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ABSTRACT

This article makes a comparison between
the concepts of industrial clusters and dis-
tricts and the evidence provided by two en-
terprise agglomerations in the Colombian
garment industry. A survey conducted in
1998 among production groups located in
Bucaramanga and Medellin, confirmed the
relevance of Industrial Districts in the re-
cent development of Colombian textile and
garment industry. In addition, the study evi-
denced the presence of some cluster ele-
ments in both Medellin and Bucaramanga,
even though there are some differences be-
tween the two. However, both clusters are
characterized by low firm specialization lev-
els and poorly developed enterprise net-
works. This situation could prevent both
externa and internal economies, and collec-
tive efficiency. Backward linkages are poor
in both clusters. Forward linkages are stron-
ger and retailers play a crucia role in the
commercial phases. The prevailing strategy
in most enterprises has been to internation-
alizemany of the phasesinvolvedinthepro-
duction process. However, Bucaramanga's
firms have entered global production and
marketing networks whereas those in
Medellin are mainly oriented towards the
national market. Moreover, the two clusters
have been devel oped under different policy
regimes which have affected their structure
and performance.

Key Words: Cluster, clusters, agglomera-
tion economy, industrial districts, industria
economy, industrial organization, industry,
agglomerations, garments, textiles.

REsuMEN

Este articulo contrasta las nociones de clus-
ter y distritos industriales con la evidencia
empirica de dos aglomeraciones empresaria-
les del sector de las confecciones en Colom-
bia. A partir deunaencuestaaplicadaen 1998
en los grupos de productores situados en
Bucaramangay Medellin, los resultados del
estudio confirman larelevanciadel concepto
de Distritos Industriales en € desarrollo re-
cientedelaindustriatextil y de confecciones
en Colombia, y evidenciala presenciade al-
gunos aspectos de cluster de empresas en
ambas ciudades, Medelliny Bucaramanga, a
pesar de que cada una tiene caracteristicas
diferentes. Sin embargo, ambos cluster se
caracterizan por un bgjo nivel de especializa
cién de las firmas y un pobre desarrollo de
redes de empresas. Esta situacion puede im-
pedir tanto las economias externas como in-
ternasy la€ficienciacolectiva. Los vinculos
anteriores son débilesen ambos clusters. Los
vinculos posteriores son més fuertes y las
empresas satélitesjuegan un pape crucia en
las fases comerciales. La estrategia prevale-
ciente en lamayoria de las empresas ha sido
internacionalizar muchas etapas de los pro-
cesos productivos. Pero solo las firmas de
Bucaramanga han entrado en redes de pro-
duccién globa y comercializacion, mientras
que las firmas de Medellin estén orientadas
hacia e mercado nacional. Ademés, los dos
clusters se han desarrollado bgjo diferentes
regimenes de politica econdbmica y esto ha
afectado su estructura y su desempefio.

Palabras clave: Cluster, clusters, economia
de aglomeracion, distritos industriales, eco-
nomiaindustria, organizacion industria, in-
dustria, aglomerados, confecciones, textiles.
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Introduction

The debate over industrialization strategy in
developing countries has recently focused
upon the possiblelessonsto belearned from
the success obtained by Small and Medium-
sized Enterprises (SMEs) in the developed
countries. The experience of agglomeration
and clustering of SMEs, and the collective
efficiency resulting from this form of orga-
nization, have contributed to the successful
performance of many SMES in recent de-
cades (Schmitz, 1995a).

Indevel oping countries, small enterpriseshave
traditionally been seen associdly desirableas
a strategy for job creation and better income
distribution, but their economic viability has
often been questioned. Small enterpriseshave
rarely been ableto achieveinternational com-
petitiveness and their productivelifeisgener-
aly short. However, Industrial Districts (1Ds)
have proved that SMEs can be profitable and
strongly contribute to a country’s industrial
growth (Rabdllotti, 1994). The evidence pre-
sented by several studiesin developing coun-
tries demonstrates that the district modd of
industrial organization may be a useful start-
ing point for efficient production and com-
petitiveness. However, the diversity of
experiences and the heterogeneous socioeco-
nomic redities of these countries, as well as
the different processes by which firms and
sectors are restructured and transformed, al-
way's need to be taken into account.!

1 See, among the others, the special issue of World
Development (Vol.27 No.9, 1999), Bagella (ed.),
1996, van Dijk and Rabellotti, 1997, Di Tommaso
and Rabellotti, 1999, Nadvi and Schimtz, 1994,
and UNCTAD and Deutsches Zentrum fur
EntwickJungstechnologien,1994.

This paper analyzes the devel opment of the
textile and garment sector in two Colom-
bian regions, using the ID model as an in-
strument of interpretation. Theltdian variant
of 1D isthe benchmark for the present analy-
sis (Becattini, 1987, Markusen, 1996). This
paper is not meant to be a feasibility study
for this model in Colombia, and does not
ask the obvious question of whether ‘Co-
lombiais Italy’, or if this country has the
same historical and socioeconomic features
that made several Italian IDs so successful.
Instead it aims to test the relevance of the
ID concept in understanding recent devel-
opments in Colombia’s textile and garment
(i.e. fashion) industry. This is attempted in
two Colombian cities, Medellin and Bucara-
manga, which are traditionally known for
their fashion production.

Thetheoretical hypotheses are presented and
discussed in section 2. The empirical analy-
sis has been carried out through a survey
questionnaire administered to 50 enterprises
of the sector in both cities.? The results of
the survey are presented in the third sec-
tion, and are compared with those elements
that the literature has defined as being typi-
cal of the Marshallian industrial districts
(Markusen, 1996). The study concludes
with a short summary of the main results
and their implications.

2 The survey employed the same methodology used
to study enterprise clustering in Italy, Europe and
Asiain adifferent project (TSER -European Union
project “SME in Europe and East Asiaz Competi-
tion, Collaboration and Lessons for Policy sup-
port’, see Guerrieri et al., 2001).
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1. Networks, Clusters, and
Industrial Districts. Theoretical
Hypotheses of the Analysis

A network may be defined as a group of
persons sharing a common cultural, eco-
nomic, socid, or politica objective? Initialy,
it can exist independently of its members
physical proximity because it is based on
their exchanges of communications; never-
theless, the frequency of exchanges reveals
the different levels of bonding between the
participants. Thus, therange of relationships
isshaped by the affinity of the objectivethat
binds them, and by their spatial proximity.
Intheindustrial districts, the network isfre-
guently based on the mutual trust among the
participants, with ensuing reductions in
transaction, coordination and control costs
for the productive activity (Schmitz, 1999b).

Although in principle geographical proxim-
ity is not essential to a network existence,
in a strict sense, a cluster is defined as a
group of enterprises spatially close, and spe-
cialized in the development of a similar or
the same product (van Dijk and Rabellotti,
1997).# Thisform of organization generates
additional benefits not only for the enter-
prises but for the cluster as a whole. Thus,
product specidlization stimulatesthedivision
of labour, enhances product differentiation
in order to obtain competitive advantages,
and increases the flexibility of the produc-
tive process, a consegquence of its decen-

3 For example, an enterprise, ethnic, or profes-
sional association.

4 Studies on clusters also followed the path-break-
ing analysis of Porter (1990).

tralizationinto smaller production units, and
that of the product, in order to respond to
variable market conditions.

Formally, clustering fosters three types of
economies: the economies of scale that are
generaly the result of work division and
intra-cluster specialisation, the economies
of scope gained by producing different
products and using the same productive fac-
tors, and the external economies. In prin-
ciple, an externality of production is a
situation in which the production function
of afirm is affected by activities carried
out outside the market.

The concept of external economy, intro-
duced by Marshall (1890) is related to the
increasein the knowledge about marketsand
technol ogiesthat |ocalized industria produc-
tion brings about. This may also occur
through the creation of a market for quali-
fied jobs, specialized services or support
industries, the possihility of dividing the pro-
ductive process into specialized phases that
can be easily decentralized, and finally, the
improvement of physical infrastructures.

The agglomeration economy is a particular
type of external economy. This concept is
derived from thetheory of neoclassical static
equilibrium, inwhichindividual enterprises
interact within anonymous markets. A dis-
tinction is frequently made between two
types of agglomeration economies; the lo-
calization and the urban economy. The
former derives from the spatial concentra-
tion of enterprises belonging to the same
industry, the latter from localization in an
urban area, endowed with infrastructure,
information and labor markets.
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Agglomeration economies are usually char-
acterized by anindustrial organization of the
cluster type. Schmitz (1995a) uses the term
collective efficiency to portray the benefits
accruing to firms working in acluster. This
concept has two aspects:

a) External economies increase with spa-
tial agglomeration. These economiesin-
clude the local supply of skilled labor,
and easier access to suppliers of raw
materials, components, new machinery
and special equipment.

b) The cohesion, or ‘glue’, achieved by
working together through business as-
sociationsand production consortia. This
aspect can be divided into two elements:
(i) cooperation between individual firms,
of avertical or horizontal nature; (ii) col-
lective action on the part of groups of
firms in a cluster and of loca institu-
tions, thusimproving business conditions
for the cluster firms. This may imply
government lobbying, information and
service provision, set-up and implemen-
tation of technical institutions.

Schmitz, however, (1995a) rightly notes that
a cluster by itself does not necessarily pro-
ducethese effects. Whiletype () effectsmay
originate without any effort on the part of
the participants, type (b) effects need to be
constructed by the participants, with the
eventual help of local institutionsand organi-
zations.® The ID may be seen like atype of
cluster in which type (ii) effects are present.

5 He differentiates between ‘earned’ and ‘ascribed’
trust to emphasise the active attitude required for
the former (Schmitz, 1999).

Since Marshall’s time (1890), a huge vari-
ety of definitions of 1D have been proposed
intheliterature. Marshall himself defined the
industria district as a cluster characterized
by at least some degree of division of labor
aswell as by an ‘industrial atmosphere’, a
consequence of the dynamic effects of in-
dustrial growth, which fosters the creation
and diffusion of knowledge and technical
skills.®

The concept of industria district hasevolved
over time with the increasing complexity of
industrial activities.” In asense, the “model
of ID” is often considered to be a list of
stabilized phenomenaused in order to orga-
nize empirical investigations and make com-
parisons possible (Rabellotti, 1994). It
represents a naturally generated form of in-
dustrial and social organization, withitsown
specific characteristics that are the result
of social and historical eventsthat have con-
tributed to its creation and growth.

Within such a context, characterized by a
multiplicity of agentsof complementary and
competitive enterprises, and without a hier-
archical decision-making process, the key
element is specialization. The blend of co-
operation and competition promotestherapid
circulation of ideas and improves firms'
performance. Collective capabilities are de-
veloped, and the entire community of small

6 See Pietrobelli (1998) for an empirical test of the
concept of ‘industrial atmosphere’.

7 See for example Pyke and Sengenberger (1992)
who focus on the idea of a productive system, with
a network of participants sharing trust and inter-
dependence, or Holmstrom (1993), who defines
the industrial district as a moral community.
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enterprises obtains some economies of scale
that had previously been reserved for large
enterprises. A high degree of adaptability,
flexibility and propensity to innovate are
additional characteristic elements of an ID
that the literature has frequently stressed,
and which are often obtained as a result of
collective processes of decentralized coop-
eration in decision-making and strengthened
by the culture and know-how accumulated
by local agents.®

Inthispaper, we utilize the operational defi-
nition of 1D proposed by Markusen (1996),
who describes a model of a Marshallian ID
focusing on the presence of the following
main elements:>1°

* Predominance of SMEs in the local in-
dustria structure.

» Geographical and industrial concentra-
tion of SMEs.

8 In turn, the locally available collective capabili-
ties often augment the supply of technical skills,
and of support services for production, sparking a
virtuous and cumulative circle (Bagella and
Pietrobelli, 1995).

® Following her analysis, other types of enterprise
clusters are: hub-and-spoke, satellite platforms,
and state-anchored industrial districts (Markusen,
1996).

10 The only operational, and legally recognized, defi-
nition of an ID was introduced with the Italian Law
N.317/1991 on the “Promotion of small and me-
dium-sized enterprises’. This law foresaw the pos-
sibility of financial support for the district itself
and not for its individual enterprises. In a later Law
(N0.21/4/1993) the Ministry of Industry gave the
precise statistical criteria that each region should
use in the individualization of a district, which are
as follows (for each geographical area):

« Strong presence of manufacturing activity in
the area (more than 30 per cent of the na-
tional average)

» Decision-making onthe part of indepen-
dent firms.

» Highlevel of decentralization of the pro-
ductive process, often through subcon-
tracting.

* Important trade and exchanges among
the agents within the district.

* Economiesof scalerdatively smal at the
enterprise-level, but high at the district-
level.

» Substantial economies of scope, a con-
sequence of product differentiation.

» Flexibleand efficient local labor markets.

e Important local cultural identity.

e Important role of local institutions.

* Dynamic entrepreneurial commitment to
compete asto quality, flexibility, and in-
novation.

The present study on thetwo Colombian cases
of the cities of Medellin and Bucaramanga
seeksto examinewhether these | D are present.

» High enterprise density (a presence of enter-
prises in relation to the population that is larger
than the national average).

» High productive specialisation (greater than 30
per cent of the national average in terms of
employment). Monosectorial districts are
therefore favoured.

» Substantial employment in the specialisation
sector of the area (more than 30 per cent of
the total manufacturing activity in the area).

» Strong presence of SMEs in the area (more
than 50% of the enterprises in the sector must
have less than 200 employees).

In reality the law has not operated as expected

(Achilli, 1999), and traditional areas unanimously

recognized as IDs (e.g. Carpi and Sassuolo in Emilia

Romagna), would not quaify as ID according to this

statistical definition. Moreover, this would exclude

areas where large enterprises play an important role
together with SMEs (as in some areas of Italy’s

Mezzogiorno), or where many productive special-

izations coexist, as in the case of urban districts.
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2. Studieson SME Clustersin Latin
Ameica

The SME sector accounts for much of the
labour force and production in most Latin
American countries. Some of the SMEs are
organised in clusters, which are often very
diverse, but tend to consist mainly of micro
and small firmsinvolved in low-technology
activities, such as garments and shoes, with
low barriersto entry and low industrid rents.'t
Generaly speaking, it seems that SMEs in
Latin Americahaveused clustering asadtrat-
egy for self-defence rather than as a means
to build up dynamic competitivenessthrough
inter-firm learning and technol ogical upgrad-
ing (Albaladgjo 1999).

While there has been in-depth research into
some of these clusters in Argentina, Brazil,
Mexico and Peru, the authors have found no
evidence of such efforts on Colombia. Let
usbriefly review someof the studieson SME
clusters in the region, to enable useful com-
parisons to be made with the present cases.

Inthe Sinos Valley cluster of shoe-makersin
Brazil, there are around 1.800 firms —most
of them SMEs— of which 500 are shoe pro-
ducers, supported by 700 service companies
and 200 component firms (Schmitz 1995b,
1999). The spatial concentration of the clus-
ter has attracted the attention of export agents

1 Of course, there are exceptions to the rule. For
instance, Altenburg and Meyer-Stamer (1999) dis-
tinguish between survival clusters, mass produc-
tion clusters, and clusters of trans-national
corporations in Latin America. The emergence
of an SME cluster revolving around Intel in Costa
Rica is a good example of more advanced clusters.

from al over the world. In 1990, the cluster
accounted for close to 10 percent of world
exports of leather shoes, having started from
zero in 1970 (Schmitz, 1995b). Competitive
pressures have been felt by local producers
due to the opening of the Chinese economy
to international markets.

Mexico's footwear industry is mainly lo-
cated in two clusters: Leon, which special-
ises in men’s and children’'s shoes; and
Guadal gjara, specialising in women'’s shoes
(Rabellotti 1997, 1999). Both clusters to-
gether account for two-thirds —over 4.000
firms— of all Mexican shoe producers.
Most firms are small or very small in size,
and family-owned. The Mexican shoe-pro-
ducers have also suffered because of cheap
shoe imports from China.

Lima's‘Complejo Gamarra isthe most im-
portant garment cluster in Peru (Villaran
1993, Visser 1997). It has over 3.000 busi-
nesses that include final producers, subcon-
tractors, trading firms and input suppliers,
al of them engaged either directly or indi-
rectly in the production and marketing of
garments. The ‘El Porvenir’ cluster in the
city of Trujillo, Peru, consists of 1.000
small and micro firms that account for 35
percent of the Peruvian domestic shoe mar-
ket (Tavara 1993).

The cluster of Cachoeiro de Itapemirim in
Brazil isavery interesting example of aspa
tial concentration of SMEs in a resource-
based industry, granite (Sabadini 1998). The
cluster hosts 500 firms —of which 300 are
stage firms— accounting for almost 80 per-
cent of Brazilian exports of solid ornaments
in marble and granite.
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In Sao Bento do Sul, Santa Catarina, Brazil,
there is a furniture cluster with 120 plants
employing about 6.000 workers, ddmost one
half of theurban population (Bercovich, 1995,
Bagedllaand Pietrobdlli, 1997). Thiscluster has
for the most part been developed since the
early 1970s; in 1992 it exported US$ 60 mil-
lion, amounting to about 50 percent of Brazil-
ian furniture exports. A marked productive
specialisation has been observed in this clus-
ter, and medium-sized vertically integrated
enterprises (i.e. with about 200 workers) co-
exist with many SMEs. The increase in ex-
portsfrom the Sao Bento do Sul cluster istill
mainly due to the exports of the larger firms.

Rafaela (SantaFe, Argentina) isan interest-
ing multi-sector cluster with a variety of
manufacturing activities (agro-industry,
chemical, industrial machinery, auto com-
ponents, agricultural machines), around a
metalworking ID (Quintar et al., 1995,
Bagella and Pietrobelli, 1997). Its high so-
cial homogeneity, based on the common Ital-
ian heritage of alarge part of the population,
which emigrated from the Piedmont in the
1870s, is especialy noteworthy. This area
has recorded a much higher dynamism and
export propensity than the national average,
with a 300 percent increase from 1988 to
1992. The metalworking district (therewere
110 establishments in 1990) includes pro-
ducers of machinery and vehicle and car
components, and has generated el ements of
afavourable ‘industrial atmosphere’.

These clusters show signs of both success
and failure, and have recently felt increased
international competitive pressures. Although
generalisations cannot be made from these
few examples, they provide interesting in-

80 Cuad. Adm.
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sights into the sort of factors that affect the
competitiveness of similar clustersthrough-
out the region (Albaladejo, 2001).

What does research suggest about the main
determinantsof competitivenessintheseL atin
American clusters? Decentralisation of pro-
duction and flexible specialisation are essen-
tial for some of these clusters. Thus, in the
Sinos Valley agreat range of inputs, compo-
nents, and i ntermedi ate goods for shoe manu-
facturing are provided locally. In the other
Brazilian case, 73 percent of the firmsinter-
viewed concentration is on only one phase
of the production process (Sabadini, 1998).
Gamarra seconomic dynamismisasomainly
due to the firms' specidisation in particular
stages of the value chain (Visser, 1997).

Thispatternislessobviousin Trujillowhere
‘individua firms ensure that the initial and
final activities of the production processare
performed in-house' (Tavara 1993:102). A
shortage of trustworthy subcontractors may
be the reason, as in the case of Mexico
(Rabellotti 1997:44). Although the situation
has changed slightly with the opening of the
Mexican economy to global markets, the
larger and most competitivefirmsstill seem
tobehighly centralised. Similarly, in Rafaela,
Argentina, the minimal size of the local in-
dustrial network hinders further productive
specialisation and a deepening of labour
specialisation, while conserving idiosyn-
cratic modes of inter-firm relationships that
have been traditional in Argentina.’2

2 Sub-contracting is seldom used, and the tendency
to increase vertical integration, whenever ob-
served, has for the most part been due to the
prevailing macroeconomic conditions of uncer-
tainty (Quintar et al., 1995).
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Strong collaborative links among firmsis an-
other crucial element of competitiveness.
Schmitz (1995a) coined the term ‘ collective
efficiency’ when studying how local shoepro-
ducers in the Sinos Valley strengthened their
co-operativelinksin order to facegloba com-
petition. In particular, forward ties with ex-
port agentsplayed amgjor role, fostering entry
intointernational marketsand the provision of
technical assistance so asto ensure a product
of good quality. Similarly, increased co-opera-
tion has positively contributed to the growth
of Guaddgjaras cluster (Rabellotti 1999).

However, other clusters such as Cachoeiro
deltapemirim and Trujillo show lower levels
of co-operation among firms. Whenever co-
operative activities occur, thesearrangements
tend to beinformal, unstructured, and to have
little impact on the firms' performance.

A shared set of values and common goalsis
the result of concrete economic, social, cul-
tural and historical conditions. Socio-cultural
embeddedness (and the common roots of
severd loca entrepreneurs) implies mutua
knowledge and trust among firms, which
‘helps to promote the generation and diffu-
sionof innovationswithinthecluster’ (Villaran
1992: 144). This seems to apply to the cases
of Trujillo, Cachoeiro deltapemirim, Rafaela
and Sap Bento do Sul. In contrast, although
at the beginning there were strong socio-cul-
tural tiesin the Sinos Valley due to the Ger-
man origin of most of its population, the
increase in co-operation in recent years has
instead resulted from the economic costs of
not co-operating (Schmitz, 1999 and 1995b).

The scarce evidence with respect to the firm-
level determinants of competitivenessof clus-
ter firms often reveals a low level of

competence among the workforce and local
entrepreneurs. Only a few firms care about
the training and skills of the labour force in
the Peruvian and Brazilian clusters (Villaran,
1992, Sabadini, 1992, Schmitz, 19953). In
their comparative study of industrial districts
in developing countries, Nadvi and Schmitz
(1994) also showed therelatively weak tech-
nology standards of Trujillo, Gamarra,
Guadagjaraand Leon ascomparedtotheltal-
ianideal model. In Cachoeiro de Itapemirim,
the machinery used to be ‘old, obsolete and
in precarious condition, being the cause of
the high number of work related accidentsin
this particular sector.” (Sabadini 1998:15).
Aboveall, price competitivenessremainsthe
driving factor in these clusters, aswell asin
those which are relatively more oriented to-
wardsquality production, such asinthe Sinos
Valley, Guadalgjaraand L eon.

3.TheColombian Case

3.1 Methodology

The methodology usedintheempirical anay-
sisis based upon interviews with SME man-
agersfollowing adetailed survey questionnaire,
which summarizes the key characteristics of
theindustria district model. Thissurvey ques-
tionnaire was a so used in the analysis of Eu-
ropean and Asian clusters by a network of
research ingtitutes financed by the European
Union.®* Some questions regarding theinter-
industrial pattern of collaboration-competition
as well as others referring to socioeconomic
rel ations were added.

13 EU-TSER project. “SMEs in Europe and East Asia:
Competition, Collaboration and Lessons for Policy
Support”. See Guerrieri et al. 2001.
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Fifty enterprises were randomly selected
from the databank of the Chambers of Com-
merce and other local associations of the
fashion sector in the urban aress of Bucara-
mangaand Medellin. Theseareal SMEshav-
ing less than 100 employees. It is important
to stress that the sample has been randomly
selected, but does not statistically represent
each region, nor do the enterprises neces-
sarily have relationships among themselves.

3.2 Background on the Fashion
Sector in Colombia

The fashion (textile and garments) industry
in Colombia represents the second largest
manufacturing sector, after the food indus-
try and followed by the oil industry. It was
already present in the country in the XVII
century, but took off only in the first de-
cades of the XX century, fostered by the
capital surplusgenerated by the coffee boom
in atightly protected economy. As a conse-
guence of the long civil war during the first
yearsof the century, an aggressive economic
reconstruction program was implemented.
Since 1903, the Colombian government
adopted protectionist policies to promote
local industry. The increase in customs tar-
iffs for most manufacturing products, with
the important exceptions of imports of ma-
chinery and raw materials, and the intro-
duction of subsidies and guarantees,
especially relevant in thetextile sector, stimu-
lated thefast growth of the succeeding years.
The coffee boom financed the devel opment
of industry. Coffee producing cities such as
Medellin, Pereiraand Manizal esexperienced
fast growth in textiles and clothing produc-
tion, and qui ckly becamethe biggest national
production centers.

Following the 1930srecession, thethreelarg-
est textile firms in Medellin acquired many
of the medium-sized enterprises of the tex-
tile sector, and increased the concentration
of production in this city. In the early 1960s
the cotton boom increased the local supply
of textiles. At the sametime, the clothing in-
dustry started to devel op onthe basisof cheap
labor and local availability of raw material. In
the late 1960s, a garment industry based on
SMEsand specidizing in girl’s clothing rap-
idly developed in Bucaramanga, a city that
had traditionally been acenter for oil-produc-
tion. Design creativity, good raw materials
and good quality final products earned them
international recognition.

Table 1 shows the geographical distribution
of manufacturing in Colombiain 1998 as be-
ing very clustered in a few urban centers
Textile and garments represent an important
sector in Colombia smanufacturing (Table 2).

Table 1
Geographica Distribution
of Manufacturing in Colombia, 1998

Gross .
- M anufacturing B zlallien
Cities . ments
Production (%)
(%)
Bogota 27 324
Medellin (and 16 19,4
its metropo-
litan area)
Cdi 11 18,5
Bucaramanga 2 58

Source: Annua Manufacturing Survey, 1998.DANE

4 The figures are drawn from the 1998 annua manu-
facturing survey, carried out by DANE using asample
of 8.282 randomly selected establishments in the
country, each having more than 10 employees.
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Table 2
Share of Textiles and Garments in Colombia's Manufacturing Sector
Gross
Sector Manufacturing | Establishments (%) | Employment (%) WE /Gl
, (%)
Production (%)
Textiles 54 11,3 10,2 6,0
Garments 3 59 10 3,3
Source: Annua Manufacturing Survey, 1998.DANE
The textile sector is characterized by an Table 3
oligopolistic structure, with the largest Co- SMEsin the Garment Sector, Colombia
lombian enterprises (Fabricato, Coltejer, 1997
and Tejicondor) operatingin Medellin. The
government has always intervened in this Cities Pg;entage of
sector to finance these activities during cri- - Es (%)
ses and to protect the market against for- acé%?dt? ggi
eign competition, with the aim of supporting Cali L 9 5
this important source of employment. Bucaramanga 81
Total Colombia 100,0

In contrast, the garment sector shows a
fragmented industrial structure based on
SMEs. Notwithstanding the difficulty in
determining their exact number, according
to the 1990 DANE Industrial Census more
than 19.500 clothing producers operate in
Colombia, and SM Esaccount for 95 per cent
of them. These are clearly geographically
clustered around afew centers (DNP, 1997,
Table 3). In 1990, employment in the cloth-
ing industry was at 240.000, amounting to
more than 13 percent of the country’s total
labor force. It has been estimated that in-
formal enterprises employ around 40.000.
The industrial concentration is a lot lowerr
in the clothing sector than in textiles, con-
sistent with theinternational evidence. Thus,
in 1993 the thirteen largest enterprises rep-
resented 27 percent of national production
(DNPR, 1997).

Source: DNP, 1997

Maquila operations, which are the service
of manufacturing clothing for large enter-
prises seeking to pay lower wages,® con-
stitute a very important feature of the
Colombian fashion sector. Cut pieces arrive
in large containers, and small enterprises
sew them together and then return them to
their country of origin. Eventhoughthevaue
added for local industry is low, an impor-
tant maquila activity isemergingin Medellin
and in Bucaramanga.

15 According to DNP, the price/minute that is re-
ceived by external subcontracting or “maquila”
is close to US$ 0.08 for wholesale goods, US$0.10
for jeans, and US$0.12-0.15 for more sophisti-
cated garments.
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To summarize, in spite of the differencesin
industrial concentration, the clothing indus-
try in Colombia appearsto have traditionally
developed aong lines similar to those of the
textileindustry with regard tolocalization and
interna organization.®® Thus, clothing and tex-
tile enterprisestend to bevertically integrated
within strong economic groups, a process
further intensified as a result of the crisis
brought about by the opening of Colombia’'s
marketsintheearly 1990s. Withinthisframe-
work, both Medellin and Bucaramanga rep-
resent clear cases of urban clusters, with a
strong geographical concentration of firms,
specializing in both textiles and garments. In
the following sections we will examine the
specific features of the two clusters.

3.3 The Case of Medellin

Medellin, along with its metropolitan area,
named the Valle de Aburra,*” is considered
the second city of Colombia with respect
to GDP and population, having almost 2,8
millioninhabitants. It hastraditionally been

an industrial city where many productive
sectors coexist, but it isalso acknowledged
as the capital of the fashion sector. This
industry represents almost 25 percent of
the city’stotal employment, with 3.800 reg-
istered enterprises, of which 3.000 special-
ize in clothing. Almost 80 percent are
independent SMEs. Large enterprises ex-
ist, but no subsidiaries of multinational com-
panies operate here. Eight of the thirteen
largest garment producers in the country
arelocated in Medellin.

Table4 showsthat in 1995 clothing and tex-
tilefirms respectively employed an average
of 87 and 147 workers. In general, the pro-
pensity of small garment enterprises to-
wards exports is recent and still incipient.
The medium-sized enterprises export some
underwear through a number of larger dis-
tribution firms. On the contrary, both SMEs
and larger enterprises from Medellin enjoy
protection in the domestic market in both
textiles and clothing. Recently, the sector
has experienced serious difficulties, due to

Table 4
Main Manufacturing Sectors
Medellin 1995
Branch Grpa@_ No. EsIainshments Employment Avg.
Production in % in % in % Employment

321 Textiles 15,6 12 19 147
322 Clothing 8,2 17 16 87
381 Metalworking 45 9 74 77

Source: Done, Annual Manufacturing Survey, 1995.

16 In addition to the obvious inter-industry linkages,
this consideration further justifies the analysis of
the fashion industry as an ‘aggregate’.

17 Including Itagui, and Bello

the opening-up of the economy, the lifting
of trade barriers, rising import penetration
mainly from Asia, the growing presence of
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enterprises from Bogota and Cali, and the
difficult crisis of the textile sector in pro-
viding many raw materials. However, the
clothing sector in Medellin has been grow-
ing at arate of around 3 per cent per year
over the past decade (DANE, 1998).

The organization of industrial activities in
Medellinisfar morecomplex thanin Bucara
mangadueto itsmultisectorid activities. Until
thelate 1980s, the core of manufacturing and
export activity in Medellin was represented
by the textile sector. The more recent dy-
namic evolution of the clothing sector has
somehow paralleled devel opmentsin thetex-
tile sector. The existence of strong intersec-
torial linkages and the externality that
originated in the textile industry have been
determinantsin the development of thecloth-
ing sector. The product specialization in the
garment industry supports this hypothesis,
insofar as two of the city’s main products,
exterior clothing (pants, T-shirts, pajamas,
girl’s and women'’s dresses) and underwear
reflect what the textile sector produces.’®

The structure of horizontal and vertical link-
ages in the industry also appears rather
complex. As far as forward linkages are
concerned, a substantial dependence upon
large distributors has been detected. With
the exception of a few large enterprises,
the majority of SMES encounter serious
problems with respect to the distribution
and commercialization of their products.

8 There is evidence suggesting that underwear pro-
duction has been growing faster, followed by jeans
and T-shirts, for which raw material is produced in
Medellin.

The presence of two huge chains of de-
partment stores, Cadenalco and Exito,
which have their own national distribution
networks, has anoticeableinfluence onthe
performance of the sector. To some ex-
tent, at least in the case of SMEs, the clus-
ter seemsto be buyer-driven. Fifty percent
of the enterprises surveyed work with an
average of 50 clients, but 11 of them sell
as much as 50 per cent of their production
to their three principal clients. The strat-
egy of SMEsis necessarily affected by the
decisions made by retailers; a very tight
match exists between what is produced and
what retailers demand. When an enterprise
has its own brand and design, it delivers
itscollection to these large department store
chains, which then evaluate design, qual-
ity and prices according to their particular
parameters. If the product is accepted, the
orders resulting are typically so large asto
require al of the enterprise’s production
capacity, producing exclusively for this
chain, during the whole year. In the event
orders exceed production capacity, SMEs
use other networks of smaller, often fam-
ily-based enterprises located in the same
city, thus ensuring greater flexibility in pro-
duction in order to face variable demand.
Conceptually, this structure seems to re-
produce what Gereffi coined a ‘global-
chain’ (Gereffi, 1999), but at the national
level, withtwo large national retailers play-
ing the role of the foreign buyers and re-
tailersin his model. Major problems arise
when SMEs cannot enter the ‘chain’. In
this case, they are forced to target small
local, or regional markets through smaller
distributors or chains of local stores or, as
alast resort, may turn into ‘informal’ sup-
pliers for medium or large firms.
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This heavy dependence on the part of thedis-
tribution and commercia stageshasadecided
effect upon the poor export performance of
the clothing sector. In fact, less than 20% of
the production of the enterprises surveyed
reschestheinternational market. Most of these
firms explained this by pointing out their the
lack of knowledge with regard to the external
market, fear of currency instability, and the
strongly local market-oriented attitude. The
nationa ‘chains have not yet managed to ex-
tend their reach to theinternationa market. A
possible reason for thisisthat for many years
they may not have needed to. The history of
theclothingindustry inMedellinand theanaly-
sis of the policy régime suggest a useful ex-
planation. For severa decadesthe sector was
operating behind solid trade barriers decided
upon by the central government. Enterprises
from Medellin could operate within atightly
protected national market, and the situation
was made even more favorable by the sus-
tained growth of demand over a period of
many years. Oncethe economy opened, how-
ever, a the end of 1991, the situation began
to change dramatically. At first, favorable ef-
fects prevailed, due to the newly opened ex-
port marketsand to the gradual modernization
of technology made possible by the importa:
tion of capital goods. This process was much
dower, however, than the rapid increase in
imports of cheaper products. It became clear
that market protectionism, and the payment
of subsidies, had stimul ated inefficienciesand
low quality, and had not required national
chains to target and reach export markets
(Tendler and Amorin, 1995).

The region lost substantial shares of the na-
tional market and demonstrated insufficient
competitiveness in an increasingly competi-

tivemarket. The‘invasion’ of Asian products,
the introduction of new fabrics and innova
tive accessories and the rising competition
from other Colombian regions were al fac-
torsthreatening theleadership of theMedellin
textile industry. The sector suffered from a
notabletechnological gap aswell asrigid prod-
ucts and processes. The amost complete
substitution of themain raw material, national
or locally produced fabric, with imported
material was a severe blow to a sector that
had been protected for so many years.

At the same time however, due to the
sector’s history of industrial dynamism in
the area, an important process of accumu-
lation of technical capability had taken place.
The creation of specialized training centers
and the surge of local machinery providers,
along with intense interactions with the lo-
cal providers of raw materials, fostered new
and substantial involvement on the part of
the local community in the success of the
textileand clothing industry. An example of
this process was the creation of university
facultiesand training centers specializingin
these sectors.’® The proliferation of enter-
prises supplying financia and other services,
and the upgrading of local human technical
skills, were results of this process. The evi-
dence from our sample reveasthat in 11 of
the enterprises surveyed thefounder appears
to have had a university education, and 15
of them acknowledged the importance of
previous experiencein theindustry obtained
by either working in a family business or
for other firms in the same sector.

19 Faculties of Textile Engineering, Fashion and De-
sign were founded at severa Medellin universities.
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After the end of the period of industrializa-
tion within the framework of import substi-
tution, and years after the opening-up of the
economy, a traditional Fordist sector such
as the fashion industry in Colombiais still
experiencing profound transformations. At
the time of the carrying out of this survey
(late 1998) local responses were detected
in Medellin on behalf of the introduction of
profound structural reorganizations, with
possibly two different clusters emerging
within the same traditional agglomeration,
each with a particular structure of actors,
business models and transaction patterns.
As elsewhere in Latin America, similarly
noteworthy reactions were observed such
as. the emergence of many new SMEs, these
often being start-ups on the part of former
employees of large enterprises; an increase
in production specialization; and efforts to
introduce quality controls in order to im-
prove competitiveness. Theindustrial struc-
ture also appeared to be in transition. On
the one hand vertical integration between
sectors was growing, along with the
strengthening of groups of enterprises, each
deepening its specialization; on the other
hand, subcontracting practices were occur-
ring more frequently, with a corresponding
strengthening of the network of services.
Let us look at some features of these two
strategiesin greater detail:

¢ \ertically integrate and strengthen en-
terprise groups. The increasing ties and
competition between firms in the fash-
ion sector reveal this tendency. Two of
the larger textile firms recently entered
the clothing market, and in addition to
textiles, they also produce and distribute
finished garments. This increases verti-

cal integration, contradicting the interna
tiona trend of outsourcing and special-
ization. At the sametime decentralization
occurs in clothing production, as the
productive process is totally subcon-
tracted to local networks. This trend is
shared not only by large and medium-
sized firmsthat strengthen their linkages,
but also by SMESs, and some of them are
part of enterprise groups. Thisisto say
that SMEs produce the fabrics on the
basis of specifications required by other
clothing SMEs. The evidence gathered
in our survey confirms that these inter-
industry linkages are growing tighter. In
fact, 12 of the 21 clothing firms sur-
veyed purchase 100 per cent of their raw
materials from the local market, and 4
of them purchase almost 70 per cent.
Much qualitative evidencereinforcesthis
conclusion.

Increase and strengthen subcontracting
networks and deepen specialization. A
clear trend towards a change from be-
ing independent enterprisesto providing
services for other enterprises has been
widely observed. Severa explanations of
thistrend are suggested. Ontheone hand
most enterprises, of whatever size, ben-
efit from externalizing part of their pro-
duction, and in so doing decreasing | abor
costsin an industry where these account
for amost 70 per cent of total produc-
tion costs. The relatively bigger SMEs
surveyed, those that work with an aver-
age of 7 small sewing workshops, em-
phasized the relevance of cost reductions
and the increase in flexibility achieved
through externalizing part of production.
On the other hand, given that most of
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the small enterprises encounter serious
obstaclesin the commercialization phase,
their reliance on other firms spares them
the costsand difficulties of searching for
new markets. Eighty-five per cent of the
enterprisesvisited reported that they had
introduced innovations in work organi-
zation, thereby stimulating division and
specidization of labor, in additiontoin-
creasing quality and productivity while
implementing time-saving methods and
processes.

Operations under maquila arrangements,
while still asmall proportion of total activ-
ity, constitute an important and growing fea-
ture of Medellin’s clothing sector. For
example, four of the city’s enterprises were
set up only for exports, and produce popu-
lar Levi's jeans. These businesses together
produce around 500.000 pairs of jeans per
month. Several other enterprises work un-
der foreign brands' licensing agreements,
and sell to the Colombian and Latin-Ameri-
can market, such as Estudio Moda, which
employs more than 400 workers.

3.3.1Institutionsand
Firms Linkagesin Medellin

Medellin haslong been characterized asone
of the areas in Colombiawhere joint initia-
tivesinvolving the business community, lo-
cal government, and the civil society have
often been successful. A strong sense of
belonging to the region exists, together with
aremarkableindustry-oriented culture. Sev-
eral financial and training centers have been
created through private initiatives in order
to help consolidate a strong local produc-
tive network.

88 Cuad. Adm.
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Actuar, the Foundation for the Recovery of
Antioguia® was created in 1980 and is a
private institution that came about in re-
sponse to the credit crunch experienced by
SMEs at that time. Its main emphasisis on
family businesses and SMESs. In association
with SeEna —Servicio Nacional de Apren-
dizaje, the National Learning Service— it
trains workers in al branches of industry.
SENA is a governmental institution, and is
financed by private enterprise as well as
through government economic support.
This ingtitution was created in 1957 and is
presently providing training services, certi-
fication of technical skills and quality con-
trol insurance.

Medédllin’slong-standing tradition and repu-
tation in the fashion industry made possible
an early consolidation of infrastructuresin
support of the productive sector. Several
institutions operate in order to facilitate the
transfer of information as well as to pro-
vide real service to the sector. Thus, for
example, Inexmoda, the Institute for
Colombia’'s Fashion Exports, helps local
enterprises to follow world trends and to
organize exhibitions as well as in finding
sources of innovative machinery. This en-
tity, which is also private, began its activi-
tiesin 1988, and fostersinteraction between
thetextile and clothing sectors. Among other
things, it organizesthe most important Latin
American fashion event know as Colombia
moda and Americamoda, attended by in-
ternational and national designers.

2 Medellin is the capital city of the ‘Departamento’
(i.e. the region) of Antioguia.
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The urban nature of the Medellin cluster,
with the great variety of industrial activities
taking place in the city, produces a limited
level of intra-industry relationships among
enterprises. Neverthel ess a potential oppor-
tunity to increase the degree of agents' in-
teraction exists in the form of trade clubs
and other associations. Thelow intensity of
relationships among enterprises limits the
strengthening of bonds that would permit
consolidation of the network of relationships.

Asin other clustersin Latin America, verti-
cal tiestend to be more important than hori-
zontal ties. The enterprises surveyed
acknowledge having more frequent relation-
ships with their clients and with local pro-
viders of machinery who periodically visit
the plants. Interaction with training institu-
tions in the sector is rather limited, while
linkages with local competitors tend to be
disregarded. Similarly, nodirect relation with
international agents has been detected. While
there is no specialized association in the
clothing sector; Acorl (the association of
SMESs), and other institutions such as
Ascoltex, Inexmoda, Actuar, the Medellin
Chamber of Commerce and Proexport fos-

ter inter-firm linkages through the services
they render to their members, and they also
enhance the diffusion of business and tech-
nology information. A possible obstacle to
inter-agent collaboration is often the size
polarization of the industria structure. On
the one hand large enterprises and distribu-
torsexploit thelocal networks of small sup-
pliers, without necessarily transferring
knowledge and technology. On the other
hand the growing medium-sized enterprises
entertain distant contacts with local firms,
and tend to prefer a higher degree of inte-
grationin their productive process and appear
to oppose the trend towards externalization.
Some very small or family enterprises stub-
bornly stick with their own brand names
while waiting for an opportunity to market
them through the large stores.

To summarize, afair degree of informal as-
sociation and cooperation has been detected
only among micro and small enterprises: as
enterprises grow, their willingness and en-
thusiasm for cooperating and associating
with each other appear to diminish. Table 5
summarizes some of the essential charac-
teristics of the Medellin cluster.

Table 5

Essential Features of the Medellin and Bucaramanga Clusters

and many SMEs dominate the
garments sector.

M edéllin Bucaramanga
Main Sector of Textiles and clothing Almost exclusively clothing
activity
Industry structure | 3 large textile firms (oligopoly) Only SMEs — atomistic market

Market-orientation

Home market-oriented

Export-oriented (through US
buyers)

Historical background

Long tradition (take off in XV1I
century) Good local technical
skills

Relatively new to the area.
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(Cont. Table 5)

M eddllin

Bucaramanga

Government policies

Developed under protection and
ISI. Government support.
Oligopoly soon established.

Developed much later. No
protection. Soon forced to
export and specialize.

Local Institutions

Strong local institutions and
pressure groups created during
decades of industrialization

Few and young local
ingtitutions (whenever they
exist)

Cluster’s structure
and attitude

Hybrid/mixed cluster: Few large
firms, many SMEs, older, two
sectors. Different reactions are
emerging: vertical integration and
enterprise groups vs.
subcontracting networks

More dynamic, changing, open
to international market,
participate in global commodity
chains.

Labour market

Large labour turnover —
seasonality

Sze and dynamism

Large due to its past, but difficult
reaction to the new competitive
environment. Generally little
success and uncertain future
perspectives

Smaller but more dynamic.
Higher (recent) growth rates
and better growth perspectives.

Source: Survey questionnaire and Colombian field-work August-December 1998.

3.4 The Case of Bucaramanga

The region (Departamento) of Santander is
characterized by its rich natural resources,
and its economy is based on agriculture and
cattle. Two main industrial activities have
rapidly developed in the region: the oil in-
dustry in Barrancabermeja, and the clothing

industry, in Bucaramanga and San Gil. Ac-
cording to the last industrial census, 1.600
clothing enterprisesoperatein Bucaramanga,
mainly of small and medium size. Overall,
the fashion industry accounts for more than
20 percent of all manufacturing establish-
ments, and 21 per cent of manufacturing
employment. (Table 6).

Table 6
Main Manufacturing Sectors, Bucaramanga
BRANCH Gross Production .No. of Employment Average
(%) Establishments (%) (%) Employment
321 Textiles 18 17 18 37
322 Clothing 6 18 19 37
381 Metalworking 3 6 5 29

Source: DANE, Annual manufacturing survey, 1995.
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Bucaramanga has a remarkable tradition in
the clothing industry, especialy in the area
of childrens' and girls’ dresses, tracing back
to the mid 1970s. Although it is only the
third source of employment after the oil and
food industry, the greater part of its pro-
duction reaches the international market.
This region aso benefited from the surplus
profits from coffee production, but to a
smaller extent than the Antioquia region.
During the mid 1970s the industry was able
to begin competing in international markets
by taking advantage of the originality of the
materials and designs as well as of the tra-
dition of embroidery and hand sewing in
several neighboring villages. This develop-
ment was based on SMEs. The textile sec-
tor was not very active in this region, with
the exception of some specialized embroi-
derers as well as due to the combination of
particular materials like clay and fique.

The industrial structure is very different
from that prevailing in Medellin. No large
firm operates in Bucaramanga, and no me-
dium-sized enterpriseisarecognized leader.
Moreover, there are no enterprise groups or
consortia. Even though SMEs dominate the
industrial structure, and they are all active
in the same sector, thereby leading us to
expect amarked division of labor and firm-
level specialization, the production process
of garments is rarely vertically integrated.
More than 80 per cent of the enterprises
visited declared that they carry out the en-
tire production process internally (design,
cutting, clothing, refinement, packing).*

2L The refinement phase includes pre-washing and
ironing. In most cases, and due to the special ma-
chinery required, the pre-washing phase is carried

The remaining 20 per cent outsource the
clothing phase to small units that are out-
side the plant, but nonethelesslocated in the
same city. This typically occurs when they
cannot fill a large order. Services are also
contracted out in the event that garments
require special details, such as embroider-
ies or recamado, which are carried out in
small neighboring towns having long tradi-
tions in this type of work which is hand
done by small families.

A high labor turnover is permitted by the la-
bor legidation, in order to be responsive to
the remarkable seasonality of the business.
Thus, during the first half of the year, when
orders decrease, the enterprises reduce their
personnel by up to 40 per cent. If in the sec-
ond half orders grow substantialy, new em-
ployees are hired. They may be contracted
for six or even three months, asthey are eas-
ily available, but often not very skilled. This
high labor turnover in the local labor market
fosters a continuous flow of information
within the cluster. This feature is frequently
observed in the Italian 1Ds, and represents a
real external economy, as skilled workersare
availablein the sector thanks to the presence
of other enterprisesin the area. However, the
process of technical skill accumulation is
somewhat limited by the high labor turnover,
as was admitted by the entrepreneurs inter-
viewed. On the other hand, the economies
of scale at the enterprise-level must be negli-
gibleif employment must beincreased in or-

out outside the plant. A large number of firms
execute the ironing phase manually and inter-
nally. This decision depends on the size of the
orders, and, when there are very large volumes,
this is one of the first phases to be outsourced.
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der to increase production in (roughly) the
same proportion.

Although thereisneither vertical specializa-
tion, nor an articulate process of specializa-
tionin small units, the Bucaramanga cluster
enjoys active horizontal specialization. The
main tool for competition among the enter-
prises is product diversification, especially
ingirls garments. Additional toolsfor com-
petition are found in the diversification of
production inputs, quick processing and
manufacturing of orders (‘pronto moda’,
‘ready-to-order fashion’), and the broad
range of products, with awiderange of costs
and quality.

Export performanceisimportant in explain-
ing the cluster’'s development. The strong
and established presence in the national
market of the Medellin firms prompted the
SMEsfrom Bucaramangato search for new
markets from the very start. These new
outlets could only befound outside the coun-
try, mainly inthe USand in Latin America.
Eighteen of the 25 enterprises surveyed ex-
port more than 60 per cent of their produc-
tion. The largest foreign orders comein the
second semester, and the labor market is
thus forced to adjust to the markedly sea-
sonal nature of the business.

Neverthel ess, thisdoesnot imply dependence
on only one or a few clients. On the con-
trary, the enterprises surveyed have an av-
erage of 120 clients, with the largest
absorbing less than 15 per cent of their out-
put. Interestingly, the same client often has
contacts with more than one enterprise in
the cluster. A group of enterprises work for
the sameclient in the same category of prod-

ucts but offer different quality and designs.
In Bucaramanga, somelarge enterprises, and
even transnational companies, work under
magquila arrangements. Considering that the
profitsaccruing to local firmsfrom maquila
operationsare minimal, Bucaramangaentre-
preneurs ironically referred to maquila as
“...the last stage before closing the enter-
priseif things go wrong”.

The sector’s dependence on fabric import-
ers is remarkably high. As a consequence
of the crisis in the country’s textile sector,
more than 80 per cent of the fabrics used
areimported, mainly from the US, and must
be purchased through intermediaries who
are attentive to changes in the market and
price their goods according to peak periods
of demand. Being an SME impliesthat each
firm purchases a smaller volume of fabric
than larger enterprises, thus making it im-
possible to buy directly from foreign pro-
ducers.

The enterprises in the cluster for the most
part obtain their technology from machin-
ery providers, and also benefit from partici-
pating in trade fairs, and, to a small extent,
from consulting and receiving advice from
institutions such as Sena and Acori. These
machinery providers are generally subsid-
iaries of largeforeign companies, located in
the city. The enterprises interviewed also
often acknowledged the innovations intro-
duced by small local workshops specidliz-
ing in clothing machinery production, where
the machines are partially or completely
modified in accordance with the enterprise’s
needs. These changes are of an incremental
nature in that existing machines are adapted
in order to increase the varieties produced,
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by processing new fabrics, utilizing new
accessories, modifying the sewing pattern,
or by introducing new designs. However,
in most cases the modifications are essen-
tialy imitations and adjustments madeto old
machines, because small and medium-sized
producers cannot afford to purchase new
ones.

Innovation follows apeculiar patternin this
sector. From the point of view of the prod-
uct, garments reguire constant innovation
in the differentiation and modification of
product design. ‘Radical’ innovations are
usually minimal, and innovation often de-
rives from employing new textiles, a new
combination of accessories, or from any
special embroidery or origina pattern. From
the point of view of the production process,
innovation is mainly embodied in the ma-
chinery. In 85 per cent of the cluster firms
surveyed in our sample, innovations are ba-
sically related to new designs, the introduc-
tion of quality and labor productivity control
methods, and time and process control
methods. The considerable increase in sub-
contracting practi cesrepresents a prominent
organizational innovation.

3.4.1Institutionsand
Firms Linkagesin Bucaramanga

Bucaramanga is a much smaller city than
Medellin, and has a more defined produc-
tive specialization. This allows more fre-
guent i nteractions between agents belonging
to the city’s business community. While
all firms acknowledge the existence of
fierce competition between them, some
attemptsto set up business association have
been successful. This collaboration is

clearly spurred by mutual interest. A good
example is provided by Cotexcon, a tex-
tile and clothing producers cooperative.
It was started in 1995 with the aim of rem-
edying poor accessto innovative and good
quality raw materials, which had been
compounded by the fact of being small.
The common objective was the stabiliza-
tion of raw material orders and reduction
of the intermediaries’ power. This was
achieved by grouping all the SMEs' fabric
orders together and buying directly from
the overseas textile producers. This re-
sulted in the price stabilization of themain
production input, and raised the SMES'
competitiveness.

However, apart from this limited example
of institutional devel opment fostered by in-
ter-firm cooperation, the institutional con-
text reflectstheindustry’syouth, with fewer
and less effective sectorial institutions than
there arein Medellin. The presence of local
branches of some of the national institutions
is aso anew phenomenon, thus the offices
of Sena, the Chamber of Commerce, Acorl,
Proexport and Bancoldex provide some as-
sistance for exporters. All of these institu-
tionsfacilitate aconstant flow of information
to the industry, but up until now, the cre-
ation of asectorial association has been hin-
dered by the individual problems faced by
each enterprise as well as due to marked
individualism. Some degree of cooperation
exists among complementary enterprisesin
the sector, as in the case of the producers
of accessories. However, there is less col-
laboration among enterprises producing the
same product category and working for the
same client, and this forces them to main-
tain adynamic attitudein the search for new
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markets. Nonetheless, cohesion between
enterprises vis a vis external competitors
increases when they need to confront com-
mon problems such as gaining access to
innovative raw materials or strengthening
their competitiveness.?

To summarize, in Bucaramanga, unlike
Medellin, a strong inter-firm associative atti-
tude has not devel oped. Rather, acompetitive
attitude prevails, with aningredient of region-
alismthat occasionally spurscooperation. The
existing entrepreneuria spirit tendsto belim-
ited by a shy and individualistic attitude on
the part of the founders, but at the same time
it has made for dynamic industrial activity.
The crucial difference, compared to the case
of Meddllin, is that from the very beginning
local clothing enterprises were forced to tar-
get the international market. This impelled
them to constantly upgradetheir competitive-
ness and quality, rather than simply relying
on cheaper prices. Marked specialization in
one product along with strong investments
made in the commercialization phases has
earned them competitiveness in the interna
tional market. Trade fairs organized jointly
with Proexport, the Chamber of Commerce
and ACOP, are helping to reach markets as
remote as Saudi Arabiaand Hong Kong.

Summary of the Results and Conclusions

The issue of the ‘transferability’ of the ID
model has often been discussed in the lit-

2 Rabellotti found that cooperation among
Guadalgjara cluster’s enterprises increased in years
of the crisis (Rabellotti, 1999).

erature, due to the economic success it has
enjoyed, in addition to the fact of its being
embedded in local cultures and traditions,
conditions that make it especially attractive
for developing countries. Recent research
has singled out some crucial elements of a
Marshallian industrial district (Markusen,
1996). Among these are the predominance
of independent and clustered SMEs in the
local industrial structure, a strong division
of labour and specialisation, often through
subcontracting, flexible and efficient local
labor markets, an important local cultural
identity along with the role of local institu-
tions, and the variety of exchanges among
agents within the district, enabling econo-
mies of scale that arerelatively small at the
enterprise-level but high at the district-level.

This paper attempts to evaluate to what ex-
tent these elements are present in the textile
and clothing clusters of Medellin and Bu-
caramanga in Colombia. The main results
of this study are summarized below, and
often compared with other experiences in
theLatin American region (seealso Annex 1
for further details).

1. Both Colombian clusters are character-
ized by a low degree of firm-level spe-
cialization and poorly developed
enterprise networks. This is similar to
what has been observed in most enter-
prise clustersin Latin America, and may
clearly hinder the local externa econo-
mies and collective efficiency. A produc-
tion based on a strong division of labor,
as in the Italian case, would necessarily
require a better-developed network of
suppliers. This causes these clusters to
markedly differ from other clustersinLatin
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America, for example those of the Sinos
Valley, Gamarra and Cachoeiro de

[tapemirim.

. Backward linkages are poor or lacking
in both clusters. The strategy prevailing
in most enterprises has been the internal -
ization of many stages of the productive
process, possibly due to idiosyncrasies,
instability, and low quality on the part of
suppliers. According to the present sur-
vey, anidiosyncratic cultural attitude that
sees it as preferable to maintain control
of the whole productive process appears
to prevail and is believed to improve the
enterprise’s performance. Theideaof es-
tablishing ties of dependence with other
enterprises is not perceived as attractive
by firmsinsofar asit reduces control and
authority. Additionaly, theingtability inde-
mand and the lack of a large suppliers
network capableof raising quality through
competition, limit the incentive to
outsource some phases of the produc-
tive process. However, new pressures to
outsource and specialize are emerging,
dueto the sustained increasein fiscal and
labor costs as well as to the difficulty in
marketing the enterprise’s own products
inanincreasingly competitiveand global
market.

. Forward linkages are much stronger, and
retailers play a crucial role in the com-
mercial phases in which most SME are
weak. Yet Medellin's cluster firms are
still taking part only in nationa retail
chains, whereas Bucaramanga's have
succeeded in entering international com-
modity chainsand networking with large
foreign buyersand retailers, thereby suc-

cessfully entering export markets. In the
Sinos Valley a similarly crucial role for
foreign export agents has been detected
(Schmitz, 1999a).

. The cases analyzed represent examples

of urban clusters, implying costs and
benefitsfor thelocal enterprises. Onthe
one hand, the urban economy gener-
atesimportant advantages, mainly inthe
form of alarger supply of real services,
and of more spilloversand externalities.
However, the case of Medellin shows
that a huge urban and multisectorial re-
ality may limit the creation of thosein-
ter-firm and inter-institution linkages
that would strengthen the network and
increase the efficiency of its operations,
and can also hinder the timely process
of repeated interaction and collabora-
tion that may generate mutual trust. To
this effect, the smaller size of the Bu-
caramanga cluster appears to be an ad-
vantage.

. Some of thetypical features of an indus-

tria district are, however, present in both
Colombian cities. Thus, theenterprisecul-
ture is progressive and dynamic, with
emerging examples of start-ups. More-
over, there is a satisfactorily developed
and specialized local labor market, a-
though it sometimes lacks sufficiently
advanced technical capabilities. Thelocal
institutions have played a very important
role in this respect, notably in Medédllin,
in enhancing the enterprises ability to
devise multiple reactions and strategies.
The immaturity of Bucaramanga's clus-
ter continuesto hinder development of its
local institutions.
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6. TheMeddlin cluster may beclassified as

a “hybrid or mixed cluster” (Schimtz,
19954), a product of the combination of
agentspresent inthelocal industria struc-
ture. The presence of large enterprises
—with a Fordist style and which were
protected by the government for many
yearsprior to the opening of the economy
(1991)— combined with the presence of
powerful nationd retailers, dongwiththe
existence of a network of SMEsin order
to guarantee flexible specialization, pro-
duces a very complex productive struc-
ture having some elements remarkably
different from the model of an industrial
district. Thisresemblesother experiences
in Latin America, such as those of Sao
Bento do Sul and Rafael a, the l atter being
host to a variety of industries.

. While Bucaramangaismainly aclothing

cluster, thetextileindustry in Medellinis
also large and highly developed. Thus,
in principle, inter-industry relations in
Medellin are expected to offer a com-
petitive tool by providing exclusivity,
originality and creativity to the clothing
process. In any case, the present back-
wardness and lack of international com-
petitiveness of the Colombian textile
sector may intensively spread to the gar-
ment sector and hinder its performance.
Theentry of largetextile enterprisesinto
the garment industry appears to contra-
dict the prevailing worldwide trend to-
wards specialization while following a
short-term strategy that is neither prom-
ising nor dynamic.

. Some elements of the Bucaramanga ex-

perience suggest that it may be devel-

oping along the lines of the ID model,
and closer to the Marshallian definition.
The growing forward linkages with
largeforeign retailers, and theincipient
participation in global commodity net-
works, may offer promising dynamic
opportunities for the cluster’s future
growth. A possiblelimitation may arise
from the entrepreneurs’ ‘individualis-
tic' cultureand their hasteto grow. The
cultural model of Fordist mass-produc-
tion has often represented an ideal for
these enterprises. As soon as the firms
enjoy good performance, their strategy
is inevitably to increase employment
and production, and to internalize most
productive phases in order to maintain
control over the whole production pro-
cess.

. Thetwo clusters have developed under

very different economic policy régimes,
and this has had its effects on the clus-
ters' performance and structure. The
textileand clothing industry in Medellin
took off several decades ago, and much
earlier than that of Bucaramanga. Dur-
ing these years, the economy was
heavily protected from foreign compe-
tition, large firmswere often subsidized
by the State, and local industry acquired
an oligopolistic power over the national
market. This ensured success and prof-
its for a long time, and made possible
the creation, evolution and devel opment
of local public aswell asprivateinstitu-
tions. However, enterprisesfound them-
selves unequipped to face the market
liberalization that occurred starting in
1991, as well as to operate in the new
environment of open markets and glo-
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balization. The trend towards the
strengthening of vertical integration may
also have been induced by the en-
trenched habit of competing within a
protected market. In contrast, Bucara-
manga’s garment industry developed
much later, and was forced from itsin-
fancy to search for new markets, es-
sentially for exports, given the strong
hold of Medellin’sfirms on the national
market. The incentives to compete in
open markets have been much stronger
and continuous. Simultaneously, this
process has been given impulse by for-
eign buyersand retailerswho have aided
enterprises in the upgrading of their
products and technologies. As aresullt,
Bucaramanga's cluster appears better
equipped to face the international mar-
ket as well asthe nature of today’s pre-
vailing global competition.
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Appendix 1

Summary of the Clusters’ Characteristics: Medellin and Bucaramanga, Colombia

Characteristics of Proxy and i
. sour ce of M edellin Bucaramanga
Marshallian Id | nfor mation
Predominance of SMEsin | No. of Oligopolistic structure in the textile sector. | Clear predominance of SMEs
the Local Industrial establishments A mixed structure in the garment sector. with an average employment of
Structure Huge enterprises (>500 employees) floated | 37. The market share for each
on the Stock Exchange coexist with SMEs | enterpriseisrelatively low. More
(<70 employees) than 50% of the enterprisesin the
city have less than 200
employees.
Nature of the Firms Survey and Independent owners. In any case, the main | Independent
(ownership relations) secondary €conomic groups own the biggest
sources enterprises of the textile sector as well as
some important firmsin the clothing sector.
Decision making Fromthe Internal to the enterprise. In any case, Internal to the enterprise. Strong

enterprise’ s point
of view

evidence of a high degree of dependence
upon the two largest department store
chains in the country which distribute the
region’s clothing products. Strong growth in
maquila processing.

sensitivity to the macroeconomic
environment, especialy to the
exchange rate. High seasonality.
In the months of lower demand
strong tendency to maquila
processing.

Vertical disintegration

Division of labor
into independent
units.

Chaining of the
productive phases

High
Several enterprises are exclusively
dedicated to service provision. A strong
tendency on the part of the smaller firmsto
turn to subcontracting in the sewing phase.
In textiles the productive processis more
integrated.

Low

The majority of the enterprises
show high vertical integration.
Increase in subcontracting only
for large orders or specific jobs.
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Char acteristics of Proxy anfd — 5
. source o in ucaramanga
Marshallian Id I nfor mation
Specialized productionin | Number of There are 5.000 registered enterprisesin the | More than 200 enterprises are
the area registered fashion sector, 48% of them in clothing. registered in the clothing sector
= Number of firms enterprisesinthe | Many of them are spread around the only, spread around
«  Production sector Medellin metropolitan area, Itagui and Bucaramanga s urban area,
Bello. essentially Floridablanca,
*  Employment Piedecuesta and Giron.

Production value,
according to legal
indicators

The fashion sector represents almost 25% of
total manufacturing. The textile sector
accounts for 17% while clothing 8%.

The clothing sector represents
almost 6% of manufacturing in
the region. Textile activity is
minimal, with less than 2%.

Employment in
the sector/total
local employment

The fashion sector employs almost one third
ofl Medellin’stotal population (textile =
19% and clothing = 16%)

The clothing industry is the third
most important employment
generator (19% of population),
after oil and food. Minimal
employment in textiles.

Export Performance

Export Propensity

In the clothing sector the SMES export
propensity islow (25% of production) due
to high internal demand as welll asto
ignorance of international markets. Exports
mainly to Latin Americaand US.

Especidly in the clothing sector,
SMEs have a high export
propensity. More than 60% of
production is exported. Mainly to
the US, Latin America, and to a
smaller extent the EU.

Exchanges within the
district

Survey

Relatively High
Close relationship between textile and
clothing firms (user-producer linkages). In
many cases, this enhances product
innovation.

Medium

Especialy with producers of
accessories.
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Characteristics of Proxy and ;
. sour ce of M edellin Bucaramanga
Marshallian Id Infor mation
Scale economies of the Conseguence of Medium Low
district asawhole the firm-level

specialization and
division of labor

Fairly high vertical disintegration of the
process that alows firms to increase
efficiency and productivity.

Product of a highly integrated
production process that hinders
the individual agents’
productivity

Possible economies of
scope

Conseguence of
the differentiation

Medium

Imitation and mass production, stimulated
by the large retail stores. Differentiationisa
tool for competition, especially for
garments.

High
This city presents a marked
specialization in a specific
product —girls dresses-. Product
differentiationis acrucia tool for
competition.

Labor Market

Intradistrict Medium High

flexibility and More rigid labor contracts through longer | Very short term contracts (6

mobility terms. Labor turnover less than 10% months or less). Labor turnover
exceeding 30% from one
semester to another

Ability and High Medium-Low

technical Due to the sector’ s long tradition and to past | Characterized by asow

capability inthe | experience in large firms or family evol utionary adaptive process of

sector activities. In some cases personnel have accumulation of experience in the

studied at a university. SMEs. Little past experience in

the sector.

Human skills High rate of skilled unemployment, mainly | Dueto the contracts’ high

availability due to the crisis experienced by large seasonality, low skilled

enterprisesin the cluster

unemployment in the second
semester. This hindersthe
continuity of the learning process.
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5 Characteristics of Proxy and .

> . sour ce of M edellin Bucaramanga

g Marsnallian Id Infor mation

§ Links outside the district Survey Essential in distribution and Moderately important backward

S commercidization. Links with two large linkages, very important forward

3 national distribution chains, but not with linkages especially with

S global producers/retailers. Weak in international retailers.

3 production, but with a growing tendency to

& magquila processing.

& Role of thelocal Survey Important for information flows and Lessimportant. Mainly in the

N institutions innovation. Remarkable capabilities and organization of fairsand

: experience in the textile sector dueto a information flow. Only SENA is

N longstanding tradition of experienceinthe | highly regarded for training labor

& area. A great variety of local ingtitutions and providing real services.

- supporting enterprises, such as

g. INEXMODA, ACTUAR and training

2 centers.

§ Business Associations Survey Very important. Ascoltex in textiles The No sectorial business association

™ Medellin branch of ACOPI hasan exists, ACOPI isvalued for its
important effect upon the development of management training activities
the sector through its influence on policy- and for information diffusion.
making (policy advocacy and |obbying).

Loca Government Survey Active representation at the national level Weak. Due to the infancy stage of
through the Chambers of Commerce and the industry, there are still no
organizations such as SENA. Direct consolidated institutions that may
interventions of the government supported | design and implement policies,
larger enterprisesin crisis years. provide support services, and call

for subsidies for the sector.
- Source: Survey questionnaire and Colombian fieldwork August-December 1998.
je)
(8]
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