way in which people 
live, learn, work, consume and communicate" (Dabinett, 2001: pg. 168). 

Even early, in the 1980s, the EU Commission had branded ICTs and telecommunication 

infrastructure as strategic weapons for the process of economic growth and structural 

change, given their potential to stimulate competitiveness and attract MNCs (Ramirez, 

2001; Robinson and Crenshaw, 2002; Ward, 2002; Robinson, 2002; Roller and 
Waverman, 2001; Gillespie, 1991; Gillespie, 1992; Gillespie et al, 2001). Basically, 

industrial and territorial competitiveness was conceived as being highly dependent on 
the adoption/use of ICT (Capello and Nijkamp, 1996; Dabinett, 2002). It was assumed 
that the provision of infrastructure and services would automatically generate a demand 

for telecommunication services in any socio-economic context, which Castro and Butler 

(2003: pag. 28) called a "modem version of Say's law" (See also Salomon, 1996). It was 

also assumed that a competitive advantage would result from the early adoption of ICT 

tools. That is, the EU Commission accepted a kind of technological determinism 

approach based on the inevitability of the Information Society revolution's intrinsic 

benefits. As a consequence, a bias towards supply side measures followed. 

But in the 90s it was quite evident that the mere offer of telecommunications 

infrastructures and services did not change the spatial distribution of economic activities 
(Capello and Nijkamp, 1996; Camagni and Capello, 2005). It was also evident that an 
ICT up-take programme was too complex and context-dependent to allow any 

measurable mitigation of development handicaps (Roman, 2004). Capello and Nijkamp 

(1996), based on a study on the impact of an Information Society project on both 
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Northern and Southern Italian region development prospects, showed the impact of 

micro-conditions. The absence of such 'micro-conditions' affected the overall efficiency 

of such programmes. And contrary to what was expected, a widespread adoption/use of 
ICT services didn't take place in Italian peripheral regions. 

In fact the Southern Italian example highlights the fact that most firms opted for a kind 

of 'technological opportunism' approach, as the adoption of ICT tools was conditioned 
by a strict utility/profit maximisation rationality, which is context dependent (Capello 

and Nijkamp, 1996; Salomon, 1996). It was also evident that ICT solutions could be 

ignored (no adoption) or isolated (ICTs not integrated into the business) but not 

automatically translated into behaviour changes and economic growth. 

However, although the more optimistic expectations didn't come true, as a consequence 

of the EU policy the old gap between core and peripheral regions concerning 
infrastructures was eliminated to a considerable extent. And thanks to both the Internet 

Revolution in the 90s and the deployment of telecommunication infrastructures in 

LFRs, an excess of optimism concerning the revolutionary effects of ICTs; once again 

pervades the Information Society debate. The optimistic approach concerning rural 

areas is now based on the idea that "at last ICT can assume a role of strategic weapons 

upon which the competitiveness that the SMEs and LFR regions depend" (Camagni and 
Capello, 2005: pg. 429; see also Grimes, 2005). Policy-makers believe again that SMEs 

"would overcome some of the disadvantages of their remote locations, and become 

more effective participants in larger market areas via Internet based solutions" (Grimes, 

2005: pg. 1064). The assumptions are even more optimistic than in the 1980s, as the 

initial infrastructure gap seems to have been filled, although this widespread belief can 

also be questioned, especially regarding the broadband issue. But one must recognise 

that EU policy is now quite distant from the initial technological determinism and 
"infrastructural" approach, which was a key feature of early telecommunication 

programmes. In line with the fashionable models, a shift towards a soft model (focused 

on increasing the level of technology awareness) is evident (Grimes, 2000). 

However, in the middle of the first decade of the 21st century, there is still a gap 
between the expectations and real patterns of demand and structural change. And as 

stated before, there is again a real danger of disillusionment that will lead to further 

exclusion and marginalisation. And it is still difficult to manage the adoption process 

and launch and implement Information Society related projects. According to Camagni 
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and Capello (2005: pg. 421) "the achievement of regional competitiveness via new ICTs 

remains a difficult process, fraught with many obstacles and bottlenecks which in the 

long run risk to exacerbate territorial inequalities" (see also Cuadrado-Roura and 
Garcia-Tabuenca, 2004). In fact, LFRs face new and more subtle barriers to succeed in 

the Information Society era. According to Camagni and Capello (2005: pg. 426) a 
demanding set of preconditions is required before a "successful and innovative adoption 

process can be achieved". Most ICT adoption studies acknowledge a strong industry 

mix bias concerning ICT business case. That is, potential advantages are sector 
dependent. In fact, "both the knowledge and experience required to handle firms 

restructuring processes in order to accommodate and integrate ICTs", and the business 

case to adopt ICTs are "highly unequally distributed among firms and territories, giving 

more chance to some areas" (Camagni and Capello, 2005: pg. 426). 

There are striking differences concerning the capacity to move up the adoption 

philosophy ladder. According to Camagni and Capello (2005: pg. 33) most SMEs in the 

LFRs are still attached to the Ist philosophy, the 'automation phase'. The 'celebrated' 

Internet-networking phase (the 3rd philosophy according to Camagni and Capello) a 
key feature of MNCs, high-tech start ups and networked firms, demands a business 

case (benefits above adoption and integration costs), imagination, entrepreneurial 

capability and financial and technical resources not available to most micro/SMEs 
(Castels, 2001). The 2nd philosophy concerning the 'integration' phase requires both a 
business case and financial capability to invest. In fact, the adoption of complex ICT 

tools demands "huge organisational capacity" and, above all, a 'business case' that 

doesn't exist in many SMEs located in remote areas (Camagni and Capello, 2005: pg. 
33; Grimes, 2005). 

Another problem concerns costs of access and availability of infrastructure. There is 

evidence to suggest that some peripheral regions, monopolistic (quasi-monopoly) 

structures in the telecommunications sector are still in place. The process of de- 

regulation and privatisation do not assure 'universal access' and affordable prices as far 

as complex ICT infrastructure and services are concerned. As a consequence, access 

costs are still a relevant issue in some LFRs (Waesche, 2003; Camagni and Capello, 

2005; Kenny, 2003). Despite all efforts to lessen the infrastructure gap, equal access in 

terms of network quality and cost of access between core/rural regions' firms cannot be 

assumed (Grimes, 2005; Malccki, 2003). 
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Thus, an analysis of ICT adoption paths in Europe seems to suggest further 

I exacerbation of territorial inequalities' as the ICT business case is concentrated in the 

most dynamic regions and LFRs lack 'arguments' to succeed in the 'digital era'. In the 

end, businesses located in rural areas face ICT related threats due to a) "a lack of 

affordable access to high quality infra-structures" as a result of "the end of universal 

access"; b) "the on-going process of bypass rural areas to re-locate in developing 

countries" and c) "extra-competition from core regions" (Premkumar and Roberts, 

1999: pg. 468; see also Gillespie and Comford, 2001; Castles, 2001). In fact, further 

divergence between urban and rural areas is a likely outcome of the on-going process of 

adoption and use of ICT tools. 

4.4 An extensive critique of EU IS policy and IS based regional development 

models 

The EU's Information Society policy has not been overtly deterministic since the 90s. 

In line with the new "regionalism approach", both EU and most national ICT policies 
have moved away from an infrastructuralist to a soft approach, as most ICT projects are 

now focused on increasing the effective use of complex Internet related technologies 

and services (eg. e-business and e-commerce models). However, the EU 

conceptualisation of the Information Society policy is still plagued by several 

theoretical flaws and wrong assumptions and exaggerations. 

4.4.1 A misleading and exaggerated conceptualisation of the ICT and regional 

development nexus 

As Grimes (2005,2000) argues the fundamental flaw in policy in the conceptualisation 

of ICTs concerns the implicit assumption that access to ICTs would mitigate the 

importance of 'more basic requirements such as entrepreneurial skills', a coherent 
development trajectory and internationally competitive products (Porter, 2001; Pires, 

2002). As stated by Malecki (2003: pg. 202), the "apparent simplicity of the Internet as 

a tool for businesses to reach distant markets can cause business owners to neglect long- 

established 'rules' of successful business". Such implicit assumptions led policy makers 

to expect an up-grade of the region's export status. In fact, the use of the Internet did not 

result in higher levels of competitiveness among businesses, as export patterns are 
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similar to those in place in the 80s (Southern & Tilly, 2000). Export capability is still 
based in 'old competitive advantages' and cannot be up-graded in the short term (Lim5o 

and Venables, 2001; Venables, 2001). 

Another problem concerns the design, priorities and expectations attached to the 
Information Society Project. Although there is a consensus about the alleged impact of 
ICT policies, Grimes (2005: pg. 1065) is well aware that "the specifics of making this 

happen have often been poorly thought through" (see also Comford et al, 1996; Grimes, 

2003b). Quite often policy-makers underestimated the "exigent set of requirements" 

needed to foster the use of ICT tools (Grimes, 2000: pg. 17). As a result of 

misconceptions and wrong assumptions, the 'telecommunications infra-structure 

remains massively under-utilised as a result of 'wrong investments'. Comford et al 
(1996) based on an in-depth analysis of an Information Society based project in 

Scotland, assumes that the wrong technologies may have been promoted as an 

effortless adoption of ICT tools on the local SMEs' part was assumed (see also Grimes, 

2000). All evidence available point to low rates of adoption and use of complex ICT 

tools, with many firms using the technology in a very basic manner (Smallbone and 
North, 1999). However, EU policy still promotes quite complex e-business models, 
despite all the mounting evidence about massive under use of such complex 

technological solutions amongst SMEs. 

4.4.2 Social exclusion and the economic bias of the EU normative framework 

A further theoretical flaw concerns the ICT/social inclusion link. In the 90s, the ICT 

discourse was extended to the social inclusion/exclusion arena as enthusiastic academics 

and policy makers believed in the apparent inevitability of the 'Information Society' 

Project. Since the 1990s it was accepted that the access and use of ICT were "the 

indispensable grammar of modem life" and a "tool kit necessary to participate and 

prosper in an information-based society" (Selwyn, 2004: pg. 2). It was assumed that 

greater access to ICTs would increase individual opportunities in terms of 
leaming/skills, and fill in gaps in the individual career history and educational 
background. A reduction of negative attitudes towards learning and technology was also 

expected (Southern, 2002). Non-access to ICTs was linked to increased and cumulative 
levels of poverty and isolation in peripheral and disadvantaged communities (Servon 
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and Nelson, 2001; Benton Foundation, 2004; Kruger, 2004). 'Digital exclusion' (i. e., 

non access to digital technologies) was interpreted as a new form of exclusion and 

reinforcement of the existing pattern of social/economic exclusion. 

The ICT discourse was impregnated by notions of social justice and 'opportunities for 

all' and as mentioned by Selwyn (2002: pg. 2) the "evangelical zeal of futurologists and 

technologists was taken up with equal determination by governments around the 

world". In fact, both national governments and international institutions advocated and 

supported ICT policies, in order to avoid a large numbers of citizens being left behind 

(Demoussis and Giannakopolous, 2006; Der Meer and van Winden, 2003; Kruger, 

2004). It was obvious in the 1990s that internal digital divides in nations were 

comparable to international (North/South) disparities which provided the political and 

moral ground to launch ICT programmes (Femdndez-Maldonado, 2004; Boden and 

Molotch, 2004; Graham, 2004). In fact, given the extension and complexity of the 

digital problem, the "policy consciousness of many Western governments" was affected 

and, as a result, a plurality of programmes/policies aimed to cope with the 'digital 

divide' were designed and implemented (Selwyn, 2002: pg. 2; see also Coe and Yeung, 

2004; Dabinett, 2002; David, 2003; der Meer and van Winden, 2003; Odenhaal, 2003; 

Dickinson, 2005; Kruger, 2004; Weach, 2003; Sidorenko and Findlay, 2001). 

And it was also acknowledged that internal gaps (inside cities and neighbourhoods) in 

terms of access to PCs and the Internet defied any spatial categorisation. According to 

Graham (2002: pg. 37) "social and economic cores and peripheries of the global 

information age, rather than being continents apart, now often lie geographically 

adjacent to each other within individual cities. Often, they are literally a few feet apart, 

separated by gates, walls and highly uneven access patterns to the crucial portals that 

support participation in electronic domains". In the context of most OECD countries, 

there is evidence to suggest that "large portions of the city have been attracted into 

deeper poverty and infrastructural decay" and digital exclusion (Sassen, 2002; pg. 2). 

Given the tendency to increased polarisation and fragmentation inside cities, Graham 

and Marvin (1997) introduced the idea of 'fracturing of space' and 'splintered 

urbanism' to analyse the likely impact of ICTs on the urban areas fabric (see also 

Femdndez-Maldonado, 2004; Graham and Marvin, 2004). According to Graham (2002: 

pg. 37), "urban societies become separated into the 'on-line' and the 'off-linc', "in 

complex tapestries of inclusion and exclusion which work simultaneously at multiple 
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geographical scales" (see also Robinson and Crewshaw, 2002; Graham, 2004; Cauter, 

2004). 

The social inclusion/digital divide nexus suffers from striking theoretical and 

methodological flaws which deserve detailed attention. Dabinnet (2001), Southern 

(2002), Selwyn (2002: 5) and Kruger, (2004) question OECD governments' 

conceptualisation of the digital divide and ICT based programmes. In fact, the 

rationality underlying the ICT based social inclusion project is anchored in a strong 

economic component. Selwyn (2002: pg. 6) quotes Tony Blair: "Universal Internet 

access is vital if we are not only to avoid social divisions over the new economy but to 

create a knowledge economy of the future which is for everyone. Because it's likely that 

the Internet will be ubiquitous and as normal as electricity is today. We cannot accept a 
digital divide. For business. Or for individuals". 

As the ICT agenda is predominantly economically focused, "any concern with the 

socially excluded can be more accurately seen as concern with the economically 

excluded (Selwyn, 2002: pg. 12). According to Selwyn (2002) the ICT/social inclusion 

agenda discourse is especially concerned with the integration of unemployed people in 

the dominant society and in the 'new work ethic', rather than aim(ing) for solutions 

which reduce the real reasons behind the exclusion. Consequently the 'production 

activity' dimension of social exclusion is privileged at the expense of a more 

cultural/political stance (Selwyn, 2002 and 2003). In fact, most ICT programmes are 
focused on employability and unemployment concerns. Selwyn (2002) criticises the 

rationale implicit in ICT training programmes, as their emphasis is narrowly focused on 

technical training, technology-based life-long learning and high-tech skills issues, as 

opposed to the use of technology for general learning. 

4.4.3 Wrong assumptions about the rural digital divide 

It is also (wrongly) assumed that "rural citizens often lack the skills or knowledge to 

realize the importance of digital information and communication (Malecki, 2003: pg. 
102). Despite the multiple evidence of technophobia (fear of technology, technology 

stress), ignorance and lack of understanding and/or lack of motivation to adopt 

technology, "rural areas may be considered to be digital" (Malecki, 2003: pg. 202; see 

also Liaw et al, 2006). Rural areas do not lack examples of sophisticated ICT users and 
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opportunities to explore ICTs tools and up-grade the level of competence in the ICT 
field. But there is no critical mass and business case (economic viability) to sustain an 

early introduction of complex ICT solutions. As a consequence, equal opportunities in 

terms of access to relatively complex ICT services between high density urban markets 

and low density rural areas are not achievable outside a 'universal access' scheme. In 

fact, there isn't a pure market solution for the slow diffusion of affordable access to 

broadband infrastructure in rural markets as 'thresholds of demand' are not reached. As 

rural areas are 'unattractive market' areas for most telecommunication companies 
it supply and not demand is setting the agenda" (Kruger, 2004: pg. 323; see also Malecki, 

2003; Forester ct al., 2002; Labrianidis and Kalogeressis, 2006). Thus unless ways to 

restore demand as an engine of change are found, corporate interests will shape the 

I supply geography' (Gorman and Malecki, 2000). In conclusion, the rural digital divide 

is not linked to the lack of adopters, skills or willingness to experiment with the digital 

technology but to demand levels and 'operators' strategies. There is evidence to suggest 

that as a consequence of the privatisation of former telecommunications monopolies, 

major providers of telecommunication services cherry-pick market opportunities, which 
leads to an uneven offer of telecommunication services at national and regional levels. 

In fact, the end of the 'universal access' scheme had 'devastating' effects on the rural 
areas and even on urban settings. Graham and Marvin (2002: pg. 382-3) demonstrate 
how "processes of unbundling of infrastructure networks' and the fragmentation of 
urban space", aided by an on-going process of privatisation/liberalisation leads to 
"splintered urban areas" and unequal access to sophisticated ICT services. According to 
Graham and Marvin (2002; pg. 382) policy-makers, developers and larger corporations 

are working together to build up a "wide range of premium and secessionary 
infrastructure networks customised to integrate and interconnect affluent and powerful 
spaces and users, and bypass less valued intervening ones, where access to even basic 

network services becomes undermined". 

4.4.4 The problem with 'quick iix' solutions for the 'periphery development' 

problem 

Both a temporal dimension and network/learning effects are absent from the analysis of 
the likely impact of the Information Society Project in peripheral areas, and as a 
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consequence unrealistic short terms results are expected (Meijers, 2005). The existence 

of a time lag effect in the adoption of radical new businesses models is now well 

understood and documented, but policy makers and academics seem to insist on short 
term approaches and expect an 'instantaneous' large scale adoption of ICT tools (Wang, 

1999; Rogers, 1995). As stated by O'Mahony and van Ark (2005: pg. 300) "much of 

the impatience at the apparent lack of productivity pay-off to ICT investments was due 

to an initial lack of awareness of the lengthy timescales under which earlier 

technological revolutions had unfolded". An initial reluctance to adopt radically new 
business models before the critical mass point is reached, is well accepted by Diffusion 

of Innovations Theory. Quite often, in the initial phase of the diffusion/adoption 

process, only a small number of innovative entrepreneurs are enrolled. Although further 

growth is (mathematically) expected, there is widespread scepticism within the rural 
SME sectors about the suitability of e-commerce based business models for their 

specific business activities (Grimes, 2005). Hence it should be accepted that the critical 

mass point may never be reached. In fact, the success of a process of adoption/diffusion 
depends both on a sufficient demonstration effect from a small number of innovating 

firms and a network effect (based on information spill-overs, positive beliefs on the part 

of early adopters) that would lead to higher levels of adoption amongst non adopters 
(Malecki, 2003; Grimes, 2005: pg. 1066). And the problem in LFRs concerns exactly 

the number of potential adopters and the business case to adopt complex ICT tools. 

In fact, EU institutions expect ICT adoption rates in rural areas not even seen in core 

regions. The process of adoption/diffusion of complex Internet models is moving quite 

slowly in both rural and urban areas as a consequence of institutional, political and 

cultural reasons and corporate strategies. Even in the MNCs' case, e-commerce 

adoption rates evolve quite slowly, partly due to the 2001 crisis from which emerged a 

general disillusion with e-business models (Leinbach and Brunn, 2001). Data 

concerning both the US and EU suggests that the adoption of e-commercc/e-business 

models is in the early stage in most EU countries (Peet et al., 2002; O'Mahony and van 
Ark, 2005). In fact, there is a time lag between the US and EU in the adoption of radical 

new business models that should not be ignored (Wang, 1999; Jorgenson and Vu, 

2005). 

The ICT discourse also seems to ignore time effects namely regarding individual 

adopters. Although an instantaneous process of diffusion/adoption is assumed, this is 

170 



not the case. In relation to ICT adoption, Demoussis and Giannakopolous (2006: pg. 76) 

defined state dependence as "individual attachment to his/her preferences that were 

revealed some time in the past, when both alternatives (adopt/not adopt) were 

presenteX'. For example, non-adopters can be affectively attached to traditional 

communication methods such as face-to-face contact or may fear the scale of the 

adjustment cost involved in adoption; consequently, the "transition from the state of 

non-ownership [of PCs] to the state of ownership, precisely because non-owners [non 

adopters] are accustomed to alternative means, is necessarily a slow process" or indeed 

may never occur. In such a scenario of state dependence, the ICT policy impact "will 

spread over a number of years". As a consequence, the policy objective of bridging the 

digital divide will not be viable in the short term, as the demographic and educational 
factors impacting the state dependence status cannot be drastically changed. In fact, it is 

easier to manage factors such as income than personal attachment linked to 

demographic and educational factors. Thus Demoussis and Giannakopolous (2006: pg. 

76) conclude that: 

"network effects and/or learning spill-overs, albeit important, seem to work in a slow 

manner. The main implications of our findings are that (i) the process of narrowing the 

digital divide between Greece and its EU partners will take some time, much longer 

than is usually thought and (ii) given the existing differences in ownership rates within 
Greece, diffusion of home computers could reach saturation levels while a significant 

portion of households abstain". 

4.4.5 The 'cultural divide' between the Internet and LFRs 

The overall impact of ICTs tools and e-business models in US economic growth seems 

undeniable. However, although the data support an optimistic approach concerning the 

ICT/growth link in the United States, it seems difficult to replicate the US experience 
for the EU and Japan. There are structural differences between the USA and Europe 

concerning attitudes towards technology, the share of ICT producing sectors and 
business culture. A US lead in the quality of the 'entrepreneurial ecosystem', numbers 

of high tech entrepreneurs and venture capitalists, alternative funding schemes and 
R&D capability (interaction university/industry) is evident. Concerning differences 

between France and the USA, Nayman (2003) states that ICT payoff lags depend less 
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on investment rates than on the adaptation process. Colecchia and Schreyer (2002) also 

show that ICT adoption rates depend on the flexibility of products, labour markets and 
business environments. O'Mahony and van Ark (2005) suggest that 'regulation 

constraints' in Europe limit the difftision of US retail business models to the EU 

context. US retailers benefit from scale effects, which are hard to implement in Europe 

due to legislative and cultural constraints. It is evident that, underlying the US ICT lead 

there are complex interactions between ICT diffusion and organisational up-grade and 

micro-economic reforms that most EU countries try to ignore. Thus an in-depth analysis 

of patterns of structural change, de-regulation in the telecommunications sector and 
labour market reforms must be added to the debate in order to understand the on-going 
EU delay in ICT adoption. 

As is shown below in Chapter 5, the likely impact of ICT investments depends both on 

complementary investments and organisational and cultural changes designed to 

maximize the benefits to be gained from ICTs (Bresnahan et al., 2002). However, US 

firms have more capacity to blend 'technology' and 'organisational change' as they are 

not restricted by the European Social Model. European firms face the extra adjustment 

costs which are contributing to slow down the process of adoption of ICT adoption tools 

by a large number of SMEs. 

The contradictions in the EU Information Society discourse seem more and more 

evident. Walbum (2005: pg. 305) quotes The Guardian on 28th March 2005, which 

states that the "Lisbon Agenda idea [the EU economy as the most competitive and 
dynamic knowledge based economy in the world in 2010] now seems embarrassing if 

not downright ridiculous". From the analysis of the differential between the EU and the 

USA it can be suggested that the analysis of the cultural/political background of 

peripheral regions must be integrated into the theoretical framework in order to 

understand the likely outcome of the Information Society project in LFRs. In fact, 

firms' organisational culture and society's readiness to accept structural changes may 
diverge from the ideal individual-based, collaborative, and technology prone culture 
(Boyle, 2002; Castells, 2001). 

The complexity of the social and cultural change needed to foster the Information 

Society Project seems to be ignored. Boyle (2002: pg. 102) points to the risk of 
"underestimation of the complexity of social change involved in such development". 

Boyle (2002) also criticises an understanding of complex social development goals as 
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ftmctional/technical problems (see also Comford. ct al, 1996; Slater, 2003). In fact, the 

top-down approaches that are guiding the EU normative framework ignores the 'context 

dependency of the up-take of technologies and that development and application is 

embedded in existing economic and social structures (European Commission, 2002). 

The Information Society project is linked to a specific 'Internet based culture' which 

may be at odds with the local culture and corporate strategies, evident in LFRs (Wang 

and Fesenmaier, 2004; Boyle, 2002). 

4.4.6 ICTs, local markets losses and local policy makers' disillusionment 

Further, 'negative effects' linked to the widespread adoption of ICTs have been ignored. 

The upgrading of telecommunications infrastructure may result in the opening up of 

peripheral areas to greater outside competition (Copus, 2001; Grimes, 2003b; Malecki, 

2003; Sung and Wang, 2005). In fact, ICT based solutions permit Internet based 

marketing operations without any physical/direct presence of firms based in core 

regions. Richardson (2001) conceives such Internet marketing operations as examples 

of 'tele-colonisation", from which may result 'losses of jobs' as many micro/SME will 

not resist external competition. In fact peripheral market areas could see increased 

penetration of imported goods facilitated by e-commerce and on-line shopping (Sun and 
Wang, 2005). As a result of such penetration "the loss of local value added from 

consumer expenditure through the demise of intermediaries (such as shops, wholesalers 

and retail banks in the distribution and finance chain)" should also be expected 

(Grimes, 2003b: pg. 178). 

In fact, ICT solutions may both erode monopoly advantages and the market shares of 

local firms. As the distance protection factor is not in place, it is not possible to protect 
'infant sectors' and the local firms' market share. Sclove (2004) shows the perverse 

effect of on-line shopping in terms of local high street shops sales level and local 

employment opportunities (see also Sinai and Waldfogel, 2004). The e-commerce 

phenomenon may result in a self reinforcing/destructive effect as the shrinking of the 

local economy weakens the local democratic culture, the capability for collective action, 

community vibrancy, local employment and entrepreneurial opportunities (Sclove, 

2004. pg. 361). E-commcrce solutions favour outside control on the national/global 
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forces part. In the end, local on-line shoppers will be affected by the reduction of the 
local economy prospects due to their on-line experience. 

Further, the generalised scepticism about c-commerce benefits on the part of policy 
makers and officials in charge of ICT programmes seems to be ignored. "Agency 

personnel who are charged with its promotion" also share the negative attitude towards 

technological solutions (Grimes, 2005: pg. 1064). This gencralised disbelief would 

probably lead to a delay in terms of momentum concerning the implementation of ICT 

projects. However, ICTs are a double challenge to policy-makers; they cannot ignore 

the ICTs' potential even if at the moment adoption rates are quite low and favour a 

sceptical approach and a diversion of funding to other priorities. But RUPs risk extra 

marginalisation as ICTs are conceived as a critical base for ftiture economic and social 
development and industry and society standards. Around 50% of the economic 

production in the OECD context is already based on 'knowledge' (Parker, 2001; 

Castles, 2001). Castels (1996) alerts policy-makers not to underestimate the potential 

offered by ICTs despite the current 'misleading hype'. And Grimes (2005: pg. 1066) 

declares that "in the long term, therefore, the conviction of policy-makers that the 
digital economy can offer significant opportunities for rural business may prove to be 

well founded". But the absence of direct/visible electoral outcomes undermines for the 

time being the political relevance of the ICT project. 

4.4.7 The ICT discourse as an obfuscating device 

The Information Society discourse is specially criticised for the deliberate exclusion of 
controversial issues concerning politics and the organisation of the society. In fact, the 

ICT/social exclusion agenda may be read as an obfuscating factor that constrains the 

political debate about regional development options and international economic 

regimes. As Graham (2001: pg. 132) argues, the information society concept, along 

with its ally (the knowledge economy concept) is the most obfuscating rhetorical 

construct especially regarding political and economic regimes. Coe and Yeung (2004: 

pg. 354) also acknowledged the 'obfuscation' of complex and contingent relations 
between ICTs and material geographies. In fact, the ICT/social inclusion discourse is 

linked to wider narratives of the 'information age', and 'knowledge economy', all of 
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them based on a strong emphasis on technology and employment and competitive 
imperatives. 

Selwyn (2004) refers that ICT policy is presented as if it was directly dictated by matter 

of fact. In fact, issues concerning political economy choices, moral/political 

responsibility and political and cultural inclusion of marginalised groups are missing 
from the account. The ICT/inclusion discourse may be read as a 'political distraction', 

due to the fact that the social/political issues critical to understand the social exclusion 

topic and the international political economy regimes in place are excluded. The ICT 

discourse "obscures deeper structural inequalities at the heart of social deprivation, 

poverty and unemployment, "divert(ing) attention away from the radical political 
discourse and encourages conformity and resignation to the status quo" (Barry, 1998: 

pg. 5; see also Lyon, 2003). Selwyn (2002: pg. 16) argues that the "issues of poverty, 
long-term unemployment and social deprivation can be depoliticised and, in some cases, 

glossed over". Adam (2001: pg. 236) criticises the technology determinism stance 

underlying the ICT discourse as "it does not promote an analysis and critique of the ICT 

Revolution, and thereby it denies the potential for political choice in the use and design 

of technology". In a similar way, Heeks (2002) and Mosco (2004) also consider the 

"notion of digital divide" (one of the hot issues of the Information Society paradigm) 

unhelpful, giving too much emphasis to the technology, drawing attention away from 

other divides and inequalities that hamper development". To Adam (2001: pg. 236) the 

Information Society discourse and neo-liberal agenda are to blame as they "take for 

granted the objectivity of the world and the trajectories of technologies within it as 

inequalities are then seen as relatively superficial components of social life which can 

usually be ameliorated without major change to social structures". Alibhai-Brown 

(2000: pg. 249) observes that "social exclusion experts have shifted the focus from 

structural problems - some deliberately created to placate the gods of modem capitalism 

- to a behavioural model where those who are socially excluded carry some of the 

responsibility for not doing more to belong". 

As mentioned before, the Information Society discourse is impregnated by myths, 

metaphors, wrong assumptions and overt exaggerations. An oversimplification about 

critical 'cause and effect' relationships obscures crucial elements of the policy-making 

process concerning ICTs, regional development and society choices. Flores and 
Winograd (quoted by Boyle, 2002) alerts us, in relation to the technology/development 
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discourse, to the risk of a "narrowing view towards the nature of the problem and the 

possible solutions". In fact, a serious handicap of the EU Information Society policy 

concerns the 'narrow focus' on supposed ICT distance-shrinking powers to overcome 
the friction of distance and tyranny of geography. As a consequence, other dimensions 

are excluded from the analysis, such as the LFR's problematic background in terms of 
business culture and attitudes towards technology. 

4.4.8 The real divides: social/economic background and economic inequalities 

There is plenty of evidence to accept a kind of universal access concerning basic ICT 

tools. But, the same does not happen in relation to complex issues of levels of 

connectivity and personal relevance in terms of context/quality of access and value of 
use, which are more important than mere access to the Internet. In fact, the digital divide 

issue concerns, in the EU context, quality of access which may be understood as a reflex 

of "symptoms of a much larger and more complex problem - the problem of persistent 

poverty and inequality, low educational background" (Servon and Nelson, 2001: pg. 
421; see also European Commission, 2005; Robinson and Crewshaw, 2002). Although 

access is (theoretically) universal and most individuals have the resources to buy a PC, 

most of them are not qualified enough to benefit from it (Almeida and Freitas, 2007; 

Almeida et al, 2007). 

In fact, ICT access is patterned along the lines of socioeconomic status, income, gender, 
level of education, age, geography and ethnicity, English-speaking proficiency, urban 

residence, inequality (expressed via GINI index) and level of democracy (Polikanov and 

Abramova, 2003; UNDP, 2001; Robinson and Crewshaw, 2002; Kiiski and Pohjola, 

2002; Kenny, 2001; Forestier et al, 2002; Franzen, 2003; David, 2003; Robinson and 

Crewshaw, 2002; Kruger, 2004). In relation to Greece, Demoussis and Giannakopolous 

(2006) witness the impact of negative factors such as marital status (married), age (more 

than 60 years), no children (older than 29 or without children), (low) educational 
background, low income and a negative attitude towards technology. The evidence also 

shows that 'density effects' (number of households with access to PCs in a given area) 

and network effects are impacting the process of adoption/diffusion. There are therefore 

reasons to expect the exclusion of specific social groups, such as, socially excluded (in 

terms of employment/income) individuals and rural/peripheral areas (UNDP, 2001). 
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Almeida et al (2007), concerning the RAM case study, show that 86% of high-school 

students have access to a PC at home, a figure in line with other results shown in the 

literature. However, in relation to these 86%, only 20% of their parents have (according 

to children's perception) an acceptable level of ICT/Internet skills. These results are in 

line with previous claims that "low income groups and minorities, people who live in 

inner cities, i. e., "people left behind" have shown growing access rates, as a 

consequence of the fall in prices of PCs and ICT policies (Nelson and Servon, 2001: pg. 

422). As mentioned by Demoussis and Giannakopolous (2006: pg. 80) "state of the art 

computers and Internet access are available nowadays at affordable prices for the vast 

majority of Greek households". Thus, what matters is how intrinsic factors to 

individuals (such as individual preferences/traits and skills/competences) may prevent a 

generalised use/impact of ICTs tools in terms of ordinary life. But data concerning the 

educational background is not promising. In fact in most LFRs, one of the key 

determinants of the observed ICT adoption pattern is 'human capital endowment' and 

attitudes towards new technology and computers (Venkatesh and Brown, 2001; 

Venkatesh et al, 2003; Antonelli, 2003). Aspects concerning the attitude towards 

technology will be analysed in Chapter 5. But for the moment, it can be stated that data 

concerning the educational background in the RAM show a high percentage of illiterate 

people. Only a small fraction of the population has ICT/Internet skills to explore the 

technology for their own advantage, even if they have the resources to purchase 

sophisticated PCs systems (European Commission, 2005; Vodoz and Guoauque, 2003; 

Baloglu and Pekcan, 2005; Selwyn, 2002; Selwyn, 2004). 

As seen before, a critical problem concerns cost of access. Although prices are quite 
low, that does not mean that access cost is a non issue. As the universal access rule is no 
longer available, it is difficult to challenge the inequalities in the ICT field based solely 

on a market-driven solution. As a consequence 'have-nots' may be stigmatised and 

experience 'second-class' access unless they choose to "take individual responsibility 
for the economics of getting on-line" (Haywood, 1998: pg. 23). In fact, the 'have nots' 

must "conceive themselves as the centre of action, as the planning office with respect to 
his/her own biography, abilities, orientations, relationships and so on in order to avoid a 

permanent disadvantage in the digital era (MacLeod, 2000: pg. 220). There groups of 

users can be identified: a) those who have ICT resources and skills to experience 
interactive and empowering uses; b) the unprivileged group in educational terms but 
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with the resources to buy PCs, which are experiencing occasional and constrained 

access; and c) the excluded group in terms of educational background and financial 

resources (Graham, 2004; Selwyn, 2002). It can be suggested that most individuals in 

RUPs fall in the second category. 

4.4.9 A global evaluation of the EU ICT programmes 

What seems clear from the analysis is that "dominant trends in the ICT field are 

currently helping to support new extremes of social and geographical unevenness within 

and between human settlements" (Graham, 2002: pg. 37). Most authors also 

acknowledged that a mere offer of ICT infrastructure and ICT programmes usually fail 

to address the 'digital divide' problem, "which at the very least is a social and economic 

challenge (low level skills/income and not a technological one" and the boostering of 

the LFRs development prospects (Southern, 2002: pg. 698). Concerning the likely 

impact of the ICT policy in terms of social inclusion and urban regeneration, it is 

important to acknowledge that the size of the task ahead, as far as regeneration is 

concerned and the range of the problems to be dealt with in the social/employment field, 

limits the range of achievements. Hence, Southern (2001: pg. 698) define the 

ICT/Exclusion programmes as "woefully inadequate gestures". In fact, it is hard to 

conceive of ICT based programmes that may be managed to compensate for 

society/economic inefficiencies (political and cognitive lock-in) and decades of 

peripheralisation and poverty. In fact, ICT access patterns reflect and reinforce what is 

already going on. David (2003: pg. 249) suggests that "policy and practice in the wider 

social arena will determine the effectiveness of computer based training, not the other 

way around" (see also Graham, 2002; Graham, 2004). Labrianidis and Kalogeressis 

(2006: pg. 29) also states that as the geography of the Internet "appears to reflect and 

consolidate previous rounds of capital accumulations", new rounds of uneven 
development and spatial inequality should be expected. 

However, it should be acknowledged that the Internet can help to show the way out and 

provides new ways to address this problem. But there is no doubt that technology is not 
the answer but one of many critical resources. According to Servon and Nelson (2001: 

pg. 423) "a technical fix for urban poverty and rural/low income community's 
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problems" is not available and it is quite dubious that there is a short term "technology- 

led response to industrial decline, regeneration and social exclusion". 

The social and cultural handicaps in place, which may constrain short term 'solutions' 

for the social exclusion/regional problems, are not easily overcome. Economic and 

social regeneration depends both on economic factors (such as development potential, 

public investment, entrepreneurship and access to markets) and social and cultural 

factors (such as "vibrancy of local actors, their effort, commitment and opportunity to 

shape development") (Southern, 2002: pg. 697). In fact, when "aims, aspirations and 

choices made by those [who should be most] interested in regeneration and 
developmenf' are absent there is little room for successful development experiences 

even if supported by ICT systems (Southern, 2002: pg. 697). In fact "when unconcerned 
individuals are provided with computers and Internet access, not much changes" 

(David, 2003: pg. 249). The factor 'vibrancy of local actors' takes us to the analysis of 

the agency, a topic often absent from the ICT/social inclusion discourse. 

But it is important to attach some credit to the Information Society discourse. National 

ICT Agendas should be understood as (desperate) efforts to manage international 

economic imperatives rather than solve local inclusion/exclusion and regional 
development problems. In fact, and accordling to Selwyn (2002), local governments 
intend to tackle the dilemmas of the 'information society' on behalf of their citizens, in 

order to counteract a 'pure market mechanism', from which high levels of exclusion 

would result (se also, Castro and Butler, 200 1: ). Selwyn (2002) and Malina (1999) place 

the ICT policies in the context of the New Labour agenda and state-directed 'benevolent 

capitalism'. From this point of view, ICT policies may be conceived of as efforts to 

avoid "giving way to irresistible external forces and/or new techno-economic paradigm" 

(Bunnell, 2004: pg. 351). In fact, the EU Information Society project may be understood 

as an effort to "anticipate, accompany and guide these processes in such a way that the 

opportunities offered are maximized, and the risks related to the rapid deployment of the 

information society avoided" (Dabinett, 2001: pg. 168; see also UNDP, 2001). Almeida 

et al (2007) provides evidence to support this 'benevolent' approach. About one third of 

student households with a PC benefited directly from ICT programmes launched by the 

local government in RAM. In fact it seems incorrect to criticisc any policy move linked 

to an eventual reduction of the extension of the digital exclusion (Coe and Yeung, 2004; 

Cauter, 2004). 
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In conclusion, despite all 'oversimplification' problems, a 'genuine concern' to equip 

citizens to "deal with the associated risks and uncertainties of the free-market thrust of 

globalisation" should be admitted (Thompson, 1998: pg. 5). In fact, any step away from 

increased levels of digital exclusion should be welcomed. 

4.5 ICT prospects in LFRs: The economic dimension 

4.5.1 The economic dimension of the IS Revolution; is there a place for RUPs 

Our discussion suggests that the Information Society prospects are quite limited in the 

economic sphere for LFRs. There is, however, solid evidence to expect long term 

benefits as a result of investments in ICTs. Data concerning the long-running debate on 

ICT investment/productivity (growth) now favours a pro-technology attitude as it is 

relatively consensual that ICT investments accelerate economic growth both directly, 

via enhanced labour productivity and indirectly, via increased returns on investment in 

non ICT capital (Edquist, 2004; Boyle, 2002; Stiroh, 2002; Oliner and Sichel, 2000; 

Oliner and Sichel, 2002; Bechetti et al, 2003; Kraemer and Dedrick, 2001). But the first 

analysis released in the early 1990s suggested a negative correlation at both the firm, 

industry and economy level. Such a negative correlation was subsumed by the 'Solow 

Paradox' term (Edquist, 2004; Sidorenko and Findlay, 2001; Gordon, 2000; O'Mahony 

and van Ark, 2005; Kolko, 2002). However, more recent data (based on enlarged 

databases and sophisticated econometric techniques) seem to suggest positive and 

significant impacts of ICT investment at a national scale at least in the US. Colecchia 

and Schreyer (2002: pg. 432) point to a contribution of between 0.2% and 0.5% per year 

from ICT investment to GDP growth in the US (Wolf, 1999; O'Mahony and van Ark, 

2005; Sdnchez et al, 2005; Meijers, 2005; Colecchia and Schreyer, 2002; Vijselaar and 

Albers, 2004). In fact, the 1990s were characterised by a strong investment in ICTs to 

replace other capital, and results from such investments are now measurable (Colecchia 

and Schreyer, 2002). 

However, it is yet debatable whether ICT-led economic growth should be understood as 

a permanent phenomenon, as is implicit in the Information Society discourse. Some 

authors claims that the ICT led economic upsurge is only a temporary phenomenon, as 

productivity growth may be explained by the stage in the business cycle and/or is 
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concentrated in only a few sectors (Edquist, 2004; Wang, 1999; Lee et al, 2005; van 
Ark and Timmer, 2002; Meijers, 2005; Gordon, 2000; Hicks and Nivin, 2000). 

There is, however, widespread consensus about some stylised facts concerning the 

nexus ICT adoption/productivity growth relationships at different levels. First, it is 

accepted that ICT investment pay-offs are mediated by complementary factors besides 

capital deepening and labour increases. At the firm level, organisational and 

management up-grading and time are needed to see results from complex ICT 

investments (European Commission, 2005; Brynjolfsson, 1996; Bresnahan et al, 2002; 

Brynjolfsson et al, 2000; Dholakia and Kshetria, 2004; Spanos et al, 2001; Dedrick et 

al, 2003). At the aggregate level, factors such a country's economic structure and 

national wealth, government policy and human capital indicators must be analysed in 

order to assess the degree of preparedness to accept the Information Society project and 

the likely impact of the investment in ICTs (Dewan and Kraemer, 2000; Jalava and 

Pohjola, 2002). 

Second, at the firm level quantifiable impacts in terms of productivity/profitability are 

mediated by intermediate measures (Spanos et al, 2001; European Commission, 2005). 

As mentioned by Dedrick et al (2003: pg. 6) the "unique value of IT is that it enables 
fundamental changes in business processes and organisational structures that can 

enhance MFP" (Kudbya and Diwan, 2002). It is also acknowledged that ICT impacts 

are dependent on sector affiliation. And the OM's attitude, to the extent that it facilitates 

"restructuring, new management control systems and the redesign of processes" that 

should go along with the adoption of ICT tools is another critical factor (Dedrick et al, 

2003: pg. 9). 

Third, there are differentials, between firms and between regions in terms of 

productivity impacts (Labrianidis and kalogeressis, 2006). Firms' and regions' 

capability to exploit ICT investments is not uniformly distributed (Brynjolfsson and 
Hitt, 1995). Three factors may explain such contingent results: a) idiosyncratic firm 

characteristics (in terms of firm market position, brand recognition, cost structures; b) 

OM/key executive vision/leadership abilities and firm growth strategies and c) sector 

affiliation. These factors will negatively impact the ICT adoption rates in the LFR 

context, for the reasons explored below in Chapter 5. 
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Fourth, examples of "management failure to effectively integrate IT with the firm's 

business strategy" are too numerous to be ignored (Dedrick et at, 2003; pg. 10; 

Kummerow and Lun, 2005; Spanos ct at, 2001,2002; Garc8s et at, 2001). In fact, ICT 

payoffs depend crucially on organisational and strategic changes which are much more 

complex to manage than the initial investment in ICTs. Brynjolfsson and Hitt (2000) 

and Bresnahan et at. (2002) suggest the adoption of a cluster of management practices, 

including decentralised decision-making (which they called organisational capitao are 

necessary, in order to maximize ICT payoffs. ICT pay-offs seems also to be related to 

I quality of a firm's management', 'ICT commitment', 'the proportion of 'higher 

proportion of information workers' and 'employees' involvement in decision-making'. 

As is shown in Chapter 5, the predominance of SMEs in LFRs limits the applicability of 

complex and business practices and organisational learning models. 

Fifth, there is 'mixed evidence' at the firm level concerning the nexus ICT 

investment/financial performance relationship. As was mentioned above, intermediate 

links (i. e., a wider range of strategic and competitive factors that go beyond ICT 

investments) and temporal effects must be managed before any ICT benefits can be 

reap. And, some authors argue that ICT investments will not increase aggregated output 
"but only redistribute the pie, benefiting individual firms but not the economy as a 

whole" (Kraemer and Dedrick, 2001: pg. 321; see also Soete, 2001; Litvan and Rivlin, 

2003; James, 2005) 

4.5.2 Information Society prospects in rural areas 

We are now able to understand the potential offered by the Information Society Project 

to solve 'peripheral areas' problems. However, there is no consensus of 'good news'. 
The current deployment of ICT tools is not linked to a "reduction in spatial inequalities 

even if they restructure space" (Sassen, 2002: pg, 15; see also Sassen, 2000; Sassen, 

2004; Waesche, 2003). As seen above, ICTs were assigned a role to "reduce regional 
disparities in economic activity and employment" in peripheral areas characterized by 

geographical isolation. ICTs were understood as a critical solution to overcome the 
friction of distance and the remote location from central markets (Labrianidis and 
Kalogeressis, 206: pg, 27). However, many studies "continue to report relatively low 

levels of Internet usage in rural areas, with many firms using technology in a very basic 
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manner" (Grimes, 2005: pg. 1065; see also Grimes, 2003; Grimes, 2000; Richardson 

and Gillespie, 1996; Dabinett, 2001; Drew, 2003). And due to general disillusionment 

with the Internet Revolution "SMEs have become complacent, as they believe the 

option of e-business is over-hyped and less urgent and as a consequence the 

postponement of strategic planning and investment in e-business is a rule" (Ramsey and 
Ibbotson, 2006: pg: 326). 

For the moment, there is no clear and unequivocal pattern concerning centralisation or 
decentralisation of ICT related activities, as some economic and historical forces favour 

centralisation and concentration while others favour decentralisation and dispersion 

(Odenhaal, 2003; Ogawa, 2000; Mahizhana, 1999; Lcver, 2002; Lethiais et al, 2003; 

Furman et al, 2002). There is evidence that suggests that factors such as the complexity 

of the innovation/learning process, the hybridisation of technologies/resources and the 

importance of tacit and uncodified knowledge favour a concentration of 'strategic 

activities' in "creative regions" (Florida, 1995). However, an active export policy and 

subsidy policies on the part of peripheral regions' authorities may increase LFRs 

opportunities. Graham (2002: pg. 235) suggests that "the growing speed, complexity 

and riskiness of innovation", favour regions/areas with the right set of 'knowledge 

assets' and 'innovative milieus'. For example, economies of agglomeration seem 

critical to understand the location patterns in the media and finance industries as 

proximity to key players, the success/prestige image attached to urban areas and access 

to localisation/urban agglomeration economies are critical success factors. The success 

of territorial development forms such as innovative clusters essentially based on 

agglomeration economics and access to a pool of highly qualified personal in strategic 

activities such as communication, interpretation and evaluation, clearly shows the limits 

of a strategy based on ICT activities in most LFRs (Sassen, 2001). Further, the urban 
bias in telecommunication infrastructure so critical for corporations in the financial 

services and telecommunications/Internet sector again favours the urban areas (Gillespie 

and Comford, 2001; Boden and Moloch, 2004; Evans, 2002). 

However, most sectors witness a growing recourse to outsourcing as intellectual 

activities are more and more amenable to an extremely fine division of labour, 'de- 

skilling' and 'routinisation' (Wesche, 2003; Arora and Athreye, 2002; Deleuze, 2004). 

Thus, to the extent that it is possible to de-bundlc complex and unfamiliar co-ordination 

tasks in routine activities, a process of dispersion 'to remote/cheaper areas' may occur, 
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as long as these regions offer the right mix of requirements. However, the really 
innovative activities requiring a high level of complexity still favour an urban location. 

As mentioned above, the most innovative and 'desirable' economic sectors (financial 

services, Internet content) are concentrated in a restricted number of locations, which 
limits the number of alternative poles (Sassen, 2002; Zook, 2004; Coe and Yeung, 

2004; Porter, 2001). Zook (2004: pg. 210) shows how the production of Internet content 

exhibits a high degree of clustering despite "much-ballyhooed spacelessness". 

4.5.3 Endogenous development models 

The endogenous approach tries to develop local solutions' based on the widespread 

adoption/use of ICTs by SMEs/local businesses and ICT based access to external 

markets. However, the empirical data available does not support such an approach. 
Besides low adoption rates, peripheral regions witness the massive under-use of 

complex equipment/services and stable export patterns. Most SMEs do not need 

complex technologies or have access to advanced telecommunications, as only basic 

telecommunications are needed (Richardson and Gillespie, 2001; see also, Comford et 
al, 1996); Grimes, 2005). So, the real benefits coming from the use of complex ICT 
tools are expectably low, as complex ICTs are only well suited to "manage 

organisational complexity and communication at a distance, for example with remotely 
located customers". As stated by Richardson and Gillespie (2001) as SMEs arc 

organisationally simple and focused on local markets there is no business case for 

adopting complex ICTs tools. Lack of sophistication seems to be the norm at the SMEs 

level. As stated by Labrianidis and Kalogeressis (2006: pg. 28) "a much more serious 

concern, on the other hand, is related, not to the availability of infrastructure, but to the 

ability of rural areas to explore new opportunities, or in other words, the existence of 

mechanisms capable of transforming technology into innovation". 

Both endogenous and exogenous approaches (based on the attraxction of FDI) require 
heavy investments in telecommunication infrastructure and 'complementary requisites' 
(such as educational, organisational and institutional capacities). In the absence of 

comprehensive development programmes aimed to upgrade a wide range of 

organisational and socio-cconomic factors, local policy makers may reach the 

conclusion that all efforts pursued to attract FDI are another failure (Gillespie and 
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Comford, 2001). In fact, although the analysis of the current level of use of advanced 
telecommunications tools may suggests a 'demand insufficiency' problem, the real 

problem comes from the fact that 'distance-related barriers' are not always the main 

concern of local SMEs (Mitchell and Clark, 1999; Grimes, 2005). 

But it is important to mention that an exogenous approach based on the attraction of 
FDI (even if based on a low degree of agency) is not the worst case scenario, compared 

to the exclusion tout court from the current dynamics in the technological/development 

field. As stated by Webster (2000: pg. 82) being included in the "parts of the planet that 

global capitalism has little interest in" is the worst case scenario. And all development 

experiences provide at least employment opportunities even if changes in terms of core- 

periphery relationships are not perceptible (Mullings, 2004). 

4.6 Individual choices and the 'non-adoption' problem 

The EU Information Society normative framework and most adoption studies seem to 
ignore 'individual choice issues' as a kind of universal adoption is expected. However, 

as stated by Mahizhnan (1999: pg. 16) concerning Singapore: "it is not possible to reach 
the conclusion that all Singaporeans embrace IT and its applications with relish and 

without reservation. They do not. There are still segments of the population, especially 

among the older generation, whose trust in the impersonal-indeed non-human- 
electronic systems is very low". If most individuals are 'indifferent people', the 

uptake/diffusion of ICT tools will be limited as will the economic rationale for micro 
firms to adopt ICT tools. But, as most policy makers ascribe a 'universal benefit' to 

ICTs tools, agency and individual choices are easily ignored (Benton Foundation, 2004; 

Mitchell, 2004). In fact, many academics and politicians live in "exclusive ivory 

towers" and as such, they experience a professional, technological and 'inspirational' 

context unattainable by most ordinary citizens" (Kruger, 2004: pg. 321). 

Because ICT use is defined as an inherently desirable and beneficial activity for all 
individuals/firms" (Selwyn, 2003), non-adoption is understood in the literature as an 
"iffational and ultimately disadvantageous position to adopt", an "abnormal" decision, 

and "an obstacle to the inevitable march of technological progress" (Bruland, 1995 

quoted in Selwyn, 2003: pg. 112). 
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All the rhetoric around the information society construct, according to Licvrouw (1998, 

quoted in Selwyn, 2003: pg. 106), is based on the ideological assumption about the 

positive and socially integrating power of technology plus a "prevailing ethic of 
instrumental rationality and strategically practised self-interest towards accruing such 
benefits". Non-adoption is perceived as a deliberate exclusion from the Information 

Society and as an obstacle to economic regeneration. But cases like technophobia and 

lack of confidence (due to the complexity of technology and lack of skills) are not 

infrequent. 

Non-adoption is frequently understood from a pathological point of view (Selwyn, 

2003). Non-adoption is seen as the result of multiple personal deficiencies or eccentric 

personal ideology. A deliberate and rationale option of non-adoption is excluded from 

the analysis and the non-use of ICT is considered to be a 'problem' that can be 'solved' 

(David, 2003). Non-adopters are labelled 'disempowered', 'under resourced', 'under 

skilled individuals' and 'apathetic people' (Selwyn, 2003: pg. 100). The existence of 

80% of such 'pathological' cases in the RAM case seems, however, improbable 

(Almeida and Freitas, 2007). Thus a re-conccptualisation of non-adoption without any 

pejorative strings attached must be pursued. 

Selwyn (2003: pg. 107) suggest a multidimensional framework and a simultaneous 

focus on individual and collective influences. A Giddens structure/agency approach 

type may be useful as it acknowledges both structural influences and individual agency 
factors. Concerning individual agency factors, it can be said that data concerning ICT 

use show a "self-referential nature of much computer use, (i. e., deciding to use a 

computer for its own sake) (Selwyn, 2004: pg. 372; see also Selwyn, 2004; Selwyn, 

2006). 

An example of using ICTs for it own sake is provided by Valentine and Holloway 

(2001). In relation to the adoption/use of IT by young people in rural areas, although 

their parents expected an extension in space/time of the horizon of educational, 

economic, informational opportunities, Valentine and Holloway (2001: pag: 386) 

noticed that "the children themselves used the Internet to extend the scope of their 

knowledge in more everyday ways. Their most popular on-line activities included 

browsing the Web for information about celebrities from the worlds of film, sport and 

music, searching out shopping sites in order to find out about fashions and designer 
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labels... and using the Internet to find out information about their off-line hobbies and 
leisure activities". 

In fact, the non-inclusion of 'agency' concerns in the theoretical account limits the 

validity of more traditional approaches, as 'end users' do not always accept 'ready- 

made technological artefacts' (and the grand political project behind such 'solutions') 

without evaluation and adaptation. 

In fact, non adoption decisions are linked to factors such as 'relevance' (relative 

advantage), 'situation', and 'sense' (Ramirez, 2001; Roger, 1995; Selwyn, 2002). 

'Relative advantage' is defined as individual's perception of whether adopting an 
innovation is worthwhile or not in terms of economic and/or personal advantage (den 

Hooff, 2005). "Situation' is defined as "the applicability of a course of action to 
individual concerns or interests (David, 2003; Franzen, 2003). And Selwyn (2003: pg, 
108) points out that the "notion of meaning can be seen as being at the heart of whether 

an individual makes uses or does not make use of IM"'. 'Sense' implies that "only 

things that make sense to an individual in terms of their lived experience or lifeworld 

are being able to be seen as relevant and useful" (Selwyn (2003: pg. 108). If the levels 

of utility, sense and meaning are low, one shouldn't expect a widespread adoption/use 

of ICT tools. In fact, ICT adoption rates depend on the "actual value of use" (Southern, 

2002: 699), i. e., "how people use ICT, what for, and in what ways this adds value to the 
lives of individuals". Selwyn (2003: pg. 109) states that "those already strong or weak 

across all these [economic and social] domains have less compunction to be using ICT. 

If one of the perceived benefits of using ICT is to increase a sense of community, trust 

and interaction between people - why would people already established and strong in 

these areas necessarily turn to ICT over and above their already successful sources of 

community and interaction? Similarly, those who are lacking in the life domains 

outlined above are likely to be lacking for a variety of deep rooted social reasons - 
which will persist even if opportunities now exist via ICT". 

David (2003: pg. 249) links ICT adoption to experience/prospects in the labour market. 
For most employees "there was little call for computer use in most of the users' 

everyday lives", specially in an 'unfavourable' labour context (low tech and seasonal 
jobs). As a consequence, there was no opportunity to use ICT tools except for those 

"who run their own businesses" (David, 2003: pg. 249). That is, as mentioned by David 
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(2003: pag. 249), "ICTs ..., do not easily fit into the lives of those not living the lives 

of urban high-tech professionals". 

It can be suggested that a large number of individuals are not genuinely interested PCs, 

even if they have experience and intellectual resources to use it. "Assuming that 

potential users are ignorant of the benefits available to them and so do not jump at the 

chance of training is a very one-sided view", and a very paternalistic way of thinking 

(David, 2003: pg. 249). For some individuals the ICTs/Internet is "something to be used 
for its own sake rather than as a genuinely useful tool". 

For many individuals 'dealing with everyday problems' does not involve personal use 

of ICT tools. Selwyn (2004) notes that "having no need or no interest in using 

computers is a regularly cited and powerful rationale" to justify the low level of ICT 

use. But reasons underlying non-adoption may be more or less surreptitious, 

unconscious or parochial in motive. For example, technophobia (anxiety/fear) 

associated to the ICTs, or a feelings of stupidity or ignorance are not easily confessed 
(David, 2003: pg. 248; See also AoY'ama, 2004; Lyon, 2004). 

Thus, both individual factors as well as societal/technological imperatives and 

externally driven adoption must be recognised. In line with the Social Construction of 
Technology approach, ICT adoption "has a duality in that although it is the product of 
human action and agency it also assumes structural properties" (Selwyn, 2003: pg. 110; 

see also Orlikowski, 1992; Graham and Marvin, 1997). For a large number of 
individuals' adoption/non-adoption results from the impact of 'structures', as ICT use is 

heavily mediated by the institutional contexts (school/work) (Franzen, 2003). In fact, 

only a minority can enjoy really complete autonomy. 

However, it is quite evident that a large fraction of the population is not interested in 

ICT dreams. It is evident that the ICT discourse suffers from technological determinism 

and academic paternalism as the real needs of users are too often taken for granted and 

misspecified (Gillespie and Comford, 2001; David, 2002). 

4.7 Individual agency and political support for the Information Society project 

In fact, the electoral prospects of the Infonnation Society project have been ignored in 

the ICT discourse. In fact, the Information Society Project favours specific professional 

groups, social classes and life-style approaches such as those prevailing in urban high 
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tech environments. Meng and Li (2002) believe that fears about unemployment 

resulting from a 'displacement effect' (i. e., reduction of demand for low-skilled labour 

as a result of a computerisation of workplaces) may be the reason behind the reluctance 

to accelerate the ICT diffusion/adoption process in some Asiatic countries. In such 

countries policy goals such as 'high employment, social stability' are yet the 

ftindamental political and economic priorities. As seen before, in RAM there is a 

preference for a 'encapsulated' environment de-couplcd from the infernal logic of the 

global economy, the destruction of the welfare state and the creation of exclusion spaces 
besides those already in place (Cauter, 2004). 

Although the Infrormation Society project is in theory linked to growth prospects and 

equalisation of opportunities, in fact, what is happening is a reinforcement of social 
inequalities and ftirther disempowerment of excluded groups. Lovering (1999: pg. 16) 

alerts policy-makers in Wales that "measures to boost innovation (such as ICTs) at the 

regional level may actually make things worse for many parts of the region". And 

Akpan (2003) also asserts that the development strategy that privileges competition in 

the global economy [eg. based on the development of a high-tech sector] is likely to 

affect only a small fraction of the population. Of course, policy-makers understand the 

political sustainability of the Information Society Project and are well aware of the 
difficulties in addressing an Information Society. As a consequence, some policy 

makers pursue only 'piece meal' approaches in the Information Society project and still 

privilege traditional investment, which have been so successful. 

In fact, ordinary citizens have reasons to fear the ICT Revolution. There is no 

equivalence between high-tech industries and high-tech occupations. High-tech jobs are 

a minority even in the high-tech industry (Selwyn, 2002; Castels, 2001; Apple, 1997; 

Robins and Webster, 1999). "For many citizens the "high tech" economy may promise 

more than low-skilled employment and a state of increasing bewildertnent" (Selwyn, 

2002: pg. 15). But this state of 'increased bewilderment' is already experienced by the 

majority working in traditional sectors (as unemployment rates are soaring). However, 

employment opportunities in the traditional sectors are free of extra distress linked to 
feelings of technophobia and techno-anxiety. 

The Infonnation Society revolution is favouring the higher skilled/waged workers, 

which is termed in the literature as a 'skill-biased technical change' (Wolff, 2002; wolf- 
Powers, 2001; May, 2000). In fact, the adoption of complex e-business models is linked 
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to organizational changes and replacement of the middle-management and therefore 

such a process results in 'computerization' rather than to individual use of PCs 

(Bresnahan, 1999; Graces, 2001; Gretzel, 1999). The ongoing process of 

computerisation is linked to the replacement of large numbers of low and middle-skilled 

white collar workers by a lower number of high-skilled workers. Castells (2001) states 

that the informational labour correspond to only 20% of national workforce. 

In fact, in most developing countries the Internet phenomenon favours a minority of 

privileged upper-class individuals. Wheeler (2003: pg. 638) suggests that only the top 5- 

10% of society in Egypt lives as a part of the knowledge economy and evolving 
information society" (see also Sidorenko and Findlay, 2001; Kendall et al, 2005; 

Robinson and Crenshaw, 2002). Graham (2002: pag. 53) also declares that the "Internet 

remains the preserve of a small global elite of between 2 per cent and 5 per cent of the 

global population". Although some privileged individuals search on Yahoo for exotic 

places while at work, most individuals haven't yet experienced a single holiday period. 
As a consequence it can be concluded that "escapism and dangerous deliriums of the 

cyber-hype world view" are at odds with 'unskilled/deskilled masses' concerns 
(Waesche, 2003: pg. 9). 

But the key issue for most unskilled workers is not the wage premium granted to highly 

skilled/qualified workers but the on-going reduction of the demand for semi-qualified 

and non-qualified work. Wolf (2002) has no doubts that 'ordinary clerical and 

production workers' are going to be excluded from the technological revolution. Both 

the Benton Foundation (2004) and Lovering (1999) show that ICT/innovations are the 

reason behind the disappearance of old manufacturing jobs in urban cores. So 

employment opportunities for un-skilled people are only available in low paid service 

sector jobs. It can be suggested that most voters are not interested in a "world in which 

most of us will be poorer, a few will be far richer and everything will be faster", namely 

after a 'pleasant' experience with a rudimentary welfare state (Solnit and Shwartenberg, 

2004: pag. 297). The information age is characterised by an emphasis on adaptability 

and malleability, learning to learn and the capacity to train and re-train through life. 

Instability of life and frequent changes in the labour world are affecting every worker 

and especially low skilled ones. In fact, the Internet symbolises a new era of market led 

development and instability and constant up-grade of technology systems (Schech, 

2002). It must be recognised that local individuals arc not prepared for the "rcflexive 
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capitalism". Storper (1997: pg. 44) defines contemporary reflexive capitalism as "a 

system that manufactures new kinds of risks (economic, personal, ecological, 

psychological, social, etc. )". Under reflexive capitalism, individuals "are increasingly 

required to manage contemporary conditions of economic uncertainty and risk" 
(Storper, 1997: pg. 44-7). As stated by McLeod (2002: pg. 220) individuals "must learn, 

on pain of permanent disadvantage, to conceive of himself or herself as the centre of 

action, as the planning office with respect to his/her own biography, abilities, 

orientations, relationships and so on". Individuals must learn to live surrounded by 

"chaos and uncertainty" and take care as reflexive risk minimizers as "every potential 

victim is also a suspect, suspected of not doing enough to reduce loss" (Ericson, 2002: 

pg. 551; O'Malley, 2002; Beck, 2002). 

Although the EU rhetoric suggests that the Information Society project is a matter of 
fact, policy makers evaluate the 'electoral chances/political feasibility' in order to have 

the support of the majority of voters" (Barbaro and Suedekim, 2006: pg. 42). As most 

voters are believed to fear the Internet, policy makers try "to make the reforms 

politically palatable" (Sinha, 1996: pg. 38; See also Chepatis, 2002; Baily, 2003). As 

I occasional users' compose the majority of the electorate, an extensive attention put on 
ICT programmes at the expense of more traditional programmes would cause a 

I rebellion' and policy makers may risk defeat at the next election (Leach and Wilson, 

2002: pg. 685; Economides et al, 2003). 

Due to the inherent difficulties underlying the Information Society Project, the gap 
between discourse and practice should not come as a surprise. Moon (2002) suggests 

that council-managers have a more pro-active ICT attitude than elected mayors; in fact, 

despite the amount of resources channelled to ICT projects, most e-government 

experiments remain very primitive and "not as effective as its rhetoric would suggest" 
(Moon, 2002: pg. 43 1). That is, despite all the rhetoric, policy-makers do not forget that 
Information Society based projects are risky compared to traditional projects (Bcrezin et 

al, (1996). Neo-Keynesian policies receive more political support in the polling stations 
than high-tech 'futuristic visions'. 

It also must be acknowledged that ordinary citizens are not always interested in best 

practices in terms of organisation/procedures and public investment strategies. Wheeler 

(2003), Corti and Torrelo (2005) show how most employees are interested in a 'keep 

business as usual' scenario, as they are "unfamiliar with computers and find the need to 
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interact with new information technology undesirable". As a consequence, 'more 

efficient forms of doing business and administration are not necessarily welcome', nor 

politically supported (Corti and Torello, 2002: pg. 34; see also Edwards, 2003). 

Based on EU studies and report results it is possible to assert that "ICT is not used by 

the majority of local populations, and will not be used by them in a foreseeable future" 

(Heeks, 2002: pg. 9). Therefore, a complex ICT policy can be inappropriate in 

resources-strapped economies, as it may imply a diversion of critical resources needed 

to support structural transformations (Sealy, 2003: pg. 339; See also Lee et al, 2005; 

Kendall et al, 2005). It is also evident that many ICT projects are examples of 
inefficiency and waste of resources, especially when complex ICT infrastructures are 

offered in regions characterised by gencralised illiteracy and conservative management. 

Thus, Sealy (2003: pg. 340) based on the Caribbean Basin example, suggests that 

national ICT strategies must balance the benefits of ICT/infrastructure investment and 

the "need for building human resources, a body of skilled ICT personnel, and a literate 

public to apply their knowledge and inventiveness to local needs". 

It is evident that the Information Society project is not a panacea for peripheral 
development problems. As Information Society projects benefit only a tiny fraction of 
local inhabitants there are no ethical grounds and political rationality to pursue such a 
demanding approach to solve peripheral development problems. As stated before, most 
local governments apply piecemeal approaches, such as those related to ICT/school 

projects. As individuals are empowered with 'agency' most of them refuse technology 

mediated intervention in their ordinary lives and do not understand political 

programmes centred on the Information Society paradigm. 

4.7 The call-centre industry in independent island states 

All contradictions and potentialities of the Information Society Project in LFRs are 

apparent in the call-centre-industry. The call centre-industry is linked to efforts to 

pursue a strategic positioning outside traditional sectors. In fact, some independent 

island states pursued a successful 'free Internet zone' marketing campaign in order to 

attract FDI (Richardson and Gillespie, 2003; Richardson and Belt, 2001; Graham, 2004; 

Comford et al, 1996; Suss et al, 2002; Richardson and Gillespie, 2000). A characteristic 

of the 1990s is the spatial re-organisation of the MNCs, as global production is carried 
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out by transnational production networks, via disintegration of industrial value chains; 
but the outsourcing approach is based on cost advantages. Core competences are still 

concentrated in the head-quarters located in core regions; so outsourcing is linked to 

efforts "contracting the rest from those with a firm-specific or nation-specific 

comparative advantage based on factor cost" (Grimes, 2003a: pg. 4; see also Boden and 
Molotch, 2004). In fact, the industrialization of services is linked to a) the re- 
localization/outsourcing of "low order activities" (information processing; data 

processing, call-centre operations); and b) "exploitation of cheap information labour" 

and "routinised and standardised labour plus extremely low-cost location plus high 

capacity telecommunications" (Breathnach, 2002: pg. 321; see also Berezin et al, 1996). 

However, as suggested in Chapter 3, there are only a 'few growth options' in an island 

context. So, the analysis of the call-centre-industry should be based on this recognition. 

In fact, despite all criticism around the call-centre industry, the economic and social 

advantages attached to the sector are not negligible. First, the call-centres consist of 

I relatively sophisticated foreign investment'. A repositioning of the national 
development strategy away from less competitive sectors becomes possible. The call- 

centre industry may also be understood as a 'first step' towards the information 

economy'. Second, the call-centre industry demands less financial investment than 

heavy infrastructure and light manufacturing and is less environmentally compromising 
(UNDP, 2001). As the development of independent island states is linked to scale effect 
(mass tourism), an increase in island output quite often demands an over-exploitation of 

carrying capacity in terms of tourism resources. 

Third, the call-centre industry is linked to measurable short time impacts in terms of 

employment. Given the reduced size of the labour market, a single investment may 

significantly reduce the unemployment rate (Skinner, 2004). Skinner (2004: pg. 219) is 

well aware that most policy makers agree "that employment will be an immediate 

payoff', and from the point of view of the "unemployed or underemployed", wages are 

perceived to be relatively good ones. In fact, the call-centre industry offers attractive 
salaries (Skinner, 2004). 

Fourth, 'call centre typical jobs' differ from the existing stock of jobs, making possible 
a diversification of the technical and professional culture. Gillespie and Richardson 

(1996) are well aware of how the 'scarcity of employment opportunities for office-based 
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jobs' make the 'relatively unskilled jobs' appealing even for 'over-qualified 

employees'. As a consequence concerns about the alleged MNC exploitation of local 

employees is not shared by local governments, as the vulnerable economic situation 
limits the capacity to ignore and contest the call-centre industry (Skinner, 2004; Wang, 

1999; Mounsey, 2001; Suss et al, 2002). 

Fifth, the call-centre-industry demands quite a specific context in terms of 

political/social stability, corporate reliability, security and transparency that is quite 

useful in any context (Coe and Yeung, 2000). 

Sixth, it is important not to reject opportunities, as there is some possibility at least that 

the initial phase of relatively low-risk and low tech operations may follow by a next 

growth phase linked to higher-order activities (Breathnach, 2002). 

However, there is a plurality of risks and 'troubling issues' underlying the call-centre 
industry that should be not ignored. First, the option demands an exogenously led 

approach, which means a high degree of external dependence and permanent risk of 
delocalisation. And the counterpart of call-centre embeddedness is tight wage control. 
And the call-centre industry is affected by first-mover advantages, which favours, early 

movers in the sector and scale economies (Arora and Athreye, 2002; Zook, 2004). 

Scondly, 'lower costs advantages' are not sufficient conditions as was the case in 

manufacturing in the 1960s. The call-centre industry requires a) qualified/low cost and 

suitable personality traits; b) top quality telecommunications infrastructure; c) a 
favourablc fiscal regime, fiscal incentives and an adequate offer of industrial premises; 
d) a voluntary attitude and cooperation on the part of local development agencies; e) and 

the capacity to face competition by core regions (Malecki, 2003; Premkumar and 
Roberts, 1999). The call-centre industry basically demands an information-fricndly 

context, that is, de-regulated telecommunications markets and export oriented policies 
(Frenkel, 2001; LJNDP, 2001; Berezin et al, 1996; Schware, 1998; Mounsey, 2002; 

Skinners, 2004). Skinner (2004) defines the remote information processing zones as 
highly subsidized areas (Sassen, 2001; Gatrell, 1999; Grimes, 2003; Breathnach, 2002). 

Thirdly, the call-centre industry has an obvious element of discrimination and 
exploitation (Breathnach, 2003). The call centre industry reproduces the social and 

gender inequalities of the early industrial International Division of Labour, because 

women predominate in the work force. In fact, easy "access to suitable reservoirs of 
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cheap female labour" is "crucial to understanding the rationale behind the movement of 
back office activities to remote locations" (Breathnach, 2003: pg. 321; see also 

MacLeod, 2000). Breathnach (2003: pg. 321) also witnesses a predominance of 
44rclatively poorly paid, albeit skilled, women workers" in the teleservices industry 

sector in Ireland". The advantage of the call-centre-industry lies in "downward 

flexibility of those with least wealth power or political voice" (Mullings, 2004: 291). 

Mullings (2004: 291) notes that "women who constitute 90% of the workers in the 

industry not only experience low levels of pay that frequently fail to meet living 

expenses, many are also subject to levels of regulation and surveillance that make them 

vulnerable to health and safety risks". 

Fourthly, there is another difference concerning the exploitation of female labour 

compared to the 1960s. Now "cheap but diligent labour, young, flexible and female" is 

required (Breathnach, 2003: pg. 323). And the sector demands "higher skill levels, 

including literacy, numeracy and computer skills", "interpersonal communications 

skills", "and foreign language proficiency". In fact, even automated processes require a 

human touch to add value. And, accordling to Breathnach (2003) a positive attitude 

towards routine, boring and demanding work is expected. However, such demands in 

terms of qualifications are not matched by remuneration levels. 

Obviously the call-centre industry it is not a 'global solution' for the economic and 

social problems of independent island states. Mullings (2004: pg. 276) suggests that "it 

is necessary to examine whether these industrial forms present new opportunities for 

economic growth or are simply the latest phase of the regions' peripheralisation in the 

international division of labour". Mullings (2004: pg. 276) asserts that "rather than 

becoming new spaces of development, ICT based industries are vulnerable to becoming 

spaces of exclusion and exploitation", as "they are being developed in ways that reflect 

the rules, regulations and conventions of organisations at scales above the state rather 

than local needs" (see also Grimes, 2002). 

And as stated by Richardson and Gillespie (1996: pg. 108) not all regions can pursue 

the call-centre dream. As a consequence, "the policy of attempting to attract inward 

investment around advanced communications may not be appropriate in all areas" 
(Richardson and Gillespie, 1996: pg. 108). However, the call-centre industry demands 

political and economic stability and the absence of major labour and social conflicts, 

which also benefits other sectors (Madon, 2004). 
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In the end, it can be concluded that islands must live on 'short term advantages' and 
economic cycles'. As a consequence all opportunities must be seized even if in a 
messy' and 'opportunistic' manner. 

4.9 Conclusions 

The aim of this chapter was to analyse the potential contribution of the Information 

Society paradigm to understand islands' development prospects. As seen in Chapter 3, 

the 'development of the periphery' topic is still a pressing issue in most developed and 
developing countries as it have been not possible to close the gap in terms of GDP per 

capita. And all the evidence available seems to suggest that fashionable development 

models (such as the cluster approach) cannot reverse the material inequalities and socio- 

spatial differentiations that negatively affect LFRs. We shall proceed to briefly review 
the main conclusions of this chapter: 

m As seen in section 4.2, a lack of visible alternatives prompted policy-makers in 

LFRs to warmly welcome the Information Society Paradigm, especially in 

regions affected by a series of failures of conventional development strategies. 
The Information Society paradigm was one of the hot issues in the 1990s and 

according to Roman (2004: pg. 54) an "atmosphere of enthusiastic urgency to 

use IT to help to solve development problems" touched the developmental arena; 
hence, efforts to glamorise the supposed global imperatives of the ICT 

Revolution were the "dominant obsessions of planners and policy makers" 

(Graham and Marvin, 2002: pg. 410); some regions tried to develop high-tech 

sectors from scratch and a new array of intangible competitive factors; efforts to 

create ex-nilo replicas of the Silicon Valley model were quite common; in fact, 

most policy-makers shared great expectations about the Information Society 

paradigm, as "opportunities for progress in all walks of life" were advertised by 

academics, commentators and experts (Sealy, 2003: pg. 336). The over- 

enthusiasm shared by most policy-makers in LFRs must be excused, as they 

were mislead'by the fact that the EU strongly advised LFRs to embrace the 
Information Society paradigm (see section 4.3). 

In section 4.3 it is shown that the EU understanding of the Information Society 

paradigm is rather a result of wishful thinking and desperate efforts to solve 
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some embarrassing problems faced by Europe (namely the backwardness in 

relation to the United States in the adoption/adaptation of e-business models and 

subsequent organisational changes). Efforts to build up the Information Society 

are closely linked to efforts to increase the EU's level of competitiveness up to 

the USA standard. However, there is fundamentally an attempt to proceed to rc- 

orientate the industrial mix in order to keep Europe outside of the reach of 

competition with South-East Asia in terms of commodities. In fact, the EU 

Commission branded ICT tools as strategic weapons to booster economic 

growth, competitiveness, structural change and individual welfare; according to 

Walbum (2005: pg. 305) politicians and government officials, and even some 

commentators were "content to go along with the charade". However, policy- 

makers in LFRs didn't ignore that some regions were experiencing a "great 

degree of uncertainty about how to best manage such changes for the benefit of 

all" (Wheeler, 2003: pg. 627). And most policy makers were rapidly convinced 

that putting the infrastructure in place, was , in the long run, the least difficult 

step (Webster, 2000). 

Still in section 4.3 it is shown that in the middle of the 90s it was already quite 

evident that the take-off of the Information Society was not an inevitable and 

deterministic result (Gillespie et al, 2001; Castro and Jensen-Butler, 2003). A 

quick return to 'normality' (the clientelist approach) followed. Thus the attention 

focussed by the LFRs on the Information Society, should also be seen as the 

result of the need to obey Community rules in spite of their lack of belief in the 

viability of certain EU Commission proposals. As stated in Chapter 1, most 

regional development programmes may be understood as "an incantatory ritual" 

needed to justify access to EU funds (Lacour and Perreur, 1998: pg. 350). The 

policy-makers soon became aware of the inconsistency of the EU normative 
framework, but would not have wished to go against the current, at least openly. 

Most policy makers adopted a piece-meal approach based on 'singular events' 

such as ICT programmes intended to increase adoption rates at the high school 
level. But in the end, the traditional development axes are still privileged. 

In section 4.4 we also provide an extensive critique to the EU normative 
framework concerning the appropriation and place of the Information Society 
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construct among the principles informing the design and implementation of 

regional development programmes. 

The main criticism is that it was thought possible to find a quick fix solution for 

the periphery development problems; contrary to expectation, and at least in the 

short term, an improved ICT infrastructure may erode local firm advantages. 
Section 4.3 also suggests that the Information Society paradigm should be 

understood as an obfuscating device that deliberately excludes controversial 
issues concerning international economic regimes and the redistribution of 
income. 

Section 4.5 suggested that there are reasons to expect measurable and tangible 
impacts in terms of ICT investments; however, such a positive relationship 
between ICT investments and productivity took about 20 years to materialise in 

the core regions. LFR prospects are much more modest in nature, as only a few 

regions can benefit from FDI investment in the service industry, and LFRs 

should not expect substantial changes in the international economic regime. 

Section 4.6 and Section 4.7 suggests that most individuals in LFRs may not 
really be interested in the Internet; ICT adoption rates depend on the "actual 

value of use" (Southern, 2002: 699), i. e., "how people use ICT, what for, and in 

what this adds value to the lives of individuals". However as stated by David 

(2003: pg. 249) "ICTs .... do not easily fit into the lives of those not living the 
lives of urban high-tech professionals". In fact, a non-negligible share of 
individuals may feel anxiety when dealing with PCs. It is evident that the 

Information Society paradigm suffers from technological determinism and 

academic paternalism as it is believed that most individuals must embrace the 

Internet. And as there is evidence to suggest that employment opportunities in 

the digital era are still available in traditional sectors, the gap between discourse 

(focused on the alleged inevitability of the Information Society) and practice 
(focus on traditional investment strategies and the piece-meal approach 

regarding projects in the Information Society field) should not come as a 

surprise. 

Section 4.8 provides a bridge between Chapter 3 and Chapter 4. In line with 
conclusions drawn in Chapter 3, LFRs survival must be based on temporary 
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advantages and market niches; the call centre industry will never be a global 

solution for the islands' development prospects. But the call centre industry 

offers employment opportunities and maybe a temporary solution which can 

stand in for jobs lost in the traditional sectors. The call centre industry demands 

quite a specific context in terms of political/social stability, corporate reliability, 

security and transparency that is quite useful in any context. It is evident that the 

call-centre industry it is not a 'global solution' for SIRS economic/social 

problems. Mullings (2004: pg. 276) asserts that "rather than becoming new 

spaces of development, ICT based industries are vulnerable to becoming spaces 

of exclusion and exploitation", as "they are being developed in ways that reflect 

the rules, regulations and conventions of organisations at scales above the state, 

rather than local needs" (see also Grimes, 2002). However, as shown by 

Sharpley (2003) concerning Cyprus, islands must exploit all opportunities 

available even if island development prospects are conditioned by MNCs 

interests; the worst-case scenario was understood by Webster (2000: pg. 82): is 

to be included in the "parts of the planet that global capitalism has little interest 

in". 

It is evident that global development solution based on the development from scratch of 

ICT based activities seems unlikely due to the lack of the right mix of locational factors; 

however, if successful a single investment may provide a significant number of jobs in a 

small island; some regions have tried to apply an endogenous approach focused on large 

scale adoption of ICT tools on the SMEs' part in order to reach external markets (see 

section 4.4). Chapter 5 aims to provide an answer to the chances of success for an 

cndogenous approach based on wide adoption of ICT tools in order to raise the 

competitive level of firms operating in the LFRs. 
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Chapter 5: 

From misconceptions and wrong assumptions to an alternative ICT adoption 

model 

5.1 Introduction 

From the discussion provided in the previous chapters it is unavoidable to reach the 

conclusion that a widespread adoption/diffusion of ICT tools in RAM should not be 

expected for the time being, as even in most advanced regions e-commerce adoption 

rates are still below expectations. A quantifiable short term change in terms of e- 

readiness to embrace the Information Society Paradigm (for example, an upgrading of 

the educational background) does not seem likely, nor should the diffusion of Internet 

culture beyond the high school/university context be expected. And was seen in Chapter 

3, the emergence of a territorial development model characterised by a high density of 
high-tech firms adopting futurist business/models is unlikely to occur. Further, as 

suggested in Chapter 2, the geographic orientation of most local firms limits their 
interest in complex e-business models. There arc reasons then, to assert that multiple 

obstacles seem likely to work simultaneously in the RAM context to delay a large scale 

adoption of e-business models. 

However, we should not gencralise conclusions and expectations despite all mounting 

evidence about low adoption rates of ICT tools in most LFRs. In fact, there are reasons 
to expect the 15-18 years old generation to adopt a 'wired style of life' (eg. on-line 

shopping), which may drive the adoption of c-business models on the part of firms in 

the coming years (Almeida et al, 2007; Almeida and Freitas, 2007). The evolution of the 

Information Society Project is thus dependent on the younger generation in terms of use 

of e-commerce functionalities and on the strategic reaction, on the part of local firms, to 

the evolving rate of adoption of ICT tools (namely e-commerce) in the context of RAM. 

Consequently, there is some background to expect an increase in the adoption rates of c- 

commerce platforms and e-business models. It is important to balance all the available 

evidence concerning the SMEs' ICT adoption rationale in order to provide a sound 

theoretical account of how and why small firms adopt ICT tools and develop e-business. 

This chapter aims to provide theoretical support from various strands of literature to an 

understanding of the ICT adoption rationale in RAM. This theoretical framework is 

intended to provide the context for answering the following questions: Are SMEs in 
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LFRs 'paying attention' to the Internet, in the sense of both be aware and adopting the 

technology? Which factors may drive/inhibit the adoption of Internet based 

technologies? Are ICT tools compatible with local firm's strategies and modus 

operandi? What can be expected in terms of ICT benefits? 

It is important to acknowledge that the analysis of peripheral areas prospects' in the 

Information Age is a relatively unexplored field of research. As a consequence, an 

eclectic theoretical approach was preferred, for there is no certitude about the drivers 

influencing the adoption of ICT tools in peripheral areas (Arenius et al, 2006: pg. 282). 

The RAM case study may be conceived of as an extreme case which represents a 

I revelatory opportunity' to analyse a phenomena previously ignored by standard 

scientific research. Local SMEs are a 'problem' as we are not dealing with 

"multinational/global SMEs from inception with a world-wide competition focus or 

with SMEs that complement strategic assets through networks of partnerships and 

alliances" (Arenius et al, 2006: pg. 286). On the contrary, this chapter rccognises the 

informal nature of SMEs' modus operandi and especially the simplicity of their 

organisational procedures and strategies. 

The structure of the chapter is as follows. Section 5.2 reviews factual evidence available 

about ICT adoption trends in LFRs which basically contests the overtly optimistic 

expectations about a large scale adoption of ICT tools, and validates the more sceptical 

and critical voices concerning the impact of the Information Society paradigm. An even 

more negative scenario is expected in peripheral and/or remote regions in terms of the 

adoption of ICT tools. Section 5.3 provides a profile of (locally oriented) firms' 

behaviour based on a review of the SME literature and cases studies focused on 

peripheral/rural areas in Southern regions. The specificity of the family-run business 

(predominant in RAM) is also analysed as it points to an exaggerated owners managers' 
(OMs) influence in all operational and strategic decisions. 

In section 5.4 the rationale behind ICT adoption is structured from a single actor point 

of view based on the attitude based model literature. But, specific industry factors have 

also been found to impact on the adoption decision at the SME level. The Diffusion of 
Innovations Theory, the strategic management perspective and the Resource Based 

View perspective provide useful theoretical insights to understand the ICT adoption 

rational in a way that complements a more individual perspective, which is studied 
based on the Attitude Based Model literature. 
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Section 5.5 intends to provide a conceptual link between the RAM economic and 

political background and the potential benefits of adopting ICT tools. As shown before, 

firms operating in RUPs have been sheltered from competitive pressures and macro- 

economic shocks. As a consequence macro-level factors (such as globalization and 
technological advances in the ICT field) should not be understood as 'deterministic' and 

external forces affecting SMEs in RUPs. RUPs have been able to produce a kind of 
I refraction effect' that distorts and dampens the impact of such macro-level factors. As a 

consequence the ICT revolution may even not be perceived as a challenge/threat or a 
factor for competitiveness. Hence, a theoretical link between the specific business 

culture prevailing in RAM and the Internet revolution must be provided. It is argued 

that critical incidents theory may provide such a conceptual link between the pressure to 

adopt and firms' strategic behaviour. Section 5.6 is committed to the integration of the 

multiple strands of theory analysed on the previous sections, which help to build-up an 

understanding of the alleged ICT benefits from an SME point of view. 

Although the importance of the OM's attitude is admitted, the multiplicity of 

conditioning factors suggests the exclusion of a one-single theoretical approach. It's 

important to reiterate that we are not dealing with 'well-behaved' (knowledge intensive) 

firms (Nieto and Fernandez, 2006; Sinkovics and Penz, 2006; Loane, 2006; Mostafa ct 

al, 2006). The 'standard' analysis of the alleged Internet benefits is based on an 

internationalisation perspective in line with futurist accounts. However, as knowledge 

intensive business and manufacturing firms do not predominate at the local level in 

RAM, such standard approach cannot be applied. In fact, there are reasons to suggest 

that local firms' competitive actions are not mediated by technological artefacts, but are 

based on traditional 'social technologies' (such as face to face contacts and firms' 

reputation) (Ramsey and Ibbotson, 2006; Arenius et al, 2006). 

It is asserted that as locally oriented SMEs predominate, 'individual factors' are critical 
to understand the adoption decision making process and precedence should be given to 

the analysis of OMs attitudes towards technological change and growth. Conversely, 

externally oriented firms are required to base their decision-making on industry 

standards, as individual idiosyncrasies may put at risk their level of competitiveness. In 

such circumstances, external factors are rather important to understand the line of 
reasoning concerning the adoption of ICT tools. 
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5.2 SME adoption: stylised facts, myths and misconceptions 

Given the prevalence of wrong assumptions and myths in the literature, the analysis of 
ICT adoption rationale must be based from the outset on solid empirical data. As a 

consequence key facts relating to the ICT adoption/diffusion process, available from the 

multiplicity of ICT adoption studies and reports, should come to the fore in order to 

help us to mitigate the impact of the prevalence of wrong assumptions concerning the 

ICT adoption process. 

In fact, contrary to most optimist expectations propagated by the Information Society 

paradigm's prophets, ICT adoption rates do not obey a strict economic rationale, nor are 

they compatible with expectations of exponential growth. Most SMEs operating in 

peripheral areas exhibit divergent adoption rates by sector, but on average, rates are 
below those recorded by on their urban counterparts (Nicholas, 2003; Deakins, 2004). 

Preissl (1995) considers the low adoption rates recorded in peripheral areas as a 

I paradox' due to the alleged ICT related advantages. Given the ICT adoption gap (in 

relation to the core regions), North and Smallbone (2006) argues that it would be ironic 

if the Internet (despite the alleged death of geography proprieties and distance shrinking 
benefits) would contribute rather to making peripheral areas even more peripheral and 

marginal. 

Given the evidence about lower rates of adoption, some researchers do not resist the 

suggestion that SMEs operating in LFRs are backward and resistant to change and 
innovation, i. e., a problematic state of affairs. In fact, one of the main theoretical flaws 

regarding peripheral areas' studies is to rely on assumptions concerning SME 

behaviour, based on trends and behaviours only existent in core regions. Most ICT 

adoption studies focus their attention on the link between ICT adoption and productivity 
impacts. Impacts in terms of market access and the firm's competitiveness are also 

examined. And in order to avoid disconcerting 'econometric' problems, most samples 

are unrepresentative and based on knowledge-intensive firms or manufacturing firms. 

But concerning RUPs, the specific historical and economic background differ from the 

situation prevailing in core regions. As a consequence it is not possible to understand 
the likely impact of the adoption of ICT tools without a proper analysis of the specific 

economic context under analysis. 
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In fact, all the evidence available suggests that most SMEs opt for basic, rather than 

advanced or complex ICT tools (Pechlaner et al, 2005; Tan, 2003). By basic tools I 

mean general use ICT tools such as access to the Internet, e-mail and basic web pages. 
The 'complex ICT tool' category comprises essentially web pages containing a rich set 

of data and e-commerce platforms. Concerning complex ICT tools, low adoption rates 

are a matter of fact even a decade after the emergence of the Internet. And data 

concerning patterns of use suggest even more problematic outcomes. Fillis and Wagner 

(2005) conclude that in terms of basic electronic communications (email), just over 10% 

of businesses in the Republic of Ireland made use of the facility, compared with less 

than 7% in Northern Ireland. Concerning Italy, Lucchetti and Sterlacchini (2004 pg.: 

163) conclude that "the potential of digital technologies is far from being exploited by 

Italian SMEs". Sdnchez et al (2005: pg. 5) based on a sample of Spanish firms, also 

concluded that "firms in our sample made on average a very limited usage of the 

Internet". 

Given the mounting evidence concerning low adoption rates of complex ICT tools 

North and Smallbone (2000: pg. 152) admit that "lower investment in advanced 

technology does represent the short term rational response by the owners and managers 

of these firms to the conditions facing them in their local business environment" (see 

also Selwyn, 2003,2004). In fact, even larger firms are still struggling with the basic 

issue of how to use the Internet and digital technologies for their best advantage 

(Limpkin and Dess, 2004: pg. 161). And despite the visible and noteworthy successes of 

Internet firms such as eBay and Google, other 'Internet companies' continue to struggle 

to survive in cyberspace. 

In fact, a 'strategic irrelevance' hypothesis concerning the use ICTs tools should be 

admitted, as well as the likely 'saturation' of the difftision process (of e-commerce 
tools) at low levels of adoption (Haugh and Robson, 2005; European Commission, 

2002). By 'strategic irrelevance', we mean the marginal impact of complex ICT tools in 

terms of increased market shares, daily business operations and industry standards. In 

line with Santarelli and D'Altri (2003: pg. 281) it is assumed that e-commerce tools "as 

source of transaction cost advantages do not significantly differ from those of the old- 
fashioned mail order retail channel". Consequently, in some sectors and geographical 

areas, the current adoption status of complex ICT tools may in fact be above 
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expectations, given the absence of economic rationale to adopt such technologies. This 

strategic irrelevance hypothesis is a preliminary but crucial assumption in my analysis. 

The evidence shows that most SMEs opt for 'wait and see' approach, until the market 

requires of them a different approach (Deakins et al, 2004). Probably there are clear 
benefits to delay heavy investment strategies via the adoption of a cautious and 
defensive strategy. Later on, if market trends demand it, the adoption of complex ICT 

may be taken into consideration. As the impact of investment errors may be dramatic at 

the SME level, sound decision making is required (Sadowski et al, 2002). 

In practice, ICT adoption is essentially limited to the basic ICTs tools such as e-mail 

and web pages. Concerning ICT use, Mitchell and Clark (1999: pg. 450) conclude that 

"such businesses (SMEs) typically used computers for word processing financial 

management and producing accounts, operational and administrative reasons" (see also 
Koybe, 2004; Grandon and Pearson, 2004; Grimes, 2005). The adoption rate of 

complex ICT tools (eg. e-commerce) is clearly below expectations (Selwyn, 2004; 

Grimes, 2005; Grandon and Pearson, 2004; Mitchell and Clark, 1999; Doherty et al, 
2003). As suggested in section 4.3, the diffusion path of the e-commerce (e-business 

models) at the European level is still below expectations even for medium and large 

enterprises. What emerges from most studies is that complex ICTs tools are in fact 

complementing and not revolutionising communication methods at work in firms. A 

gap between the optimist and voluntaristic discourse about the alleged ICT benefits, on 
the one hand, and the real and effective use, on the other, is evident. 

The absence of a clear business case and incompatibility with the SME business modus 

operandi and culture is critical to understand ICT adoption rates. Preissl (1995: pg. 80) 

argues that the diffusion of ICT tools depends on "obvious possibilities for application" 
And despite all optimist proclamations, the European Commission (2002: pg. 12) 

admits as unlikely a large scale adoption of complex ICT tools on the part of "SMEs 

choosing to serve local markets and with owners who are satisfied with the profit they 

are making from the business, for whom the benefits will not outweigh the costs of 
further extending the e-business activities". However, such a cautious approach is not 
easily accepted by policy-makers searching for solutions for the reasons put forward in 
Chapter 4 (Westhead et al, 200 1; Deakins et al, 2004). 
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However, even if the business case doesn't exist to justify the adoption of complex ICT 

tools, about 50% of SMEs in RAM adopt relatively complex ICT solutions (Almeida, 

2005). Therefore evidence is conflicting and ftirther investigation is needed to provide 

an intelligible account of what is going on in terms of the adoption of ICT tools (Fillis 

and Wagner, 2005: pg. 620). 

5.3 Competitive behaviour in family-run firms 

An analysis of SMEs' adoption rationale should be based on an in-depth understanding 

of their characteristics and the economic and political context in which they operate. 

Without such an understanding of SMEs' modus operandi it is impossible to devise the 

underlying rationality guiding the adoption of ICT tools (Ballot and Taymaz, 1997). As 

stated above, the Information Society paradigm should not be understood as a 

determinist force triggered by a technological meteor affecting at once all small firms 

(Graham and Marvin, 2001: pg. 410). 

Wong and Aspinwall (2004) suggest the need for an analysis of firms' ownership 

structure, behaviour, processes and strategies (see also Barbosa and Louri, 2005). 

However, small firms operating in RAM are not examples of complex organisational 

structures. For this type of reason, van Gelderen et al (2005: pg. 97) criticise the 

application of standard organisational theory (based on MCNs and larger firms), as "for 

organisational learning, it first needs to be an organisation". In fact, SMEs have fewer 

layers of management (and quite often only one) (Wong and Aspinwall, 2004). Thus a 

direct translation of the traditional neo-classic theory of the firm focused on complex 

organisations must be avoided as misleading. As the typical SMEs differs substantially 

from well-behaved larger firms a specific analysis of the local enterprising behaviour (in 

terms of strategy, technology and innovation standards), and the background of the local 

OMs should be provided (Wong and Aspinwall, 2004). An additional reason for an 
independent analysis derives from the fact that most ICT adoption studies embody 
deterministic and over-optimist assumptions. Clark et al (2004) point out the tendency 

to exaggerate the nature and sophistication of technologies in use in SMEs. 

Keeble and Tyler (1999: pg. 978) define enterprising behaviour as the "owner's 

deliberate and conscious efforts to enhance their firm's competitive edge across all 

activities such as production, marketing and finance, necessary for successful business 
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operation given their external environment and given the resource base they possess". 
But local economic agents do not necessarily opt for the traditional neo-classic rationale 
in terms of enterprising behaviour (i. e., profit maximisation). In fact, most OMs try to 

optimise an integrated mix of "social and economic goals" (Burton, 2004: pg. 360; see 

also Montalvo, 2006). This section is based on the presumption that examples of 
decision making based on a 'purely economic rational basis' are rare in SMEs, 

particularly in family run businesses. Most OMs are not "absolute optimisers, highly 

reflective, strategic or tactical and top-down planners" with access to perfect 
information and pursuing exclusively economic aims, but they are fully rational 

individuals (Montalvo, 2006: pg. 315). 

5.3.1 Characteristics of family firms 

As stated before, there is a widespread belief that OMs characteristics, values, 

experiences and perceptions are critical to understand family-run businesses strategic 

options (North and Smallbone, 2006; Celuch et al, 2005; Massey, 2006). And it is 

assumed that at the family-run busines level, the firm's decision making is a matter of 
the individual decision maker. Therefore the ICT adoption decision making may contain 

a factor of irrationality due to OMs negative or positive attitudes towards technological 

artefacts (Haugh and Robson, 2005; Selwyn, 2003; Selwyn, 2004). At the family-firm 

level, the OM's education background, managerial experience and technology skills are 
the critical resource (Rauch et al, 2005). For that reason, an analysis of ICT adoption 
factors must address the idiosyncrasies, background and aspirations of the controlling 
individual, as they are often more decisive than the firm's capabilities and market 

positioning (Roper, 1999; North and Smallbone, 2006). 

Family-run businesses are predominant in RAM, and contribute significantly, in both 

Europe and US, towards GDP, employment and shaping the local business culture (Getz 

and Carlsen, 2005; Heshmati, 2001 Roberts and Thompson, 2003; Buhalis and Deimezi, 

2003; Martin and Halstead, 2004; Feltham et al, 2005). For that reason we must provide 

an in-depth analysis of such firms in terms of their characteristics. 

One of the key characteristic of family firms concerns their unique 'strategic thinking'. 
Conceming growth aims, van Gelderen et al (2005: pg. 101) admit that firm growth 

may be irrelevant as "most small firms start out small and wish to remain so" (see also 
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the European Commission, 2004; Wong and Aspinwall, 2004). And, although an 
increasing number of SMEs adopt professional and participative managerial models, as 

opposed to the current paternalistic ones, informal organizational structures and daily 

(and paternalistic) OM involvement are still predominant (Stavrou ct al, 2005; Spanos, 

2004). Therefore it is suggested that family-firms are managed differently from non- 
family firms, given the overlapping of family and business goals and the influence of 

OMs attitudes and beliefs in terms of the overall management philosophy. Quite often 

family objectives are afforded top priority, and growth and innovation objectives are 

placed on a second level (Martin and Halstead, 2004; Gils et al, 2004). As a 

consequence such firms sometimes neglect strategic opportunities such as the adoption 

of ICT tools (Saarenketo et al, 2004). Schulze et al (2002) also highlight that the 

attributes peculiar to the family-run business make it more difficult for them to 

consistently choose the most economically rational options (see also Schulze et al, 

2002). And Smith (1999) acknowledges that older OMs are significantly less likely to 

take strategic initiatives related to changing the pattern of management and control 

within their business. 

Another key characteristic concerns the internal decision making process at work in 

such firms, as the leadership structure is centred on the owner as well as perhaps on two 

or three middle managers. In fact, as stated by Wong and Aspinwall (2004: pg. 49), in 

the "SME context the ultimate power of control lies in their hands". Feltham et al 

(2005) highlight the fact that important decisions are exclusively taken by OMs (see 

also O'Gorman et al, 2005). Feltham et al (2005) further highlights that 75% of family 

businesses recognised an excessive dependence in relation to OM decision making. The 

counterpart of such direct line management is the lack of time and attention left to 

'higher order' activities such as strategic thinking and technology learning. 

Another family-run business specificity concerns formality and planning. With 

reference to structure and strategic informality, Levy and Powell (2003) and Mole 

(2004) emphasize that only a minority of micro-companies pursue anticipated and 
formal planning growth models, which constrains goal achievement and entrepreneurial 
learning (see also Gelderen et al, 2005; O'Gorman et al, 2005). As a consequence 

random and opportunistic growth paths may predominate as well as informal strategic 

planning (Getz and Carlson, 2005). 
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Some family-run businesses suffer from identity problems. Tregear (2003), based on an 

analysis of market and growth orientation among craftspersons, concluded that 

craftspersons perceived themselves as prioritizing non-commercial and lifestyle goals. 
McAuley and Fillis (2005) also were not sure about the entrepreneurial identity of 

craftsperson's who regard themselves as being artists and/or designers rather than 
businessmens. 

Given the importance of 'family objectives', it is not a surprise that most OMs choose 

stability and risk-free behaviour because the firm is the main source of income and 
employment of family members, which results in "risk-averse strategies to be pursued 
in order not to jeopardize the family security or the property legacy" (Macs et al, 2005: 

pg. 19; see also Moshavi and Kosh, 2005). As stated above, in the family-run busines 

context family objectives repeatedly go beyond traditional firm-value maximisation to 
include employment for the family (Getz and Niclsson, 2004). Getz and Carlson (2005: 

pg. 238) believe that the generic objective of the family run business is to "use the 
business for the betterment of the family, potentially across more than one generation". 

Some family-run businesses reject any quantitative growth ambitions as they try to 

avoid increased debt, more work and/or risk. In fact, many OMs are averse to the 

maximisation of 'growth goals' (Maes et al, 2005; Skuras et al, 2005; Randoy and Goel, 

2003). Getz and Paterson (2005) reached the conclusion that profit and growth oriented 

entrepreneurs were a minority if compared to autonomy and lifestyle oriented 

entrepreneurs. Lifestyle-oriented entrepreneurs have a propensity to limit the scale and 

extension of their businesses development in order to harmonise economic objectives 

with social, cultural and environmental concerns. In fact the 'real entrepreneur' seems to 

be a minority in peripheral/remote regions as most firms are in fact family-run business 

pursuing a 'miscellanea' of non-economic and growth objectives (Randoy and Goel, 

2003; Maes et al, 2005; Skuras et al, 2005). 

As a consequence, we should not expect to find large numbers of profit maximisers 

operating in peripheral areas. Concerning enterprises operating in Greek rural areas, for 

example, North and Smallbone (2006) provide a profile of small sized firms, specialised 
in traditional specializations, labour-intensive techniques and showing low profitability 

and low economic development potential. Furthermore, North and Smallbone (2006) 

also point to two interrelated factors that were also deemed critical to understanding 

peripheral enterprises behaviour: a) the conservative management style of rural 
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entrepreneurs, and b) the lack of cooperation among rural firms. Concerning rural firms 

in Andalusia, Hoggart and Paniagua (200: pg. 68) also declare that the size of farms, a 
"conservative productivist mentality" and the large numbers of senior farmers 

constrained capital investment and firms' modernisation. 

5.3.2 Local firms' investment strategies 

Investment strategies are deemed critical to understand peripheral firm's behaviour 

(Hausman, 2005). Most SMEs exhibit relatively low levels of profitability and added 

value per worker. In consequence, investment options are clearly constrained by a 

capital structure which is dependent on in-house resources. In fact, when such firms 

apply for bank credit, they face extra hurdles in accessing external financing, which 

results in quite expensive growth strategies (Psaltopoulos et al 2005). In consequence, 
for some firms (especially younger ones) a total dependence on public funds' support, 

to underpin investment, is normal (Skuras et al, 2003; Meccheri and Pelloni, 2003; 

Psaltopoulos et al, 2005; Deakins et al, 2004). Concerning Italian start-ups operating in 

peripheral areas, Meccheri and Pelloni (2003) witness the dependence on 
I entrepreneurial personal funds' or alternative funding practices such as client and 

suppliers credit, given the credit rationing practiced by the financial system. And 

paradoxically firms in most need of funding are not the major recipients of public 
financial assistance, as firm eligibility for accessing such financial schemes requires 
heavy financial capacity (Skuras et al, 2003). 

Although financial constraints may be real, it must be said that this is not the critical 
issue. OMs' perceptions about which investment opportunities are available are more 
decisive. If OMs have developed a positive belief about an investment opportunity, such 
OMs will be able to provide the finance needed (Psaltopoulos et al, 2005; Ravasi and 
Turati, 2005; Psaltopoulos et al, 2005; Gren, 2002; North and Smallbone, 2006; 

Labrianidis, 2006). In fact it seems that in the LFR context, SMEs' growth constraints 
are more linked to lack of management competence or motivation than lack of resources 
and business opportunities (Saemundsson and Dahlstrand, 2005). 

In conclusion, complex investment strategies are rare, as family-run firms are 

overwhelmingly independent and dependent on retained profits. Family-firms are 
supposedly more risk-averse, less growth-oriented, and less creativity and innovation 
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focused. It is also suggested that such firms also reveal a reluctant attitude towards 

modernization and external counselling (Psaltopoulos et al, 2005; Randoy and Goel, 

2003). Firms operating in peripheral areas lack resources but perhaps more importantly, 

lack "the managerial professional culture and sophistication" which are needed for 

exploring complex ICT tools (Spanos et al, 2002: pg. 671; Landabasso, 2000; Gils ct al 

2004). In fact, medium and large companies reveal a greater propensity to 

invest/innovate and adopt ICTs. However, there is insufficient market potential to 

accommodate a large number of them (Faria et al, 2002). 

5.3.3 The role of the industry mix 

But the competitive behaviours of firms also depends on industry mix and business 

culture (Junquera and Ordiz, 2002; Kaufmann and T6dtling, 2002; Spencer and Gomez, 

2004). As stated by Erumban and Jong (2006: pg. 302) concerning the adoption of ICT 

tools: "the socio-cultural ambience, perceived values, institutions and political 

atmosphere might influence the perception of the individuals within a society in a 

certain way, and these factors may consequently impact the adoption decisions". It is 

evident that regions specialized in "dynamic, high growth firms and sectors perform 
better in terms of performance, investment and growth" (Becchetti ct al, 2003: pg. 145). 

With regards to the RAM, the local industry mix appears to be unfavourable, and there 

is also the prevalence of low technology, low productivity and non export oriented very 
I small-scale units' (Psaltopoulos et al, 2005; Faria et al, 2001). Thus we should expect 
SMEs located in peripheral regions to be less innovative than similar firms located in 

more accessible regions, with a more favourable industry mix. 

The 'parameters for competitiveness' are also conditioned by the industry mix. The 

evidence available demonstrates that technology based sectors with active programmes 

of product improvement and R&D projects exhibit 'higher levels of innovation' and 

adoption of ICT tools. Westhead et al (2001), Saarenketo et al (2004), Mitchell and 
Clark (1999) and Sadowiski et al (2002) associate a greater innovation propensity (and 

consequently greater growth potential) with manufacturing firms compared to service 
firms. The scope for seeking competitive advantages through product innovation, which 
in turn influences the development of new markets and growth potential, is clearly 

constrained in the service sector. And services firms experience greater difficulties 
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concerning innovation management (North and Smallbone, 1996; Keeble and Tyler, 

1995; Ezcurra et al, 2005). As a consequence, high adoption rates of complex ICT tools 

should not be expected in RAM. 

5.3.4 Cultural and institutional specificities at work in peripheral areas 

As seen in Chapter 3, local government initiatives have been crucial to sustain the 

macro-economic 'oasis 'and the social stability in some peripheral/remote areas. 
Although local government intervention has been crucial to sustain the current 

economic and social developmental levels, there are 'problems' attached to excessive 

state intervention (see section 3.5). In general, state-economy relations in islands tend 

towards a 'clientist approach' as policy-makers and local economic groups have 

overlapping interests. As a consequence, investment options in some 'protected sectors' 

are constrained by political issues and obscure private interests. Heshmati (2001: pg. 
214) points to the fact that, in Italy, "inhomogeneous institutions and rules determining 

entrepreneurial and business conditions" are applied to the detriment of "small firms, 

start-ups, less capital-intensive firms and family owned businesses, resulting in a 
reduction of their growth potential" (see also Gongalves, 2002; Tavares, 2004). Dimou 

(2003) and Freiss (1997) provide vivid examples of special legislative initiatives 

launched to provide entry barriers and favour specific commercial and political interests 

in Reunion and New Caledonia, respectively. And the unique 'grant-entrcprencurial' 

culture may also stifle innovation of potentially innovative firms. Concerning SMEs' 

access to financial programmes, Ramsey and lbbotson (2006: pg. 327) state that to "get 

ones hands on these funds to assist innovative c-business ideas that SMEs may wish to 

pursue, may be so complicated, confusing, and time unfriendly, that any entrepreneurial 

spirit soon becomes dampened". And in relation to one of the Italian peripheral regions, 
Meccheri and Pelloni (2003) point to the fact that EU funds are concentrated in a 
limited number of local firms, (larger firms linked to the construction sector) as they 
have more 'initiative' in accessing external funding. In a general way, peripheral 
regions suffer from 'low levels of competitive pressure' and are prone to the 
development of oligopolistic structures that may hamper SMEs' development prospects. 
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5.3.5 Innovativeness profile and distance from core markets 

Moshavi and Koch (2005: pg. 237) point to the fact "family businesses tend to be 

somewhat inward looking and do not scan their business environment as much as non- 
family-owned firms" (see also Gils et al, 2004; Ramsey and Ibbotson, 2006). In fact, 

there are psychological constraints linked to peripheral location that may erode a risk- 

taker attitude and 'openness of mind'. In relation to the psychological/cultural 

conditionings, Valentine and Holloway (200 1: pg. 3 86) explains how the nature of rural 

communities (i. e., isolation and marginalisation) "encourage children (and adults) to be 

inward rather than outward looking which can mean that they lack awareness of 

possible opportunities elsewhere and as such set their personal horizons too low" (see 

also Cross and Nutley, 1999). Local firms inward looking character is rcflected in the 

predominance of incremental innovations developed internally without any involvement 

from external institutions (North and Smallbone, 2000). 

But the inward looking character is also associated with the absence of professional 

experiences abroad (Almeida, 2005). The innovation management literature strongly 
emphasises the importance of access to and collaboration in external networks. In 

relation to UK rural/peripheral entrepreneurs, Keeble and Tyler (2002) emphasize the 
importance of "previous expertise, personal links and networks with potential customers 
developed by the (migrant) rural entrepreneurs involved in their previous urban 
locations and employment". In fact, a large number of contacts with 'urban-focused 

networks' as well as the awareness of evolving market opportunities and technology 

possibilities is not a distinctive characteristic of 'local born, entrepreneurs operating in 

LFRs (Psaltopoulos et al, 2005; Gillespie et al, 2001; Keeble and Tyler, 2002). As a 

consequence, an overwhelming local focus in terms of life experiences is likely to 

constrain OMs' innovative potential. North and Smallbone (2006: pg. 56) recognizes 
that due to the fact that OMs "have life experiences limited by their rural environment, 
it is unlikely in these situations, therefore, that the required animators will emerge from 

within the indigenous population". 

The distance in relation to core-markets also limits the "relative proximity to urban 
clients" and thus the potential for "competitive efficiency" due to increased competition 
(Keeble and Tyler, 2002: pg. 987; see also Porter, 2001; Grimes, 2005). As innovation 

theories recognised a long time ago, access to sophisticated customers and suppliers are 
a critical source of information and pressure to develop and up-grade products and 
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services (van Gelderen et al, 2005; Porter, 2001; Amara and Landry, 2005). In fact, 

external markets demand higher quality levels compared to local markets characterised 
by stable market rules and low competitive pressures. In fact, the innovation process of 
SMEs operating in LFRs is linked to existing technological/market knowledge, and 
therefore incremental innovations, if any innovations at all, are common (Saemundsson 

and Dahlstrand, 2005). 

5.3.6 Unlikely entrepreneurs 

But the local bom factor is complemented by the prevalence of 'unlikely entrepreneurs'. 
Quite often, the entrepreneurial option is a result of a lack of career opportunities. Under 

such circumstances entrepreneurship may be perceived as a "viable economic option" 

with low opportunity costs (McAuley and Fillis, 2005). 

In line with Ritsila and Tervo (2002: pg. 3 1), it is assumed that the entrepreneurial event 

results from both push factors (individual perspective) and pull factors (economic 

perspective). The 'push hypothesis' is linked to the circumstances wherein an individual 
is compelled to establish a new enterprise due to negative labour prospects such as 
personal unemployment. If individuals are confronted with a dramatic unemployment 
condition, or attractive opportunities are missing as a result of a inadequate educational 
background, individuals may consider the entrepreneurial venture as their best option 

available (Ritsila and Tervo, 2002: pg. 3 1). 

With regards to RAM, the push factor may be related to the 'illiteracy problem', which 

narrows the availability of attractive employment and career opportunities. Concerning 

traditional sectors, the pull-effect is also important as investment opportunities at the 

regional level were linked to the availability of funds after 1986. The point to be made 
is: small firms are not managed by highly qualified individuals with previous 
managerial experience who are 'pulled' into the entrepreneurship venture by their pro- 
innovative attitude and/or opportunity recognition (Ramsey and Ibbotson, 2006; Hough 

and White, 2004; Julien et al, 1999; Malecki and Pochling, 1999; Tanriverdi, 2005). 
Therefore, as most entrepreneurs are going to reproduce old business concepts in 

traditional sectors, entrepreneurship is not always an agent of change linked to 

processes of development and modernisation. 
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One of the critical problems in LFRs concerns human capital scores amongst OMs. This 

is a disturbing scenario as all evidence available suggests a positive impact of OMs' 

formal education on business performance and technology awareness/adoption (Ritsila 

and Tervo, 2002). Ravasi and Turati (2005) also highlight the impact of OMs formal 

education on opportunity recognition. And Smith (1999) highlights the impact of 

educational attainment, in terms of entrepreneurial orientation, learning capability and 
formal and structured planning on the firm's performance. Smith (1999: pg. 187) 

contends that "faster learners, who learn to approach the business in a more formal, 

structured and planned manner, will experience subsequently higher performance". 
However, as far as local entrepreneurs are concerned, human capital accumulation is 

assumed to be centred on 'personal' experiences and not on educational attainment 

and/or training. Data obtained from a study conducted in four mountainous areas (in 

Portugal, Spain, Italy and Greece) reveal that the Portuguese businessmen had the 

lowest level of formal education (Skuras et al, 2005; Skuras et al, 2003). That is, the 

successful Portuguese businessman was not well educated, but was work experienced. 

The competitive problem faced by firms operating in RAM must be stated. As most 
SMEs are locally oriented they are especially dependent on the region's macro- 

economic prospects, which are partially dependent on EU/Portugal financial transfers. If 

a 'financial crisis' is not avoided, a fall in the level of demand should be expected as 

well as increased competition pressures and firms' failure rates. It is argued that in such 

a scenario, local firms will struggle to protect their market shares essentially based on a 

cost approach. Thus firms' survival odds are linked to a fine tuned management of the 

inbound operations and procurement (selection of product and suppliers). But firms' 

survival odds are also linked to an up-grade of theirs OMs competences as shown in 

Section 5.5. The nature of this multifaceted competitiveness problem is summarised in 

Figure 5.3. It is suggested that Internet based technological and marketing scanning can 
help OMs to access better prices and after sales services (i. e., cost advantages). Such an 

approach is discussed later in section 5.5. 
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Figure 5.1 Local firms competitive problem 
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5.4 The ICT adoption rationale in a peripheral context: individual idiosyncrasies, 

resources availability and strategic concerns 

After having identified the basic pattern of adoption of ICT tools in the EU peripheral 

context, and provided a characterisation of the typical firm operating in a peripheral 

region, it is important to provide an analysis of OMs' decision making 

(Riemenschneider et al, 2003). Several theoretical frameworks may help us to 

understand the ICT adoption rationale. Yet as the empirical evidence regarding 

peripheral regions is scarce, doubts about the validity of the conclusions reached in the 

endless theoretical/empirical literature on the technology adoption topic, should be 

raised. Thus I adopt an 'exploratory approach' based on several strands of 'theory' to 

derive a series of propositions that may be tested and evaluated in the field. 

Our interest lies in an in-depth analysis of the factors that may drive ICT adoption in 

SMEs. Both the Attitude Based Models literature and Diffusion of Innovations Theory 

provide functional theoretical frameworks to understand the ICT adoption rationale. 
And both the Strategic Positioning Approach and the Resource Based View perspective 

provide a useful background to understand the impact of firm' structures/strategies on 
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the adoption rationale. However I am also interested in an in-depth analysis of the likely 

impact of the specific cultural/historical background in RAM on the OMs attitude 

towards technology. As seen in Section 5.3 the existing stock of firms and the business 

culture differs from the 'ideal'. 

One of the key stylised facts concerning micro and small firms is the I almost total' 

influence of the OMs in the daily operational management of their firms. Therefore, it is 

inaccurate to assume tout court all the insights based on theoretical accounts focused on 

complex organisation structures. In fact, most decisions regarding investment and 

technology are a result of highly informal, unstructured, reactive, intuitive and 

opportunistic decisions in line with a highly informal and personalistic organisational 

structure. Therefore a brief review of the literature on individual attitude based models 

provides our first theoretical framework to understand OMs' decision making. In fact, 

an individual's attitude towards technology is a fundamental antecedent of their 

adoption behaviour. Further, LFRs are categorised as innovation averse societies and 

local firms are easily stigmatised as backward, isolated and resistant to change and 

innovation. As a consequence we must ask: are local OMs 'in touche' with the hype 

surrounding the Internet or are they prone to be affected by 'technophobe attitudes'. 

5.4.1. Attitude based models 

As mentioned above, the almost total influence of the OM in operational and strategic 

management and adoption decision-making seems to point to a single actors approach 

(Montalvo, 2006; Austin et al, 1998). As stated by Celuch et al (2005: pg. 2) "small 

firm (entrepreneurial) business decision making is usually the province of an individual 

decision maker'. In fact, the micro firm's culture is shaped and affected by the OM's 

personality "since they have a strong dominance in the firm" (Wong and Aspinwall, 

2004: pg. 51). As a consequence, an in-depth analysis of OMs attitudes/beliefs towards 

ICT tools is required. Despite all the hype around ICTs such as the Internet, some 

individuals (including OMs) still have negative attitudes towards the Internet (Burton, 

2004). 

According to Montalvo (2006: pg. 313), a behavioural model is a way to "organize 

knowledge generated in diverse areas of innovation studies to explain and predict the 

conditions upon which innovative behaviours of organizations in specific contexts can 
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occur". Based on studies carried out in the agricultural context, Burton (2004: pg. 360) 

categorises as behavioural approaches those ones that seek to understand the behaviour 

of individual decision makers and are focused on psychological constructs such as 

attitudes, values, and goals but also gather additional data on firm structure, economic 

situation, successional status, etc., and "employ largely quantitative methodologies, in 

particular psychometric scales such as Likert-type scaling procedures for investigating 

psychological constructs". According to Burton, the behavioural approaches understand 

behaviour as a combination of individualist motivational factors and more structural and 

on economic factors that inhibit or drive the OMs decision making (Burton, 2004. pg. 
360). According to Ccluch ct al (2005: pg. 2) "attitude based models focused on the 

identification of the determinants of behavioural intention (i. e., attitudes, subjective 

norms, perceived control), have been viewed as a useful means of understanding 
determinants of technology usage". In fact, it is well documented that individual's 

social behaviour may be explained and predicted in terms of intentions, attitude, 

subjective norms and behavioural control. 

Attitude-based models such as the Theory of Reasoned Action, the Theory of Planned 

Behaviour and the Technology Acceptance Model are focused on the identification of 

the determinants of the 'behavioural intention' (motives, values and attitudes) and have 

been largely adopted in the analysis of determinants of an individual's 'technology 

acceptance and usage'. Both theories assume that behaviour is function of salient 
beliefs, that is, relevant information in relation to the behaviour in question. Both 

consider that individual action is determined by the intention to perform; and the 

intention to perform is a function of the attitude (personal interest) which is conditioned 

by the person's behaviour beliefs (individual positive or negative evaluation of 

performing certain behaviour) as well as by subjective norms. The subjective norm 
dimension concerns normative beliefs and social influence and is defined as a person's 

perception of the normative social pressures to perform or not perform the behaviour in 

question (Roman, 2004; Kohn and Husig, 2005; Huang and Liaw, 2005). The Theory of 
Planned Behaviour adds to the basic constructs of attitude, intention and behaviour, a 

construct relating to perceived behavioural control defined, as a "measure of the extent 
to which people believe they are able to control the outcome" (Vcnkatesh and Davis 

(2000: pg. 187). 
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Many theoretical frameworks based on the attitude base models have been used to 

measure technology usage satisfaction and adoption (Venkatsh and Davis, 2000; 

Venkatesh et al, 2003). Amongst them, the Technology Acceptance Model seems to be 

"the most influential and widely used theory in predicting and explaining" the levels of 

usage and the intention to use in Management of Information System literature" (Wu 

and Wu, 2005: pg. 305; see also Chen et al, 2002; Saadd and Kira, 2006; Venkatesh and 

Davis, 2000; Celuh et al, 2005; Yu et al, 2005; Korukonda, 2005). According to 

Venkatesh and Davis (2000: pg. 187) "TAM is well-established as a robust, powerful 

and parsimonious model for predicting user acceptance" (see also Celuch et al, 2005; 

Huang and Liaw, 2005). However, as the TAM based studies have had an application 

mostly focused on workplaces and the end user context it is important to establish their 

theoretical relevance (reliability/significance) in the SME context (Brown and 
Vankatesh, 2005; Celuch et al, 2005). 

The initial version of the TAM hypothesized that an individual's behaviour intention to 

use is influenced by that individual's attitude towards usage and the direct and indirect 

impact of the 'Perceived Usefulness' and 'Perceived Ease of Use', constructs which 

were believed to moderate the impact of the external variables (such as system 

characteristics, training, etc) in the intention to use (Huang and Liaw, 2005). Perceived 

usefulness is defined as the "extent to which a person believes that using the system 

enhances his/her job performance, outcome expectancy which leads to individual 

behavioural intention to use technologies" (Venkatesh and Davis, 2000: pg. 192), and 

perceived ease of use is related to the extent to which a person believes that using a 

system will be free of effort. 

It is important to extend further the analysis of the theoretical relevance of these 

constructs in order to justify their inclusion at the empirical level. Attitude and intention 

are still relevant theoretical constructs as the "business case to adopt Internet related 
technologies have been put to question as a result of the crisis in the new economy 

paradigm" (Nieto and Fernandez, 2006: pg. 251). In fact, as stated by Ramsey and 
Ibbotson (2006: pg. 326) "SMEs have become complacent, as they believe the option of 
e-business is over hyped and less urgent and as a consequence the postponement of 
strategic planning and investment in e-business is the rule". So, despite all hype around 
the Internet, most OMs may adopt an indifferent attitude towards it's adoption. 
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In the SME context, the relevance of the 'perceived usefulness' construct cannot be 

overlooked, as low rates of adoption of the Internetle-commerce amongst SMEs are still 

the norm. Grimes (2005: pg. 10) argues that "many entrepreneurs fail to see the 

practicability of c-commerce in the context of their own business operations" (see also 
Chen et al, 2002). The 'perceived ease of use' factor is certainly a decisive one, 

especially in the pre-adoption phase as most OMs are presumably not experts in the ICT 

field. 

The 'subjective norm' construct, defined as a "person's perception that most people who 

are important to him think he should or should not perform the behaviour in question" 
(Venkatesh and Davis, 2000, pg. 187), seems to be fundamental to understanding the 

processes of adoption/difftision in a particular sociological context such us the island 

one. Venkatesh and Davis (2000: pg. 187) suggest that if "an individual agent believes 

that important referents think that he should adopt and if the agent in question shows 

enough motivation to comply with referents", the individual in question may opt for a 

certain behaviour, even in the case of a neutral and or negative attitude towards such 
behaviour (see also Labriandis, 2006; North and Smallbone, 2006). 

The impact of referents' thinking is very important in the SME context. Moshavi and 
Koch (2005: pg. 240) observe that "when family-firms do look outward, they primarily 

turn to other family-owned firms for comparison". Lu et al (2005: pg. 250) also suggest 

that OMs frequently appeal to their family and friends network "when business advice, 
finance or guidance was required" (see also Martin and Halstead, 2004; Lu et al, 2003). 

In fact, family and friends' opinions may counteract the impact of negative individual 

views. The possible 'salient referents' comprise, according to SME literature, family 

and friends, workplace referents, competitors, customers and suppliers, government 

champions and governmental institutions (Brown and Venkatesh, 2005). The 

importance of the OM's inner circle (family, friends, customers, etc) is also highlighted 

by Martin and Halstead (2004: pg. 31), who provide an interesting account of how 

children of school-going age influence their parent's awareness about ICT technology. 

In fact, social pressures may constitute an effective mechanism to overcome the initial 

inertia (and low adoption rates) as it is a factor of persuasion to change the initial 

(negative) attitude. The near-peer pressures may legitimize the adoption decision even if 

there is no rationale behind ICT adoption (Karahanna et al, 1999). In fact, in the pre- 

adoption phase, a potential user's knowledge, beliefs and intention to use a new 
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innovation are 'vague and ill-formed' and therefore dependent on external opinions. As 

additional information about the potential limitations of the innovation is gathered via 
direct experience, the influence of the subjective norm factor is mitigated. A decade 

after the emergence of the Internet, a reduced impact of the subjective norm factor on 
OMs' beliefs and attitudes should be expected. However the subjective norm factor 

includes another dimension (image' factor) besides a mere conceptualisation of 

adoption as directed by 'group norms' (Venkatesh and Davis, 2000). The 'favourable 

image' factor conceptualises ICT adoption as a factor of enhancement of the social 

status in the community. 

'Previous experience' is another important construct to understand attitudes, while 
Korupp and Szydlik (2005) conceive the 'generation factor', in terms of access to 
household technology, as a key determinant of attitude towards technology. They 

identify 4 ideal generation types: the pre-technical generation bom before 1939; the 
household revolution generation (for individuals bom between 1939 and 1948); the 

generation of advanced household technology (for individuals bom between 1949 and 
1964); and the computer generation (for individuals bom after 1964). Concerning RAM, 

the pre-technical generation still comprises individuals bom after 1964, as most of them 

grew up in an environment bare of household technology. Basic household technology, 

such as refrigerators and TV sets diffused in RAM only after 1976. The generation 

raised with 'a set of digitalised home technology' (microwaves, computers) was only 
bom in the 1980s-1990s. According to Korupp and Szydlik (2005: pg. 417) the 
"confrontation with computer technology at a young age seems to make its appliance 

more likely". Consequently, early adopters are to be found only in the upper educational 

echelons. And a widespread reluctance and negative attitude towards technology should 
be expected. 

5.4.2. Technophobia and intrinsic motivation 

As suggested above, individual idiosyncrasies and intrinsic motivations must also be 

analysed in order to understand the ICT adoption rationale. For example, in order to 

understand the impact of the individuals' acceptance of web based surveys, Huang and 
Liaw (2005) analyse the simultaneous impact of the 'self-efficacy' construct and other 

constructs such as 'anxiety' and 'computer liking' related to the individual 'intrinsic 
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motivation' sphere. According to Huang and Liaw (2005: pg. 732) intrinsic motivation 
is defined as the "driver arising within the self to carry out an activity whose reward is 

derived from the enjoyment of the activity itself'; anxiety is defined as the "tendency of 
individuals to be technophobic, being uneasy or apprehensive towards technology"; and 

computer liking is defined as ("liking or enjoying working with computers. Yu et al 
(2005: pg. 967) add the 'perceived enjoyment' construct, emphasising therefore the role 

of fun, defined as "the extent to which the activity of using the technology is perceived 

to be enjoyable in its own right, apart from any performance consequences that may be 

anticipated". Brown and Venkatesh (2005: pg. 406) also emphasise that "Using 

technology for its own sake is an indication that an individual is intrinsically motivated 

to use the technology". Even if there is no 'economic rationale' to justify the adoption 

of ICT tools, the perceived enjoyment factor can extend the domestic use of ICT tools 

to the business sphere. 

However, despite all the hype concerning the Internet and other technology based 

devices, technophobia (or computer anxiety) is still a matter of concern for 25%-50% of 

adult individuals (Bond, 2004; Nachinias et al, 2001). Computer anxiety may be defined 

as distrust and fear of computers (Ahuja and Tatcher, 2005; Thorpe and Brosnan, 2005; 

Korunkonda, 2005; Sinkovics et al, 2002; Shaw and Marlow, 1999; Selwyn et al, 2000). 

Korunkonda (2005) alerts us to the fact that technophobia can affect up to 50% of the 

population, and, therefore, feelings of computer-related anxiety cannot be dismissed or 

marginalised in the OMs context. Saadd and Kira (2006: pg. 1) also tell us that 
"computerphobic adults including first-year university students have been reported to 

range from 25% to 50%" (See also Nachmias et al, 2001; Slewyn, 1998; Selwyn et al, 2000). 

For 'computerphobic' individuals, contact with Internet based technologies often has 

unpleasant side effects. Anxious individuals are also found among executives and 

owner managers (Sinkovics et al, 2002). 

As seen above, attitude towards technology may be the result of multiple and 

conflicting influences. Solely based on direct economic benefits, most OMs would be 

hesitant adopters or resisters. But the additive influence of 'home technical support' and 

near-peer pressures may change the initial negative attitude. Therefore several items 

related to attitude, intention, subjective norm are included in Chapter 6, in the survey in 

order to address the impact of the generation effect and the lack of experimentation with 

technological artefacts. 
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It is time to revise our analysis of the Attitude Based Models constructs. The work of 
Celuch et at (2005), which is based on the Theory of Planned Behaviour and dedicated 

to the analysis of the "small scale industrial end user Internet usage", may serve as a 
benchmark (to our research project) given the similarity of subject. To Celuch et at 
(2005: pg. 3) the 'intention to use' is dependent on the "perceived control related to 

Internet usage", the "overall attitude towards Internet purchase", the subjective norm to 

use the Internet, the OM's Internet self-efficacy (as a proxy for the OMs level of 
Intemet/PC skills) and the firms' past behaviour. The 'perceived control' construct, is 

defined as "relative ease or difficulty of performing behaviour" (Ccluch et at, 2005: pg. 
3). According to Celuch et at (2005), the importance of the self-efficacy construct and 

past behaviour in determining the usage intentions and the viability of the attitude-based 

models to understand small scale industrial end users was established. 

It should be stressed that is not my intention to produce relevant theoretical or empirical 

contributions to the behavioural studies field about the validity of constructs, or 

comparisons between competing theories (i. e., theory testing) but to "offer a richer 
theoretical understanding of psychological processes" at work (Celuch et al, 2005: pg. 
2; see also Burton, 2004). My 'model' is adapted from Celuch et al (2005) and 
conceives behaviour (expressed by the level of internet adoption) as influenced by 

attitude towards Internet and subject norm for using the Internet. The constructs 

competitive pressure and internet self-efficacy were also added. The main goal is to 

perceive if a direct link between attitude and behaviour is apparent at the micro/small 
firm's level. 

5.4.3 Limits to the Attitude based models 

Although the attitude based models (Theory of Reasoning Behaviour, Theory of 
Planned Behaviour, Technology Acceptance Model and Technology Acceptance 

Mode12) provide reasonable explanatory power and a stimulating intellectual 

framework to analyse the relationship between attitude, contextual factors and adoption, 
Legris et al (2003) argue for an integration of Technology Acceptance Model into a 

wider model so as to increment the explanatory power of such models. Burton (2004: 

pg. 360) is well aware of the relative marginalisation of the 'behavioural approaches' in 

the rural economic studies field due to several theoretical flaw related to the "analysis of 
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individual decision-makers out of their social or familiar milieus which is a simplistic 

approach to understand human behaviour" and "the overwhelming emphasis on attitude 

as the main motivational determinant of behaviour and the almost total ignorance of 

social and cultural influence". Wu and Wu (2005: pg. 304) also argues that "TAM tends 

to be relatively limited in studying isolated individual perceptions of innovation usage". 

As a consequence, it seems logical to build-up a model that includes additional 

constructs that "offers a far broader and arguably more realistic perspective of 

micro/SME decision-making environments" (Burton, 2004: pg. 363). In an effort to 

rehabilitate the 'behavioural approaches' in the agricultural studies field, Burton (2004) 

proposes the inclusion of other 'conditioning' factors of farmers' attitudes such as 

structural and political factors and additional variables from social psychology. 

5.4.4 Firm based models (1): Diffusion of Innovations Theory 

As seen in Chapter 4, most ICT adoption studies are based on a 'over-optimistic' and 

deterministic hypothesis concerning the ICT adoption process. However, "sometimes it 

seems to take an amazingly long period of time for new technologies to be adopted by 

those who seem most likely to benefit from their use" (Geroski, 2000: pg. 604; see also 

Preissl, 1995). In fact "unlike molecules which act and react mechanically, OMs try to 

think before they act and this can be a very slow and unpredictable business for some of 

them" (Geroski, 2000: pg. 603; see also Wong and Aspinwall, 2004). Contrary to what 
has been propagated by the enthusiastic prophets of the Information Society paradigm, 

the ICT adoption process is troubled by several inhibitors. As seen in Section 5.2, 

adoption rates are below expectations. And contrary to the US case, there is no evidence 

in Europe to suggest a large-scale adoption of ICTs tools (Fabiani et al, 2005). On the 

contrary, the diversity and complexity of ICT diffusion paths provides support to 

conceptualise the innovation process as a 'stochastic phenomena' in nature and as one 

which is context dependent (Roman, 2004). In fact, there are reasons to expect, in a 

region like RAM, deprived of high-tech sectors and large numbers of innovative firms, 

the lack of ICT based economy-wide benefits and a (very) unique diffusion path. 
However, given the importance attached to the Information Society Project it is critical 

to understand which 'local' elements are driving the adoption rationale at the firm level. 
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Diffusion of Innovations Theory 

Diffusion of Innovations Theory approach has been a fundamental theoretical 

underpinning for a multiplicity of studies/analyses concerning ICT adoption at the SME 

level. Roman (2004: pg. 55) conceives of Diffusion of Innovations Theory as a "suitable 

general theoretical framework" and "a conceptual meeting point that embraces other 
theoretical approaches to help illuminate research and practice" (see also Haugh and 
Robson, 2005). The Diffusion of Innovations Theory is well adapted to the needs of 

multidisciplinary inquiry as it "cuts across different social science disciplines 

(anthropology, sociology, education, communication, marketing, etc) and it is applied in 

very different contexts" (Roman, 2004: pg. 55; see also Wu and Wu, 2005). The 

Diffusion of Innovation Theory emphasises the process of social change and the 
dynamics of social construction of innovations and acknowledges a gradual assimilation 

of the innovation under analysis, and a plurality of diffusion paths and adoption rates 
(Amiel and Sargent, 2004; Antonides et al, 1999). 

The Diffusion of Innovations Theory based studies provides a group of key 

assumptions/results regarding: conditioning factors of the adoption of innovations; 

critical characteristics of adopters and innovations conditioning the ICT adoption 

process; the individual awareness/knowledge process of the characteristics of 
innovations; the decision making process; the process of attitude change and the 

diffusion process of the innovation in the target population; the process of 

communication/diffusion of information and epidemic effects at work; and an analysis 

of the ICT adoption impacts (Premkumar and Roberts, 1999). The impact of contextual 
factors is also acknowledged and incorporated in some studies that assume a 
I contingency approach' (Lapierre and Denier, 2004). 

Rogers (1995), a leading scholar in the Difftision of Innovation Theory field, provides a 

set of stylised facts (corroborated by other authors) concerning the classic process of 

adoption/diffusion: 

1) the existence of innovations characteristics perceived as determinant by the potential 

adopters; based on Rogers (1995) several studies which tested the impact of relative 
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advantage, compatibility, complexity, triability and observality characteristics (Drew, 

2003; Galende, 2006; Pensupap and Walker, 2005; Kearns, 2005; Dubelaar et al, 2005); 

2) the influence of the individual characteristics of adopters (such as firm size, OM's 

education background, etc) on the probability of adoption (Bertschek and Fryges, 2002; 

Daveri, 2001; Haleblian and Finkelstein, 1999; Love et al, 2001; Olson and Boyer, 

2003; Lee et al, 2004; Lal, 2005; Okazaki, 2006); 

3) the evolution of adoption by stages; Rogers (1995) advocates a5 stage decision- 

making process that includes knowledge/awareness, persuasion, decision, 

implementation and confirmation); 

4) the influence of certain agents (such as ICT adoption champions and/or Government 

projects) (Berranger et al, 2001; Lefebre et al, 2005; Tellis et al, 2003); 

5) the absence of temporal uniformity (constant rate of adoption) in the process of 

difftision; in fact, a slow rhythm of adoption/diffusion before a critical threshold is 

reached is observed in most studies (Kohn and Husig, 2005; Geroski, 2000; Katz and 

Safrandski, 2003; Hoppe, 2002; Ilonen et al, 2004; Smith, 2004; Yoo and Moon, 2005; 

Everdingen. ct al, 2005; Fornerino, 2003; Knol and Strocken, 2001). 

As stated above the Diffusion of Innovations Theory acknowledges a gradual 

assimilation of the innovation. Roger (1995) shows that adopters can be classified as 

innovators (2.5%), early adopters (13.5%), early majority (34%), late majority (34%) 

and laggards (16%). In relation to the diffusion process, it is also assumed that at the 

very the beginning of the process the proportion of adopters evolves at a growing rate, 

then at a decreasing rate till the saturation point is reached, a fact that is quite well 

illustrated by a classic S-shaped curve. 

Most empirical studies are based on two competing approaches: rank models and 

epidemic models (Karshenas and Stonemen, 1993; Karshenas and Stonemen, 1995; 

Hollenstein, 2004; Luchetti and Sterlacchini, 2004). The 'rank models' accept the 

existence of heterogeneity amongst the population of firms in terms of attitudes towards 

risk, absorptive capacity of innovations, human/financial resources and strategic goals. 
Such differences explain the different rates of adoption and the timing of adoption 

observed. For example a given firm i may differ from firm j concerning some critical 

variable that affects the 'net return of adoption' (considered as the most important 

determinant of the adoption) (Geroski, 2000). As a consequence, firm i may adopt later 
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on or may even not adopt the technology z at all due to the negative impact of a critical 

variable in the net return of adoption (Canepa and Stoneman, 2004; Hollenstein, 2004). 

The 'epidemic models' assume that the process of difftision/adoption is conditioned by 

information spill-overs linked to network effects and communication processes (Canepa 

and Stoneman, 2004; Karshenas and Stoneman, 1993; Karshenas and Stoneman, 1995). 

Canepa and Stoneman (2004), based on the empirical available evidence, corroborate 

the viability of both the rank models and epidemic models to explain ICT adoption 

rationale. In relation to a sample of both Portuguese firms, Faria et al (2002) show the 

importance of rank effects in the adoption of production related ICT tools. 

Lessons from Diffusion of Innovations Theory studies: inhibiting factors and 

adoption costs 

Hundreds of papers and studies provide examples of models to study the conditioning 
factors of the ICT adoption process. For example, Dholokia and Kshetri (2004) consider 

that the level of involvement/adoption of ICTs is dependent on: a) resource availability 

as expressed by firm size; b) OMs perception (in terms of cost, privacy, on-line sales 

management) and attitude towards innovation attributes; c) the firm's past history and 

previous adoption of ICT products and experience with marketing tools; and d) 

perceived competitive pressures. Mehertens et al (2001) suggest three key conditioning 
factors: 1) perceived benefits; 2) organisational readiness in terms of financial and 

technology knowledge and the availability of ICT infrastructure; and 3) external 

pressures and the owner's attitude towards technology. 

Hollenstein (2004) groups the conditioning factors of adoption into: 1) internal factors 

such as the anticipated benefits of adoption, barriers to adoption, dimension and firm 

age; and 2) external factors such as absorptive capacity, information spill-overs, 
industry characteristics in terms of competition, market concentration, adoption rate and 

technological opportunities and market prospects. 

Premkumar and Roberts (1999) propose a multi-dimensional model to analyse ICT 

adoption in a peripheral area grouping the conditioning factors into: a) innovation 

characteristics (relative advantage, cost, complexity and compatibility); b) 

organisational characteristics (top management support, firm's size and ICT expertise) 
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and c) environmental characteristics (competitive pressure, external support and vertical 

linkages). Wu and Wu (2005) also point to the importance of the OM's entrepreneurial 

attitude and ICT skills as a conditioning factor of a firm's innovative experience in the 

ICT field. 

Doherty et at (2003: pg. 891) highlight the importance of a company's Internet 

development strategy, and the "OM's strategic vision and willingness to provide 

appropriate resources to support the implementation of ICT projects". They also 

highlight the importance of 'senior management support' and 'their vision of the 

usefulness of the Internet'. 

Some authors try to integrate the 'demand side' in the analysis. Doherty ct al (2003) in 

an analysis of UK retail sector adoption of ICTs, point to the importance of the factors 

"Internet access of the respondents target", "level of Internet awareness" and "computer 

literacy of the firm's target audience" and the "suitability of current product range" for 

Internet retailing. Salmeron and Hurtado (2005: pg. 1) also adopt a demand perspective 

as they point to the fact that "customers are demanding different, better services", which 
includes an on-line interface to the extent that "they perceive easiness of use". As more 

and more customers are on-line, firms must meet the on-line challenge offering on-line 

support and services. 

The availability of resources is stressed in some studies (Taylor et al, 2004; Teo and 
Pian, 2004). Pdrez et al (2004) highlight the importance of firms' human capital and 

technology/knowledge resources. 

Other factors include pressure from competitors and 'organisational culture'. According 

to Tco et al (1997) the compatibility of Internet with the organisational culture and top 

management support are the most significant contingent factors affecting the Internet 

adoption. Salmeron and Hurtado, (2005), based on ICT adoption patterns by fashion 

firms, conclude that pressure from trading partners and competitors are critical factors 

affecting ICT adoption decision-making. 

An analysis of inhibiting factors has been provided by several authors. Mahler and 

Rogers (1999) list factors such as customer's lack of interest, low price/value ratio, poor 

quality of supplier support and organisational difficulties as key inhibitors of the 

adoption of banking services. Resistance by a firm's employees must also be added to 

the list. Concerning ICT adoption barriers, OECD (2000) points out factors such as, the 
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uncertainty about return on investment, low levels of in-house resources and customer 

access to the electronic marketplace, and perceived barriers to electronic trading in 

terms of security, trust and confidentiality. And Buhalis and Deimezi (2006: pg. 315), 

concerning the Greek context and based on a consumer point of view about e-commerce 

transactions, point to: lack of access to credit cards; lack of trust in Internet transactions 

; lack of knowledge/skills; an the preference to talk to salesman prior to purchase. From 

a producer point of view, factors such as OMs indecision; lack of qualifications of 

entrepreneurs and employees, ignorance and lack of interest, poor management skills 

and lack of e-commerce skills seem to negatively impact the likelihood of adoption of 

an e-commerce platform (Buhalis and Deimezi, 2006: pg. 315). A number of obstacles 

are slowing down the adoption process. However, the critical factor concerns the fact 

that ecommerce as a source of transaction cost advantages do not significantly differ 

"from those of the old-fashioned mail order retail channel" (Santarelli and D'Altri, 

2003: pg. 281). 

There is evidence to suggest the existence of an adoption continuum, from lack of 

awareness, through totally dismissing the notion of the Internet as a viable option, a 

wait and see approach, to a proactive adoption behaviour (Fillis and Wagner, 2005; 

Litan and Ravlin, 2001). A continuum of coping responses is also observed, from one 

extreme of ignore (non-adoption) to the reinvention/adaptation of the technology. 

However, a definitive positioning (adoption/non-adoption) is not common, as attitudes 

towards technology may change. Loane (2006) and Levy and Powell (2002) reject the 

idea of an adoption ladder and suggest that most firms adopted the ICT 'solution' that 

fits their business model well, and only adopt extra functionalities when useful 

technologies became available or customers demand an e-business platform to handle 

ordinary business activities. 

Lessons from Diffusion of Innovation Studies: Internet related advantages 

Most Diffusion of Innovations Theory based studies acknowledg an extensive catalogue 

of Internet related advantages. It has been reported that Internet can "alter product 
design, marketing, production, finance and the very organisation of firms" (Fabiani et 

al, 2005: pg. 225). For Damaskopoulos et al (2003) and Haugh and Robson (2005), 
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Internet related advantages concern efficiency and competitiveness. The widening out 

of market perspectives (in terms of geographical scope, customer segment target, 
diversification of marketing channels and better customer service) is also expected. 

However, there is only limited empirical support to suggest advantages: a) in the 

communication sphere as a result of widespread adoption of e-mail; b) in terms of 

access to global sources of information based on technological/marketing scanning 

processes; c) in web pages relative to traditional methods of marketing (Doherty et al, 
2003; Baourakis et al, 2002). Levy and Powell (2001) and Mehertens (2001) include the 

image of modernity to the list of Internet related advantages (see also Nicto and 
Ferndndez, 2006). 

Grimes (2005), based on a sample of SMEs located in peripheral areas, was able to 

conclude that the most important uses of the Internet were, in order of importance, 1) 

access to information concerning markets and competitors; 2) banking online; 3) 

promotion and advertising; 4) access to public services; 5) 13213 e-commerce; 6) after- 

sales service; 7) 132C e-commerce; 8) teleworking; and 9) recruitment. The four most 

relevant functions above are not linked to the e-commerce sphere (access to external 

markets). In fact, Internet use is focused on technological/market scanning, advertising 

and promotion and banking on-line (Grandon and Pearson, 2004). Buhalis and Deimezi 

(2006: pg. 315) also show that ICT uses are limited to access to information and 

communication. Evidence coming from Spain also points to that fact that firms' web 

pages are at best a new marketing channel used for business advertising and not an c- 

business platform (Salmeron and Hurtado, 2005). 

Several studies highlight the fact that the e-commerce dimension is negligible in most 
firms. Santarelli and D'Altri (2003: pg. 273) states that "despite rapid growth 

experienced in recent years, e-commerce sales account for a very small share of total 

transactions". Data concerning ICT uses at the SME level, thus challenges expectations 

about large scale adoption of sophisticated e-commerce platforms and access to external 

markets based on Internet tools. However, despite the absence of extensive use of e- 

commerce facilities, Grimes (2005: pg. 1076) does not conceptualise SMEs as 'non- 

digital' as "firms in the more peripheral regions were succeeding in using ICTs at least 

as effectively as firms in more accessible regions". Section 5.5 below provides an 

alternative understanding of the actual ICT benefits at the SME level. 
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A final comment about the theoretical insights provided by both TAM and Diffusions of 
Innovations Theory is required. Both are quite compatible from theoretical and practical 

point of view due to the intrinsic 'relatedness' of this key-constructs. The 'perceived 

usefulness' and 'perceived ease of use' constructs are similar to the 'relative advantage' 

and innovation 'complexity' constructs (Wu and Wu, 2005). Hence, an integrated 

approach can be achieved. Roman (2004: pg. 61) states that "diffusion of innovations 

theory may serve as an initial framework on which to build new conceptualisations of 

the role of the information and communication in development". And the 'behavioural 

approach' of TAM provides an opportunity to obtain quantitative measures of socio- 

psychological variables (beliefs, attitude and behaviour) that may influence the adoption 
behaviour of OMs (Celuch et al, 2005; Wu and Wu, 2005; Roman, 2004). Hence, a 

theoretical framework can be enriched with constructs from both approaches. 

Most studies concerning ICT adoption are based on the Diffusion of Innovations 

Theory. However, this theory is "silently concerning how OMs attitude is formed, how 

it leads to the eventual adoption or rejection decision, and how innovation 

characteristics fit into this process" (Karahanna ct al. 1999: pg. 186; see also Chen ct al., 
2005). The Diffusion of Innovations Theory approach assumes that most OMs 

understand the impact of the Internet in a dispassionate and totally professional manner. 
Attitude based models are also touched by theoretical flaws. According to Korukonda 

(2005: pg. 313) the lack of precision of some constructs applied in the ambit of the 

TAM studies imposes the need for integrated and detailed models via deconstructing the 

constructs into their constituent components. As a consequence, they suggest an 

enlarged model in order to conceptualise the adoption and attitude towards ICTs. 

5.4.5 Firms based models (2): theoretical insights from the strategic positioning 

approach 

The strategic positioning approach is quite an influential theoretical approach in the 

strategic management literature and may help to integrate the firm's behaviour 

(strategy) into the analysis of the adoption rationale. Both the strategic positioning 

approach and the Resource Based View (RBV) perspective considered below, provide a 

very useful theoretical framework to analyse ICT adoption, with respect to the impact of 

the firm strategic thinking the heterogeneity in terms of resources, available to firm, 
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respectively (Sambamurthy et al, 2003; Spanos et al, 2001; Spanos et al, 2002; Nieto 

and Ferndndez, 2006; Lee et al, 2004; Lockett and Thompson, 2001). 

The strategic positioning approach, developed by Porter, conceives a firm as a 'bundle 

of strategic activities aiming at adapting to the industry environment by seeking an 

attractive position in the market' (Spanos and Lioukas, 2001: pg. 907). Hence, ICT 

adoption decisions may be conceived as a 'market imperative' to the extent that ICT 

investments 'represent' defensive barriers to counter-act competitive forces (Spanos and 
Lioukas, 2001). In fact, Porter and Miller (1985) define 'ICT as a means by which firms 

can gain competitive advantage by altering the competitive forces that collectively 
determine industry profitability'. ICTs investments are hence linked to industry 

standards and firm's competitive advantage. 

Porter (2001) considers the 'industry characteristics' as key determinants of competitive 

rules, firm's strategic portfolio and performance. According to Porter (2001) the essence 

of competitive strategy formulation consists in relating a company to its environment 

and the key aspect of the firm's environment is the industry or industries in which it 

competes. From Porter's (2001) point of view, certain industries may demand specific 

strategies (such as heavy investment in ICTs) to create 'structural impediments to 

competitive forces' (i. e., entry barriers). Therefore opportunities to create competitive 

advantage in a specific industry may require specific ICT investment strategies. The 

ICT adoption rationale is conceived of as a 'firm's strategic problem' linked to 'entry 

deterrence' strategies, 'positioning approaches', industry technological standards and 

efforts to decrease costs and/or differentiate the firm from competitors (Tierce et al, 

1997). 

Many studies have adopted a strategic positioning approach in the analysis of firms' 

ICT strategy. The importance of the strategic component of the ICT adoption rationale 
may be seen in the importance attached to factors such as 'Internet strategy', 
I organisational strategic vision' and 'willingness to provide appropriate resources to 

support its implementation'. 

And the 'strategic positioning analysis' provides the grounds to contest some 
deterministic accounts about the alleged advantages of the Internet. Porter (2001: pg. 
74) demonstrates how the Internet does not replace the old traditional rules nor 

constitutes a 'substitute for strategy. In some sectors the Internet is no more than a 
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standard technology needed to sustain the current market share level. In such cases, the 

Internet may be conceived of as an enabling technology, and not as a panacea able to 

overcome deficient competitive positioning. Porter (2001) contests the hype 

surrounding the Internet. According to Porter there is a risk that too much emphasis on 
the technological side may shift time/attention from what is really important. For most 
SMEs, competitiveness and success is still based on 'relational assets' and not in 

technological solutions (Porter, 1998). And some studies based on the strategic 

positioning approach suggest that Internet based models may erode established 

competitive advantages. Most pure Internet business models have experienced low 

profitability ratios as a result of price wars (Waesche, 2003; Porter, 200 1). Porter (200 1) 

also suggests that the Internet is, in fact, linked to an on-going process of loss of 
bargaining power to other industry stakeholders such as costumers. Further, and still 

according to Porter, the Internet has reduced the degree of differentiation amongst 

products and services and has switched the focus to price discounting. Many on-line 
business models are based on heavy discounts (price differentials) to attract customers. 
So, customers enjoy a substantial part of the net economic benefit. 

But in the end, profits are predicated upon the "degree to which the transaction is 

perceived to be creating sufficient net value for the customer" (Wilson-Jeanselme and 
Reynolds 2005: pg. 166). For the time being, 'creating value' depends on built-up 

loyalty and personal relationships and not on e-commerce platforms. 

The strategic positioning perspective helps us to understand ICT adoption as a firm 

strategic decision problem of the firm (Teece et al, 1997). However, the strategic 

positioning perspective ignores the fact that SMEs define strategy by default. Most 

SMEs are not growth oriented and do not define clear their strategies. For example, 
Salmeron and Hurtado (2005: pg. 1) argue that "since the e-commerce strategic decision 

is rarely planned", some SMEs "do not know what the main objectives are, or what they 

actually want to achieve". Most SMEs do not opt for a planned strategy as they react in 

a passive way to environmental constraints. Therefore, ICT adoption decisions are 
fortuitous and opportunistic in character. 

Porter (2001: pg. 74) defines the value chain as "the set of activities through which a 

product or service is created and delivered to customers". However, the 'complexity' of 
the value chain of the typical firm operating in RAM is compromised by the absence of 

complex organisational structures. As on-line sales is not a viable option for a small 
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firm operating in a restricted geographical area, it is only possible to create value based 

in ICT solutions at the inbound logistical phases; the outbound logistic, sales and after 

sales services cannot be digitalised, as the adoption rate of on-line shopping are so low. 

But an Internet enabled procurement may provide a competitive advantage that 

competitors cannot easily replicate. 

As was mentioned before, the 'strategic approach' draws attention to the real strategic 

value of the Internet. However the absence of formally planned Internet investments 

suggest that most ICT solutions are not linked to firms' strategic positioning. Hence, 

resources availability and OM attitude are presumably the key factors behind ICT 

adoption. 

5.4.6 Firms based models (3): Theoretical insights from the Resource Based View 

As seen above the 'strategic component' of the ICT adoption rationale seems absent in 

most SMEs. But, whatever the ICT strategy, ICT adoption is for sure constrained by 

resources availability. Saarenkcto et al (2004: pg. 369) advise us that the "window of 

opportunity for the firm is constrained by its existing routines and capabilities and the 
firm's resources". Without financial technical resources it is almost impossible to 

explore market opportunities based on ICT platforms. Tecce et al (1997: pg. 518) also 

assert that opportunities to develop competitive advantages at any given time depend 

"significantly on the assets the firm possesses and on managerial and organisational 

processes" and on "the evolutionary path it has adopted/inherited". As a consequence 
Teece et al (1997) and Rivard et al (2005) attribute the greatest importance to firm 

specific factors, rather than industry effects. 

The typical firm operating in a peripheral area is an 'under-resourced' one. Such firms 

cannot freely pursue 'capital accumulation strategies' and invest in opportunities. 
Doherty et al (2003) show the importance of the availability of resources both at 
funding and human resources levels. Pdrez et al (2005), based on an analysis of the 

adoption of teleworking in Galicia (Spain), highlight the access to human, 

organisational and technological resources as a critical pre-requisite for a successful 
ICT adoption. To Pdrez et al (2005: pg. 1482) "a greater pool of technological, 

organisational and human resources may increase the probability of adopter 

teleworking". Keeble and Tyler (2002) Taylor et al (2004) e Mehrtens et al (2001) and 
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Haugh and Robson (2005) also stress the availability of in-house technological 

resources as an enabler of the adoption of complex ICT processes. 

The issue of resources availability leads us to the Resource Based View (RBV), a 

perspective that has gained prominence in the strategic management field in recent 

years. An RBV framework is an "organised way to study and understand the resources 
by categorizing, comparing, contrasting them" (Galbreath, 2005: pg. 979; see also 

Eisenhardt and Martin, 2000; Zhuang and Lederer, 2005). The RBV approach perceives 

the firm as a 'bundle of resources', assets or capabilities and recognizes that firms face 

growth limits due to resource constraints. The 'firm's strategic problem' is therefore 

correlated with the exploitation of firm resources to gain competitive advantage and/or 

the acquisition/build-up of resources. Contrary to the strategic positioning approach, the 

RBV sees firms with superior systems and structures being profitable not because they 

invest to 'deter entry', but because they have lower costs, higher quality products or a 

unique portfolios of tangible and intangible resources. 

However, recent research in the RBV field highlights the intangible dimension of the 

resources portfolio at the expense of a more tangible approach based on physical assets. 

For example, knowledge resources, defined as largely complex, specialised and tacit in 

nature, are especially valuable (Oinas and Gils, 2001; Barney, 1991). The unique 

character (inimitable) of such resources derives from the fact that they are tacit in nature 

and inextricably embedded in organisational practice. Such resources are hard to 

duplicate owing to 'causal ambiguity'. And complex resources such as good reputation 

and trust are time-consuming and expensive to imitate. 

There is plenty of evidence to highlight the strategic importance of access and 

ownership of assets, capabilities such as relational capital and integration in R&D 

networks. However, Teece et al (1997: pg. 510) consider, that further to the 
identification of firms' specific capabilities and sources of competitive advantage, work 

must be done to "to explain how combinations of competences and resources can be 

developed, deployed, and protected given that the sustainability of a firm's competitive 

advantage implies the development of new competitive factors". In fact, entrepreneurial 

success depends simultaneously on the exploitation of the current stock of resources and 

on the capacity to develop new resources needed to provide answers to the changing 

environment (Kylaheiko et al, 1998). As far as ICTs are concerned, the performance 

advantage granted by ICT solutions is short lived partially as a result of an easy 
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replication and imitation such solutions on the part of competitors (Haugh and Robson, 

2005). Consequently, it is more relevant to depict the potential contributions of ICT 

solutions to the development of intangible factors such as competences. Recent 

development in the RBV field provides an interesting framework to conceptualize ICTs 

as competence developers. 

The RBV approach has been extended to the analysis of dynamic markets as the 

traditional approach did not explain how to reach and sustain competitive advantage in 

dynamic and unstable markets (Sambamurthy et al, 2003). In these markets, dynamic 

capabilities are understood as the critical source of sustainable competitive advantage to 

the extent that they support manager's efforts to "achieve new resource configurations 

as markets emerge, collide, split, evolve, and dic" (Eisenhardt and Martin, 2000: pg. 
1107). According to Tecce et al (1997: pg. 515), a dynamic capability may be defined as 
the organizational and strategic routines needed to change the firm's resource base, that 
is, to "acquire and shed resources, integrate them together, and recombine them to 

generate new value-creating strategies". However it should be acknowledged that path- 
dependencies constraint the window of opportunity in terms of development of dynamic 

capabilities and the likely evolution of the resource portfolio as stated by the 

evolutionary literature. 

The dynamic capability approach strongly cmphasiscs knowledge related capabilities as 

crucial to survive in unstable and extremely competitive markets (Hatch and Dyer, 

2004). In fact, it is accepted that "winners in the global marketplace demonstrate timely 

responsiveness and rapid and flexible product innovation, coupled with the management 

capability to effectively coordinate and redeploy internal and external competences" 

(Saarenko et al, 2004: pg. 368). 

The dynamic capability approach is also useful to overcome some theoretical flaws 

attached to the RBV approach. The RBV approach has been criticised for being 

"conceptually vague and tautological, with inattention to the mechanisms by which 

resources actually contribute to competitive advantage, lack of empirical grounding" 
(Eisenhardt and Martin, 2000: pg. 1106). Also criticised is the lack of 'sufficient 

theoretical foundations' in the analysis of the firm's competitive 'problem' in turbulent, 
dynamic and uncertain markets (Eischnardt and Martin, 2000; Saarenko ct al, 2004). 

But the concept of dynamic capabilities has it self also been criticised as being 

tautological, recursive, and non-operational (Kogut and Kulatilaka, 1994). And it is well 
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known that some kind of competitive advantages are short lived and therefore, the 
firm's survival is linked to a series of temporary advantages in terms of compctcnces 

and to the continuous development of new resources (Sambamurthy et al, 2003). 

RBV perspective acknowledges that the 'firm competitive advantage' is constrained by 

the availability of resources. The development of 'distinctive capabilities' as critical to 

sustain the firms' competitive advantage is also acknowledged (Hatch and Dyer, 2004). 

And the RBV approach allows a conceptualisation of the Internet both as an additional 

resource (eg. marketing channel, e-commerce platform, enablcr of access to market 

areas) and as 'resource developer' of competences and processes (Teece et al, 1997). 

And the RBV approach permits a conceptualisation of ICT adoption as dependent on 

resources availability (Tco and Ranganathan, 2004; Devaraj and Kohli, 2003). In line 

with rank models, the RBV approach also acknowledges firms' heterogeneity in terms 

of resources especially concerning VRIN (Valuable, Rare, Inimitable and Non- 

substitutable) ones. The difference in performance is explained by the 'firm's 

idiosyncratic and difficult-to imitate resources', and by the ownership of 'resources that 

may resist competitor duplication' (King and Zeithaml, 200 1: pg. 76; see also Rivard et 

al, 2005; Saarenko et al, 2004; Galbreath, 2005). And the RBV approach also 

acknowledges that resource endowments are sticky, at least in the short run. 

I am not interested only in the derivation and identification of a number of distinct 
factors that are likely to impact on adoption rates and the evaluation of which factors are 
the most influential in determining the current level of adoption. In addition, it is 
important to understand which opportunities are offered by the Internet. Despite the 

alleged advantages of Internet based technologies in terms of access to external markets 

and the management of complex value chain activities, it is argued that such advantages 
do not always exist. 

5.5. An alternative approach to the traditional understanding of Internet 

advantages 

I extend my theoretical argument to discuss the link between Internet adoption and 
performance, i. e., to the analysis of the opportunities offered by the Internet. While 

acknowledging that the Internet offers opportunities at the SME level, I must base the 

argument on a different theoretical framework as the SME context differs so 
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significantly from that one faced by larger firms operating in core regions. Concerning 

factors affecting the adoption of the Internet, it was possible to base the argument on a 

review of previous studies. But, the analysis of the impact of ICT tools on firms 

performance, requires an 'exploratory framework', as "the management issues, 

problems and opportunities for small businesses are very different from larger 

organisations" (Premkumar and Roberts, 1999: pg. 468). An analysis of ICT impacts 

should address the local firms' resources availability, strategic competitive pressures 

and dilemmas. A feasible ICT adoption model must be based on 'firms strategic 

thinking' (Koybe, 2004; Wong and Aspinwall, 2004). As seen above (Section 5.3) 

SMEs propensity to engage in innovation, proactive risk-seeking, competitive 

aggressive behaviour, and strategic planning does not match the MNCs's standards. 

And OMs management philosophies cannot be inferred based on the neo-classical 

theory of firm. Given the current adoption status in LFRs, technological solutions (ICT) 

are likely to be irrelevant in terms of daily operational tasks and competitive advantage. 

Hence, how to conceptualise and quantify Internet adoption impacts in such a specific 

context? How to understand the Internet advantage at the micro firm level? It is asserted 

that the adoption/use of ICT tools may improve the firm's absorptive capacity of new 

technologies and organisational. concepts and afford the development of new 

competences. 

As seen in Chapter 4, the impact of ICTs on the productivity level of firms has been 

intensely discussed in the literature (Bertcheck and Kaiser, 2004; Hempell, 2005). 

Analyses concerning the ICT adoption-productivity relationship have confirmed 

empirically the 'complementary-hypothesis', i. e., the maximisation of ICT related 

advantages as dependent on investment in organisational. and strategic up-grades. 

Productivity gains seem higher when ICT investments are matched by the development 

of a new business strategy, practices and improved organisational structures (Fabiani et 

al, 2005; see also Falk, 2004, Gretzel, 2000; Croes and Tesone, 2004; Cappelo and 
Nijkamp, 1996; Becchetti et al, 2003; Savy, 1998; Sambamurthy et al, 2003). Bugamelli 

and Pagano (2004) highlight two preconditions to be fulfilled by a firm adopting ICTs, 

in order to get the expected increase in the productivity level: an increase in the share of 

skilled workers and a thorough reorganisation of the workplace. Preissl (1995: pg. 77) 

also asserts that the "introduction of ICT requires organisational changes which affect 

not only the departments where it is primarily used, but all stages from supply over 
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storing and various production steps to sales and marketing activities, all the elements 

of what is commonly called a firm's value chain". 

Therefore, from a theoretical point of view the adoption of ICTs offer an opportunity to 

proceed with 'improvements' involving technological, strategic and organisational up- 

grades (Preissl, 1995; Knudsen and Roman, 2004). As far as organisational changes are 

concerned, the adoption of ICT tools is frequently associated with the reduction of 

hierarchical levels, the introduction of team working practice, and participation of 

employees in decision making. The problem of these approaches is exactly the 

inexistence of a complex structure that may experience a "complex process of 

reorganisation". 

But Hempell (2005) and Oyelaran-Oyeyinka and Lal (2005) assert that the adoption of 

ICT tools provides an historical opportunity to change 'firms' innovative history', 

which can happen when the ICT adoption is linked to processes of changing corporate 

strategies and business culture (see also Landabasso, 2000; Spanos et al, 2004; Zhang ct 

al, 2006). Gretzel (1999) suggests that the adoption of ICT tools may trigger a pro- 

innovation changes, organisational up-grades and the adoption of other complex 

informational strategies. A re-think of the SME's management philosophies may also be 

a consequence. 

The potential to change the firm's innovative history is probably the most decisive ICT 

related advantage. But it is important to adapt the discussion to the level of 

organisational complexity of reflected in SMEs. In order to do so, we resort to concepts 

outside the financial and organisational arena. 

Hempell (2005) suggests that firms with previous experience in the introduction of 

innovations will tend to exhibit more success in the adoption and exploitation of ICT 

tools and other innovations. Preissl (1995) also refers to the advantages of learning from 

experience gained in pilot ICT projects and/or involvement in network projects as they 

reduce the financial risk of subsequent ICT projects. Hence, the introduction of 
technological and related organisational innovations provides experience in organising 

and coordinating the introduction of complementary systems of innovations. Firms 

experienced in organising complex organisational changes, exhibit an extra capacity to 
identify, design and implement ICT projects, and 'effortlessly' explore competitive 

advantages from ICT-based innovations. 
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Another advantage is related to the development of competences that should be 

developed along with the implementation of ICT solutions. In the SME context, it is 

acknowledged that competitive advantage may emerge first in attributes such as 

efficiency (cost reduction in functional areas), functionality (contributing for 

differentiation and adding value for customers) and threat (ability to erect barriers 

against new entrants, etc) (Koybe, 2004). 

The existence of 'time lag' effects supports this line of reasoning. In the short term, the 
ICT experience may result only in enhanced resources and capabilities such as "extra 

information, the ability to differentiate product and services, better market products and 

services and higher level of personal services, advantages to be translated latter in 

profits and/or market shares" (Koybe, 2004: pg. 134). In fact, short terms benefits in 

terms of profits and improved productivity should not be expected. According to Litan 

and Living (2001: pg. 317) "much of the benefit from the Internet is likely to show up 
in improved consumer convenience and expanded choices, rather than in higher 

productivity and lower prices". However, it is the 'improved consumer convenience' 
that builds up loyalty and future sales. In fact, Brynjolfsson and Hitt (2000) argue that 
"the effects of information technology are substantially larger when measured over 
longer time periods". In the meantime firms must develop competences and offer better 

services and products along with increased levels of experience and efficacy using ICTs 

in order to reap long term benefits. 

There are thus theoretical and empirical grounds to understand ICTs as a developer of 

competence and attributes. An up-grade of the firms innovative history and the 

accumulation of experience handling ICTs is one of the potential advantages of the 

Internet. But other competences may also be based on ICT investments. However it is 

important to acknowledge some facts about the development of competences based on 

the dynamic capability approach. 

5.5.1 Insights from the Dynamic Capabilities and Knowledge Management 

Approach 

Both the (traditional) RBV approach and the dynamic capability approach help us to 

conceive ICTs as a resource developer and to be aware of which circumstances most 
favourable to develop such resources. 
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Firstly, it is well understood that the portfolio of dynamic capabilities required to 

compete in the market is not identical in all markets. Concerning stable markets, the 

evolution of the portfolio of dynamic capabilities may be relatively linear and dependent 

on the existing stock of knowledge and accumulated experience. In such cases, dynamic 

capabilities are similar to routines, and based on a linear evolution over time due to the 

stability of the critical success factors and firms' strategies (Nelson and Winter, 1982). 

The decision-making is depending on "existing tacit knowledge and rules of thumb" 

(Eisehnardt and Martin, 2000: pg. 1114; see also Haleblian and Finkelstein, 1999). In such 

situations, the up-grade of the firms' resources may proceed in a relatively ordered 
fashion. In the meanwhile, the best approach in terms of decision-making is to apply 
heuristics based on prior knowledge and experiences to solve managerial problems. But 

in a changing scenario (highly unstable markets), learning by doing becomes more 
important and first hand experimentation and trial and error is needed. The advantage of 

stable markets is to allow an ordered transition and/or a smooth start to a programme of 

up-grade of the firm's resources and capabilities. 

As suggested before, one of the strategic dynamic capabilities concerns learning. As 

shown in Section 5.3, "firms are now required to learn how to adapt and change and 
how to deal with radical uncertainty and dynamic forces in the market" (Saarenketo et al 
(2004: pg. 367). In fact, the increasing obsolescence of market knowledge and 

environmental uncertainty demands learning and the development of new competences 
on a continuous base (Saarenketo et al, 2005; van Gelderen et al, 2005). But incremental 

and experiential learning and problem oriented R&D is still a matter of rule at the SME 

level. Therefore Saarenketo et al (2004) suggest extending the learning experiences via 
learning through networking, grafting, imitating and searching (eg. via Internet). 

There are other reasons to suggest the development of learning capabilities in stable 

markets before external shocks and uncertainty start affecting the effectiveness of the 

managerial practices in use. Most studies concerning the development of dynamic 

capabilities stress the impossibility of an 'instantaneous' up-grade of the firms' leaming 

and technological trajectory. For that reason, a progressive assimilation, 

experimentation and exploitation of new competences is strongly recommended. As 

stated by Hempell (2005: pg. 281) "innovations are often sequential in the sense that 

solutions entailed in earlier innovations facilitate problem-solving in current research". 

Thus firms are told to proceed with a gradual development of learning/technological 
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capabilities in order to increase their adaptability and coping responses to environmental 

changes. 

The firm's current learning capabilities is the result of past innovations and learning 

experiences (Cohen and Levinthal, 1990; Hempell, 2005; Jones ct al, 2000). The 

concept of 'absorptive capability' developed by Cohen and Levinthal (1989) 

acknowledges the dynamic dimension of the learning effect. Cohen and Levinthal 

(1989) argue that innovation activities not only generate new information, but also 

enhance the firm's ability to identify and understand externally available knowledge. An 

enlarged stock of knowledge and leaming experiences helps firms to understand 

market/technology trends in a specific field, which reduces the inherent risk of new 

investments in such a field (Cohen and Levinthal, 1990). And there are other reasons to 

suggest that the accumulation of intangible assets provides competitive advantages due 

to 'asset mass efficiencies' and 'time compression economies'. Asset mass efficiencies 

"mean that the more accumulated assets a firm has, the lower are the marginal costs of 

increasing the stock further" (Hempell, 2005: pg. 282). Time compression economies 

"imply that the marginal costs of investments in intangibles in a given period increase 

more than proportionally, such that asset accumulation cannot be rushed" (Hempell, 

2005: pg. 282). Both time compression economics and asset mass efficiencies suggest 

that firms without learning experience in the technological field would experience 

difficulties trying to catch-up with more technologically advanced competitors. As a 

consequence Hempell (2005: pg. 282) recommends that firms must acquire this 

capability internally over time. In conclusion, there is an obvious interest to proceed 

with a gradual development of learning and technological capabilities in order to 

increase the adaptability and coping responses to stressful and unexpected changes in 

the technological and market context. 

We are trying to understand to what extent Internet adoption may offer a unique 

opportunity to develop dynamic capabilities. One of the more important dynamic 

capabilities in a peripheral context is linked to 'opportunity recognition' understood as 

the essence of entrepreneurial action (Ravasi and Turati, 2005). As seen above, SME 

survival is increasingly linked to the identification and exploitation of non-traditional 
investment opportunities (Saemundsson and Dahlstrand, 2005). Performance implies a 

capacity to recognise an opportunity of profit and to put into effect a 'learning process' 

to transform the initial intuition into commercial applications. And in fact the discovery 
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process is linked to technological/market scanning processes potentially handled by the 
Internet. 

As seen above most OMs were brought up and live in RAM, which limits their level of 

awareness of new evolving market opportunities and technology possibilities elsewhere. 
Oyelaran-Oyeyinka and Lal (2004), Lal (2005) and Sakarento et al (2005) are well 

aware that searching via the Internet is a very effective way of learning. 

In conclusion, it has been possible to list four Internet related advantages: changing the 
firm's innovative history (a more positive attitude towards innovation; experience 
dealing with technological/organisational up-grades); the development of competitive 
attributes; the development of learning competences; and see transition to a new 
technology frontier. But in the micro/SME context, all changes presuppose an intense 

OM involvement, as it is they define the firm's strategy. 

5.5.2 Insights from the OM competence approach 

The SMEs/cntreprencurship literature recognises the extreme importance of the OMs 

competences (in terms of behavioural characteristics, managerial skills, technical know- 

how) as key determinants of SMEs survival. In fact, OM experience/knowledge is the 
firm's key distinctive compctence. Due to the OMs overwhelming control of daily 

operations "OMs can actually be the main engine of change in the organisation, 

provided that they recognise the importance" of changing the firm's behaviours and 

strategies (Wong and Aspinwall, 2004: pg. 49). 

Given the concentmtion of decision-making in the OM's hands, a significant change of 
firm' strategy is dependent on the OMs competence up-grade. Consequently it is 

suggested that OMs must develop entrepreneurial characteristics in order to increase 
their firm's long-term survival prospects (Man et al, 2002). Man et al (2002) advocate 
the development of 'OMs competences' at the expense of traditional development 

programmes (such as employees training). The competence approach developed by Man 

et al (2002) links the SME performance/survival to the development of the OM's 

competences. And Man et al (2002: pg. 138) highlights competences such as 
opportunity recognition, the nurturing of relationships, conceptualizing strategies 
dimensions as major areas of entrepreneurial competence. 
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In relation to the RAM context, the increasing turbulence and spccific SME dilemmas 

points to the importance of specific competences such as: a) opportunity recognition (in 

terms of capacity of search/recognition/act on strategic information/opportunity); b) 

conceptual competence (capacity of analysis, problem solving and sound decision- 

making) and; c) learning capabilities needed to sustain the previous efforts. In fact, the 

survival odds depend increasingly on managerial action in terms of access to best 

priccs/suppliers, follow-up/replication of competitor's strategies and increasing 

awareness of alternative opportunities of investment. 

Warren (2004) also advocates the adaptation/change of the OMs competence in line 

with the firm's growth stage and environmental uncertainty. If a firm moves to the next 

growth stage without a correspondent change in the OMs behaviours/attitudes, a growth 

crisis is likely to occur (Cope and Watts, 2000; Kwo, 2004). In fact, a crisis event may 

put a given OM under pressure as job responsibilities exceed his/her personal 

management capacity (Warren, 2004). In the current phase in RAM, which corresponds 

to a stable environment, the OM competence/knowledge and firm's resources match the 

demand for such competences. And the OM may also mobilise 'extra firm' resources 

via management of the portfolio of formal/informal relationships. However in a 
different scenario (such as a major demand shock or firm's growth) the OMs may be 

unable to cope with the pressures/dilemmas. 

5.5.3 Internet based informal learning 

But in order to proceed with a well-balanced up-grade of competences/strategies a more 

positive attitude towards leaming/innovation is required. It is argued that c-leaming 

environments provide an excellent opportunity to practice learning capabilities, as they 

are different from traditional learning methods (Carayannis et al, 2005; Salojavi et al, 
2005). 

As seen above the OMs overwhelming control of daily operational issues imposes 

constraints in terms of timc/effort available to spend in official and formal programmes 

of training/education. And in fact most OMs prefer the learning by doing approach. As 

a consequence it is suggested that the Internet provides learning opportunities which are 

not formal and therefore appropriate to the OM learning profile. 
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Despite the fact that learning skills are defined as a key resource it is not easy to 

mobilize OMs to enrol in traditional training programmes (Martin and Halstead, 2002; 

Rodriguez-Pose, 2001; Massey, 2006). In fact, the informal learning is the most 
frequent type of learning at the work place and it is based on daily routines and it is the 
OMs' preferred mode of learning. According to Marsick and Volpe (1999) 70% of 
learning opportunities, involve the work place setting Watkins and Marsick (1992) 

quoted in Marsick and Watkins (2003: pg. 134), define informal learning as "based on 
learning from experience; embedded in the organizational context, oriented to a focus 

on action; governed by non-routine conditions", exactly what OMs demand. Informal 

learning is defined exactly by integration work (consciously) and learning 

(unconsciously) and it is mainly unstructured, experiential, non-institutionalized, "tacit 

and integrated with work activities" (Marsick and Watkins, 2003: pg. 134). And Naidu 

and Oliver (1999) state that learning in authentic learning environments allows a quick 

adaptation of new concepts/ideas to real life situations. 

Hence, it is suggested that the Internet based learning style matches OMs learning 

preferences in terms of location and timing. The Internet provides opportunities to 

access information and datasets for those with limited time available to learn and search. 
And an Internet based learning environment may 'reinforce learning outcomes' in terms 

of competences not developed in school (Martin et al, 2001: pg. 264). Martin and 
Halstead (2001) and Martin et al (2001: pg. 271) conceptualize the Internet as a useful 
device to "eradicate past unpleasant experiences at school". Hence there are reasons to 

suggest that the Internet should be conceived as a new and dynamic source of learning 

"capable of mobilizing those who had so far avoided all contact with formal learning 

since leaving school" (Martin et al, 2001: pg. 271). 

In addition, it is asserted that the 'ICT experience' may call to mind learning behaviours 

and the development of competences so valued in the ambit of the Information Society 
(Castells, 2001). The use of Internet is related to emerging types of work, such as team 

work, sophisticated treatment of data and information, the capacity for solving complex 
problems in knowledge-rich domains and exposure to network activities (Colley and 
Comber, 2003). Concerning skills development, Naidu and Oliver (1999) show how the 

use of a Computer Based Supported Collaborative Learning model allowed the 
development of important competences, such as sharing of work experiences, 

engendering of collaborative understanding and problem solving skills development. 
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It must be acknowledged that Internet based learning is based on quite simple 

procedures and heuristics. In fact most firms are stuck in a low level of organisational 

transformation and implement only incremental modifications of existing arrangement. 
The pattern of change is incremental in nature rather than radical and as a consequence 

we should not expect OMs to use complex Internet applications. Thus, applications such 

as Data Warehouses, Database Marketing, Data Mining, Statistical Sales Analysis tools 

and Management Decision Support Systems are not applied by most firms. Quite simple 
heuristic tools such as Internet enabled scanning actions should be expected. 

Further, Spanos et al (2001: pg. 670) show a weak direct relationship between strategy 

and the adoption of ICTs tools as the use of ICTs influences strategy indirectly rather 

than directly. But "even though ICT use does not influence the content of strategy per 

se, it does result in increased availability and enhanced quality of information on which 

strategic decision-making is based" (Spanos et al, 2001: pg. 670). Spanos et al (2001) 

termed such approach as 'informating up'. As stated above a very informal and 

I personalistic' use of the information gathered through the Internet should be expected. 

5.5.4 Insights from critical incidents theory 

Most Diffusion of Innovations Theory based studies assume a 'deterministic' profit 

maximisation on the firms' part and acknowledge the alleged inevitability of the 

Information Society Project. However, as seen in Chapter 3, the process of re- 
territorialisation has deprived local firms in RAM from a strong impetus to explore 
innovative strategies. As stated by Montalvo (2006: pg. 313) "the first condition for a 
firm to engage in innovative activities is that innovation has to be contemplated by 

decisions makers as a strategic planned behaviour". Firms must be willing to change 

and innovate. Thus willingness can be considered the first predictor of the firm's 

innovative behaviour. Beaudry and Pinsonneault (2005) also acknowledge that 

adaptation behaviours are not automatic but depend on individual's assessment, 

evaluation and interpretation of disturbing events and potential disruptive changes to the 

status quo. Later on, the users' evaluation of disturbing events is reflected in coping 
behaviours. And the adaptation effort is also linked to the availability of resources 
(financial, material, physical, psychological, cognitive and social connectivity). 
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In fact, any complex thesis about the alleged benefits of the ICTs should be based on the 

rigorous identification of OMs' perceptions about the on going advances in terms of 

new technologies. Concerning OMs operating in RAM, we really don't know if the 
Internet's "impact seems fairly clear to the observer or whether the consequences are 

sufficiently definitive to leave little doubt concerning its effect" (Valand and Heidi, 

2005: pg. 496). In fact, ICTs such as the Internet may be not devised as a high 

magnitude event and/or as a critical incident at the level of the firm. OMs may 
disbelieve that an accelerated process of social and technological change is demanding a 

constant alert to ways in which their strategies and procedures can be shaped to improve 

competitiveness and responsiveness in evolving social and economic circumstances. If 

most OMs believe that they still face a stable environment, change is not envisaged. In 

line with Briten and Stromso, 2006: pg. 1038) it can be stated that OMs "who conceive 
knowledge as given and stable were less likely to take advantage of the opportunity for 

Internet-mediated communication offered by the Internet". As stated by the Economist 

(2006), "the real problem, not just for Italy, and France but also Germany, is that, so far, 

life has continued to be too good for too many people; there is not yet a consensus that 

their economies are in seriously in trouble". 

Ellinger (2005: pg. 392) suggests that the initiation of an "informal learning 

programme" is likely after an internal/external jolt or threatening events. And Marsick 

and Watkins (2001: pg. 29) assert that "new life experience may offer a challenge, a 

problem to be resolved, or a vision of a ftiture state". In fact, Skule (2004) considers the 
frequency of exposure to crisis events as a critical factor conducive to learning 

behaviours. That is, learning may result from events and incidents when they are 

understood as a stimulus to change things. 

The conceptualisation of crisis events as learning opportunities is one of the key 

contributions of the theory of critical incidents (Clinton and Getachew, 2003; Naidu and 
Oliver, 1999; Arnold et al, 2005; VAland and Heide, 2005; Arthur, 2001; Kwo, 2004). A 

critical incident is defined as a learning opportunity to rcflect in/on action and ways of 
learning how to manage transitions. Critical incidents also provide an opportunity to 

achieve a balanced description of significant events, "as it views both the good and the 
bad elements of an experience, and examines whether expectations were confirmed or 
disconfirmed" (Pritchard and Havitz, 2006: pg. 29). And learning critical incidents may 
also be defined as opportunities to "reflect on past action, encourage search and 
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exploration, detect and learn from errors" and to construct meaning based on existing 
knowledge or "to reflect on 'what was done' as a way of intervening in 'how things are 
done"' (ledema et al, 2006: pg. 134; see also Clinton and Getachew, 2003 Kwo, 2004). 

A critical incident may trigger reflection and a 'remise en cause' of old methods and 

solutions (ledema et al, 2006: pg. 135). 

However a dramatic behavioural change depends on an obvious need for change. As 

OMs have been living in a relatively stable environment, their capacity to recognise and 

reward learning opportunities was limited (Naidu and Oliver, 1999). It can be asserted 
that given the stable economic and cultural environment, an entrepreneurial attitude 
(based on investment on organisational structure, employees training and aggressive 

price strategies) was not likely to be the optimal strategic approach. Wiklund and 
Shepherd (2005: pg. 73) suggest that "entrepreneurial orientation seems to have a larger 

positive effect on performance in hostile than in benign environments". In fact, the 

adoption of a heavy/complex e-commerce strategy on the part of the local-oriented 

firms could eventually imply heavy sunk cost. 

However OMs are now experiencing a transition from a familiar and stable way of 

existence to new and challenging contexts. Usually "a challenge to personal meanings 

and beliefs" results in painful experiences unless OMs acknowledge the changing 

enviromnent, adopt a pro-change attitude and organize coping bchaviours (Arthur, 

2001: pg. 42). Therefore it is hypothesiscd that a major but subtle challenge offered by 

ICT concerns a 'state of disorientation' and dissatisfaction with the current state of 

affairs (Kwo, 2004: pg. 294). The 'real revolution' behind 'ICT revolution' may be 

linked to the 're-thinking of business models', a different 'state of mind' and a pro- 

innovative attitude. In fact, the introduction of a new innovation generates a multitude 

of expected and unexpected consequences (Beaudry and Pinnsonneault, 2005). The 

adoption of digital platforms is expected by the Information Society discourse but 

unlikely, in our view. The reformulation of strategies, business models and cognitive 
frameworks is not even discussed in most Difftision of Innovations studies, as it is 

assumed that OMs are necessarily profit maximizers and well informed about all 

changes happening in their immediate surroundings. 

Our fundamental premise is that the introduction of a new technology can bring about a 

potential disruption in terms of business models and strategic thinking. It is hypothesed 

that a crisis event (eg. macro-economic shock) rather than top-down programmes may 
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call to mind changing behaviours, and trigger a 'cultural revolution' in terms of firms 

learning and technology trajectories (Van Delderen et al, 2005; Cope and Watts, 2003; 

Cope and Watts, 2000; Naidu and Oliver, 1999; Wiklund and Shepherd, 2005). 

Nonetheless, as stated by Beaudry and Pinsonneault (2005), if the ICT revolution or the 

changing environment is not perceived as a challenge/threat, coping efforts may be 

minor. 

Thus in line with crisis event theory it is argued that a crisis scenario may trigger 

change in terms of behaviour and attitude (friendly attitude towards innovation/leaming 

and ICT experimentation, etc). In fact, the major ICT related advantage may result from 

a different attitude towards change. A 'more receptive attitude' towards change rather 

than the development of 'specific competences' not yet valued by the market is what the 

circumstances require. 

But as the adoption of ICT tools requires time to learn how to use it, "a crisis event 

period is not well suited for such demanding activity" (Atzeni and Carboni, 2006: pg. 
140). Atzcni and Carboni (2006) explain how an investment in ICT tools may 

exacerbate learning problems when new capital is introduced in the production process. 
In fact, ICT solutions differ from traditional capital investment concerning compatibility 

with old equipments and organisational processes and the extent of skills and learning 

required (Rogers, 1995). Atzeni and Carboni (2006: pg. 140) declare that "ICT 

investment requires larger and more frequent learning which may explain large drops in 

productivity levels when new technologies are adopted". In consequence, Atzeni and 
Carboni (2006) do not advocate the adoption of the latest technology as they may 
"exacerbate standardization problems" and compatibility with the firm's organisational 

structure (see also Rogers, 1995). Atzeni and Carboni (2006: pg. 144) favour a "little 

and non frequent investment" approach in order to allow a proper learning by doing by 

the adopter firm. The analysis of Atzeni and Carboni (2006) is useful to understand that 

timing of adoption of ICT tools must not coincide with crisis events as usually there is 

not time for learning how to use the ICT tools and to cope with the on-going crisis. As 

asserted by Wong and Aspinwall (2004: pg. 55) the "OM in face of a new technology is 

forced to learn everything from scratch". 

All this quite extensive analysis of the learning setting intends to suggest that OMs 

Internet use profile is a quite straightforward one and oriented to specific 
tasks/problems. And it is also suggested that in stable markets, the most important 
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Internet enabled 'advantage' may be linked to the 'awakening of the entrepreneurial 

spirit'. The conceptualisation of the Internet experience as an attribute/competence 
developer conforms to the mounting evidence about incremental learning as the 

preferred mode of OMs. In fact, most OMs' learning experiences are based on informal 

and incidental learning. 

5.6 A tentative model to understand ICT adoption in RAM; key assumptions and 
hypotheses 

Our theoretical excursion was based on the assumption that an automatic translation of 
theoretical insights based on 'well behaved (large and MNCs) firms' is not possible. As 

a consequence, the integration of multiple strands of theory was understood as a 
necessity, despite the fact that it may well increase the degree of complexity of this 

research project. Nevertheless, it is possible to reduce the degree of complexity of such 

a demanding approach by developing a line of reasoning based on a simple cost-benefit 

analysis, informed/enriched as necessary by other theoretical accounts and concepts. As 

seen above strategic planning at the micro firm level is mainly informal, unplanned, 
intuitive and opportunistic in character. OMs try to understand investments 

opportunities based on simple heuristics and rules of thumb. As a consequence, it is 

assumed that OMs envisage the adoption of ICT tools if the net benefit is somehow 
conceived as positive: 

Net Benefit = Benefits - Adoption Cost >0 

However, that doesn't mean that OMs have perfect information about cost and benefits 

(Luchrman, 1998; Folta et al, 2005; Kylaheiko, 1998; Virkkunen, 2002). But they have 

at least clues (such as the adoption strategy of near peers and or competitors) on which 
to base their line of reasoning. 

However a cost-benefit analysis is not straightforward concerning long term effects. 
ICT adoption involves intangible, difficult to recognize costs and long term benefits 

(Kylaheiko, 1998; Virkkunen, 2002). Concerning short term impacts it is assumed that 

the ICT adoption decision making is influenced by sector affiliation, industry standards 

and pressures from suppliers and customers, as assumed by the strategic positioning 

approach. 
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The analysis provided in section 5.3 and section 5.4 suggests that the critical parameter 

concerns costs (Bergendahl, 2005). According to Grandon and Pearson (2004) firms 

with limited resources may feel constrained in making investments from which they 

don't see financial returns (see also Grimes, 2005). In the SME context the financial 

constraints favour investments with an immediate/visible financial return. Beechetti et 

al (2003) notice a negative impact of 'heavy investment' in ICTs tools to the extent that 

sunk costs are generated, which limits the firm's investment capacity. As SMEs are 

dependent on 'retained profits' as a fundamental source of finance, OMs avoid high cost 

solutions unless they have reasons to think otherwise. But Sadowski et al (2002) 

highlight an extra dimension of the cost problem: time and efforts needed to match the 

'business plan' with ICT strategies (see also Dimara and Skuras, 1998). In fact, at the 

SME level the entrepreneurial orientation is affected by limited capital, time and 

attention (Ravasi and Turati, 2005). For that reason, OMs frequently pass up 
investments distant from their established technological base. 

ICTs tools, as General Purpose Technology (GTP) are heavily dependent on extra 
investment in organisational up-grades, creativity and time/effort to handle 

simultaneous multiple investments. These 'complementary investments', such as time 

and attention needed to align technology solutions with organisational structure may 

also be conceived as adjustment costs (Sdnchez et al, 2005). From the Difftisions of 
Innovations literature it is quite evident that the "successful adoption is very complex, 
involving simultaneous changes in various business areas" even in the MNCs context 
(Bresnahan et al, 2002: pg. 339). And Lumpkin and Dess (2004: pg. 167) also argue that 

"if ICT investments are handled poorly, they diminish perfon-nancc" (see also Sanchez 

et al, 2005). As a consequence it should be expected most that OMs 'reschedule' the 

adoption decision, as they do not have the resources to apply in such a risky and time 

consuming ventures. 

Concerning benefit, it is important to acknowledge that "SMEs are rarely aware of their 

needs with respect to the adoption of advanced telecommunications" which results in 

the "non translation of real needs in ICT demand" (Sadowski ct al, 2002: pg. 80). 

Consequently, it is argued that the current adoption status on advanced 
telecommunications on the SMEs part only provides a partial perspective of their 

external or objectively defined needs (Sadowski et al, 2002). There is evidence to 

suggest that OMs need to be convinced about the 'perceived benefits from ICT 
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adoption' (Teo and Ranganathan, 2004; Doherty et al, 2003; Ng et al, 2001; Premkumar 

and Roberts, 1999). Even in the context of larger firms, top management expect 

measurable tangible benefits rather than soft ones (Teo and Ranganathan, 2004: pg. 98; 

see also Devaraj and Kohli, 2003). And, there is a widespread belief that a negative gap 
between realized and expected benefits is quite common in the ICT field (Teo and 

Ranganathan, 2005). As suggested in section 5.2, quite often, there is no business case 

or strategic relevance to adopt complex ICT tools especially in the retail sector. And 

since 2001 the benefits of the Internet "have been put to question as a result of the crisis 

of the new economy" (Nicto and Fernandez, 2006: pg. 251). In fact, as stated by 

Ramsey and Ibbotson (2006: pg. 326) "SMEs have become complacent, as they believe 

the option of e-business is over hyped and less urgent and as a consequence the 

postponement of strategic planning and investment in e-business is the rule". 

As seen in section 5.2, most OMs share a widespread "scepticism about the suitability 

of [e-]business models for many business activities" (Grimes, 2005: pg. 1079). Hence a 
large scale adoption should not be expected. Instead a 'cautious approach', can be 

expected, on the part of SMEs, due to the fact that many small businesses are waiting to 

see if the e-commerce "is viable and whether the return on investment will exceed the 

cost of adopting the new technologies" (Levy and Powell, 2003: pg. 179). 

The scepticism amongst OMs about the alleged advantages of the Internet suggests that 

another critical factor (besides adoption costs) may be the compatibility between the 

technology and the modus operandi of the firm. As stated by Erumban and Jong (2006: 

pg. 310) "OMs are only impressed by products that have already demonstrated their 

worth and usability in other organizations" (Erumban and Jong, 2006: pg. 310). 

According to Devaraj and Kohli (2003: pg. 276) "technology usage results in 

organisational impacts only when the suitability of the application is matched with 

technology". In fact, in line with the strategic positioning approach, there are reasons to 

suggest that most OMs would adopt if convinced that the "Internet is well suited to the 

industry and the firms' desired way of doing business" (Baourakis et al, 2002: pg. 589; 

see also Dholokia and Kshetri, 2004; Levy and Powell, 2004). But Grimes (2005: pg. 
1067) asserts that "many entrepreneurs fail to see the practicability of c-commerce in 

the context of their own business operations" even if they are quite successful 

entrepreneurs. Thus, low adoption rates may result from the fact that ICTs arc not well 

suited for SMEs. For example, concerning the retail sector, Wilson-Jeanselme and 
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Reynolds (2005: pg. 165) declare that "many retailers have so far failed to convert these 

alleged revenues into profits". 

The suitability of ICT tools for SMEs depends on external pressures, the geographical 

scope of firms markets and adoption rates in the firms' 'inner circle' (firm external 

environment). Mitchell and Clarke (1999) suggest that external driven adoptions 
(imposed by outsiders such as retailers) and firm's external orientation (geographical 

focus) are critical to understand the ICT adoption rationale in rural areas. Firms 

integrated in 'external trade networks' and dependent on external operator's 

technological requirements are an example of external and dependent driven option (see 

also Preissl, 1995; Wong and Aspinwall, 2004; Johnston and Wright, 2004). 

Concerning locally oriented firms, the firm's external environment is the critical 

conditioning factor (Sadowski et al, 2002; Preissl, 1995; Castro and Butler, 2002). Both 

Sadowski et al (2002), Preissl (1995) and Castro and Butler (2001) highlight the 

influence on the rate of ICT adoption of the 'inner circle of the firms environment'. 

According to Preissl (1995: pg. 90) the level of diffusion of ICTs in the inner circle is 

the relevant factor for a potential user's introduction decision, as low ICT diffusion in 

the environment might discourage adoption (Sadowski et al, 2002; Cappelo and 
Nijkamp, 1996; Savage and Waldman, 2005; Litan and Rivlin, 2001). In fact, at the 

SME level, the real connectivity rates (the real number of firms' suppliers and 

customers using the Internet) is more important than the potential connectivity in the 

firm's inner circle (Cappelo and Nijkamp, 1996). Data concerning on-line shopping in 

RAM do not seem promising as less than 20% of individuals had some kind of 

experience with on-line shopping (Almeida et al, 2007). As a consequence, a rush to 

implement e-commerce platforms should not be expected, as a critical mass of adopters 

may be not reached. Dodge (2004: pg. 224) states that "despite the globalisation rhetoric 
behind much of e-commerce, local identities still matter in much of daily life". And 

"much hype on the impact of online retail from the late 1990s has not come to pass and 

online retail's impact on the high street has been negligible" (Dodge, 2004: pg. 224; see 

also Murphy, 2004). And according to Socte (2001), the purchase of products and 

services will remain a social activity where personal contact, search, and 

experimentation continue to be an essential feature. If the communication needs of the 
firms customers/suppliers do not favour the use of ICTs as the share of non- 

substitutable informal communication is high, the introduction of ICT would affect the 
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efficiency of the communication process (Preissl, 1995: pg. 91). Non-adoption is also 
likely when the environment predominantly consists of very small firms or private 
households, as is the case in RAM (Preissl (1995: pg. 92). 

But the generaliscd adoption of basic ICT tools in the RAM seems to suggest the 

existence of non-economic benefits (for example, visibility and reputation) which may 

counterbalance the negative impact of adoption costs. And among the legitimate reasons 
for adoption there may be an opportunistic one (Sadowsky, 2002; Preissl, 1995; 

Salmeron and Hurtado, 2005). The opportunistic approach describes adoption strategies 

as related to cost opportunities and resources availability and access to subsidies (Levy 

and Powell, 2003; Sadowski et al, 2002). Such an approach acknowledges an adoption 

rationale not conditioned by a 'logic of utility maximisation' but instead by access to 

funding and suppliers support. 

I introduce now some final comments about the review of literature provided in this 

chapter and try to suggest some results that should be expected. It can be emphasized 

that a large scale adoption of complex ICT tools should not be expected, nor large 

number of firms benefiting from c-commerce platforms in terms of sales and access to 

external markets. 

5.6.1 A final comment and assumptions 

As stated by Lovering (2001: pg. 341) "rather than articulate a priori assumptions how 

they might (or should) behave", this chapter has developed efforts to understand 'real 

behaviours'. Data concerning SMEs' adoption profile of ICT tools suggest that 

traditional models based on the alleged distance shrinking powers of ICTs are 

ineffective in appreciating the ICT adoption rationale (Bell, 1995; Fillis, 2001; Kafinann 

et al, 2003). In fact, too many of the presuppositions about firm's behaviour are 

counterproductive as they impede a fine understanding of key adoption drivers 

(Sinkovics and Penz, 2006). Hence, our efforts to devise an alternative understanding 

that blends several strands of theory. Another reason to build-up an alternative model 
based on an eclectic approach derives from the fact we are dealing with a relatively 

unexplored area in terms of scientific research (Arenius et al, 2006: pg. 282). In fact, 

RAM may be conceived as an extreme case which represents a 'revelatory opportunity' 

to analyse a previously ignored phenomenon. 
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Based on the literature review provided in Section 5.2, it can be suggested that most 

SMEs may have very low-level technology requirements and as a consequence SMEs 

aren't likely to use complex e-business models. Such models may in fact erode SMEs 

survival odds as a complex ICT strategy may 'divert' scarce resources from what is 

really important (Ramsey et al, 2003: pg. 252). Barriers to ICT adoption are still a hot 

issue in most LFRs, even if most accounts do provided an extensive list of the alleged 

Internet advantages. However, the evidence is not yet there to say how SMEs operating 

in RUPs perceive the adoption barriers topic. Thus an account of local firms' 

understanding of adoption costs is needed. Both the Diffusion of Innovations Theory 

and the Resource Based View perspective (reviewed in Section 5.4) provide interesting 

theoretical insights to be used in our quest. 

Section 5.3 provided us with a 'problematic' account of the local business culture and 

firms strategies. It must be acknowledged that local firms are a 'problem' as world-wide 

competition is not a concern or the affiliation to networks of inter-firm collaboration 

(Gils and Zwart, 2004). And the local firm's advantage is not linked to unique 

advantages based on knowledge assets, innovative entrepreneurship or aggressive 

entrepreneurial attitude (Arenius et al, 2006: pg. 286). Local firms are also not 

dependent on creative thinking, affiliation to international business networks, in-house 

R&D and close links with Universities. 

In fact, the remote/peripheral context imposes additional constraints on firm's 

development. Most SMEs follow a nonlinear, opportunistic and irregular growth path 

and are exclusively dependent on local market prospects. The dominant business model 
is based on relational assets and value added in marketing and sales and most firms lack 

competitive products to sell in the international markets. Still in Section 5.3 it was 

asserted that multi-business entrepreneurs (local groups) have a higher degree of 

entrepreneurial attitude and/or access to 'special political and institutional resources. 
Thus higher levels of adoption of ICT tools should be expected on the part of these 
larger firms. 

Section 5.4 provided a revision of three strands of theory that may help us to understand 
the ICT drivers in the ambit of the SMEs. There are grounds to conceive local SMEs as 
deprived of in-house resources (namely knowledge-based competencies) and experience 
in implementing complex organisational up-grades. If this is true, a low adoption rate of 
ICT tools should be expected, as such firms will incur unaffordable costs (Hyytinen and 
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Pajarinen, 2004). The Diffusion of Innovations Literature, the Resource Based View 

perspective and the strategic positioning approach provide useful frameworks to study 

adoption drivers and inhibitors. As family run businesses are predominant in RAM, the 
OMs attitude towards the technology is critical to understand ICT adoption rationale. 
The SME literature suggests that growth oriented firms are managed by innovative and 

non risk adverse OMs. It is also suggested that conservative OMs are not early adopters 

of innovations, they instead should be categorised as cautious followers or non- 

adopters. The , attitude based model' approach does provide useful theoretical insights 

to understand OMs' attitude towards technology. 

Section 5.5 suggests several focal points to understand the advantages that SMEs may 

reap from the adoption of ICTs. An increase in sales due to the development of a new 

sales channel is not expected, as only a minority of SMEs is adopting e-business 

models. Therefore, it was suggested that the development of dynamic capabilities, such 

as a positive attitude towards learning and opportunity recognition, may constitute the 

most desirable outcome associated with the current adoption status. As seen in Chapter 

2, local firms have been sheltered against external shocks. Thus, how OMs assess the 

nature of the ICT revolution and its relevance to their firms' strategy is unknown. As 

stated by Beaudry and Pinsonneault (2005); "when a disruption occurs, one first asks: 
What is at stake for me in this situation? " Critical incident theory provides an 
interesting framework to understand OMs perceptions about the ICT revolution. If most 
firms perceive the Internet Revolution as an opportunity (to change the strategic 
thinking about the firm and the surrounding environment) rather than a threat, coping 
behaviours and learning outcomes may follow. Section 5.6 attempted to integrate some 

comments and the line of reasoning developed in the previous section into a simple 

cost-benefit framework. 

As stated in Chapter 1, the objectives of our research are: 

" to provide statistical information on the 'raw' rates of ICT adoption; 

" to identify, by means of multivariatc analyses, the main factors which affect the 
ICT adoption rationale at the local level; 

to understand the impact of the specific geographical and historical background 

affecting the adoption rationale; and 
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* to understand the link between RAM growth prospects and firm adoption 

strategies. 

What should be expected of the adoption profile of firms operating in RAM? The 

evidence reviewed in Section 5.2 suggests that high rates of adoption should be 

expected for the general use ICTs tools such as e-mail and Internet access. However, as 
RAM can be categorised as an innovation-averse society, it would not come as a 

surprise adoption rates of such basic ICT tools below the EU average. The allegedly 
innovation-averse character of most OMs (see Section 5.3) in peripheral regions may be 

translated into negative attitudes towards the Internet. That is why I have used an 

attitude based model in order to assess the prevailing attitudes towards ICT tools 

amongst local OMs. As there are reasons to suspect that Internet related advantages are 

I negligible' and customers are not pressing firms to adopt ICT tools, the adoption 
behaviour would be critically conditioned by opportunistic factors. Adoption rates for 

production integrating ICTs tools such as LAN, EDI and Intranets are expected to be 

low, as they require a business case, which is likely to be lacking. Most firms are 

operating in the retail sector where such technologies are not required. As declared 

above, the typical firm operating in RAM does not match the ideal profile of the 

technologically advanced firm. Most firms are micro/small in size, are locally oriented, 
invest predominantly in machinery and premises and are especially concerned in 

nurturing a dense web of personnel relationships. Local parameters for competitiveness 

are still based on personal relationships. 

Adoption rates of marketing-oriented ICTs is also expected to be low, as most firms are 
locally oriented in terms of market scope and belong to the micro/small size category. 
All evidence available suggests that firm's web pages are mainly used to improve their 

visibility and to provide detailed information on their products but not to develop 

another sales channel. However, it would be interesting to check the drivers of the 

adoption of web pages to stress the similarities or dissimilarities of local firms in 

relation to SMEs in general. It would also be interesting to understand "if the adoption 
decision is affected by the firm's peripheral location" (Mitchell and Clarck, 1999: pg. 
448). 

Although email and access to the Internet can be understood as general use ICT tools, 
having access to these technologies does not necessarily imply using them effectively. 
Section 5.5 provides useful theoretical insights on which to base our understanding of 
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the potential benefits of ICT tools. It was argued that a direct link between adoption/use 

and sales growth should not be expected as local firms are not searching for new 

markets abroad. On the contrary, it was argued that the Internet may trigger a learning 

effect with firms assessing information more frequently. Intense use of Internet features 

in connection with market and technology scanning should also be expected. The 

development of a more innovation-friendly attitude and increased awareness of changes 

in the environment are also foreseen. Whatever the impacts of the Internet, the 

structures put in place to manage such use will be informal, chaotic and unplanned. 

However, a definitive answer will be available only in Chapter 6. 

In conclusion, large scale adoption of basic ICT tools and moderate or low levels of 

adoption of sophisticated web pages should be expected. Intense use of Internet 

functionalities concerning two-way communication and assess to information is also 

probable. However, the intensity and type of use is open to debate. The problematic 
background of OMs in educational terms and their likely preference for face-to-face 

contacts may limit interest on the OMs part in technology mediated communication 

modes. 

The analysis developed in this chapter reinforces the line of reasoning developed in 

chapters 3 and 4, since as it is suggested that the majority of companies seem to be 

adopting only essential ICT tools. Given the likely low low rates of adoption of e- 

commerce platforms it can be suggested that the Internet will tend to have a neutral 

effect in terms of the (region's) growth dynamics. In fact, there are no reasons to 

suggest that local companies are reaching foreign markets, and as a consequence there 

is no reason to suggest that the Internet is about to materially change the course of 

events of island development. 

The line of reasoning for all questions raised in this section and in the previous one is 

provided in Figure 5.5. A note on Figure 5.5: The majority of the Diffusion of 
Innovations studies are concerned with decision making in terms of adoption/non 
adoption and with the impact of factors such as firm resources/firin strategies; however, 

the island context imposes a broader study of economic and political background to the 

extent that they affect the OMs attitude towards ICTs. 
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Figure 5.2: ICT adoption model 
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Chapter 6: 

Methodology and results 

6.1 Methodological approach 

For the reasons mentioned in Chapter 1, a mixed (quantitative/qualitative) approach was 
deemed necessary. Both qualitative and quantitative methods may be jointly applied in 

the same research project especially when it is 'exploratory' in nature (Premkumar and 
Roberts, 1999; Belussi, 2005). A quantitative analysis is obviously dependent on 

statistical methods and surveys to create a rich data set (Lucchetti and Sterlacchini, 

2004; Malher and Rogers, 1999; Spanos et al, 2004; Sadowski, et al, 2002; Hollenstein, 

2004; Mole et al, 2004). An enlargcd data set comprising information about adoption 

rates, adoption drivers and the characteristics of the firm was judged as critical to 

understand the adopter characteristics, the current status of adoption and the on-going 

process of adoption of ICT tools. To my knowledge only a single study (commissioned 

by the European Union in 2001) was available to understand the ICT adoption rationale 
in RAM (Lengrand & Associds et al, 200 1). 

Due to my previous experience with research projects I was deeply concerned with the 

survey's 'response rate' and with the collaboration of OMs. As seen before the political 

economy and culture of smallness feed an element of secrecy. In consequence, support 
from the ACIF (Funchal Chamber of Commerce and Industry) was obtained to select a 

random sample of local SMEs. The ACIF acted as a 'cultural mediator' to 'encourage' 

local OMs to complete the survey (Razak, 1995). In fact, local OMs share a distinct 

history and culture at least concerning attitudes towards surveys (see in annexe). 

6.1.1 Variable selection 

Given the scarcity of analysis concerning the ICT adoption rationale in remote areas, 

particular attention was given to empirical studies focused on regions with a similar 

economic structure and accessibility indicators. ICT adoption studies focused on 

peripheral regions in Spain, Italy, Cyprus and Greece were attentively 'scrutinized' in 

order to understand the key conditioning factors impacting on the ICT adoption process 
(Luchetti and Sterlacchini, 2004; Canepa and Stoneman, 2004). Despite the 'revelatory' 
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character of this research project it is important to have a kind of benchmark in order to 

add credibility to my own results. 

The selected variables are mainly based on the Diffusion of Innovations literature. Most 

variables and constructs are quite straightforward, and often applied in most studies. 
Therefore, "most variables require no further comment" (Lucchetti and Sterlacchini, 

2004: pg. 155). As items taken from previous research studies were preferred, I was 

quite confident in terms of content validity (Harrington and Guimaraes, 2005; Caldeira 

and Ward, 2002). In relation to the perceptual measures included in the survey, multi- 

item indicators were applied to capture the underlying theoretical domain of the 

construct. Most of the 'perceptual' items were measured using a five point Likert-type 

scale ranging from strongly disagree/not important at all to strongly agee/vcry 

important (Premkumar and Roberts, 1999). As stated above, in relation to the generality 

of the constructs and variables it is possible to discern a wide consensus in the literature 

(Caldeira and Ward, 2002; Lucchett and Sterlacchini, 2004). Nevertheless it seems 

opportune to provide some 'technical comments' concerning several variables. 

Concerning the self-assessment data, it is important to mention its generalised adoption 
in the literature. According to Skuras et al (2003) surveys of entrepreneurial attitudes 

are the only way to access to information about behaviours. The problem with self- 

assessment measures is obviously one of 'reliability and validity'. According to 

Salorjavi (2005: pg. 105) "people tend to overestimate their own competcnce and 

achievements". However, 'self-assessment' is relatively efficient in the extrapolation of 
"processes, behaviours and attitudes" but not in relation to a strict evaluation of OMs 

64own results and achievements" (Salodavi, 2005: pg. 105; see also Biazzo and 

Bernardi, 2003; Moore et al 2002). But as I was not interested in absolute values, except 

in relation to each firm's employment level, the 'self-assessment' approach is not 

problematic. In the end, and according to Salorjavi (2003: pg. 108), "we may assume 

that owing to the anonymity of the respondents there is no reason for them to lie when 

referring to their processes, practices and attitudes". As the survey was promoted by 

ACIF, I (must) believe in the OMs' own subjective evaluation and perceptions 
(Pasanen, 2003). Nevertheless, for some OMs the survey was obviously linked to an 
I undercover operation' to reveal the firm's accounting 'secrets'. 
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It is important to mention the relative lengthiness of the questionnaire. Although this 

was a problem for most OMs, it was unavoidable given the lack of previous studies 

applied so far in this geographical area. 

Other 'technical' comments about the research design and variable selection must be 

incorporated in this section. The choice of a cross-sectional analysis results from the 

impossibility to access longitudinal data. However, it is possible to 'delimit' the 

handicaps of a static analysis (Belussi, 2005; Hollenstein, 2004; Eder and Igabria, 2001; 

Davidson and Honing, 2003; Mole et al, 2004). If environmental stability is admitted 

concerning the macro-economic background and firms' growth objectives, and this 

seems acceptable in RAM, the potential benefits of a longitudinal approach are 

weakened. And if a growth model is admitted, (i. e., firms in different stages of growth) 

it is possible to conceptualise a dynamic process of the adoption of ICT tools. 

It is important to mention some of the difficulties underlying the extraction of data from 

firms operating in the retail and construction sector. Basically, the research limits are 

linked to the quantity and quality of information available about financial data (Doms et 

al, 2004). In line with Dom et al (2004: pg. 596) "1 do not offer much in terms of 

solving these problems". 

In conclusion, the majority of the constructs and variables are quite straightforward and 

there are no "difficult-to-measure constructs critical to examination" (Yli-Renko et al, 
2001: pg. 587). 

6.1.2 Dependent variable 

As most firms may be conceived as retail units (see below), advanced manufacturing 
ICT tools such as CINVCAM and other complex Internet Based technologies (such as 

portal enabled technologies) are excluded from the analysis, as they are highly product 

and process specific (Mitchell and Clark, 1999). However, one item concerning the 

adoption of complex ICT tools and innovative business management concepts was 
included in the survey (Falk, 2004). The dependent variable concerns the adoption of 
basic ICT tools (access to the Internet and e-mail) and marketing oriented ICTs (web 

pages and e-commerce functionalities) (Oyelaran-Oyeyinka and Lal, 2004; Santos- 

Requejo and GonzAlez-Benito, 2005). Oyclaran-Oyeyinka and Lal (2004) argue that c- 
business technologies may be considered as 'leading edge', as the adoption of new 
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technologies involves essentially the adoption of ICT tools. Two measures of the 

adoption timing of different ICT tools are also computed: timing of access to the 

Internet and timing of web page adoption (Hollenstein, 2004, Belussi, 2005). 

As suggested above, data concerning finances is not available for SMEs. Most large 

firms based studies analyse the current status of firm's investments in ICT tools via ICT 

budget/revenue ratio, total Management of Information Systems (MIS) budget, MIS 

staff budget or the number of PCs and terminals as a percentage of the total number of 

employees. But at the SME level such data is unavailable, and as a consequence, I 

approach the value of the ICT systems in place based on an in-depth analysis of the 

marketing oriented ICTs tools adopted by such firms. Given the swift obsolescence of 

most hardware and software investments, it seems reasonable to take for granted a 

relatively similarity between the firms' positioning in the ICT adoption ladder and the 

firms' adoption status of marketing oriented ICTs (such as firms web page and c- 

commerce platforms). It is assumed that a firm operating an e-commerce platform is at 

the frontline of the Internet Revolution. In line with Fabiani ct al (2005), 1 built a 

synthetic indicator of the firms positioning in the adoption ladder defined as the sum of 

the ICT tools adopted (see also Spanos ct al, 2004; Lucchettini and Stcrlacchini, 2004; 

Mather and Rogers, 1999). 

The analysis of web page quality is based on Lucchettini and Sterlacchini (2004) and 
Doolin et al (2002). As suggested above in Section 5.2, in most cases adoption is strictly 
focused on marketing and advertising purposes. Concerning the analysis of the firms 

web pages, a 'quantitative approach' based on information content and/or availability of 

e-commerce functionalities is privileged at the expense of an analysis which is more 

qualitative in nature (in terms of site design, case of navigation, etc). 

6.1.3. Independent variables 

The Diffusion of Innovations Theory literature provides us with an extensive list of 

adoption drivers (Falk, 2004; Skuras et al, 2003, Davidson and Honig, 2003; Bugamelli 

and Pagano, 2004; Fabiani et al, 2005). The firm's internal ICT capability may be 

evaluated by the level of its human capital in terms of percentage of collaborators with 

university degrees, existence of an ICT department and the OM's perceived skills in the 

ICT field. The human capital factor seems critical as better educated workers enjoy a 
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comparative advantage in terms of adoption of and adaptation to new technologies 

(Falk, 2004; Vodoz, 2003). 

The firm's age is correlated with the firm's resources availability and access to social 

and business contacts. The firm's age is also an indicator of 'survival experience' and 

success in the market (Westhead et al, 2001; Faria et al, 2002; Mole et al, 2004; Haugh 

and Robson, 2005). The firm's size may be expressed in terms of sales and/or number 

of employees (Fabiani et al, 2005). Both measures were included in the survey. 

The importance of the OMs' previous experience is understood as critical to explaining 
firms' overall growth strategy and performance (Davidson and Honing, 2003; Skuras et 

al, 2003). Davidson and Honing (2003), Skuras ct al (2003) and Westhead et al (2001) 

consider the extension of OMs previous entrepreneurial experience essential to the 

acquisition of multiple managerial experiences and suppliers/customers contacts. All 

variables concerning the entrepreneurial event (the start-up phase) were also 

deliberately avoided given its sensitive character. At the end the survey was a result of a 

trade-off between the 'likelihood' of access to relevant data and anonymity concerns. 

The social capital dimension is assessed via affiliation to trade associations and local 

chambers of commerce. Based on Premkumar and Roberts (1999), Malecki and 
Phoeling (1999), Mitchell and Clark (1999) and Dimara and Skuras (1998), other items 

linked to the social capital dimension were included (access to subsidies, extension of 

the network of suppliers and participation in trade fairs). 

The 'access to subsidies' is one of the 'mainstream' managerial activities in most LFRs. 

In most peripheral regions firms' investment is heavily dependent on financial support 

and as a consequence, the ability to access financial support is a critical one, since it 

reveals the ability to obtain financial resources and to survive the legal and bureaucratic 

processes linked to the access to such subsidies (Westhead et al, 2001: pg. 343; see also 
Skuras et al, 2003; Meccheri and Pelloni, 2003; Grimes, 2005). 

As stated in Chapter 5 key constructs from the attitude based models were included in 

the analysis. The constructs 'attitude towards the Internet', 'subjective norm' and 
I adoption intention' are based on Celuch et al (2005), Yoh et al (2003) and Burton 

(2004). The definition of these constructs was provided in section 5.4. 

As suggested in section 5.4, intentions are not sufficient to understand ICT adoption. 
Even if the OM is uneasy with PCs as a result of technophobia or computer anxiety, the 
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firm's growth objectives may impose the adoption of ICT tools. Thus it seems 

appropriate to inquire about OM's enterprising behaviour and the firm's growth 

objectives. Concerning the firm's strategic choices, the SME literature highlights 

options such as intemationalisation, market specialisation, market/product innovation 

and cooperation/alliance strategies (Smallbone et al, 1999; Feindt et al, 2002; Roper, 

1999). However, SME growth paths are allegedly opportunistic in character and most 

OMs prefer an independent ownership status. Concerning growth strategies, the 

strategic positioning literature highlights the cost advantage approach, the early 
introduction of innovations and/or the exploitation of market niches (Faria ct al, 2002; 

Mole, 2004; Porter, 2001) But, parameters for competitiveness lie in a multiplicity of 
factors other than cost advantages: marketing skills, established reputation and personal 

attention to the client needs (Beneth-Smith, 2002). OMs were also assessed about their 

perceptions concerning direct competitors' advantages in terms of critical success 
factors (Lee et al, 2004; Smallbone et al, 1999). The growth objectives analysis is based 

on Gils et al (2004) and Madden and Coble-Neal (2003). 

The assessment of OMs' understanding of the on-going economic and political changes 
is critical as RAM faces a challenge to the status quo, as seen in Chapter 1. Concerning 

the on-going advances in the ICT field and namely in terms of Internet related 

technologies it may be interesting to analyse the OMs' assessment about competitors, 

customers and suppliers' Internet strategies (Taylor et al, 2004; Dholokia and Kshetri, 

2004; Benneth and Smith, 2002; Skuras et al, 2003; Smallbone et al, 1999). 1 do not 

proceed here with a 'complex analysis' of the environmental uncertainty surrounding 

the firm although perceptual measures about the macroeconomic context were included 

in the survey (Gils et al, 2004; Haugh and Robson, 2005; Faria et al, 2002). 

From the Diffusion of Innovation Theory literature the importance of the firms 

innovative history is quite evident. The firm's past experience dealing with the adoption 

of innovations and with advertising campaigns are analysed as they allow an 

understanding of the firm's absorptive capacity of new ICTs (Faria et al, 2002; Madden 

and Coble-Neal, 2003; Hollenstein, 2004; Dholokia and Kshetri, 2004). With regard to 

the conceptualisation of 'innovation', Amara and Landry (2005) highlight the lack of 

agreement in the literature. However, North and Smallbone (2000: pg. 147) consider a 
"fairly broad view of what constitutes innovation", as they include five different 

dimensions of the innovation concept were examined: new products and services; 
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market development (new market niches and geographical areas); marketing methods; 

production techniques; and technology (see also Haugh and Robson, 2005; Roper, 

1999). Items concerning R&D intensity, R&D to sales ratio and the firm's number of 

citations in scientific publications were obviously excluded from the analysis 
(Harrington and Guimardes, 2005; Hollenstein et al, 2004). In line with North and 
Smallbone (2000) the survey include items concerning organisational, process and 

product innovation. 

In order to assess the firm's organisational complexity, I include one question about the 

existence of formal business plans and a second about the firm's experience in 

providing training opportunities to employees (Orser et al, 2000; Mole et al; 2004). 

As mentioned before, the predominance of SMEs limits the availability of financial 

data. Skuras et al (2003: pg. 956) state that "financial assistance, the firms' debts and 

profits" are not easy to get, as a result of ignorance or deliberate omission (see also 
Bugamelli and Pagano, 2004). Even if financial data is available, Skuras et al (2003: pg. 
956) mention the reliability issue, i. e., the "difficulty to cross-validate this kind of data 

or to objectively assess their validity in any other way". As a consequence, the inclusion 

of specific questions about financial data was rejected. An alternative solution is to opt 
for employment growth as an indicator of success (Orser et al, 2000; Roper, 1999; 

Garton, 1999). But as a large fraction of the creation of employment can be linked to a 

minority of the SMEs, 'the so-called gazelles', the database may contain a large 

proportion of zeros (Orser et al, 2000: pg. 43). 

Tzelepsis and Skuras (1995: pg. 122) alert us to the fact that the definition of 

performance is a "controversial issue in business economics, largely due to the 

multidimensional meanings and goals with which entrepreneurship has been credited7. 
Lee and Bose (2002: pg. 119) also highlight the "criticisms that have been pointed 
towards the use of inappropriate measures of firm performance and ICT investmenf'. 

As seen above in section 5.3, the generic objective of many family-run businesses is 
"use the business for the betterment of the family, potentially across more than one 
generation" (Getz and Carlson, 2005: pg. 238). As stated by Pasanen (2003: pg. 421), 
"growth is obviously not an applicable measure of success for firms that do not have 

growth as an aim". Concerning life-style oriented OMs, success means satisfaction with 
the current sales level and market share. As there is no solution to the problem, the best 

approach may lie in the inclusion of several measures concerning success indicators. 
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Alternative measures of success should be envisaged. For example, the creation of new 
firms and group affiliation may be understood as the real symbol of success in the island 

context. As suggested in Chapter 3, there is no place for large industrial projects. Hence, 

extra growth is linked to multiple entrepreneurial projects. Westhead et al (2001: pg. 
340) differentiates the 'one shot entrepreneur' from the 'multi-business entrepreneur' in 

terms of objectives, motivations, behaviour, growth and success. The 'multi-business 

entrepreneur' is more likely to show a positive attitude towards innovation and 

emphasis on R&D, more awareness of market opportunities, more export propensity 

and higher growth aspirations and to operate in market segments with better growth 

prospects. The multi-business entrepreneur also benefits from economies of scale in 

terms of ICT systems and other efficiencies. The inclusion of the dummy variable 
I group affiliation' seems crucial to understand the ICT adoption phenomena in RUPs. 

Pasanen (2003: pg. 423) also recommends that it is important to study firms expected 
"to make a significant impact on local and regional economies". 

Morikawa (2004) proposes, besides the inclusion of profitability measures, the inclusion 

of the firm's innovative history as an indicator of performance (see also Amara and 
Landry, 2005; Hempell, 2005; Bertscheck and Kaiser, 2004). But in the end, most 

authors opt for a relatively simple measure of performance: labour productivity growth 
(Serrano-Cinca et al, 2005; Capello and Nijikamp, 1996). Based on Roper (1999) and 
Skuras et al (2003), local firms' performance is measured in terms of turnover and 

employment growth. 

It must be also acknowledged that "high-investment in hardware oriented ICT may not 
influence a firm's short-term performance such as financial profitability", but may 

impact upon the development of competences and attributes (Lee and Bose, 2002: pg. 
121). Hitt and Brynjolffson (1996) conclude that the adoption and use of ICT tools may 
increase productivity and consumer surplus, but not necessary business profits. Lee and 
Bose (2002: pg. 119) similary stresses that "it is unlikely that higher expenditures on 
ICT alone will ensure a firm's superior performance". Hitt and Brynjolffson (1996) also 
showed that there is no contradiction in the idea that the adoption of ICT tools creates 
value but not profits. Quite often, ICT investments may result in consumer surplus 
rather than financial/market performance. As seen in section 5.5, the adoption of ICT 
tools may impact upon the development of key attributes and processes important to 

sustain the firm's competitive advantage. Concerning the SME context, it is 
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acknowledged that ICT related competitive advantage emerges first from competences 

such as experience in terms of technological scanning, learning capabilities and 

technological experimentation. Consequently, items related to the OM's experience 

using ICT tools were included in the survey. In the short term, an ICT investment may 

only be translated into lower transaction costs, better consumer service and improved 

access to information and visibility in the market. 

A final note about the econometric method applied in this research. Several econometric 

solutions have been proposed to explore the ICT adoption/performance link (Serrano- 

Cinca et al, 2005; Beck et al, 2005; Shao and Lin, 2001). Most Diffusion of Innovations 

Theory studies adopt a multivariate analysis and discrete choice models to investigate 

the ICT adoption drivers (Hill and Hill, 2002). Some studies adopt sophisticated models 

comporting finantial data, but givem the lack of such data in my survey, I opted for a 

simple 'econometric approach' based on the discrete choice models and multivariate 

analysis. 

As far as the inhibiting factors and Internet advantages are concerned, the literature 

provides an exhaustive account of all ICT adoption drivers. The items included in the 

survey are based on Grandon and Pearson (2004), Deakins et al (2004) and Salmeron 

and Hurtado (2005). 

6.1.4 Field work issues 

A questionnaire of 6 pages length was designed and pre-tested with 4 firms. It was then 

adjusted, corrected and re-worded according to the results of the pilot testing and 

comments about relevant questions to be included or excluded. Given previous 

experience with 'field work issues' in terms of response rate, a standard approach at the 

local level was applied, i. e., a personal visit by students. In line with Hadjimanolis 

(1999) and Premkumar and Roberts (1999), "the interviews for the questionnaire 

completion were face-to-face, since it was felt that the response rate with a postal 

questionnaire of such length and complexity would be unacceptably low" (as 

experienced by the Local Chamber of Commerce 2 years ago). In order to avoid the 

experience of Baron et al (1999), who received only 7 responses from 550 postal 

questionnaires, students were used to increase responses rates. 
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The sample size adopted diverges to a great extent from study to study (Smallbone et al 
1999; Mitchell and Clark, 1999; Gorton, 1999; Malher and Rogers, 1999; Pisanen, 

2003; Morikawa, 2004). As the ACIF database contains 1200 firms, at least 150 should 
be required to ensure statistical validity (Hill and Hill, 1998). In the end, the quantitative 

analysis is based on a sample of 238 respondent firms. 

As mentioned before, the intcrviewees were the firm's OM wherever possible (or senior 

managers), as the OMs "tend to have a comprehensive perspective of all organisational 
issues, including ICTs" (Caldeira and Ward, 2002: pg. 126). 

The sample may be conceived as a relatively unbiased picture of the population of firms 

operating in RAM. However, ACIF members may be more innovation prone than the 

typical firm is. And there is also a slight geographical bias as most firms are located in 

Funchal. But, as the support of the Association was deemed necessary to ensure a 

reasonable response rate, a better option was not available. However, I do believe that I 

am working with a representative sample of the local industry mix. And I strong believe 

that this was a winning option as at least a certain degree of 'statistical significance' can 
be reached. In fact, this 'approach' based on micro firms is not usual in the literature. 

Belussi (2005: pg. 249) "selected a random sample of Italian district firms" operating in 

external markets. As a consequence, all locally oriented firms were excluded from the 

analysis. McAdam et al (2004) opted for a purposive sample that included only high 

growth SMEs. Hadjimanolis (1999: pg. 563) opted for a 'purposive sampling approach', 

since he wanted to analyse firm's innovation attitude. As a "probability sampling plan 

would result in the inclusion of too few innovative firms" Hadjimanolis opted for a 
large (140 firms), careftilly balanced, judgemental and purposive sample in order to 

obtain representative figures in terms of size, innovative record, performance and sector 

affiliation. However, I believe that a random sample, though based on 'problematic' 

cases (in the sense that it is difficult to obtain data from micro firms), is a better choice 
than purposive samples. 

A stratification approach by size was not applied as micro and small firms represent 
95% of firms in RAM. However, a stratification by sector affiliation was applied 
(Madden and Cobble-Neal, 2003; Bennett and Smith, 2002, Lucchetti and Sterlacchini, 

2004). 
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Box: 6.1 Database characteristics and selection procedures 

I provide now further information concerning the selection of firms and a detailed description of the firms 
included in the sample. Most firms belonging to ACIF are affiliated to the services and commerce sectors. 
According to the ACIFs web page, 45% of their members are included in the commerce sector, which 
comprises a wide range of activities/firms related to the traditional commerce and import-operations, such 
as grocery stores, supermarkets and marna and papa shops, chemists, appliances and computers shops and 
I regional products'. Around 28/o of local firms belong to the service sector, which includes consultants, 
business support services consulting services (engineering, accountancy, and so on), and other services 
(medical centres). Around 13% of ACIF members are affiliated to the industry sector, which comprises 
traditional industries (such as broidery and molasses), firms producing food and beverages and other 

regional products and firms operating in the construction sector and some 'modern' sectors. The ACIF 

web site claims that all sub-sectors are included in the dataset. The tourism sector (15% of ACIF 

members) includes travel agencies. rent-a-car. hotels, pubs and bars. The ACIF database includes 1200 
firms. 

_Sectors 
Perc. and exaniples of fimis included 

_Commerce 
45% (grocery stores, gas stations, photo shops. car dealers, pharmacies, wholesale) 

Services 28% (niaritinic brokerage, accountants, driving schools. training ccntres, PC dealers, cleaning, 
real estate, financial serx ices, clinics) 

_Industry 
13'o (construction, food and beverages. printing, broidery, wine) 

1 Tourisni 15' . (Iravel agencies, entertainment, hotels, rent a car, B&B) 

These firms are not entirely (statistically) representative of the whole business sector located in Madeira, 

because in such small area firms are rather affiliated to their own sector associations. Despite its small 

size, Madeira Island is populated by several sectoral associations: the Young entrepreneurs associatim 
Chamber of Commerce of Machico (with 142 members); the Camber of Commerce of Porto Santo (with 
140 menibers)ý the Madeira Farmers Association; the Association of Women Entreprcncurý the 
Association of Commerce and Service Activities; the Construction Industries Association (Assiconi); the 
Young farmers of Madeira and Porto Santo Association, and the Business Council of Madeira which 
congregates all the former associations. But the most preeminent companies operating in Madeira arc 
ACIF members and ACIF is clearly the voice of Madeira business as it represents micro, SMFs and larger 
firms operating in all sectors excluding the agriculture sector. As a consequence, the ACIF database 

slightly un der- represents the construction sector and firms located outside Funchal. 
In spite of this, we believe that the qualitative findings of the survey are very likely to be representative of 
the Madeira business population as our sample has all the characteristics that make it an ideal candidate to 

represent the Madeira business population. 
Firstly, most firms operating in Madeira are located in Funchal. See graph below. 

Share of establishments per county 

Sao Vicente 1% i 
Santana 11/6 

Santa Cruz 
Ribeira Brava 8% 
Porto Santo 

8% 

Eo3l/o 

0. / 
2.1. 

5% 

Porto Moniz 0 
Ponta do Sol 2% 

Machico 5% 
Funchal 7 r/6 

Camara de Lobos 6% M2/. 0 
Calheta (R. A. M. ) 

0% 10% 20% 30% 40% 50% 60% 70% 80% 

Secondly, ACIF is the leading chamber of commerce and the most prominent and representative one. It is 

the only one to represent all sectors of the local economy, except for the primary sector. And no other 
association compares to ACIF in terms of membership, visibility and access to European funds. 
Membership of' the ACIF open,, up a wide range of critical business information and advice, frequent 

events and training programmes and networking opportunities in association with two European 

Sectors Perc. and examples of firnis included 
_ Commerce 45o (grocery stores, gas stations, photo shops. car dealers, pharmacies, wholesale) 
_ Services 28'o (maritime brokerage, accountants, driving schools. training ccntres, PC dealers, cleaning, 

real estate, financial serx ices, clinics) 
Industry 13'o (construction, food and beverages. printing, broidery, wine) 

_ 
1 Tourism 1 15' . (Iravel agencies, entertainment, hotels, rent a car, B&B) 
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Commission networks. The ACIF was established in 20th of January 1836 and in 1985 ACIF was 
declared an institution of public interests due to its contribution to the local development. Another symbol 
of recognition is related to the fact that ACIF hosts one of the European Euro Info Centres and one of the 
Europe Direct centres. According to European Commission web site the Europe Direct gives "General 
information about EU matters in any of the official EU languages; answers concerning questions on any 
European Union policy; practical information on subjects such as how to get your qualifications 
recognised or how to complain about unsafe products; contact details of relevant organisations you may 
need to deal with; and advice to help you overcome practical problems with exercising your rights in 
Europe. The European Euro Info Centre "provides up-to-date information on European Directives and 
Regulations, public sector contract opportunities, business opportunities, funding, research and 
development initiatives". The Euro Info Center was established in 1987 and the network has over 250 
centers across the whole of Europe. ACIF locates one of them. 
Thirdly, as the other associations operating in Madeira are rather specialised in one sector, ACIF was the 
only viable alternative in terms of access to a database of representative firms. And for the reasons 
explained elsewhere another alternative was not available at a reasonable price. I tried first to base the 
sample procedures on a sample provided by the National Statistic Office. However such approach was 
refused based on confidentiality concerns. It should be stressed that, to my knowledge, this research 
project is the first one carried by a non governmental entity. It should also be asserted that low responses 
rates are a problem even concerning official surveys, which means that it would be absolutely impossible 
to collect a large number of responses without some sort of official support. 
Fourthly, the ACIF database includes firins from all sectors excluding the primary sector and the public 
administration sector. As a consequence, the ACIF database may represents about 90% of all firms , 72% 
of the Madeira value added and 68% of the total employment (See Table below). 

Share of Employment 2004 Share of value added 
2004 

Share of number of 
f irms 

Primary 8% 1,9% 2% 
Industry includes 
construction) 

26% 16,3% 20% 

Commerce and Services 42% 56,2% 69% 
Public Administration and 
others 

24% 23,6% 9% 

In order to minimise the survey's cost and duration, a stratified random sample of the firms was extracted 
(by using industry as stratification variables) and with the purpose of interviewing at least 150 firms. 
Based on the data set provided by the ACIF (which only differentiated firms by sector) a numerical code 
was assigned to each firm and then a random sample was extracted based on usual random sampling 
procedures. 
Due to concerns about low response rates (a usual problem here in Madeira even with compulsory 
surveys), firms were visited by students to ensure an acceptable response rate. The final sample is 
composed of more than 200 firms. From April to June 2006 a questionnaire was personally presented to 
the sampled firms. Thanks to the collaboration of the ACIF and the University (based on 
recommendations letters) and the efforts employed by the students (based on phone calls and multiple 
visits), the number of non-respondents was rather low. Concerning a number of non-respondents I was 
able to substitute them with firms belonging to the same sector affiliation. 
It should be admitted that more sophisticated firms (from a local point of view) and prone-innovation 
ones are over sampled because ACIF members may be considered as pioneers in terms of adoption of 
innovations and are more resourced in terms of turnover and access to relevant information about 
programmes and funding available at the national and European level. However other solution was not 
available in terms of cost, convenience, data integrity and reliability. 
It should also be admitted that our sample does not contains a high number of externally oriented firms. A 
high rate of adoption of ICT solutions is more likely to be found in larger firms and externally oriented 
companies. However such firms are rather rare here and as consequence our sample is really 
representative of 'local born' businesses. 
The industrial spread of the chosen firms is rather narrow, which results from the datasct provided by 
ACIF. However, the proposed stratification matches quite well. As I explained above, almost all firms are 
operating based on a mark-up margin model (value added in the sales phase on products brought from 
mainland) and most firms are not externally oriented. As a consequence, the differentiation factors 
amongst firms are related to the broad stratification proposed (industry, commerce and services and 
tourism) size, group affiliation and access to special relationships. Firms belonging to high-tech industries 
are relatively rare (although not absent). The range of niche markets on the Island is quite constrained, 
which means that the industrial spread based on 4 strata differentiates quite well the firms. The variability 
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of the data in ternis of size range results frorn the fact that ACIF includes most of the inarket leaders at 
local level. Thus the data set includes large finns and rnicro-finns. 
Data concerning Madeira Island coverage rate of arrivals against departures shows is provided below (See 
Figure I ). As can be seen the ratio export/imports figure was 21,8% in 2005. 

Coverage rate of Portuguese Regions 2005 
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6.2 Quantitative analysis 

6.2.1 Data description 

The data used in my empirical analysis is based on a representative sample of 238 firms 

belonging to the Local Chamber of Commerce (ACIF). The sample was stratified by 

sector affiliation to include retail, manufacturing and tourism firms. The distribution by 

sectors of the firms included in the sample is quite similar to the population distribution. 

Compared to the population, there is a slight excess of retail firms in the sample at the 

expense of firms affiliated to the manufacturing sector. Nevertheless, it is believed that 
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the conclusions are not affected as manufacturing firms involved exclusively in inter- 

industry trade are rare. Almost every firm in the manufacturing sector (for example, 

carpentries and brick factories) has a 'sales department' selling directly to the final 

consumer, which is the main market. As a consequence, almost every firm is in direct 

contact with the final consumer. In that sense, all firms may be categorised as 'retailers'. 

As stated before, islands are spaces of consumption populated primarly by commercial 
firms operating in the import-distribution sector and exclusively focused on the 

satisfaction of local needs. 

The sample cannot be considered a perfect representation of the whole business sector 

operating in the RAM as most sampled firms are located at Funchal. However, almost 

50% of the island population lives at Funchal and more than 70% of the firms are 
located there. Thus there are reasons to expect that the main findings of the survey are 

not affected as the sample has all the features needed to represent the RAM context. 

It should be stated that the sample contains small size (with less than 10 cmployycs) 
firms operating in the retail sector. Consequently, there is a lack of studies to compare 

with, as there is a general paucity of inquiry focused on micro firms. In fact, and 

contrary to the 'norm', I do not base my research design on firms belonging to the 

manufacturing sector and/or export oriented firms. Consequently, this work should be 

perceived as exploratory in nature and as an opportunity to study a field of research 

previously ignored by the mainstream scientific research. 

6.2.2 Firm characteristics and OMs profile 

I now provide a descriptive analysis of a number of variables which can help us to 

understand the main characteristics of the firms included in this sample. These variables 
are used as explanatory variables in the later analyses of the drivers influencing the ICT 

adoption process in which I follow a rank model (see Section 5.4). 

Data concerning the characteristics of firms is included in Table 6.1. The typical firm is 

a micro/small retail firm, with a turnover of less than 500.000 C, and only I or 2 

employees with a university degree. The 'typical' respondent was a male, 46 years old, 

with 12 years of formal education as their highest completed level of education, but 

with more than 16 years of experience in the industry. Most OMs (58%) are managing a 
firm with less than 10 employees. This profile is consistent with the picture provided by 
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the SME literature (see Section 5.3). But data concerning the innovation profile seems a 

promising one as most OMs seem somehow experienced with organisational and 

product innovations and advertising campaigns (See Table 6.2). 

As the typical OM was born in 1961 (46 years old on average) he experienced the pre- 
1974 'spirit' in RAM. Most OMs were brought up in a historical period shaped by an 

authoritarian political regime and a problematic transition to democracy. The social and 

educational context at the time may be categorised as technology averse. Low rates of 
difftision for technological and cultural innovations, high rates of illiteracy and low 

number of schooling years were a key feature of that period. However, the limited 

educational background is somehow complemented by a high entrepreneurial 

experience (16.4 years). And most Oms have an above average on-line shopping 

experience. In fact, more than 66% of them have on-line shopping experience, which 

contrasts with figures computed by Almeida et al (2007) concerning student's parents 

on-line shopping experience (only around 20%). 

The earlier remarks (see section 5.3) concerning the profile seem partially corroborated 

as we are dealing with locally oriented micro and small firms. However, the 'average' 

OM is relatively well educated compared to the average individual in RAM (See Figure 

6.1), with 42% of OMs having education up two high school level and 38% having 

experienced university education. 

Data concerning the age of firms, number of employees and sales level are also included 

in Table 6.1 and Table 6.2. Concerning firm's size, it can be seen that 89% of firms 

have less than 49 employees and 58% of them have less than 10 employees. As a 

consequence, a simple organisational structure and direct OM control should be 

expected. As the average firm may be categorised as a micro or small business the 

theoretical profile addressed in section 5.3 may be applied to understand their adoption 
behaviours. And it can be asserted that organisational learning models cannot be 

applied. 
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Table 6.1 Sample Characteristics 

Sample Characteristics Perc. of Firms 
Industry Affiliation 

Manufacture 12% 

Commercc and Services 79% 
Tourism 9% 

Company Size (number of employees) 
Up to 9 58.5% 

10 to 49 30.8% 

50 to 249 8.7% 

249 to 499 0.5% 

More than 500 1.5% 

Annual Sales Revenue 

less than 50.000 euros 16.0% 

50.000 to 100.000 euros 10.7% 

100.000 to 250.000 euros 15.3% 

250.000 to 500.000 euros 13.0% 

500.000 to 1.000.000 euros 6.1% 

1.000.000 to 2.500.000 euros 16.0% 

2.500.000 to 5.000.000 euros 3,8% 

More than 5.000.000 curos 17.6% 

Annual Sales Growth 

-10% to 0% 12.2% 
0% tO 5% 16.0% 
5% to 10% 26.0% 
10% to 15% 17.6% 
15% to 20% 9.9% 
20% to 25% 6.9% 
25% to 30% 6.1% 
More than 30% 4.6% 

Table 6.2 Firms' resource availability 

Firms Resources 
Firms Age 22 years 
Employees 2006 30.7 
Employees 2003 22.5 
Employees with a university degree 1.7 
Number of Trade Associations 1.4 
Percentage of finns with a business plan 71.0% 
Percentage of firms operating in extemal markets 21.6% 
OMs with a degree in engineering 8.2% 
Percentage of firms involved in collaborations 42.2% 
Percentage of firms with access to subsidies 26.7% 
Percentage of finns offering training to employees 64.2% 
Percentage of firms experienced with marketing campaigns 68.3% 
Perc. of firms introducing process innovations 65.3% 
Perc. of firms introducing organisational innovations 50.9% 
Pere. of firms introducing product innovations 43.3% 
Percentage of firms belonging to a group . 

22.9% 
Percentage of OMs declaring creation of a new firm 1 28.7% 

275 



Concerning firm's age the 'European Union accession factor' is evident as more than 

2/3 of the firms sampled emerged after 1986. The entrepreneurial event is thus linked to 

an easy access to extra resources and investment opportunities. However, the comments 

provided in Section 5.3.6 about the 'unlikely' entrepreneur must be revised as the 

typical OM is relatively well educated. 

Figure 6.1: Educational background of local OMs vs. the average population 
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More than 20% of sampled firm's have commercial links with the mainland and/or 
Azores. This is quite a high figure as tourism firms accounts for only 10% of the 

sample. Data concerning sales level shows, as expected, low turnover ratios (60% of 
firms have a turnover of 1,000,000 euros or less). Concerning employment growth, less 

than 50% state increased numbers of employees. As only 28% of firrns were affected by 

a decrease in terms of number of employees most firrns seem to be stable. Concerning 

sales growth it can be seen that only 12% of the sampled firms declare fall in sales. 

6.2.3 Firms strategies: some unexpected results 

Data concerning firm's strategy do not corroborate the traditional stereotype. Most OMs 

declare themselves to follow a business plan (70%), in contrast with an expected 

opportunistic or random growth path. According to Mole et al (2004) experience with 
formal planning means a certain managerial style and is said to impact positively on the 

adoption of complex technologies. About 42% of the OMs have experience with 
'formal cooperation programmes, either with public institutions and/or other firms, 
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which is a plausible figure, due to the large number of EU/Portugal 'ftinding schemes' 

available. About 27 % of the firms received funds from the government. 

Concerning firm objectives, a very high score (3.8) is attained concerning the average of 

all items (See Table 6.3). Most OMs seem attached to growth oriented management 

models as the objective 'creation of employment for the family' scores low (2.9). A 

continuous improvement in terms of product and service quality is also well placed in 

firms' strategies (average score of 4.5). Contrary to what was expected, OMs value 

growth oriented objectives more (average score of 4.04 of items 1,3,4,5,7 and 10) 

than life style objectives (average score of 3.38 of items 2,6,8 and 9). Thus the RAM 

case study may conform to the 'constrained entrepreneurship' scenario, which means 

that firms' growth paths are constrained by resource availability and market potential. 

However, most OMs are 'stuck in the middle' as a large number of OMs ascribe the 

same importance (eg. very important) to each one of the four different strategies 
included in Table 6.4. However, there does seem to be a 'consensus' that strategies 

based on cost advantages are less appealing compared to other options (see Table 6.4). 

Most OMs are relatively unsatisfied with the current firm's market share (average score 

of 3.2) and are ready to adopt all organisational and strategic up-grades needed to reach 
higher levels in terms of sales and visibility and reputation in the market (average score 

of 4.4) (See Table 6.5). 

Thus one of our initial assumptions (predominance of life style oriented OMs) is not 

validated. There are reasons to suggest that most OMs have a willingness to pursue a 

growth based agenda. As suggested in Section 5.3, if OMs have a positive belief about 

an investment opportunity, such OMs will be able to provide the finance needed. In fact, 

SMEs' growth constraints are more linked to lack of business opportunities than 

motivation to pursue growth. 
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Table 6.3: Owner objectives (from not important at all (1) to very important (5)) 

Owner/Firm Goals/Objectives Average 
Continuous improvement of the quality of firms 
products offered by the firm 4.5 
Being innovative in the sector 4.36 
Continuous growth in terms of sales, assets, etc 4.35 
Achieve a reasonable standard of living 3.95 
Detection of new markets 3.85 
High level profitability 3.7 
Belong to the sector top-5 3.52 
Continuity of the business in family 3.35 
Self-employment 3.28 
Creating job opportunities for the family 2.96 
All objectives 3.78 

Table 6.4 Firms strategies 

Strategy Average 
Strategy based on cost advantage 3.12 
Strategy of differentiation of products and services 4.16 
Strategy of (technological, organisational) innovation 4.01 
Emphasis on the wealthier market segments 3.59 

Table 6.5: Average score of OMs vision about family vs. firms objectives 

Family and personal aims are more important than business 
aims, so I desire a growth path that reconciles family and 
business aims 3.47 
1 intend to develop all efforts needed to boosts the firm's 
growth prospects 4.43 
I am satisfied with the current firm's market share 3.20 

It is evident that a lead in the market based on cost advantages is not valued as strategic 

or critical to prosper in the market (average score of 3.1), as most firms value more 
differentiation (average score of 4.2), innovation (average score of 4.0) and access to the 

wealthiest niches of the market (average score of 3.6). Concerning advantages over 

competitors, a certain degree of advantage in all items except price is perceived by most 
OMs as they are convinced of having advantages in terms of customer service (average 

score of 4.3) and experience with innovations (average score of 3.8). It can be suggested 
that most OMs are quite confident about their level of competences and advantages over 

competitors. There are no reasons to suggest that most OMs are under pressure and 

experiencing a state of disorientation and dissatisfaction with the current state of affairs. 
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In fact, it seems that their job responsibilities do not exceed their personal management 

capacity. As a consequence, there are no reasons to adopt and learn different behaviours 

and attitudes. 

Most OMs have 'willingness to pursue a growth based agenda but based on old 
behaviours and rules of thumb. As suggested in Section 5.5, the decision-making in 

stable markets is depending on "existing tacit knowledge and rules of thumb" 

(Eiselmardt and Martin, 2000: pg. 1114). Such benign evaluation concerning 

competences and behaviours may lead to a 'changeless trap', with most OMs not 
interested in learning and changing behaviours; (Kwo, 2004: pg. 298). And, in line with 
BrAten and Stromso, 2006: pg. 1038) it can be suggested that OMs "who conceive 
knowledge as given and stable were less likely to take advantage of the opportunity for 
Intemet-mediated communication offered by the Internet". 

Table 6.6 perceived advantages over other firms 

Firms advantages over competitors Average 
advantag es in tcnns of price 3.45 
Advanta ges in tenns of experiences with innovations 3.80 
Advanta ges in tenns of early introduction of technologies 3.78 
advantag es in terms of customer service 4.26 

As we shall see below in the qualitative analysis, each firm may be conceived as a 

monopolistic operator competing in a small niche and able to define the mark-up 

margin. OMs understand their firm's competitive advantage as de-coupled from cfforts 

to "pursue customers indiscriminately through discounting, giveaways, promotions, 

channel incentives and heavy advertising" (Porter, 2001. pg. 72). On the contrary, they 

understand the 'physical presence' and advantages in terms of "convenience, service, 
specialisation, and customisation" as the real advantages in the market (Porter, 2001: 

pg. 72). 

6.2.4 ICT adoption profile: Internet uses, planned investment and 
adoption/diffusion path 

As expected, an extensive access on the firms' part to basic Intcmet/c-mail services is 

evident (See Figure 6.2). In line with Lucchetti and Sterlacchini (2004: pg. 158) it can 
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be stated that "it is hard to find business units without access to e-mail and the Internet. 

The absence of these facilities almost implies that these firms did not buy even one PC 

during the first years of the new Millennium". Results concerning the RAM case study 

are in line with previous expectations and results obtained by other authors (see for 

example Lucchetti and Sterlacchini, 2004; Grimes, 2005; Levy and Powell, 2003; 

Fabiani et al, 2004; Drew, 2003). 

About 84% of OMs have access to c-mail[Intemet at work. Furthermore, about 76% of 
OMs access the Internet at home. Concerning non adopters, only 6% have no access at 

all either at work or at home. About 10% of OMs have access to the Internet only at 
home. More than 50% of the OMs have double access to the Internet: at work as well as 

at home. Thus, our first assumption (that is, a large scale adoption of basic ICT tools) is 

validated as most (90%) of OMs have at least one point of access (see Section 5.7). As 

the same figure computed for a cohort 35-55 years old parents students in RAM is only 
20%, it may be stated that local OMs belong to the 'Internet generation', in the sense 

that their rates of adoption are close to those computed for the younger generation 
(Almeida et al, 2007; Almeida and Freitas, 2007). However it should be acknowledged 
that we are dealing with 'pioneers' with 'privileged' access to information about 
EU/Portugal schemes. 

Figure 6.2: Access to Internet Technologies 

Internet Technologies adopted 

Internet connection 83,3ý 16 

firms email -48.3% 

firm web page 41,2% 
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Concerning e-mail access, 78% of the firms can be reached by e-mail, but only 41% of 
them have a web page. In relation to e-commercc functionalities (eg. on-line orders), it 
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involves less than 15% of firms. As expected 'general-use ICTs' (according to the 

ten-ninology of Lucchetti and Stcrlacchim, 2005), i. e., e-mail and access to the Internet 

have very high rates of adoption. However, a large number of firms have not enough 

resources or incentives to provide a Web page. And as expected, SMEs have not 
integrated their websites with their back-office systems as the adoption of internal 

networks or c-business systems is quite low. In the end, in line with Levy and Powell 

(2003: pg. 173), it can be asserted that "there is little evidence to suggest that SMEs do 

more than develop websites and adopt email". However, these results are in line with 

those computed on the mainland (see Figure 6.3). 

Figure 6.3: Adoption rates in RAM and Portugal 
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Figure 6.4: Access to complex ICT tools 

Other ICT tools 
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In line with Mitchell and Clarke (1999: pg. 449) "the use of ICTs tools In production, 

which are highly product and process specific were excluded from consideration". 

However, we gather data about the adoption of such complex ICT tools. About half of 

the firms have software for accounting operations (51.2%). But adoption rates of ERP 

and CRM systems and intranet systems (included in the item other software) are quite 

low, which corroborates the initial assumption concerning the strategic irrelevance of 

such complex ICT tools. The adoption of complex Internet Based Technologies (such 

LAN, EDI and Intranets) and production-integrating ICTs (eg. CADUM), demands 

besides a business case, a heavy investment in hardware/training, compared to general 

use ICTs (See Figure 6.4). Of course, the adoption of such complex technologies by 

retail firms, should not be expected. 

In relation to development of a web page, most firms resort to outsourcing (81% of 

cases) as only 19% declare to have developed their web page internally (See Figure 

6.5). This is not a surprise given the characterisation of local firms as under-resourced in 

terms of in-house expertise and resources. And less than one third of the interviewecs 

claim at least I up-grade of their firms' web page. And only I in 4 of the firms has an 
ICT department or an ICT employee. 

Figure 6.5: ICT Development strategy 
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A small number of firms without a web page intend to adopt a web page and/or e- 

commerce functional iti es. However, only a minority of firms answered this question. it 

may corroborate the initial assumption that ICT strategies are not planned but 
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opportunistic in character. In fact, data concerning the diffusion process suggests that 

the saturation point will be reached very soon. Hence, a large scale adoption programme 

of relatively complex ICT tools (such as web pages) by non-adopters should not be 

expected. 

Figure 6.6 Planning Internet Strategy: average score (from very unlikely to very 

likely) 

Planned Internet Strategy 

Web Page: offer of new product 3,5 

Web Page: Advertising 3,5 

Web Page: e- conynerce 3,3 

Outsourcing MOM 3.0 

In-house Development 2.6 

Wait for social trend 2,4 

Wait for cornpetition moves 2,1 
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Concerning the planned Internet strategy, most firms are interested in offering new 

products (average of 3.5) and on-line advertising (average of 3.5). The 'e-commercc' 

functionality (on-line sales) is also well placed (average score of 3.3). Most firms will 

resort to an external solution to build-up their web page. Surprisingly, OMs seem 

unaffected by the social pressure factor and competitors' progress in the adoption ladder 

as they declare themselves not waiting for what is happening around them. An in-depth 

analysis of such an unexpected result will be provided later. However, OMs in 

peripheral areas do some times refuse external help and arc relativly immune to outside 

influences (Phillipson et al, 2004). 

6.2.5 Analysis of Web page functionalities 

Having a Web page does not imply that a firm is engaged in e-commerce (i. e. in buying, 

selling or exchanging goods and/or services via the Internet) or in c-business (a broader 

concept which, along with c-commerce, includes also servicing customers and 

collaborating with business partners by means of digital transactions). A way to 

establish the real attitudes of OMs towards c-business practices is to observe the 
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richness of their firm web pages. I analysed firm web pages and evaluated them 

according to their content. The evaluation was focussed primarily on quantitative 

aspects (such as how much information is provided and e-commerce functionalities) 

rather than qualitative features related to design and aesthetics. The list of variables used 

to rate the Web sites' quality is shown in Table 6.7, (based on Lucchetti and 
Sterlacchini, 2004) which also reports the percentage of web sites having a given 

characteristic. 

The number of web pages containing functionalities needed to carry out e-commerce 

operations is rather low: only 25% of them allow the possibility of on-line ordering. 

Data concerning firm's web page features points to a 'brochureware, strategy (i. e., "web 

page containing only basic information and data about the firm") (Levy and Powell, 

2004: pg. 179). It was found that almost 60% of the firm's web pages contain only a 

brief description of the firm's contacts and products. 

In fact, the firm's web page is not understood as a method of direct selling. Thus, the 

existence of a firm's web page should not be understood as a signal of the strategic 
importance attached to the Internet. Most firms seem pleased with web pages containing 

simple data. The web sites are not seen as a marketing and sales channel but as a simple 

advertisement. In line with Lucchetti and Sterlacchini (2004: pg. 153) it can be asserted 
that "Web sites are mainly used to improve the firms' visibility and to provide detailed 

information on their products". 

Sadowski et al (2002: pg. 77) state that the level of complexity of a web site "requires 

some strategic considerations with respect to the extent to which it should be utilized to 

engage in different forms of on line business activities". As firm's web pages either 

don't exist at all or are quite limited in terms of content, it may be assumed that local 

firms do not value the strategic importance of the Internet as larger firms do. If we 

understand the complexity of Internet strategy as linked to improvements in the firm's 

long-term market positioning, it is evident that most OMs do not add an Internet 

I component' to the firm growth strategy, as it has been conceived by the EU normative 
framework. However, a distinction must be made between active c-commerce (i. e., 

adoption of e-commerce platforms and e-business) and passive e-commerce (i. e., use of 
the Internet ftinctionalities to access supplier's web pages, legal information and two- 

way communication) as we shall see below in the qualitative analysis (Section 6.3). 
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Table 6.7 Quality of firm's web pages 

Category name Pere. 
a home page with little information 60.5% 
the pages on the site are available in several languages 13.5% 
the site provides some feedback forms other than e-mail addresses 15.6% 
a catalogue of the firm's product is available 37.1% 
detailed products' descriptions is available 40.3% 
on-line ordering facility is available 25% 
the site provides on-line job offers 3.7% 
the site can be found by searching on common Internet engines 92.5% 

6.2.6 Analysis of the adoption diffusion path 

The adoption of web pages on the local firms part is still below the EU average, as only 

41,2% of firms in RAM have adopted a web page. The adoption level for the EU is 63% 

according to Eurostat. Thus it is important to assess if a swift convergence to the EU 

average should be expected. All evidence concerning the difftision path seems to 

suggest that the saturation point will be reached shortly and the process has entered the 

slow growth phase (See Figure 6.7). Acceleration from 1999-2000 onwards in terms of 

the adoption of web pages, which reflects a5 year delay compared with EU core 

regions, is also apparent. The 5 year delay corroborates the RUPs stereotype (RUPs as 

backward regions and late adopters of relevant technological innovations). 

The data also suggests an on-going process of technological learning, since the adoption 

of a web page tends to happen 2 years after access to c-mails is attained. However, in 

most recent years, there has been a simultaneous adoption of firm email and firm web 

page. The cost factor may be an explanation to the 'double' adoption process as prices 

are still falling. The existence of an adoption ladder model should not be dismissed as 
firms experience first of all access to the Internet and e-mail and then progress to more 

sophisticated uses. 
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Figure 6.7 Email/Internet Diffusion Paths 
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The diffusion path is now analysed in detail. The methodology developed by Santarcli 

and D'Altri (2003), Devezas et al (2005) and Botelho and Pinto (2004) applies both a 

standard logistic curve and a Gompertz function in order to estimate the saturation 

point. The difftision process of web page and e-mail seems to conform to a siginoid or 

an S-shaped curve (especially in the e-mail case). Such evolution may be expressed by a 
differential equation of the type dNit/dt=ýDit*Nit*(N*-Nt) where Nt concerns the 

cumulative number of subscribers at time t, N* concerns the saturation level, and ýDlt 

corresponds to a coefficient of diffusion. The growth rate is dependent on the number of 

existing subscribers and on the difference between the saturation level and the number 

of existing subscribers. Two functional forms of the S-curve are usually applied: the 

logistic (Pearl-Reed) ftinction and the Gompertz function. 

a) Gompertz function y, =b I CXP-b2cxp(-b3t) 

b) logistic form y, =b I/I +b2exp (-b3t) 

Data concerning the estimations of the Gompertz and logistic ftinctions (related to the 
diffusion process of web pages) is in Table 6.8. As can be seen, the two functional 

forms point to different saturation levels. According to the Gompertz form, the 

saturation point will correspond to 126 firms. The estimation concerning the logistic 

form points to 93 firms. The results suggest that the saturation point is reached for low 

levels of adoption, between 50% and 60% of the sample. 
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Table 6.8 Gompertz and functional functions 

Gompertz function Logistic form 
Var Coef Sig. Coef Sig. 
bl 126.1 0.000 92.5 0.000 
b2 0.21 0.000 0.48 0.000 
b3 9.4 0.000 9.37 0.000 

F=1477.72 F=1365.58 
R-squared=0.99 R-squared = 0.99 

Our results are difficult to compare with other studies, as most assume implicitly a 

universal adoption of the Internet. However, there is evidenee to suggest that the 

explosive growth (in terms of access to the Internet) is slowing down and most 

countries are experiencing a transition into a new phase (Devezas et al, 2005). 

Concerning Internet adoption by individuals, Devezas et al (2005) suggest that the 

diffusion process of the Internet will reach a ceiling within the next decade of about 
14% or less of the world population. The European Commission (2002) suggests the 

flattening of the cumulative adoption rates concerning the adoption of e-commerce 

platforms. What can be said from my analysis is that the 'incantatory' (exuberant) phase 
is gone and it is also evident that local OMs cannot be categorised as innovative 

individuals as the diffusion process started only after 1999. 

6.2.7 Analysis of Internet uses 

Concerning Internet uses, the importance attached to access to on-line financial and 
banking services (average score of 4 on a5 Likert scale, ranging from not important at 

all to very important) and communication (via e-mail) with suppliers (average score of 
3.9) is evident. Other important uses concern accessing legal information and searching 
for information about suppliers (See Table 6.9). The results concerning items linked to 

c-business conform to the expected. It is evident that the use of the Internet is not linked to 

the e-commerce sphere, but focused rather on communication with suppliers and 

customers, access to on-line banking, technological/market scanning and access to legal 

information. 
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Table 6.9 Internet uses 

Internet uses Average 
Access to on-line banking and financial services 3.99 
Sending/receiving of emails from suppliers 3.86 
Sending/receiving of emails from customers 3.55 
Search for information about suppliers 3.42 
Access to legal/government information 3.41 
Internal communication at the firm level 3.05 
Reception of digital products 2.85 
Scanning of the national/international market 2.81 
Scanning of the local market 2.73 
Scanning of the most direct competitors 2.64 
Advertising/promotion of firm products/services 2.55 
Purchase of goods/services via suppliers web pages 2.51 
Access to after sale services 2.46 
E-procurement 2.09 
E-commerce 1.45 

In line with Grimes (2005) and Capello and Camagni (2005) it can be assumed that 

local firms are attached to the first adoption philosophy, as ICT tools are employed to 

automate the firm's administrative tasks and for environmental scanning. However, a 
high degree of experience with almost all Internet functionalities is evident. Thus, OMs 

have a clear 'identification of the way the Internet may be useful for business purposes'. 

Although firms do not adopt e-commerce platforms, there is an intense use of most of 

the other Intemet functionalities. 

6.2.8 Comments on adoption profile 

From the figures above, it is possible to understand the importance attached to the 

Internet. Most firms are stuck in a static approach, in that although about half of the 
firms have taken the first step (the adoption of a web page), they arc not progressing 
finiher on the adoption ladder. Most firms arc not excluded from the Internet revolution, 

as access to the Internet is close to 100%, but adopt a wait and see approach regarding 
the adoption of relatively complex ICT tools. Reasons concerning access to resources 
(upgrade costs, internal ICT resources) may explain the static approach. Another reason 
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concerns the lack of business case. The Internet is not relevant for front line operations 
(contact with customers) in the case of local retailers. OMs seem to accept that 

"competitive advantage does not require a radically new approach to business, but a fine 

tuned management of proved principles of competitive advantage" (Porter, 2001: pg. 
71). The Internet is understood at the most as a "complement to traditional ways of 

competing". For most OMs the Internet is only another tool to handle communications 

with suppliers, banks and other institutions. 

6.2.9 Analysis of inhibiting factors and reasons behind Internet adoption 

I start the analysis of the OMs attitude towards the Internet by looking at OMs' 

understanding of the barriers to adoption issue. Barriers to adoption are still a 
ftindamental issue, in spite of all claims about the end of the infrastructure gap and 

falling prices of Internet technologies. However, the figures about the inhibiting factors 

suggest that most OMs don't attach much importance to the adoption barriers topic 

(average of all items: 2.95). All factors seem equally important as there are 'no extreme 

cases' (See Table 6.10). The most important obstacle concerns the financial issue (lack 

of funds to invest), which is expected given the dependence of firms' investment 

strategies on retained profits and/or access to subsidies. 

Table 6.10: Perceptions about adoption barriers 

Adoption inhibitors Average 
Lack of financial support on the governmental institutions' part 3.27 
Lack of funds to invest in ICTs 3.23 
Adoption costs above benefits 3.17 
Very high costs of maintenance of the web page 3.14 
Lack of time and resources to invested in training 3.14 
Lack of competence in the ICT area on the employees' part 3.06 
Lack of interest in the Internet on the customer's part 3.01 
E-commerce as a non profitable investment 2.93 
Lack of time and attention to learn about the Internet 2.87 
Compatibility of the Internet very difficult in our daily practice 2.79 
Internet technology not important in the sector 2.75 
Without enough knowledge about how to adopt the Internet 2.63 
Employees resistance to ICT adoption 2.62 
Non adoption on the part of direct competitors 2.47 

289 



Most OMs are quite certain about their level of competence in the field as the item 

'without knowledge about how to adopt the Internet' scores low (an average of 2.6). 

These results point to a relatively favourable financial and cognitive context. This 

should not come as a surprise as 90% of OMs adopt quite simple ICT tools. But the 

professional use of the Internet does not differ from a more domestic one. In fact, both 

OMs and the average individual may afford simple access to the Internet or even a 

I static web page' as prices are falling. A different story would result from a widespread 

adoption of more complex technologies or integrated solutions. In fact, the acquisition 

of connectivity facilities is not an expensive task (today). Ramsey and lbbotson (2006: 

pg. 322) point in the same direction (i. e., a lack of knowledge about the cost involved in 

the adoption of complex ICT tools as the reason behind such optimistic approach) as 

they concluded that OMs in North Ireland "strongly disagreed that the concept of c- 

related activities required a complete change to their traditional business practices, with 

72 percent of SMEs strongly disagreeing that an e-business strategy was highly risky for 

their business". According to Ramsey and lbbotson (2006: pg. 324) "only 2 percent of 

these small firms had completely integrated all information systems to facilitate 

strategic e-business". This means that 98% of the SMEs surveyed ignored the costs 
involved in adopting and adapting ICT tools to their current way of doing business. 

Data concerning reasons behind ICT adoption is now subject to analysis. A profound 

concern with the firms' customer base is evident as the factor 'to serve the firm's clients 
better ' scores high (average score of 3.87). Another important reason to adopt concerns 

the 'opportunity to expand and sales/markets growth' (3.68) (see Table 6.11). The items 

'keep up with the evolution of direct competitors', 'pressure to reach operational 

efficiency' and reduction of costs' are also valued by OMs. But items 'suggestion from 

friends, relatives and/or other businessmen' (2.3) and 'potential threat of reduction of 

the firms customer base as a consequence of competitors' adoption of web page' score 

very low (2.36). Pressures on the customers/suppliers' part (i. e., the 'subjective norm' 

effect) is not understood as an important conditioning factor of the decision making. 
Therefore, the 'subjective norm effect seems irrelevant to understand the adoption 

process. This corroborates the previous analysis of firms' planned Internet strategy, 

which demonstrated a 'de-coupling' of OMs decision making from society trends. 

Contrary to what was suggested by Mitchell and Clarke (1999: pg. 453), it can not be 
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concluded that in RAM "businesses are adopting ICTs because of pressures imposed 

upon them by their customers and suppliers". 

Table 6.11 Internet adoption drives 

Factor Average 
Provide enhanced service to our customers 3.87 
Opportunity to expand and growth 3.68 
Need to keep up with existing competitors 3.64 
Operational efficiency/reduction costs 3.62 
Previous IT skills/knowledge 3.46 
Prestige reasons 3.23 
Industry trend 3.21 
Employees with competences in the field 3.20 
Interested in a new sales channel 3.15 
Experience derived from Internet use at home 2.97 
Advice/support coming from trade associations 2.78 
Pressure from customers 2.67 
Promotions of the suppliers of web pages 2.58 
Pressure from suppliers 2.53 
Threat of competitors with web page to take our customers 2.36 
Suggestion on the friend/family member part 2.31 

As can be seen, there is 'cognitive dissonance' between the OM's discourse and the 
'richness of web pages'. Although Internet adoption is valued as a factor to improve 

customer service, OMs do not insert a rich set of data in their web pages or update them 

regularly. However Grimes (2005: pg. 1076) also provides an example of excess of 

optimism and cognitive dissonance, as he suggests that responses offered by Greek 
OMs about the impact of the Internet were based largely on perceptions and less on the 

actual experience of using these technologies. The "benefits of ICTs for peripheral areas 

can sometimes be more imagined or perceived as opposed to real and tangible" (Grimes, 

2005: pg. 1076). 

6.2.10 Application of an Attitude Based Model 

In order to understand the 'individual' dimension of the ICT adoption process, an 
'Attitude Based Model' was applied. Measures employed in our survey consisted of 

291 



items developed in other attitude based model, but adapted to the specific 

entrepreneurial context under analysis. The final questionnaire included measures of 
OMs perceptions concerning attitude towards interrict, the subjective norm for using the 

internet and internet self-efficacy. The attitude-based models try to explain behavioural 

intentions related to internet adoption. A Structural Equation Modeling (SEM) approach 

was employed for model evaluation using SPSS 10.0 and AMOS 4.0. The SEM 

approach requires an assessment of measurement model fit. Firstly, as suggested by 

Pestana and Gageiro (2003) we examined whether all items were significantly related to 

their specified constructs, which was the case. The construct measures exceeded the 

accepted reliability standard of 0.7. Concerning the validity of our measures, as they 

were derived from previous studies and repeated in most studies, I am confident that 

content validity is not a problem. As stated above, a SEM was employed for model 

evaluation. Or analysis is based on Celuch et al (2005) as the subject (SMEs OMs) 

under analysis is similar. The results of the proposed model using SEM analysis are 

provided in Table 6.12. There were no warning messages from the AMOS software. 

These results suggest that the models fit the data well in terms of the usual indicators 

used to assess the SME validity (RMSEA, CFI, and SRMR indices). 

As can be seen, attitude (positive evaluation of the Internet) is a strong predictor of 

usage behaviour. OMs have been subject to large scale programmes to increase 

awareness about the alleged Internet advantages and share a positive attitude towards 

the Internet. However, such positive feelings are not translated into adoption 
behaviours. 'Internet adoption' is perceived as an 'acceptable behaviour' and as a 

consequence, firms adopt only some basic functionalities in order to conform to the 

'social norm'. 

Table 6.12 Attitude Based Models results 
Estimate Prob. 

Perceived usefulness-attitude 0.210 0.000 
Self efficacy-attitude 0.438 0.000 
Subjective norin-attitude 0.088 0.051 
Attitude-adoption 0.240 0.008 
Perceived useftilness-adoption 0.349 0.000 
Subjective norm-adoption 0.188 0.007 
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It must be acknowledged that we are dealing with the post-2001 hype. The alleged 

advantages of the ICT Revolution are now well understood, as most OMs have 

substantial experience with Internet functionalities. These results also suggest that extra 

efforts to increase OMs awareness about the alleged Internet advantages may be 

worthless. On the contrary, ICT development programmes should be focused on 
inducing website usage rather than on 'increasing technological awareness'. 

6.2.11 Analysis of ICT adoption drivers 

In order to structure the analysis of the drivers of the ICT adoption, the independent 

variables are categorised as: a) firm characteristics, geographical orientation and sector 

affiliation factors; b) OMs background; c) firm strategy and management style; and d) 

and firm performance. In order to assess the determinant factors of IT adoption, 
independent t-test (concerning the difference in measures) and discrete choice models 

were applied. Concerning the variable 'years of adoption', and 'number of Internet 

related technologies adopted', we opted (based on Fabiani et al, 2004) for a Tobit 

regression with truncation at point zero as most firms have not adopted web pages. 

Geographical factors and resources availability 

As expected, the external orientation (as expressed by tourism affiliation) impacts the 

likelihood of adoption. The group affiliation factor also differentiates adopters from non 

adopters. The external orientation factor and access to 'extra' resources are thus critical 

to understand the ICT adoption process. 

Independent t-tests concerning the adoption of firm's web site and e-commerce 
functionalities are included in Table 6.13 and Table 6.14 concerning geographical 

related factors and in Table 6.15 and Table 6.16 concerning resource related factors. As 

can be seen, both affiliation to the tourism sector and group affiliation are important to 

understanding ICT adoption. Concerning firms' long term ICT strategy (years of 

adoption) and total numbers of Internet technologies adopted, both group affiliation and 
location are found important to differentiate early adopters from late adopters and non- 

adopters. The logit/tobit analysis corroborates the results from the independent West. 
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Concerning web page adoption and the adoption of e-commerce platforms, the factor 

external orientation is again evident. As far as the total number of technologies adopted 
is concerned, the sales level factor (as a proxy for the resource level) is significant. The 

firm's age factor also impacts the timing of Internet adoption. As expected, the resource 

availability factor is crucial to understand the ICT adoption rationale. 

Data concerning the impact in terms of adoption/non-adoption of a wide range of firm's 

characteristics and strategies is included in Table 6.17. All variables are important 

except the 'access to subsidies' to discriminate adopters from non adopters of web 
pages. As expected ICT adopters are more resourced in terms of experience with 

innovations and human capital indicators. The result is in line with the Diffusion of 
Innovations Theory and the Resource Based View perspective as tangible and intangible 

resources such as competences in the innovation field are critical to understand the ICT 

adoption strategy. As stated by Saarenketo ct al (2004: pg. 369) the "window of 

opportunity for the firm is constrained by its existing routines and capabilities and the 
firm's resources". In fact, the 'window of opportunity' in terms of ICT strategies is 

clearly constrained by firm's technical and financial resources. 

Table 6.13 Geographical factors independent Wests: web page adoption/e- 

commerce adoption 

T Sig. (2-tailed) Mean Difference 
Tourism 1.271/0.358 0,0 11 */0,0 16* -0,116/-0,26 
Local -3.268/-2.540 0,196/0,72 0,078/0,03 
Group -2.590/-1.640 0,00 1 */0,11 -0,225/-0,13 
*significative at 5% level 
Table 6.14: Geographic factors: Iogit/tobit results 

Variable Model I(logit) 
Web page 

Model 2 (logit) 
e-commerce 

Model 3 (tobit) 
years of adoption 

Model 4 (tobit) 
totalintertech 

Local -0.454 
(0.40 

-0.289 
(0.566) 

-1.665** 
(-2.21) 

-0.481** 
(-2.14) 

Group 1.155** 
(0.390) 

1.177** 
(0.458) 

1.807** 
(2.40) 

0.851** 
(3.76) 

Tourism 1.204* 
(0.644) 

1.264** 
(0.644) 

-0.321 
(-0.26) 

0.501 
(1.40) 

Constant -0.634** 
(0.217) 

-2.130** 
(0.321) 

2.91 ** 
(0,89) 

2.019 
(16.13)** 

Log likelihood -104.323 -66.209 -384.609 263.848 
LR chi2(3) 16,02 11.34 11.98 22.38 
Prob > chi2 0.001 0.010 0.007 0.001 

*significative at 1% level; ** significative at 5% level 
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Table 6.15 Resource factors independent West: web page/e-commerce adoption 

t Sig. (2-tailed) Mean Diff. 
Sales level -2.204/-0.843 0.03*/0.378 -1.308/-0.561 
Exportation status -3.579/-2.385 0.01*/0.024* -0.241/-0.254 
Number of cmploy. -1.683/0.819 0.096/0.418 -35.718/-17.750 
Firms age -0.027/0.66 0.97/0.511 -0,094/3.959 
*significative at 5% level 

Table 6.16 Resource factors: logit/tobit results 

Variable Model I (logit) Model 2 (logit) Model 3 (tobit) Model 4 (tobit) 
Firmsite Ecommerce years of adoption Totalintertech 

Saleslevel 0.081 -0.719 0,. 291** 0.084* 
(0.784) (0.127) (2.64) (2.02) 

Export status 1.379** 1.115* 1.219 0.941** 
(0.499) (0.562) (1.60) (3.26) 

Numberemployees 0.008 0.010 -0.002 0.02 
(0.009) (0.010) (-0.32) (1.02) 

Firms ages 0.009 0.006 0.0039* -0.003 
(0.011) (0.133) (-2.37) (-0.60) 

Constant -20.458 -10.464 79.75 8.89 
(2.42) (0.71) 

Log likelihood -67.079 -47.73 -251.695 -175.54 
LR chi2(3) 15.72 8.44 20.72 23.57 

Prob > chi2 0.003 0.07 0.000 0.000 

*significative at 1% level; ** significative at 5% level 

Table 6.17 Other factors independent West: web page/e-commerce adoption 

T Sig. (2-tailed) Mean Diff. 
Number of cmpl. university 
degree -2.772/-1.220 0.007*/0.235 -2.029/-2.120 
Number of associations -0.896/-0.965 0.372/0.344 -0.223/-0.399 
Number competitors 
Number of suppliers 
Number of fair trade attended 

-0.361/-1.047 
0.861/0.819 

-2.111/-1.889 

0.719/0.305 
0.719/0.415 

0.039*/0.077* 

-1.386/-8.144 
-2.595/4.813 
-1.392/-3.403 

Business plan -3.909/-3.573 0.000*/0.0 11* -0.257/-0.244 
Formal collaboration 4.261/-1.835 0.000*/2.075* -0.318/0.193 
Subside -1.960/-0.128 0.052*/0.899 -0.137/-0.012 
Training -2.451/-0.227 0.017*/0.822 -0.172/-0.023 
Experience with advertising -3.544/-0.642 0.001*/0.525 -0.237/-0.060 
Process innovation -5.378/-0.466 0.000*/0.644 -0.354/-0.047 
Organisational innovations -3.440/-0.921 0.001*/0.364 -0.262/-0.100 
Product innovations -3.528/-0.401 0.001*/0.691 -0.270/-0.044 
New firm creation -3.700/-0.710 

1 
0.000*/0.482 -0.268/-0.073 
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OMs profile 

The results from the independent Mest and logit/tobit models highlight the importance 

of OM age and OM education on the firm's website adoption (see Table 6.18 and Table 
6.19). To be young and well educated increases the likelihood to adopt a web page. No 

factor seems important in predicting adoption of e-commerce functionalities except the 

OMs educational background. All factors except formal degree in engineering seem to 

impact upon both the earliness of adoption and the total number of Internet Based 
Technologies adopted. 

As expected, well educated and younger OMs are more sensitive to the Internet 

Revolution. But the younger generation faces extra barriers as they must cope with an 
increasingly uncertain and hostile environment as a high amount of financial transfers is 

no longer available. And the importance of the educational background is a problematic 

one as it calls to mind state dependence phenomena problems (see section 4.3). 

Table 6.18 OMs factor - independent West: firm's web page/e-commerce adoption 

t Sig. (2-tailed) Mean Diff. 
OM age 2.319/1.93 0.022*/0.848 5.023/0.545 
OM educational 
back. -2.264/-1.795 0.025*/0.080 -0.642/0.621 
OM expenence 0.697/0.488 0.487/0.630 I 316/1.235 
Engineer degree 

i 
-1.328/1.137 0.187/0.261 _ . 063/0.054 

Table 6.19: OMs' factors: logit/tobit results 

Variable Model I(logit) Model 2 (logit) Model 3 (tobit) Model 4 (tobit) 
Firmsite Ecommerce years of Totalintertech 

adoption 
-0.025 0.009 -0.085** -0.022* 

OM age (-0.019) (0.029) (0.036) 0.012 
0.347* 0.318 0.605ý* 0.218** 

OM education (0.137) (0.182) (0.228) (0.076) 
0.027 0.012 0.197** 0.039* 

OM experience (0.026) (0.30) 0.047 (0.015) 
Engineer 0.542 ... -1.321 0.047 
degree (0.961) ( ... ) (1.932) (0.623) 
Constant -1.38 -3.719 1.089 1.461 

(1.000) (1.524) (0.608) 
Log likelihood -80.30 -51.71 -298.4004 -216.731 
LR chi2(3) 11.29 

- 
3.44 1 21.18 13.27 

Prob > chi2 0.023 
1 

0.328 1 0.000 0.010 
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Firm performance and ICT adoption patterns 

Data concerning the link between firm's ICT strategy and performance indicators is 

included in Table 6.20. As can be seen, both sales growth and employment growth do 

impact upon the probability of adopting a web page. And both the adoption timing and 

total number of technologies adopted also seem immune to performance indicators. But 

multi-business entrepreneurs seem more sensitive to ICTs as the variable 'new firm 

creation' is significant. In fact, multi-business entrepreneurs have access to extra 

resources (in terms of economies of scale/scope) and 'sophisticated' in-house resources. 
If a firm sales level is understood as a symbol of success, successful firms adopt a wide 
range of ICT tools early on. The current firm's sales level results from 20 years of 

presence in the market and also informs us about firm's adaptability to the 'local 

ecological system'. 

Table 6.20 Performance indicators: logit/tobit results 

Variable Model I (logit) Model 2 (logit) Model 3 (tobit) Model 4 (tobit) 
Firmsite Ecommerce Years of Totalintertech 

adoption 
0.097 -0.014 0.070 0.048 

Salesgrowth (0.118) (0.152) (0.200) (0.070) 
1.085* 0.045 -0.248 0.393 

Newfirm (0.512) (0.631) (0.863) (0.302) 
0.008 0.068 -0.001 0.002 

Emp growth (0.011) (0.051) (0.007) 
0.028 0.064 0.474** 0.125* 

Saleslevel (0.095) (0.112) (0.159) (0.055) 
Constant -1.215 -1.707 1.386 1.33 

(0.0543) (0.670) 0.904 (0.318) 
Log likelihood -64.7 -50.743 -248.616 168.47 
LR chi2(3) 10.74 

_. 
84 1051 1 13.84 

Prob > chi2 1 0.029 1 0.211 7t QM2 
10.0078 

The results obtained so far suggests that the direction of causality is growth-ICT, and 

not ICT-growth (Capello and Nijkamp, 1996). As it can be seen, previous growth 

297 



(expressed by a high level of sales) and resource availability is required before the 

adoption of complex ICT tools takes place. 

6.2.12 Some preliminary conclusions from the quantitative analysis 

An interesting but controversial pattern of ICT adoption results from this analysis. A 

widespread adoption of simple technologies and an intense exploitation of most Internet 

functionalities is evident. However, the typical OM is focused on a 'minimal adoption 

strategy' in terms of active e-commerce as most firms only adopt simple Internet 

functionalities needed for the 'automation phase'. Hence, the internet is not (apparently) 

"changing the business landscape", as OMs are at a low level in the "Internet hierarchy 

of effects and adoption commitmenf' (Celuch et al, 2005: pg. 1). As expected given 

their 'retailer' nature, local firms still rely heavily on traditional brick-and-mortar 

models, pursuing their traditional strategy, i. e., the development and nurturing of 

personal relationships. And despite the positive scores attached to the 'attitude' 

construct, the adoption profile does not match the optimistic EU expectation. In fact, the 

high expectations attached to the Internet Revolution were not translated into adoption 

behaviours in terms of the adoption of a web page and e-commerce platforms. 

The adoption profile indentified matches aI wait and see approach'. Such a strategy 

does not imply high adaptation costs and as expected the internal administrative and 

organisational structure was not adjusted as would be the case concerning the adoption 

of complex digital platforms. In the end, the adoption costs incurred do not exceed those 

experienced by domestic adopters. And most OMs seem pleased with their positioning 

in the adoption ladder, given the relatively low figures concerning up-grades and 

planned strategy. 

There are reasons to suggest that the local firms' Internet strategy cannot be inferred 

from the 'traditional ICT adoption models', as the degree of integration of the Internet 

strategy in the firm's strategy differ substantially from what should be expected from 

the enthusiastic discourses about alleged Internet advantages. As can be seen, firms use 
basic Internet tools such as access to the Internet and c-mail with (about 50%) of them 

adopting a web page. However, about 50% of micro/SMEs do not progress further. But, 

if there is a business imperative, local firms will for sure adopt complex ICT tools as 

they declare to follow a growth pursuit stategy. Seeing as most firms are locally 
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oriented, the Internet will not be used to develop new markets and products for the time 

being. 

The first surprise concerns the OMs profile in terms of educational background and ICT 

expertise. As can be seen from the results, local OMs are more technologically savvy 

than the population in general. And an intense use of almost all Internet functionalitics 

was evident. Therefore, it can be suggested that OMs are well aware of their needs with 

respect to the adoption of ICT tools. In fact, firms' technology needs may be effectively 

translated into demand, because those needs are well recognized. And I cannot accept 

the line of reasoning of Mole et al (2004) that smaller firms have fewer resources (eyes 

and ears) to observe or to hear about the benefits of the Internet. The Internet usage 

scores computed suggest a profound knowledge and experience with most Internet 

functionalities. Thus, the actual pattern of usage of advanced telecommunications by 

SMEs may, in fact, provide a reasonable guide to their needs. However, a different 

argument (that local firms are still not clear how the Internet adds value) should also be 

admitted. In fact, the typical OM is quite confident about his 'competcncc in the field', 

which is not matched by his experience handling complex ICT tools. 

As declared above, the average score concerning attitude towards growth contradicts the 

stereotype of a backward, isolated and innovation averse population of firms. Contrary 

to what was expected, most OMs declare that they intend to pursue a growth strategy. 

Most firms are not technology averse but 'see and wait' until profitability (concerning 

complex ICT tools) is demonstrated. In fact, data concerning the adoption of 'other soft 

innovations' suggests that firms invest if they perceive any advantage. 

There are reasons to suggest that the local firms' ICT strategy seems quite rational. 

According to Preissl (1995), Castro and Butler (2002) and Sadowski (2002), the 

environment of the firm is the key determinant factor shaping the adoption/diffusion 

process. As both parameters for competitiveness and data concerning customers on-line 

shopping experience exclude a 'high adoption' rate of on-line shopping scenario, the 

short term rational response is to postpone any planned investment in e-commerce 

platforms. 

All the evidence available seems to point to the fact that parameters for competitiveness 

are going to be based on direct personal contact. The "process of completing the sale, 
including negotiating and agreeing contractually, making payments" will never be a 
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digital one for most products (Lumpkin and Dess, 2004: pg. 164). As a consequence, 

and as stated by Levy and Powell (2003: pg. 175) it is "only those SMEs that are 

looking for new markets or diversifying their business that consider c-commerce 

solutions". 

However other reasons should be considered to understand the lack of interest in e- 

commerce platforms. As shown by Porter (2001), Wilson-Jeanselme and Reynolds 

(2005), Pires (2002) and Meijers (2005), the Internet reduces differentiation amongst 

products and services and promotes a focus on price discounting. But as seen above, 

local OMs value other strategies besides costs advantages. Hcnce, it can be suggested 

that a pure Internet strategy or even click and mortar (mixed strategy) will never be 

understood as a possibility to provide a substantial increase in performance. Quite often 

OMs and some commentators end up asking why the results of heavy investments in 

digital platforms have not materialised. Such is not the case in RAM, as OMs seem well 

aware of both the Internet potential and critical parameters for competitiveness in the 

retail sector. 

In conclusion, e-commcrcc platforms arc not being conceptualized as a crucial step to 

gain and sustain competitive advantage in the market; in fact, most OMs presume to be 

at advantage in terms of traditional competitive advantages such as customer service. 

Another factor that seems to work against the adoption of relatively complex ICT tools 

results from the fact that most OMs enjoy a certain degree of monopolistic power, based 

on differentiation in terms of products, services and location. Each firm occupies a 

small geographical area and tries to adopt a differentiation approach offering slightly 

different products. 

From the analysis of firms' web pages, it was evident that most OMs are not expecting 

old communication modes to be replaced by technological solutions, as feed-back 

fanctionalities are not provided on the firm's web pages. Once again it can be suggested 

that OMs still acknowledge the importance of the informal and personal based modes of 

communication in relation to formal and technology based methods. 

Consequently, and as stated by North and Smallbone (2000: pg. 152), a "lower 

investment in advanced technology does represent the short term rational response by 

the owners and managers of these firms to the conditions facing them in their local 

business cnvironmenf'. In fact, there is an obvious interest in postponing the adoption 

300 



of complex ICT tools or even never to adopt, as long as adoption rates in the firms' 

inner circle (eg. suppliers, customers, etc) stay low. And for the time being there are no 

reasons to expect a different adoption status. As stated by Sadowski et al (2002: pg. 90) 

the probability of adoption of offensive strategies (based on adoption of c-commerce 

platforms) is less likely compared to defensive strategies where firms are satisfied with 
"merely being connected, waiting until the market requires more aggressive tactics to 

develop strategic implementations". It is also evident that local firms do not adopt 

I generic packaged solutions' (that is, c-commerce platforms) but instead exploit an 
Internet use model that fits their particular strategies and modus operandi. 

Until now, nothing suggests that the RAM case study is substantially different from 

other case studies except regarding the specific and 'atypical' sample (retail based) 

under analysis. However, this research project highlights two interesting points that 

should receive attention. Firstly, the data concerning the OMs' growth strategies suggest 

that a 'stereotyped' analysis must be avoided. The positive attitude towards growth 

reflects the willingness to explore investment opportunities. However, most OMs 

should be categorised as 'constrained entrepreneurs' as growth strategies arc 

constrained by geographical and historical factors (that is, market potential) and not by 

life-style reasons. In fact, there is no room for a large number of sectors and market 

niches. The only way to reach the next growth phase is via investment in other niche 

markets. 

Secondly, the importance of the 'group affiliation' factor is 'problematic' as only a 

small fraction of local firms may reach the next growth phase where complex ICT tools 

may eventually be required. As the local groups are in the forefront of the Internet 

Revolution the adoption/use of ICTs tools is contributing to the reinforcement of the 

current levels of differentiation between micro firms and larger firms. In fact, the 

adoption of ICT tools may be understood as a 'two-speed phenomenon' that reflects 

access to resources and growth prospects. 

As only multi-business entrepreneurs are adopting complex ICT tools, a large scale 

adoption of ICT tools (e-commerce platforms) should not be expected. This result 

contradicts the EU expectations about the diffusion path of complex ICT tools. And 

there is no evidence to suggest that ICT tools are levelling the playing (competitive) 

field. On the contrary, it is possible to conclude that ICT adoption tends to be higher in 

firms already favoured in terms of access to resources. In fact, the ICT tools are 
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extending the power of the most powerful (multi-business) entrepreneurs. Local groups 

are getting experience in coping with the adoption of complex ICT tools. Although the 

adoption and use of ICT tools is not directly linked to extra performance, any advantage 
that may exist will be concentrated in the most experienced and successful firms, that is, 

'larger firms' and local groups. Thus there are reasons to suggest that the adoption of 
ICT tools may 'speed up' the selection mechanism, introducing an extra factor of 
differentiation and discrimination that works against the micro and small firms. As 

stated by Lumpkin and Dess (2004: 170) "what may be good for a few companies have 

been devastating for others" (see also Porter, 200 1). 

It can also be concluded that most firms are focused only on first order changes, i. e., 
incremental changes of existing processes and decision making procedures. However, 

the extensive use of Internet ftinctionalities suggests increasing levels of experience in 

terms of market and technological scanning. Hence, second order changes (up-grade of 

cognitive frames and business models) are being experienced by some firms. A process 

of Internet based learning seems to be developing. But the impact of the extensive use 

of some Internet ftinctionalities may impact the firm's strategy only marginally. As 

stated by Spanos et al (2002) "ICT are influencing the firms strategy more indirectly 

than directly, ..., even if ICT does not influence the content of strategy per se, it does 

result in increased availability and enhanced quality of information on which strategic 
decision-making is based". 

As expected small firms do not show a significant disadvantage (compared with larger 

firms) in terms of the adoption of basic ICTs tools such as access to the Internet and e- 

mail (Lucchetti and Sterlacchini, 2004: pg. 164). But there is a clear divide in terms the 

adoption of relatively complex ICT tools. Access to resources and external orientation 

are key drivers of the adoption of non-basic ICT tools. 

Our research shows that the adoption and effective use of ICTs among SMEs depends, 

firstly on the business case and secondly, on resource availability. Externally oriented 
firms adopt web pages and c-commerce facilities, in order to comply with industry 

standards. Larger firms and local groups are more innovation prone and adopt complex 
ICT tools even if the business case is lacking. 

Local OMs have been quite cfficient focusing on what is best to boost their firm's 

growth prospects. But for the time being, though, the firm's Internet strategy is 
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subsumed to the overall firm strategy as there are no reasons to expect a change in terms 

of parameters for competitiveness. 

The main conclusion from the quantitative research is that there is little sign that SMEs 
in RAM see the Internet as a critical agent of change. As stated by Levy and Powell 
(2003: pg. 180) "SMEs have considered the role of the Internet for their businesses, but 

their approach is generally cautious as most firms do not see the value of the Internet 

(that is, digital platforms) to their growth strategy". In fact, local OMs are well informed 

about local parameters for competitiveness and are interested in pursuing a growth 

agenda. However, they do not conceive the Internet as a critical factor driving their 
firms' growth prospects. 

6.3 The qualitative approach 

6.3.1. Case study protocol and content analysis procedures 

As suggested in Chapter I the exploratory character of this research project demands a 

qualitative approach in addition to quantitative in nature methods (Hurst et al, 2000). 

Levy and Powell (2001) based their study of SMEs' adoption rationale on a research 
design that included questions concerning business objectives and strategies, the 

competitive environment, attitudes towards technology and e-business development. 

The authors were interested in an in-depth analysis of the impact of firm's strategies on 

Internet adoption and deemed the 'case study approach' as the only viable option to 

collect OMs comments on the subject. Based on a sample of manufacturing firms 

operating in Portugal, Caldeira and Ward (2002) also applied a qualitative research 
design to access factual information regarding the level of ICT adoption/usc and 

perceptions concerning the influence of ICT adoption drivers. In an analysis of the 
'Portuguese management style', Cunha (2005) also chose a qualitative approach without 

an initial formal hypothesis, in order to inductively generate theory. 

The selected research design is based on Levy and Powell (2001), Caldeira and Ward 

(2002) and Cunha (2005), given their 'proximity' to my research project in terms of 

subject and research questions. The questions included in the semi-structured interview 
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schedule are listed in Box 6.1. The inclusion of these questions was based on the review 

of the Difftision of Innovations literature (Mole et al, 2004; Smallbone et al, 1999; 

Mitchell and Clark, 1999; Taylor et al, 2004; Bennett and Smith, 2002; Keeble ct al, 

1999) and on the ICT adoption model proposed in Section 5.5. 

The selection of case study firms did not follow random criteria. Nevertheless I tried to 

include several key dimensions in my 'purposive sample': adoption status, the size of 

the firm and geographical orientation. Whenever possible the OM was the interviewed 

individual, as is usual in most SME studies. OMs usually have an exhaustive knowledge 

about the whole decision making process. It seems that the number of cases (17 case 

studies) is sufficient enough to reach theoretical saturation, which occurs when 

"incremental learning from extra case studies is negligible because repetition of 

phenomena is appearing" (Mehrtens, 2001; pg. 167; see also Cunha, 2005). 

Concerning the number case studies, the literature shows a range between II and 50 

firms (Malecki and Poheling, 1999); Efstathiades, 2000; Mitchell and Clark, 1999; 

Caldeira and Ward, 2002). However, as 'theoretical saturation' was soon reached it is 

possible to accept our 'sample' size as large enough to sustain my line of reasoning. 

Box 6.1. Case study protocol - key questions included in the semi-structured 

interview 

1) factual data about the adoption/use of ICT tools; 

la)planned strategies in terms of adoption; 

lb)global perception about the utility/suitability of the Internet for the business; 

I c)reasons for adoption and barriers to adoption; 
I d)perceived competence in the ICT field; 

2) OMs assessment of their firms strategies 
2a)identification of critical parameters for competitiveness in the regional economy 
2b)firms advantages in relation to competitors; 
3)perceptions and opinions about the individual use of Internet; 

3a) assessment of society and market trends; 

4) other information relevant. 
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According to Caldeira and Ward (2002), the quality of a case study may be assessed 

according to construct validity, external validity and reliability. The construct validity 

was ensured via use of multiple sources of evidence and the definition of chain of 

evidence by a generally accepted framework (eg. attitude based model and the Diffusion 

of Innovation Theory approach). An exhaustive analysis of literature concerning ICT 

adoption/use provided constructs related to barriers, objectives and adoption drivers at 

the micro/small firm level. 

The external validity issue refers to the question of gencralisation through case studies. 
As mentioned by Yin (1994), case studies do not provide statistical generalisation and 

the number of participants is not relevant. The case study approach allows analytical 

gencralisation, and as Yin (1994: pg. 36) states, "in analytical gencralisation, the 

investigator is striving to gcneralise a particular set of results to some broader theory". 

The results obtained are considered to be compatible with Difftision of Innovations 

Theory and other theoretical frameworks available concerning peripheral areas. Further, 

as some results are controversial, conclusions drawn from other studies are put along 

side my own results to serve as a benchmark. 

The reliability issue is related to concerns of minimising errors and bias. As it is 

suggested by the literature, a case study protocol and a case study data base were 

established. As far as possible, the triangulation of evidence, via analysis of firms' web 

pages was pursued, so as to determine the validity of the information concerning the 

current ICT adoption status. 

Semi-structured interviews lasting about one hour were held with OMs to discuss the 

Internet 'problem' and the likely impact of recent events in the macro-cconomic sphere 

on OMs' perceptions about the 'Information Society paradigm'. The case research was 

carried out during the spring of 2006. A brief profile of each firm is provided in Table 

6.21. 

All interviews were based on the same structure, and all data was structured and 

catalogued in a consistent way and in line with Crang (2002). The content analysis of 
the primary data revealed the existence of striking similarities. As stated above, 
theoretical saturation was soon reached, given the obvious repetition of common themes 

and concerns. 
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Concerning data analysis, I proceeded accordingly to standard procedures. The 

interviews were tape-recorded (except one), transcribed into Portuguese and some 

quotations were translated into English. Each sentence included in the transcripts was 

coded and cross-referenced to the model built-up in Section 5.5, namely concerning 

adoption drivers and reasons behind the adoption. After identifying in the transcriptions 

the references concerning adoption drivers/inhibitors and OMs evaluation of the impact 

of ICT tools in their own business, I went on to summarise the data in tables. As a 

meaningful pattern took shape the line of reasoning concerning the OMs' understanding 

of the Internet became evident. In relation to each case study (firm) a global evaluation 

of the adoption profile was produced to get the whole picture of it positioning on the 

adoption ladder. 

Quite often transcriptions were sent back to interviewees to obtain a confirmation that 

their views were well understood "and not unduly influenced by the interview process" 

(Caldeira and Ward, 2002: pg. 133). As interviews were tape-recorded and OMs were 

only interested in a brief summary of the study conclusions, no feedback was required. 

6.3.2. Sample characteristics 

The case studies were chosen to include both micro firms, small firms and two larger 

firms. All firms have been operating in the local market for a large number of years. In 

order to control for sector affiliation, firms from manufacturing, retail, tourism and 

construction sectors were included. But as mentioned before (section 6.2), the real 

divide in terms of the adoption of ICT tools is related to access to resources and external 

orientation. Most case study firms are micro/small, but three of them may be 

categorised as large firms. 

As stated above, the first stage of the analysis was linked to efforts to provide a 

categorisation of each of the firms in terms of their level of ICT adoption and intended 

plans. Figure 6.1 shows the position of each of the firms concerning their current status 

of adoption of ICT tools and access to resources, and grouped into four clusters that 

may be assumed to exist. However, one cluster may be labelled as the 'missing cluster', 

as it corresponds to global born SMEs (i. e., small firms that are established from 

inception into international or global markets) that don't exist. The 'basic adoption' 

cluster comprises all locally oriented firms that share in common the absence of a 
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business case to adopt complex ICT tools. The 'prestige cluster' comprises all firms still 
locally oriented but sufficiently resourced to pursue an 'image' agenda in terms of the 

adoption of ICT tools. That is, a web page is provided due only to prestige and visibility 

concerns. Such adoption may eventually affect the firm's profitability but only 

marginally. The 'industry standard' cluster comprise all firms that must comply with 
technological standards in their sector, such as those affiliated to the tourism sector. 

Figure 6.8 attempts to show that most locally oriented firms are not planning to progress 
in the adoption ladder. The arrows indicate OMs' intentions concerning ftirther steps. 
As can be seen, all externally oriented firms (except one) intend to keep up to date with 

all technological advances. 

Direct quotes are used below to provide examples of contextual information about the 

issues highlighted in the interview process. Further, as stated above, due to the 

explanatory character of this research project, examples coming from other research 

projects are paralleled with my own results in order to add credibility to the comments 

provided and for comparability purposes. 
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Figure 6.8: Firms positioning in the ICT adoption ladder 

(Firms are labelled A-S) 
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6.3.3 ICT adoption profile: positive beliefs, real (in)experience 

As expected, most OMs perceived the Internet as far from essential. In fact, the OMs' 

'ICT discourse' is rather a history of silence and 'vague ideas'. Instead of examining 

what is being commented on by OMs, it is also possible to proceed the other way round, 

that is, to examine what was not said by them. According to Pritchard and Havitz (2006: 

pg. 31) "attributes (episodes) that are salient and readily accessed from memory tended 

to be the first thing mentioned7'. What results from the content analysis is a quite vague, 

generic but overtly optimistic discourse about the ICT revolution. OMs do not mention 

technical experiences that would provide a testimony of their experience managing 

complex ICTs tools in a professional setting. The positive beliefs about the ICT 

revolution must be understood in the context of the widespread belief that "technology 

offers vast opportunities for instant international market access, as well as improved 

domestic market performance for small firms (Fillis and Wagner, 2005: pg. 604)". In 

fact, the OMs' vision about the Internet seems to reflect media and governmental 

propaganda. As stated by Shang et al (2005) to adopt the Internet is a socially 

acceptable and fashionable behaviour. In fact, most OMs seem to believe that non- 

adoption is conceived of as an abnormal and irrational decision. 

However, such positive beliefs are not translated into real ICT adoption behaviours, 

namely concerning the adoption of relatively complex ICT tools (such as a web page 

with an enriched content) or knowledge management systems put in place to handle all 
information gathered via the Internet. In consequence, it can be assumed that the 
'benefits' discourse is, as stated by Grimes (2005: pg. 1076), "based largely on 

perceptions (imagination) and less on actual experience (real and tangible) of using 
these technologies". However, the gap between discourse and behaviour should not 
come as a surprise. Belussi (2004: pg. 248) also identifies a strong divergence between 

entrepreneurial visions (opinions, perceptions, sense making in terms of ICT tools) and 
the current ICT adoption bchaviours. In fact, as stated by Belussi (2004: pg. 261), 
"people may have different cognitive frames and talk in different ways but still act 
similarly when they come down to business [and adopt ICT tools]". 

The OMs' cognitive frame and attitudes toward ICTs should not be conceived as a 
'discriminating factor' between adopters and non-adopters of firm's web pages, as most 
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intervicwees brand ICT tools as 'extremely important technological solutions' despite 

the on-going non adoption of such technologies. However, most OMs would adopt 

complex ICTs tools (web page) in an ideal scenario (leadership in the market). For the 

time being, as long as they remain as small retailers and locally oriented there are no 

reasons to adopt complex ICT tools. 

Concerning the ICT adoption profile there are only two examples of adoption of 

complex ICTs tools (Firm E and Firm R) and one example of a sophisticated e-business 

model (which includes the adoption of intranets) in place (Firm I). None of the 

respondents pointed out 'sales advantages', except for two firms (Finn H and Firm F) 

affiliated to the tourism sector. However, even for these firms e-commerce represents 

only a small fraction of total sales. In fact, local tourism firms are not examples of 

externally driven adoption, as tour operators control the market. 

Firms' web pages contain only limited data. But on average, the ICT adoption profile is 

similar to what has been seen elsewhere and corresponds to what should be expected. 

As stated by Lucchetti and Sterlacchini (2004 pg. 163) "it appears that the main aim that 

firms pursue when setting up a web site is that of exposing their supply (possibly in the 

most effective and detailed fashion) and improving their visibility, rather than actively 

encouraging their customers to buy directly via the site". 

Concerning non-adoption, reasons for such behaviour may be linked to 'lack of ICT 

competences'. However, a different explanation was offered in some cases, such as 'I 

am not very interested in computers' (Firm A, C and P). Firm P declares that: 

"I confess that I am not interested in working with computers; I worked for years as a 

secretary; I have chosen to change my lifestyle; I can work with computers but for now 

I am not interested and I don't like to work with computers; my husband helps me if 

needed; however, I can access all information that I need" 

But even if OMs have no direct access to the Internet, they are not excluded as they 
have indirect access through relatives/friends or employees. Concerning firms A and C, 

OMs may request family/friends to provide 'technical support' when necessary. 
Concerning firm P, a key employee uses the Internet in the work setting to provide all 
data and information needed to run the business. Thus, there are no cases of total 

exclusion. 
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As suggested above, these results are in line with other studies about the degree of 

adoption of e-commerce platforms and the richness of the firms' web pages. See for 

example Mitchell and Clarck, (1999), Drew (2003), Fabianni et al (2004) and Grimes 

(2005). As stated by Ramsey and Ibbotson (2006: pg. 319) with respect to Ireland, 

"trading online remains very slow where smaller firms have not moved beyond the 

awareness, access and presence stages" despite policy led efforts to increase the 

adoption of e-commcrcc platforms. 

6.3.4 ICT adoption profile: intense invisible and passive Internet use 

Although most micro/small firms are not adopting complex ICT tools, that doesn't 

mean that OMs are not heavy users of more basic ICT tools. In fact, there is an 
invisible, complex and intense use of the Internet that may be branded as 'passive c- 

commerce'. This is rational behaviour in a consumption space, as there is no business 

cases to justify heavy investments in digital platforms (Houghton and Winklhofcr, 

2004; Grimes, 2005). There is also an increasing use of e-mail (as an example of 

automation) concerning orders. However, even if suppliers may in fact suggest access to 

their web page, this is not done on a regular basis, as they are also interested in personal 

and face to face relationships. In the end, both suppliers and local firrns do prefer the 

traditional communication method, especially concerning the critical steps of the 

commercial relationships: first contact; product selection; order, etc. 

Passive use, technology scanning and shrinking distance 

Even if adoption rates are low and e-commerce platforms absent, the strategic 
irrelevance hypothesis (that is, the absence of impacts as a result of the adoption of ICT 

tools in terms of long term survival prospects) seems partially invalidated. In fact there 
is an intense and strategic use of the Internet in terms of technological and market 
scanning. One of the most innovative uses of the Internet is linked to the analysis of 
suppliers' web pages before travel abroad to trade fairs. In order to maximisc the 

outcomes of such visits, OMs try to access all relevant data included in web pages and 
other technical data before departure. In fact, despite the apparent non-complexity of 
technology/market scanning practices, most OMs are quite efficient in accessing 
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external sources of information. An example is provided by firm C operating in 

construction. 

"Thanks to the Internet I can look at examples of fireplaces and see more or less how I 

can apply them; it is also good to know more about the suppliers who will be at the 

trade fair". Firms F, H, I, M, and Q report a similar use of the Internet. 

Concerning technological and market scanning and access to external sources of 
information, most firms still depend on trade fairs and suppliers' support, but 

circumscribed by the continental/European space. However, most innovative retailers 
have been able (as a result of their Internet based technological scanning) to extend the 

supplier search to Spain (due to geographical advantages) and China (due to price 

advantages). OM competences in terms of scanning/search seem to be critical to bolster 

firms' competitiveness in a region such RAM. But there is an educational divide, as 
OMs with a superior educational background are able to reach other geographical areas. 
Some OMs were able to contract special prices and after sales service for example in 

Spain. Despite the apparent non-complexity of technology/market scanning practices, 

most OMs are efficient at accessing external sources of information and arc already 

profiting from the Internet. 

As a consequence, although there is only one example of an e-business model, the 

Internet is not an insignificant business tool, as it migth be expected from the non 

adoption of e-commerce functionalities. In fact, despite the fact that the Internet use is 

'invisible', important consequences may result from such use. As suggested in Chapter 

5, access to the Internet is translated into opportunity recognition, identification of 
innovative suppliers and business concepts. Thus, the firms' survival odds are being 

affected by Internet use, as old business concepts (and traditional products) are more 

easily replaced by fresh ideas. Technology scanning is therefore a straightforward 

method to overcome the traditional geographical scale limitations (RAM-Portugal). 

Most innovative firms are now exploring geographical scales beyond Lisbon and the 

mainland in terms of access to suppliers and business models. However, most OMs are 

still attached to their traditional niches, as all the innovative efforts are translated into 

improvements in the business model currently in place. As a consequence, access to the 
Internet is linked to 'an evolution in continuity', and not to a full replacement of the 
industry mix and business models. 
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Internet based market scanning accelerates the introduction of new business concepts 

and technologies. However, ICT adoption triggers a selection mechanism putting old 

family-run businesses at risk, as the 'intelligent use' of the Internet favours a non- 

representative segment of firm's' population (that is, the younger, literate and skilled 

generation and multi-business entrepreneurs) and as a consequence it may represent 

another discriminatory factor working against family run businesses. 

The analysis of OMs' technology scanning experience shows that the Internet may well 
be a 'space-shrinking technology' in terms of access to and diffusion of business 

innovations. Thanks to the Internet some OMs are able to accelerate the pace of 
introduction of new business concepts and innovations (See Figure 6.3). However, 

contrary to what is expected, the 'space-shrinking experience' properties of the Internet 

are not related to access to external markets based on e-commerce platforms. In the end, 
local firms stay 'inward looking' despite efforts to 'look outside'. 

Figure 6.9: Internet impact in terms of the early introduction of business concepts 
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6.3.5 ICT adoption profile: rationale behind ICT adoption 

Concerning reasons explaining the non adoption of complex ICT tools (that is, firms' 

web page), it was evident from the content analysis that 'proximity to customers', 'high 
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level of trust in the commercial relation' and 'infortnality/trust' are the key reasons 
behind the lack of interest in the adoption of relatively complex web pages. 
Surprisingly, only Firm I points out financial constraints as an important driver of the 

ICT adoption rationale. Quite ironically, it is the most advanced firm in terms of the 

adoption of ICT solutions. Several reasons may explain the interesting result that most 
forms don't mention costs. The similarity of uses between the domestic and professional 

setting may be one of the factors, as access costs at the firm level are not much different 

from the costs incurred at home. Another reason may lie in the fact most OMs do not 

understand the level of organisational and financial actions required to adopt complex 
ICT solutions. Ramsey and Ibbotson (2006: pg. 322) point in the same direction (i. e., a 
lack of knowledge about the cost involved in the adoption of complex ICT tools) as they 

concluded that OMs in Northen Ireland "strongly disagreed that the concept of c-related 

activities required a complete change to their traditional business practices, with 72 

percent of SMEs strongly disagreeing that an e-business strategy was highly risky for 

their business". According to Ramsey and Ibbotson (2006: pg. 324) "only 2 percent of 

these small firms had completely integrated all information systems to facilitate 

strategic e-business". 

It was also evident that reasons for non-adoption result from the lack of pressure on the 

part of customers, competitors, and suppliers. In fact, only tourism firms are subject to 

direct external pressure and competition as competion in most sector is local. As there 

are no direct reasons to adopt, it may be quite useful to pursue a different approach in 

order to understand the adoption rationale of those firms that are locally oriented. In 

fact, despite the lack of direct pressure to adopt, some firms invested in a web page. 

Such adoptions are due to factors such as visibility and reputation in the market. As 

most web pages only contain limited data, it is clear that OMs intend to profit from the 

e-prefix factor. As stated before, glamorous prefixes such as Silicon, Cybcr, Intelligent, 

c-multimedia are linked to ambitious and futuristic growth plans (Mosco, 2004; 

Robinson and Crenshaw, 2002; Meng and Li, 2002). Even at the firm level, the 
I symbolism and modernity' of ICTs should be acknowledged. The reason behind the 

adoption of web pages on the part of firms interested in pursuing an internationalisation 

approach is rather different. Contrary to what happens with locally oriented firms, those 
firms interested in 'external ventures' must launch a web page. Local reputation and 

visibility is now insufficient and extra marketing efforts, partially supplied via the 
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Internet, are required. For those firms interested in accessing external markets, a web 

page is conceived of as a useful technological artefact to enhance corporate image 

abroad. Such firms do not want to add an extra 'piece of evidence' to the negative 

image of local firms as backward, isolated and resistant to change. 

From the above analysis of adoption reasons, it is possible to define two geographical 

effects at work to minimize the degree of interest in ICT tools. First, a proximity effect 

(from the consumer point of view) linked to close physical proximity in a restricted 

geographical space. The rational option is non-adoption of on-line shopping on the local 

consumers' part. In fact, there is little likelihood that they would benefit from accessing 

the web page of a firm located within a radius of less than 1 mile from home as the trip 

to the nearest shop is shorter than the time needed to access the Internet (Aoyama, 

2004). The concentration of population/wealth in a restricted geographical area also 

limits the interest in a web page as an advertising channel. The negative impact of the 

proximity effect was also experienced in Singapore. Wong (2003) considers the limited 

geographical size of Singapore as the key reason behind the non-adoption of on-line 

business models on the local firms' part. Further, there are also reasons to suggest that 

local customers do prefer social exchange and face-to-face interaction. Most customers 

have been used to interacting with a regular and stable network of suppliers for decades 

and quite often the "transactions are often extended to or supported by social 

interactions or are family relationships based" (Buhalis and Deizemi, 2006; pg. 315; see 

also Socte, 2001; Oliveira et al, 2002; Malecki, 2003). 

The second geographical effect (from the firm's point of view) is linked to long 

standing customer-supplier links between firms located in Madeira and suppliers on the 

mainland. This geographical effect also limits the 'business case' to adopt. In fact, it is 

evident that a total replacement of communication modes by technological artefacts is 

out of the question. The local firm's preferences in terms of communication models 

with customers and suppliers are not unique. Houghton and Winklhofer (2004: pg. 370) 

point to the fact that exporters' are interested in avoiding conflict that may result from 

the adoption of e-commerce functionalities (e. g. price information on the web page). 
What matters is to keep long-term relationships going. It can be asserted in line with 
Yli-Renko et al (200 1: pg. 11) that most OMs do not want to affect "the level of social 
interaction between the firms", and "the quality of the relationship in terms of goodwill, 

trust and reciprocity" (see also Preissl, 1995; Mitchell and Clark, 1999). 
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Both suppliers and local finns seem not interested in changing the rules concerning 

communication modes. Given the extensive amount of contacts and transactions, some 
OMs search for new suppliers only in a reluctant way. In fact, most local firms profit 
from long-standing investments in specific commercial and relational linkages and are 

not interested in changing suppliers. 

As suggested above the option for traditional communication methods (fax, phone and 

direct contact) is not only a result of a local preference. As stated by Firm 0: 

"Well they (suppliers) say you can use our email, but in the end, I call them on phone". 

And as explained by Firm P, most suppliers are also interested in close direct links with 

local firms' to access information flows. 

There arc reasons to believe that technology based communication models do not fit 

well with long established commercial relationships, as they only allow a very narrow 

and limited transfer of information and contextually poor codified knowledge. As 

shown by Almcida and Pereira (2007), local OMs travel every 50 days on average 

between Funchal and Lisbon, which means that local retailers arc interested in having a 

close look at all products that they arc going to offer to their customers. In line with 
Bclussi (2004: pg. 248), it can be assumed that "physical and social proximity could 

remain for long time a very important factor hidden behind ICT adoption. In other 

words, the dclocalizing power of the Internet and ICT technologies, in contrast with 

what was initially forecast could be modest or even non-existcnt". Still quoting Bclussi 

(2004: pg. 25 1), it can be asserted that non adoption of complex ICTs is "not just a sign 

of backwardness, because firms rightly choose a low-cost social technology that could 

successfully be implemented". In fact, as declared by Jarvis ct al (2006: pg. 163), the 

"Internet is not a suitable method of securing new business" as in the context of the 

LFRs, "traditional methods of establishing customer relationships arc still successful". 

Thus, it is acceptable to conclude, in line with Bclussi (2004: pg. 211), that relational 

and geographic proximity renders "partially redundant the registration of transactions 

through complicated electronic applications". In fact, as stated by Malecki, 2003: pg. 
211) "many aspects of business remain possible only with a real presence with real 

people in a physical facility" (Malecki, 2003: pg. 211). 

As stated above, "attributes that were salient and readily accessed from memory tended 

to be the first thing mentioned" (Pritchard and Havitz (2006: pg. 31). Only one OM 
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pointed out suppliers or government initiatives to assist him with his c-business venture. 
This was a surprising result as there are a small number of web page factories, certainly 
interested in encouraging a large scale adoption of web pages. 

6.3.6 Indirect drivers of ICT adoption: OMs profile and Business Culture 

As suggested in Section 6.2, most firms believe that they are unique. This is not a result 

of a consistent niche approach as it is currently understood. In fact, even though the 

local market is quite small, geographical segmentation is pronounced. For example, as 

the administrative partition of the island comprises 11 counties, in some market niches 

there are at least II local leaders. Another reason available to explain the market 

segmentation is the fact that most OMs are supplied by different supplier and offer 

slightly different products to quite a specific geographical area. As a consequence, most 

firms believe that they customize products/services and in fact they have a certain 

degree of monopoly. As a result, they can often charge higher prices than the industry 

average. As suggested in Chapter 5, price is dependent on special family/friend 

relationships. 

The inclusion of information about price on the web page lessens the capability to 

handle complex price strategies (Porter, 2001). Song and Zahaedi (2006: pg. 222) states 

that "firms with a mixed strategy are bound by their brick-and-mortar prices and are less 

flexible in competing on price". Furthermore, the initial success of pioneering online 

vendors is attributed to competitive pricing policies. According to Porter (2001) the 

basis for competition (over the Internet) shifted toward price. In fact, some e-busincss 

models are based on heavy discounted prices and destructive price competition that 

erodes a firm's distinctiveness. But local OMs seem to be not interested in decisions 

that may erode the attractiveness of their business and undermine profitability. On the 

contrary, local OMs prefer a case by case approach concerning price in order to manage 

the dense web of special relationships. 

Another key dimension of the local culture deserves our full attention. Most OMs are 

absolutely convinced that all relevant ideas, innovations and business concepts are 
external in origin. It is now possible to understand their alleged indifference to other 
local firm's strategies/behaviours. In fact, as declared by Farrugia (1993) the neglect of 
local initiatives and the preference for imported business models may be the best 
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approach to avoid cognitive lock-in. As suggested in Chapter 5 the lack of a local 

innovative milieu prevents "closer proximity to urban industries, and urban skills base", 

and, therefore, access to up to date information (Jarvis et al, 2006). Further, the 

existence of cohesive social spaces and strong proximity/relational effects enhances an 
'isomorphism processes' (that is, the convergence of management philosophies and 

strategies amongst the population of firms operating in a close geographical area) that is 

not beneficial to the diffusion of innovations (to the extent that they stop adopt new 
innovations). It is important to clarify this point, as the research concerning travel 

patterns of local OMs does suggest a strong attraction for 'external sources of 
innovation' (Almeida and Pereira, 2007). 

As suggested in Chapter 5 the decision-making process in stable environments is quite 

often based on old success stories (well-known solutions) even though the number of 

critical incidents is mounting. In the 'evolutionary field', this kind of lock-in 

phenomena is designated by path dependency and involves difficulties to 'abandon' 

accumulated experiences, routines, technologies, products and markets (Somn-Fricse 

and Sorensen, 2005; Durand et al, 2003). As a consequence, the 'extemal-orientation' of 
most local OMs in terms of access to innovations is well placed. Some OMs declared to 
travel regularly to the mainland in order to have personal contacts with suppliers and 
sense the evolution of the market. Thus, the RAM case study provides evidence to 

contest the importance of localised processes of knowledge, creativity and inter-firms 

linkages. Alternative theoretical models are required to accommodate this result, as 
some assumptions behind the fashionable models are unsustainable. 

However, there might be less 'positive' reasons behind the external orientation. Kenyon 

and Gilbert (2005: pg. 386) highlight factors such as "reluctance to seek local help" due 

to "concerns over confidentiality and not wanting to be seen as weak". In fact, the lack 

of interest in the analysis of the competitor's web pages may result from the relative 
poverty of these web pages. And most OMs seem suspicious about other OMs, 
intentions. As stated by Firm H: 

"You must recognise that most people are going to lie or not tell the whole story for the 
reasons that you already know"; 

Firm J stated: 
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I have already had the opportunity to visit a competitor's factory; well he is not really 

my competitor; if we were competitors I would not have had the chance to visit the 

company" 

Therefore, it can be suggested that another reason to 'avoid' the adoption of relatively 

complex web pages can be linked to the application of 'defensive measures' in relation 

to the competitors technological/market scanning. 

The 'secrecy factor' is another reason to understand non-adoption of c-commcrce 
functionalities. As stated by Firm F: 

"We must be careful about the information that we add to the hotel's web page; we try 

to be extremely innovative, offering new initiatives all the time to our clients who 

expect to be 'spoiled'; our clients expect to be surprised, as they pay reasonably well; if 

all information is available on the firm's web page on the Internet, our competitors 

would easily copy our initiatives". 

6.3.7 Indirect drivers of ICT adoption: investment strategy and learning 

behaviours 

As expected, most firms will invest if industry standards require an up-gradc of the 

technological systems in place. However, few investments in the ICT field are planned, 

as key critical factors seem stable (in terms of customer/supplier links, geographical 

orientation, and managerial skills). And although the degree of readiness to invest is 

quite high, most firms have an absorptive capacity problem in terms of adopting 

intangible innovations. In fact, OMs are prepared to invest but in traditional 

cquipment/machinery. But if there is 'business case' even in the ICT field, it can be 

declared, in line with (McAdam and McConvery, 2004: 213) that "SMEs were found to 

be effective at changing things quickly and efficiently, and also in giving it full 

consideration before a decision was taken". 

As stated above in section 5.3, investment strategies are dependent on the OMs 

management philosophy. And as expected there are reasons to assert that most OMs 

prefer a tight control of all external interfaces and daily operations. As a consequence, 
there are limits in terms of time and attention available to pursue learning behaviours 

and strategic thinking. In fact, the 'tight control' of daily operations limits the number 

of extra projects which can be handled. But as the parameters for competitiveness 
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depend on the OMs' control of daily operational decisions, especially in terms of the 

management of the dense web of relational and proximity effects, which are extremely 
demanding activities in terms of time and energy, OMs can not afford a different 

approach. Therefore there is little availability of time and resources for strategic 

thinking. And as most micro/SMEs are struggling with limited managerial and firm 

resources, to pursue an investment not directly related to improvements in terms of 

classic parameters for competitiveness may impose a diversion of critical resources 

(attention/time) from the really important issues. There are reasons to suggest that 

efforts applied in non-operational issues may be interpreted by outsiders as meaning 

that the OM is not interested in more mundane (although critical) daily operational 

issues. In the end, only innovative firms with redundant resources (economics of scale) 

in terms of managerial skills and qualified personnel may be able to pursue a double 

approach (traditional investments plus innovative investment). As stated by Firm D, 

which is planning a major investment abroad: 

"Only those firms with many resources and qualified employees can progress 

simultaneously at the internal and external level" 

It is evident that this 'restricted ICT adoption approach' fits well with firm's strategy 

and OMs modus operandi, as it is not demanding in terms of time/attention. These firms 

are not excluded from the Internet Revolution, as evidenced in section 6.2, but are at a 

lower level in the "Internet hierarchy of effects and adoption commitment" (Celuch et 

al, 2005: pg. 1). 

As stated in Chapter 5, an understanding of the firms' Internet strategy demands an 

explicit theory of the firm. Although we do not provide a complete theoretical account 

about firms behaviour, some comments are provided about OMs' attitude towards 

growth, learning and innovation practice. As seen before, an overwhelming control of 
daily operations on the OMs' part is evident. Such overwhelming control is also 

extended to the firms' learning processes. In fact, the process of learning is a 'one man 

show', especially where micro/small firms are concerned. Employees are not involved 

in the process of change as hipothesied by the organisational learning approach, except 
in terms of the operational issues. As expected the Internet based learning is limited to 

the OM and I or 2 key employees. The reasons can not only be found in OMs' 

preference for an overwhelming control of business operations, but also in the non- 

availability of qualified staff. 
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The ICT adoption rationale is conditioned by the preferential learning mode. The 

majority of OMs privilege informal and problem focused learning (as expected, given 

the OMs' background), expressed in a focus on a bands-on approach. Incremental 

innovations prevail and most OMs only accept minor changes. In fact, the key local 

sectors (construction/retail) are categorised as mature industries characterized by low 

tech/innovation scores. As stated by Firm E: 

"In the construction sector everything has already been invented, it is not possible to 

find new ways of building bridges" 

Local OMs seems to privilege a managerial approach not linked to 

knowledge/information sharing, employee empowerment or decision making 

decentralisation. On the contrary, the adoption and implementation of technological and 

organisational innovations quite often demands strong commitment and determination 

on the OMs part as employees seem to resist innovation. In order to understand the idea, 

four direct quotations are provided. 

"Firm N: "our employees are always afraid to do new things" 

"Firm L: ": "I offered two employees a CAD training programme; one of them 

I strangely' refused because he was not interested in spending time and having to live for 

a while outside our village; now 'he walks' around (not concerned with career 

opportunities, promotions or even if he is to be fired) but he does not seem very worried 

about it' 

"Firm Q "One of the annoying experiences happened when one of the pastry makers 
decided not to use Belgian chocolate but instead the first one which he came across; that 

whole batch was ruined and the clients noticed a change in the flavour; our product was 
having a huge success and we could have ruined everything; ... "we must control 

everything". (This OM and his associate, despite the absence of initial experience in 

pastry making, managed to accumulate valuable experience in about 2 years via direct 

experimentation with new products. Although they work with some of the best bakers in 

the market, the whole process of innovation/testing is supervised by them. As they are 
not sure about the level of commitment of their employees they try to understand all the 

process. Therefore, they work for 16 hours a day. And it must be highlighted that the 

educational background of this OM and his associate is a University degree in 

management sciences). 
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"Finn J: "When I invest in a new machine/process, employees usually say that it is not 

possible or that it is not going to work; .... I must go near them and tell them and show 
them how it works, to show that it is possible; if they insist on saying that it is not 

possible, I force them to do the work as it must be done; to avoid such a reaction we buy 

and apply kits (doors) which are much cheaper than if they were produced here in the 

saw mill; with kits it is possible to calculate the time needed to do it and pay per item... 

I know the three 'crooks' who work here with me very well". 

But the episodes of resistance and aversion towards innovation are not specifically 
local. The factor 'user's resistance' is also important to understand the innovation 

averse attitude elsewhere, as stated by Hope (2004) and Gretzel (2001). 

However, it must be admitted that the absence of a 'managerial style' which rccognises 
employees' contributions to innovation is not only a result of employee resistance to 

change. In line with Wong and Aspinwall (2004: pg. 51) it can be suggested that when 

an OMs "hoards knowledge, controls every aspects of his/her business, discredits trust 

and punishes mistakes may well impede the building of a knowledge (and innovative) 

friendly environment". In fact, the 'problem' may be linked to a 'suspicious' attitude as 
it is easy to develop a 'siege mentality' (a 'no-go' area attitude) about employees' 

competences and commitment. The RAM case study is in line with the results provided 
by McAdam et al (2004: pg. 214) as they acknowledge a "surprising level of resistance 

to change, especially in relation to empowering employees to become involved in 

innovative activity". 

But there are other (more or less surreptitious, unconscious or parochial in motive) 

reasons that may be more important than the alleged employees' lack of concern with 
innovations. A reason underlying employees' non-involvement in decision making may 
be linked to the fact that OMs are not interested in sharing information/technical 

experience with employees, as it may result in 'spin-offs' (as was possibly practiced 
some years before by the OM). The majority of OMs do not practise an open 
management style and prefer (distant in geographical terms if possible) trusted 

relationships, in order to avoid "contact risks with well-known partners [i. e., their 
employees]". In line with Wong and Aspinwall (2004: pg. 55), it can be stated that local 
OMs tend to limit the "sharing of knowledge for fear of losing this control and they may 
resist providing knowledge by deliberately avoiding training and development 

opportunities for employees in certain areas pertinent to their own personal expertise". 
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6.3.8 An 'indirect' model to understand ICT adoption in family-run businesses 

Other factors should also be taken into account when we are dealing with family run- 
businesses. As suggested in chapter 5 risky strategies are avoided by life-style oriented 
OMs. Family-run businesses adopt growth/innovation strategies compatible with both 

family and 'corporate' goals. As seen before, the company is the main source of 

income, which results in "risk-averse strategies to be pursued in order not to jeopardize 

the family security or the property legacy" (Maes et al, 2005: pg. 19; see also Moshavi 

and Kosh, 2005; Phillipson et al, 2004). Management errors may cause the loss of 

individual and family assets, and/or bankruptcy. Thus, OMs avoid putting all of one's 

eggs into one basket. Contrary to the USA case there is a stigma linked to bankruptcy 

(Philipson et al, 2004). 

The dilemmas faced by business/family in terms of risky investments can be expressed 
in a schema (See Figure 6.3). Let us assume that a given OM x is confronted with an 
investment decision (eg. adoption of e-commerce functionalities). It can be assumed 

that the entrepreneur faces a competence constraint in terms of capacity to control non- 
traditional investments. Risky investments such as the development of a digital platform 

may produce profit rewards (the scenario A) but also heavy losses (scenario D). How to 

proceed to make a sound decision? It should be acknowledged that most OMs had an 
'employee' status some time ago. As a consequence they are better off if their annual 
income exceeds their level of income as an employee (the scenario Q. 

Contrary to what happen in core regions it can be suggested that a profit maximisation 

approach points to a 'minimum investment approach' (i. e., strict compliance with 
industry or competition technological standards), which is represented by scenario B. 

Scenario B can be associated with low innovative scores in stable markets. But, from 

OM point of view of, both scenarios A and B are better than option C (employee 

average wage). But as scenario B is risk free in a context of stability, it should be 

admitted as a first best. 

In fact, scenarios characterized by average income (profits plus wages) superior to the 

average wage in the sector (scenario Q may be understood as a better position, even 
though the firms OM is running an under-resourced firm in terms of organisational and 

strategic structure. Risky investments may imply a loss of family assets and the failure 
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stigma, as may happen in the case of scenario D (Skuras et al, 2002). From a utility 

maximisation point of view, we will have: 

B>A>C>E>D 

That is, it is suggested that an acceptable income superior to the average sector wage 
(scenario Q is available without substantial investment, which is especially appealing 

to OMs that "only wish to obtain and maintain a minimum level of income, rather than 

endeavour to maximize profits and sales" (Fillis and Wagner, 2005: pg. 605). 

Figure 6.10 investment dilemmas faced by family firms 
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Although SMEs can not be categorised as complex business structures, local OMs 

should not be categorized as backward and ignorant as they have been quite successful. 

The entrepreneurial orientation, which is based on a restricted number of strategies and 

innovative behaviours, fit the stable context quite well and should be interpreted as a 
first best (See Figure 6.3.3). A prospector approach (based on aggressive innovation 

strategies) would probably be a second best and linked to 'sunk costs'. In the end, no 
matter which efforts are deployed by local OMs, the geographical constraints in place 
limit the performance scores available to be reached. 
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Figure 6.11 Performance and entrepreneurial orientation in stable environments 

In fact, local OMs can be categorised. as "profit maximizing entrepreneur, the rational 
decision-maker who innovates only following a strict profit rule, as portrayed by 

standard economic theory" (Belussi, 2004: pg. 3). It can be accepted that the rational 
homo economicus entrepreneur predominates as the adoption of new technologies is 

based on economic calculus, utility foreseen and profitability. In fact, 'market 

opportunity' is the key investment rule. 

But it must be acknowledged that we are not dealing with a population of 'innovative' 

firms. Most OMs pursue incremental adjustments and innovations within a limited 

range of potential changes. SMEs operating in RAM do not make significant 

contributions to the accumulation of technological expertise and external 

competitiveness. And most OMs opt for a 'defender' or 'reactive approach' focused on 

cost advantages, operational efficiency and minimum scores in terms of quality 

standards. Although investment strategies are not ignored tout court, most firms seem to 

pursue a cautious investment strategy. However, the myth of changelessness must be 

refuted as most OMs declare they pursue growth-oriented agendas (Kow, 2004). 
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6.3.9 ICT adoption rationale and firms growth strategies 

Most firms start small and remain so. However, some firms do progress to the next 

phase of growth (termed as the legitimisation phase which is characteriscd by leadership 

in the market). Now such firms have access to extra resources and exhibit increased 

levels of organisational complexity. They face lower investment risk, as there is extra 

capacity to implement internal solutions. As shown by Caldeira and Ward (2002: pg. 

137) in-house technology knowledge may be used to develop tailored software that fits 

the production processes and increases bargaining power with ICT suppliers for the 

acquisition of ICT tools. And outsourcing is more accessible to the 'big players'. 

Further, as larger firms experience moderate levels of competition, they may pursue 

alternative growth strategies. Micro and small firms located in the same geographical 

area are now unable to pursue price wars as they cannot profit from economies of scale 

as the larger firm do. And as a consequence of accumulated experience and access to 

economies of scale, it is observed, in line with Orser et al (2000: pg. 54) that "growth 

provides an impetus for subsequent growth". 

There are, however, geographical and psychological thresholds that are not easily 

managed by most OMs. My line of reasoning is based on the pattern of growth 

experienced by all firm considered except Firm R. In fact it seems that all growth phases 

must be experienced as there are no examples of 'global-bom firms'. Local firms reach 

the internationalisation phase only after sequential and slow growth. The leading local 

retailer took about 50 years to open their first shop in Lisbon. 

As suggested in Chapter 3, there are limits to the percentage of firms to be included in 

the following growth phases. Due to market potential constraints, there is no economic 

space for a large number of 'growth-oriented firms' pursuing growth only in the local 

market. In the end, only a tiny fraction of firms can reach the next growth phase and 
have access to resources and a business case needed to support the adoption decision. 
As a consequence it can be suggested that complex ICT tools arc suitable for only a 
small fraction of firms. As suggested in Figure 6.4, positive outcomes in terms of 
adoption of relatively complex ICT tools are only available in the last growth phase. A 

complex ICT strategy is almost certainly linked to negative outcomes in the start-up 

phase. A short note about Figure 6.4: in the 'start-up phase' are included all firms that 

327 



do not progress further in the growth ladder and remain small in size. Firms belonging 

to the legitimisation phase are local leaders in their specific niche market. In terms of 

size, they may be categorised as medium size firms. The portfolio phase includes all 

multi-business entrepreneurs. As suggested in Chapter 5, due to market potential 

constraints it is often impossible to move beyond the medium size level. Extra growth 

opportunities are only available in other niche markets. The internationalisation phase 
involves a physical presence abroad and/or access to distant markets. It is believed that 

only a 'insignificant' fraction of local firms are involved in external ventures. 

Figure 6.12: Firms' growth phases and outcomes of a complex ICT strategy 
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As seen in section 6.2, we cannot stigmatize local firms as ignorant, backward and 
innovation averse concerning Internet based technologies. On the contrary, SMEs are 

quite sensitive to the Internet revolution. But the 'island penalty factor' demands such 
high scores in terms of business case and firms' resources that the share of the rational 
adopters is very small. 

But even though ICT adoption rates are quite low, the idea that most OMs understood 
ICTs as an important management tool cannot be dismissed. In fact, most plans in terms 

of firm's development (major changes such as premises refurbishment, up-grade of 

scale of operation, extra organisational levels, recruitment of experts/technical staff) 
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include an ICT option. The adoption of ICT tools is linked to an ideal 'next growth 

phase' that will never come for most firms. 

6.3.10 Regional development prospects and ICT adoption rationale 

As suggested above in section 6.2, low adoption rates in the firm's 'inner circle' limit 

the viability of Internet-based models. Even click and mortar strategies are not viable. 

But as the younger generation may be branded as technophile, an increasing number of 

young people adopting wired styles of life should be expected. In fact, the younger 

generation may trigger the general replacement of old management styles and motivate 

some firms to adopt e-business models. 

Although parameters for competitiveness seem quite stable, customers are demanding 

higher quality standards. Most OMs acknowledge that their customers benefit from 

extra information, capacity of analysis and choices in terms of products and suppliers. 

As customers are more prone to evaluate, compare prices and technical data, a click- 

and-mortar strategy may be required to sustain the current competitive advantages. As 

stated by Firm C: 

"In fact, the buyers want better quality; well, in the last 10 years we sold some things 

[houses] well, ..., but now the buyers are much better informed and demanding" 

Firm M is planning a major up-grade of it web page in order to offer better customer 

service: 

"Our market segment is based on the middle/high class; thus we are developing a 

sophisticated web page project specifically oriented to target our customers". 

In line with Buhalis and Deimezi (2006: pg. 312), it can be asserted that "customers 

have become more sophisticated and discerning, experiencing high levels of service and 

requesting high quality of products". In fact, recent socio-economic development have 

contributed to the rise of a relatively affluent 'middle class'. The influence of the quality 
factor in terms of adoption rate is rather subtle and indirect, as firms may only be 
interested in avoiding a 'null result' when their customers are browsing the Internet. 
ICT adoption is linked to the evolving customer expectations as far as it is really needed 
(Oliveira, 2000; Henchion, and McIntyre, 2005). In the end, and as stated by Malecki 
(2003: pg. 210) "even though consumers are far less constrained to local merchants, 
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they remain loyal to those businesses that provide a 'relationship' that matches (and 

anticipates) their needs. 

It is time to show that OMs operating in remote areas face extra development handicaps, 

which limits the number of rational adopters. As seen before, growth oriented OMs 

must pursue an internationalisation and/or a portfolio approach if they want to progress 

to the next growth phase. But the next growth phase implies adoption costs beyond the 

scope of most OMs. There are 'psychological' and geographical barriers to be managed 
besides lack of resources and competences. Concerning OMs operating in RAM, the 

closest market area is located in Las Palmas (544 km) but cultural/linguistic differences 

must be taken into account. The next one is located in Lisbon (963 km) and the next one 
is located in the Azores (1151 km). From Newcastle, the same distances may be related 

to Amsterdam (486 km), Copenhagen (998 km) and Oslo (1104 km). But firms 

operating in the Newcastle area don't need to go so far because all the interving market 

opportunities. It is quite obvious that any attempt to reach extra market areas incur such 
high levels of cost/discomfort and disruption of daily operational tasks that only 'larger 

firms' can pursue such a demanding approach. As a consequence, scenario B pictured in 

Figure 6.10 is the most interesting one for the typical OM. 

In fact only one of the traditional firms was able to provide a piece of evidence 

regarding an attempt to reach external markets. But it was a stressful and unfruitful 

venture, given the lack of competitiveness of their products. As stated by Firm A: 

"We try everything to export our molasses, but there is no chance with the imitation 

products; look at the shamefulness of the local hypermarkets also adultering the 

product; I tried everything; I went to Germany, but it didn't work". 

No one else seemed interested in externally driven ventures. In fact, most OMs arc quite 
convinced (resigned) about the impossibility of getting there. But one of the new OMs 

(Firm Q) was interested in further development of his business concepts (e. g. via 
development of a franchise network). 

It is evident that local OMs must overcome a series of 'obstacles' namely regarding in- 
house resources before reaching the 'rational adoption area'. Contrary to what happens 
in core regions, local rational adopters should be local leaders with a portfolio of 
entrepreneurial ventures (see Figure 6.13). Firms operating core regions are not subject 
to such demanding requirements (i. e., they need lower lebst of resources and lower 
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market shares). This is the key difference between a peripheral region and a more 

accessible one in tenns of the typical adopter. 

Figure 6.13: Core regions versus peripheral regions: the typical adopter 
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6.3.11 ICT adoption profile and regional development prospects 

Most OMs' express discomfort and apprehension concerning the on-going crisis in 

Portugal. As OMs were raised in a protected social/economic environment, they were 

only able to remember one episode of economic downturn (1992) for the 1985-2003 

period, however linked to the political instability in Venezuela and South Africa. The 

absence of previous crises constrained OMs' interest in aggressive entrepreneurial 

attitudes as innovation and learning were not required for success. Consequently, local 

small firms lack experience to meet the challenge of the changing environment, which 
limits both their firm's development prospects and their capacity to evaluate risk. 

In fact, the favourable macro-economic environment in place for most of recent past has 

favoured the multiplication of 'entrepreneurial projects' deprived of any concerns with 
, quality' standards, organisational structure and technological experience. As suggested 
in Chapter 2, an easy access to financial transfers and investment opportunities triggered 

the multiplication of entrepreneurial experiences. The rate of creation of in the 

retail/construction sector was quite impressive, but the market is now 'stuffed' with 
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low-tech firms and 'illiterate' OMs (Geoideia, 1997). This scheme of reasoning is based 

on evidence provided by Firm L and Firm B. As stated by Firm L: 

"Many businessmen have all the (organisational) structure in the trunk of their car; 

notice that for those who had nothing, having a firm does not represent any risk; zero is 

better than minus I or 2" 

However, at the moment, the crisis is rather a payment crisis than a fall in demand 

crisis. Most OMs seem to experience difficulties in proceeding with payments. 

As stated by Firm B: 

" there is still work and houses to build, the problem is the payment; people have no 

shame anymore; besides the difficulties in collecting the money on the part of the locals, 

a foreigner said that now he had no money; as if the locals were not enough of a 

problem... " 

The absence of experience of managing crisis events has, for sure, conscqucnccs. In fact 

the absence of critical incidents together with the expectation that they are witnessing 

only a temporary crisis, still limits the interest of local OMs in major changes. Local 

OMs perceive their growth prospects as rather poor. However, the economic recession 
is not having a huge impact on them and most OMs expect better economic growth 

perspectives before long. It seems therefore, that local OMs don't conceptualise the 

current crisis as a trigger event (Dunford, 2006). As stated by Finn D (a larger firm 

operating in the construction sector): 

"The crisis has been exaggerated; notice that the government's development plan is 

going to continue to have its infrastructures; the OM of Finn E agreed with this line of 

thinking". 

As a consequence, as is evident from the OMs discourses, there is still a tendency to 

repeat successful old behaviours. Most OMs adopt a see and wait approach as they 

expect better days. As stated by Kourteli (2000), few OMs seem convinced of the fact 

that old organisational theories/practices 'must gradually be faded out'. It is also evident 

that past crisis events were not sufficient in number to trigger management/cognitive 
frame changes. Thus, there is no preparedness to cope with the on-going crisis given the 
lack of lessons learned from previous learning incidents. The lack of crisis events and 

economic downturns to be handled limited the scope for organisational reflexivity 
defined by Comford ct al (: pg. 36) as the "ability to reflect on current ways of doing 
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things within and between organisations underlying the learning regions experiences in 

the core regions". There are still high levels of confidence in the Government's ability 

to manage the crisis. In line with Kenyon and Gilbert (2005: pg. 375), it can be stated 

that there is not a "widespread anxiety, mistrust of govcmmcnfs ability" to protect their 

citizens (business). And it can be said that most OMs still seem confident in relation to 

their own capability to manage the crisis (if one severe crisis emerges). 

And contrary to what was expected, the crisis event is demanding extra attention be 

given to traditional critical success factors. In fact, in a crisis scenario maintaining 

market share is the key concern. And most OMs are convinced that competitive 

advantages (and market shares) are still based on non-technological factors such as 

established reputation, product or service quality, specialised expertise and personal 

attention to client needs. And the current crisis is pushing OMs to adopt a more cautious 

approach concerning 'heavy investments' (Freel, 2005). 

it is suggested that a benign evaluation of the external environment may lead to wrong 

assumptions about the current status in terms environmental uncertainty. In fact, most 
OMs believe that they are still in command and that extra competences are not in need. 
In line with Kwo (2004: pg. 298), it can be suggested that this benign evaluation can 
"reinforce prejudices, by keeping a narrow, simplistic and dichotomiscd view of what is 

needed and not needed, and taking routine actions that can block the vision of reality. It 

is quite evident that overwhelming control of operational decisions plus the benign 

evaluation concerning the on-going crisis may lead to a 'changeless trap"', as the 

current crisis is not awakening OMs 'inner circle' (Kwo, 2004: pg. 298). Figure 6.14 

depicts a double challenge faced by local OMs. The impact of the on-going crisis event 

(in terms of fallen demand) is composed/paralleled by the obsolescence of the existing 

business concepts, especially in the retail and construction sectors. Most business 

concepts are outdated and as a consequence a sudden fall in demand levels may damage 

business prospects beyond recovery. However, the first reaction will be to intensify 

(traditional) managerial efforts to save an uncompetitive business model. In the end, it 

seems that most OMs are not convinced that they have to step outside their comfort 

zone, which would then implies a changing attitude towards innovation (at least in 

terms of access to new suppliers and cost advantages) (See Figure 6.15). 
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Figure 6.14 The 'business as usual trap' 
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But the incapacity to think strategically about alternative investments and business 

models is not only a result of the lack of crises (and critical incidents). In fact, the 

'island penalty factor' is a major factor conditioning the investment strategy, as most 

OMs are quite sceptical about the success of entrepreneurial adventures outside 

traditional sectors and old rules of behaviour. 

As stated by Firm R: 

"Solutions outside the traditional sectors are not easy; however there is always the 

opportunity to develop new niches, but small in size; now what matters is that, it is not 

always the same 'individuals' (that is, companies in the traditional sectors) defining the 

development programmes". 

The OMs of firm, A, B, D, E, I, M and Q also recognise the lack of alternatives outside 

traditional sectors. This 'critical constraint' justifies a negative and cautious attitude 

concerning both alternative investments and alternative management models. This 

widespread belief about the lack of alternatives must be understood as a result of the 

"long-standing secondary position in the context of the industrial society" (Dinis, 2006: 

pg. 18; see also Taylor and Tricker, 2006). As OMs do not 'believe' in alternative 

business models they persist in the old ways, sectors and strategies. In fact, OMs believe 

that they can do very little to change the impact of decades of economic marginalisation 

and lack of alternatives. And they are quite convinced that they must push the old 

behaviour patterns to the limit as their firm's survival depends on it. 

As can be seen, local OMs are not examples of complete strategic/invcstment inertia. In 

fact, data concerning local firm's use of ICTs and firm creation rates is consistent with 

"deliberate and conscious efforts of companies to enhance competitive edge across all 

activities necessary for successful business operation" (Keeblc and Tyler, 1995: pg. 

978). But the defensive attitude approach results from a widespread believe that 

alternatives are missing. 

Some owners criticise the cultural/political environment, as they arc quite upset with 

episodes of corruption and unfair bureaucratic/informal rules (Firm B, C, H, 0 and Q). 

Market imperfections, information asymmetries and informality/fiscal evasion are also 

problematic as it may limit the viability of some investment projects. However, they 

seem rather resigned about it. 
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It is important to understand how local managers in Madeira are going to handle the 

tension between a very unique local culture (which promotes very paternalistic, 
informal relationships and close relationships with government departments) and what 
is now required in terms of international best practices and standard strategies. Cunha 

(2005; pg. 190) is well aware that "one of the most distinct and peculiar traits of the 

Latin European nations is the paternalistic role granted to the State, which is expected to 

regulate, to educate and to protect people". Cunha also concluded (2005, pg. 190) that 

Portuguese managers are rather "formal, individualistic and autocratic, obsessed with 

academic titles, lacking critical skills in such crucial areas as strategic planning and 

teamwork, and as being unable to manage time efficiently" (Cunha, 2005, pg. 191). 

However such problematic and non-professional setting was not an insurmountable 

obstacle to invest and prosper in Madeira. Most problems related to the informality 

topic are related to the fact that to "get ones hands on these funds to assist innovative e- 

business ideas that SMEs may wish to pursue, may be so complicated, confusing, and 

time unfriendly, that any entrepreneurial spirit soon becomes dampeneV (Ramsey and 

lbbotson (2006: pg. 327). 

6.3.12 Regional growth prospects: past scenarios and future concerns 

Most OMs believe that an important fraction of local micro/SMEs will not survive the 

on-going crisis. A dramatic increase in failure rates is expected by most micro firm 

OMs, namely regarding less innovative and under-resourced firms, that is, family run 

business and 'informal' businesses (Firm A, B, D, I, M, and 0). Most OMs also believe, 

that if a solution is not provided (financial transfers; macro-economic stability), past 

scenarios of unemployment and emigration should be called to mind. 

But there is also a 'resource divide' even about the negative attitude towards the future. 

Larger firms' OMs are quite confident about their own firm's survival odds. And the 

demand crisis is conceived as a learning/developmental opportunity and a push factor to 

progress further in the development ladder. Since the 90s, and in response to limited 

growth opportunities at the local level, local groups have been pursuing both a portfolio 

approach and intemationalisation (Didrio de Noticias, 2006). 

From the above accounts, three different alternatives in terms of growth prospects may 
be defined. Scenario A is termed as 'high failure rates'. Scenario B is termed the 'high- 
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tech dream' and scenario C is termed 'business as usual'. The outline of the 3 scenarios 
is based both on the content analysis of the OMs comments and on the growth strategies 

presented in Chapter 3. 

Scenario A has a high likelihood of occurrence. This scenario will be characterised by a 
decrease in the density number of firms and by the acceleration of the selection 

mechanism via replacement of the old business concepts, a process facilitated by the 
innovative use of the ICT tools available. This scenario will be a direct result of the 

adverse macro-economic context. The impact of the selection mechanism will be 

mediated by the damage control approach put in place by the local government. As 

suggested in Chapter 3, without financial transfers, a social crisis will follow and all 

marginalised groups within the society will suffer most. Unemployment rates will reach 
levels only seen on the islands in the 19th century. This scenario will witness the 

emergence of additional medium sized firms and the affirmation of monopolistic 

structures as shown in Figure 6.16. The role of Internet based technologies will be 

overall marginal, however, it will be decisive for some firms. In the end, a large scale 

adoption of ICT tools will impact only redistribution of the market shares, as access to 

external markets is unlikely. This scenario is in line with the 'ecological thinking'. 

To Scenario B (the 'high tech'dream) presented early in this section is attached a low 

probability of occurrence. The emergence of an alternative cluster, for example in the 

ICT producing sector should not be expected. However, a miracle may happen. An 

initial positive event can be used as an anchor to attract additional investment, 

signalling the existence of investment potential in the area (Suire, 2003). The 

subsequent replication/imitation of the entrepreneurial behaviours may provide the 

second generation of entrepreneurs a reason to pursue the entrepreneurial experience of 

their parents, however in another sector. In this scenario Internet based technologies are 

understood as strategic in character and linked to the access to external markets. 

Scenario C (business as usual) is seen as having a low probability of occurrence. This 

scenario is based on the maintenance of the global amount of financial transfers. The 

pace of life would not be severely affected and the traditional sectors would absorb all 

new entries in the market labour. And all social and political instruments in place would 

continue to set the boundaries of the strategic thinking. However, for the reasons 

explained in Chapter 3 it would not be wise to count on it. But such a scenario would 
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allow a proper transition for a new developmental phase (were one to occur). The 

impact of the Internet would be marginal. 

Figure 6.16: Scenario A 
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It is quite evident from these case studies that local OMs do not understand any future 

outside traditional sectors and old rules of behaviour. At most, OMs expect a kind of 
miracle. This is quite a disturbing outcome as a decisive up-grading of parameters for 

competitiveness and industry-mix is strongly recommended by the EU. It is also evident 

that the focus in terms of 'creative thinking' is still based on the local market, which 

means that most OMs don't (genuinely) believe in miracles. Figure 6.17 tries to depict 

the dilemmas faced by peripheral regions. As suggested in Chapter 2 and Chapter 3, the 

EU expects an increasing numbers of externally oriented firms plus MNCs (quadrant Q 

and rising number of global born firms (quadrant D). However, it is evident that most 

firms are operating in quadrant A (characterised by low tech/locally oriented firms). 

Most OMs don't expect any future outside traditional sectors and will develop all efforts 

needed to survive the crisis period characterised by high rates of failure in order to reach 

the next growth phase (quadrant B). 
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Figure 6.17 Regional development paths: likely outcomes 
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6.3.13 Some preliminary conclusions from the qualitative analysis 

The comments and remarks made in this section complement the analysis provided 
before in Section 6.2. It is evident that a large scale adoption of relatively complex ICT 

tools should not be expected as local firms lack the business case to do so. In fact, local 

firms face first order 'inhibitors' related to: a) geographical proximity on the customers 

part that lessen the rationality to adopt e-business models; b) the overwhelming focus on 
the local market; c) importance attached to personal relationships with suppliers located 

on the mainland, which also provides a strong rationality to avoid technology-mediated 

communication modes; d) widespread believe that alternative business models and 

parameters for competitiveness are not available, which lead most OMs to insist on old 
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behaviours and rules of thumb. Such factors are intrinsically related to the islands 

penalty factor and cannot be easily managed. Second order inhibitors concern: a) the 

overwhelming focus on daily operations, which limits attention and time to be given to 

alternative strategies; b) employees' resistance and low adoption rates in the inner 

circle; and c) and the lack of market opportunities to reach the next growth phase, where 
ICT tools are required to succed. Only a tiny fraction of firms will reach the next growth 

phase characterised by higher requirements in terms of technological systems. 

From the analysis of competitive strategies applied by local OMs, it is evident that most 
OMs know that creating value for customers builds on loyalty and personal 

relationships. OMs are convinced that their firm's survival and a long lasting business 

are a consequence of specific modes of value creation, which are based on personal 

relationships and other 'attributes' valued by customers. OMs are not convinced that the 

Internet "has shifted the basis of competition away from quality, features and service 

toward price or technology" (Porter, 2001: pg. 63). In fact, OMs are Internet 

experienced users but they do not believe that the "Internet changes everything, 

rendering all old rules about companies and competition obsolete" (Porter, 2001: pg. 
63). In fact it seems that OMs believe that 'critical firm assets remains' intact and "they 

are strong enough to preserve existing competitive advantages" (Porter, 2001: pg. 72). 

As it is assumed that local OMs are fully rational individuals, the lack of e-commerce 
facilities suggests that online transactions are not perceived as creating net value for 

customers. This result is in line with expectations, as we are dealing with retail firms 

(small shops). However, even larger firms are not interested in the adoption of complex 
ICT tools. And, for the moment it seems that most OMs are trying to increase their 
levels of efficiency in the exploitation of the traditional critical success factors. Contrary 

to what would be expected, the on-going crisis cannot be conceived as a learning 

opportunity and an opportunity to reflect on past action and encourage search and 

exploration. 

No one seems to believe that the old communication modes will be replaced by 

technological solutions, as OMs still acknowledge the importance of the traditional 

informal and personal based modes of communication over formal and technology 

based methods. As a consequence there are no reasons to suggest that the on-going 

crisis is about to trigger changes in terms of behaviours and attitudes. However, the 

myth of changelessness must be refuted as most OMs declare they pursue growth- 
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oriented agendas and in fact are trying to use the ICT tools for their own advantage 
(Kow, 2004). The problem is, that most OMs are quite convinced that they must push 

the old behaviour patterns to the limit as their firm survival is depends on it. Any 

changes are closly linked to the existing business models and strategies. Access to 

Internet is linked to 'an evolution in continuity', and not to a full replacement of the 

existing industry mix and business models. 

However, local OMs have plenty of reasons to use the Internet, as innovative uses of it 

are translated into cost advantages. It can be said that a large scale adoption of complex 

ICT tools can not make a difference to the fate of this peripheral region. As most firms 

are still locally oriented any advantage in terms of e-sales will result in losses at others 

firms market shares, which means that we are dealing with a zero sum game 

But the Internet can help individual firms to alter their growth prospects in the 

information society cra. However, the growth prospects of given firm are dependent on 

competitors' growth prospects. As a consequence and for the time being, any advantage 

linked to the adoption/use of the Internet is a zero sum game. 

As expected, most OMs perceived the Internet as far from essential. In fact, the OMs' 

ICT discourse is rather a history of 'vague ideas' and generic statements. Although most 

micro/small firms are not adopting complex ICT tools, that doesn't mean that OMs are 

not heavy users of more basic ICT tools. In fact, there is an invisible, complex and 
intense use of the Internet that may be branded as 'passive e-commerce'. In fact, despite 

the fact that the Internet use is 'invisible', important consequences may result from their 

use. The access to the Internet is translated into opportunity recognition and 

technological and market scanning and identification of innovative suppliers, business 

concepts and cost advantages. Thus, the firms' survival odds are affected by Internet 

use, as old business concepts (and traditional products) are easily replaced by fresh 

ideas. 

Some OMs are benefiting from an intelligent use of the Internet. In fact, the Internet is 

helping some OMs to benefit from better prices and lower transaction costs. However 

such advantages are closely linked to their efforts to survive the on-going economic 

crisis and cannot be understood as a change of direction in terms of strategic thinking, 

cognitive frameworks and growth strategies. Contrary to what was expect by the EU, 
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most firms are still focused on traditional sectors and old concepts and rules of thumb 

concerning firm strategies and business models. 

The main reason why OMs are not planning the adoption of complex ICT tools lies in 

the fact that they don't see any future outside the constrained boundaries of the island. 

Most OMs are fully committed to their current business model and intend to pursue, as 
far as is possible, based on old success stories and procedures that helped them to 

growth and succeed over the last 20 years. 

Most adherents of the Information Society paradigm claim that we are entering a new 

era of 'output growth, low unemployment and low inflation' and large scale adoption of 
'Internet based models'. However, evidence coming from the RAM case study does not 

conform to such a benign and optimistic approach. As mentioned above, "the Internet 

does not represent a break from the past", with regard to parameters for competitiveness 

and firm survival (Porter, 2001: pg. 74; see also Soete, 2001). Firm's survival odds 
depend on the last 20 years of firm's history (i. e., their current level of resources) and 
the macro-economic policies in place. 

ICTs are not contributing to boost economic growth and employment and to transform 

the economic structure into a 'knowledge economy'. This is not linked to the lack of 

willingness to invest in ICT tools or to use sophisticated Internet functionalities. In fact, 

there is evidence to suggest that ICT tools are assisting local firms to enhance efficiency 
based on lower transaction costs. However, a large scale adoption of ICT tools is not a 

solution/panacea to solve the island's growth problems as most firms are still focused 

on the local market and dependent on a favourable macro-economic environment to 

prosper. 

Cappelo and Nijkamp (1996: pg. 28) explained low adoptions rates of sophisticated ICT 

tools in Southern Italian regions as a result of the "presence of risk aversion and non- 

competitive markets". But even if RAM may suffer from non-competitive markets, 
OMs are 'not risk averse', but really heavy users of Internet functionalities. In fact, the 
low adoption rate of ICT tools is linked to the lack of a 'business case'. And the 
'problem' also lies in the absence of internationally competitive products/services that 

would justify the adoption of such complex ICT tools. 

in conclusion, regional economic performance will not result from 'the right conditions 
for growth and innovation', in terms of technological policy. A set of coordinated 
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actions (ICT programmes) is not a sufficient condition. In line with Morgan (1997: pg. 
501) it can be stated that "decades of economic specialisation on traditional sectors and 

economic marginalisation. cannot be reversed overnight". In fact, unless a great number 

of internationally competitive firms come forward to increase the level of island' 

exports, the fortune of most firms is still dependent on the local market dynamic. 

However, as stated in Chapter 3, all measures that may help to disseminate 'best 

practices' throughout the regional economy should be promoted (Morgan, 1997: pg. 
497). The analysis of the applicability of Internet based learning must be pursued, as 

well as the eradication of all market cfficiencies and institutional lock-ins that hamper 

economic growth and modernisation. 

But in the end, it must be recognized that e-commerce as a business tool is not a 

solution for most SMEs. As a consequence, miraculous solutions for the island 

development problems are not going to be based on digital platforms. The Internet 

benefits are dependent on structural characteristics (in terms of demand potential, 
international competitiveness, geographical orientation of most firms, etc) not easily 

addressed by regional policy instruments. 

My final comment concerns the fact that is not possible anymore to mask 'structural 

weaknesses' and management errors by persuading firms to pursue miraculous 

technological solutions. After a brief period of 'illusion', it is time to go back to the 

basics, that is, to built-up solid economic foundations and seize all opportunities 

available. In the end, local firms are doing their best given the circumstances but can be 

severely affected by a macro-economic shock. 

The European Commission would like to see RUPs as laboratories to base experiences 
in the ICT field (See Chapter 1). But RUPs can only provide evidence to suggest that an 
isolated development episode (such as large scale adoption of ICT tools) can be a waste 

of resources, time and hope. It can also be concluded that most firms do not require 
further incentive or assistance to adopt and they understand very well, at least in theory, 
how to exploit the Internet to their own advantage. This research has important policy 
implications, since the EU policy is predicated upon the existence of an adoption ladder 

and on efforts to increase technology awareness (Levy and Powell, 2003). Such efforts 

are misguided as OMs exhibit a high level of adoption of basic ICT tools. It can be 

suggested - the use of persuasive interventions coupled with incentive programmes 
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which aim at enhancing the perception of the Internet's potential benefits are not a 

priority now as most OMs are well aware of all the Internet benefits; the qualitative 

approach shows an high level of use and experience with the Internet. 

It can also be concluded that the adoption and use of Internet related technologies may 

be related to an increasing number of efficient firms, but operating in a low business 

density environment (due to the high rate of failure of traditional business). 
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Chapter 7: 

Conclusions 

7.1. Introduction 

The objective of this last chapter is to highlight and integrate the main conclusions of 

each of the previous chapters, namely those conclusions able to enrich our 

understanding of the link between the regional development process and the 

adoption/diffusion of ICT tools. As stated in 

Chapter 1, the geographical background was not an auspicious one as RUPs may be 

categorised as backward and innovation-adverse regions and populated by non- 'well 

behaved firms'; in fact, I tried to make sense of a phenomenon which is holistic in 

nature (the micro/small firm scale), subject to multiple influences and hard to grasp. In 

fact, a 'uncharted territory' in terms of economic research poses operational difficulties, 

especially in relation to survey response rates and willingness to cooperate with 
scientific research on the part of OMs. In fact, small islands are populated with 
'problematic' cases, that is, micro/small firms in the retail sector. Therefore, not all 

research methods are readily applicable. This is the reason I believe that this piece of 
research fills a gap in the scientific research on the adoption/diffusion of ICT tools. 
However, due to the lack of (quantitative) studies concerning the adoption of ICT tools 
in this geographical area, this research must be conceived as 'exploratory' in nature and 

as a first contribution to understanding real behaviours. I believe that this is one of the 

main strengths of this research project. However, there is a lack of relevant other studies 
to compare my results with, as there is a general paucity of inquiry on the micro/small 
firms context in relation to ICTs. Contrary to the 'norm' I do not base my research 
design on firms in the manufacturing sector and/or export oriented firms. Consequently, 

this work should be seen as being exploratory in nature and an opportunity to study a 
field of research previously ignored in mainstream scientific research. 

In order to higthligth the contribution of this piece of research, a review of the thesis is 

provided in Section 7.2, followed by a presentation of the main conclusions. Answers to 
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the key questions suggested in Chapter I are provided in Section 7.3. Section 7.4 alerts 

the reader to the need for ftirther research in the geographical area under analysis; some 

research topics unveiled in this thesis should receive careful attention in the near future, 

as it was impractical to extend the analysis to these promising fields of research. 

This research project attempted to mix different theoretical insights. From the very 
beginning, my concern was to try to understand the viability of the prevalent 'one size 
fits all' development options available to explain LFR development prospects. And, also 
from the outset, instead of being 'strictly' constrained by the general research question, 

which would probably lead to another 'econometric analysis', I deliberately chose to 

answer the questions proposed in Chapter I using all of the relevant data and theoretical 

frameworks available, both to corroborate my line of reasoning and to suggest possible 

alternative approaches. 

This peculiar approach, which demands a plurality of strands of theory, and attempts to 

relate the local scale to the national/EU level, is a very demanding one, and risks an 

excess of analysis and/or diversions to political economy problems. An in-depth 

treatment of sterile theoretical discussions or econometric details should be avoided. 

However, concerning the political perspective, it was argued that it is not possible to 

understand the economic development of a peripheral region without an in-depth 

analysis of all the 'political instruments' in place. From the very beginning, it was clear 

that some regions were able to delay the impact of the on-going process of 

globalisation. However, I have only introduced comments concerning political choices, 

to the extent that they are needed to understand the territorial dynamics in operation in 

the island. 

As was clearly shown in Chapter 2, the EU strongly recommends the adoption of ICT 

tools as a means to overcoming the geographical constraints imposed on periphery 
located firms. However, it must be acknowledged that the Information Society construct 

may be understood as an 'obfuscating device' that presents ICT policy as if it were 
directly dictated by matter of fact (Selwyn, 2004). In order to compensate for such the 

standard discourse excess of voluntarism and paternalism, issues concerning political 

choices and the political/cultural inclusion of marginalised groups were at least 

recognised and included in the account. Based on Chapter 3, it is evident that a new 
cycle of development is needed as islands cannot rely any longer on substantial amounts 
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of financial transfers. Nevertheless, that does not mean that individuals, firms and 

policy makers are interested in ICT dreams and technological artefacts. 

As my main goal was to assess the likely impact of the ICT Revolution on the 

development prospects of a small island, the decision making process about the 

adoption of ICT tools was chosen as the operational focus of this research project. 

Section 7.2 Summary of main finding 

The main objective of Chapter 2 was to analyse the current social and economic trends 

in operation in RAM. The local government, in line with the aims and aspirations of the 

local population, has succeed in putting in place a political and administrative apparatus 

aimed to increase the levels of well being. But the local government was also able to 

shelter the local economy against the potentially damaging effect of the on-going global 

process, such as, the technological revolution and geo-strategic turbulence. And 

widespread agreement among firms, voters, policy makers and other institutions has 

been a matter of fact, as far as political choices are concerned. 

In fact, the local economic dynamic was fuelled by large amounts of financial transfers 

and improvements are clearly visible in terms of the supply of infrastructure and the 

population's access to education and health services. As a consequence of the easy 

access to external funding, firms and political actors were not desperately searching for 

technological solutions in order to cope with negative events. Such negative events were 

understood elsewhere as linked to processes of downsizing of Welfare State rights, 

savage inter-territorial competition, increased competition for market share, 

organisational and technological up-grading, but not in RAM. However, it should be 

recognised that the development options were clearly conditioned by the starting point 

in 1976, as explained in Chapter 2. It is evident that the local economy performance was 

linked to the built-up of an economic/social structure sheltered "from the ups and downs 

of the market and from competition" (Helg et al, 2000: pg. 64). All but the tourism 

sector were directly or indirectly dependent on financial transfers. 

In the end, it can be assumed that local and regional policy makers succeeded in seizing 

all opportunities available to increase levels of well being. And it must be recognised 

that after several decades of marginalisation and high levels of emigration/poverty, most 

economic/social actors believed that standards of social protection ought to converge 
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with the European standards. As stated by Guilldm and Marsaganis (2000: pg. 153) 

"there appeared to be a consensus among all political parties and shades of opinion that 
high standards of social protection represented a legitimate aspiration". 

Given its specific political and social background, the RAM case study is not an 

attractive research topic according to the neo-liberal paradigm. However, this case study 

shares a limited set of development opportunities and a high degree of dependence on 

external transfers in common with many other peripheral regions. In the end, Chapter 2 

enables us to understand the importance of recent economic and political events at the 

island's level as a critical driver behind local actor's enterprising behaviour. From 

Chapter 2, it is also apparent that RAM does not conform to the stereotype of a 
backward, powerless and anaernic region. On the contrary, the islands experienced very 
impressive growth records and a large number of individuals who would have had to 

resort to emigration if the growth dynamic had not been in operation, have been able to 

pursue successful entrepreneurial ventures. As shown in Chapter 2, local government 

was not "content to go along with the charade" (Walburn, 2005: pg. 305) as a significant 

push towards the Information Society was never pursued in RAM. Local government is 

still pursuing a traditional investment approach based on infrastructures. 

Chapter 3 intended to provide an answer to the question of which development options 

are available to islands. Instead of assuming a 'one size fits all' approach, what options 

were available was established, based both on an in-depth analysis of some current 

theoretical frameworks available in the regional studies field and the chosen subject of 

analysis. I argue that the analysis should be focused within the physical limits of the 

island, as most firms (more than 90%) arc locally oriented and not preoccupied with 
internationalisation strategies. It was shown that the survival of most islands is partially 

based on access to substantial financial transfers. 

It was also shown that a development strategy based on efforts to increase island 

competitiveness was really not a necessity as most LFRs were able to secure large 

amounts of financial transfers (Golden, 2004). In fact, local governments succeeded in 

delaying the adverse impact of the globalisation process based on a 'clientelist 

approach'. However, the "resentment and anger" of core region inhabitants that are 
"seeing their taxes siphoned off to the less productive, less efficient, and supposedly 

parasitic southern regions" cannot be avoided (Golden, 2004: pg. 1240). Painful 
decisions must be taken (or avoided if possible) as RUPs are now being expected to 
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attain international standards of productivity, growth and competitiveness, as suggested 
in section 3.4. In section it 3.3 it was suggested that there is no reason to expect 

substantial changes in the old spatial hierarchy as the policies in place are only 

contributing to avoiding higher levels of divergence. 

It was also asserted that direct application of the competitiveness discourse was not 

possible (or at least not viable) as it is not possible to develop from scratch a 

competitive sector outside the traditional sectors. Section 3.5 tried to understand the 

likely impact of a cluster based approach in a peripheral region notably islands. It is 

evident that most islands lack a set of critical characteristics, namely a network of 

independent SMEs based on interdependent specialisation of tasks; networks of 
formal/informal institutions/relationships/norms; a local technical and industrial culture 

and institutional thickness; and a web of external trade/commercial relationships. 

However it was asserted that it is impossible to gather all the pre-conditions needed to 

succeed in the cluster or learning region fields; as a consequence an approach that 

capitalizes on the existing economic structures and takes into account the local 

economic and institutional particularities was advocated, instead of projects based on 

non-feasible regional development models; in practice, this still implies a strong 

emphasis on the traditional sectors. It was also suggested that partial solution for island 

development problems may come from market niches such as eco-tourism. However, 

such possibilities should not be expected to change the fortune of peripheral regions in a 

dramatic way. Yet in section 3.5, it was asserted that local governments in LFRs must 

focus on short term damage control in order to avoid a crisis scenario, which may imply 

the destruction of valuable assets in terms of entrepreneurship and in-between catch up. 

It was admitted that some islands cannot survive without external assistance. However, 

they are required to erase all market inefficiencies in operation, in order to acquire 

political legitimacy to confront national governments and EU institutions in their quest 

for extra financial support. Chapter 3 also acknowledges that islands cannot do much 

better than developing a buoyant tourism sector, trying to attract an OFC sector, and 

maximizing the amount of financial transfers available. 

An in-depth analysis of development paths available within the Information Society 

paradigm was provided in Chapter 4. The overtly-optimistic statements produced in the 

80s/90s "seem now embarrassing if not downright ridiculous" (Walbum, 2005: pg. 305). 

As a consequence of a lack of results on the 'technological front', most policy makers 
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ended up disillusioned and strongly convinced of the viability of the traditional 

clientelist approach. A review of the literature on the nexus ICTs' regional development 

was enriched by an analysis of political support for the ICT agenda in peripheral 

regions. It is now well accepted that the deployment of ICT tools risks exacerbating 
inequalities in peripheral regions. In the end, ICTs tools are helping "socio- 

economically affluent groups (global clites) to selectively bypass the local scale" 
(Graham, 2002). The risks of segregation/exclusion of entire social groups sectors, 

territories and countries are very real (Odendaal, 2003) and the expectations about ICT 

tools contributing to reverse the older hierarchies and spatial inequalities have never 

materialised. 

Great expectations were also attached to the ICT Revolution in the social arena. 
However, such expectations are definitely affected by the "vibrancy of local actors, their 

effort, commitment and opportunity to shape development" (Southern, 2002: pg. 697). 

In fact, when "aims, aspirations and choices made by those touched by problems of 

regeneration and development" do not exist, there is little room for successful 
development experiences even if supported by ICT systems (Southern, 2002: pg. 697). 

As stated by David (2003: pg. 249) "when unconcerned individuals are provided with 

computers and Internet access, not much changes". Other research projects developed 

show that the average citizen is really interested in the ICT Revolution, not for himself 

but for his children (Almeida et al, 2007). And it was suggested that ICT dreams are not 

supported by most voters, as the traditional investment strategy in infrastructures is 

more in line with their concerns about employment and 'meaning' for their lives. 

Chapter 4 suggests that there are reasons to expect measurable and tangible impacts 

from ICT investments. However, this positive relationship between ICT investments 

and productivity gains took about 20 years to materialise in core regions. LFR prospects 

are much more modest in nature, as only a few regions can benefit FDI investment in 

the ICT sector. It was also suggested that LFRs should not expect substantial changes in 

the international economic regime as the Information Society should be understood as 
being linked to the "continuation, consolidation, and extension of the established market 

paradigm" (Webster, 2000: pg. 69). And contrary to some radical Political economy 

approaches, Mycoo (2005: pg. 346) recognizes that "independent islands states can 

aspire only to the role of managers and mediators of the impact of global forces on their 
domestic, political, economic and cultural arenas". Finally, chapter 4 also suggests that 
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development opportunities available to LFRs are limited outside traditional sectors. 
However, it as suggested that a large scale adoption of ICT tools may result in an 
increasing number of firms trying to reach other geographical scales. Chapter 5 intended 

exactly to understand under which circumstances it would be possible. 

In order to understand the decision making behind the firm's adoption rationale, 
Chapter 5 formulates a conceptual framework that allows an integration of multiple 

strands of theory. As was clearly shown in Chapter 5, multiple rationalities are at stake 

concerning the ICT adoption rationale at the micro/small firms level. The model 

developed in chapter 5 permits an understanding of the current low adoption rates, as it 

is admitted that facts must speak for themselves even if what we hear is not in line with 

our expectations. 

The main finding that arises from Chapter 5 is that the adoption of complex ICT tools is 

not a better decision than a mere adoption of basic ICT tools. Contrary to what has been 

propagated by the EU, it is not advisable to suggest that large scale adoption of digital 

platforms would lead to a regeneration of the economic system. Chapter 5 also provides 

a conceptual link between the adoption of ICT tools and firms' history and suggests that 

the main contribution of the ICT Revolution may lie in the awakening of the 

entrepreneurial spirit. However, such a state of awakening risks favouring the most 
dynamic and capable firms. 

Chapter 5 also provides a description of the typical firm, which may be categorised as 

very small in size, inward looking, not integrated in supply chains, and managed by 

OMs concerned with multiple objectives. Most entrepreneurial events are the result of 

easy access to investment opportunities after joining the EEC in 1986. As shown in 

Chapter 6, about 2/3 of firms arose after 1986. 

Chapter 5 tries to understand the link between the adoption of ICT tools and the survival 

odds of local firms. From the RBV and dynamic capability approach it is possible to 

understand the adoption of ICT tools as competence developers concerning learning 

capabilities and a state of alertness to investment opportunities. Some dynamic 

capabilities may be experienced via e-learning. In the end, chapter 5 tries to integrate all 
strands of theory in a single adoption model informed by a simple costibenefit analysis. 
Such a model is believed to suggest potential drivers of the current status of adoption of 
ICT tools. 
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Chapter 6 deals with some methodological issues and presents the results of this 

research project. It can be stated that the digital revolution is another technological 

artefact hitting the island but not helping to boost development prospects. A direct 

translation of the 'standard' e-business model (based on digital platforms to reach 

distant customers) is not deemed possible, as digital platforms are not going to be 

adopted for the time being. Local firms lack competitive product and business models to 

reach the external markets. As stated by Morgan (1997) "decades of economic decline 

and lack of competitive products cannot be reversed overnighf'. Despite the fact that 

most firms avoid adoption of complex ICT platforms, this does not mean that such 

technologies are largely ineffective. 

The intense and efficient use of ICT tools is not neutral, as it activates a selection 

mechanism at the expense of more traditional firms. The ICT Revolution is accelerating 

the on-going process of 'natural selection' of business concepts and family firms. The 

survival of efficient firms, still locally oriented, will result from the disorganisation/re- 

organisation of the market. But in the end, entrepreneurial capabilities will be lost 

beyond recovery. I suggest that the on-going process of adoption of ICT tools, delimited 

by the geographical constraints and island development path is a neutral tool from an 
industry mix point of view, as no process of diversification is visible. However, from a 
'subject' point of view, the Internet may have negative consequences. Nevertheless, it 

must be acknowledged that the Internet is not the leading actor, as the fate of most firms 

is dictated by outside influences and internal weakness, namely the on-going reduction 

of financial transfers and the lack of resources to deal with 'intangible' factors. In fact, 

this research project contests the deterministic approaches that conceive the ICT tools 

"as reified agents of economic transformation in their own righf', as their impact is 

marginal and reinforces what is going on (Graham and Marvin, 2002: pg. 38 6). 

It was shown that a digital platform cannot replace old communication technologies; an 

increase in market share based on on-line shopping is not a credible assumption as the 

adoption rate of on-line shopping is low and most web pages only take a brochure-ware 

approach. However, the adoption of ICT tools may be linked to the development of 

dynamic capabilities such as learning, which may impact survival odds of the firm. 

Another of the main ideas of the thesis is that a total replacement of managerial systems 

is not possible. The managerial systems in place are highly informal, opportunistic and 

unplanned in character. It was also shown that most firms are ready to pursue growth. 
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However, all the evidence suggests that the development of niche markets in cyberspacc 

seems unviable, and, as a consequence, most firms are still focused on the local market. 

It was also suggested that one of the main effects of the use of the Internet tools is the 

reinforcement of discrimination factors at work at the firm level. An efficient use of all 
information available on the Internet improves the competence level of those OMs 

capable of profiting from the increased access to information. In the end, as stated by 

Lumpkin and Dess (2004: pg. 170), "what may be good for a few companies has been 

devastating for others". An efficient user of the Internet is accelerating/activating the 

selection mechanism. The most innovative firms are gaining advantage in terms of 

supplier selection, prices and offerings. As a consequence, they are better equipped to 

survive the current demand crisis. 

7.3 Main achievements of the thesis 

It is time to suggest answers to the questions addressed in chapter 1, nevertheless 
influenced by the results provided above. 

As seen in previous chapters, an answer to the general research question demands an in- 

depth analysis of a plurality of theoretical frameworks, as the Information Society 

project cannot be understood as a deterministic and isolated force hitting the island. The 

general research question can only be answered taking into consideration some critical 

results coming from chapter 3 and chapter 4. 

The research question inquired to what extent ICT adoption/diff-usion by SME can 

possibly contribute to the development and modernization of a unique region such as 
RAM (or "is there a digital solution for development problems in periphcral/remote 
islands? '). Given the importance attached to the information society concept, it is 

deemed important to ask if a large scale adoption of ICT tools could make a difference 

to the fate of peripheral regions. 

It can be said that, yes, they can contribute to the development and modernisation of a 

unique region such as RAM, but not as expected by the overoptimistic accounts. 
Efficient use of the Internet increases survival odds of innovative OMs at the expense of 

more traditional business concepts. Efficient use of all Internet functionalities is helping 
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innovative OMs to replace family-run firms managed by older OMs. In the end, a 

reduced number of firms should be expected as the selection mechanism has also been 

activated by the on-going economic crisis. However, the importance attached to the 

Internet must be qualified as the Internet is only accelerating the on-going selection 

mechanism. As stated by Roberts and Thompson (2003: pg. 69) macroeconomic 

policies that affect aggregate demand patterns are highly influential in shaping the 

development path of a peripheral region rather than technological revolutions. Adapting 

from VAland and Heidi (2005: pg. 504) it can be stated that the Internet "can do very 

little to change the course of the incident (i. e., lack of competitive products)..., to use 

the analogy of physics, it is difficult to change the direction of a heavy object (economic 

and historical path) that is travelling with great speed". 

As stated above, this research project contradicts the most over-optimistic accounts 

concerning the alleged Internet advantages. I am not saying that a large scale adoption 

of ICT tools is irrelevant. What is evident from Chapter 6 is that the mitigation of 

geographical constraints and competitive problems should not be expected. 

And what can local firms do to affect their prospects in the information society 

era? 

As seen in Chapter 6, there is large scale adoption of basic ICT tools. The fact that most 
firms use all Internet fanctionalities available also emerged. In fact, it was shown in 

Chapter 6 that the Internet may help. local firms to overcome the traditional dependence 

on mainland suppliers. It was also evident that the Internet is a 'space shrinking' 

technology, concerning the early knowledge of innovative concepts and products. 

Thanks to the Internet, some OMs are able to accelerate the pace of introduction of new 
business concepts and innovations (See Figure 6.3). However, contrary to what is 

expected, the 'space-shrinking experience' properties of the Internet are not related to 

access to external markets based on c-commerce platforms. Local firms remain 'in-ward 

looking' despite efforts to 'look outside' in terms of technological/marketing scanning. 
That is, the 'Internet experience' is reverted into competitive advantages at the local 

level. But it can be suggested that those firms able to capture such advantages in terms 

of early access to relevant information are increasing their prospects. But, the 
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'intelligent use' of the Internet favours; a non-representative segment of firm's' 

population (that is, the younger, literate and skilled generation and multiple 

entrepreneurs) and as a consequence, it may represent another discriminatory factor 

working against the family ran business. 

Which factors condition ICT adoption at the SME level? 

The adoption of basic ICT tools such as Internet access and e-mail is almost universal. 
But the adoption of complex ICT tools such as web sites is conditioned firstly by 

business case and secondly by resource availability and external orientation. Externally 

oriented firms adopt web pages and e-cominerce facilities in order to comply with 
industry standards. Larger firms and local groups adopt complex ICT tools even if 

business case is missing. 

And contrary to what was expected, small firms, as opposed to their larger counterparts, 
do not show a significant disadvantage in the adoption of basic ICTs tools such as 

access to the Internet and e-mail (Lucchetti and Sterlacchini, 2004: pg. 164). But there 
is a clear divide in terins of access to resources and external orientation in terms of the 

adoption of relatively complex ICT tools. 

What are the similarities/differences between the ICT adoption process in the RUP 

context and in the core regions? 

Firms operating in RAM adopt ICT tools according to the same adoption drivers e. g. 
business case, geographical orientation and resources availability. However, the 

adoption rate of complex ICT tools is below expectation, at least according to the EU 

normative framework. Preissl (1995) considers the low ICT adoption rates to be a 
'paradox' due to the alleged ICT related advantages. Given the ICT adoption gap (in 

relation to the core regions) North and Smallbone (2006) argue that it would be an 
ironic result if the Internet (despite the alleged death of geographical properties and 
distance shrinking benefits) contributed to making rural areas even more peripheral and 

marginal. This research project provides another ironic result. But given the lack of 
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business case to adopt complex ICT tools, it is argued that adoption rates may in fact be 

above expectations. Most firms adopt based only on prestige and visibility 

considerations. 

Concerning similarities and differences regarding the adoption rationale in RUPs and in 

core regions, it must be highlighted that the focus should be placed otherwise. While in 

core regions access to external markets are crucial to understanding the ICT adoption 

pattern, in RUPs the analysis should be focused on the intense but invisible use of the 

Internet. An innovative use of the Internet is not linked to e-commerce platforms but to 

an intelligent use of the information available in the Internet. 

What kind of impact results from ICT adoption/use in terms of productivity, sales 

growth and learning and technology trajectories? 

As expected, there are no significant differences concerning performance indicators 

(sales level, sales growth, employee's growth) between adopters and non adopters of 

web pages. A stated before, the adoption process 'started' in 1999/2000 and the level of 

adoption of e-commerce platforms is negligible. Thus, most firms have no access to an 

extra 'sales channel' and an increase in terms of productivity/performance indicators 

should not be expected, as such increases in productivity ratio is mediated by 

intermediate measures. In fact, an evaluation of ICT impact requires a large time 

horizon, and there are reasons to believe that productivity gains based on e-commerce 

sales will never occur in RAM. 

The impact of the Internet in terms of sales growth is intrinsically linked to innovative 

use of the Internet measured in terms of access to the best suppliers and prices. Such 

advantages may rather be translated into consumer surplus than financial market 

performance. However, such advantages are always converted in terms of customer 
loyalty and long term performance. However, it is evident that local firms are attached 
to the first adoption philosophy, i. e., as ICT tools are employed to automate firm's 

administrative tasks and other procedures such as technological scanning and 

procurement. 
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Is there a digital solution for the geographical constraints faced by islands? 

My final comment concerns the fact that it is no longer possible to mask 'structural 

weaknesses' by persuading firms to pursue miraculous technological solutions. After a 

brief period of 'illusion', it is time to go back to basics, that is, to build up solid 

economic foundations and seize all opportunities available. In the end, local firms are 

doing their best given the circumstances, but can be severely affected if demand 

prospects are damaged by a macro-economic shock. 

As stated in Chapter 1, the European Commission would like to see RUPs as 

laboratories to base experiences in the ICT field (See Chapter 1). But the RUPs can only 

provide evidence to suggest how 'isolated development episodes' (such as a large scale 

adoption of ICT tools) can only waste resources and hope. As stated in chapter 6, the 

main conclusion reached from the research is that there is little sign that SMEs in RAM 

see the Internet as a critical agent of change. As stated by Levy and Powell (2003: pg. 

180) "SMEs have considered the role of the Internet for their businesses, but their 

approach is generally cautious as most firms do not see the value of the Internet (that is, 

digital platforms) to their growth strategy". In fact, local OMs are well informed about 
local parameters for competitiveness and are interested in pursuing a growth agenda. 
However, they do not conceive of the Internet as 'growth enabler' as they do not pursue 
high tech dreams. 

And despite the fact that the adoption of ICT tools may improve the competitive levels 

of some firms, in the end, the Internet may contribute to lessening the amount of 

opportunities available as a rarefaction of firm density should be expected. Contrary to 

what was expected by the European Commission, the use of the Internet does not open 

new markets abroad or market niches in the islands. Instead of enlarged market 

potential, a concentration of market share is more likely, and winners and losers will 

experience a different fate. In conclusion it can be asserted that EU policy is another 

example of policy transfers and technological determinism, and supply-side measures. 

In the meanwhile, some micro/small firms are experiencing new managerial tools and 
developing new businesses concepts. But such experimentation will never replace the 

exuberance experienced in the 80s/90s when hundreds of firms emerged to explore 

market opportunities. And based on Graham (2002: pg. 26) it can be stated that the 

357 



RAM case study may be understood as an example of how the Internet "allows socio 

economically affluent groups selectively to bypass the local scale". 

It is also evident that the reduction of financial transfers limits the potential to mask 

structural weakness and poor performance "by both transparent and hidden assistance" 
(Copus and Crabtree, 1996: pg. 47). There are no 'magic bullet' events that may 

compensate for market inefficiencies or the lack of market potential. In the end, the 

weakness of the traditional island discourse focused on articulation of how difficult life 

is on the island and the standard neo-liberal discourse is visible. There is evidence to 

suggest that firms operating in RUPs may be efficient and growth oriented. Some firms 

experience increased complexity in terms of the portfolio of strategies and processes. 
However, the local OMs are still lobbying for similar development strategies as they 

don't believe in alternatives. In fact, the final outcome of the progressive adoption of 

Internet based managerial practices is already foreseen; unless the amount of financial 

transfers is maintained and/or a miracle happens in the form of a new sector, intense use 

of ICT tools is linked to a selection mechanism that will end with large numbers of 
failures. It is evident that the final outcome of the on going process of adoption of ICT 

tools will be determined by macro-economic policies rather than enterprising behaviour 

or adoption innovations. The RAM case study does not conform to the stereotype of a 
backward, isolated, powerless and 'anaemic' region. On the contrary, the island 

experienced very impressive growth records and a large number of individual's 

I condemned' to emigration have been able to pursue successful corporate experiences. 
It should not be assumed that most regions can easily developed alternative sectors from 

scratch and pursue a competitive agenda based on FDI and the development of high- 

order location factors such as cultural amenities, high number of highly qualified 
individuals, etc. In fact, neither policy makers nor OMs believe that it is reasonable to 

expect results from such approaches. 

ICT tools can have positive, ambiguous or detrimental impacts on a region's long term 

development prospect (Gillespie and Richardson, 1996). Concerning RAM, there are 

reasons to believe that such impacts will be globally detrimental, but very positive for 

some firms. 
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7.4 Policy recommendations 

Our main conclusions seem quite sceptical and pessimistic about alternative (ICT 

based) development models to the traditional development strategies pursued in islands 

such as a high level of investment in infrastructure fuelled by financial transfers. As a 

consequence further explanation is required about this research project's main 

conclusion. As noted in section 3.7 it was my concern to discuss alternative paths which 

are compatible with the initial conditions in peripheral regions and to identify feasible 

growth paths (Lovering, 1999: pg. 7). 1 was also interested in avoiding empty 

discussions based on a simple checklist of pre-requisites that cannot be developed for 

the time being. This research project acknowledges that some factors can be influenced 

by public policy and some that cannot to some extent (such as a positive attitude 

towards technology). Structural changes are partly beyond the control of local 

policymakers and entrepreneurs and some growth paths (such as industrial clusters and 

learning regions) are not attainable in small islands for the reasons explained in Chapter 

3. The driving forces behind the on-going changes do not operate in a linear manner, but 

in a complex, interactive and quite often dependent (from outside forces) manner at 
different multiple scales. 
I am not entirely pessimistic as it was shown that the most successful firms are using the 

Internet to tap into opportunities that transcend the island. However 'as they grow they 

leave the island' and further growth is not translated in an increasing number of local 

jobs. For example, one of the leading groups operating in the tourism sector is now 
based at Lisbon and dozens of jobs are now filled by residents at Lisbon. Another 

leading firm (operating in the construction sector) is now pursuing an 
intemationalisation agenda in Africa. However, such move is a response to the lack of 

growth opportunities in Madeira and only a dozen of key employees are moving to such 

distant places. As suggested before "what may be good for a few companies" may be 

irrelevant for others (local unemployed individuals) (Lumpkin and Dess, 2004: pg. 
170). As a consequence the local government must try to persuade such firms to 

continuously invest in alternative niche markets in Madeira. We must admit that 

setbacks, stagnation phases, political incertitude and resistance from individuals should 
be expected as most individuals and firms operating in Madeira are not (ICT) winners. 
Further, this research project is based on a bottom-up approach. As a consequence the 

main conclusions are based on 'genuine', 'dissident' and 'sceptical' voices about the 
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alleged ICT advantages. We are not studying a well educated, cosmopolitan and 

sophisticated businessman class. It was quite evident that the ICT revolution is not 

understood as the critical ingredient to succeed in running a traditional, locally oriented 

and family based business. As expected local OMs do not believe in ICT related 

alternatives from a totalising point of view (ICTs as a solution for everything), as they 

are still operating based on traditional management/investment strategies. ICT tools are 

understood as a rather complementary and secondary management tool. However, there 

are reasons to believe that a new cycle of development (eventually related to the ICT 

Revolution) is expected and welcomed by larger entrepreneurs, yet is not welcomed by 

everyone (Tribuna da Madeira, edition of P of November). 

The convergence-divergence debate also suggests that short term solutions and a new 

economic landscape should not be expected in peripheral regions. There are reasons to 

believe that islands cannot really do anything really different to radically alter their 

geographical and economic context at least for the next couple of years. However, this 

research project should not be read as another dystopic analysis. The future stays ahead. 

As shown above, Madeira missed an extraordinary development opportunity in 2005 

when Yahoo executives discussed plans to ran their European c-commerce business 

from Madeira. Development miracles may happen. I am just writing this subject from 

an neutral point of view. As a consequence all efforts to help the future leaders, and the 

next generation of workers and entrepreneurs who will be entitled to reap the benefits 

from the on-going economic and technological development that Madeira is planting 

today, should be actively promoted. 

The present 

Most islands are caught in a historical and geographical trap that must be incorporated 

in the ideological construction of the island life. In order to manage the past, islands 

face today a scientific and political challenge. The traditional ideological construction of 
the islands economy concept faces a serious threat, i. e., a crisis of legitimicy. As stated 
by Copus (2001: pg. 545) "the economic potential of all regions (including those on the 
'periphery' in spatial terms) will become less closely related to location, and 
increasingly influenced by a variety of 'aspatial' characteristics", such as "links to, and 
information flows from, global markets and centres of economic activity". As a 

consequence, more scientific research is needed to reassign a central role to the classic 
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geography concerning the discussion of islands economic prospects. As suggested by 

the European Commission (2004: pg. 18) more science based research is needed to 
"determining the real extent of the alleged additional costs". 
As asserted in Chapter 3, islands should also manage to get an extra amount of political 
legitimacy. I advocate a science based strategy geared to provide evidence about the real 

cost of living and running a business on an island. As shown in Chapter 3, there are 

reasons to believe that some islands cannot survive without substantial financial 

transfers. Further, islands such as Madcira cannot pursue a really competitive FDI 

strategy as they have not fiscal autonomy to built-up a 'special' free trade zone. Most 

(dependent) islands are at disadvantage in the manufacturing sector. In fact, RUPs are in 

a 'no man's land' in terms of macro-economic management, as they cannot pursue an 

economic growth agenda based whether on traditional economic mechanisms 
(economies of scale, transport costs, economies of scope) or social (labour costs) 
dumping, in part due to their affiliation to the European Community. 

The local government is required to provide a 'smooth transition' from an infra- 

structural approach to a new development model, which is not yet clearly seen. When 

new firms replace established firms, there are some gains in terms of economic 

efficiency, cost advantages and modernisation. However such cost savings should be 

balanced against the social cost of the increasing rate of failure of traditional business. 

The fate of traditional firms must be assessed in terms of job and entrepreneurial 

capacity losses. There is a large consensus that new economic sectors and activities 

should be promoted to replace the lost jobs. However, it seems that the fate of most 

traditional firms is forgotten. The on-going changes in the traditional sector need to be 

examined to provide the opportunity for a well-informed social choice. More 

knowledge is needed about impacts of a changing economic context at the traditional 

and locally oriented firm's level in order to provide better guidance for policymakers. 

The future 

A new cycle of development is needed. RAM has succeeded in recovering from past 
failures and handicaps (the pre-1974 context) as large amounts of public investment 

were translated into top quality transport infra-structure and social infra-structure (eg. 

schools, hospital, community centres). Local inhabitants have access to a high level of 
basic social services similar to those levels provided in Europe (education, health). 
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The (past) regional development strategy was based on an infra-structural approach plus 

the development of an institutional infra-structure, which was the only politically and 

economically viable development strategy at the time (1976). In order to catch-up with 
Europe the local government 'lost' about 2 decades to recover from decades of 

marginality and marginalisation and large sums of money were invested in 

infrastructure and basic social infrastructure while other European regions were invested 

in training and R&D. And now, there are reasons to believe that, what Rodriguez- 

Rodriguez-Pose (2000, pg. 106) call "relatively easy and low risk strategy for regional 

politicians", is reaching its limits. Both the construction sector and the public 

administration cannot any longer guarantee sustained levels of economic and 

employment growth. Thus it is not possible to mask structural inefficiencies via 

investment in infra-structure fuelled by financial transfers. New sectors and niche 

markets must be developed from scratch in order to compensate for the inevitable loss 

of employment in the construction sector. 
It seems also clear that Madeira Island has not yet succeeded in the ICT revolution in 

terms of call ccntres, software houses, data entry industry, as it should be expected. But 

a coherent and long term oriented strategy in terms of positive attitudes towards 

technological artefacts is underway. As a consequence, we must look forward, to the 

next generation and the next innovation cycle. 

In order for Madeira to succeed both the local government and the civil society must 

encourage private investment but also consider other factors such as the demographic 

and attitudinal factors that will contribute to the islands success in the global market 

place. The local Government should help the teenager generation and yet-unborn 

generation via development of a pro-learning attitude; assist the development of the 

intellectual capital that will produce the information products that will fuel the next 

global cycle. Local leaders and government officials must set the tone for change and 

development based on a vision that is inclusive focused on the private sector and 

oriented to built-up a competitive, creative and entrepreneurial labour force. But the 

local government must take care of different generations with differentiated interests. 

That's why the local government must struggle for further ftinding. Adequate policies 

must help the new generation to thrive in the Information Society and help the elder 

generation to solve their problems. As seen above most OMs invested in assets with low 

mobility and most OMs combine both business strategies and way of life goals in 

complex ways; as a consequence they may be trapped in the current state of affairs and 

362 



very personalistic management models. It must be acknowledged that the firm's 

survival is dependent much on demographic and family dynamics as with strategic 
economic behaviour 

A new vision for the XXI century based on the exploitation of smallness and islands's 

uniqueness is really needed. But it should also be acknowledged the international 
irrelevance of Madeira in the global market place. Most sectors operating in islands are 
"like a hummingbird trying to fly alongside eagles" (Nelson, 2002; pg. 211). Islands 

producers and business opportunities are too small to be of interest of larger investors 

and multinationals, except in the off-shore zone. 
In the end, all economic actors operating in Madeira must recognised that islands must 

export or perish and as a consequence new areas in which exports are profitable and 

new development models viable should be envisaged. 
In conclusion local governments in islands must manage a double game, based on past 
(redistribution issues, access to extra funding, political legitimacy, etc) and 

present/future (development of new sector, positive attitude towards technology, a 

cultural revolution, etc) issues. 

Most studies offer an exhaustive 'ready to apply' list of policy measures. Based on all 

comments above I propose the following policy recommendations which are tailored to 

the particular circunstances and potential of Madeira: 

" ensure extra funding for science research related to local business strategies, 
OMs strengths and weakness; a subject analysis should be provided in order to 

maintain an open dialogue SMes managers 

" development of research programmes relevant to the Madeira Islands problems 

and futures whatever the results of such studies and analysis 

" dissemination of best practices in order to raise the profile of the Information 

Society project regionally; most OMs disbelieve ICTs based solutions for the 

island, as they don't conceive real and lasting benefits for the local economy and 

communities; local government must inform potential OMs about the new 
development paradigm and provide all support (funding) available; and the local 

government must ensure that there is clarity about the island prospects in the 
Information Society 

" stimulating of entrepreneurship and micro-business start-ups in the new 
economy; a very helpful project is on move, (the Road show for 
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entrepreneurship), as the high school context is target; detailed attention should 
be directed to OMs relatives in order to facilitate the migration of skills, social 

capital and funds to non-traditional sectors; 

improving the conditions, accessibility and training in terms of basic ICT skills; 

although most OMs exhibit an impressive amount of experience in terms of 

access and use of ICT tools, some difficulties in terms of 

evaluation/interpretation of relevant information are felt by most OMs 

9 harnessing the human capital of the local business community operating in the 

traditional sectors; the local government should actively seek to harness the 

energies, skills and financial resources of the traditional business class to help 

them to migrate to new sectors; local entrepreneurs and employees must be 

helped to look forward and continuously monitor and understand prospective 

markets and consumers; local entrepreneurs must be guided to accept that most 
traditional businesses are no longer viable and profitable 
facilitation of the growth of infant industries via facilitation of the migration of 

entrepreneurial skills from traditional sectors to new sectors; 

encouragement of the private investment that will contribute to the islands 

success in the global market place, that is, less bureaucracy and fiscal pressure 

on SMEs 

* to ensure a cultural revolution in terms of willingness to change and improve 

production quality, efficiency and efficacy 

to promote a new attitude towards growth and modernisation - an aggressive 

campaign for help the local society focusing on the economic areas that offer 

most growth opportunities 

* taking into consideration legal and fiscal concerns - the regional government 
should pay attention to the fiscal evasion problem as most SMEs managers 
believe that severe market distortions are hampering a smooth operation of the 

market mechanism 

* to ensure a leadership with long term vision, a development cycle focused on 

multiple election cycle; 

* improved intraregional transportation linkages to promote increased 

intraregional trade 
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to ensure an expansion of local research and R&D capabilities in order to 
facilitate the market forecasting compatibilities and the generation of new 

products 

development of managerial and technical skills at the secondary and university 
level; education and training programmes focused on training the workforce to 

use up-to-date technology and think like an entrepreneur; training focused on the 

acquisition, evaluation and analysis of relevant information and increased 

abilities to learn, act, adapt quickly; training in information gathering and 

analysis; more important than fight the info-exclusion is to integrate the Internet 

in people daily lives, however it should be accepted that a significant fraction of 

the local population can not be included in the Information Society 

" increased financial support and information to broadening the economic base 

and the pool of entrepreneurs 

" increased levels of participatory management 

" increased efforts in terms of market forecasting and tracking market trends and 

new product demands 

7.5 Research extensions 

The objective of this section is to put forward some issues that can be explored by other 

researchers. Research extensions should be pursued regarding an enriched profile of the 

innovative OMs. The diffusion of ICT tools is a progressive process and their effects are 

not yet evident for most actors. Thus there is scope to help local OMs to maximize the 

impact of Internet based technologies in their daily tasks. It would also be interesting to 

compare the RAM case study with another peripheral region, namely the Azores, in 

order to increase the 'statistical significance' of our results. As the political component 
has been so important in shaping the business culture, it would be most important to 

analyse an economic space free from such overwhelming influence. 

It should be recognised that further improvements can be introduced in our research 
design. Firstly, it would be advisable to collect data from the real population of firms. 

Firms belonging to the ACIF may be categoriscd as pioneers. However, such an 

adventure is reportedly not an easy one. 
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Related investigations are also feasible. The most important one, linked to the fate of all 

marginalised firms, should be placed at the highest priority level. What will happen to 

all those family run businesses that are struggling to survive? Will it be possible to 

translate the entrepreneurial experience to other experiments? What about the second 
(next) generation of OMs? 

Empirical applications are also possible. The learning process underlying the intense 

use of ICT tools should be subjected to an in-depth analysis in order to gauge the on- 

going process of adaptation and interference in the managerial praxis. Are the nexus 
ICT use/managerial praxis of mutual influence? 

To the extent that the RAM case study is unique, the transferability of the findings from 

the island to other peripheral rural areas is of course open to question. However, the 

island's characteristics, in particular its geographical isolation, business culture and 

political choices may lead to an understanding of the territorial dynamics and help other 

peripheral regions. 
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Annexe 

1. In rel 
N'CS [M V C.. " no 

Access to the Internet and/or to ernail in the 6Web page developed by an external firrn 
firrn 

II 

2Existance of electronic address of the firm 7At least one up-grade after initial 
development of the web page 

3Existance of web page of the firm 8Existance of a section/worker linked to the 
update of the web page 

4Existance of e-commerce functionalities in 9Year of e-mail/Internet adoption in the firm 

the finn (eg. on-line order) 
15Web 

page developed internally in the firm I Oyear of web page adoption in the firm 

II Number of computers in the finn 13 Number of computer with Internet access 
F2 -Number 

of employees who use the Internet 14Nunlber of employees who firequently accede 
I 

the Internet 

I 

1.1. Other software in use in the firm 
Yes No Yes No 

Accountancy software ERP and/or CRM 

Integrated management software Others (eg. Internet) 

2. 

Yes I No 

1. Please indicate whether you access the Intemet at home 

2. Please indicate whether you access the Internet at horne because of subjects related to your finn 

3. Please indicate whether you have ordered and paid goods/services via Internet 

3. 

1. Plans to install access to Internet and 
firm e-tuail adoption 

(1) very unlikely and (5) very likely 

Yes I No 

Yes I No 
2. Plans to adopt finn's own web page 
3. Plans to adopt e-commme 
functionalitics in the firni's web page (eg. 
on-line order) 

(1) (2) (3) (4) (5) 

1. Internal development of a web page 

2. Subcontract of the development of the finn's web page 
13. Wait until one is sure about the local tendency in tenns of web page adoption 
4. Wait for the actions of more direct competitors 

I 
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and 
(I)1 (2) 1(3) 1 (4) 1(5) 

1. use the web page for prornoti on/adverti sing 
F2. -Offer 

new products/serv ices via web page 

3. Add extra-functionalitics to the existing web page (eg. on-line payment) 

4. Internet adoption barriers: 
from Hý not imoonailt to (5) \cr, ii 
I1 (1) 1 

I Lack of knowledge about the ICTs and the Internet 

2 Lack of competence in the ICT area on the employees' part 

3 Lack of funds to invest on IT 

4 E-commerce as a non profitable investment 1-7-7 
5 Lack of financial support on the governmental institutions part 

6 Adoption cost above benefits 

7 Lack of interest on the customers'part in the Internet 

8 Very high costs of maintenance of the web page 

9. Lack of time and resources to invest in training 

10 Lack of time and attention to learn about the IT 

II Employees resist ince to the ICT adoption 

12 Technology not important in the sector 

13 Non adoption on the direct competitors' part 

14 Compatibility of the Internet in our daily practice very difficult 

15 Without enough knowledgec about ho" to adopt the Internct 

5. In case you have already adopted the Internet, please indicate the reasons for that: 
from (1) not imoortant to (5) very important 

II (1) 1 

I Pressure on the suppliers' part to use the Internet 

2 Pressure on the costumers' part to use the Internet 

3 Need to keep up with the evolution of the more direct competitors 

4 Opportunity for expansion and sales/market growth 

5 Pressure to reach operational efficiency/costS reduction 

6 Possibility to offer better quality service to the customers 

7 Internet as a standard technology in the industry 

8 Suggestion made by a friend/family/other businessmen 

9 Potential threat of reduction of the customers base given the adoption of a web page 
on the direct competitors part 

10 Web page as a prestigic factor 

II Competcnce and previous knowledge in the information technology area 
12 Experience resulting from the use of Internet at home 

13 Existence of firtn's employees with an high level of expertise in the field 
F 

14 Interest in the development of a new sales channel 

15 Promotions/support on the part of the web page firms 
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6. In case you have access to the Internet in the firm (or at home), please indicate the degree of use 
of the different functionalities provided by Internet: 

from (1) neN er to (5) verN frequentiv 
I1 (1) 1 (2) 1 (3) 1 (4) 1 

I Sendind/reception of e-mails from suppliers 
12 Sending reception of c-mails from customers 

3 Internal communication at the level of the finn 

4 Scanning of the local market I-T-7 
5 Scanning of the national and/or international markets 

6 Scanning of the most direct competitors 

7 Access to legal/goverm-nental information 

8 Access to on-line banking services 

9 Reception of digital products (eg. software) 

10 Search of inforniation about suppliers 

11 Purchase of goods/services via suppliers' web pages 

12 E-procurement 

13 Access to after sales service 

14 Promotion and advertisement of the products of the firm 

7-Evaluate the importance given by you to the following business aims: 
from (I) not important to (5) very important 

(1) (2) (3) (4) (5) 
Continuous growth in terms of sales, assets, etc -T7 
Achieve a reasonable standard of living 

High rate of profit of the firm 

Continuous improvement of the quality of the products/serv ices offered by the finu 
FB-emg innovative in the sector 
Continuity of the business in the family 

Detection of new markets 

Creating job opportunities for the family 

Self-employment 

Belong to the sector top-5 

from ( I) totally disagree to 

()j (2) (3) j (4) (5) 
1. Family and personal aims are more important than business aims, so I desire a 
growth path that conciliates familiar and business aims 
2.1 intended to develop all efforts needed to booster fin-ns growth prospect 
3.1 am satisfied with the current finn market share 
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9. In relation to the business strategy, please indicate which option best characterises your firm: 
from (I) not important to (5) very impoi-tant 

-F(l) T (4) -T- F (1) 
T-(ý2ý) 3ý 0) 

(5)] 

Strategy based on cost advantages/low price 

Strateg of differentiation of products/serv ices 

Strategy of (technological, organisational) innovation 

Emphasis on the wealthier market segments 

from (I) totally disagree to (5) totally agree 

10. Please indicate whether you agree or not with the following statements: 
from (1) totAIv disagree to (5) totally agree 

(I) (3) (4) (5) 

(1) 1 (2) 1 (3) 1 (4) 1 (5) 

The support provided by ICT qualified family/friends was very important to adopt the Internet 

My family members have a lot of practice using the Internet 

Without the family/friends support I would not have adopted the Internet 

The majority of other businesses is about to develop their own web page 

The majority of other businesses is about to adopt e-commerce 

-ET-1 I enjoy working with the Intemet/computers 

I use the Internet for leisure motives 

I think that the Internet is more important for my children than to use when managing the firm 

My technical competences concerning the Intemet are very high 

I can easily learn how to work with new computer programmes 

The e-commerce (eg. sales on-line) does not fit my business 

The level of competition is increasing in my sector of activity 

The prospects for the local economy are encouraging 

The prospects in terms of demand growth are not brilliant T-T-1 
The Internet will cause only Minor changes in our modus operandi 

The Internet is an opportunity to implement important organisational and strategic changes 

Our costumers are using the Internet to accede information about products and services 

We believe that we will lose our market share to our competitors if we don't adopt a web page 

We feel that the adoption/use if the Internet to compete in the local market as a strategic necessity 

In the near future the Intemet will be a standard technology in our sector 

The on-going economic evolution implies a new competitive strategy for our firm 
[The -use 

of the Internet implies an excessive waste of time 

Though the Internet is not very important at the moment, it may be a fundamental tool in the future 

We prefer to contact personally our suppliers/costumers 

The economic prospects favour a cautious approach in terms of investment 

F_ _____T_ experience using the Internet is rather low 

The current market/society trends strongly advises the development of new dynamic capabilities (eg. 
ICT systems, etc) 

FI do 
-believe 

that ýirms Wýwith 
a 
=web 

page 
=have 

comýjeýaaýages in the local rmn=arkct 

Preference for the traditional communication methods (telephone, fax, personal contacts) 
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I Year of the foundation of the finn II 

Number of years as a businessman 

businessman 

Number of employees of the finn at the beginning of 2006 
FN-umber 

of employees of the finn in 2003 

Number of employees with a university degree 
FN-umber 

of business/professional associations that you take part 

Number of direct competitors 
FN-umber 

of suppliers of the firrn 

Number of fairs trade in which you participate 

II yes 
I :: ý=110 

Existence of annual business plan (with definition of growth aims, sales goals, etc) 

Sales to the exterior (mainland, Azores) 

OM with an engineering formation 
FFo-nnal 

cooperation with official institutions 

Fon-nal cooperation with other firms 
FA-ccess 

to subsidies (from any regional/national/EU) 
Availability of training to the employees of the firm 

Realisation of advertisement campaigns in daily newspapers and/or radio and /or television 
in a recent past 

I 

Introduction of process innovations (quality certificate, introduction of computer systems, 
etc) 

Introduction of organisational innovations (reduction of hierarchical levels, wage 
incentives) 

Introduction of early innovations in RAM in ternis of products 
FA-ffiliation 

to a group 
Creation of new fimis in the last 3 years 

1 -10%-0% 1 0%-5% 1 5%-10% 1 10%-15% 1 15%-20'1, ) 1 200N, 251N, 1 250/,, -301,, ) 
1 300%or more I 

10-50.000 1 Till 100.000 1 Till 250.000 j Till 500.000 1 Till 1 . 000-000 1 Till 2.500.000 1 Till 5.000.000 1 5000000 1 
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