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ABSTRACT

This paper analyses the learning and interfirm relation processes in search for competitiveness of small enterprises located at a Brazilian footwear cluster, Sinos Valley. The enterprises analyzed are shoemaker’s component suppliers. The investigation is focused on the formation and development of a consortium established for internationalization purposes. The findings are based on data that was collected through interviews held with the enterprises’ managers and associations’ leaders as well as on secondary data. The specif dynamics of the buyer-driven chains is taken as a theoretical support to the case analysis. The aim is to present propositions about s competitiveness of these small businesses. Three propositions are pointed as conclusions of the investigation: small business integrated as suppliers in a buyer-driven chain are in a threatening position if they do not upgrade to international competitors standard; small business integrated as suppliers in a buyer-driven chain can add value if they get closer to design, marketing and branding; on emergent countries, small business upgrading for competitiveness depend on collective action.

Introduction

The development of the Footwear Brazilian Industry is related to the industrial reconversion process of the 60´s, when intensive work industries moved from developed countries to more peripheral countries. International traders chose some regions in Brazil as potential producers. The most important of these regions is the Sinos Valley in South Brazil.

Sinos Valley has been considered a “supercluster” (Schmitz, 1995). The region concentrates a group of producers making the same or similar things close to each other. There is the division of labor and specialization among the firms; the provision of their specialized products and services in short notice and great speed; the emergence of suppliers, who provide raw material and components; the increase of suppliers who provide new and second hand machinery and spare parts; the emergence of agents who sell to distant national and international markets and the presence of associations, research and human resources training centers and superior education institutions.

This concentration of products and services related to Footwear production may suggest that entrepreneurship and small business establishment should be facilitated in this region.  However this is not absolutely true. The Footwear production and retail is related to a complex chain. The model of buyer-driven commodity chains as proposed by Geriffi (1999) is very well adapted to explain the Footwear production and retail. A buyer-driven commodity chain refer to those industries in which large retailers, branded marketers and branded manufacturers play pivotal roles in setting up decentralized production networks in a variety of exporting countries. Buyer-driven chains are closely tied to relational rents, which refer to several families of inter-firm relationship, including techniques of supply-chain management that link large assemblers with small and medium size enterprises, the construction of strategic alliances, and small firms clustered together in a particular place and displaying elements of collective efficiency.

At Sinos Valley, as observed by Schmitz (1998), the fast growth of the export industry, especially during the 1970s and 1980s, developed to a deep structure of suppliers of products and services. Interdependence within the cluster increased. Bilateral vertical cooperation increased and multi-lateral cooperation was attempted. In a phase, which was considered the easy phase of globalization (1970s and 1980s), enterprises at all stages in the value chain have been sucked into global competition. 

These features could suggest a good position of the cluster for relational rents through the integration of several small and medium sized enterprises in a similar action to the Italian Footwear cluster (Putman, 1996). However, as globalization became more challenging at the 90s, local inter-firm relationship did not become stronger. The main Sinos Valley shoemakers adopted the strategy of integrating with their main international buyers to attend market demands and reduce their dependence on the cluster for the supply of inputs (Schmitz, 1998). 

How small industries dedicated to the shoemakers’ supply of components and machinery keeps a competitive position at this chain?  How small enterprises achieve internationalization? How small enterprises fight for market share out of their dependence on the main local shoemakers? These are strategic questions for the small business entrepreneurs as much as for researchers who investigate development policies to support regional development to a historical industrial cluster such as Sinos Valley.

We describe in this paper the development of technology, marketing, design, achieved by 10 small machinery producers who participated of an export consortium. This consortium was organized by an association of components manufacturers (ASSINTECAL) helped by Brazilian government policies due to support exportation initiatives (APEX). The analyses focus on how inter-firm relations were achieved and contribute to individual learning and competitiveness of each of the enterprises, which participate in the consortium. The findings are based on the interviews held with the enterprises managers and ASSINTECAL leaders and secondary data. 

In the following sessions we present: (1) an overview of the competitive environment related to the footwear industry; (2) the description and analysis of the case, which was investigated; (3) conclusions.

1 The competitive environment

The global extension of the value chains must be considered on entrepreneurship related to the Footwear industry. This industry is generally based on global networks which links the full range of activities that are required to bring a product from its conception, through its design, its sourced raw material and intermediate imputs, its marketing, its distribution and its support to final consumer (IDS, 2000).

This scenery has been getting more and more accrue since the late 1960s when footwear manufacturers from industrialized countries closed down their factories, retained their know-how of marketing and design and started to shop around for low-cost sites in the developing word (Bazan & Navas-Alemán, 2001).

Sinos Valley inception into the global footwear value chain has been considerated as the trigger to the vertiginous process of growth experienced by the whole Brazilian footwear industry. In two decades, the cluster transformed itself from a local footwear producer to one of the main footwear exporting regions in the world (Bazan & Navas-Alemán, 2001).

As shown in the Table 1 bellow Brazil has the third world position in footwear production. 

	TABLE 1 – COMPARATIVE EVOLUTION AND PROJECTION OF PRODUCTION AND EXPORTATION IN THE MAIN FOOTWEAR PRODUCERS (in millions of pairs)

	Countries
	PRODUCTION
	EXPORTATION

	
	1994
	2003
	2009*
	1994
	2003
	2009*

	China
	3960
	7210
	8908
	2369
	4526
	5175

	India
	440
	735
	800
	40
	68
	110

	Brazil
	541
	610
	540
	165
	174
	161

	Indonesia
	500
	480
	470
	268
	190
	180

	Italy
	471
	330
	340
	405
	325
	324

	Thailand
	400
	270
	228
	268
	130
	75

	Mexico
	172
	190
	174
	5
	10
	8

	Turkey
	154
	249
	283
	-
	39
	63

	Vietnam
	131
	330
	350
	64
	295
	314

	Pakistan
	175
	252
	273
	-
	11
	17


Source: ASSINTECAL/SATRA (2004)

However based on low prices the situation of the suppliers of the main global buyers (US large retail chains) was not to be stable forever. At the end of the 1980s Brazilian producers began to suffer from the increasing competition of cheap footwear from China. In the last decade, alternatives to low prices strategies began to be developed as the searching for new markets and attempting to move up the value chain into design, marketing and branding (Bazan & Navas-Alemán, 2001).

At the last decade, some of the main Sinos Valley shoemakers began to search foreigners markets with own market strategies. Nowadays, Brazilian trademarks as Azalea, Via Uno and Dumont can be found in American and European retailers. They have small slices of these markets. Anyway, these enterprises are learning how to deal in the international market. The small enterprises that are shoemakers’ suppliers have been strongly influenced by this competitive environment. 

2 The molds producers

The enterprises here analyzed are molds producers. There are around 200 molds producers in Sinos Valley. They are small enterprises and some of them are informal. As is common in small business, management and production processes are centralized in the manager's person who is aided by a small team of employees. The participation of members of the family in the company is quite common. Splitting is frequent as the companies enlarge.

In the Sinos Valley, the competence for molds production has developed for almost thirty years, associated to the increase of the production of footwear’s with synthetic components. Molds are generally produced in aluminum or steel, through simple foundry or automated processes. They are destined to the production of footwear components as soles, ribbons, buttresses, printed leather, etc… 

Molds production is very sensitive to the different strategies on footwear production.  Large scale and mass production demands, which are typical for low cost products, don’t need many different molds. Differently is observed in the fashion industry where small loads and many model variations, need a new mold for every single model. When the footwear industry improves, in the fashion industry, there is an increase in the molds production.

Outsourcing and the specialized knowledge needed for molds production are two important aspects on the molds business. The outsourcing of molds production has been one of the effects of the changes on footwear production. An increase on the outsourcing of molds production tends to be proportional to the closeness shoemakers are to the fashion industry.

A very specialized and partial tacit knowledge is necessary in the molds production. Learning about molds production depend on the training on the job, even when the production is partially based on automation. 

In Vigevano, Italy, molds are produced in small shops similar to what happens in the Sinos Valley, Brazil. As independent enterprises, mold producers have opportunities and face challenges. They may be suppliers of other industries, in fact, some Sinos Valley mold producers also supply simple orders to local metal-mechanical chain, and they also have the opportunity to supply footwear molds to Peru, Colombia, Mexico and Argentina.

The entrepreneurs started to be challenged by global competitiveness. For example, a Sinos Valley shoemaker can buy molds anywhere. When they need more sophisticated and expensive models they can look for Italian suppliers and not at the local market.  

The Sinos Valley mold producers are able to supply the local shoemakers, which are looking forward to improving with the adaptations of brand design in the intermediate market in terms of prices. However shoemakers complain they lose competitiveness on this market share because of they take too long to develop a product.  As seen on an analysis of the Sinos Valley footwear chain, the mold production was pointed as the gargle for the delay on the launching of new products (ASSINTECAL, 2003).

Looking forward to facing these challenges, an exportation consortium of mold producers was established in the Sinos Valley. Below it is described how this consortium was established, its strategies and the observed effects on organizational learning.

2.1 Molds by Brazil
Molds by Brazil is the trademark created to represent mold producers who participate in the consortium created with internationalization purposes. It is one of the consortiums created upon a Brazilian Federal Government policy established in the mid 90’s to promote small business internationalization. The Agency of Promotion of Exports of Brazil – APEX has some rules to help small business with funds. The organization of consortiums was one of the conditions established by APEX to support marketing and promotion strategies.

The mold producers gathered in the consortium at the end of 2000, helped by their Association (ASSINTECAL). Ten enterprises belong to the group. 

The agreement between Molds by Brazil and APEX favored two actions oriented to internationalization: (I) participation of International Trade Fairs and (ii) the certification ISO 9000. Other actions, oriented to local market, were also favored, for example, as the participation on National Trade Fairs and the sharing of management consulting.

Participation in International Trade Fairs favored the enterprises, not only to show their products, but also to learn from competitors and clients. The gaps Brazilian producers have from International standard and need to overcome began to be clearer. These gaps were mainly related to time delivery, product quality and technology. One of the first steps in the learning process was the awareness of these gaps. Propositive actions took place and they are highlighted below. 

2.2 Time to Market

The consortium Molds by Brazil created a project focused on technological development. The project was based on the assumption that mold production was the gargle on footwear production. Several studies had pointed that the achievement of competitiveness in international levels depends on the development of abilities, which could help in the response of companies to a very segmented, seasonal, dependent on variations of fashion and style demand. In such a scenery, technological and management innovation is needed.  The time of product development was understood as a critical stage for the improvement of the performance of the footwear industry, considering the pressure the importers of the United States and Europe exert on the local producers.  As shoemakers are looking for competitiveness in the fashion market share they need to reduce time to market (ASSINTECAL, 2003).

This project gathered producers, the producers Association (ASSINTECAL) representatives; the local University (UNISINOS); a public Association responsible for personnel training (SESI); a private group dedicated to technology innovation (CETA). A Brazilian ONG sponsored the project (SEBRAE).

The main stage of this Project was a technical mission focused on benchmarking with Italian mold producers. Representatives of the consortium, researchers, consultants went to Vigevano in Italy, in 2004, to learn from the main world mold producers. The group

was in touch with different examples of footwear components and machinery production. Since the sophisticated project Euroshoe based on high automation technology and on a mass-customization principle
, until very prosaic and known handmade foundry.

Overall, the interaction with Italian mold producers highlights that the concept they have about their work is based on fashion. Italian mold producers define themselves as fashion designers, as stylists and never as foundry crafters.

The main Italian mold producers as Mobel Stampi, the Gatti & Piccolo and the FAE Stampi, all located close to Milan, support their work on sophisticated technology, but understand that their value is on their capacity of putting art on technical feasibility.

Finally, all observations and conversations during the Technical Mission converge to a new point of view related to the development of Brazilian mold production. The necessity of technological improvement based on modern machinery, software, trained personnel were confirmed. However, new suppositions emerge from this investigation, as follows:

· Time to market pressures will not find solution based only on technological improvement;

· Time to market is related to technology improvement but also on the position of the enterprise on the chain value;

· The closer the mold producers are to fashion and design, the more competitive they are in the footwear market.

2.3 Learning and actions

Some points are to be highlighted from the Sinos Valley mold producers’ case. Mold production is a Small Business integrated on a buyer-driver chain. Footwear as garments are globalized chains which gather enterprises located in different points of the world. These enterprises compete on a very segmented market. It is known from empirical evidence that on buyer-driven chain value come from moving up the value chain into design, marketing and branding.

Suppliers of a traditional industry, which for decades was focused only on production, and local market, are not prepared to compete on a global arena. Even supplying to already internationalized industries, local suppliers face several gaps related to technology and management when compared to international competitors. They need to overcome new challenges, improve technology and look for added value into their processes.

These actions depend on new knowledge that are hard to be acquired on their own. The experience of the mold producers’ consortium shows that collective action among small enterprises to attend shared interests can bring good results in internationalization efforts.

With some support received from government the enterprises began to show up in International trade fairs. Some business were done, new clients appeared but overall they have given the first step towards the necessary learning processes for internationalization. The collective action motivated a technological improvement project. The purpose was to reduce the time of product development on all the local chain, focused on mold production improvement. From this project new actions and suppositions raised. 

Specialized software was acquired with public funds. The producers association (ASSINTECAL) created a permanent Design Forum and made an effort to put component producers closer to fashion and design tendencies. This association is also working together with ABEST (Brazilian Association of Stylists). 

A new concept of Brazilian fashion is growing based on the collective work of the producer associations who are investing on an alternative strategy for all the Brazilian footwear industry. Getting closer to fashion, in the Brazilian case, does not only mean copying international style, but also developing a unique new style. In fact, Brazilian stylism has been getting good positions in International Fashion forums.

Moldes by Brazil was established as a collective trademark. It is a marketing strategy focused on added value to the Sinos Valley producers and to develop an image of Brazilian suppliers as a good alternative on molds for the footwear industry.

In summary, collective action and efforts to move up the chain into design, marketing and branding are observed as strategies to small business competitiveness improvement. 

3 Conclusions

The aim of this paper was to present propositions about emergent countries small business competitiveness. The questions we investigated were related to the understanding of the strategies and processes, which are helpful to put emergent countries small business on a competitive position in the international market. We analyzed especially small business, which are integrated to buyer-driven chains. This investigation took as a basic assumption that in a buyer-driven chain, value comes from relational rents and from design, marketing and branding. 

We described the case of the Sinos Valley mold producers who created a consortium for internationalization. This collective action started of the learning process, which was shown to be positive to every member of the consortium and for the whole local footwear chain. The collective action allowed the achievement of international marketing and promotional actions. Collective action favored each one of the consortium participants to risk in the international market. The weaknesses and threats on this new competitive arena got clearer. New collective actions were developed to face the gaps local producers have toward international competitors.

The maneuvering among public policies, producer associations, Universities and other support associations must be highlighted as a clue network to achieve the individual results every small enterprise is looking for.

The propositions from this study are finally the followings: 

· Small business integrated as suppliers in a buyer-driven chain are in a threatening position if they do not upgrade to international competitors standard; 

· Small business integrated as suppliers in a buyer-driven chain can add value if they get closer to design, marketing and branding; 

· On emergent countries, small business upgrading for competitiveness depends on collective action.

For further research, we suggest the development of this investigation in a survey to test these propositions in a statistical significant sample. This way cases from emergent and not emergent countries could be compared.
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