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Summary
The elaboration of this thesis involved several stages, and since it is a complex
VXEMHFWPDWWHULWZDVLPSHUDWLYHWRPDLQWDLQDPXOWLGLVFLSOLQDU\IRFXV,QWKHÀUVW
stage, the need to improve the innovation performance in Latin America and
WKH&DULEEHDQLVLGHQWLÀHG,QWKHVHFRQGWKHDSSURSULDWHPHWKRGRORJ\IRUWKLV
research is selected. Here, it was determined that a framework comprising the
innovation system approach is the most suitable framework for this research. In
the third stage, the relevant body of extant literature is reviewed and the re-
search problem formulated. In the fourth stage, the data is collected and char-
DFWHUL]HG'XULQJWKHÀIWKVWDJHWKHJDWKHUHGLQIRUPDWLRQLVDQDO\]HGDQGWKH
results presented. In the sixth stage, experiences in other regions are examined
DQGEHVWSUDFWLFHVDFTXLUHG,QWKHÀQDOVWDJHWKHNH\HQDEOHUVEHVWSUDFWLFHV
DQGWKHHOHPHQWVDUHLGHQWLÀHGWUDQVIRUPHGDQGDGDSWHGLQWRVHYHUDOUHFRP-
mendations for Latin American and Caribbean policy makers.
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Introduction

Introduction

There are challenges both new and endemic that hinder potential for sustain-
able growth and development in Latin American and the Caribbean.1 Among
the other entities, governments in the region need to ascertain what will be the
basis for competitiveness and what will be the new solutions to these growing
challenges. In recent years, the impact of innovation on business, politics and so-
ciety has been more evident. Governments and business leaders are increasingly
aware of the role that innovation plays in economic growth, development and
competitiveness. Innovations come in many forms: products, business models, or-
ganizations, marketing and branding, and social innovations.

In order to facilitate the analysis of innovation, policy makers and international
organizations have used the Innovation Systems approach as a framework. The
systems approach provides a unique perspective on the manner in which innova-
tions are produced and supported. For many years, innovations were perceived
as a product of a linear process where research was the main driver. The systemic
approach introduced a different method that encourages analyzing the whole
process of innovation instead of focusing on just one aspect.

1 The region comprises the following countries: Antigua and Barbuda, Argentina, The Bahamas,
Barbados, Belize, Bolivia, R.B. de Venezuela, Brazil, Chile, Colombia, Costa Rica, Cuba, Dominica,
Dominican Republic, Ecuador, El Salvador, Grenada, Guatemala, Guyana, Haiti, Honduras, Ja-
maica, Mexico, Nicaragua, Panama, Paraguay, Peru, St. Kitts and Nevis, St. Lucia, St. Vincent and
the Grenadines, Suriname, Trinidad and Tobago, and Uruguay.
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$VQRWHGE\0HHXVDQG2HUOHPDQV  WKHÀHOGRILQQRYDWLRQV\VWHPVLVDQHZ
one wherein economic growth theory, international trade theory, evolutionary
theory, economics of organization, organizational sociology, regional sciences
and institutional approaches emerge.

0RVW LQQRYDWLRQV V\VWHPV OLWHUDWXUH IRFXVHV VSHFLÀFDOO\ RQ QDWLRQDO UHJLRQDO RU
sectoral innovation systems. Indeed, few studies mention even the prospect of
a Supranational Innovation System. The aims of this thesis are: to establish the
emergence of an European Supranational Innovation System by using the inno-
vation systems approach and to ascertain its main characteristics. Consequently,
it will be determined if Latin America and the Caribbean could learn from the
European experience and use it to create an enabling environment to support
LQQRYDWLRQLQWKHUHJLRQWRH[WHQGLWVEHQHÀWVWRDOOFLWL]HQVDQGWRHQKDQFHWKHLU
competitiveness. Also, new technologies such as mobile telephone services are
XVHGWRLOOXVWUDWHWKHSRWHQWLDOEHQHÀWVWRGHYHORSLQJFRXQWULHVRIHQKDQFHGLQ-
novation activities.

The results of the examination of innovation activities at the EU-level demonstrate
that there is clear evidence of the emerging European Supranational Innovation
6\VWHP$OVRWKHUHDUHSRWHQWLDOEHQHÀWVRID6XSUDQDWLRQDO,QQRYDWLRQ6\VWHPIRU
a region such as Latin America and the Caribbean. Conclusively, the European
experience is not only valuable, but moreover it is applicable to Latin America
and the Caribbean.
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$FFRUGLQJWRWKH*OREDO,QQRYDWLRQ,QGH[5DQNLQJRXWRIWKHWRSÀI-
teen countries nine are European2 : Iceland (1), Sweden (2), Switzerland (4), Den-
mark (5), Finland (6), Netherlands (7), Norway (10), United Kingdom (14) and Lux-
embourg (15); two are from the Americas: USA (11) and Canada (12); and four
DUHIURP$VLD3DFLÀF+RQJ.RQJ&KLQD  6LQJDSRUH  1HZ=HDODQG  DQG
Japan (13).

Historically, Europe has played an important role in innovation: it is the home of
the Renaissance and the industrial revolution, and it could be considered as the
cradle of innovation and science & technology. Europeans have been leaders in
providing breakthrough inventions such as the printing press by Gutenberg (Ger-
man), improvement of the steam engine by James Watt (Scotish) and the World
Wide Web by Tim Berners-Lee (British).

The question arises whether history plays an important role in innovation? And if
so, does this mean that Latin America and the Caribbean are destined to lag
behind, playing only a marginal role in this process? Is there a possibility for the
region to leapfrog and could a supranational innovation system facilitate this?
Finally, can new technologies both help initiate progress and create solutions as
issues arise?

2

Five out of the nine are from Northern Europe.
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In the last decade, mobile penetration in the world has been growing at an in-
creasing pace, notably in developing countries. The worldwide explosive growth
and increasing coverage of mobile telecommunications provide an opportunity
WRUHDFKDQGLQWHUFRQQHFWODUJHSRSXODWLRQV'HYHORSLQJFRXQWULHVFRXOGEHQHÀW
from this technology, and in some countries like Kenya and the Philippines, there
are interesting projects and innovative mobile technologies that illustrate some
RI WKH EHQHÀWV 7KXV IDU PRVW RI WKH /DWLQ $PHULFDQ DQG &DULEEHDQ FRXQWULHV
have not yet fully grasped the potential, nor utilized the opportunities, of mobile
telephone services.

Strategies and projects focused on the future establishment of a Supranational
Innovation System in the region could facilitate innovative activities and enhance
the innovative performance of Latin American and Caribbean countries. A Su-
pranational Innovation System offers the possibility of generating a broad part-
nership with stakeholders at all levels (supranational, national, regional and local)
WRHQFRXUDJHWKHÁRZRIUHVRXUFHVDQGNQRZOHGJHZKHUHLWLVPRVWDSSURSULDWH

The track record of Latin America and the Caribbean establishing regional bodies
is not very encouraging but the experience can inform endeavors. The European
integration is a complex and ongoing process. In order to reach the supranational
level it had, to overcome many obstacles, and this was not achieved overnight.
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In fact, the foundation for the European Union can be traced back to the Euro-
pean Coal and Steel Community (ECSC) Treaty signed in Paris in 1951. The aim of
this Treaty was to contribute, through the common market for coal and steel, to
the economic expansion, growth of employment and a rising standard of living.

Latin America and the Caribbean have much to learn from the European experi-
ence, not the least of which is the creation of a regional strategy to unify and pro-
gressively establish conditions to integrate the region. The strategy could promote
and support the development and deployment of innovative mobile services for
the low-income segment of the population. This will contribute to sustainable de-
velopment, enhance quality of life and, improve competitiveness.

Study precedents

The innovation systems approach has seen effective use already in the academ-
ic context and as a framework for innovation policy-making. In the beginning
the main emphasis was on National Innovation Systems (Freeman, 1987; Lundvall,
1992; Nelson, 1993; Edquist, 1997). Most of the assumptions on National Innovation
Systems (NIS) are based on systematic empirical work on developed countries
with small economies such as Denmark, Slovenia and Sweden, where the na-
tional level is more important.
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However, as academics analyzed National Innovation Systems, they realized
the importance of local/regional actors and resources in larger territories.
In countries such as the UK, Germany and France, the local or regional govern-
ment plays an important role. Indeed, empirical studies demonstrated that they
were the more appropriate level of government to deal with such matters. Sub-
sequently, the importance of regional scale and resources in spurring innovation
capability was underlined by many scholars who then very sensibly focused their
research on Regional Innovation Systems (Cooke, 1992; Brazyck et al, 1998; Cooke
et al, 2004). The shift from national to regional has led to the study of the key roles
that other entities play in innovation and regional development such as the Eu-
ropean Union (EU). In fact, the European integration model has been called by
some academics a Supranational Innovation System (Edquist, 1997; Borrás, 2000;
Fernández-Ribas, 2009). All the same, few studies analyze the European Suprana-
tional Innovation System.

Using the “learning economy” as an analytical framework, Gregersen and John-
son (1997) discussed the relationships between integration and innovation in
which they described the European integration as a process of institutional learn-
ing. The authors argued that only a very partial European system of innovation in
a narrow sense of the term was likely to emerge in the not too distant future. They
concluded that the nation-state is still a relevant level of analysis in the systems of
innovation approach.
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In a special issue of Science and Public Policy on the subject of an European Sys-
tem of Innovation, Borrás (2004) sought to establish a theoretical and analytical
link between the bottom-up dimensions of socio-economic dynamics with the
top-down dimensions of regulatory-political institution-building dynamics. Also, a
preliminary examination on whether it is possible to identify a European System of
Innovation was presented. The author argues that, at present, at the EU-level, it is
still early to discern a complete and formed system.

Research query, hypothesis and general description of results

This thesis aims to answer the following questions:
1. How can Latin America and the Caribbean improve their innovation per-
formance?
2. Is a supranational innovation system the most appropriate model for Lat-
in America and the Caribbean in view of the current context?

Premises on which this thesis is based:


,QQRYDWLRQVDUHDPDMRUGULYHURIWKHHFRQRP\WKDWLQFUHDVHSURGXFWLYLW\
and spur growth.



,QQRYDWLRQVDUHWKHEDVLVIRU/DWLQ$PHULFDQDQG&DULEEHDQFRPSHWLWLYH



QHVVDQGWKHPHDQVWRÀQGVROXWLRQVWRJURZLQJSUREOHPV
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7HOHFRPPXQLFDWLRQVDUHFHQWUDOWRFRPSHWLWLYHQHVVHFRQRPLFJURZWK
poverty reduction, productivity and development.



0RELOHWHOHSKRQHVHUYLFHVRIIHUDQDSSURSULDWHWRROIRUGHYHORSLQJFRXQ
tries to enhance their innovation performance.

Hypothesis:


7KHUHLVHYLGHQFHRIWKHIRUPDWLRQRID(XURSHDQ6XSUDQDWLRQDO,QQRYD
tion System.



7KHUHDUHLPSRUWDQWOHVVRQVIRU/DWLQ$PHULFDDQGWKH&DULEEHDQIURP
the European experience on innovation.



1HZWHFKQRORJLHVRIIHUQHZRSSRUWXQLWLHVIRUGHYHORSLQJFRXQWULHVWR
leapfrog.

General results:


7KHUHLVHYLGHQFHRIWKHHPHUJHQFHRID(XURSHDQ6XSUDQDWLRQDO,QQR
vation System.



7KH(XURSHDQH[SHULHQFHFRQFHUQLQJLQQRYDWLRQRIIHUVYDOXDEOHOHVVRQV
and best practices to Latin America and the Caribbean.



:KHQGHVLJQLQJLQQRYDWLRQVWUDWHJLHVSROLF\PDNHUVVKRXOGLQFOXGHQHZ
technologies as a key element for their viability, regard mobile phones as
a necessity and mobile services as an important tool to offer innovative
services particularly to the poor and rural populations.
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/DWLQ$PHULFDQDQGWKH&DULEEHDQDWSUHVHQWODFNSROLWLFDOZLOODQGDUH
not prepared to establish a supranational system.



,QWKHFXUUHQWFRQWH[WDUHJLRQDOLQLWLDWLYHWRIRVWHULQQRYDWLRQLQPRELOH
services is more feasible.

Scope of the study

This thesis focuses on innovation being used as a tool for Latin America and the
&DULEEHDQWRÀQGDQGGHSOR\VROXWLRQVWRWKHSUHVHQWDQGIXWXUHFKDOOHQJHVWKDW
hinder their potential for sustainable growth and development. Most Latin Amer-
ican and Caribbean countries do not excel in innovation when compared to
other emerging economies. Regions that are rich in natural resources, talented
people, among other forms of wealth, have not been able to use their assets to
gain a competitive edge nor to innovate and thereby alleviate some of the chal-
lenges they are facing. The scale of these challenges warrants a coordinated
approach by the countries in the region. The European experience is used as an
example of the construction of a supranational innovation system. Drawing from
the lessons learned and best practices examined, a strategy will be proposed for
Latin America and the Caribbean. A SWOT analysis of innovation in the region has
been prepared to provide a predictable policy framework.

16

Introduction

The limitations of this thesis are mostly in relation to methodology. The innovation
systems approach is not a theory; it is a conceptual framework, which suggests
that the ultimate goal is innovation. Since it is not a theory per se and most of
the work has been based on empirical studies rather than conceptual work, it
becomes even more complex. Notwithstanding their complexity, the innovation
V\VWHPVDSSURDFKSRVVHVVHVDFHUWDLQÁH[LELOLW\WKDWLVDQDXWKHQWLFFKDUDFWHULVWLF
RIDOOHYROYLQJV\VWHPV$QLQQRYDWLRQV\VWHPWKDWLVRSHQÁH[LEOHH[SDQGLQJDQG
porous has its advantages and disadvantages.

Among the advantages, it can adapt more easily to the current conditions; it can
incorporate other elements that may become relevant in the innovation process,
and the framework allows the possible emergence and integration of new actors.
6RPH RI WKH GLVDGYDQWDJHV DUH WKDW LW LV PRUH GLIÀFXOW WR LGHQWLI\ TXDQWLI\ DQG
capture all of the elements present in an innovation system.

According to Lundvall (1992), the elements that compose the system are a struc-
ture of production and an institutional set-up. This framework emphasizes the in-
teraction among the elements to explain the performance of the different in-
novation systems. It has been used by academics to elucidate the disparities
in technological and economic performance between Europe and the United
States and Japan, for example.
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0RVWH[WDQWLQGLFDWRUVRINQRZOHGJHDQGLQQRYDWLRQDFWLYLWLHVDUHQRWVXIÀFLHQW
to convey the ongoing interaction among the above-mentioned elements of
DQLQQRYDWLRQV\VWHP7KHGLIÀFXOWWKLQJWXUQVRXWWREHXVLQJDYDLODEOHGDWDDQG
PHWKRGVWRDWWHPSWWRTXDQWLI\DQGLOOXVWUDWHWKHÁRZRINQRZOHGJHLQWHUDFWLRQV
between institutions, innovation performance, and diffusion of innovation within
the system.

Without a doubt, the economic, political, social and cultural context is important.
Capital availability, management, competence, attitude, entrepreneurship,
PDUNHWLQJ VNLOOV ODERU UHODWLRQV HGXFDWLRQ FXOWXUH VFLHQWLÀF DQG WHFKQRORJLFDO
capability are some of the factors that play an important part in the innovation
environment and determine the success of innovative activities.

Thesis structure

7KHWKHVLVLVVWUXFWXUHGLQÀYHFKDSWHUV7KHÀUVWFKDSWHUSUHVHQWVWKHWKHRUHWLFDO
framework in which the research is based, mainly the innovation systems ap-
proach with emphasis on literature concerning regional, national and suprana-
tional innovation systems to establish the emergence of the European Suprana-
tional Innovation System. Foresight is used to determine the viability of a proposal
for regional strategy aimed at establishing a Supranational Innovation System in
Latin America and the Caribbean.
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In the second chapter, the European Supranational Innovation System is explored
through a systemic analysis of several EU-level institutions, strategies, projects, pro-
grams and initiatives. The innovation performance of the EU Member States and
their efforts to construct an European Innovation System are presented. The main
FKDUDFWHULVWLFVDUHLGHQWLÀHGDVZHOODVWKHFKDOOHQJHVDQGDGYDQWDJHVDVXSUD-
national innovation system offers.

The third chapter presents an overview of the state of the art and innovation in
/DWLQ$PHULFDDQGWKH&DULEEHDQ)RXUSKDVHVRISXEOLFSROLF\DUHLGHQWLÀHGDQG
Brazil is used to illustrate these phases. In addition, a brief assessment of innovation
in the region including some inputs and outputs, and a SWOT analysis is presented.

The fourth chapter explores the opportunities that innovations and mobile tech-
nologies (i.e. mobile phones) can offer Latin America and the Caribbean. An
overview of mobile penetration, operators and customers in the region is pre-
sented. In addition, innovative mobile services in Kenya and the Philippines are
employed as an example of success stories that could potentially enhance the
innovation environment in Latin America and the Caribbean.
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,QWKHÀIWKFKDSWHUWKHSURVSHFWVIRUD6XSUDQDWLRQDO,QQRYDWLRQ6\VWHPLQ/DWLQ
America and the Caribbean are examined. The main regional groups are identi-
ÀHGDQGDQDO\]HGLQRUGHUWRHVWDEOLVKLIWKHFXUUHQWVWDWHRIDIIDLUVZLWKUHJDUGV
to regional integration is conducive or not to create a supranational system. A
proposal concerning innovation in mobile services is presented along with the
SRWHQWLDOFRVWVDQGEHQHÀWV

The thesis concludes with suggestions for possible future research lines and some
recommendations for policy makers.

20

Chapter 1
Theoretical framework
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Innovations are considered a major driver of the economy that can increase pro-
ductivity and spur growth. They come in many forms and in order to facilitate the
analysis of innovation, policy makers and international organizations have used
different frameworks. The aim of this chapter is to present, analyze and review the
literature on the main elements concerning innovation systems.

For many years, science policies preferred the Linear Model of Innovation to de-
scribe the relation between science and technology and the economy. This ear-
lier framework of innovation suggested that there are three phases in the process
of technological change (invention, innovation and diffusion) and that they fol-
low one another in a linear way. Innovation begins with basic research; subse-
quently, applied research and development occurs; and it ends with production
and diffusion.

According to Godin (2005) the linear model of innovation developed in three steps
WKDWFRUUHVSRQGWRWKUHHVFLHQWLÀFFRPPXQLWLHVWKDWFRQWULEXWHGWRWKHGHYHORSPHQW
RIWKHFRQFHSW,QWKHÀUVWVWHSDSSOLHGUHVHDUFKDQGEDVLFUHVHDUFKZHUHOLQNHG
and it was the natural scientists (academics as well as industrial) that developed a
rhetoric of basic research as the source for applied research. In the second step,
business school’s researchers studied the industrial management of research and
the development of technologies (the experimental development was included).

22
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Finally, in the third step, production and diffusion, economists brought forth the
concept of innovation into the discipline.

However, many authors concur that the Linear Model overlooks the importance
of the interaction that takes place between the structure of production and the
institutional set-up. Also, it is considered by some as being fairly unsuccessful in
understanding the source, nature and dynamics of most innovation processes,
especially in developing countries. Indeed, this model offers a linear explanation
to the relation among science, technology and production, and considers R&D
as the only source of innovation.

7KHOLQHDUWHFKQRORJ\SXVKDQGGHPDQGSXOOPRGHOVDUHUHJDUGHGDVLQVXIÀFLHQW
to stimulate innovation. Nowadays, innovation is considered a complex process
where the interaction among the different elements (structure of production and
institutional set-up) that compose the innovation process is important. In view of
the complexity and uncertainty of the process, the Linear Model has been con-
sidered by several academics as inadequate and has been replaced by a sys-
tems approach to understand the dynamics of innovation. Therefore, this thesis
will analyze innovation using the systems approach.

23
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7KHUHDUHGLIIHUHQWZD\VRIGHÀQLQJWKHVHV\VWHPVEXWLQJHQHUDOWKUHHPDLQHOH-
ments are usually taken into account to delimit the concept: geography, sector
and scope. Geographically, systems may be local, regional, national or suprana-
WLRQDO%\VHFWRULQQRYDWLRQV\VWHPVFRXOGIRFXVRQWHFKQRORJ\ÀHOGVRUSURGXF-
tion areas. Concerning scope, the approach to innovation systems could vary
DFFRUGLQJWRKRZQDUURZRUEURDGWKHGHÀQLWLRQLVLQUHODWLRQWRLQVWLWXWLRQVDQG
markets. It could be argued that these elements complement each other and
coexist; however, this analysis is beyond the scope of this thesis.

The idea of innovation systems could be traced back to Friederich List’s The Na-
tional System of Political Economy (1841). Even though there is no explicit refer-
ence to the concept of innovation systems as such, List analyses several char-
acteristics of what is now called National System of Innovation (NIS). The author
developed his arguments to support the creation of a national infrastructure and
institutions to promote the accumulation of ‘mental capital’ to stimulate econom-
ic development. In his work, there is a clear recognition of the interdependence
of tangible and intangible investment (Freeman, 1995). Moreover, List recognizes
the importance of infrastructures such as transportation networks in addition to
the establishment of links between industry, education and science.
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More than a century later, in 1982, Charles Freeman used the concept of National
System of Innovation and pointed out the need to couple education, science,
trade and industry policy to build competitiveness. He also emphasized the im-
portance of an active role for government in promoting a technological structure
in a paper3 entitled Technological infrastructure and international competitive-
ness (Lundvall, 2007).

Generally acknowledged by intellectuals, and other actors, like policymakers,
innovation systems have proven to be an useful framework for innovation poli-
F\PDNLQJ 6LJQLÀFDQW FRQWULEXWLRQV E\ DFDGHPLFV DUH IRFXVHG RQ 1DWLRQDO ,Q-
novation Systems (i.e. Freeman, Lundvall, Nelson). In their analysis, they provide
elements and insight into the functioning of these systems. Small-developed
countries provided a suitable setting to better understand the innovation process;
therefore, most of the assumptions on National Innovation Systems are based on
them.

However, in larger territories like France or Germany the task becomes more com-
plex because of their size and the role that other actors at different levels (i.e.
local and regional) play in the innovation process. Some academics (i.e. Cooke,
Brazyck, Maskell) focused their study on Regional Innovation Systems and in par-
ticular, their unique characteristics that have an important impact on the innova-
tion process.
3

His work was not published until 2004.
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The complexity is even more evident when analyzing supranational innovation
systems. The European Union is a paradigm of the challenges entailed by iden-
tifying and understanding the dynamics of this type of innovation system. Few
academics have considered, researched and/or studied the construction of an
European Supranational Innovation System (i.e. Borrás, Fernández-Ribas).

$WSUHVHQWWKHUHLVQRFRQVHQVXVDPRQJH[SHUWVRQWKHH[DFWGHÀQLWLRQRI´LQ-
novation systems”. However, the concept is still emerging, and there are some
GHÀQLWLRQVWKDWLOOXVWUDWHWKHPDLQHOHPHQWVWKDWFRPSRVHDQLQQRYDWLRQV\VWHP

1.1

Innovations

7RGDWHDXWKRUVKDYHGHÀQHG´LQQRYDWLRQµE\HPSKDVL]LQJVLQJXODUIHDWXUHVRI
it, activities or some combination of the two. Still others have chosen to focus on
the characteristic processes of innovation or the outcomes of those processes.
$QH[DPSOHRIWKHÀUVWLVWKHGHÀQLWLRQRI'RVL  $FFRUGLQJWRKLP´LQQRYD-
tion concerns the search for and the discovery, experimentation, development,
imitation and adoption of new products, new production processes and new
organizational set-ups”. An example of the later is given by Edquist (1997), “inno-
YDWLRQVDUHQHZFUHDWLRQVRIHFRQRPLFVLJQLÀFDQFHRIHLWKHUDWDQJLEOHRULQWDQ-
gible nature”.
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This author contends that Innovation is best described as something new that
as a result augments and already extant body of knowledge. More technically,
the innovation process can be characterized as cumulative, nonlinear, path de-
pendent, context dependent, continuous and interactive. Nedis and Byler (2009)
GHÀQHLQQRYDWLRQVDVWKHDELOLW\WRWDNHQHZLGHDVDQGWUDQVODWHWKHPLQWRDPDU-
ketable product by using new processes, products or services more rapidly and
improved than those of the competition.

Innovations can take place at any given stage of a process such as research,
development, production, marketing and distribution. It is a common practice to
PHQWLRQ6FKXPSHWHUZKHQGHÀQLQJLQQRYDWLRQ)RU6FKXPSHWHU  LQQRYD-
tion is a process characterized by new combinations that are conceived by the
introduction of a new product; introduction of a new method of production; the
opening of a new market; the conquest of the new raw material source; or the
establishment of a new organization. An invention becomes an innovation when
LWLVLQWURGXFHGLQWKHPDUNHW7KHFRUHRI6FKXPSHWHU·VGHÀQLWLRQLVWKDWLQQRYD-
tion is an effort made by one or more people, which produce an economic gain,
either by reducing costs or by creating extra income.

There can be innovations in product, production and distribution. Product innova-
tions are new or improved products (or product varieties) being produced and
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sold, including goods and services. Production innovations are new ways of pro-
ducing goods and services; they can be technological or organizational. Distribu-
tion innovations are new or improved ways to diffuse the product.

7KUHHIRUPVRILQQRYDWLRQKDYHEHHQLGHQWLÀHGLQWKHOLWHUDWXUHHDFKUHSUHVHQWLQJ
a unique strategy. First, “continuing” innovation, which improves upon an existing
product. Second, “disruptive” innovation that creates a substitute good (usually
at lower costs) with the aim of stealing market share from an existing product.
Third and last, “revolutionary” innovation relies on the invention of an entirely new
SURGXFW,QQRYDWLRQVZHKHUHGHÀQHDVQHZFUHDWLRQVRIHFRQRPLFVLJQLÀFDQFH
the results of evolutionary and interactive processes. Beyond these three accept-
HG´W\SHVµRILQQRYDWLRQZHKDYHÀYHIXQGDPHQWDODFWLYLWLHVRIWKHLQQRYDWLRQ
process: research, implementation, end-use, linkage and education. Each of
these should be addressed to analyze innovation systems (Liu and White, 2001).

According to the Oslo Manual (OECD and Eurostat, 2005) an innovation is the
LPSOHPHQWDWLRQRIDQHZ LHWRWKHPDUNHWWKHZRUOG RUVLJQLÀFDQWO\LPSURYHG
product (good or service), or process, new marketing method, or a new organiza-
tional method in business practices, workplace organization or external relations.
,QDGGLWLRQIRXUW\SHVRILQQRYDWLRQDUHLGHQWLÀHGLQWKH0DQXDOSURGXFWLQQR-
vation, process innovation, marketing innovation and organizational innovation.
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In sum, then, for the purpose of this thesis, a broad concept of innovation is em-
ployed that includes not only the product, but also process, business model, de-
sign, marketing and branding, services, social, and organizational.

1.2

Systems

According to the area of study, systems may be referred to as “open”, “closed”,
or “isolated”. Regardless of type each can also be analyzed either quantitatively
or qualitatively. Systems include both the all-important determinants of innovation
(Edquist, 2000) and the crucial inter-relationships among them (Lundvall, 1992).

The “systems approach” conveys a different outlook on the manner in which in-
novations are produced and supported. For many years, innovations were per-
ceived as a product of a linear process within which research was the main thing.
The systemic approach introduced a different method that encourages analyz-
ing the whole process of innovation instead of focusing on a single aspect.

(GTXLVW  LGHQWLÀHGQLQHFKDUDFWHULVWLFVRILQQRYDWLRQV\VWHPVDSSURDFKHV
innovation and learning processes are the center of focus; adoption of a holis-
tic and interdisciplinary perspective; historical perspectives are employed; they
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stress differences between systems, rather than the optimality of systems; non-
linearity and interdependence are emphasized; they encompass product tech-
nologies and organizational innovations; the role of institutions is central; they are
still associated with conceptual diffuseness; and they are conceptual frameworks
rather than formal theories.

As mentioned above, an essential characteristic of the innovation system ap-
proach is the interaction among components of the system. Theories of interac-
WLYHOHDUQLQJDQGHYROXWLRQDU\WKHRULHVKDYHLQÁXHQFHGWKHGHYHORSPHQWRIWKH
innovation systems approach (Edquist, 1997). In fact, the innovation systems lit-
erature conceptualizes innovation as an evolutionary and social process (Edquist,
2004).

An innovation system can be described in terms of three elements: actors (organ-
izations and individuals engaged in generating, using, adapting and disseminat-
ing new knowledge); interaction (occurs when engaging in activities that lead to
innovation); and institutions (regulations, rules of the game and all of the instru-
ments that govern how the interactions and processes take place). The complex-
ity of the innovation process has been highlighted in many empirical studies (Lun-
dvall, 1992). Indeed, many elements interact with each other in order to create
unpredictable outcomes.
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In sum, the innovation process should be treated in a systematic manner that
integrates actors (public and private sector players), knowledge (creation,
diffusion and absorption) interaction (competition, transaction, networking and
knowledge transfer), instruments such as policies and regulations (promote, reg-
ulate, incentive the relation and interaction between actors), and geographic
boundaries.

1.3

National innovation systems

$XWKRUV KDYH UHJXODUO\ GHÀQHG 1DWLRQDO ,QQRYDWLRQ 6\VWHPV DFFRUGLQJ WR WKHLU
own foci or scopes of analysis. It is important to note that the “innovation systems”
DSSURDFKRIIHUVDSHUVSHFWLYHZLWKFHUWDLQÁH[LELOLW\0RVWGHÀQLWLRQVLQWKHOLWHUD-
ture include the basic elements of what a national innovation system is, but some
DXWKRUVIRFXVRQVSHFLÀFDVSHFWVRIWKHGHÀQLWLRQDQGFRQWULEXWHWRDEHWWHUXQ-
derstanding of how the systems work. Some of the most relevant contributions will
be analyzed in this chapter.

)UHHPDQ   DQG /XQGYDOO   DWWULEXWH WR HDFK RWKHU WKH ÀUVW XVH RI WKH
expression ‘National System of Innovation’. In a study on Japan, Freeman (1987)
GHÀQHG QDWLRQDO V\VWHPV RI LQQRYDWLRQ DV ´«WKH QHWZRUN RI LQVWLWXWLRQV LQ WKH
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public and private sectors, whose activities and interactions initiate, import, mod-
ify and diffuse new technologies”. Moreover, an important contribution to the
concept was presented by Lundvall (1992) in a publication entitled National Sys-
WHPVRI,QQRYDWLRQ7RZDUGVD7KHRU\RI,QQRYDWLRQDQG,QWHUDFWLYH/HDUQLQJ´«
the elements and relationships which interact in the production, diffusion and use
RIQHZDQGHFRQRPLFDOO\XVHIXONQRZOHGJH«DQGDUHHLWKHUORFDWHGZLWKLQRU
rooted inside the borders of a nation state”. Both authors conceptual approach
DUHYHU\FRXQWU\VSHFLÀFDQGPDLQO\FHQWHUHGRQWKHUROHRIWHFKQRORJ\LQWKH
innovation system; Lundvall uses it to explain the economic performance of Den-
mark while Freeman uses it to analyze the institutional reasons for the differences
in growth among nations, particularly in Japan.

,QWKHVDPHOLQHRIFRXQWU\VSHFLÀFVWXGLHVWKHERRNNational Innovation Systems:
A Comparative Analysis edited by Nelson (1993) consists of a 15-country study on
national systems of technical innovation. The similarities and differences across
countries with regards to institutions and mechanisms that support technical in-
QRYDWLRQDUHKLJKOLJKWHGLQWKLVSXEOLFDWLRQ1HOVRQGHÀQHVWKH1,6FRQFHSWDV´«
a set of institutions whose interaction determine the innovative performance of
«QDWLRQDOÀUPVµ

32

Theoretical framework

0HWFDOIH  GHÀQHVQDWLRQDOLQQRYDWLRQV\VWHPVZLWKDQDSSURDFKWKDWLVHV-
VHQWLDOO\ IRFXVHG RQ WHFKQRORJ\ ´« WKDW VHW RI GLVWLQFW LQVWLWXWLRQV ZKLFK MRLQWO\
and individually contribute to the development and diffusion of new technolo-
gies and which provides the framework within which governments form and im-
SOHPHQWSROLFLHVWRLQÁXHQFHWKHLQQRYDWLRQSURFHVV$VVXFKLWLVDV\VWHPRILQWHU-
connected institutions to create, store and transfer knowledge, skills and artifacts
ZKLFKGHÀQHQHZWHFKQRORJLHVµ

$PRQJWKHDXWKRUVWKDWLQWURGXFHGDEURDGGHÀQLWLRQRIQDWLRQDOV\VWHPVRILQ-
novations are Edquist (1997) “all important economic, social, political, organiza-
WLRQDO LQVWLWXWLRQDO DQG RWKHU IDFWRUV WKDW LQÁXHQFH WKH GHYHORSPHQW GLIIXVLRQ
and use of innovations” and Patel and Pavitt (1994) a national innovation sys-
WHP FRPSULVHV ´« WKH QDWLRQDO LQVWLWXWLRQV WKHLU LQFHQWLYH VWUXFWXUHV DQG WKHLU
competencies, that determine the rate and direction of technological learning
(or the volume and composition of change generating activities) in a country”.

Important contributions from the literature on national systems of innovation in-
clude demonstrations that innovation processes are interactive and non-linear,
but more importantly, several signal contributions introduce the concept of ‘insti-
tutional learning’ (Braczyk, Cooke and Heidenreich, 1998).
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The policy priorities of national innovation systems consist of enhancing the inno-
YDWLYHFDSDFLW\RIÀUPVE\IRFXVLQJRQWKHIROORZLQJDFWLRQVLPSURYLQJHQWHUSULV-
HVDELOLW\WRDFFHVVWKHDSSURSULDWHQHWZRUNVWRÀQGLQJDQGLGHQWLI\LQJUHOHYDQW
technologies and information, and adapting such knowledge to their own needs.

Holbrook and Wolfe (2000) summarized the key characteristics of a National In-
novation System (NIS) as follows:


)LUPVDUHSDUWRIDQHWZRUNRISXEOLFDQGSULYDWHVHFWRULQVWLWXWLRQVZKRVH
activities and interactions initiate, import, modify and diffuse new technolo
gies;



$1,6FRQVLVWVRIOLQNDJHV ERWKIRUPDODQGLQIRUPDO EHWZHHQLQVWLWXWLRQV



$1,6LQFOXGHVWKHÁRZRILQWHOOHFWXDOUHVRXUFHVEHWZHHQLQVWLWXWLRQVDQG



$QDO\VLVRI1,6HPSKDVL]HVOHDUQLQJDVDNH\HFRQRPLFUHVRXUFHDQGWKDW
geography and location matters.

According to Gregersen and Johnson (1996) institutional set-ups, production struc-
tures, knowledge infrastructures, patterns of consumer demand and government
SROLFLHVRIQDWLRQDOV\VWHPVRILQQRYDWLRQKDYHVXIÀFLHQWO\FOHDUQDWLRQDOVWDPSV
RQ WKHP DQG DUH VXIÀFLHQWO\ VWDEOH RYHU WLPH WR PRWLYDWH WKLV OHYHO RI DQDO\VLV
within the innovation-systems approach to innovation studies.
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However, as academics analyzed NIS, some of them realized the importance of
local/regional actors and resources in larger territories. In countries such as the
UK and Italy, the local or regional government plays an important role. Indeed,
empirical studies demonstrated that they were the more appropriate level of
government to deal with such matters. Subsequently, the importance of regional
scale and resources in spurring innovation capability was underlined by many
scholars who then very sensibly focused their research on Regional Innovation
Systems (Cooke, 1992; Brazyck et al, 1998; Cooke et al, 2004).

1.4

Regional innovation systems

'HVSLWH WKH IDFW WKDW 1DWLRQDO ,QQRYDWLRQ 6\VWHPV DUH FOHDUO\ GHÀQHG E\ WKHLU
geographic boundaries and instruments (policies and regulations) it is not always
WKHFDVHIRU5HJLRQDO,QQRYDWLRQ6\VWHPV 5,6 GLVWDQFHLVDVLJQLÀFDQWIDFWRUWR
take into account when analyzing interactions among actors in an innovation
system. It can be argued that geographic proximity plays an important role in the
frequency of communication between individuals, and consequently this has a
positive impact on the innovation system. Therefore, the regional level provides
an easier to observe environment for innovation systems where certain regional
characteristics have an important impact on the innovation process.
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$OO WKH VDPHLQRUGHUWRGHÀQHD 5,6LW LV LPSRUWDQWWRÀUVWRXWOLQHWKHFRQFHSW
RIUHJLRQ,QDSROLF\SDSHUE\&RRNH  WKHFRQFHSWRIUHJLRQLVGHÀQHGLQ
terms of four main criteria:
1. It must not have a determinate size;


,WLVKRPRJHQHRXVLQWHUPVRIVSHFLÀFFULWHULD
3. It can be distinguished from bordering areas by a particular kind of
association of related features;
4. It possesses some kind of internal cohesion.

Also, it is important to note that the boundaries of regions can change and can-
QRWEHSHUPDQHQWO\À[HG$VDUHVXOWLQRUGHUWRDQDO\]HDUHJLRQFULWHULDWKDW
GHÀQH D IXQFWLRQLQJ HQWLW\ ZLWKLQ D VSHFLÀF WLPH IUDPH VKRXOG EH IRXQG ,Q DQ
increasingly globalized world, it is most useful to consider regions as political gov-
ernance systems below the national level but above the local level of public ad-
ministration. In general, federal states or provinces have administrative legitimacy
and the capability to develop policies to support enterprises.

1LRVL  GHÀQHV5,6DV´UHJLRQVLQZKLFKLQQRYDWLYHDFWLYLWLHVWDNHSODFHµDQG
adds that these activities ought to be measured by a “universally acceptable in-
dicator”. Asheim and Gertler (2004) point out that the regional innovation system
expands beyond its own boundaries through a process of economic integration
and globalization.
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Perhaps Philip Cooke has developed some of the most important contributions
WR WKH 5,6 OLWHUDWXUH &RRNH GHÀQHV UHJLRQDO LQQRYDWLRQ V\VWHPV DV LQWHUDFWLQJ
knowledge generation and exploitation sub-systems linked to global, national
and other regional systems for commercializing new knowledge (Cooke, 2004). In
addition, he developed a conceptual model of a regional innovation system by
ZKLFK5,6DUHGHÀQHGWREHDWZRGLPHQVLRQDOVWUXFWXUHRILQQRYDWLRQDFWLYLW\ZLWK
a governance dimension (grassroots, network and dirigiste) and a business inno-
vation dimension (localist, interactive and globalized) (Braczyk, Cooke and Hei-
denreich, 1998). Cooke argues that the development of the Regional Innovation
6\VWHPV DSSURDFK KDV EHHQ SDUWLFXODUO\ LQÁXHQFHG E\ VFLHQFH DQG HFRQRPLF
geography. In the beginning, there was conceptual tension between those who
endorsed the ‘Listian’ notion of the nation system and those who viewed the in-
FUHDVLQJVLJQLÀFDQFHRIUHJLRQVLQDJOREDOL]LQJHFRQRP\ &RRNH 

$VPHQWLRQHGDERYHWKHFRQFHSWXDOPRGHOSURSRVHGE\&RRNHFODVVLÀHVWKH
governance dimension of regional innovation systems into grassroots, network or
dirigiste. The emphasis of this dimension is fundamentally on the institutions. The
business innovation dimension categorizes RIS according to their stance as local-
LVWLQWHUDFWLYHDQGJOREDOL]HG7KHPDLQIRFXVRIWKLVGLPHQVLRQLVRQWKHÀUP$
brief description and illustrations of the model is presented in order to understand
the fundamentals of different regional systems.
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In a grassroots system technology transfer and funding are essentially locally or-
ganized (municipal or district level). Any research competency is most likely ‘ap
plied research’, and technical specializations as well as degree of coordination
are low. Two typical examples of this system are the multimedia clusters in South-
HUQ&DOLIRUQLD 86$ DQG7XVFDQ\ ,WDO\ 7KHÀUVWZDVJUDVVURRWVLQLWVJRYHUQDQFH
structure but has become globalized. The second, was locally initiated, funded,
researched, coordinated and focused, but it has shifted towards a more net-
worked governance of innovation support.

The ‘network’ type of innovation system is multi-level with regards to technol-
ogy transfer because local, regional, federal and supranational levels may be
included. Therefore, funding is mostly conducted through agreements among
ÀQDQFLDOLQVWLWXWLRQVJRYHUQPHQWDJHQFLHVDQGEXVLQHVVHV&RQFHUQLQJUHVHDUFK
within these systems, it is most likely to be pure and applied. Technical speciali-
]DWLRQVDUHÁH[LEOHDQGWKHGHJUHHRIFRRUGLQDWLRQLVKLJK$QH[DPSOHRIWKLVLV
the Baden-Württemberg (Germany) region that maintains a strong networking
culture (see Heidenreich and Krauss, 2004).

In a dirigiste system, technology transfer is mainly from outside and above the
region itself (central government). Funding is mostly centrally determined
and research is basic or fundamental. Technical specialization and levels of
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coordination are both high. Slovenia was a good example of this system, having
a dirigiste but fragmented innovation; we may now remark that today, Slovenia
innovates via network building activities. A synopsis of the main characteristics
of the governance dimension of innovation using Cooke’s conceptual model is
presented below in Table 1.

Table 1 Governance dimension

Source: Compiled by author with data from Cooke’s (2004) conceptual model.

:LWKUHJDUGVWRWKHEXVLQHVVLQQRYDWLRQGLPHQVLRQÀUPVFDQEHORFDOLVWLQWHUDF-
tive or globalized (see Table 2). In a localist regional innovation system there are
IHZRUQRODUJHLQGLJHQRXVÀUPVDQGIHZODUJHORFDORIÀFHVRIH[WHUQDOO\FRQWUROOHG
ÀUPV7KHUHVHDUFKUHDFKRIÀUPVLVPRVWO\OLPLWHGWRORFDOUHVHDUFKRUJDQL]DWLRQV
However, there is a high level of association among actors. Tohoku (Japan) is an
example of a localist RIS in which the majority of the constituent industries are
branch-plants while most R&D activities are located outside of the region.
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,QWHUDFWLYH5,6HQMR\DUHDVRQDEOHEDODQFHRIODUJHDQGVPDOOÀUPVDQGDPL[RI
both public and private R&D. RIS of this type conduct research alternately em-
ploying regional research resources, extensively, and alternately, foreign innova-
tion sources. The level of association among actors is high. Catalonia (Spain) is a
good example of an interactive RIS; it has an entrepreneurial culture of industrial
networks. The area has developed a stronger regional identity and has become
more international in outlook (see Bacaria et al, 2004).

Finally, globalized regional innovation systems are generally dominated by large
PXOWLQDWLRQDO ÀUPV WKDW IUHTXHQWO\ VXSSRUW FOXVWHUV RI VPDOO DQG PHGLXP HQWHU-
prises (SME). R&D resources are mostly private, and the scope of their research
activities and sourcing is internal. The level of association among actors is high
ZKHUH60(VDUHPRVWO\XQGHUWKHGLUHFWLRQRIODUJHÀUPV%UDEDQW 1HWKHUODQGV 
is an example of a globalized RIS having participant world-class companies that
enjoy the external incentives that accompany close proximity to other Dutch,
German and Belgian innovation systems. Based on Cooke’s conceptual model,
a summary of the main characteristics of the business dimension of innovation is
presented in Table 2.
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Table 2 Business innovation dimension

Source: Compiled by author with data from Cooke’s (2004) conceptual model.

When seeking to apply regional innovation systems analysis there are no one-size-
ÀWVDOOPRGHOV5HJLRQVQHHGWREHDQDO\]HGRQDFDVHE\FDVHEDVLVWRGHWHU-
PLQHLIWKH\IXOÀOOWKHPDLQFULWHULDWREHFRQVLGHUHGD5,67KHFRQFHSWLVEURDG
DQG ÁH[LEOH PRVW DXWKRUV DJUHH WKDW RQH RI WKH NH\ LVVXHV LQ WKLV DSSURDFK LV
WKDWLWLVGLIÀFXOWWRHVWDEOLVKSUHFLVHO\ZKDWVKRXOGEHFRQVLGHUHGD5HJLRQDO,Q-
novation System. Because it is not a theory per se and most of the work has been
EDVHGRQHPSLULFDOVWXGLHVPRUHWKDQFRQFHSWXDOZRUNPDNHVFOHDUGHÀQLWLRQ
even more complex.

+RZHYHU WKLV DOORZV FHUWDLQ ÁH[LELOLW\ WKDW LV YDOXDEOH JLYHQ WKDW V\VWHPV HYROYH
and technology itself changes. If there is instead, solely a closed concept regard-
ing RIS it will more likely become anachronistic and less pertinent in a short period
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of time, especially when we take into account globalization. In the former case,
WKH5,6PD\EHPRUHGLIÀFXOWWRLGHQWLI\1HYHUWKHOHVVDULJKWO\ÁH[LEOHGHÀQLWLRQ
allows the RIS to adapt to the contemporary conditions.

1.5

Supranational innovation systems

7KHDQDO\VLVRILQQRYDWLRQV\VWHPVSURYLGHVIRUWKHLGHQWLÀFDWLRQRINH\DFWRUVDQG
the interaction among them. Policies and measures implemented to increase
the innovative capacity of regions as well as the level of administration can differ
across innovation systems.

According to Charles Edquist (2001) the following two conditions should be that
will justify public intervention in a market economy:


7KHPDUNHWPHFKDQLVPDQGÀUPVPXVWIDLOWRDFKLHYHWKHREMHFWLYHVIRU
mulated
2. The state and its public agencies must also have the ability to solve or
mitigate the problem

Fernández-Ribas (2009) describes “externalities, scale economies and indivis-
ibilities” as motives that have been put forward to justify the involvement of up-
per-level administrations. Without a doubt, the outcome of certain innovation
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DFWLYLWLHVPD\JHQHUDWHZLGHUDQJLQJHFRQRPLFEHQHÀWV H[WHUQDOLWLHV WRDQD-
tion or event to the world.

We should note at this point that in order to take advantage of scale economies,
ÀUPVQHHGUREXVWDPRXQWVRISXEOLFPRQH\,QDGGLWLRQDFHQWUDOL]HGSURYLVLRQ
of public funding can actually reduce the costs of collective decision-making,
E\UHGXFLQJLQHIÀFLHQFLHVGHULYHGIURPH[FHVVLYHIUDJPHQWDWLRQRILQLWLDWLYHVDQG
GXSOLFDWHSROLF\HIIRUWV LQGLYLVLELOLWLHV 6SHFLÀFDOO\¶LQIRUPDWLRQ·DQGWHOHFRPPX-
QLFDWLRQLQQRYDWLRQVSURYLGHZRUWK\H[DPSOHVWKDWIXOÀOODOORIWKHDERYHFULWHULD
DQGWKHUHIRUHSDUWLFLSDWLRQRIXSSHUOHYHOSXEOLFHQWLWLHVLVMXVWLÀHG

In Europe there exists a well-established multilevel4 governance system that has
become relevant for innovation. In fact, we observe an interesting phenomenon
can be observed in the European Union (EU): on the one hand, European inte-
gration has transferred authority of innovation policymaking from member states
to European level institutions; on the other hand, regionalization in some member
states has shifted political authority from the national level down to sub-national
levels of government (IRE, 2008).

The European multilevel governance system offers many advantages but also
QRWLQVLJQLÀFDQWFKDOOHQJHV2QHRIWKHDGYDQWDJHVLVWKDWWKHV\VWHPRIIHUVWKH

4

The term refers to actors on the different policy or administrative levels.
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possibility of generating a broad partnership with stakeholders at all levels (Eu-
URSHDQ QDWLRQDO UHJLRQDO DQG ORFDO  WR HQFRXUDJH WKH ÁRZ RI UHVRXUFHV DQG
knowledge where it is most appropriate.

Another fundamental question for the design of public innovation policy is just
what responsibility should be taken by the state or public sector and what should
not (Edquist, 2001). An advantage is that to ensure that decisions are taken as
closely as possible to the citizen and to justify action at the European level, the Eu-
ropean institutions must act according to the principle of subsidiarity. This means
that the EU does not take action (except in the areas which fall within its exclu-
sive competence) unless it is more effective than action taken at the national,
regional or local level.

The principle of subsidiarity may help identify which actions should be executed
at the European, national, regional or local level to avoid duplication of efforts.
Some of the challenges for the regions within a multilevel governance system
KDYHWRGRZLWKWKHFRPSOH[LW\DQGFRVWVRIFRRUGLQDWLRQ(IÀFLHQF\RIWKHDG-
ministration, the desired output, the impact of the measures and the coordination
and exchange mechanisms at different levels are some of the major challenges
that need to be addressed.
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There are two main components in an innovation system: organizations (com-
panies, academic institutions, etc) and an institutional set-up (rules, regulations,
practices, customs, etc). Examining the EU institutional set-up and using as theo-
retical nodal points the self-generation of a system, the relationship of the sys-
tem with its external environment, the dynamic relationship among institutions,
the evolution of the system and its aims and boundaries, Susana Borrás (2004)
concludes that in spite of recent and rapid formal institutional-building efforts
at the EU-level and the clear process of system-formation within the suprana-
tional entity, it would be premature to identify a system as such. The author ar-
gues that a quick look at the patterns of institutional dynamics generated at
the EU-level does not allow a completed and formed system to be discerned.

The question arises whether there is an increasing complexity and interdepend-
ence among regional, national and supranational innovation systems? From this
SHUVSHFWLYHWKH(XURSHDQ8QLRQEHQHÀWVIURPDGLYHUVLW\RILQQRYDWLRQV\VWHPV
that partake in the European Supranational Innovation System. This diversity may
vary through time and interactions among systems.

In terms of skills and competencies, the most important input to any knowledge
SURGXFWLRQ V\VWHP WKH REMHFW RI ZKLFK LV VSHFLÀFDOO\ LQQRYDWLRQ LV NQRZOHGJH
(Nielsen and Lundvall, 2003). According to Stein (2004), when analyzing the
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European knowledge system, it is possible to discern both internal integrative and
exogenous forces strengthening intra-European knowledge dynamics. In sum,
there is a multi-level and overlapping knowledge system in Europe; but is there a
European Supranational Innovation System?

The innovation systems approach is used to analyze this potential European Su-
pranational Innovation System and to adumbrate its primary characteristics. Con-
sequently, it will be determined if Latin America and the Caribbean could learn
from the European experience and use it to create an enabling environment to
support innovation in the region. In addition, a strategy to encourage innovation
in Latin America and the Caribbean is proposed.

1.6

Multilevel Governance (MLG)

´0XOWLOHYHO JRYHUQDQFHµ KHUHDIWHU 0/*  LV DQ LQÁXHQWLDO SHUVSHFWLYH WKDW
emerged in the early 1990s in the context of the European Union that provides
a framework to understand the role of sub-national governments. The concept
was initially used to describe the interaction of multiple actors in the EU Cohesion
Policy (Marks, 1993; Hooghe, 1996). MLG was described as a system of continuous
negotiation among nested governments at several territories tiers.
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To date, the term is used to analyze the EU policy-making process more generally.
2QWKHRQHKDQGVFDOHÁH[LELOLW\UDQNVKLJKDPRQJ0/*·VPDLQEHQHÀWVDQGLW
DOVRDOORZVWDLORUWRÀWMXULVGLFWLRQV2QWKHRWKHUKDQGRQHRIWKHPDLQFKDOOHQJHV
of the MLG approach is the transaction cost of coordinating multiple jurisdictions.
There are two dimensions of MLG: the vertical and the horizontal. The vertical di-
mension of MLG refers to the link between higher and lower levels of government,
and the horizontal dimension refers to cooperation agreements among regions
or municipalities.

$FFRUGLQJWR6FKPLWWHU  0/*FDQEHGHÀQHGDVDQDUUDQJHPHQWIRUPDN-
ing binding decisions that engages a multiplicity of politically independent but
otherwise interdependent actors – private and public – at different levels of terri-
torial aggregation in more or less continuous negotiation/deliberation/implemen-
tation, but does not assign exclusive policy competence to any of these levels or
assert a stable hierarchy of political authority.

Subsequently, Liesbet Hooghe and Gary Marks (2003) further developed the con-
cept and distinguished two types of MLG. Type I bears a resemblance to feder-
alism. There is a systemic institutional choice and the unit of analysis is the indi-
vidual government. According to the authors, the salient features of Type I are:
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general-purpose jurisdictions, non-intersecting memberships, jurisdictions organ-
ized in a limited number of levels, and a system-wide architecture. In this type
of MLG (Type I), decision-making powers are dispersed across jurisdictions; such
MXULVGLFWLRQVDUHGHÀQHGE\ERXQGDULHVWKDWGRQRWLQWHUVHFWDWDQ\OHYHOWKHVH
jurisdictions are nested; and there is a basic structure that is relatively stable. Type
I could alternately be described as “bundled multilevel governance”.

7\SH,,0/*LVPRUHFRPSOH[:LWKLQ7\SH,,ZHÀQGLQQXPHUDEOHMXULVGLFWLRQVWKDW
RIWHQRYHUODSHDFKRWKHUDQGDUHIRFXVHGRQVSHFLÀFSROLF\VHFWRUV$FFRUGLQJ
WR+RRJKHDQG0DUNV  LWVDWWULEXWHVDUHWDVNVSHFLÀFMXULVGLFWLRQVLQWHUVHFW-
LQJPHPEHUVKLSVQROLPLWWRWKHQXPEHURIMXULVGLFWLRQDOOHYHOVDQGÁH[LEOHGHVLJQ
,Q WKLV W\SH PXOWLSOH DQG LQGHSHQGHQW MXULVGLFWLRQV IXOÀOO GLVWLQFW IXQFWLRQV JRY-
HUQDQFHLVRUJDQL]HGDFURVVDODUJHQXPEHURIOHYHOVWKHÁH[LEOHGHVLJQDLPVWR
respond to changing preferences and necessities.

Both Types are complementary yet different. On the one hand, Type I is oriented
to intrinsic communities and to their demands for self-rule; it is predisposed to the
UHVROXWLRQRIFRQÁLFW2QWKHRWKHUKDQG7\SH,,LVDSSURSULDWHWRDFKLHYHSDUHWR
optimality when redistribution is not salient.
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*RYHUQDQFH FDQ EH GHÀQHG DV D FRPSOH[ QHWZRUN RI YHUWLFDO DQG KRUL]RQWDO
relations. However, it can also be considered a regulatory concept with the aim
to improve the inadequate democratic function in western countries. The rep-
resentation of institutions, the transparency of their actions, their performance
and control are fundamental elements of the legitimacy of the political power
because without them there cannot be democratic governance. Therefore the
development of institutional capacities constitutes an essential requirement for
good governance Morata (2004).

1.7

Foresight

The current global state of affairs calls for a need to cope with rapid technologi-
cal developments and to anticipate new opportunities and threats. Foresight can
be considered an effective tool to connect elements of the innovation system.
7KLV SURFHVV LV DOVR D ZD\ WR GHÀQH WKH V\VWHP ZLWK UHJDUGV WR LWV HOHPHQWV IRU
example stakeholders and system boundaries. The rationale relates to presenting
alternative solutions to pressing challenges such as increasing competitiveness
through innovation at the supranational level.

$FFRUGLQJ WR 6FKXOW]   IRUHVLJKW LV ÀUVW DQG IRUHPRVW D WUDQVGLVFLSOLQDU\
systems-science-based approach to consider alternative possible futures and to
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plan the creation of a preferred future. Concerning Latin America and the Carib-
EHDQWKLVDSSURDFKLVXVHGWRJHQHUDWHDWDLORUWRÀWSURSRVDO,WLVLPSRUWDQWQRWH
that foresight is used to describe a type of planning exercise that takes at least
WHQ\HDUV$VDÁH[LEOHPXOWLGLVFLSOLQDU\WHFKQRORJ\VFLHQFHDQGV\VWHPEDVHG
approach; foresight offers a long-term perspective and awareness for policymak-
HUVFRQFHUQLQJLQQRYDWLRQDFWLYLWLHVDQGRSSRUWXQLWLHV$QLPSRUWDQWÀUVWVWHSLQ
relation to foresight is to situate the present and its vulnerabilities. Therefore, a
SWOT analysis (strengths, weaknesses, opportunities and threats) of innovation in
Latin America and the Caribbean and an overview of the main regional groups
is presented as a basis for the above-mentioned proposal.

In sum, to realize the objectives setout in this thesis the innovation systems and
foresight approach is used. These distinctive approaches are used to identify pos-
sible alternatives to encourage innovation activities in the region and used as a
KHXULVWLFGHYLFHWRDFWDVDSUREOHPGHÀQLQJIUDPHZRUNWRDGXPEUDWHWKHPDLQ
problems that need to be resolved. New technologies promise and create solu-
tions. Mobile phones are used as an example of a key tool mainly in developing
countries to enhance innovation.
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1.8

Conclusion

Innovation is a complex process that involves a system of interactions and inter-
dependencies between the structure of production and the institutional setup.
The concept of innovation has evolved. A broad concept includes product, pro-
cess, business model, design, marketing, branding, services, social, and organi-
zational. The emerging European Supranational Innovation System has become
more relevant and could become a source of inspiration for Latin American and
Caribbean.

A multidisciplinary approach that includes different theories is employed to un-
derstand the source, nature and dynamics of innovation. After a review of the
literature, the conclusion is that the innovation systems approach is the most ap-
propriate framework to analyze innovation.
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)RUPDQ\\HDUVWKH(XURSHDQLQVWLWXWLRQVKDYHSXWIRUZDUGLQÁXHQFHGDQGLPSOH-
mented policies and programs to foster innovation in the EU. They have helped
reinforce collaboration among different innovation actors and supported mutual
policy learning between innovation policy makers and public innovation support
bodies at different levels. In fact, the European Union has not only developed in-
novation strategies but also offers valuable resources for the implementation of
their innovation policies. However, these efforts have not yet achieved the level
of success expected, and there are still important performance gaps when com-
pared to their main competitors (i.e. USA and Japan).

:KHQORRNLQJLQWRWKHOLWHUDWXUHRQLQQRYDWLRQV\VWHPVDUHDGHUZRXOGÀQGWKDW
most of the research is focused on national, regional, or sectoral innovation sys-
tems. The aim in this chapter is to explore the emergence of a European Innova-
tion System by analyzing the main elements that characterize this system and
examining the different strategies implemented by the EU institutions and the in-
teraction among these and national, regional and local levels.

The analysis of the advantages and challenges of this system could contribute to
identify the factors that facilitate the creation, transfer and distribution of knowl-
edge. Ultimately other regions could learn from the European experience and
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implement similar regional strategies to encourage and facilitate the activities
and efforts of innovation systems within the region.

For the purpose of this thesis the innovation systems concept is delimited geo-
graphically into national innovation systems (NIS), regional innovation systems
(RIS) or supranational innovation systems (SIS). Additionally a broad concept of
innovation that includes product, process, business model, design, marketing,
branding, services, social, and organizational is employed.

An overview of innovation activities at the EU-level is used to illustrate the role and
interaction of the elements that shape the European Union’s innovation system.
7KLVFKDSWHULVGLYLGHGLQWKUHHSDUWVWKHÀUVWFRQVLVWVRIDEULHISUHVHQWDWLRQRILQ-
novation at the EU-level. In the second part the construction of a EU-innovation
system is analyzed; the different strategies implemented by the EU institutions, and
three programs that are both driving innovation and examples of innovation such
as Erasmus, European Space Agency and Framework Programs is presented. In
the third part, an analysis of the advantages and challenges of this system is pre-
sented to identify the factors that facilitate the creation, transfer and distribution
of knowledge. The conclusion is that the European experience is valuable, and
by learning from the mistakes and achievements of the ongoing process, the EU
FDQÀQGLQQRYDWLYHZD\VWRDWWDLQWKHJRDOVLWKDVVHWRXWUHJDUGLQJLQQRYDWLRQ
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2.1

A brief review at the EU-level

When the six founding countries decided to build a European Economic Com-
munity (EEC), on 25 March 1957, they provided for the establishment of a com-
mon market, a customs union and common policies. Certain common policies
were launched such as the common agricultural, trade and transport. However,
at the time, the European Commission was not endowed with explicit powers to
promote research, technological development, industrial or innovation policy.
$IWHUWKH3DULV6XPPLWLQWKH&RPPXQLW\GHYHORSHGDFWLRQVLQYDULRXVÀHOGV
among them, industrial policy.

Since then, many activities concerning innovation have taken place at the EU-
level including programs and strategies. Figure 1 presents a timeline of several
LQQRYDWLRQDFWLYLWLHVWKDWDUHEULHÁ\KLJKOLJKWHGLQWKLVWKHVLV7KLVRYHUYLHZRIVRPH
of the innovation efforts in EU programs and strategies that have been imple-
mented in the last thirty years demonstrates the evolution and increasing aware-
ness of innovation at the EU-level.
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The European Supranational Innovation System

established as a Europe-wide Network for market-oriented industrial R&D and in-
novation.

Community institutions have explicitly included innovation policies in their public
GRFXPHQWVVLQFHWKHHDUO\V7KH*UHHQ3DSHURQ,QQRYDWLRQLGHQWLÀHG
the challenges of innovation in the EU and proposed actions to overcome the
obstacles that hinder innovation. Among their fundamental objectives to pursue
are the following: strengthen direct research efforts towards innovation; reinforce
KXPDQUHVRXUFHVIRULQQRYDWLRQLPSURYHÀQDQFLQJFRQGLWLRQVIRULQQRYDWLRQIRV-
ter legal and regulatory environment favorable to innovation; adapt the role and
modalities of public action regarding innovation.

A year later, the First Action Plan for Innovation in Europe, referred to a limited
number of priorities to be launched at the Community level and included a num-
EHURIVFKHPHVLGHQWLÀHGDVHVVHQWLDOWRWKHLQQRYDWLRQSURFHVV7KH$FWLRQ3ODQ
LGHQWLÀHG WKUHH DUHDV IRU DFWLRQ WR IRVWHU DQ LQQRYDWLRQ FXOWXUH WR HVWDEOLVK D
framework conducive to innovation and to better articulate research and inno-
vation. From then on, several strategies and policies have followed.
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The European Research Area (ERA) was proposed by the European Commission
DQGLQWHJUDWHVWKHVFLHQWLÀFUHVRXUFHVRIWKH(XURSHDQ8QLRQZLWKDVWUXFWXUHFRQ-
FHQWUDWHGRQPXOWLQDWLRQDOFRRSHUDWLRQLQVHYHUDOÀHOGV7KHFUHDWLRQRIWKH(5$
in 2000, was endorsed by the EU at the Lisbon European Council and has led to
several initiatives to encourage a more coherent research and innovation system
in Europe. The ERA seeks to establish a European “internal market” for research,
where researchers, knowledge and technology freely circulate combined with
an effective European-level coordination of national and European research ac-
tivities, programs and policies.

7KH7UHDW\RIWKH(XURSHDQ8QLRQGHÀQHGWKHUXOHVJRYHUQLQJUHVHDUFKLQQRYD-
tion, and education/training institutions. Innovation is quoted in the title regarding
Industry, which calls for action in “fostering better exploitation of the industrial
potential of policies of innovation, research and technological development”.

An important milestone for the Community’s approach to innovation policy is
the Lisbon European Council of 23 and 24 March 2000. The European Council
launched an ambitious goal, the “Lisbon strategy”, aimed at transforming the
EU by 2010 into “the most competitive and dynamic knowledge-based econo-
my in the world, capable of sustainable economic growth with more and better
jobs and greater social cohesion”. The strategy highlights the value of supporting
small and medium-sized enterprises, disseminating best practices and ensuring
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greater convergence among Member States. Since then, innovation has gained
increasing importance in the EU policy framework. Innovation policies that were
mainly framed within the context of research policy are now considered in other
policy strategies such as enterprise and industrial.

This turning point reveals a shift in the theoretical perspective. For many years, in-
novations were perceived as a product of a linear process where research was
WKHPDLQVRXUFH$OWKRXJKLQUHFHQW\HDUV(XURSHDQLQVWLWXWLRQVKDYHEHHQLQÁX-
enced by several approaches such as evolutionary economics, learning regions
and national innovation systems. As a result, a more holistic approach to inno-
vation has favored a systemic approach; consequently the linear process was
set aside. To illustrate this shift in the European institutions approach an explicit
remark in 2003 by the Commission regarding innovation policy stated that “The
evolution of the innovation concept – from the linear model having R&D as the
starting point to the systemic model in which innovation arises from complex in-
teractions between individuals, organizations and their operating environment
– demonstrates that innovations policies must extend their focus beyond the link
with research”.

A further aim to close the gap between the EU and its major competi-
tors in R&D and innovation was added at the Barcelona European Coun-
cil in 2002. It decided to increase the overall spending with the aim of

59

The European Supranational Innovation System

approaching 3% of GDP on R&D and innovation by 2010 of which two thirds of this
QHZLQYHVWPHQWVKRXOGEHÀQDQFHGE\WKHSULYDWHVHFWRU

Nevertheless, most experts agree that, overall, the Lisbon strategy has been a
failure. Among others, external events, for example the burst of the dot-com bub-
ble shortly after the Lisbon strategy was signed and terrorist’s attacks on the Unit-
ed States of America on 11 September 2001 have hindered the objectives. The
review of the Lisbon strategy headed by Wim Kok (2004) concluded that even
though some progress was made, most of the objectives were not achieved. The
unsatisfactory results are mainly attributed to an overloaded agenda, poor co-
RUGLQDWLRQFRQÁLFWLQJSULRULWLHVDQGPRVWO\DODFNRIGHWHUPLQHGSROLWLFDODFWLRQ

As a result of the above-mentioned report, the Community Lisbon Program5 was
launched in 2005 with the aim to make Europe’s regulatory and economic frame-
work more innovation friendly. The Program established a political platform for
partnership between Member States and the Commission. The governance struc-
ture of the renewed Lisbon Strategy provided a forum for policy discussions and
the exchange at the EU-level of best practices on innovation in the context of
treaty-based multilateral surveillance.

5 See “Common Actions for Growth and Employment: The Community Lisbon Programme” –
COM (2005) 330, 20.7.2005.
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Ten years after the launch of the Lisbon strategy the European Commission’s
(2010) assessment is not straightforward. The main targets, growth and jobs, will
not be reached despite the fact that the Lisbon strategy has had a positive im-
pact on the European Union. The strategy has helped build a broad consensus
on the reforms that the EU needs. Still, it was not equipped to address some of the
causes of the crises from the outset, and the overall pace to implement reforms
has been slow and uneven. Implementation has suffered from weak governance
VWUXFWXUHVDQGQRWHQRXJKFRPPXQLFDWLRQDERXWWKHEHQHÀWVRIWKHVWUDWHJ\DQG
implications of non-reform for the EU.

,QHDUO\WKH(XURSHDQ5HVHDUFK&RXQFLO (5& WKHÀUVW(8IXQGLQJERG\VHW
up to support investigator-driven frontier research, was launched in Berlin. Its main
DLPLVWRVWLPXODWHVFLHQWLÀFH[FHOOHQFHE\VXSSRUWLQJDQGHQFRXUDJLQJWKHEHVW
VFLHQWLÀFHIIRUWVLQ(XURSHDFURVVDOOÀHOGVRIVFLHQFHVFKRODUVKLSDQGHQJLQHHU-
ing. A few months later, the European Commission launched a broad institutional
and public debate with the Green Paper -“The European Research Area: New
Perspectives” a “broad institutional and public debate on what should be done
WRFUHDWHDXQLÀHGDQGDWWUDFWLYH(XURSHDQ5HVHDUFK$UHDµ
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At present, the main innovation policy of the Community is the broad-based inno-
vation strategy6 “Putting knowledge into practice”. The Communication presents
a framework to take innovation forward bringing together different policy areas
WKDWKDYHDEHDULQJRQLQQRYDWLRQ,WDOVRLGHQWLÀHVHGXFDWLRQUHVHDUFKNQRZO-
HGJH WUDQVIHU HQWUHSUHQHXUVKLS DQG ÀQDQFH DUH LGHQWLÀHG DV LQQRYDWLRQ GULY-
HUV7KHUHDUHQLQHSULRULWLHVLGHQWLÀHGLQWKHVWUDWHJ\,QWHOOHFWXDO3URSHUW\5LJKWV
Standardization, Public Procurement, Joint Technology Initiatives (JTI), Lead Mar-
kets, European Institute of Innovation and Technology (EIT), Clusters and Cohe-
sion, Services and Risk Capital. Additionally, priority actions are emphasized in a
roadmap for action at both national and European levels.

At the end of 2007, the European Commission launched the Lead Market Initia-
tive (LMI). In collaboration with Member States, industry and the European Com-
mission, the Lead Market Initiative is the European policy for six7 important sectors
that are supported by actions to lower barriers to bring new products or services
on to the market. A year later, the European Institute of Innovation and Technol-
ogy (EIT) was established to reshape the European innovation landscape and
to provide solutions to bridge the innovation gap; it launched its activities in Bu-
dapest in September 2008. The mission of the EIT is to grow and capitalize on the
innovation capacity of partners from the knowledge triangle (higher education,
research and innovation) from the EU and beyond.

6 COM (2006) 502.
7 Bio-based products, renewable energies, sustainable construction, e-Health, recycling and
protective textiles.
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Set up under Article 1878, Treaty on the Functioning of the European Union (TFEU),
Joint Technology Initiatives (JTI) are cooperative undertakings to establish public-
SULYDWH SDUWQHUVKLSV DW WKH (8OHYHO LQ WKH ÀHOG RI LQGXVWULDO UHVHDUFK /DXQFKHG
XQGHUWKH)UDPHZRUN3URJUDPVDWSUHVHQWWKHUHDUHÀYH-7,VLQSODFH,QQRYDWLYH
Medicines Initiative (IMI), Nanoelectronics Technologies 2020 (ENIAC), Fuel Cells
and Hydrogen (FCH JU), Embedded Computing Systems (ARTEMIS) and Aero-
nautics and Air Transport (Clean Sky). The JTIs are independent legal entities that
manage research projects and provide a framework where public and private
actors work and decide together.

In 2009, a communication from the European Commission (COM 442, 2009) re-
viewed the Community innovation policy and acknowledged innovation as a
key driver for the strengthening of Europe’s competitiveness. At the Union level
WKH IRUPDWLRQ RI WKH &RPSHWLWLYHQHVV &RXQFLO FRQÀJXUDWLRQ DQG WKH *URXS RI
Commissioners on Growth, Competitiveness, Employment and Sustainable De-
velopment are responses to the need for innovation policies based on systemic
principles.

7KLVDOORZVWKH(8WRVHWXS-RLQW8QGHUWDNLQJVIRUWKHHIÀFLHQWH[HFXWLRQRI(8UHVHDUFKWHFK-
nological development and demonstration of programs.
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On March 2010 the European Commission launched the “Europe 2020”, a 10-year
strategy that aims at smart (fostering knowledge, innovation, education and digi-
WDOVRFLHW\ VXVWDLQDEOH PDNLQJSURGXFWLRQPRUHUHVRXUFHHIÀFLHQWZKLOHERRVW-
ing competitiveness) and inclusive (raising participation in the labor market, ac-
TXLVLWLRQ RI VNLOOV DQG ÀJKW DJDLQVW SRYHUW\  JURZWK ZLWK JUHDWHU FRRUGLQDWLRQ RI
national and EU-level policy. Europe 2020 replaces the Lisbon strategy, which cov-
HUHGWKHSHULRG,WVHWVÀYHWDUJHWVWKDWFRYHUHPSOR\PHQWUHVHDUFK
and innovation, climate change and energy, education and social inclusion.

Innovation has been more or less present since the European integration process
began, but it is evident that in the last decade both member states and EU-level
institutions have increasingly adopted strategies and instruments to stimulate in-
novation.

2.2

The Role of EU-level institutions

The European institutions, aware of the fact that innovations are key to growth,
have been fostering the innovation process through different activities as those
that have been previously described. One of the main elements in a system of
innovation is a structure of production (i.e. institutions, organizations). In a supra-
national innovation system it is not an easy task to identify all of the actors in-
volved in innovation activities. Even though it is important to identify the functions
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of institutions (public or private) within the innovation system to understand their
role in the achievement of innovative performance, an analysis would exceed
the scope of this thesis. Nevertheless, the EU institutions are a key feature in under-
standing the European Supranational Innovation System; therefore, a brief over-
view of their main tasks is presented.

Member states have delegated some of their decision-making powers to the EU
institutions. The ‘institutional triangle9’ generates the policies and laws that apply
throughout the EU. In addition, the Treaty of Maastricht empowers the European
Council10WRVHWWOHGLIÀFXOWLVVXHVRQZKLFKPLQLVWHUVPHHWLQJLQWKH&RXQFLORIWKH
European Union fail to agree. The powers and responsibilities of these institutions,
as well as the rules and procedures that they must follow, are laid down in the
treaties. The Council of the European Union, the European Parliament, the Eu-
ropean Commission and the European Council play a key role with regards to
innovation at the EU-level. The main activities of these institutions as related to in-
novation are highlighted to establish their role in the EU-level actions.

9 The Council of the European Union, European Parliament and the European Commission.
10 It became an institution on 1 December 2009.
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2.2.1 European Council

The European Council is the body that sets the overall policy agenda for the EU
but does not exercise legislative functions. It comprises the heads of state or gov-
ernment of the member states, its President and the President of the Commission.
7RJHWKHUWKH\GHÀQHWKHJHQHUDOSROLWLFDOGLUHFWLRQDQGSULRULWLHVRIWKH(XURSHDQ
Union.

:LWKUHJDUGVWRLQQRYDWLRQWKH(XURSHDQ&RXQFLOSOD\VDNH\UROHEHFDXVHLWLQÁX-
ences in issues that fall within the competence of member states (i.e. education,
industry). Since the Lisbon strategy was launched, innovation policy has been
becoming increasingly important in terms of EU policy priorities, and it is widely
recognized as a key enabler of competitiveness, productivity growth and sustain-
ability. In their summits, the European Council have acknowledged, debated,
welcomed and called for initiatives and encouraged innovation activities.

For example, the conclusions of the European Council of 11-12th December, 2008
called, for “the launching of a European plan for innovation, combined with the
GHYHORSPHQWRIWKH(XURSHDQ5HVHDUFK$UHDDQGZLWKWKHUHÁHFWLRQRQWKHIX-
ture of the Lisbon Strategy beyond 2010. The plan encompasses all the conditions
for sustainable development and the main technologies of the future (inter alia
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energy, information technology, nanotechnologies, space technology and ser-
vices derived from it, and life sciences)”.

The conclusions of the European Council of 25-26th March, 2010, concerning “Eu-
rope 2020: a New European strategy for jobs and growth”, agreed that the new
strategy will focus on the key areas where action is needed: knowledge and in-
novation, a more sustainable economy, high employment and social inclusion.
They also agreed to target the improvement of the conditions for research and
development, in particular with the aim of bringing combined public and private
investment levels in this sector to 3% of GDP.

National and regional innovation policies, resources and strategies are essential
to the European Supranational Innovation System. To ensure the success of in-
novation policies leadership at the highest level is crucial. Regular monitoring is
an important task to ensure that the objectives setout in the policies concerning
innovation is attained. The European Council should perform this important exer-
cise and contribute towards strengthening the European Supranational Innova-
tion System.
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2.2.2 Council of the European Union

The Council is one of the EU’s main decision-taking bodies. The minister responsi-
EOHIRUWKHLVVXHRQWKHDJHQGD LHHFRQRPLFDQGÀQDQFLDODIIDLUVFRPSHWLWLYH-
ness, and education) represents each member state. Responsible for coordina-
tion (i.e. broad economic policies of the Member States), decision-making (i.e.
regulations, directives, decisions) and concluding on behalf of the EU interna-
tional agreements (i.e. between the EU and one or more states or international or-
ganizations), the Council contributes to the future of European innovation policy.

In June 2002, the Competitiveness Council was created with the merger of Inter-
nal Market, Industry and Research in order to provide a more coherent, coordi-
nated and integrated approach to foster competitiveness and growth in the EU.
Among its tasks are to review, on a regular basis, horizontal and sectoral competi-
tiveness issues based on analysis provided by the Commission and give input on
how these issues can be considered in all appropriate policy initiatives.

During the 3035th Competitiveness Council Meeting that took place in Luxem-
bourg 11-12th October 2010, the EU ministers discussed the key elements of a new
strategy for innovation. They agreed on the value of identifying the main drivers
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for innovation and to encourage private investment in innovation. Also, they ad-
dressed the most appropriate methods for implementing and monitoring “Inno-
YDWLRQ8QLRQµRQHRIWKH(8ÁDJVKLSLQLWLDWLYHV

Creating an innovation friendly environment in Europe is an important task that
UHTXLUHVVLJQLÀFDQWHIIRUWVE\DOOVWDNHKROGHUVDQGHVSHFLDOO\E\WKH(8LQVWLWXWLRQV
There are still many obstacles at the EU-level that hinder innovation. The Council
has been discussing, encouraging, approving and monitoring innovation initia-
tives. Aware that an effective Intellectual Property Rights (IPR) framework at the
EU-level is important for innovation, the Council is working together with the Eu-
URSHDQ&RPPLVVLRQWRSURYLGHD(8SDWHQWWKDWLVFRVWHIIHFWLYHVLPSOLÀHGDQG
ensures legal certainty.

2.2.3 European Commission

The European Commission is the EU’s executive body; it manages and runs the Eu-
ropean Union. Members of this institution are appointed by agreement between
0HPEHU6WDWHVIRUDÀYH\HDUWHUPDQGDSSURYHGE\WKH(XURSHDQ3DUOLDPHQW
The Commission represents the common European interest; it is responsible for
proposing legislation (to the Parliament and the Council), implementing deci-
sions, enforces European law (with the Court of Justice) and it represent the EU
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on the international stage (i.e. negotiates agreements between the EU and other
countries). The Commission implements the decisions taken by the Council, and it
has wide powers to manage the EU’s common policies and budgets.

For the most part the Commission has helped to strengthen collaboration among
different innovation actors and supported mutual policy learning between inno-
vation policymakers and public innovation support bodies at different levels. In
particular, a soft EU policy framework has been put in place to raise the level of
excellence of clusters in the EU Member States and to promote cluster coopera-
tion to improve innovation capability and strengthen positions in the global mar-
NHW &20 6XSSRUWSURJUDPVIRULQQRYDWLRQFDQLQÁXHQFHWKHEHKDYLRU
RI VSHFLÀF DFWRUV LQ WKH LQQRYDWLRQ SURFHVV 6HYHUDO SURJUDPV LQVWUXPHQWV DQG
policies managed by the Commission are supporting innovation activities.

7KURXJKWKH´,QQRYDWLRQ8QLRQµÁDJVKLSWKH&RPPLVVLRQRIIHUVDFOHDUSHUVSHF-
tive of where Europe should be by 2020 and what decisions and actions are
QHHGHGWRJHWWKHUH7KHPDMRUDUHDVRIIRFXVDUHHQHUJ\HIÀFLHQF\DQGFOLPDWH
FKDQJH7KHDLPLVWRLPSURYHFRQGLWLRQVDQGDFFHVVWRÀQDQFHUHVHDUFKDQGLQ-
novation and remove bottlenecks to ensure that innovative ideas can be turned
into products and services (COM 546, 2010).
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2.2.4 European Parliament

The only directly elected11 body of the European Union, the Parliament, plays an
active role in drafting legislation and represents the EU’s citizens. This institution has
important legislative, budget, control and supervisory powers. Together with the
Council of the EU, they can amend and reject legislation. With regards to the EU
budget, the Parliament has an equal footing to the Council with power over the
entire budget.

According to the treaties, the Parliament “elects” the President of the European
Commission upon the European Council’s proposal. Subsequent to the approval
of the Commission President, the members of the commission come before a
parliamentary hearing. Afterwards, as a body, it can be approved or rejected by
Parliament. In addition, the Parliament has the power to censure the Commission
if they have a two-thirds majority, which forces the resignation of the entire Com-
PLVVLRQIURPRIÀFH&RQFHUQLQJVXSHUYLVRU\SRZHUVWKH3DUOLDPHQWFDQVHWXSD
Committee of Inquiry and call other institutions to answer questions.

6LQFHLWVPHPEHUVKDYHEHHQGLUHFWO\HOHFWHGE\XQLYHUVDOVXIIUDJHHYHU\ÀYH\HDUV
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Figure 2 Overview of the composition of the main EU-level institutions with regards to innovation
activities.

Source: Compiled by author with data from the EU website: www.europa.eu last accessed on 10
November 2010.

2.3

EU27 Member States performance

With regards to innovation indicators, the European Innovation Scoreboard is an
instrument of the European Commission developed under the Lisbon Strategy to
provide an assessment of the innovation performance in the EU27 Member States.
The dimensions of innovation performance captured in the EIS are: enablers (hu-
PDQUHVRXUFHVDQGÀQDQFHDQGVXSSRUW ÀUPDFWLYLWLHV ÀUPLQYHVWPHQWVOLQNDJHV
and entrepreneurship and throughputs) and outputs (innovators and economic
effects12) .
12 See “European Innovation Scoreboard (EIS) 2009” available at http://www.proinno-europe.eu
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The Summary Innovation Index (SII) gives an overview of aggregate national in-
novation performance. The results for the 2009 compared to the 2008 SII are illus-
trated in Figure 3. The overall assessment, as shown in the chart, is that the EU27
are improving their innovation performance. Countries that are below the EU av-
erage are growing more rapidly than the rest but are still far behind.

In the European Innovation Scoreboard, EU Member States are divided into four
groups according to their innovation performance: innovation leaders (Denmark,
Finland, Germany, Sweden and the UK), innovation followers (Austria, Belgium,
Cyprus, Estonia, France, Ireland, Luxembourg, the Netherlands and Slovenia),
moderate innovators (Czech Republic, Greece, Hungary, Italy, Lithuania, Malta,
Poland, Portugal, Slovakia and Spain), and catching-up countries (Bulgaria, Lat-
via and Romania).
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Figure 3 EU27 Innovation performance 2009, according to the Summary Innovation Index , which
gives an overview of aggregate national innovation performance and it is calculated as a com-
posite of 29 indicators.

Source: Compiled by author with data from the European Innovation Scoreboard 2009.
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For many years, Europe held a strong lead in innovation performance but during
the last years has been trailing behind its main economic competitors, the US and
Japan (i.e. tertiary education, number of researchers and public-private coop-
eration). According to the Innovation Union Scoreboard 2010, the US is perform-
ing better than the EU27 in tertiary education (69%), license and patent revenues
(222%), and public-private co-publications (94%). There are important gaps in the
EU innovation policy concerning the Intellectual Property Rights and standardiza-
tion. Also, the link between supply and demand side activities needs to be rein-
IRUFHG7KHVHDQGRWKHUFKDOOHQJHVDUHLGHQWLÀHGDQGDGGUHVVHGODWHURQLQWKLV
thesis after an overview of the construction of a European Innovation System.

2.4

An European Supranational Innovation System emerges

The European integration as a unique, complex and ongoing process reproduces
similar characteristics in the European Supranational Innovation System. To date,
it is the only example of a supranational entity that comprises a multilevel govern-
ance system where different actors at different levels and a range of competen-
cies and resources regarding innovation interact. Regional Innovation Systems
are, and will most likely remain, an important and discernible part of the Euro-
pean Supranational Innovation System; however, the same is not clear for Na-
tional Innovation Systems. In the future, their role in the European Supranational
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Innovation System could gradually and naturally fade away in favor of EU-level
institutions.

$VPHQWLRQHGLQWKHSUHYLRXVFKDSWHUWKHUHLVQRFRQVHQVXVRQWKHH[DFWGHÀ-
nition of an innovation system but, for the purpose of this thesis the innovation
process is treated in a systematic approach by integrating actors (public and pri-
vate sector players), knowledge (creation, diffusion and absorption), interactions
(competition, transaction, networking and knowledge transfer), instruments such
as policies and regulations (promote, regulate, incentive the relation and interac-
tion between actors) and geographic boundaries. Private and public as well as
formal and informal players are considered as central elements in an innovation
system.

Susana Borrás (2004) acknowledges the efforts to construct an institutional setup
and the incipient system formation but concludes that it is premature when look-
ing into the institutional dynamics generated at the EU-level to identify a com-
plete and formed European Supranational Innovation System.

Indeed, the Europeanization of R&D and innovation policies has not yet achieved
a suitable level and many challenges lay ahead. Nevertheless, in the last years,
WKH (8 0HPEHU 6WDWHV DQG (8OHYHO LQVWLWXWLRQV KDYH VLJQLÀFDQWO\ LPSURYHG DQG
undertaken more initiatives in their efforts to shape and construct the European

76

The European Supranational Innovation System

Supranational Innovation System. Some endeavors have been more successful
than others but gradually the system is emerging and its features are shaping the
innovation actions at the EU-level.

The lessons learned with the failure of the Lisbon Strategy and the recent attempt
to revive the economy of the EU with the Europe 2020 strategy demonstrate the
determination of the EU institutions and Member States to improve coordination
of national and European policy. The establishment of the European Research
Council, the European Institute of Innovation and Technology, the launch of the
/HDG0DUNHW,QLWLDWLYHDQG(XURSHZLWKLWVÁDJVKLSLQLWLDWLYHVSDUWLFXODUO\,Q-
novation Union, are all examples of the resolve to boost innovation.

2.4.1 Key elements

Certain elements of the European Supranational Innovation System are interact-
LQJZLWKLQFUHDVLQJLQWHQVLW\ZLWKLQDÁH[LEOHJURZLQJDQGSRURXVERXQGDU\&RQ-
cerning the instruments employed at the EU-level, the Lisbon Strategy is without
a doubt important even though most of its goals have not yet been achieved.
As mentioned before, there are several tools that are currently being used to en-
hance the innovation performance in the Member States.
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Each innovation system has its own distinctive elements in Figure 4; some of the
key elements that produce and support innovation at the EU-level are illustrated.

Figure 4 Drivers, instruments and stakeholders of the European Supranational Innovation System.

Source: Compiled by author.

An important characteristic of the European Supranational Innovation System is
that it is not intended as a substitute of national or regional innovation systems.
The aim is not to replace the existing innovation systems within its Member States
but to build upon them and assist on their efforts to become more innovative.
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The pooling of resources to encourage innovation, better protection of intellec-
tual property rights, exchange best practices and standardization are some of
the many advantages the European Supranational Innovation System offers. Still,
a lot of work remains to be done. As mentioned before, the legal framework for
the protection of intellectual property remains incomplete.

Among the instruments that the EU employs to foster innovation there are those
WKDWSURYLGHÀQDQFLDODQGVHUYLFHVVXSSRUWWRLQQRYDWRUV7KHÀQDQFLDOVXSSRUWLV
mainly channeled by means of three funding programs: the Competitiveness and
Innovation Framework Program (CIP), the Framework for Research and Techno-
logical Development and the European Structural Funds’ operational programs.
Concerning the service support, some are based on direct assistance (i.e. Busi-
ness Innovation Centers) and others are provided via Internet tools (i.e. Business
Plan development tool).

Pertaining to stakeholders there is a multilevel governance system in place that is
complex. There are multiple actors at different levels with more or less competen-
FLHVDQGUHVRXUFHVWRHQFRXUDJHLQQRYDWLRQDQGWKDWWKHUHDUHVLJQLÀFDQWGLIIHU-
ences among Member States with regards to their innovation performance (as
presented in Figure 2), research systems and industrial structure.
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Overall, there is strong evidence of the emergence of a European Supranational
,QQRYDWLRQ6\VWHPWKDWLVFRPSOH[DQGXQLTXH7KHUHDUHVSHFLÀFLQQRYDWLRQVXS-
port initiatives at the EU-level, such as the Europe INNOVA, PRO INNO Europe and
L+RZHYHUWKHUHDUHRWKHULQLWLDWLYHVWKDWHYHQWKRXJKWKH\DUHQRWVSHFLÀF
innovation support programs they notably contribute to foster innovation. To illus-
trate this, three EU-level programs that are innovative and enhance the European
Supranational Innovation System are employed. In addition, other successful ini-
WLDWLYHVDUHEULHÁ\SUHVHQWHG

2.4.2 Innovative EU Programs13

There are common features that can be found in the three programs presented
in this thesis. First, not only EU Member States participate in them but also other
European and, often, non-European countries. Second, all of them foster innova-
tion. Third, they demonstrate the effectiveness of EU-level actions in areas that
increase Europe’s innovativeness.

A brief description of the programs is presented to highlight how they enhance
the European Supranational Innovation System and their visible success. Overall
it is important to keep in mind that a broad concept of innovation that includes
product, process, business model, design, marketing, branding, services, social,

13 All data concerning these programs was obtained from the European Union’s web page
http://europa.eu last accessed on 28 March 2010, unless otherwise stated.
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and organizational is employed. In addition, the systemic approach introduced a
different method that encourages analyzing the whole process of innovation in-
stead of focusing on just one aspect. This is particularly important in the following
synopsis of selected programs because they portray innovations that not neces-
sarily stem from research.

2.4.2.1

Erasmus program

The Erasmus program (European Region Action Scheme for the Mobility of Univer-
sity Students) was established in 1987 as a EU student exchange program. To date,
over 2 million students have participated in this highly successful Europe-wide pro-
gram and around 90% of European universities take part in it. The target for 2012 is
to reach 3 million students and teacher exchanges. Presently, this education and
training program enables more than 180,000 students to study and work abroad
each year, and supports cooperation actions between higher education institu-
tions across Europe. The general aim of the Erasmus program is to create a Higher
Education Area and foster innovation throughout Europe.

The systems approach employed in this thesis emphasizes that R&D activities are
a part of a bigger system where other elements interact. Research is considered
a driver of innovation but not the only or main source of it. Indeed, knowledge is
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DOVR DQ LPSRUWDQW GULYHU 7DFLW NQRZOHGJH LV JHQHUDOO\ FODVVLÀHG LQ WKH EURDGHVW
VHQVH DV DQ\ NQRZOHGJH WKDW FDQQRW EH FRGLÀHG DQG WUDQVPLWWHG DV LQIRUPD-
tion through documentation, academic papers, lectures, conferences or other
communication channels. This know-how, often present in the form of skills, is
more effectively transferred among individuals with a common social context
and physical proximity (OECD, 2008b). Sometimes students are not aware of the
knowledge they possess or how it can be valuable but the Erasmus experience
offers the opportunity and encourages the development of different skills.

Without a doubt, Erasmus has become a driver for innovation in Europe and en-
thused the establishment of the Bologna Process. A study on the impact of Er-
asmus on European Higher Education (Vossensteyn et al, 2008) by a research
consortium demonstrated that it has had a leading role in internationalization
policies at national, European and international level. The most visible impact
is the Bologna Process in terms of agenda setting, infrastructure and content.
Overall, Erasmus has been valuable to the development of higher education in
Europe, not only in teaching, learning and research but also in institutional and
RUJDQL]DWLRQDOGHYHORSPHQWSURÀOLQJWKURXJKLQWHUQDWLRQDOL]DWLRQDQGWKHGHYHO-
opment of student services.
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Erasmus stimulates creativity and innovation through mobility and cooperation in
KLJKHUHGXFDWLRQ7KHSHULRGVSHQWDEURDGHQDEOHVVWXGHQWVWREHQHÀWIURPDQ
educational, linguistic and cultural experience in other European countries. This
experience not only enriches the student’s academic life but also their personal
OLIHWKURXJKWKHDFTXLVLWLRQRILQWHUFXOWXUDOVNLOOVWKDWEHQHÀWERWKWKHKRPHDQG
host institutions. The European human capital, one of its most valuable resources,
is a key element of the European Supranational Innovation System. Through pro-
grams like Erasmus, individuals are encouraged and supported to learn by mov-
ing across Europe.

2.4.2.2

Framework Programs

The establishment of the Framework Programs (FP) can be traced back to the
HDUO\·V7KHLGHDEHKLQGWKHFUHDWLRQRIWKHÀUVW)3ZDVWRSURYLGHVWUXFWXUH
and a medium-term view to all of the research efforts that were taking place at
that time. Since their launch in 1984, the Framework Programs played a lead-
LQJUROHLQ(XURSHDQUHVHDUFK7KHÀUVWPRPHQWUHVHDUFKSROLF\DSSHDUHGZLWKD
VSHFLÀFFKDSWHURQWKLVVXEMHFWZDVLQWKH6LQJOH(XURSHDQ$FW  7KLVZDV
important because the chapter gave a legal status to existing practices.
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Overtime, Framework Programs have evolved in different ways. There is a con-
WLQXRXVLQFUHDVHRIWKHEXGJHWH[WHQVLRQRIDFWLYLWLHVLQWRQHZÀHOGVDQGGLYHU-
VLÀFDWLRQRIPHFKDQLVPVWKDWVXSSRUWWKHGLIIHUHQWDFWLYLWLHVWKDWWDNHSODFH)RU
example, the FP4 (1994-1998) had a budget of €13.10 billion compared to the FP7
(2007-2013) that has a budget of over €50 billion. As a long-term EU instrument to
realize its research policies and the main funding channel, the Framework Pro-
grams are a key pillar of the European Research Area. High-level research is in-
creasingly complex, interdisciplinary and costly; consequently, a European-wide
program is warranted to address these challenges.

The seventh framework program (7FP) is the instrument for funding research over
the period 2007 to 2013. Its main objective is to further the construction of the Eu-
URSHDQ5HVHDUFK$UHDDQGRQHRILWVVSHFLÀFJRDOVLVWRHQKDQFHUHVHDUFKDQG
innovation capacity throughout Europe. In this respect, the EU complements the
efforts of Member States and European industry.

2.4.2.3

European Space Agency (ESA)

In 1975, the European Space Agency was created as an international organiza-
tion to shape the development of Europe’s space capabilities. To date, out of the
18 Member States 16 are EU Member States. Hungary, Romania, Poland, Estonia
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and Slovenia are European Cooperating States and other countries have signed
a cooperation agreement.

The space industry is strategic for the EU and can directly contribute to the im-
plementation of a large number of policy objectives, for example innovation.
For many years, ESA has been working with the European Commission to build
DSODQIRUIXWXUHDFWLYLWLHVLQWKLVÀHOG7KH6SDFH&RXQFLODMRLQWPHHWLQJRIWKH
ESA Council and the European Union Council, was established to coordinate and
facilitate cooperative activities between them through their Framework Agree-
ment. During these meetings, Ministers representing the EU Member States and
ESA Member States jointly discuss the development of a coherent overall Euro-
pean space program.

The EU and ESA have worked together to outline a European Space Policy (ESP)
WKDWLGHQWLÀHVDQGSULRULWL]HVREMHFWLYHVIRUVSDFH7KH(63ZDVVLJQHGRQ0D\
2007 unifying the approach of ESA with those of the individual European Union
Member States. Jointly drafted by the European Commission and ESA’s Director
General, it creates a common political framework for space activities in Europe.

The European Space Program is a common platform including all activities and
measures to be undertaken by the EU, ESA and other stakeholders in order to
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achieve the objectives set by the European Space Policy. One of the aims of the
above-mentioned program is to ensure that Europe maintains a strong and com-
petitive space industry that is innovative and provides sustainable, high quality
and cost-effective services

Among the main EU instruments that support the European Space Policy is the
7FP. It seeks to enhance the competitiveness of the European space industry and
complements the efforts of member countries and stakeholders including the Eu-
ropean Space Agency.

7KH7UHDW\RI/LVERQGHÀQHVIRUWKHÀUVWWLPH´VSDFHµDVDVKDUHGFRPSHWHQFH
RIWKH8QLRQLQSDUWLFXODUWRGHÀQHDQGLPSOHPHQWSURJUDPVLQWKHDUHDVRIUH-
search, technological development and space14 . The establishment of a space
policy at the EU-level demonstrates the ability of the EU to lead in strategic areas
that link different policy areas and entails a complex interaction of players at
regional, national and international levels. Projects like Galileo, Europe’s initiative
for a global satellite navigation system, are also a good example of a success-
ful joint initiative between the European Commission and the European Space
Agency. European independence was the main reason for this initiative, to build
an independent system under civil control, since European satellite navigation us-
ers either employed the US global positioning system (GPS) or GLONASS (Russian
satellite) both military operated.
14

Article 4 of the Treaty of Lisbon.
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2.4.2.4

Other EU-initiatives

A European success story is the Global Systems Mobile Telecommunications
(GSM), the internationally accepted technical standard developed through EU
research and deployment. Over 3.5 billion subscribers use GSM across 1,050 net-
works in 222 countries and regions157KLVVWDQGDUGEHQHÀWVDPRQJRWKHUVFRQ-
sumers who can roam and switch carriers without replacing their mobile phones.
The upsurge of mobile phones in Europe is mostly credited to this digital cellular
telephony standard.

The eco-innovation16 initiative, a program that supports eco-innovative projects
LQ GLIIHUHQW VHFWRUV DLPV WR VXSSRUW WKH ÀUVW DSSOLFDWLRQ DQG PDUNHW UHSOLFDWLRQ
of some of the best eco-innovative techniques, processes, products or services
in Europe. This program is part of the Entrepreneurship and Innovation Program
(EIP), the Competitiveness and Innovation Framework Program (CIP) and contrib-
utes to the implementation of the Environmental Technologies Action Plan (ETAP).
There are almost 200 million Euros available to fund eco-innovation projects for
the 2008-2013 period.

15 GSM World Coverage 2009 available at www.gsmworld.com
'HÀQHGDVHFRLQQRYDWLYHSURGXFWVWHFKQLTXHVVHUYLFHVRUSURFHVVHVWKDWDLPDWWKHSUHYHQ-
tion or the reduction of environmental impacts or which contribute to the optimal use of resources.
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2.5

Advantages and Challenges

7KH NH\ LQQRYDWLRQ GULYHUV HGXFDWLRQ HQWUHSUHQHXUVKLS ÀQDQFH NQRZOHGJH
and research) are an important starting point from which an appropriate strategy
could be developed with its own instruments to ensure a successful implementa-
tion. The European Union has put into action different initiatives and programs to
create an innovation friendly environment, foster an innovation culture and cre-
ate framework conditions in Europe mainly based on these drivers. Concerning
education, the lifelong learning (Erasmus), in research the European Research
$UHD LQ HQWUHSUHQHXUVKLS WKH (QWUHSUHQHXUVKLS DQG ,QQRYDWLRQ 3URJUDP LQ À-
nances the Competitiveness and Innovation Program, these are just some exam-
ples of the wide-range of instruments that the EU employs.

However, there are many challenges present in each innovation system and be-
cause of the nature of the supranational innovation system these challenges are
even more complex and costly.
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2.5.1 Obstacles reviewed: the importance of an EU-Patent

The European Supranational Innovation System is facing important challenges
that could hinder the ongoing efforts to encourage innovation. Poor coordina-
tion of innovation policies, the need to improve the multilevel governance, the
lack of political will, the failure to introduce an EU-patent and a standardization
process that is not yet fully synchronized are among the obstacles.

While the role of a supranational entity is key to enhance innovation and promote
projects that could impact the competitiveness of innovation systems the lack of
political will could hamper all efforts. As it was pointed out, the failure of the Lisbon
strategy was also attributed to an overloaded agenda, poor coordination and
FRQÁLFWLQJ SULRULWLHV $QRWKHU H[DPSOH LV WKH IDLOXUH WR LQWURGXFH DQ (8 SDWHQW
which does not provide favorable conditions for the development and diffusion
RILQQRYDWLRQ7KH(XURSHDQ3DWHQW2IÀFH (32 PHULWVDPRUHGHWDLOHGGHVFULS-
tion to understand one of the main challenges that EU innovators are facing.

The Convention on the Grant of European Patents, known as the European Pat-
ent Convention (EPC), is a multilateral treaty signed in the 1973 conference in
Munich that instituted the European Patent Organization. In 1977 the Conven-
WLRQFDPHLQWRIRUFHDQGLQWKHÀUVWDSSOLFDQWVÀOHGIRUD(XURSHDQSDWHQW
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protection. At present all 27-Member States belong to the European Patent Organ-
ization, established to improve cooperation on the protection of inventions within
Europe. The EPC provides a legal framework for the granting of European pat-
HQWVYLDDVLQJOHDQGKDUPRQL]HGSURFHGXUHEHIRUHWKH(XURSHDQ3DWHQW2IÀFH

Even though there has been discussion towards the creation of an EU patent, there
is currently no single and centrally enforceable European Union-wide patent. In
other words, infringement is almost entirely remitted to national law and courts. An
European patent regulation is crucial to reinforce innovation and the failure of the
European patent system is affecting the dynamics of innovation and the internal
market. Compatibility between institutions at the national and the European level
is a key issue and the development of the European patent system is a clear illustra-
tion of this (Gregersen and Johnson, 1997). Certainly, the complexity and high costs
of the validation process for EU patents is a foremost barrier for innovation. In sum,
as Van Pottelsberghe and François (2006) stated, the European patent system is
costly and fragmented, discouraging innovation compared to the US and Japan.

On December 2009, the conclusion of the Council of the European Un-
ion on an “Enhanced patent system in Europe” asserts that “the EU pat-
ent regulation should be accompanied by a separate regulation, which
should govern the translation arrangements for the EU patent adopt-
ed by the Council with unanimity in accordance with Article 118 second
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subparagraph of the Treaty on the Functioning of the European Union. The EU Pat-
ent Regulation should come into force together with the separate regulation on the
translation arrangements for the EU patent.” The EU Council reached an agreement
on key elements constituting the future of the EU patent system that could help over-
come the existing impasse. A proposal for a Council Regulation on the EU patent, re-
newal fees for EU patents and their distribution, enhanced partnership under the EU
SDWHQWV\VWHPDQGFHUWDLQIHDWXUHVRIWKHHQYLVDJHGXQLÀHGSDWHQWOLWLJDWLRQV\VWHP

:LWK UHJDUGV WR VWDQGDUGL]DWLRQ WKH SURFHVV LV QRW \HW VXIÀFLHQWO\ V\QFKURQL]HG
with research results and market needs. Standardization offers many ben-
HÀWV LW DOORZV D W\SH RI SURGXFW WR EH LQWHURSHUDEOH ZLWK RWKHU W\SHV RI SURG-
ucts, the removal of barriers through harmonization, and the safety and health
RI FLWL]HQV 7KLV SURFHVV QRW RQO\ EHQHÀWV FRQVXPHUV EXW DOVR LQGXVWU\ DQG JRY-
ernments. Some efforts have been made concerning standardization in Eu-
rope but a lot of work remains to be done. A good example of a successful EU-
level synchronized standardization can be found in the telecommunications
sector. The liberalization of the telecommunication market in Europe com-
bined with the GSM standard developed through EU research and deploy-
ment played an important role in the success of mobile phones. This exam-
ple demonstrates the importance of standardization in the innovation cycle.
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The needed synergies between policies and instruments at different lev-
els have not yet been created across the European Union. The coordina-
tion of policies to support innovation at regional, national and EU-level needs
WR LPSURYH VLJQLÀFDQWO\ DQG DQ HQKDQFHG JRYHUQDQFH V\VWHP LV QHHGHG
based on the principles of subsidiarity. By better exploiting the added val-
ue of setting common objectives, agreeing on common actions and shar-
ing best practices among Member States these goals can be achieved.

Another important challenge for the European Supranational Innovation Sys-
tem is the fact that national and regional innovation systems are for the most
part disconnected. The question arises whether the existing European frame-
work conditions are hindering or encouraging the innovation process? Moreo-
ver, is the process of innovation in the European context properly understood?
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2.5.2 Advantages of a Supranational Innovation System

Some of the advantages offered by the European Supranational Innovation sys-
tem are the possibility of generating a broad partnership with stakeholders at all
levels, the pooling of resources, reduce the risk of duplication of research, econo-
mies of scale, positive spillover effect and the fact that the EU institutions must act
DFFRUGLQJWRWKHSULQFLSOHRIVXEVLGLDULW\7KHVHEHQHÀWVRIIVHWWKHHQGHDYRUVWKDW
are necessary to overcome the obstacles.

The European multilevel governance system offers possibility of generating a
broad partnership with stakeholders at all levels (European, national, regional
DQGORFDO WRHQFRXUDJHWKHÁRZRIUHVRXUFHVDQGNQRZOHGJHZKHUHLWLVPRVW
appropriate. Another advantage is that to ensure that decisions are taken as
closely as possible to the citizen and to justify action at the European level, the
European institutions must act according to the principle of subsidiarity. Therefore,
innovation activities that are costly, complex and where the objectives would be
better achieved if action is taken at a higher level, the supranational actions may
EHMXVWLÀHGWRHQVXUHWKHVXFFHVVRIWKHSURSRVHGDFWLYLWLHV
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Complex innovations require a high expenditure but at the same time could lead
to lower cost of research. If the developing product can be sold everywhere in
(XURSHWKHSURÀWVZLOOEHODUJHUWKDQLIWKHVDPHSURGXFWFRXOGRQO\EHVROGLQ
a single country. Also, two or more institutions or enterprises might conduct the
same research, which could turn into a waste of resources. A Supranational In-
novation System can reduce the risk of duplication of research and extend large
spillovers to other projects.

2.6

Conclusions

To close the gap between the EU and its major competitors in R&D and innova-
tion an action and development plan was established in the Lisbon strategy. De-
spite the fact that most of the goals set out in this strategy were not achieved, it is
without doubt an important milestone. Ever since, the European institutions shifted
their theoretical perspective on innovation from a linear process to a systemic ap-
proach and innovation has been key in the EU policy framework.

After an overview of innovation in the EU and analyzing the main elements that
are present, there are strong indications of the emergence of a European Su-
pranational Innovation System. As it is with the ongoing and complex integration
SURFHVVWKHLQQRYDWLRQV\VWHPLVVWLOOHPHUJLQJDQGWKHUHDUHVRPHÁDZV
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Nevertheless, the evolution is promising and as the elements that conform and
shape the European Supranational Innovation System continue to facilitate in-
novative activities within the system it will enhance the innovative performance
of the European Union as a whole. As a result, a distinct and clear innovation
system could materialize with the understanding that it is in constant evolution.
$IUDPHZRUNWKDWLVRSHQÁH[LEOHH[SDQGLQJDQGSRURXVLVHVVHQWLDOLQWKH(XUR-
pean context.

The Erasmus program, the Framework Programs and the European Space Agen-
cy are excellent examples of successful European-wide initiatives that are not
only innovative but encourage innovation. These initiatives provide the starting
point from which a closer union among the Member States has been established
LQVSHFLÀFDUHDV

Concerning the degree of Europeanization of innovation policies, there is still
work to be done. There is a need for more coordination and coherence between
levels (EU, national, regional and local) and domains (higher education, research
and science, environment, industry and entrepreneurship, health, etc). A more
VWUDWHJLFDQGLQWHJUDWHGDSSURDFKLVUHTXLUHGWRGHOLYHUPRUHHIÀFLHQWSROLFLHV
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Governments should act as facilitators within the innovation system and make
certain that there is a horizontal (across sectors), vertical (across governance lev-
els) and systemic coherence of innovation policies. The EU offers a good example
of the challenges and advantages present in a supranational innovation system.
Despite the obstacles, the innovative EU-level projects and programs are proof of
the existence and the added value of actions at the supranational level.

Though the construction of the European Supranational Innovation System is at
DQHDUO\VWDJHWKHHOHPHQWVLGHQWLÀHGE\/XQGYDOO  WKDWFRPSRVHWKHV\V-
tem, a structure of production and an institutional set-up, are present and there
LVFRQVWDQWLQWHUDFWLRQDPRQJWKHP6RPHRIWKHPDLQFKDUDFWHULVWLFVLGHQWLÀHG
in the European Supranational Innovation System are summarized in the following
list:


7KHDLPLVQRWWRUHSODFHWKHH[LVWLQJLQQRYDWLRQV\VWHPV QDWLRQDOUHJLRQ
al or sectoral) but to build upon them and assist on their efforts to become
more innovative.



,WLVDFRPSOH[XQLTXHDQGRQJRLQJSURFHVV



(XURSHDQLQVWLWXWLRQVPXVWDFWDFFRUGLQJWRWKHSULQFLSOHRIVXEVLGLDULW\



,WLVHVVHQWLDOO\DQRSHQV\VWHP RWKHU(XURSHDQDQGQRQ(XURSHDQFRXQ
tries can participate in some of the programs and projects).



7KHUHDUHPXOWLSOHDFWRUVDWGLIIHUHQWOHYHOVZLWKVRPHFRPSHWHQFLHVDQG
resources to foster innovation.
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To close the investment gap in R&D between the EU and its main competitors,
particularly in times of economic crisis when resources are scarce, the EU needs
WRHQKDQFHLWVDELOLW\WRWUDQVODWHVFLHQWLÀFNQRZOHGJHLQWRSURÀWDEOHLQQRYDWLRQV
pool resources, avoid fragmentation, enhance research and innovation systems,
and monitor the progress of innovation.
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Analyzing the European Supranational Innovation System and exploring the pos-
sibility of adapting useful elements to their own needs is an interesting experi-
ence for a region such as Latin America and the Caribbean. Even though both
regions have considerable differences concerning the level of economic devel-
opment, infrastructure, and institutions, there are also similar obstacles that bring
them closer concerning innovation such as the low supply of private risk and seed
capital, limited research-industry cooperation and the fact that there are strong
disparities in the countries’ innovation frameworks and performance.

Aware that there are other countries that could also be considered as a valuable
example of a thriving innovation system from where Latin America and the Carib-
bean could draw best practices such as the United States of America, the world’s
largest economy17, a brief research was carried out to determine if this model
would be the best option for the region. Taking into account the strengths of the
US national innovation system and also its vulnerabilities it was concluded that the
disparities in culture, economy, challenges, strengths, development, education
and research are such that this was not the optimal model to analyze in order to
adapt and launch a proposal for Latin America and the Caribbean.

17 GDP over USD 14 trillion and GDP per capita of USD 46 400 in 2009 (OECD, 2010)
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The European Supranational Innovation System is more adequate considering
the characteristics of the region that will be presented and analyzed in this thesis.
Nevertheless a brief overview of the US innovation system could shed some light
to understand the reasons why the European Supranational Innovation System is
a more appropriate model.

7KH861DWLRQDO,QQRYDWLRQ6\VWHPKDVEHQHÀWHGIURPWKHODUJHVL]HRILWVHFRQR-
P\XQLYHUVLW\H[FHOOHQFHDYDLODELOLW\RIFDSLWDODQGVRSKLVWLFDWLRQRIÀQDQFLDODF-
WRUVQHWZRUNHGÀUPVVWURQJLQWHOOHFWXDOSURSHUW\V\VWHPZLWKVWULFWHQIRUFHPHQW
and highly mobile employees. Indeed, US capital markets are deep and provide
RSSRUWXQLWLHV IRU ÀQDQFLQJ DQG VWURQJ LQFHQWLYHV IRU VXFFHVVIXO LQQRYDWRUV 7KHLU
universities possess a culture of openness and challenge that attracts the bright-
est minds; produce a large pool of well-trained university graduates and PhD re-
VHDUFKHUVWRWKHEHQHÀWRILQQRYDWLYHÀUPVKDYHDKLJKUDWHRIH[WHUQDOFROODER-
ration; and a variety of funding resources.

All the same, there are important challenges such as the future of the American
science and technology workforce, high risk of litigation and intense competition
from other countries. The US has relied on highly skilled foreigners but with visa
restrictions, the strengthening of foreign research universities and the intensifying
FRPSHWLWLRQIRUWDOHQWLWKDVEHFRPHPRUHGLIÀFXOW7KHULVNRIOLWLJDWLRQGHWHUVULVN
taking that is necessary for innovation.
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The US is facing more competition besides the usual suspects (Europe, Japan, Rus-
sia) from countries such as China. In the last decades, China has achieved a high
UDWHRIHFRQRPLFJURZWKRYHUDVXVWDLQHGSHULRGDQGKDVLGHQWLÀHGLQQRYDWLRQ
as a main engine for this new growth model. The Chinese government launched
a national strategy to build an innovation-driven economy and society by 2020
(OECD, 2008a).

The US innovation system is considered one of the strongest in the world. However,
to encourage the kind of innovation in which the US excels certain elements are
essential. Diverse organizations that are present such as multinationals headquar-
WHUHG LQ WKH 86 DQG KLJKO\ LQQRYDWLYH VPDOO ÀUPV YHQWXUH FDSLWDO DQG ÀUVWUDWH
academic and research institutions, contribute to strengthen the system. How-
ever, as it is established in this chapter, these elements are limited in most Latin
American and Caribbean countries.

The aim of this chapter is to review where the region stands with regards to inno-
YDWLRQ)RXUSKDVHVDUHLGHQWLÀHGWKURXJKWKHGLIIHUHQWHFRQRPLFSROLFLHVLPSOH-
mented that had an effect on innovation; also brief assessment of innovation in
the region is presented. The results of the research conducted show the potential
of innovation to help them overcome their weaknesses. In addition a state of the
art and a SWOT analysis of innovation in the region is presented.
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3.1

The Latin America and Caribbean landscape

From Mexico in the north to Argentina and Chile in the south, the region compris-
es the countries in between including most of the islands of the Caribbean. The
population of Latin America and the Caribbean is 588.6 million (ECLAC, 2010) and
GDP per capita (current US) is $6,942.6 (World Bank, 2010). There are several re-
gional groups, among them: Caricom18, Andean Community19, Mercosur20, ALA-
DI21, ALBA22, and UNASUR23. The region not only shares a geographical space but
also cultural and historical roots, and common problems. Latin America and the
Caribbean is a region full of contrasts, although rich in culture, biodiversity and
natural resources it is also, one of the most unequal regions in the world with an
DYHUDJH*LQLFRHIÀFLHQWRI /RSH]DQG3HUU\ 2YHUDOOJRYHUQPHQWVLQ
WKHUHJLRQKDYHDSRRUWUDFNUHFRUGDQGKLVWRULFDOGHÀFLWRIVWURQJSXEOLFSROLFLHV

With regards to innovation, Latin American and Caribbean countries do not
stand out when compared to other countries. In general, private and public de-
cision makers in the region have been slow to recognize innovation as a driver of
growth and competitiveness. According to the Global Innovation Index Ranking,
out of 132 countries assessed, Costa Rica is the highest placed (41) and Bolivia is
18 Antigua and Barbuda, The Bahamas, Barbados, Belize, Dominica, Grenada, Guyana, Haiti,
Jamaica, Montserrat, Saint Lucia, St. Kitts and Nevis, St. Vincent and the Grenadines, Suriname
and Trinidad and Tobago.
19 Bolivia, Colombia, Ecuador and Peru.
20 Argentina, Brazil, Paraguay and Uruguay, Venezuela is not yet a full member; it is pending rati-
ÀFDWLRQIURPWKH&RQJUHVVRI3DUDJXD\
21 Argentina, Bolivia, Brazil, Chile, Colombia, Cuba, Ecuador, Mexico, Paraguay, Peru, Uruguay
and Venezuela.
22 Venezuela, Cuba, Bolivia, Nicaragua, Dominica, Honduras, St. Vincent and the Grenadines,
Ecuador, and Antigua and Barbuda.
23 Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru, Suriname, Uru-
guay and Venezuela.
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WKHORZHVW  ,QPRVWRIWKHFRXQWULHVLQWKHUHJLRQWKHUHLVLQHIÀFLHQWJRYHUQ-
ance, poverty and corruption, among other challenges.

In recent years, the impact of innovation on business, politics and society has
been more evident. Governments and business leaders are increasingly aware
of the role that innovation plays in economic growth, development and com-
petitiveness and of the fact that innovations come in many forms (i.e. products,
business model, organization, marketing, branding and social).

There are imperative challenges for Latin America and the Caribbean, among
them, poverty, social inclusion, sustainable development, climate change, natu-
ral disasters, productivity, improve the quality of education and health. Innova-
tions are essential to drive economic growth and prosperity in the region.

On the whole, four main phases24FDQEHLGHQWLÀHGWKURXJKWKHGLIIHUHQWHFRQRP-
ic policies implemented by most of Latin American and Caribbean governments
WKDWKDGDQHIIHFWRQLQQRYDWLRQ7KHÀUVWVWDUWHGDIWHUWKH*UHDW'HSUHVVLRQRI
the 1930s, one of the most relevant policies adopted during this period was the
import-substitution25 policy. The second phase, from 1982 to 1990, is known as the
¶ORVWGHFDGH·DUHIHUHQFHWRWKHÀQDQFLDOSHULRGRIFULVLVLQWKHUHJLRQ7KHWKLUG
phase initiated in the early 1990’s and ended in 2002 when many Latin American

7KHVHSKDVHVZHUHLGHQWLÀHGE\/RXUGHV&DVDQRYDLQ*OREDO/DWLQDV  
25 Tariff protection, direct state intervention in the production structure and regulation of the
private sector.
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and Caribbean governments encouraged by the Washington Consensus26 em-
barked in a reform path accentuated by trade liberalization and/or privatiza-
tion277KHIRXUWKSKDVHLVLQSURJUHVV IURPWRGDWH EXWVRPHVSHFLÀFFKDU-
DFWHULVWLFVGHÀQHLWVXFKDVWKHGLUHFWHIIHFWVRIJOREDOL]DWLRQKLJKHULQWHUDFWLRQ
among worldwide economic agents, major technological advances and the in-
creasing role of emerging economies.

One of the regional leaders, Brazil, has been actively implementing strategies
and undertaking important reforms to enhance its innovation performance. A
broad innovation plan action linked to industrial policy and the private sector,
have been key to achieve the objectives. Brazil enjoys a high entrepreneurship
spirit and companies with capability for technology and business model innova-
WLRQ,QIDFW%UD]LOLDQÀUPVKDYHLQQRYDWHGRQLQWHUQDWLRQDOVFDOHVLQVHFWRUVVXFK
as aeronautics, automobile engines and agriculture.

Brazil is a regional leader, in 2007 accounted more than half (59.7%) of total R&D
investments in Latin America and the Caribbean; in terms of GDP it is the biggest
investor in the region with a 1.02% of GDP invested on R&D activities (RICYT, 2008).
Among Brazil’s competitive advantages are: a large domestic market, biodiver-
sity, a sizeable pool of multinationals, substantial industrial capacity, natural re-
sources and a well-developed telecommunications infrastructure.

  $PRQJ WKH UHFRPPHQGDWLRQV ZHUH ÀVFDO SROLF\ GLVFLSOLQH WD[ UHIRUPV WUDGH OLEHUDOL]DWLRQ
privatization of state enterprises and deregulation.
27 Banks, telecommunications, public utilities, oil and gas were among the businesses that were
privatized.
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In order to illustrate the above-mentioned four phases of public policy in the re-
gion, Brazil, the largest economy in the region, will be used as a case in point un-
derlining some of the most relevant events that took place and had an effect on
the national innovation system.

3.1.1 ‘State-induced industrialization’ Phase 1 (1930-1982)

From the 1930’s to the beginning of the 1980’s, most governments in the region
implemented industrial policies geared towards the creation of ‘national cham-
pions’28 in what they considered strategic industries to protect their domestic pro-
duction from foreign competition. Several institutions were created to promote
VWDWHRZQHGFRPSDQLHVDQGRUÀQDQFHLQIUDVWUXFWXUHDQGEDVLFLQGXVWULHVLQ/DW-
in America and the Caribbean, among them, Corporación de Fomento de la
Producción (CORFO) created in 1956 in Chile, Banco Industrial de Argentina in
1944 and Mexico’s Nacional Financiera in 1934.

$WÀUVWWKHLPSRUWVXEVWLWXWLRQPRGHORILQGXVWULDOL]DWLRQEURXJKWKLJK*'3JURZWK
DQGKLJKOHYHOVRILQGXVWULDOH[SDQVLRQEXWHYHQWXDOO\LWSURGXFHGVLJQLÀFDQWGLV-
incentives to innovation, decreasing growth rates of productivity and technologi-
FDOLQHIÀFLHQF\$VQRWHGE\(GZDUGV  VXSSRUWHUVRIWKHLPSRUWVXEVWLWXWLRQ
strategy argued that two conditions are required for it to succeed: on the one

/DUJHFRPSDQLHVGRPLQDQWLQWKHLUÀHOGDQGIDYRUHGE\WKHJRYHUQPHQWRIWKHFRXQWU\LQ
which it is based.
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hand, the protectionist measures had to be temporary and gradually reduced
and, on the other hand, only selected industries should be protected. Instead
of being selective and declining, protection became general, massive and in-
creased through time.

During this phase, most countries shared two characteristics: the degree of open-
QHVVWRLQWHUQDWLRQDOWUDGHZDVYHU\ORZ ERWKLQJRRGVDQGLQÀQDQFLDOFDSLWDO 
DQGLQPRVWFRXQWULHVVRFLDOFRQGLWLRQVIDLOHGWRLPSURYHVLJQLÀFDQWO\ ZLGHVSUHDG
poverty and unequal income distribution). At the end of this phase, most gov-
ernments in the region undertook a comprehensive round of reforms that were
largely completed in the early 1990s.

,Q %UD]LO LQVWLWXWLRQV HQJDJHG LQ VFLHQWLÀF LQGXVWULDO DQG WHFKQRORJLFDO SURMHFWV
were set up, among them the Aeronautics Technological Institute29 (ITA) in 1950,
the National Research Council30 (CNPq) in 1951, the Brazilian Development Bank
(BNDE31) in 1953, the Agency for Financing Studies and Projects (FINEP) in 1965,
and the Brazilian Agricultural Research Corporation (Embrapa) in 1973. These in-
stitutions have played an important role in promoting, funding and developing
innovation strategies and activities in Brazil.

29 Dedicated to provide high level education and research in Science and Technology areas of
interest to the aerospace.
,WVPDLQDVVLJQPHQWZDVWKHFRRUGLQDWLRQDQGSURPRWLRQRIVFLHQWLÀFUHVHDUFKLQ%UD]LO
31 Nowadays, BNDES.
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During this phase, the Brazilian National Innovation System evolved as the coun-
try transformed from a traditional supplier of raw materials and crops (i.e. coffee
DQGVXJDUFDQH WRDQHFRQRP\EDVHGRQPDQXIDFWXULQJLQGXVWU\%UD]LOLDQÀUPV
became less competitive in international markets due to the barriers to inward
WHFKQRORJ\ÁX[WKDWPDGHLWGLIÀFXOWIRU%UD]LOLDQFRPSDQLHVWRDFTXLUHQHZWHFK-
nologies and the failure to develop domestic human capital.

3.1.2 ‘The lost decade’ Phase 2 (1982-1990)

During this period most of Latin America’s economies stagnated, poverty in-
creased, income per capita plummeted and the income distribution gap be-
came wider during this phase. Ignited by Mexico’s announcement that it was
unable to meet its scheduled foreign debt payments it had a spillover effect in
WKHUHJLRQ,QÁDWLRQZDVRXWRIFRQWUROLQPDQ\FRXQWULHVDQGWKHUHJLRQZDVLP-
mersed in an economic turmoil. Under the “Brady Plan”32 countries were to imple-
ment market liberalizations in exchange for a reduction of the debt and, in some
cases, new money from commercial banks and multilateral agencies. In response
to the crisis, governments tried to restore macroeconomic equilibrium and devise
new development strategies.

32

Named after the US Treasury Secretary Nicholas Brady.
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In 1985, the Brazilian Ministry of Science and Technology was formed and it is cur-
rently the main agent of the Federal Government responsible for the implemen-
tation of the explicit innovation policy. The Ministry was mainly concerned with
expansion of infrastructure. Import licenses and high tariffs were used to protect
the Brazilian manufacturing sector.

Overall the Brazilian economy maintained a protectionist structure during this
SKDVH0DUNHGE\KLJKDQGLQFUHDVLQJLQÁDWLRQXQHPSOR\PHQWDQGODERUPDU-
NHWGLVRUJDQL]DWLRQDPRQJRWKHUV'XULQJWKLVSHULRGZLWKWKHÀVFDOFULVLVDQGWKH
ODFNRIGHÀQLWLRQRIZKDWGHYHORSPHQWVWUDWHJ\WKH\VKRXOGSXUVXHWKHUHZDVDQ
overall instability in the public support concerning innovation.

3.1.3 ‘Liberalization and privatization’ Phase 3 (1990-2002 )

6SLUDOLQJGHEWLQÁDWLRQFRUUXSWLRQLQVWDWHFRQWUROOHGLQGXVWULHVDQGSURWHFWLRQLVP
were damaging Latin American economies. In this context, there was a wide-
spread adoption by Latin American governments of the Washington Consensus,
which led to liberalization and the privatization of state enterprises. In the 1990’s
policymakers abandoned the import-substitution model, a series of processes of
liberalization and privatization followed and led to important structural reforms.
During this period, most of the state enterprises were sold to local or foreign groups.
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The need to attract new technology, upgrade infrastructure, improve productiv-
ity coupled with the government’s lack of the necessary resources to invest were
also among the reasons behind the privatization and liberalization process that
took place in the region.

The New Brazil Plan33 (Plano Collor) aimed to introduce economic reforms and
stabilization plans in the early 1990’s was replaced by other Plans until the Real
Plan was introduced and achieved the desired results. The Brazilian govern-
ment came up with another program dubbed the Industrial and Foreign Trade
Policy 34 (PICE), as well as a privatization program called the National Privatization
Program (PND).

Following the Uruguay Round in 1991, the Trade-Related Aspect of Intellectual
3URSHUW\5LJKWV 75,36 $JUHHPHQWZDVVLJQHGDQGÀYH\HDUVODWHU%UD]LOHQDFWHG
the Intellectual Property Law. Meanwhile, one of the most important integration
efforts in South America, MERCOSUR, founded in 1991 with signing of the Treaty
of Asunción by Argentina, Brazil, Paraguay and Uruguay established a Common
Market. Among its objectives, free movement of goods, services and factors; a
common external tariff and a trade policy; coordination of macroeconomic and
sectoral policies; and to strengthen the integration process. A broader analysis of
MERCOSUR is presented in the next chapter .

7KH3ODQIDLOHGDQGZDVUHSODFHGE\WKH&ROORU3ODQ,,WKH0DUFtOLR3ODQDQGHYHQWXDOO\WKH
Real Plan.
34 This program aimed to raise real wages and promote economic openness and trade liberali-
zation.
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Also, one of the main trade agreements, the North American Trade Agreement
(NAFTA) entered into force in early 1994 to remove tariff barriers and increase
investment opportunities between the USA, Canada and Mexico. NAFTA was an
important instrument to consolidate the economic reforms, the liberalization and
privatization process in Mexico.

At the end of this phase, the Sectoral Funds for Science and Technology was
FUHDWHGDVDÀQDQFLQJWRROIRUUHVHDUFKGHYHORSPHQWDQGLQQRYDWLRQSURMHFWV
the Funds are administered by FINEP. The aim is to stimulate the creation of knowl-
HGJHDQGHQVXULQJWKDWWKHNQRZOHGJHLVWUDQVIHUUHGWRÀUPV

3.1.4 ‘Globalization’ Phase 4 (2002 to date)

The beginning of the 3rd millennium brought many challenges and tests for the
HFRQRPLF DQG ÀVFDO SROLFLHV RI WKH UHJLRQ $ KRVWLOH PDFURHFRQRPLF HQYLURQ-
ment compelled governments in the region to implement reactive rather than
proactive policies. Latin America and the Caribbean experienced the effects of
the worldwide economic crisis. In spite of that, some governments in the region
are playing an increasing role in the international arena but mostly individually
not as a region or sub-region.
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After the privatization of state enterprises, the phase began in Brazil with the imple-
PHQWDWLRQRIORQJWHUPSODQVWKDWUHTXLUHGODUJHDPRXQWVRIÀQDQFLDOUHVRXUFHV
for investment. Later on, efforts were made to restore industrial and technological
policies. A new agenda for development was elaborated in 2003 by a group of
Ministries entitled “Guideline to a Development Agenda” and the priority estab-
OLVKHGZDVWRERRVWWKHLQQRYDWLYHFDSDFLW\RIÀUPVZLWKPDMRUH[SRUWRULHQWDWLRQ
During this period Brazil witnessed a return to strong industrial policies with a new
focus on innovation and its systemic processes. The Brazilian government encour-
aged increased competition of domestic enterprises by means of opening mar-
kets to trade and driving economic reforms.

In 2004, an innovation law was enacted that is national in scope and covers a
UDQJHRIVFLHQWLÀFÀHOGV7KHODZKDVWKUHHPDLQFRPSRQHQWVLQFHQWLYHVWREXLOG
and strengthen partnerships among universities, research institutes and private
companies; incentives to encourage the participation of universities and research
institutes in the innovation process; and incentives for promoting innovation within
private companies.

The innovation law allows researchers in public research organizations and fed-
eral universities to leave their post for up to three years (preserving their pen-
VLRQEHQHÀWVDQGFDUHHUHYROXWLRQULJKWV WRFUHDWHDWHFKQRORJ\EDVHGVWDUWXS
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The law established a new legal framework that allows access to innovation sub-
VLGLHV GLUHFWO\ WR ÀUPV 7KH VDPH \HDU WKH %UD]LOLDQ $JHQF\ IRU ,QGXVWULDO 'HYHO-
opment (ABDI) was founded to promote Brazilian industrial and technological
development.

The Law 11.487/2007 is known as the ‘Good Law’, it authorizes the automatic use
RIÀVFDOEHQHÀWVIRUÀUPVWKDWLQYHVWLQ5 'DQGIXOÀOOWKHUHTXLUHPHQWVZLWKRXWWKH
need for a formal request. The Growth Acceleration Plan for Science, Technology
and Innovation (GAP for STI) was launched in 2007 for the 2007-2010 period. The
DLPLVWRDUWLFXODWHÀYHSROLFLHVDQGSURJUDPVWRHVWDEOLVKHFRQRPLFSROLF\DQG
growth.

Overall, among the Brazilian institutions, the efforts in relation to innovation of
BNDES and FINEP are noteworthy. BNDES, one of the major institutions in Latin
$PHULFDIRUÀQDQFLQJLQYHVWPHQWLQSURGXFWLRQFXUUHQWO\FRQVLGHUVLQQRYDWLRQDV
DVWUDWHJLFSULRULW\IRUWKHFRQFHVVLRQRIÀQDQFLQJ),1(3 5HVHDUFKDQG3URMHFWV
Financing), also known as the Brazilian Innovation Agency, has had a double role
DVDSURYLGHURIJUDQWVWRQRQSURÀWDEOHLQVWLWXWLRQV LHXQLYHUVLWLHVDQGUHVHDUFK
centers) and it lends money to companies. In sum, FINEP concentrates in lending
IRULQQRYDWLYHDFWLYLWLHVDQG%1'(6VSHFLDOL]HVLQÀQDQFLQJWKHFUHDWLRQRUH[SDQ-
sion of productive capacity.
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The role of the Brazilian government concerning the national innovation system
ZDVGHFLVLYHIRUWKHLQGXVWULDOL]DWLRQDQGWKHHVWDEOLVKPHQWRIWKHVFLHQWLÀFDQG
technological infrastructure. The full outcomes of the Brazilian efforts to encour-
age innovation and in particular the innovation law are still pending. In due time,
a complete evaluation will be in order to assess the impact. At the moment, the
country seems to be in the right track by encouraging innovation through legisla-
WLRQ LPSOHPHQWLQJ VWUDWHJLHV DQG ÀQDQFLQJ SURMHFWV 7KH %UD]LOLDQ JRYHUQPHQW
has demonstrated its willingness to engage in a productive dialogue with the
stakeholders and to address the political challenges it encounters in the process.
Latin American and Caribbean governments have valuable lessons to learn from
the Brazilian experience and closer links among the different governments could
WULJJHUDG\QDPLFH[FKDQJHRIEHVWSUDFWLFHVWKDWFRXOGEHQHÀWDOO

3.2

Assessing innovation in the region

According to the state of science policy, strength of business associations and
ODERU XQLRQV ÀQDQFLDO V\VWHP SXEOLF WUDLQLQJ V\VWHP SUHVWLJH DQG VWUHQJWK RI
universities and research institutions in a country or region different innovation
V\VWHPV FDQ EH LGHQWLÀHG +RZHYHU VRPH DFWLYLWLHV WKDW GHWHUPLQH WKH GLIIX-
sion of innovation have been recognized. Among them, knowledge inputs (i.e.
competence building, engineering); demand-side activities (i.e. quality and new
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product markets); provision of constituencies (i.e. networking); support services
LH LQFXEDWRUV DQG ÀQDQFLQJ  DQG NQRZOHGJH RXWSXWV LH SDWHQWV DQG SXE-
lications). It is important to remember that a broad concept of innovation that
includes product, process, business model, design, marketing, branding, services,
social, and organizational is employed in this thesis.

,QQRYDWLRQHIÀFLHQF\FDQEHPHDVXUHGDVWKHDELOLW\WRWUDQVODWHLQQRYDWLRQLQ-
puts into outputs. Inputs and outputs are normally used as measures to bench-
mark innovation performance. Among the inputs are expenditure on R&D and
QXPEHURIUHVHDUFKHUV7KHRXWSXWVRINQRZOHGJHFRPPRQO\XVHGDUHVFLHQWLÀF
production, patents and technology exports.

With regards to inputs, according to the World Development Indicators with data
from UNESCO Institute for Statistics, the world average of R&D expenditure (% of
GDP) in 2005 is 2% compared to 0.7% for Latin America and the Caribbean. R&D
covers basic research, applied research and experimental development. In 2007,
the world average increased by 0.2% but data is not available for Latin America
and the Caribbean. Also, according to the same database, the world average
of researchers35 in R&D (per million people) in 2005 is 1,271.7 in contrast with 495
in Latin America and the Caribbean.

35

Includes PhD students.
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To illustrate the innovation output in the region, the number of patents will be
used. Aware that patents should be considered as part of other outputs in order
to measure innovation and since there was no data available to establish a more
comprehensive instrument with recent statistics, Latin American and Caribbean
obtained US patents is used in order to portray the innovation output in the re-
gion. In Figure 5 the US patents by Latin American and Caribbean inventors are
FODVVLÀHGLQWKUHHSHULRGV
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Figure 5 US Patents, includes utility patents and other types of US documents (i.e. design, plant, re-
issue of patents) granted between 01 January 1977 and 31 December 2009, distributed by coun-
WU\RIRULJLQ WKHRULJLQRIDSDWHQWLVGHWHUPLQHGE\WKHUHVLGHQFHRIWKHÀUVWQDPHGLQYHQWRU RI
Latin America and the Caribbean inventors.

6RXUFH&RPSLOHGE\DXWKRUZLWKGDWDIURPWKH8QLWHG6WDWHV3DWHQWDQG7UDGHPDUN2IÀFH $SULO
2010).
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The total of US patents by inventors from 31 countries from Latin America and the
Caribbean for the period 1977 to 2009 is only 7,761 compared to 11,282 for Danish
inventors during the same period. This illustrates the low innovation performance
of the region in contrast with other countries that have demonstrated their ability
to innovate and translate those innovations into patents.

,QWKHÀUVWSHULRGIURPWRWKHQXPEHURI863DWHQWVE\LQYHQWRUVIURP
the region reached 1,776. During the second period, from 1990 to 1999 the num-
ber increased by 26% with respect to the previous period. In the last period, from
2000 to 2009 the number of patents reached 3,739. Brazil, Mexico and Argentina
account for over 70% of these patents and more than half of them where ac-
quired in the last decade.

Latin American and Caribbean governments, aware of the challenges brought
E\WKHHUDRIJOREDOL]DWLRQKDYHUHGHÀQHGVRPHRIWKHLUSROLFLHV&RPSHWLWLYH-
QHVVWHFKQRORJLFDOHFRQRPLFDQGLQVWLWXWLRQDOHIÀFLHQF\SURGXFWLYLW\SURPRWH
competition; encourage development; and modernization of infrastructure are
some of the reasons behind the strategies adopted in most countries in the re-
gion. The following chart, based on data from Figure 5, illustrates the percentage
of US patents obtained by phase and points out that most of the patents were
acquired during the ongoing phase.
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Figure 6 Percentage of US Patents acquired by Latin American and Caribbean inventors in the
WKUHHPDLQSKDVHVSUHYLRXVO\LGHQWLÀHG

6RXUFH&RPSLOHGE\DXWKRUZLWKGDWDIURPWKH8QLWHG6WDWHV3DWHQWDQG7UDGHPDUN2IÀFH $SULO
2010).

The information presented in Figure 6 shows that, in the last decade, the innova-
tion performance in the region has slightly improved. Governments are increas-
ingly conscious of the role innovation plays in their economic performance and
efforts are being channeled to improve their innovation performance. Especially,
through their agencies that promote and/or support innovation and are driving
the efforts to enhance the country’s performance such as FINEP and EMBRAPA in
Brazil, Fundación Chile and Foro Innovación de Chile and CONACYT in Mexico.
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(DFK RI WKH YDULRXV W\SHV RI LQQRYDWLRQ SUHYLRXVO\ LGHQWLÀHG UHTXLUH GLIIHUHQW
modes of support. According to Ruelas-Gossi (2004), Latin American and the Car-
ibbean companies’ main competitive advantage reside on innovation in their
business model not in technology innovation. Entrepreneurs in the region have
demonstrated their ability to innovate in business models.

A book by Lourdes Casanova “Global Latinas” discusses the emergence of Latin
American companies that have been performing successfully in developed mar-
kets. A chapter in the book is dedicated to explore the innovative business mod-
els developed by the Global Latinas36. The author concludes that these business
innovation models have driven the success of the Global Latinas in their home
markets and abroad.

A case study by Casanova and Rullán (2008) about a regional telecommuni-
cations giant entitled “América Móvil: The Making of a Global Latina” (Annex
I), analyses its swift international expansion and transformation, how it has been
able to extend its footprint throughout Latin America and consolidate its position
in the region’s wireless telephone market in just eight years. This Global Latina is
an example of a successful internationalization strategy in its natural market (Latin
America) and business model innovation (prepaid model37 ).

&DVDQRYDGHÀQHVWKHPDVFRPSDQLHVWKDWKDYHHPHUJHGIURP/DWLQ$PHULFDDQGWKDWKDYH
successfully made the transition to doing business in the developed world.
37 Also known as pay-as-you-go, customers purchase credit in advance of use for mobile phone
services.

119

Innovation in Latin America and the Caribbean

This ability to adapt technology to facilitate innovation could be used to develop
solutions that could help alleviate some of the problems of the region. If a Latin
$PHULFDQRU&DULEEHDQFRXQWU\ÀQGVDVROXWLRQWRDSUREOHPLWFRXOGEHDGDSW-
HGDQGLPSOHPHQWHGWREHQHÀWWKHUHJLRQDVDZKROH

3.3

SWOT Analysis

&RQFHUQLQJLQQRYDWLRQWKHUHLVQRVXFKWKLQJDVDRQHVL]HÀWVDOOPRGHOWKDWLV
ready made and can be implemented in any country with success. Therefore, it is
important to consider the context (i.e. cultural, political, economic) and to adapt
WRWKHVSHFLÀFQHHGV7KHUHDUHKRZHYHUFHUWDLQEDVLFVWHSVWKDWEULQJQHDUWKH
desired objective, but each case merits its own strategy. Also, there are different
OHYHOVRIULVNVDQGFRVWVLQYROYHGLQWKHYDULRXVW\SHVRILQQRYDWLRQV$WDLORUWRÀW
model is warranted for Latin America and the Caribbean based on its compe-
tences, vulnerabilities, opportunities and potential.
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In general, to enhance innovation it is important to identify drivers and stakehold-
ers; reinforce the role of government as a facilitator, intermediary and consen-
sus builder between the different actors; encourage a constructive interaction
among the structure of production (i.e. enterprises and academic institutions);
and an adequate institutional set-up (i.e. regulations, practices, standards, “rules
of the game”).

All the same, to provide an overview of innovation in Latin America and the Carib-
bean, the current state of affairs, history, obstacles, challenges, assets, prospects
and risks need to be taken into account. This exercise is also useful to ensure the
best outcome and achievement of the objectives set out with regards to innova-
tion. To portray the present situation and to illustrate the strengths, weaknesses,
opportunities and threats (SWOT) concerning innovation in the region the SWOT
method of analysis was used. In Figure 7 the results of the analysis are presented.
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Figure 7 SWOT analysis of innovation in Latin America and the Caribbean

Source: Compiled by author based on OECD, ECLAC and World Bank publications.

This analysis provides a depiction of innovation in the region that could be use-
IXOIRUSROLF\PDNHUVWRGHYHORSDWDLORUWRÀWVWUDWHJ\DQGWRIRFXVRQNH\LVVXHV
However, a thorough examination of the SWOT analysis would exceed the scope
RIWKLVWKHVLV7KHZHDNQHVVHVRIWKHUHJLRQDUHPDLQO\SRRUHGXFDWLRQLQHIÀFLHQW
governance, lack of legal framework, and low level of private-public partnerships.
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Strengths are mostly linked to resilience, entrepreneurship and a set of top qual-
ity academic institutions. Concerning opportunities, there are for the most part
associated with human and social capital, geographic and economic, among
others. Most of the threats are of a criminal, diplomatic or economic nature.

Overall, Latin American and Caribbean countries have not excelled in innova-
tion. Low investment in R&D, weak intellectual property rights protection, low level
of University-industry collaboration coupled with a general lack of regulation con-
cerning innovation are some of the weaknesses that are present in the region. In
addition, there are also added costs that result in the process of product develop-
ment from the weak institutional framework and inadequate legal enforcement.
These challenges are more or less present in most of the countries in the region.

$V\QRSVLVRIWKHVRPHRIWKHPDLQÀQGLQJVLQWKH6:27DQDO\VLVLVSUHVHQWHGLQ
order to portray the innovation landscape in Latin America and the Caribbean.
Concerning threats, natural disasters, is perhaps one of the most devastating. Not
only because of the constraint it puts on Latin American and Caribbean countries
economic prospects but also because of the casualties. The region is vulnerable
WRUHFXUULQJQDWXUDOGLVDVWHUVWKDWUDQJHIURPÁRRGVWRHDUWKTXDNHV,QHDUWK-
quakes ravaged one of the poorest countries in the region, Haiti, as well as one of
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the richest countries, Chile. Even though some of the governments are improving
their prevention programs a lot of work still remains to be done and it is a constant
threat for the region. Since it is hard to predict disasters, it is therefore important to
prepare a plan and invest in disaster prevention.

Another of the threats that the region is facing includes intensifying competition
for talent. This threat not only implies to avoid the ‘brain drain’38 but also the capa-
bility to attract the best talent available. The ability to attract talent is not exclu-
sive to developed countries; some emerging markets are raising the stakes in this
ongoing competition by increasing their R&D spending and their human capital
UHVRXUFHV7KHUHDUHPDQ\IDFWRUVWKDWFRQWULEXWHWRWKHÁRZRIWKHWDOHQWVXFKDV
economic incentives, career advancement, access to better research funding,
higher quality research infrastructure, more freedom to debate and the opportu-
nity to work with brilliant scientists (OECD, 2008b).

Competition for talent is growing and countries are aiming to attract the same
pool of highly skilled workers. Latin America and the Caribbean governments
need to invest and implement policies that tackle obstacles that include legal
and administrative barriers, lack of funding and improve infrastructure to encour-
DJHWKHVXSSO\DQGÁRZRIUHJLRQDOWDOHQWDQGDOVRDWWUDFWIRUHLJQKLJKO\VNLOOHG
workers.

$OVRNQRZQDVWKH¶KXPDQFDSLWDOÁLJKW·UHIHUVWRWKHODUJHVFDOHHPLJUDWLRQRILQGLYLGXDOVZLWK
technical skills or knowledge.
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In addition, there is intensifying competition from emerging economies. The rise
of the expansion of Chinese industrial production and its competitive exports rep-
resent a new challenge for Latin American and Caribbean. In particular, Mexico
faces a greater challenge due to the fact that its exports are similar to those of
China. However, countries that are exporters of natural resources, like Paraguay,
Chile and Venezuela are much less exposed to Chinese competition (Avendaño
and Bjerkhol, 2007).

On the bright side, there are many opportunities innovations can offer, such as
GLYHUVLÀFDWLRQRISURGXFWLRQDQGWUDGH,QHPHUJLQJFRXQWULHVHFRQRPLFGHYHO-
RSPHQWLVVRPHWLPHVDVVRFLDWHGZLWKGLYHUVLÀFDWLRQRISURGXFWLRQDQGH[SRUWGL-
YHUVLÀFDWLRQLVRQRFFDVLRQFRUUHODWHGZLWKSRVLWLYHJURZWK7KLVUHGXFHVYXOQHU-
ability to external shocks and creates learning opportunities. In a region that has
traditionally relied on natural resources, investments in innovation can help them
diversify their production and trade by creating new products that can be intro-
duced into different markets.

Via innovations human and social capital can be enhanced. As mentioned be-
fore, for the purpose of this thesis a broad concept of innovation that includes
product, process, business model, design, marketing, branding, services, social,
and organizational is employed. Certainly, social innovations39 (i.e. microcredit)

39

Refers to new strategies, concepts, and ideas that meet social needs of all kinds.
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can contribute to extend and strengthen civil society. Innovations in communica-
tions, education and other services can be socially relevant. Human and social
capitals are crucial for innovation and yet are also dependent on innovation.
They are embedded in society and have and effect on its development.

The above-mentioned opportunities innovations offer can also generate a good
QHLJKERU VSLOORYHU HIIHFW 1DWXUDO PDUNHWV DV GHÀQHG E\ &DVDQRYD   DUH
those that have the same linguistic sphere, geographical proximity and common
KLVWRULFDOOLQNV$FFRUGLQJWRWKLVGHÀQLWLRQ/DWLQ$PHULFDDQGWKH&DULEEHDQIXOÀOO
the criteria and can be considered a natural market. If a country in Latin America
DQGWKH&DULEEHDQÀQGVDVROXWLRQWRDFKDOOHQJHWKURXJKLQQRYDWLRQHQKDQFHV
the quality of life of its citizens, offers new services that are relevant for develop-
ment and/or contributes towards sustainable growth, it can be easily replicated
in other countries in the region. For this to succeed it is important to establish a
continuous and dynamic exchange of good practices, generate relevant data,
DQGDGDSWWKHVROXWLRQWRWKHVSHFLÀFFRQWH[W

1HYHUWKHOHVVWKHUHDUHVLJQLÀFDQWZHDNQHVVHVWKDWQHHGWREHDGGUHVVHGLQRU-
der to create an innovation friendly environment. The low supply of private risk
DQGVHHGFDSLWDOLQPRVWRIWKHFRXQWULHVLVDÀQDQFLDOFKDOOHQJHIRUVPDOODQG
medium enterprises in the region. The scarcity of seed capital inhibits the start of
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promising companies. In general, Latin America and the Caribbean countries
XQGHUSHUIRUP LQ WHUPV RI TXDQWLW\ OHYHO RI VRSKLVWLFDWLRQ DQG GLYHUVLÀFDWLRQ RI
ÀQDQFLDOSURGXFWV/LPLWHGWUDQVSDUHQF\DQGFRPSOH[UHJXODWRU\IUDPHZRUNVDUH
some of the reasons behind the shortfalls.

0RUHRYHU WKHUH LV LQHIÀFLHQW JRYHUQDQFH LQ WKH UHJLRQ 7KH RIÀFLDO DQG SULYDWH
FRUUXSWLRQWUDIÀFRILQÁXHQFHFRUUXSWLRQDQGLQHIÀFLHQF\RIMXGLFLDORUJDQVWKH
LQÁXHQFHRIGUXJFDUWHOVDQGULVLQJOHYHOVRIFULPHDUHVRPHRIWKHSUREOHPVWKDW
affect more or less countries in Latin America and the Caribbean.

Important efforts need to be made to overturn the low level of University-industry
collaboration in R&D in Latin American and the Caribbean. By encouraging the
transfer of knowledge to small and medium businesses, the main production and
source of job creation in the region, and establishing constructive links among
them, the innovation performance could be enhanced and spur sustained
wealth and growth in the region.

In relation to the strengths, natural resources have played a crucial role through-
out the history of Latin America and the Caribbean. Coffee, oil, copper, silver,
gold, sugar and grains are among the products found in the region that once
made their colonial powers wealthy. At present, there is a strong demand for
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commodity exports from emerging economies such as China and Latin American
DQG WKH &DULEEHDQ PD\ EHQHÀW IURP WKLV WUHQG 6LQQRW 1DVK DQG 'H OD 7RUUH
2010).

There are resilient entrepreneurs in the region that have been able to transform
WKHLUÀUPVWRDFKLHYHZRUOGFODVVVWDWXV$JRRGH[DPSOHLV0H[LFDQW\FRRQ&DU-
los Slim, the richest man in the world. In 1982, during the Mexican debt crisis he
began to invest heavily and actively. An opportunistic buyer that never overpays
for anything, he purchases during times of crisis at low prices and transforms his
acquisitions into high value companies. Mr. Slim’s holding, Grupo Carso, controls
more than 200 companies spanning industries from telecoms, banking, restau-
rants, real state and mining.

An additional strength, highlighted in Figure 7, is the high rate of mobile phone
VXEVFULEHUV ,QGHHG LQ WKH ODVW GHFDGH PRELOH SHQHWUDWLRQ KDV VLJQLÀFDQWO\ LQ-
creased in Latin America and the Caribbean with the prepaid model as the driv-
ing force behind the growth in emerging markets. In the next chapter, a broad
analysis is presented concerning mobile phones and development.
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3.4

Conclusions

)URP WKH IRXU SKDVHV WKDW ZHUH LGHQWLÀHG WKURXJK WKH GLIIHUHQW HFRQRPLF SROL-
cies implemented that had an effect on innovation it can be determined that
historically, the Latin American and Caribbean region has overcome important
obstacles but has been relatively slow and has not yet achieved appropriate in-
novation performance. The Brazilian experience provides a good example of the
challenges, policies and the institutions that were created during the different
phases and it also illustrates the regional context.

Concerning the innovation performance, the region is lagging behind its main
competitors. Therefore, it is not surprising to observe that innovation inputs are
LQVXIÀFLHQW FRPSDUHG WR WKH ZRUOG DYHUDJH DQG FRQVHTXHQWO\ WKLV KDV DQ HI-
IHFWRQRXWSXWV7KHPDLQÀQGLQJVRIWKH6:27DQDO\VLVSRUWUD\DPL[RYHUYLHZRI
where the region stands with regards to innovation. The region is full of contrasts,
for example, natural resources is a strength but also a weakness because in some
countries there is an overdependence to the detriment of innovations. This ex-
ercise is very useful to understand the cultural, political and economic context.
Overall, the landscape of innovation in the region shows a portrait of an uneven
group of individual initiatives and efforts instead of a strategic and comprehen-
sive public policy program.
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In the next chapter, new technologies, a potential driver of innovation in emerg-
ing markets is explored. The opportunities innovations and mobile phones can
offer Latin America and the Caribbean are explored and a review of where the
region stands with regards to mobile phones is presented. The results of the re-
search conducted show the potential of mobile phones and innovation for the
viability of the different strategies implemented in developing countries to help
them overcome their challenges. Also, some examples of innovative mobile ap-
plications that are successful in other regions are presented to illustrate the mobile
RSSRUWXQLWLHVWKLVWHFKQRORJ\RIIHUVWKDWFDQEHDGRSWHGDQGDGDSWHGWREHQHÀW
citizens in Latin America and the Caribbean.
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&RQVLGHULQJWKDWWHOHFRPPXQLFDWLRQVHQKDQFHWKHÁRZRILQIRUPDWLRQDQGDUH
central to competitiveness, economic growth, poverty reduction, productivity
and development, access to information and communication technology (ICT)
is usually considered an essential condition for the insertion of developing coun-
tries into the world economy. Investment in the telecommunication sector gener-
ates a growth dividend because it reduces costs of interaction, expands market
ERXQGDULHVDQGLQIRUPDWLRQÁRZV :DYHUPDQHWDO 

While in the 20th century the European and North American growth was mainly
DWWULEXWHGWRÀ[HGOLQHWHOHSKRQHVLQWKHVWFHQWXU\PRELOHSKRQHVFRXOGSOD\
a similar role, as it is the main communication instrument in most emerging mar-
kets. It is important to highlight that the European Union also recognizes the value
of information and communication technology (ICT) as an important driver of
innovation and competitiveness that enables process and product innovation.
However, the emphasis for European countries is on advanced technologies for a
PRUHVRSKLVWLFDWHGPDUNHWZLWKUHÀQHGQHHGVUDWKHUWKDQEDVLFPRELOHDSSOLFD-
tions for development geared towards low-income segment of the population.

7KHUHLVDVLJQLÀFDQWHYLGHQFHRIDSRVLWLYHFDXVDOOLQNEHWZHHQHFRQRPLFJURZWK
and telecommunications infrastructure, especially when a critical mass of the lat-
er is present (Röller and Waverman, 2001). Several studies demonstrate the link
between mobile communications and development.
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7KHPDLQÀQGLQJRIDUHSRUWE\WKH:RUOG%DQN =KHQ:HLHWDO RQLQIRUPD-
tion and communication for development is that ICT plays a vital role in advanc-
ing economic growth and reducing poverty. Above all it is critical in rural isolated
regions where the lack and the cost of communications is a real barrier to ac-
FHVVWKHPDUNHWHFRQRP\$OWKRXJKÀ[HGWHOHSKRQHSHQHWUDWLRQLPSOLHGFHUWDLQ
levels of income and other parameters, which made it possible to predict other
indicators in the case of mobile telephones these associations are much weaker
(Bonina and Rivero, 2008).

Technological progress has transformed mobile phones into an all-in-one instru-
ment that is constantly being transformed into smaller, cheaper and lighter de-
vices that can be used almost anywhere at anytime. As the predominant mode
RIFRPPXQLFDWLRQLQWKHGHYHORSLQJZRUOGPRVWRIWKHFRXQWULHVVNLSSHGÀ[OLQH
LQIUDVWUXFWXUH DQG OHDSIURJJHG LQWR PRELOH WHFKQRORJ\ 7KLV LV WKH ÀUVW WHFKQRO-
ogy to reach the poor with enormous success. Latin America and the Caribbean
embraced this technology as the main mean for communications. When used in
an appropriate manner, mobile phones can become important tools to alleviate
certain problems. Among others, it reduces distances, provides access to infor-
mation, mobility and security to owners. Mobile phones offer a relatively afford-
able and accessible tool for economic empowerment.
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The explosive growth and increasing coverage of mobile telecommunications
provide an opportunity to reach and interconnect poor urban and rural popu-
lations. It is important to note that mobile growth and wider coverage does not
DXWRPDWLFDOO\LPSO\WKDWXVHUVKDYHIXOODFFHVVWRDOOWKHEHQHÀWVWKLVWHFKQRORJ\
can offer. Mobile penetration must go hand in hand with mobile services.

Mobile technology is the means through which innovative mobile services in
Health, Education, Government, Financial Services and other services that re-
quire high transaction costs (i.e. transport and time) could be facilitated at lower
FRVWV)RUH[DPSOHJURXSVWKDWZHUHH[FOXGHGIURPÀQDQFLDOVHUYLFHVFRXOGEH
reached through mobile services. Indeed, new technologies offer and promise
solutions that could alleviate some of the problems.

The current challenges that most countries in the region face call for a more pro-
active stance by all actors. In general, the region has been slow in the adop-
tion of new technologies compared to the success achieved by the Four Asian
Tigers40, which, according to Perez (2001), used intense learning, emphasized on
human capital and active absorption of technology to leap forward. In contrast,
in Latin American and the Caribbean a more passive approach towards tech-
QRORJ\LVXVXDOO\DGRSWHGDQGLWIROORZVDQGLPLWDWHVÀUVWZRUOGFRXQWULHVVXFKDV
the United States and other European countries, which have largely invested in
research and development.
40

Hong Kong, Singapore, South Korea and Taiwan.
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In a survey conducted by experts in the region, results revealed that the poor in
/DWLQ$PHULFDDQGWKH&DULEEHDQUHSUHVHQWDVLJQLÀFDQWPDUNHWIRUPRELOHRSHU-
ators, with higher than expected average per capita expenditure (Galperin and
Mariscal, 2007). In developing countries a mobile phone is not a luxury item but a
necessity as it is sometimes the only means of communication available to them.
&XUUHQWO\DFFHVVWREDVLFVHUYLFHVVXFKDVKHDOWKÀQDQFLDODQGHGXFDWLRQDODUH
limited in rural areas. Mobile services could offer them the possibility to access es-
sential services through their mobile phones.

The aim of this chapter is to demonstrate the opportunities that new technologies,
such as mobile phones offer to create an enabling environment to support inno-
YDWLRQWRH[WHQGLWVEHQHÀWVWRDOOFLWL]HQVDQGWRHQKDQFHWKHLUFRPSHWLWLYHQHVV
The conclusion is that this technology is an essential tool for the viability of innova-
tion strategies and activities in developing countries.

4.1

Region in focus: Latin America and the Caribbean

Mobile telephones in the region had a late start compared to the developed
world; in 1999-2000 there was an explosive growth of the mobile market. By 2002,
WKHQXPEHURIPRELOHWHOHSKRQHV SHUSHRSOH VXUSDVVHGWKHQXPEHURIÀ[HG
telephones in Latin America and the Caribbean (see Figure 8). The prepaid model
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played an important role and it has been the driving force behind the extraor-
dinary growth in emerging markets. This can be explained by the advantages it
offers operators and users: for operators, it reduces the rate of invoice default and
collection costs and for consumers they could control their expenses and elimi-
nate the risk of escalating debts (Mariscal and Rivero, 2006).

Mobile penetration in Latin America and the Caribbean is, at the beginning of
2010, around 90%. By adopting, adapting, modifying and exploiting telecommu-
QLFDWLRQV DQG RWKHU WHFKQRORJLHV DOO VHFWRUV RI VRFLHW\ FRXOG EHQHÀW IURP WKH
various opportunities this tool offers and especially poor people that are in most
cases excluded from fundamental services. In the near future, efforts should be
made in order to ensure that coverage is extended to rural areas where poor
people highly value mobile services as it is generally the only means of commu-
nications they have.
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Figure 8 Fixed telephones vs. Mobile telephones (per 100 people) in Latin America and the Carib-
bean 1985-2009.

Source: Compiled by author with data from the International Telecommunication Union (ITU),
World Telecommunication Development Report and database, and World Bank estimates.

4.1.1 Major Mobile Telephone Operators

The swift development of the mobile market in Latin America and the Caribbean
has been mostly attributed to technological development and the prepaid mod-
HORYHURIFXVWRPHUVDUHSUHSDLG&RPSHWLWLRQLQWKHUHJLRQLVÀHUFHDPRQJ
the major players that dominate the regional mobile phone market and currently

137

Mobile phones: innovation and opportunities for developing countries

there are four major regional players in the region: América Móvil, Telefónica, Mil-
licom International Cellular and Digicel.
Table 3 Major regional mobile phone operators, customers and presence in Latin America and
the Caribbean as of December 2009.

Source: Compiled by author with data from company websites last accessed 10 November 2010.

From the information presented in Table 3 it is evident that the two mobile opera-
tors in the region that dominate the market are América Móvil and Telefónica.
Between both of the companies they serve more than 65% of the population
in Latin America and the Caribbean with over 345 million mobile subscribers.
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,QRUGHUWRXQGHUVWDQGWKHUHDFKRIWKHWZRPDLQPRELOHÀUPVLQWKHUHJLRQ$Pp-
rica Móvil and Telefónica, an overview of their operations and expansion strate-
gies in Latin America and the Caribbean is presented.

4.1.1.1

América Móvil, a Global Latina

Established in September 2000 in a spin-off from Telmex41, the aim was to help both
companies to improve their ability to address challenges and develop the wire-
OHVVEXVLQHVV%DVLFDOO\WKHVSLQRIIHQWDLOHGWKHVHSDUDWLRQRIWKHÀ[OLQHIURPWKH
wireless business. Based on the number of subscribers América Móvil is the largest
wireless telecommunications provider in Latin America and the Caribbean. It has
operations in 17 countries in the region with more than 211 million mobile subscrib-
ers (see Table 4).

Faced with strong competition at home and a domestic market that was satu-
rating, the company decided to expand in the region. Overall, the regional ex-
pansion of América Móvil was a combination of organic growth and strategic
acquisitions. In addition, the internationalization strategy set off under favorable
conditions with the liberalization of economies in the region and auctions of the
wireless spectrums by governments.

41 A telecommunications operator headquartered in Mexico that provides telecommunication
services in Latin American countries.
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To become the leading communications company in the region América Móvil
seized the opportunity to acquire assets from major European (i.e. France Tel-
ecom, TIM International) and US operators (i.e. ATandT, BellSouth, Verizon) when
they retreated once the Internet bubble burst in 2000. For some, their business
VWUDWHJLHVKDGIDLOHGLQWKHUHJLRQDQGRWKHUVZHUHIDFLQJÀQDQFLDOGLIÀFXOWLHVDW
home.

In the last decade, the evolution of telecommunications technology and the
PDUNHW GHPDQGV KDV EURXJKW DERXW D FRQYHUJHQFH RI ZLUHOHVV DQG À[HG QHW-
works. From its inception, in 2000, it was a mostly wireless entity. Ten years later, the
company is transforming into an integrated telecom company. The new structure
JLYHV$PpULFD0yYLODFFHVVWRÀEHURSWLFDQGFDEOHQHWZRUNVWKDWZLOODOORZWKHP
WRSURYLGHWKHLUFOLHQWVLQWHJUDWHGRIIHUVRIÀ[HGZLUHOHVVWHOHSKRQ\EURDGEDQG
and video services.
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7DEOH$PpULFD0yYLO·VVXEVLGLDULHVDQGDIÀOLDWHVE\FRXQWU\ZLUHOHVVSHQHWUDWLRQPDUNHWVKDUH
and subscribers in Latin America and the Caribbean as of 30 June 2010.

Source: Compiled by author with data from company websites last accessed 25 January 2011.
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4.1.1.2

Telefónica, conquering the Latin American mobile phone
market

A Spanish telecommunications provider present via its Movistar brand in 13 coun-
tries in Latin America, Telefónica has over 134 million wireless accesses of which
80% are prepaid and more than 175 thousand employees. It is the leading opera-
tor in Brazil, Argentina, Chile and Peru.

Latin America was a natural choice for Telefónica’s international expansion. The
FRPSDQ\HVWDEOLVKHGLWVÀUVWIRRWSULQWLQWKHUHJLRQZLWKWKHDFTXLVLWLRQRIDFRQ-
WUROOLQJVWDNHLQ&RPSDxtDGH7HOHFRPXQLFDFLRQHVGH&KLOH &7& LQ/DWHU
on, it acquired assets in other Latin American countries such as Argentina, Ven-
ezuela, Peru, and Brazil.

At the beginning, Telefónica’s strategy was achieved through mergers and ac-
quisitions (M&A) and later on with organic growth. The company followed an
entry strategy that consisted on acquiring voting stakes and management con-
tracts to ensure the management control of the companies it invested on. From
1990 to 1998 Telefónica invested US$10 billion dollars in South America (Argentina,
Chile, Peru and Brazil) (Casanova and Meseuger, 1999).
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When foreign telecommunications operators started retreating from the region,
in 2000, Telefónica did not waver from its strategy and instead continued to in-
crease its presence. The expansion strategy has paid off and at present over 40%
of the group’s revenues is generated by the Latin American business unit.
Table 4 Telefónica’s presence via Movistar by country, wireless penetration and accesses in Latin
America and the Caribbean as of September 2010.

Source: Compiled by author with data from company websites last accessed 25 January 2011.
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Global Systems for Mobile Communications (GSM) is the de-facto standard for
mobile telephone systems in Latin America and the Caribbean. The success of
this leading technology in the region could be attributed to its low-cost and the
fact that it is functional. From the onset, América Móvil favored GSM to expand
its customer base throughout the region using the same technological platform
(Casanova and Rullán, 2008). Meanwhile, Telefónica built a patchwork of tech-
nologies (TDMA, CDMA and GSM) that could operate simultaneously and over-
lap. To improve its competitiveness and halt the advance of its main competitors,
Telefónica migrated its main Latin American subsidiaries to GSM. This allowed it
to achieve economies of scale and more freedom to negotiate with providers
(ECLAC, 2007).

In spite of the intense competition in the region’s mobile market, the low-income
VHJPHQWRIWKHSRSXODWLRQKDVQRW\HWIXOO\EHQHÀWHGIURPDOOWKHRSSRUWXQLWLHV
that this technology offers. Mobile applications and services for the poor are still
in its infancy. Additionally, according to Galperin (2010), Costa Rica is the only
country in the region where there is an adequate affordability of mobile tele-
phone services for low-income users because of low tariffs and low levels of in-
equality in income distribution.
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Worthy of note is the fact that, in Costa Rica, there has been a long-standing tel-
ecommunications monopoly held by the state-owned Costa Rican Electrical Insti-
tute (ICE) and its subsidiary RACSA provider of all telecom services except for pay
TV. The mobile telephone penetration rate in Costa Rica is almost 79% with over
3.6 million subscribers. Even though, mobile telephone services are affordable,
,&(KDVEHHQLQHIÀFLHQWLQWKHGHOLYHU\RIPRELOHWHOHSKRQ\VHUYLFHVSHQHWUDWLRQ
is low compared to other Latin American and Caribbean countries and there are
long waiting lists for mobile services.

Signed in 2004, the United States-Dominican Republic-Central America Free
Trade Agreement (DR-CAFTA) entered into force for Costa Rica in 2009. Under
this agreement, Costa Rica committed to open important segments of its the
telecommunications market including mobile wireless services. A public auction
was completed in 2010, for new operators to enter the mobile market. The liber-
DOL]DWLRQ SURFHVV VKRXOG EULQJ VXEVWDQWLDO EHQHÀWV WR FRQVXPHUV ZLWK LQFUHDVLQJ
mobile penetration rates and improve the quality of mobile services. If they are
able to continue to improve affordability and enhance their mobile telephone
business, Costa Rica could become one of the most advanced mobile markets
in the region.
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Governments play an important role in the wireless telecommunication policy.
This policy should be linked to other relevant policies such as innovation, develop-
ment, competition, taxation, education and health. A more holistic approach is
required to encourage the development and deployment of mobile telephone
services that enhance innovation in Latin America and the Caribbean.

7KHLQÁXHQFHRIJRYHUQPHQWVWRHQFRXUDJHLQQRYDWLRQLQWKHZLUHOHVVWHOHFRP-
munication sector should not be underestimated. Laws, regulations, licensing,
construction, sale, resale and interconnection arrangements of the wireless tel-
ecommunications systems in Latin America and the Caribbean are in general
regulated by government or regulatory authorities. Also, the adoption of poli-
cies concerning competition and taxation of communications services is in their
hands.

The entry of new players in the regional mobile telephone market can have a
SRVLWLYHHIIHFWZLWKVLJQLÀFDQWUHGXFWLRQVLQWDULIIVDQGKLJKHUOHYHORIPRELOHSHQ-
etration. In view of the fact that two major regional players exercise market domi-
QDQFHLQWKHUHJLRQDQGFRQVLGHULQJWKHSRWHQWLDOEHQHÀWVRIPRELOHWHOHSKRQH
services, the role of key actors such as governments is essential. A regional strat-
egy to encourage mobile telephone services for the poor could facilitate this
important task.
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'LIÀFXOWWLPHVFDQEHFRPHZLQGRZVRIRSSRUWXQLWLHVWKURXJKZKLFKFRXQWULHVFDQ
leap forward. New technologies of a revolutionary nature open up new opportu-
nities for learning and catching up (Perez, 2001). According to the Inter American
Development Bank (Anta et al, 2009) of the 360 million who live in Latin America
on less than US$300 per month, almost half, 160 million are mobile phone subscrib-
HUV7KHUHDUHVWURQJLQGLFDWLRQVWKDWWKHSRWHQWLDOEHQHÀWVRIPRELOHVHUYLFHVDUH
VLJQLÀFDQWDQGWKDWLWFDQEHFRQVLGHUHGDWRROIRULPSURYLQJWKHVWDQGDUGRIOLY-
ing of people in urban and rural populations.

In spite of the increased penetration and use of mobile phones in Latin America
and the Caribbean, at present, mobile services are at an early stage in the region,
LWLVWKHUHIRUHGLIÀFXOWWRDVVHVWKHHFRQRPLFDQGRUVRFLDOLPSDFW1HYHUWKHOHVV
WKHUHDUHPDQ\SRWHQWLDOEHQHÀWVWKDWPRELOHVHUYLFHVFRXOGRIIHUDQGVRPHH[-
amples in other emerging markets are encouraging. To illustrate the potential of
some mobile services that have been deployed in other developing countries like
the Philippines and Kenya are presented.
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4.2

Success stories in Africa and Asia

Most experts believe that the future is mobile broadband. However, to date, in
developing countries, voice and SMS42 are the most common technology used
in mobile phones. They offer many advantages because they can be used on a
wide range of devices low-end as well as high-end phones (Hellström, 2010). Also,
they can reach the broadest possible audience and offer opportunities to inter-
act and access different kinds of services.

,QDVWXG\DERXWPRELOHWHOHSKRQHVDQGÀQDQFLDOGHYHORSPHQWLQ/DWLQ$PHULFD
(Ontiveros et al, 2009) the authors noted that some of the most analyzed success
stories in the literature are the Philippines and Kenya. As these countries share
similarities with Latin American countries the lessons drawn from them will be more
valuable than those found in developed countries. For example, some of the
countries have a similar penetration of banking services, low-income users that
ODFNDFFHVVWRWUDGLWLRQDOÀQDQFLDOVHUYLFHVPRELOHSKRQHVDUHWKHPRVWFRPPRQ
PHDQVRIFRPPXQLFDWLRQWKHLUJHRJUDSK\PDNHVLWGLIÀFXOWWRUHDFKUHPRWHDU-
HDVDQGVL]HDEOHPLJUDQWSRSXODWLRQVWKDWJHQHUDWHDKLJKUHPLWWDQFHÁRZ

42 A telecommunication protocol that allows the sending of short text messages of 160 charac-
ters or less.
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In the following section, examples of innovative mobile services (M-Goverment,
M-Banking, M-Health and M-Commerce) in the Philippines and Kenya are pre-
sented in order to illustrate how new technologies are being used to put forward
solutions to major challenges aimed at the poor in these countries.

4.2.1 Philippines

Composed of over seven thousand one hundred islands with a large population
of immigrants working overseas it is sometimes referred as the SMS capital of the
world. Motivated by the ubiquitous use of text messages and growth of mobile
phones, many actors have rapidly developed services to take advantage of the
opportunities offered by wireless technology (Mendes et al, 2007). The Philippines
has a population of around 92 million with over 73 million mobile phone subscrib-
ers, a mobile coverage of 80% and more than 95% prepaid customers (Paul Bud-
de, 2009b).

Indeed, mobile services bring advantages to a wide set of stakeholders that
LQFOXGH XVHUV RSHUDWRUV FRQVXPHUV EDQNV UHWDLOHUV PLFURÀQDQFH LQVWLWX-
tions, service industries and utilities. As a result, one of the most important fac-
tors behind the success in the Philippines has been the development of mobile
services such as M-Commerce and M-Government. In the Philippines mobile
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phones have been transformed into an “electronic currency tool” used to send
DQGUHFHLYHSD\PHQWVYLDWH[WPHVVDJH7KHUHLVÀHUFHFRPSHWLWLRQEHWZHHQWKH
two leading operators, Smart and Globe. As a result, it spurred a mobile market
where they continuously strive to be creative in order to win market share. Both
companies have launched their M-Commerce services.

In 2000, Smart Money was introduced by Smart Communications in cooperation
with Banco de Oro and Mastercard and offers a wide range of services that in-
clude bills payment, money transfer, reload airtime, ATM withdrawal and purchas-
es. Users of this service deposit money into a Smart Money account even if they
do not have a bank account and then use their mobile phone like a debit card
or electronic pocket to pay for goods and services. It is important to note that ac-
count balances are stored in a centralized host system, not in the phone.

By 2003, Smart introduced Smart Load; an over-the-air prepaid reloading service
based on Smart Money. Transactions are done electronically thus reducing costs
DQGPDNLQJSURGXFWGLVWULEXWLRQIDVWHUVDIHUDQGPRUHHIÀFLHQW $QGHUVRQHWDO
2005). A large dealer network was built with the numerous small entrepreneurs
that became resellers. The success of the business model innovation introduced
E\ 6PDUW KDV EHHQ QRW RQO\ WUDQVODWHG LQWR SURÀWV IRU WKH FRPSDQ\ LWVHOI EXW D
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positive spillover effect has been achieved for retailers, entrepreneurs and cus-
WRPHUVZKRKDYHEHQHÀWHGIURPWKLVQHZEXVLQHVVPRGHO

Globe Telecom launched a similar service, GCASH, as a cashless and card-less
method to facilitate money transfers, donations, loan settlements and other pay-
ments via text message for their customers. Remittances, one of the main money
transfer activities in the Philippines as well as in Kenya, is also important for the
Latin America and the Caribbean economies.

Another product of wireless technology is M-Government, a channel created to
deliver government services to citizens in a more effective, direct and cheaper
way. The provision of information to users is achievable through a commercial
mobile service that allows users to send bulk text messages to mobile users via
computers and the Internet. In 2001 the Philippines launched TXT CSC a text mes-
VDJHVHUYLFHE\WKH&LYLO6HUYLFH&RPPLVVLRQ &6& WRLQFUHDVHWKHHIÀFLHQF\DQG
speed of delivery. Citizens can send their complaints and it became easier to
track corrupt government employees and services which needed improvement
(Ghyasi and Kushchu, 2004). Notwithstanding the fact that, according to Lallana
(2004b) there were minimal public announcements and promotions, TXT CSC was
receiving an average of 1,000 to 1,500 messages per month.
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Some services have been more successful than others. In 2002, the Philippines
National Police launched a text messaging system called PNP TEXT 2920 to allow
citizens with a mobile phone to report criminal offences. At the beginning this
service was receiving about 6,000 and sometimes as high as 20,000 messages per
month. However, in recent years the number of messages has decreased due to
the lack o information and publicity about its operation. Another mobile service
delivered via text messages allows citizens to help enforce antipollution laws by
reporting smoke-belching public buses and other vehicles (Lallana, 2004a).

According to the report “The innovative use of mobile applications in the Philip-
pines –lessons for Africa” (Mendes et al, 2007), the success in the Philippines was
mainly due to the appropriate regulatory policies, low cost of SMS, critical mass
of users, a developed retail network and predominance of the prepaid model,
among others.

4.2.2 Kenya

With a population of around 40 million, 18.5 million mobile phone subscribers and
a mobile coverage of 84% Kenya is the most successful economy in East Africa.
Many mobile phone projects and pilots are taking place in this country. There are
a number of research and development units such as Nokia Research Africa, Er-
icsson Innovative Centre and iHub that are operating in Kenya.
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In March 2007, Safaricom in partnership with Vodafone launched the M-PESA sys-
tem in Kenya, one of the most successful M-Banking applications targeted at the
unbanked. This system transforms the mobile phone into a virtual bank where you
can deposit and withdraw funds through the value stored on their mobile phone.
Available to all Safaricom subscribers, registration is free and the application is
installed on your SIM card.

With more than 9.643 million subscribers and over 18,000 agents in Kenya, M-PESA
handles around US$10 million transactions per day. Customers can buy airtime,
save money, store money before travelling, make donations, receive payments,
buy goods, withdraw money from an ATM, pay bills, receive and pay salaries. A
ODUJH QHWZRUN WKDW LQFOXGHV EDQNV JRYHUQPHQW DJHQFLHV PLFURÀQDQFH LQVWLWX-
tions and insurance companies was created with Safaricom’s partners who ac-
cept payments using M-PESA. At the end of 2009, M-PESA launched the Interna-
tional Money Transfer (IMT) service. Citizens from the United Kingdom can send
money to family and friends in Kenya.

Another interesting example is the Health Tips service offered by Mobile for Good
(M4G). Designed to provide subscribers with useful tips on various pertinent health
issues for a nominal fee per SMS received. They offer a service, MyQuestion, to
allow customers to anonymously ask questions and receive answers about HIV/
AIDS and breast cancer for a fee per question and per answer.
43 Data is as of April 2010 obtained from M-PESA Key Performance Statistics released on 13 May
2010 by Safaricom.
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Mobile for Good is a social franchise project launched at the end of 2003 that
uses mobile technology to improve the lives of people in Kenya. Mainly targeted
at the low-income segment of the population, it offers content services via SMS
on health (Health Tips and MyQuestion), employment (Kazi560), lifestyle (Her560)
and community. With over 80,000 subscribers and more than 60,000 people who
have found employment through the jobs service Kazi560, this franchise has had
a remarkable success in Kenya.

Concerning M-Commerce, SMSoko is a SMS/Web based market place that ena-
bles buyers and sellers of anything to interact and transact (similar to e-bay but
WUDQVDFWLRQVFDQDOVREHGRQHWKURXJK606 8VLQJWKHLU=XQJXNDDFFRXQWFXV-
tomers can buy and sell anything from vehicles to pencils. Vendors of goods and
services are allowed to buy and sell unlimited items as long as they are registered
=XQJXNDXVHUV7KH\FDQVHDUFKGLUHFWO\IRUEXVLQHVVFRQWDFWVRUVHDUFKIRUSURG-
XFWVDQGVHUYLFHVDQGWKHVHUYLFHZLOOFRQQHFWWKHPWRWKHTXDOLÀHGVHOOHUV7KH
selling and buying can be done either through SMS or through the web.

In Kenya citizens can contact their local Members of Parliament by sending an
SMS. BungeSMS is a mobile phone based service by Made in Kenya Networks. The
DLPLVWRHPSRZHUFLWL]HQVWRLQÁXHQFHERWWRPXSJRYHUQDQFH7KURXJKWKLVVHU-
vice people can report corruption, violence, environmental degradation, crimes
and concerns about projects and development activities among others.
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4.3

Opportunities for Latin America and the Caribbean

The innovation systems approach is the framework put forward in this thesis to
analyze and understand the dynamics of innovation. The concept of innovation
systems emphasizes the constructive interaction between the structure of pro-
duction and the institutional setup that transforms an idea into a product, a pro-
cess, a business model or a design.

While innovations can transform mobile phones into devices that are more adapt-
able to the needs and services suitable to the community, mobile telephone ser-
vices can contribute to enhance the innovation environment by encouraging the
ÁRZRINQRZOHGJHDQGDFFHVVWRUHOHYDQWLQIRUPDWLRQ,QGHHGPRELOHWHOHSKRQH
services could have a wide range of different direct or indirect economic effects.
)RUH[DPSOHSURGXFWLYLW\JDLQVDUHDSRVVLEOHGLUHFWHIIHFWDQGLQFUHDVHGÁH[-
LELOLW\IRUÀUPVDQGZRUNHUVFRXOGEHDQLQGLUHFWHIIHFW

7KHUHDUHSRWHQWLDOEHQHÀWVRILQQRYDWLYHPRELOHWHOHSKRQHVHUYLFHVIRUDZLGH
range of stakeholders that include: enterprises, government and consumers.
Mobile phones could become a key instrument to establish a virtuous innova-
tion circle. This instrument can perform two important functions in the innovation
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SURFHVVÀUVWDVDGLVWULEXWLRQFKDQQHORILQQRYDWLRQDQGWKHVHFRQGWRLQFUHDVH
WKHÁRZRINQRZOHGJH

4.3.1 Mobile Enterprises, seizing opportunities

Enterprises can seize the opportunities mobile phones offers to develop and de-
ploy services, target consumers, and enhance their operations. There is a sizeable
and attractive market in Latin America and the Caribbean for innovative mo-
bile services. As mentioned before, the region shares cultural links; geographical
proximity; and primarily Romance languages are spoken (i.e. Spanish, Portuguese
and French).

There are many advantages for companies that invest in developing and deploy-
ing innovative mobile services in the region. Their products or services could be
offered region-wide and access a lucrative market. Particularly if they are using
SMS and aiming to provide functional services geared towards those who are at
the bottom of the pyramid.

Mobile phones are communication devices that could be used by businesses to
connect with existing and new clients, to offer and sell products or services, ob-
tain feedback, advertise, and provide customer service. Marketing on or with a
mobile device also called mobile marketing enables enterprises to communicate
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and engage with their audience at virtually anytime and anyplace. SMS has be-
come a legitimate advertising channel in some parts of the world to reach con-
sumers.

Businesses can innovate in mobile services to enhance their operations by facili-
WDWLQJPRELOLW\RIWKHLUHPSOR\HHVWKHÁRZRIGDWDRULQIRUPDWLRQUHFHLYHDQG
make payments, update inventory and other services that are valuable to the
ÀUP0RELOHSKRQHVDUHDVXLWDEOHYHKLFOHWRGHOLYHUDOONLQGVRILQQRYDWLRQLQFOXG-
ing business model innovations.

4.3.2 M-Government: delivering services via mobile phones

Most governments in the region have a bad track record with regards to the ser-
YLFHVWKH\SURYLGHWRWKHSRSXODWLRQ&RUUXSWLQHIÀFLHQWWLPHFRQVXPLQJSRRU
TXDOLW\XQVDWLVÀHGGHPDQGDQGKLJKFRVWVDUHVRPHRIWKHDGMHFWLYHVXVHGWR
describe some of the services provided by the public administration. Govern-
ments need to improve the manner in which they communicate and interact
with their constituencies. Mobile phones could help them establish direct com-
munication with its citizens by offering functional services that are pertinent and
could enhance their quality of life. The strategic use of this technology could im-
prove access and delivery of government services anytime and anywhere.
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There are multiple drivers to develop the necessary infrastructure, tools and iden-
tifying the appropriate mobile services. There is a high penetration of mobile
phones in the region that exceeds the penetration of computers with Internet
FRQQHFWLRQVDQGÀ[HGWHOHSKRQHOLQHV,QDGGLWLRQWKLVWHFKQRORJ\HQDEOHVJRY-
ernments to reach a large number of people and interact with them.

3RVVLEOH DSSOLFDWLRQ DUHDV RI 0*RYHUQPHQW LQFOXGH QRWLÀFDWLRQV LQIRUPDWLRQ
campaigns (i.e. healthcare and education), disaster prevention and manage-
ment, complaints, submit requests, and alerts for payments. For example, in case
RIDQHPHUJHQF\WKH*RYHUQPHQWFRXOGKDYHDQHIÀFLHQWWRROWRUHDFKDVPDQ\
people as possible to inform them about the situation and take the necessary
precautions.

4.3.3 Consumers of mobile innovations

Most of the population in Latin America and the Caribbean highly values mobile
SKRQHV DQGWKLVLV UHÁHFWHGLQWKHKLJKSURSRUWLRQRIWKHLULQFRPHVGHYRWHG WR
this service. The pervasiveness of this technology makes it the most used mode of
communication. Voice calls and SMS are, to date, the most common mobile ser-
vices in the region. Considering that there is a need to improve access to informa-
WLRQÀQDQFLDODQGRWKHUVHUYLFHVHVSHFLDOO\LQUXUDODUHDVDQGIRUWKHORZLQFRPH
segment of the population, innovations in mobile services could bridge the gap.
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When used appropriately, mobile phones can become useful tools to empower
people economically and/or politically. They open up opportunities to improve
the dissemination of knowledge, communication, participation, health care, ed-
XFDWLRQ EDQNLQJ DQG JHQGHU HTXDOLW\ 7KH\ VLJQLÀFDQWO\ GHFUHDVH WKH FRVW RI
accessing and disseminating information by enabling remote access.

Security, a great concern for most of Latin American and Caribbean’s, could be
substantially improved with the wide-spread use of mobile phone services, par-
WLFXODUO\WKRVHXVHGWRUHSRUWFULPHVDQGFRUUXSWLRQPDNHÀQDQFLDOWUDQVDFWLRQV
through the mobile phone and avoid carrying large amounts of cash (i.e. pay
bills, wages), and emergency calls (i.e. accidents)

However, there are some constraints such as illiteracy, unequal distribution of
SRZHUDQGSRYHUW\WKDWFRXOGKLQGHUWKHSRWHQWLDOEHQHÀWVWKDWPRELOHVHUYLFHV
offer. Nevertheless, there are strong indications that the appropriate use of val-
ued innovative mobile services with the potential of enhancing people’s quality
of life will have a positive impact by empowering them. Thus, boosting a virtuous
innovation cycle.

New technologies are constantly transforming, an interesting example is the revo-
lutionary system that has been designed to offer services that will enable emerg-
ing market telecoms to make the Internet a truly global and universal experience.
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The O3b Networks Limited is the developer of a new global, high-speed, satel-
lite Internet network for telecommunications operators and ISPs. The O3b satellite
technology will deliver Internet connectivity to any location on the planet and
enable millions of consumers to enjoy reliable, low-cost, low-latency broadband
connectivity. The aim is to enable individuals, families, communities and nations
to enrich their quality of life through greater interactivity with the global commu-
nity.

4.4

Conclusion

Mobile phones are the predominant mode of communication in Latin America
DQGWKH&DULEEHDQDQGLWLVWKHÀUVWWHFKQRORJ\WRUHDFKWKHORZLQFRPHVHJ-
ment of the population with great success. The explosive growth and increasing
FRYHUDJHRSHQVXSPDQ\RSSRUWXQLWLHV+RZHYHUWRIXOO\DFFHVVDOOWKHEHQHÀWV
it is important to promote the development of innovative mobile services.

Mobile operators in Latin America and the Caribbean have been very successful
in their regional expansion but this has not necessarily translated into direct ben-
HÀWVIRUWKHFLWL]HQV3HQHWUDWLRQRIPRELOHWHOHSKRQHVLVKLJKLQWKHUHJLRQEXWDI-
fordability of mobile telephone services is still at a low level. Governments should
play an active role to expand access, increase affordability and develop mobile
services. Different policies such as telecommunications, innovation, competition,
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development and others should be linked in order to support the development
and deployment of innovative mobile services.

The experience in Kenya and the Philippines provide a good example for Latin
America and the Caribbean of the different opportunities that a wide-range of
LQQRYDWLYHPRELOHWHOHSKRQHVHUYLFHVRIIHUDQGWKHLUSRWHQWLDOEHQHÀWV3DUWLFX-
larly the low-income segment of the population could make use of this technol-
ogy to enhance their quality of life.

&RQVXPHUVÀUPVDQGJRYHUQPHQWVDUHDPRQJWKRVHZKRFRXOGSRWHQWLDOO\EHQ-
HÀWIURPWKLVWHFKQRORJ\7KHUHDUHQXPHURXVRSSRUWXQLWLHVWKDWKDYHQRWEHHQ
ascertained yet and extensive work remains to be done but the prospective out-
comes are encouraging for Latin America and the Caribbean. In the following
chapter, the prospects for a supranational system in the region are analyzed.
First, it is determined if the region is prepared to establish a supranational system.
Second, the essential elements to set up an appropriate framework to launch a
regional strategy concerning innovation are presented. Third, some of the costs
DQGEHQHÀWVRIDUHJLRQDOVWUDWHJ\DUHH[DPLQHG
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,QWKHPLGVWRIGLSORPDWLFFRQÁLFWV44 among some countries in Latin American and
the Caribbean, in a summit that took place in Mexico in early 2010, the leaders
of 32 countries from the region decided to create a new regional association,
the Community of Latin American and Caribbean States (CELAC), parallel to the
Organization of American States (OAS) with the main objective of advancing
WRZDUGVDXQLÀHGFRQWLQHQW$WSUHVHQWWKHQHZPHFKDQLVPKDVQRW\HWEHHQ
HVWDEOLVKHGEXWLWVKRXOGEHGHÀQHGGXULQJWKHQH[WPHHWLQJWKDWZLOOWDNHSODFH
in Venezuela in 2011.

This is a historical opportunity for the Latin American and the Caribbean com-
munity to create a regional mechanism to help them tackle the challenges the
region as a whole is facing as well as to reinforce their positions in the international
scene. The new mechanism could set the stage for synergies to develop sponta-
neously in support of innovation systems. But above all, it is important to avoid sim-
SOHGXSOLFDWLRQ²WKH\PXVWGHYHORSWKHLURZQVSHFLÀFURXWHWRLPSURYHLQQRYD-
tion capacity depending on their own unique set of assets. The region possesses
valuable resources such as natural resources, young and urbanized population,
and natural markets (language, culture and history).

44 Colombia vs Venezuela and Ecuador; Honduras vs Nicaragua
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There have been many efforts to establish associations to unify and reinforce
links between Latin American and Caribbean countries. Some of them have en-
countered important obstacles that have hindered their success, such as the
lack of continuity, institutional stability and legal certainty. As a consequence,
some agreements and decisions are not complied with and eventually they lose
momentum and in some cases even fade away. Bargaining and compromise
among its members usually determine the evolution of these associations. Politi-
cal resolution is another important determinant of the intensity of the integration.

A synopsis of some of the most important regional groups (Andean Community
CARICOM, MERCOSUR, ALADI, ALBA and UNASUR) is presented to portray the
integration landscape. Additionally, by highlighting their main characteristics,
challenges and outcomes the prospect of the establishment of a supranational
system is assessed. The Summits, Meetings and Groups are excluded from this
analysis because of their nature as mainly consultation and political coordination
mechanisms.

5.1

Main regional groups

First of all, it is important to establish, taking into account the current regional land-
scape, if Latin American and Caribbean governments are willing and prepared
to commit towards the creation of a supranational system. While it is true that their
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track record is not encouraging, there are important lessons to be learned from
these undertakings.

Latin American and Caribbean governments have been making important ef-
forts to promote closer relations among them and there is a proliferation of dif-
ferent kinds of associations in the last decades. There are common traits with
regards to the institutional setup and aims of the different mechanisms in place.
Concerning the institutions, most of them are of an intergovernmental nature and
as a consequence there is a general lack of autonomous institutions. With regards
to the aims, most of them include social, political and economic integration (i.e.
ALBA, UNASUR, Andean Community, CARICOM) and others mainly focus on eco-
nomic integration (MERCOSUR, ALADI).

According to Andrés Serbin (2010), in spite of the legal tradition in the region, most
of the multilateral organizations recently created are characterized by the lack
of a consolidated and effective institutional structure. The proliferation of regional
associations has led to a striking concentration of executive decisions that mainly
FRQYH\WKHSROLWLFDOZLOORIJRYHUQPHQWVKDYHOLPLWHGÀQDQFLDOVXSSRUWLQVXIÀFLHQW
LQVWLWXWLRQDO VWUXFWXUHV FRQÀQHG FLWL]HQV SDUWLFLSDWLRQ DQG ODFN RI WUDQVSDUHQF\
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6DQDKXMD  LGHQWLÀHVWKHVDVWKHEHJLQQLQJRIDQHZSKDVHLQVSLUHGE\
the strategies of the “new regionalism” during which the Centro American, Ande-
an and Caribbean integration processes were reactivated and MERCOSUR was
launched. In most cases an “open regionalism” model was selected. However,
the preceding crises have affected the integration process and there is a new
phase in place that can be characterized as “post-liberal”. UNASUR and ALBA
are an example of this last phase.

5.1.1 Andean Community

One of the oldest regional integration systems on the continent, the Andean
Community, traces back its origins to the Cartagena Agreement signed in 1969
by Bolivia, Chile, Colombia, Ecuador and Peru. Seven years later, Chile withdrew
from it and Venezuela was a member from 1973 until 2006. Since its inception, it
has endured constant turmoil but one of its deepest crises was without a doubt
when Venezuela announced its decision to leave the Andean Community.

The Andean countries adopted an open model of integration mainly governed
by market forces in 1989. Member states eliminated tariffs on trade with each
other and formed a free trade area in 1993. A common external tariff is in effect
since early 1995. The Andean passport was created in June 2001 and member
states agreed to phase in the new passports by January 2005.

166

Prospects for a Supranational System in Latin America and the Caribbean

Their objectives include seeking improvement of living standards of their citizens,
reinforcing sub-regional solidarity, reducing their external vulnerability and im-
proving their position in the international economy, facilitating the participation in
the regional integration process, and fostering development through integration
and economic and social cooperation under equitable conditions.

'XULQJWKHÀUVW\HDUVRIWKHLQWHJUDWLRQSURFHVVPRVWRIWKHLQVWLWXWLRQVDQGERG-
ies were created. In 1979 the Andean Council of Foreign Ministers, the Andean
Court of Justice and the Parliament were created. Four years later, with the entry
into effect of the Treaty creating the Court of Justice, the principle of direct ap-
plicability of Community decisions, agreements and legislation, as well as, their
supranational nature where put into practice. In 1997, new additions to the institu-
tional structure included the Andean Council of Presidents, the Advisory Council
of Foreign Ministers and the conversion of the Board of Cartagena into a General
Secretariat.

A striking difference between most of the sub-regional associations and the An-
dean Community is the fact that the latter has a supranational element and it
has adopted a common industrial property system that, among others, regulates
trademark registration and patent issue.
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The Andean Community is currently facing many challenges among them: politi-
cal instability, lack of respect for human rights and the rule of law, sustainability
RI GHPRFUDF\ VRFLDO FRKHVLRQ HFRQRPLF GHYHORSPHQW DQG WKH ÀJKW DJDLQVW
drugs. In addition, there is a potential risk of weakening the integration efforts if
national affairs dominate the political agenda of the Community in favor of short-
term objectives instead of long-term objectives.

5.1.2 Caribbean Community and Common Market (CARICOM)

In 1973, the governments of Barbados, Jamaica, Guyana and Trinidad and To-
bago signed the Treaty of Charaguamas, which established CARICOM. Subse-
quently, Antigua and Barbuda, The Bahamas, Belize, Dominica, Grenada, Haiti,
Montserrat, Saint Lucia, St. Kitts and Nevis, St. Vincent and the Grenadines, and
Suriname became members and there are currently 15 member states. The main
areas of activity are economic cooperation, coordination of foreign policy and
functional cooperation including health, education, youth, sports, science, and
tax administration.

Among the Community objectives are to improve standards of living and
work, enhance levels of international competitiveness and expansion of trade
and economic relations with third States. Coordinating economic policies and
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development planning, operating as a regional single market and handling re-
gional trade disputes are among its main activities.

According to the Revised Treaty of Charaguamas, the institutional structure of
CARICOM comprises two main organs: the Conference of Heads of Government
and the Community Council of Ministers; assisted by four organs: the Council of
Finance and Planning, Trade and Economic Development, Foreign and Com-
munity Relations, and Human and Social Development; and three bodies: the
Legal Affairs Committee, Budget Committee and the Committee of Central Bank
Governors.

CARICOM is driving the creation of the Caribbean Single Market and Economy
(CSME), a major policy instrument steering the economic integration activities in
the region that came into existence in 2006. The Organization of Eastern Carib-
bean States (OECS) signed an agreement in 2007 to participate in the CARICOM
single market. In early 2009, Antigua and Barbuda, Barbados, Belize, Dominica,
Grenada, Guyana, Jamaica, Saint Lucia, St. Kitts and Nevis, St. Vincent and the
Grenadines, Suriname and Trinidad and Tobago introduced CARICOM passports.
7R IXOO\ HQMR\WKHEHQHÀWVRIWKHUHJLRQDOHFRQRPLFLQWHJUDWLRQSURFHVVLWLV LP-
portant to complete the implementation of the Caribbean Single Market and
Economy and secure involvement of all member states in the activities.
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5.1.3 Latin American Integration Association (ALADI)

ALADI is a trade integration association based in Montevideo, Uruguay. Signed
by Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Mexico, Paraguay, Peru,
Uruguay and Venezuela on 1980, the Montevideo Treaty establishes a long-term
objective for the gradual and progressive establishment of a Latin American
common market. According to the Treaty, the political bodies of the Association
are; the Council of Ministers of Foreign Affairs (supreme body), the Evaluation and
Convergence Conference and the Committee of Representatives (permanent
body). The technical body is the General Secretariat. In 1999, Cuba became a
full member of ALADI.

Member countries established an area of economic preferences that comprised
three mechanisms: regional tariff preference (based on tariffs in force in third
countries), regional scope agreements (among member countries) and partial
scope agreements (among two or more countries of the area).

5.1.4 Southern Common Market (MERCOSUR)

Founded by the Asuncion Treaty in 1991, this union between Argentina, Brazil,
Paraguay and Uruguay was amended and updated in 1994 by the Treaty of
Ouro Preto. The aim is to promote free trade, movement of goods, people and

170

Prospects for a Supranational System in Latin America and the Caribbean

FXUUHQF\DQGWRDFKLHYHDFXVWRPVXQLRQ$FRPPRQH[WHUQDOWDULIIZDVÀ[HG
as well as a common trade policy, coordination of macroeconomic and sectoral
policies, and the harmonization of legislations in pertinent areas.

The institutional structure of MERCOSUR consists of the Common Market Council,
the Common Market Group, Trade Commission, Parliament, Economic and Social
Consultative Forum, Administrative Secretary. The Council is the highest-level au-
thority responsible for the compliance with the agreements in the Asuncion Treaty
and it is composed of the Ministers of Foreign Affairs and Economy. The Common
Market Group is the executive body of MERCOSUR and it is coordinated by the
Ministers of Foreign Affairs among its responsibilities are to comply with the Asun-
cion Treaty and take the necessary resolutions to implement the decisions made
by the Council. The Trade Commission has decision-making powers and its role is
to enforce common trade policies, administer intra-regional trade-related issues
and run the new process of consultations. The Joint Parliamentary Commission
and the Economic and Social Consultative Forum are exclusively counseling and
advisory organs. The Administrative Secretary provides operational support to all
MERCOSUR organs and help with the logistics of their meetings.

MERCOSUR has generated a high-level political dialogue but has made limited
progress concerning the realization of a concrete customs union and a structured
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common market. Among its main challenges are the improvement of its decision-
making process as well as its capacity to implement and enforce common leg-
islation and the achievement of the common market. Overall, MERCOSUR has
opted for an inter-governmental instead of a supranational structure.

5.1.5 Bolivarian Alliance for the Americas (ALBA)

2Q'HFHPEHUWKHÀUVW6XPPLWWRRNSODFHLQ+DYDQDDQGWKH3UHVLGHQWRI
Venezuela and Cuba signed the joint declaration for the creation of ALBA based
on the idea of social, political and economic integration in the region. Subse-
quently a number of Latin American and Caribbean nations progressively ad-
hered. Currently, Venezuela, Cuba, Bolivia, Nicaragua, Dominica, Honduras, St.
Vincent and the Grenadines, Ecuador, and Antigua and Barbuda are members
of ALBA.

In June 2007, the governments of Bolivia, Cuba, Nicaragua and Venezuela
agreed, in a Memorandum of Understanding, to promote and impulse the crea-
tion of the Bank of the ALBA. Two years later, during the summit held in Bolivia,
OHDGHUVIURP$/%$DJUHHGRQWKHFUHDWLRQRIWKH´6XFUHµ 8QLÀHG6\VWHPIRU5H-
gional Compensation) as the “South’s new currency”. The governments of Cuba,
Venezuela, Ecuador and Bolivia have set in motion an instrument that allows
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making commercial transactions without using dollars. The treaty was signed in
Cochabamba, Bolivia on 17 October 2009 and established a regional payments
clearing house. The treaty constituted a Regional Monetary Council in charge
with issuing and signing Sucres into circulation and governing the payments clear-
inghouse. Regional Compensation Chamber and a Territorial Convergence and
Compensation Fund were constituted.

5.1.6 Union of South American Nations (UNASUR)

The South American Community of Nations was initiated on December 2004,
when the heads of state or representatives of Argentina, Bolivia, Brazil, Chile, Co-
lombia, Ecuador, Guyana, Paraguay, Peru, Suriname, Uruguay and Venezuela,
signed, during the Third South American Summit, the Cusco Declaration. Three
years later, during the First South American Energy Summit, the name Union of
South American States was adopted for the South American integration process.
On 23 May 2008 the UNASUR Constitutive Treaty was signed, at the Third Summit of
Heads of State held in Brasilia, Brazil. The new treaty will enter into force thirty days
DIWHUWKHGDWHRIUHFHLSWRIWKHWKLQVWUXPHQWRIUDWLÀFDWLRQ7RGDWH$UJHQWLQD
%ROLYLD&KLOH(FXDGRU*X\DQD3HUXDQG9HQH]XHODKDYHUDWLÀHGWKHWUHDW\
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The objective is to build an integration and union among its peoples in the cul-
WXUDO VRFLDO HFRQRPLF DQG SROLWLFDO ÀHOGV SULRULWL]LQJ SROLWLFDO GLDORJXH VRFLDO
SROLFLHVHGXFDWLRQHQHUJ\LQIUDVWUXFWXUHÀQDQFLQJDQGWKHHQYLURQPHQW,QDG-
dition, energy integration, development of an infrastructure for the interconnec-
WLRQRIWKHUHJLRQÀQDQFLDOLQWHJUDWLRQHFRQRPLFDQGFRPPHUFLDOFRRSHUDWLRQ
LQGXVWULDODQGSURGXFWLYHLQWHJUDWLRQGHÀQLWLRQDQGLPSOHPHQWDWLRQRIFRPPRQ
or complimentary policies and projects of research, innovation, technological
transfer and technological production, and cooperation among judicial authori-
WLHVDUHVRPHRIWKHVSHFLÀFREMHFWLYHV

According to the Constitutive Treaty, UNASUR has four bodies: the Council of
Heads of State and Government, the Council of Ministers of Foreign Affairs, the
Council of Delegates and the General Secretariat. The Council of Heads of State
and Government is the highest organ and among its responsibilities are to estab-
lish policy guidelines, plan of action, programs, projects, and to decide on the
priorities to be implemented. The Council of Ministers of Foreign Affairs adopts
resolutions, proposes draft decisions and prepares the meetings of the Council of
Heads of State and Governments, coordinates positions, develops and promotes
political dialogue, oversees and evaluates the integration process as a whole,
approves the annual program of activities and the annual working budget and
DSSURYHVWKHÀQDQFLQJRIFRPPRQLQLWLDWLYHVDPRQJRWKHUIXQFWLRQV
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The Council of Delegates prepares the meetings of the Council of Ministers of
Foreign Affairs, implements the decisions of Heads of State and Government, pre-
pares draft decisions, resolutions and regulations, and proposes the draft ordinary
annual working budget along with other functions. The General Secretariat is the
executive body; it prepares the draft annual budget and adopts the necessary
measures for its proper management and execution and it prepares and submits
the annual report and the respective reports to the corresponding organs of UN-
ASUR, together with other responsibilities.

The Pro Tempore Presidency of UNASUR will be held for a year by each Member
State in alphabetical order. Its responsibilities are to prepare, summon and preside
over the meetings of the bodies of UNASUR, to represent UNASUR in international
events, undertake commitments and sign Declarations with third parties, and to
present the program of activities of UNASUR.

5.1.7 CELAC, a new regional mechanism

During the Cancun Summit in February 2010, representatives of Latin American
and Caribbean governments announced the agreement to create the Commu-
nity of Latin American and Caribbean States (CELAC), which will be the successor
of the Rio group and the Latin American and Caribbean Summit on Integration
and Development (CLAC).
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Brazil and Mexico as natural leaders in the region could have seized this oppor-
tunity to become the equivalent of what the Franco-German Axis once repre-
sented for the European integration process. They could have turned into the
motor that drove the efforts to unify the continent. The historical rivalry between
them should have been set-aside in favor of a united stance towards the region
and the possibility of playing an important role in steering the joint efforts towards
an integrated continent.

However, the foreign ministers agreed that Chile and Venezuela would co-chair
and have assigned the draft of the future statues for CELAC. This may seem an
odd choice but it gives us some insight on the regional dynamics. For example,
the fact that Brazil and Mexico, the two biggest regional powers in terms of econ-
RP\DQGSRSXODWLRQVHHPWREHFRPSHWLQJIRUUHJLRQDOLQÁXHQFHDQGGRQRW
see eye to eye on some issues.

On the one hand, it was Brazil who advanced the establishment of CLAC, an ini-
tiative that managed to assemble all the countries in the region; Canada and the
USA were excluded, to advance a different regional policy. For many years, Brazil
has been actively promoting the creation of multilateral associations in the region
such as the South American Summits and UNASUR. On the other hand, Mexico’s
foreign policy has been mainly focused on North America but during the second
CLAC Summit held in Cancun, Mexico proposed the merger of the Group of Rio
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and the CLAC, and became, in a sense, the creator of the new regional mecha-
nism.

In Figure 9, the Member States of the Regional Groups presented in this chapter
are highlighted. It is interesting to note that the Member States of MERCOSUR
participate in the same regional groups, ALADI and UNASUR. In the case of Ven-
ezuela, it is important to emphasize that it is not yet a full member of MERCOSUR
EXW VKRXOG EH UDWLÀHG LQ WKH QHDU IXWXUH 7KH PDS VKRZV WKDW PRVW FRXQWULHV LQ
South America are actively participating in several regional groups at the same
time, in contrast with Mexico, Central America and the Caribbean.
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Figure 9 Member States of Selected Regional Groups in Latin America and the Caribbean.

CUBA
DOMINICAN
REPUBLIC

GUATEMALA

THE ANDEAN COMMUNITY
UNASUR
ALBA
MERCOSUR
CARICOM
ALADI

Source: Compiled by author.
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Overall, these regional groups have encouraged international openness, market
liberalization, and intra-regional trade, among others. The fact that most of the
institutions created within these agreements are of an intergovernmental nature
it sheds some light on the primacy of the defense of national interests. Most gov-
ernments reject the possibility of transferring powers to common institutions and
pool their sovereignty in order to gain strength. As a consequence, most of the
current institutional set-ups established in the different regional mechanisms lack
autonomy and “teeth” or the power to enforce their decisions.

Due to the growing proliferation of regional groups, efforts and resources are frag-
mented. In fact, many of the regional institutions have to compete to obtain the
few available resources and there is also an overlap of functions. Therefore, in
this context, the establishment of a supranational system is not feasible. However,
DVSHFLÀFUHJLRQDOVWUDWHJ\WRSURPRWHLQQRYDWLRQLQPRELOHDSSOLFDWLRQVFRXOG
be viable and contribute towards the construction of a supranational innovation
system.

Integration is, generally, a complex and lengthy process among different nations
and regions. There are numerous stages and types of integration. The European
integration is a process that encompasses economic, legal and political inte-
gration. While the Free Trade Area (FTA) can be considered the simplest level of
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economic integration, to date, the European integration process can be regard-
ed as the most advanced level of integration. Since it has been established that
Latin America and the Caribbean is not prepared to leap towards the establish-
ment of a system where they would give up their national control in certain areas
in favor of a supranational body a regional strategy is a good alternative that
could pave the way to eventually establish in the future a supranational system
in the region.

5.2

A regional strategy

By focusing on innovations that address the main challenges, using new technol-
ogies to create solutions, pursuing a broad concept of innovation and involving
all actors in the innovation cycle, Latin America and the Caribbean can set up
an appropriate framework to launch a successful regional innovation strategy. A
strategic approach and a broad concept of innovation are essential.

7KHUHJLRQFDQEXLOGRQLWVNH\VWUHQJWKVDQGEHQHÀWIURPWKHRSSRUWXQLWLHVWKDW
DWDLORUWRÀWDSSURDFKWRLQQRYDWLRQFDQRIIHU7HFKQRORJLFDOLQQRYDWLRQXVXDOO\
UHTXLUHVVXEVWDQWLDODPRXQWVRIIXQGVDQGTXDOLÀHGKXPDQUHVRXUFHV(YHQLI/DWLQ
American and Caribbean countries concentrate all of their efforts in this type of
LQQRYDWLRQLWZRXOGVWLOOEHYHU\GLIÀFXOWWRFRPSHWHZLWKRWKHUFRXQWULHVWKDWKDYH
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largely invested in research, human resources, technology and infrastructure (i.e.
USA, Europe, Japan). However, taking into account that a broad concept of in-
novation also includes process, business model, design, marketing, branding, ser-
vices, social, and organizational, there are many opportunities for Latin America
and the Caribbean to innovate.

Sustained effort, close cooperation and effective implementation over a reason-
able period of time are required for the strategy to succeed. The roles and respon-
VLELOLWLHVRIHDFKDFWRUPXVWEHFOHDUO\GHÀQHGDQGVWURQJPRQLWRULQJPHFKDQLVPV
SXWLQWRSODFH$PXOWLDQQXDOVWUDWHJ\ZLWKDGHÀQHGOLPLWHGQXPEHURISULRULWLHV
should be preceded by an analysis of strengths at national and regional level to
SURYLGHDSUHGLFWDEOHSROLF\IUDPHZRUN7KHVWUDWHJ\PXVWUHÁHFWUHJLRQDOSULRUL-
ties; avoid duplication of efforts, and exploit opportunities for joint programming
and cross border cooperation.

A concerted and prospective approach to public intervention, involving actions
and removing obstacles could play an instrumental role in fostering innovation
in mobile services in the region. Identify areas where public action is needed
and an assessment of potential for lead markets. In addition, a clear and consist-
ent strategy must be designed taking into account innovation as key to achieve
a small number of objectives, determine precise priorities, fund allocation and
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programs that need to be implemented as well as instruments to measure the
SURJUHVV7KHVWUDWHJ\VKRXOGEHIRFXVHGRQDVSHFLÀFFKDOOHQJHWKDWLVVKDUHG
across the region with clear and measurable goals. The regional strategy to en-
FRXUDJH PRELOH VHUYLFHV PXVW IXOÀOO D QXPEHU RI FULWHULD DQG FRPSULVH FHUWDLQ
elements:



7KHUHLVDODUJHPDUNHWSRWHQWLDOIRUWKHLQGXVWU\



7KHSRROLQJRIUHVRXUFHVDQGH[SHUWLVHDWWKHUHJLRQDOOHYHOLVNH\WRÀQG
solutions more quickly;



7KHPDUNHWDORQHLVXQOLNHO\WRVXFFHHG



7KHUHLVDPDMRUUROHIRUJRYHUQPHQWV DVUHJXODWRUVPDUNHWSDUWLFLSDQWV
providers of funding, etc);



&RVWVDQGRUFRPSOH[LW\FDQRQO\EHGHYHORSHGDWDUHJLRQDOVFDOH



$FWLYHXVHRISXEOLFSURFXUHPHQWDVDWRROWRHQFRXUDJHLQQRYDWLRQ



'HWHUPLQHWKHRSWLPDOWD[PL[DQGOHYHOIRUWKHUHJLRQ



+DUPRQL]HOHJLVODWLRQVFRQFHUQLQJPRELOHSKRQHV



(QVXUHWKDWWKHUHJLRQDORSHUDWRUVGRQRWPRQRSROL]HPRELOHVHUYLFHVIRU
development; and



'LJLWL]HWKHLQIRUPDWLRQLQWKHJRYHUQPHQWGHSDUWPHQWV
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$UHJLRQDOVWUDWHJ\RQPRELOHVHUYLFHVFDQEHMXVWLÀHGDQGFRPSO\ZLWKWKHDERYH
mentioned criteria. In general, the perception of what is relevant and what is a
VHQVLEOHLVVXHYDULHVVLJQLÀFDQWO\DPRQJ/DWLQ$PHULFDQDQG&DULEEHDQJRYHUQ-
ments and this could be a major constraint. Although, innovation is not per se a
sensible issue that would divide them, it is important for governments in the region
to recognize the importance of innovation-related investments with the appropri-
ate budgetary allocations. Innovative mobile telephone services could facilitate
the location and development of knowledge and innovation investment plat-
forms.

 &RVWVDQGEHQHÀWVFRQVLGHUHG

7KHUH DUH PDQ\ FRVWV DQG EHQHÀWV WKDW UHJLRQDO VWUDWHJLHV WR HQFRXUDJH LQQR-
vation in mobile applications could generate for Latin America and Caribbean
FRQVXPHUV&RQFHUQLQJFRVWVWZRW\SHVDUHLGHQWLÀHGRQWKHRQHKDQGWKHUHDUH
those related to not having a regional strategy, and on the other hand there are
WKRVHWKDWDUHQHFHVVDU\IRULWVLPSOHPHQWDWLRQ7KHSRWHQWLDOEHQHÀWVRIHVWDE-
OLVKLQJDFRPPRQVWUDWHJ\LQWKHUHJLRQWRERRVWLQQRYDWLRQLQDVSHFLÀFVHFWRU
FRXOG EH D ÀUVW VWHS WRZDUGV WKH FRQVWUXFWLRQ RI D VXSUDQDWLRQDO V\VWHP DQG LW
certainly offsets the costs.
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5.3.1 Heavy burden?

A report chaired by Paolo Cecchini (1998) estimated the costs of non-Europe.
3XEOLVKHGE\WKH&RPPLVVLRQDJURXSRIH[SHUWVH[DPLQHGWKHEHQHÀWVDQGFRVWV
of creating a single market in Europe in accordance with the provisions of the
Treaty of Rome. According to the report, the potential economies of scale which,
at that time, had not yet been exploited by the European companies were sub-
VWDQWLDODQGLWZDVHVWLPDWHGWKDWDERXWRQHWKLUGRIWKHÀUPVZRXOGEHDEOHWR
IXOO\EHQHÀWIURPWKHP$VLPLODUDQDO\VLVVKRXOGEHFDUULHGRXWLQ/DWLQ$PHULFD
DQGWKH&DULEEHDQWRGHWHUPLQHWKHFRVWVDQGEHQHÀWVRIDFORVHULQWHJUDWLRQ

Although there is a high penetration rate of mobile phones in the region there
are, to date, limited services geared to the poor. In fact, innovative mobile ser-
vices for the bottom of the pyramid have not yet fully emerged and as a conse-
TXHQFHWKLVVHJPHQWRIWKHSRSXODWLRQKDVQRW\HWIXOO\JUDVSHGWKHEHQHÀWVWKLV
new technology could offer.

As mentioned in the previous chapter, there is a high degree of concentration
in mobile markets in Latin America and the Caribbean. The two main regional
operators, América Móvil and Telefónica dominate the regional mobile mar-
NHW 7KHUH LV ÀHUFH FRPSHWLWLRQ DPRQJ WKHVH UHJLRQDO RSHUDWRUV EXW WR GDWH
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WKLVKDVQRWQHFHVVDULO\WUDQVODWHGLQWREHQHÀWVIRUFXVWRPHUV

According to a study on tariffs and affordability gap in mobile telephone services
in the region (Galperin, 2010), overall mobile telephone tariffs in the region are
VLJQLÀFDQWO\ KLJKHU WKDQ WKRVH RI 2(&' FRXQWULHV DQG RWKHU HPHUJLQJ PDUNHWV
The average cost of prepaid low-usage basket in Latin America and the Carib-
bean (US$15) is high compared to the average in South Asia (US$3.60). The study
also underlined that the few countries in the region that have tariffs comparable
to those of South Asian markets are those in which new operators have entered
ZLWKEXVLQHVVPRGHOVEDVHGRQORZWDULIIVDQGKLJKWUDIÀFYROXPHV LH'LJLFHOLQ
the Caribbean and Millicom International Cellular in Bolivia, Paraguay and Gua-
temala).

Another factor is the heavy tax burden on telecom services (i.e. import duties,
VAT and excise duties). The GSMA report on Global Mobile Tax Review 2005-2007
analyses the impact of reducing or removing consumer taxes on mobile services.
The report shows that an average of 18.7% of the total cost of mobile ownership
for prepaid services in Latin America is formed of handset (1.14%), connection
 DQGXVDJH  WD[HV$QGLWFRQFOXGHVWKDWUHPRYLQJPRELOHVSHFLÀF
taxes would increase penetration, usage and handset sales in the poorest regions
of the world.
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Governments should play an active role to overcome the existing barriers to de-
velop innovative mobile telephone services, establish clear policies of intercon-
nection among operators, and harmonize the Latin American and Caribbean
legislations to encourage tariff reductions in addition to regional standards. To
achieve this, governments need to invest efforts and resources to create and/
or reinforce their current institutional set-up to develop the necessary synergies
among them.

5.3.2 Is it worth it?

Some of Latin American and Caribbean challenges are of such a scale that only
a major coordinated approach at the regional level could provide a real oppor-
WXQLW\RIÀQGLQJDQGGHSOR\LQJHIIHFWLYHVROXWLRQV7RGHWHUPLQHZKHQXSSHUOHYHO
administrations should intervene the general principle of subsidiarity is very effec-
tive. They should act only if and in so far as the objectives of the proposed actions
FDQEHEHWWHUDFKLHYHGDWWKHXSSHUOHYHODQGFDQQRWEHVXIÀFLHQWO\DFKLHYHG
at a lower level.

,QDGGLWLRQDVLGHQWLÀHGE\)HUQiQGH]5LEDV  H[WHUQDOLWLHVVFDOHHFRQRPLHV
and indivisibilities justify the involvement of upper-level administrations. Innova-
WLRQVLQPRELOHDSSOLFDWLRQVIRUGHYHORSPHQWIXOÀOOWKHDERYHPHQWLRQHGFULWHULD
7KHUH LV HYLGHQFH RI WKH SRWHQWLDO EHQHÀWV RI LQQRYDWLYH PRELOH DSSOLFDWLRQV LQ

186

Prospects for a Supranational System in Latin America and the Caribbean

developing countries that could not only offer solutions for Latin American and
Caribbean citizens but to other regions with similar challenges, and as a result
take advantage of scale economies. A supranational initiative could avoid un-
necessary fragmentation of initiatives and duplication of efforts.

7KHUHDUHPDQ\EHQHÀWVIRUDOO/DWLQ$PHULFDQDQG&DULEEHDQFLWL]HQVDQGSDU-
ticularly for the poor that stem from the synergy effects from closer cooperation
among governments that could contribute to reduce costs, improve overall
framework conditions and contribute towards the construction of an autono-
mous and autochthonous regional governance system.

Taking into account the current mobile telephone regional landscape, where
two mobile operators dominate the market, a collective regional strategy would
be more successful in advancing mobile phone services for the poor than indi-
vidual efforts by governments. This should be a priority and an opportunity for
/DWLQ$PHULFDQDQG&DULEEHDQJRYHUQPHQWVWROHYHOWKHSOD\LQJÀHOGLQEHQHÀW
of their citizens.

187

Prospects for a Supranational System in Latin America and the Caribbean

5.4

Conclusions

7KHUH DUH LPSRUWDQW EHQHÀWV WKDW PRELOH SKRQHV DQG DSSOLFDWLRQV RIIHU /DWLQ
American and Caribbean citizens. Productivity gains to individuals and business-
HV LQFOXVLYH ÀQDQFLDO VHUYLFHV DQG UHPLWWDQFHV HPSRZHUPHQW RI ZRPHQ DQG
those at bottom of the pyramid, and emergency response in natural disasters are
among them. In view of the current regional setting, the establishment of a supra-
national innovation system in the region is not feasible.

The regional integration record has shown, in the last decade, the lack of macro-
economic coordination coupled with mainly weak institutions have contributed
to the relatively low success. Certainly, the lack of political will to transfer powers
to common institutions, the proliferation of regional groups and overlap of func-
tions result in duplication of efforts and split of scarce resources. All the same,
there are important lessons learned from all these experiences.

Above all, Latin American and Caribbean countries have to coexist with their
main competitors in other regions, especially Asia. Since they are mostly small
economies, compared to the European Union, USA, India or China, the best alter-
native to enhance their innovation performance is to coordinate their efforts and
resources. Even for countries such as Argentina, Brazil, Chile and Mexico it is costly
to invest individually in research, development and innovation.
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Overall, the costs of maintaining the status quo are higher than the costs of imple-
PHQWLQJWKHVWUDWHJ\&HUWDLQO\WKHEHQHÀWVIRUDOO/DWLQ$PHULFDQDQG&DULEEHDQ
FLWL]HQVDUHVXEVWDQWLDOHVSHFLDOO\IRUWKHSRRU$VSHFLÀFUHJLRQDOVWUDWHJ\FRXOG
be launched to encourage innovation in mobile services and governments in the
region could seize the opportunity to do so within the framework of the Commu-
nity of Latin American and Caribbean States.
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Suggestions for possible future research lines and recommendations
for policy makers

The European experience concerning innovation, particularly the EU-level activi-
ties, provides an important and interesting illustration of the main characteristics
and challenges of a Supranational Innovation System. The different strategies,
policies and measures employed at the EU-level to enhance the innovation per-
formance of the EU have had mixed results. In some cases they have achieved
important successes and in others striking failures. All the same, there are impor-
tant lessons for other regions.

As an ongoing, complex and unique system, more research needs to be carried
out concerning the European Supranational Innovation System. At the moment it
is in an early stage and future research could focus on the impact of the policies
and strategies on National and Regional Innovation Systems. Also, a study on the
functions and interactions of private and public institutions within a supranational
innovation system to identify their role in the innovative performance would shed
some light into the dynamics and interactions that take place and help identify
the innovation drivers and appropriate framework conditions.
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In the last decade, the EU’s approach to innovation policy has shifted from a
linear process to a systemic approach and there is a manifest turning point on
innovation policy in Europe. Future research could focus on establishing if in prac-
tice the different policies, strategies and programs implemented at the EU-level
employ the systemic approach.

One of the aims of this thesis is to determine if mobile technology offers an ad-
equate tool for developing countries to enhance their innovation performance
and if a supranational innovation system could facilitate this. The answer is yes, as
one of the main means of communication in the region, it can be used to deliver
LQQRYDWLYHPRELOHVHUYLFHVWKDWFRXOGEHQHÀWDOOFLWL]HQVHVSHFLDOO\WKRVHLQWKH
low-income segment of the population. There are many studies that establish a
link between new technologies and development. Future research could focus
on establishing a link between mobile technologies and innovation in developing
countries.

Latin American and Caribbean governments should prepare, launch and imple-
PHQWVSHFLÀFLQLWLDWLYHVWRFUHDWHDQLQQRYDWLRQIULHQGO\UHJLRQDOIUDPHZRUNWKDW
could contribute towards the construction of a Supranational Innovation System.
In order to increase the innovative opportunities in Latin American and Carib-
EHDQFRXQWULHVDQHIÀFLHQWV\VWHPRIGLVWULEXWLRQDQGDFFHVVWRNQRZOHGJHQHHGV
to be established.
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:KLOHLWLVWUXHWKDWWKHUHJLRQZRXOGJUHDWO\EHQHÀWIURPDVXSUDQDWLRQDOLQQRYD-
tion system, in the current context this is not viable. Nevertheless, a successful re-
gional strategy geared towards encouraging innovation in mobile services could
create the synergies to contribute towards a closer union between Latin Ameri-
can and the Caribbean governments and eventually establish a supranational
innovation system.

Overall, public policy should aim to stimulate innovation and create an innova-
tion friendly environment that is favorable to generate interactions between play-
ers with a long-term vision for investments that deal with both the high risks and
cost involved in the innovation process. In countries where there is a strong ori-
entation towards free market principles such as the US and the UK, governments
are actively involved in the development of policies to encourage innovation.
Governments in developing countries need to play an even more relevant and
direct role to promote innovation.

A thematic area should be selected and regional projects ought to be formulated
with a strong coordination that employs institutional knowledge activities, needs
and operational capacities of the players in the chosen area to stimulate innova-
tion in Latin America and the Caribbean. Subsequently, a Regional Fund should
be established to support innovation and encourage investment. It is important
to propose a plan to use the available public tools, such as public procurement,
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to encourage innovation. There are different instruments available that have a
large potential to stimulate innovation, for example, intervention through regula-
tion, funding of innovation projects, knowledge spillovers from public universities,
and R&D subsidies.

Public procurement as an innovation policy tool can be used as a powerful in-
centive for businessess to develop innovative products, processes and services.
Latin American and Caribbean governments should be thinking about procure-
PHQW VWUDWHJLFDOO\ DQG SODQQLQJ DKHDG ,Q SDUWLFXODU VPDOO ÀUPV FRXOG EHQHÀW
since it provides them with the necessary planning reliability to engage in innova-
tion activities that are generally costly and uncertain.

When designing innovation strategies, policymakers ought to include new tech-
nologies as an essential condition for their viability, regard mobile phones as a ne-
cessity and mobile applications as an important tool to offer innovative services
particularly to the poor and rural populations. In addition, intervention through
regulation should be encouraged along with an exchange of best practices
among the different actors at all levels. As seen in the case of Brazil with the in-
novation law the government is trying to encourage innovative activities through
regulation.
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The region can learn from the Brazilian experience but must also keep in mind
that there are other instruments that exist and can be employed simultaneously.

As long as there is a clear and coherent strategy with regards to innovation gov-
ernments can innovate in the design and delivery of public services, procure-
ment of innovative products and services, innovative procurement processes and
models, among others. With the use of new technologies such as mobile phones,
bottom-up economic development can be encouraged. Through entrepreneur-
ship and innovation citizens can be empowered.

M-Government is a channel that should be developed to deliver relevant ser-
vices to citizens in a more effective and cheaper way. As seen in the case of
Kenya and the Philippines, it has been successfully used and could be adopted,
adapted and developed in Latin America and the Caribbean.

Also, one of the simplest functionalities of mobile phones, SMS, has been used in
Asia and the Africa to deliver innovative applications aimed at the poor. Without
a doubt, sometimes less is more, the simplest device and solutions are in many
cases more suitable to deal with the present challenges.

(YHQWKRXJKWKHUHDUHIHZVWXGLHVWKDWSURYHWKHEHQHÀWVPRELOHDSSOLFDWLRQV
offer Latin America and the Caribbean, due mainly to the fact that they are
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in an early stage of adoption and implementation, there are indications, when
looking at the experience in other countries, that they exist and are an important
HPSRZHUPHQWWRRO0RUHÀHOGUHVHDUFKLVUHTXLUHGWRGHWHUPLQHWKHVSHFLÀFQHHGV
of the customers to develop new products that will enhance their quality of life.

There are encouraging results in public procurement schemes in the Netherlands
(Small Business Innovation Research) and the UK (Small Business Research Initia-
tive). These programs aim to use government procurement to drive innovation
by engaging companies in open competitions for innovation; the programs bring
LQQRYDWLYHVROXWLRQVWRVSHFLÀFSXEOLFVHFWRUQHHGV

The goal of the Dutch government is threefold: to solve public questions and
concerns, stimulate innovation among SMEs and the valorization of public knowl-
HGJH7KHUHVXOWVRIWKHÀUVWHYDOXDWLRQ  RIWKH'XWFKSURJUDPDUHSRVLWLYH
From the 88 companies that sent in proposals 80 are SME. In sum, the results reveal
that the program brings in new companies and new ideas and that the compa-
nies that were awarded contracts aim at R&D cooperation.45

If Latin American and Caribbean countries could establish a similar approach of
the above-mentioned schemes and employ joint procurement by pooling their
needs and resources to create a regional market it could considerably enhance
innovation and stimulate growth of new innovative businesses.
45 Information available at http://www.senternovem.nl/english/ Last accessed on 5 October
2010.
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Annex I
América Móvil:
The Making of a Global Latina.
Fontainebleau: INSEAD 308-320-1

This case study has been reproduced with the authorization of the R&D Department of INSEAD.
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América Móvil:
The Making of a Mexican
Global Latina

This case was written by Samantha Rullán, visiting researcher at INSEAD, under the supervision of Lourdes
Casanova, lecturer in the Strategy Department at INSEAD. It is intended to be used as a basis for class discussion
rather than to illustrate either effective or ineffective handling of an administrative situation
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jaguar (jag’ wär’): fast and agile Latin American feline.
Considered an opportunistic hunter with an extensive
prey base which adapts to different habitats. Present in
Mesoamerican culture as a symbol of power and strength.
América  Móvil1FRXOGEHVDLGWR¿WWKHDERYHGH¿QLWLRQSHUIHFWO\7KLV0H[LFDQFRPSDQ\KDVEHHQDEOH
WRH[WHQGLWVIRRWSULQWWKURXJKRXW/DWLQ$PHULFDDQGFRQVROLGDWHLWVSRVLWLRQDVWKHNLQJRIWKHMXQJOHLQ
WKHUHJLRQ¶VZLUHOHVVWHOHSKRQHPDUNHWLQMXVWHLJKW\HDUV
,WLVWKHODUJHVWZLUHOHVVWHOHFRPPXQLFDWLRQVSURYLGHULQ/DWLQ$PHULFDEDVHGRQQXPEHURIVXEVFULEHUV
WKHELJJHVWFRPSDQ\DVPHDVXUHGE\UHYHQXHDQGWKHPRVWYDOXDEOHFRUSRUDWLRQLQWKHUHJLRQZLWKPRUH
WKDQHPSOR\HHVLQFRXQWULHVPLOOLRQPRELOHFXVWRPHUVDQGRYHU86ELOOLRQLQUHYHQXH
,QWKHZLUHOHVVWHOHFRPPXQLFDWLRQVHUYLFHVVHFWRULWUDQNVWKLUGLQWKHZRUOGE\PDUNHWFDSLWDOL]DWLRQ
EHKLQG&KLQD0RELOH/LPLWHGDQG9RGDIRQH*URXS
$VSDUWRIWKHKROGLQJVRIEXVLQHVVW\FRRQ&DUORV6OLP VHH([KLELW $PpULFD0yYLOEHQH¿WVIURPWKH
V\QHUJLHVEHWZHHQWKHGLIIHUHQWFRPSDQLHVRIWKHJURXS$OORI6OLP¶VWUDGHPDUNEXVLQHVVVWUDWHJLHVDUH
SUHVHQWLQ$PpULFD0yYLO:LWKKLVVROLGOHDGHUVKLSDQGVWUDWHJLFYLVLRQWKHFRPSDQ\KDVEHFRPHDOHDGHU
LQWKHZLUHOHVVWHOHFRPPXQLFDWLRQVVHFWRULQ/DWLQ$PHULFD6LQFH$PpULFD0yYLOEHJDQH[SDQGLQJLQ
/DWLQ$PHULFDZLUHOHVVSHQHWUDWLRQLQWKHUHJLRQKDVLQFUHDVHGIURPLQWRDERYHLQ
DQGLWVPDUNHWFDSLWDOL]DWLRQKDVJURZQPRUHWKDQWHQWLPHVVLQFH+RZGLGD0H[LFDQZLUHOHVVWHO-
HFRPPXQLFDWLRQVFRPSDQ\VXFFHVVIXOO\EHFRPHD*OREDO/DWLQDLQVXFKDVKRUWSHULRGRIWLPH":K\KDV
$PpULFD0yYLOIRFXVHGLWVLQWHUQDWLRQDOL]DWLRQVWUDWHJ\PDLQO\RQHPHUJLQJPDUNHWVLQ/DWLQ$PHULFD"
:KLOH$PpULFD0yYLO¶VSUHVHQFHLVFXUUHQWO\OLPLWHGWRWKH$PHULFDQFRQWLQHQWLWLVDSULPHH[DPSOHRI
DQLQQRYDWLRQGULYHQKLJKJURZWKDJLOH/DWLQ$PHULFDQFRPSDQ\6RWKHTXHVWLRQLV:LOOWKLVMDJXDU
FRQWLQXHWRKXQW"$QGLIVRZKHUHDQGZKDWZLOOEHLWVQH[WSUH\"

The Wireless Telephone Sector
7KHJOREDOZLUHOHVVWHOHFRPLQGXVWU\LQZDVZRUWKDSSUR[LPDWHO\86WULOOLRQ7KHWRSWKUHH
FRPSDQLHVZRUOGZLGHDVPHDVXUHGE\PDUNHWFDSLWDOL]DWLRQDUHLQUDQNHGRUGHU&KLQD0RELOH &KLQD DW
86ELOOLRQ9RGDIRQH 8. DW86ELOOLRQDQG$PpULFD0yYLO 0H[LFR DW86ELOOLRQ VHH
([KLELW 
1 7KLVFDVHVWXG\LVEDVHGRQWKHFKDSWHU$PpULFD0yYLOJRLQJPRELOHJURZWKRID0H[LFDQWHOHFRPJLDQWZKLFKLVSDUWRI
DUHSRUWIRUWKH,QWHU$PHULFDQ'HYHORSPHQW%DQNZKLFKVXSSRUWLVJUDWHIXOO\DFNQRZOHGJHGDQG,16($'FRRUGLQDWHGE\
/RXUGHV&DVDQRYD:RUNLQJ3DSHU,QWHU$PHULFDQ'HYHORSPHQW%DQN)RUWKFRPLQJ
$OOGDWDLVDVRI'HFHPEHUXQOHVVVWDWHGRWKHUZLVH'DWDVRXUFH$PpULFD0yYLO$QQXDO5HSRUW
 $VRI-XQH
 5HIHUVWRPXOWLQDWLRQDOVIURP/DWLQ$PHULFDZLWKDSUHVHQFHRXWVLGHWKHUHJLRQDVGH¿QHGE\/RXUGHV&DVDQRYDLQWKH
 UHSRUWIRUWKH,$'%
6RXUFHRIGDWD&DSLWDO,4ODVWDFFHVVHGRQ-XQH
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7KH/DWLQ$PHULFDDQG&DULEEHDQUHJLRQKDGDPRELOHSHQHWUDWLRQUDWHRIRYHULQZLWKPRUHWKDQ
PLOOLRQVXEVFULEHUVXSIURPPLOOLRQLQUHSUHVHQWLQJDSSUR[LPDWHO\RIWKHZRUOG¶VELO-
OLRQPRELOHVXEVFULEHUV,WZDVQRWXQWLOWKDWSHQHWUDWLRQUDWHVRIPRELOHSKRQHVLQWKHUHJLRQPDWFKHG
¿[HGWHOHSKRQHOLQHVVLQFHWKHQPRELOHSKRQHSHQHWUDWLRQKDVVRDUHGDQGLVQRZQHDUO\WULSOHWKDWRIZLUH
OLQHWHOHSKRQHV6RPHHVWLPDWHVIRUHVHHWKHUHJLRQ¶VPRELOHSHQHWUDWLRQUDWHUHDFKLQJE\RU
PLOOLRQFXVWRPHUV)RUHFDVWVSXWWRWDOWHOHFRPUHYHQXHVLQ/DWLQ$PHULFDDW86ELOOLRQLQZLWK
PRUHWKDQKDOIDWWULEXWHGWRPRELOHVHUYLFHV7KLVPDUNVDFOHDUUXSWXUHZLWKWKH¿JXUHVZKHQPRUH
WKDQKDOIRIWKHWRWDO86ELOOLRQLQWHOHFRPUHYHQXHVZHQWWR¿[HGOLQHSKRQHVHUYLFHVDQGWKHWUHQGLQ
IDYRXURIPRELOHZLUHOHVVLVH[SHFWHGWRFRQWLQXH
2YHU WKH SHULRG  /DWLQ$PHULFD LV H[SHFWHG WR EH WKH IDVWHVW JURZLQJ WHOHFRP PDUNHW LQ WKH
ZRUOGJURZLQJDWDFRPSRXQGDQQXDOJURZWKUDWH &$*5 RIIROORZHGE\HPHUJLQJ$VLDZLWKD
&$*5RI&HQWUDODQG(DVWHUQ(XURSHZLWKDQG$IULFDDQGWKH0LGGOH(DVWDSSURDFKLQJ
,QFRQWUDVWWKH86DQG&DQDGDPDUNHWLVH[SHFWHGWRJURZDWD&$*5RIRQO\RYHUWKHVDPHSHULRG
)RUWKLVUHDVRQWKHPDMRUSOD\HUVDUHFRXQWLQJRQHPHUJLQJPDUNHWVWRGULYHJURZWK%XWZKLOHPRVWRI(X-
URSH¶VOHDGLQJRSHUDWRUVVXFKDV'HXWVFKH7HOHNRPDUHWDUJHWLQJFRXQWULHVLQ&HQWUDODQG(DVWHUQ(XURSH
7HOHIyQLFDKDVFKRVHQWRIRFXVRQWKH/DWLQ$PHULFDQPDUNHWEHIRUHORRNLQJWRZDUGVWKHROGFRQWLQHQW
:LWKRXWDGRXEWWKHGULYLQJIRUFHEHKLQGWKHJURZWKRIWKH/DWLQ$PHULFDQPRELOHSKRQHPDUNHWLVWKH
SUHSDLGPRGHO5RXJKO\RIFXVWRPHUVDUHSUHSDLG7KHVXFFHVVRIWKLVPRGHOFDQEHH[SODLQHGE\WKH
DGYDQWDJHVLWRIIHUHGWRERWKRSHUDWRUVDQGXVHUVRQWKHRQHKDQGLWUHGXFHGWKHUDWHRILQYRLFHGHIDXOWDQG
FROOHFWLRQFRVWVIRUFRPSDQLHVRQWKHRWKHUKDQGFRQVXPHUVFRXOGFRQWUROWKHLUH[SHQVHVDQGHOLPLQDWHWKH
ULVNRIHVFDODWLQJGHEWV7KHZLGHVSUHDGDYDLODELOLW\RI³FDOOLQJSDUW\SD\V´DOVRHQFRXUDJHGFRQVXPHUVWR
DGRSWWKHSUHSDLGPRGHO
:KHUHDVLWZDVGLI¿FXOWIRUQHZHQWUDQWVWREXLOGRXWDQHWZRUNWRFRPSHWHZLWKLQFXPEHQWVLQWKH¿[HGOLQH
WHOHSKRQHVHFWRUPRELOHWHOHSKRQ\RIIHUHGSULYDWHLQYHVWRUVWKHRSSRUWXQLW\WRHQWHUDPDUNHWZLWKMXVWWZR
PDLQEDUULHUVWRHQWU\VSHFWUXPDOORFDWLRQWKURXJKDXFWLRQVRUEHDXW\FRQWHVWV11DQGVDWHOOLWHUHJXODWLRQ
7KH ZLUHOHVV PRELOH VHFWRU LQ /DWLQ$PHULFD KDV WZR PDMRU SOD\HUV$PpULFD 0yYLO 0H[LFR  DQG 7HO-
HIyQLFD 6SDLQ %RWKFRPSDQLHVZHUHVKDSHGXQGHUGLIIHUHQWPRGHOVZLWKWKHLGHDRIFUHDWLQJD³QDWLRQDO
FKDPSLRQ´WRFRPSHWHZLWKIRUHLJQRSHUDWRUVLQWKHLUGRPHVWLFPDUNHWVDQGERWKKDYHLPSOHPHQWHGLQWHU-
QDWLRQDOL]DWLRQVWUDWHJLHVWRH[SDQGZLWKDIRFXVRQ/DWLQ$PHULFD%XWZKHUHDVLQ7HOHIyQLFD¿UVW
SULRULWL]HG¿[HGOLQHWHOHSKRQ\LQ6RXWK

7
8
9
10
11
12

/DWLQ$PHULFD±0RELOH0DUNHW±2YHUYLHZ 6WDWLVWLFV3DXO%XGGH&RPPXQLFDWLRQ3W\/WG
$PpULFD0yYLO&RPSDQ\$QDO\VLV6WLIHO1LFRODXV(TXLW\5HVHDUFK0D\
7KH7RS7HQ7HOHFRP6HUYLFH3URYLGHUV%XVLQHVV,QVLJKW
0DULVFDO-XGLWKDQG5LYHUR(XJHQLR0RELOH&RPPXQLFDWLRQVLQ0H[LFRLQWKH/DWLQ$PHULFDQ&RQWH[W
,QIRUPDWLRQ7HFKQRORJLHV ,QWHUQDWLRQDO'HYHORSPHQWZLQWHU9RO,VVXHS
$ZDUGHGWRWKHKLJKHVWELGGHU
0HULWEDVHGHYDOXDWLRQRQGH¿QHGSHUIRUPDQFHFULWHULD
)RUPRUHRQ7HOHIyQLFD¶VHQWU\WR/DWLQ$PHULFDSOHDVHUHIHUWR³7HOHIyQLFD7KH0DNLQJRID0XOWLQDWLRQDO´E\
/RXUGHV&DVDQRYDDQG0DULROD0HVHXJHU,16($'FDVH)RQWDLQHEOHDX
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$PHULFDDQGWKHQHQWHUHGQHZLQGXVWU\VHJPHQWV$PpULFD0yYLOIRFXVHGRQPRELOHWHOHSKRQ\IURPWKH
start

A Jaguar is Born
$PpULFD0yYLOZDVHVWDEOLVKHGLQ6HSWHPEHUDVDVSLQRIIIURP7HOPH[0H[LFR¶VODUJHVWSURYLGHURI
ORFDODQGORQJGLVWDQFHWHOHSKRQHVHUYLFHVIROORZLQJWKHEXVLQHVVPRGHORIPRVW(XURSHDQWHOHFRPVDWWKH
WLPH7KHSXUSRVHRIWKHVSLQRIIZDVWRLPSURYHWKHDELOLW\RIERWKFRPSDQLHVWRDGGUHVVFKDOOHQJHVVXFKDV
H[HFXWLQJLQGHSHQGHQWRSHUDWLQJVWUDWHJLHVDQGDOORZLQJWKHH[SDQVLRQRIWKHZLUHOHVVEXVLQHVV'XULQJWKH
SURFHVVWKHIROORZLQJDVVHWVZHUHWUDQVIHUUHGIURP7HOPH[WR$PpULFD0yYLO7HOFHO 0H[LFR &DEOHYLVLRQ
0H[LFR 7HOJXD *XDWHPDOD &HOOXODU&RPPV 3XHUWR5LFR 7RSS7HOHFRP 86$ &RPP6RXWK 86$ 
3URGLJ\ 86$  &RPS86$ 86$ $7/ %UD]LO  &RQHFHO (FXDGRU  DQG7HFKWHO $UJHQWLQD 7KH PRVW
YDOXDEOHDVVHWWUDQVIHUUHGZDV7HOFHOZLWKDURXQGRIWKH0H[LFDQZLUHOHVVPDUNHWDWWKDWWLPH
7HOFHOWUDFHVLWVRULJLQVEDFNWRZKHQ3XEOLFLGDG7XUtVWLFDDQDI¿OLDWHRI7HOPH[WKHQRZQHGE\WKH
0H[LFDQJRYHUQPHQWZDVHVWDEOLVKHGWRSXEOLVKWHOHSKRQHGLUHFWRULHV,QWKHJRYHUQPHQWJUDQWHGWKH
FRPSDQ\DFRQFHVVLRQWRLQVWDOODQGRSHUDWHDZLUHOHVVWHOHSKRQHV\VWHPLQ0H[LFR3XEOLFLGDG7XUtVWLFD
FKDQJHGLWVQDPHWR5DGLRPyYLO'LSVDLQDQGLQWKHFRPSDQ\EHJDQRSHUDWLQJXQGHUWKH7HOFHO
WUDGHPDUN$WWKDWWLPHPDQ\IDFWRUVKLQGHUHGWKHGHYHORSPHQWRIWKHPDUNHWZLUHOHVVWHOHSKRQHVZHUH
QRWZLGHVSUHDGWKHFRPSDQ\KDGQRWVHHQWKHSRWHQWLDORIWKHPDUNHWDQGLWVFRQFHVVLRQUHTXLUHGLWWREH
VHFRQGSOD\HULQHYHU\0H[LFDQUHJLRQ&RQVHTXHQWO\DQRWKHUFRPSDQ\,XVDFHOOVHL]HGWKHRSSRUWXQLW\
DQGEHFDPHWKHHDUO\PDUNHWOHDGHU,XVDFHOOWDUJHWHGKLJKHQGFXVWRPHUVVLQFHPRELOHSKRQHVZHUHDOX[XU\
WKDWIHZ0H[LFDQVFRXOGDIIRUGDWWKHWLPH
%HWZHHQDQG7HOPH[H[SDQGHGLWVFHOOXODUQHWZRUNRQLWVFRQFHVVLRQWRFRYHUWKH0H[LFR&LW\
PHWURSROLWDQDUHDDVZHOODVWKHFLWLHVRI&XHUQDYDFD*XDGDODMDUD0RQWHUUH\7LMXDQDDQG7ROXFD7HOPH[
ZDVSULYDWL]HGLQDQGWKH0H[LFDQJRYHUQPHQWDZDUGHGDVWDNHWRDFRQVRUWLXPOHGE\*UXSR
&DUVR WKH 0H[LFDQ JURXS RZQHG E\ &DUORV 6OLP  )UDQFH7HOHFRP )UDQFH  DQG 6%& &RPPXQLFDWLRQV
86 DVDYHUWLFDOO\LQWHJUDWHG¿UP7KHUHZHUHPDQ\UHDVRQVEHKLQGWKHGHFLVLRQWRSULYDWL]HDPRQJ
WKHPXQVDWLV¿HGGHPDQGSRRUTXDOLW\RIVHUYLFHKLJKSULFHVDQGOLPLWHGFRYHUDJH7KHFRQFHVVLRQHQFRP-
SDVVHGHOHPHQWVWKDWZHUHWUDGLWLRQDOO\LQFRUSRUDWHGZKHQWUDQVLWLQJIURPDUHJXODWHGPRQRSRO\WRZDUGV
DFRPSHWLWLYHV\VWHP([FOXVLYHULJKWVWRWKHORQJGLVWDQFHVHUYLFHZHUHDZDUGHGIRUDVL[\HDUSHULRG
$IWHUWKHSULYDWL]DWLRQRI7HOPH[,XVDFHOOFRQWLQXHGWREHWKHPDUNHWOHDGHULQWKHZLUHOHVVVHFWRUZLWK7HO-
FHOVWLOOLQVHFRQGSODFH+RZHYHUWKH0H[LFDQ3HVRFULVLVLQFKDQJHG

7
8
9

(FRQRPLF&RPPLVVLRQIRU/DWLQ$PHULFDDQGWKH&DULEEHDQ (&/$& )RUHLJQ,QYHVWPHQWLQ/DWLQ$PHULFDQ WKH&DULE-
EHDQ
)RUPHUO\RZQHGE\WKH3HUDOWDIDPLO\DQGQRZSDUWRIWKH$]WHFDFRUSRUDWHHPSLUHFRQWUROOHGE\5LFDUGR6DOLQDV
0DULVFDO-XGLWKDQG5LYHUR(XJHQLR1HZWUHQGVLQWKH/DWLQ$PHULFDQWHOHFRPPXQLFDWLRQVPDUNHW7HOHIyQLFD 7HO-
PH[&,'($YDLODEOHRQOLQH$XJXVW0DLQO\FRPPLWPHQWVWREXLOGRXWWKHLUQHWZRUNVLQDFHUWDLQWLPHIUDPHDQG
WRKDYHWKHLUWDULIIVIRUEDVLFVHUYLFHVUHJXODWHG
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WKHPDFURHFRQRPLFHQYLURQPHQW:KLOH,XVDFHOOFRQWLQXHGFDWHULQJWRKLJKHQGFXVWRPHUV7HOFHOSLRQHHUHG
WKHSUHSDLGPRGHOWRUHDFKDQXQWDSSHGPDUNHWORZLQFRPH0H[LFDQV$VSDUWRILWVVWUDWHJ\WKH$PLJR  
SURJUDPPHZDVFUHDWHGWRERRVWVDOHVRISUHSDLGFDUGV$VDUHVXOWE\WKHHQGRIWKHV7HOFHOKDGEH-
FRPHWKHOHDGHULQ0H[LFRZLWKRYHURIWKHPDUNHW
7RGD\$PpULFD0yYLOWKHSDUHQWFRPSDQ\RI7HOFHOLVRQWKHOHDGLQJHGJHRIPRELOHWHFKQRORJ\RSHUDW-
LQJ*OREDO6\VWHPVIRU0RELOH&RPPXQLFDWLRQV *60 QHWZRUNVLQWKHUHJLRQDVWDQGDUGZLGHO\XVHGLQ
(XURSH7KHKLJKUHFRJQLWLRQRI*60DOORZHGWKHFRPSDQ\WRH[SDQGLWVFXVWRPHUEDVHWKURXJKRXW/DWLQ
$PHULFDXVLQJWKHVDPHWHFKQRORJLFDOSODWIRUP,QVRGRLQJWKHFRPSDQ\ZDVDKHDGRIWKHPDUNHWEHFDXVH
*60KDQGVHWVZHUHUDUHLQWKHUHJLRQIRUPDQ\\HDUV1RZWKDWWKHPDUNHWKDVRYHUZKHOPLQJO\JRQH*60
$PpULFD0yYLOLVFUHGLWHGZLWKKDYLQJKDGWKHIRUHVLJKWWRPDNHWHFKQRORJ\LQYHVWPHQWVLQQHWZRUNVDVLW
KDVH[SDQGHGWKURXJKRXW/DWLQ$PHULFD
$ERYHDOOWKHVXFFHVVIXOPDUNHWLQJRISUHSDLGFDUGVLQ0H[LFRIRUWKHSUHSDLGPRGHORIIHUHGE\7HOFHO
SURYLGHGWKHFRPSDQ\ZLWKYDOXDEOHLQIRUPDWLRQDERXWFXVWRPHUG\QDPLFVLQWKHUHJLRQDQGRWKHUHPHUJ-
LQJPDUNHWVSUHSDLGPRGHOFOLHQWVZHUHOHVVOR\DODQGVSHQWOHVVPRQH\FRPSDUHGWRSRVWSDLGFOLHQWVDQG
WKXVWKHPRELOHPDUNHWZDVEHLQJGULYHQE\YROXPH7KLVLQVLJKWZDVYDOLGIRUDOORIWKHHPHUJLQJPDUNHWV
ZKHUH$PpULFD0yYLOZDVSUHVHQWDQGWKXVLWIRFXVHGRQVWUDWHJLFPDUNHWLQJDQGDJJUHVVLYHVDOHVWDFWLFVWR
ERRVWUHYHQXHV
6SHFL¿FSUHSDLGSODQVZHUHFUHDWHGLQRUGHUWRVHUYHWKHQHHGVRIVHJPHQWVVXFKDVWKH\RXWKPDUNHWIDPL-
OLHVDQGFXVWRPHUVZLWKYDULDEOHLQFRPHORZLQFRPHFXVWRPHUVDQGWKRVHZKRSUHIHUUHGWRSD\LQFDVK
DPRQJRWKHUV&RPSDUHGWRWKHDYHUDJHSRVWSDLGSODQSUHSDLGSODQVLQYROYHGORZHUFXVWRPHUDFTXLVLWLRQ
FRVWVDQGELOOLQJH[SHQVHVDQGORZFUHGLWRUSD\PHQWULVNEXWDWWKHVDPHWLPHJHQHUDWHGORZHUDYHUDJH
UHYHQXHSHUXVHU $538 7RGD\PRUHWKDQRI$PpULFD0yYLO¶VFXVWRPHUVDUHSUHSDLGLQOLQHZLWKWKH
RIWRWDOVXEVFULEHUVLQ/DWLQ$PHULFD
7KHFRPSDQ\¶VPDUNHWLQJDQGVDOHVWDFWLFVKDGDPDMRULPSDFWRQVXEVFULEHUJURZWK,Q0H[LFR7HOFHOWRRN
DFUHDWLYHDGYHUWLVLQJDSSURDFKE\HQJDJLQJYHQGRUVGUHVVHGLQEULJKW\HOORZMXPSVXLWVWRVHOOSUHSDLGFDUGV
DWDOOPDMRULQWHUVHFWLRQVDQGRQWKHVWUHHW±\RXFRXOGHYHQEX\DSUHSDLGFDUGZKLOHZDLWLQJDWDVWRSOLJKW
LQ\RXUFDU7KHPRGHOZDVDQRYHUZKHOPLQJVXFFHVVLQ7HOFHOZDVWKHPDUNHWOHDGHUZLWKRYHU
PLOOLRQFXVWRPHUVZHOODKHDGRI0RYLVWDUDFRPPHUFLDOEUDQGRI7HOHIyQLFD ZLWKPLOOLRQFXVWRPHUV 
IRUPHUPDUNHWOHDGHU,XVDFHOO PLOOLRQFXVWRPHUV DQG1H[WHOWKHODUJHVWWUXQNFDUULHULQ0H[LFR ZLWK
PLOOLRQFXVWRPHUV 




&UHDWHGDVDVXEVLGL]HGKDQGVHWLQ
$PpULFD0yYLO&RPSDQ\3UR¿OH'DWDPRQLWRU$SULO
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International  Expansion:  the  Hunting  Season
“Because of our resolve and long-term investment horizon we can see opportunity
where others detect only problems; we can be bold where others are hesitant at best.
To be ahead of the curve…[is] one of the things management is all about.”
$PpULFD0yYLO$QQXDO5HSRUW

$PpULFD0yYLOKDGDQXPEHURILPSHUDWLYHVWRH[SDQGEH\RQG0H[LFR,WVGRPHVWLFPDUNHWZDVEHFRPLQJ
VDWXUDWHGDQGLWIDFHGVWURQJHUFRPSHWLWLRQDWKRPH7KHFRPSDQ\GHFLGHGWKDWLQRUGHUWRVXUYLYHLWKDGWR
FRPSHWHLQWKHPDUNHWVRILWVULYDOV,WVJURZWKVWUDWHJ\WKHUHIRUHZRXOGKDYHWRORRNEH\RQGWKHGRPHVWLF
PDUNHW$VDUHVXOW$PpULFD0yYLOVHWDFOHDUFRXUVHZKLFKZDVEDVHGIURPWKHVWDUWRQH[WHQGLQJLWVRSHUD-
WLRQVZLWKLQ/DWLQ$PHULFDSXWWLQJWKHZLUHOHVVWHOHSKRQ\VHFWRUDWWKHKHDUWRIWKHFRPSDQ\¶VLQWHUQDWLRQ-
DOL]DWLRQ
³1DWXUDOPDUNHWV´DVGH¿QHGE\&DVDQRYDDUHWKRVHWKDWIXO¿OOWKHIROORZLQJFULWHULDJHRJUDSKLFDOSUR[-
LPLW\VDPHOLQJXLVWLFVSKHUHDQGFRPPRQKLVWRULFDOOLQNV$FFRUGLQJWRWKLVGH¿QLWLRQ/DWLQ$PHULFDLV
$PpULFD0yYLO¶VQDWXUDOPDUNHW,WLVDUHJLRQZLWKJUHDWSRWHQWLDOIRUJURZWKZKHUH5RPDQFHODQJXDJHVDUH
SULPDULO\VSRNHQ7KHVHFKDUDFWHULVWLFVWRJHWKHUZLWK$PpULFD0yYLO¶VNQRZOHGJHRIWKHUHJLRQDQGWKH
JHRJUDSKLFDODQGFXOWXUDOSUR[LPLW\WRLWVKRPHFRXQWU\PDGHLWDQDWWUDFWLYHPDUNHWLQZKLFKWRSXUVXHLWV
H[SDQVLRQVWUDWHJ\

Conquering its Natural Habitat
“We are focused on executing a simple, clear business strategy: consolidating our
wireless operations and expanding selectively throughout Latin America. It is a region we know well – it is our homeland!”
$PpULFD0yYLO$QQXDO5HSRUW

7KHLQWHUQDWLRQDOH[SDQVLRQRI$PpULFD0yYLOZDVLQLWLDWHGLQDIDYRUDEOHVHWWLQJDWDWLPHZKHQWKHRQJR-
LQJOLEHUDOL]DWLRQRIWKH/DWLQ$PHULFDQHFRQRPLHVFRLQFLGHGZLWKJRYHUQPHQWVFRQGXFWLQJDXFWLRQVRIWKH
ZLUHOHVVVSHFWUXPWRUDLVHIXQGVIRUVWDWHWUHDVXULHVDQGLQFUHDVHFRPSHWLWLRQ0RUHRYHUPDMRU86WHOHFRP
SOD\HUVZHUHVHOOLQJRIIWKHLU/DWLQ$PHULFDQDVVHWVRQFHWKHLQWHUQHWEXEEOHKDGEXUVWLQ,QDGGLWLRQ
WKHUHJLRQZDVRQFHDJDLQJRLQJWKURXJKHFRQRPLFWXUEXOHQFHVHWLQPRWLRQE\WKH¿QDQFLDOFULVLVLQ$VLD
 DQG5XVVLD  FULVHVZKLFKZHUHIROORZHGE\WKHGHYDOXDWLRQRIWKH%UD]LOLDQ5HDO  DQG
WKH$UJHQWLQH3HVR  
0RVWRI$PpULFD0yYLO¶VDVVHWVZHUHSXUFKDVHGIURPPXOWLQDWLRQDOFRUSRUDWLRQV VHH([KLELW ZKRZHUH
OHDYLQJ/DWLQ$PHULFDLQFOXGLQJ)UDQFH7HOHFRP )UDQFH 9HUL]RQ&RPPXQLFDWLRQV 86$ 7,0,QWHU-
QDWLRQDO ,WDO\  %HOO6RXWK &RUS 86$  %HOO &DQDGD ,QWHUQDWLRQDO &DQDGD  DQG 6%& &RPPXQLFDWLRQV
86$ 6RPHRIWKHPUHWUHDWHGEHFDXVHRIGLI¿FXOWLHVDWKRPHRWKHUVOHIWDIWHUWKHLUEXVLQHVVVWUDWHJLHV



2Q ³QDWXUDO PDUNHWV´ VHH /RXUGHV &DVDQRYD ³/D]RV GH IDPLOLD /DV LQYHUVLRQHV HVSDxRODV HQ ,EHURDPpULFD´  )RUHLJQ
$IIDLUV 6SDQLVKYHUVLRQ YROQ0D\DQG/RXUGHV&DVDQRYD³7HOHIyQLFDODFUHDFLyQGHXQDPXOWLQDFLRQDO´
6tQWHVLV
6SDQLVKDQG3RUWXJXHVH
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LQWKHUHJLRQKDGIDLOHG$PpULFD0yYLOVHL]HGWKHRSSRUWXQLW\WRDFTXLUHWKHVHXQGHUYDOXHGDVVHWVDQGWKHQ
FRQVROLGDWHRSHUDWLRQVE\PDNLQJWKHPPRUHHI¿FLHQWDQGSUR¿WDEOH
,Q$PpULFD0yYLODOVRIRUPHGDMRLQWYHQWXUH7HOHFRP$PpULFDVZLWKSDUWQHUV%HOO&DQDGD,QWHU-
QDWLRQDO %&, DQG86EDVHG6%&,QWHUQDWLRQDOWRH[SORLWZLUHOHVVDQGEURDGEDQGRSSRUWXQLWLHVLQ/DWLQ
$PHULFDDQGWRVHUYHDVWKHSULPDU\LQYHVWPHQWYHKLFOHRIH[SDQVLRQIRUWKHSDUWQHUV$PpULFD0yYLODQG
%&,RZQHGRIWKHMRLQWYHQWXUHDQG6%&7KHWKUHHSDUWQHUVKDGKLJKH[SHFWDWLRQVIRUWKH
MRLQWYHQWXUHDV&DUORV6OLPVWDWHGGXULQJDSUHVHQWDWLRQ
³:LWKLWVH[SHULHQFHGPDQDJHPHQW¿QDQFLDOVWUHQJWKDQGDFFHVVWRWKHH[WHQVLYHRSHUDWLRQDO
H[SHUWLVHRILWVVKDUHKROGHUV7HOHFRP$PpULFDVLVZHOOSRVLWLRQHGWREHFRPHDOHDGLQJSOD\HU
LQ/DWLQ$PHULFD¶VIDVWJURZLQJPRELOHDQGGDWDPDUNHWV´22    

2QFHVHWXSWKHMRLQWYHQWXUHVWDUWHGDFTXLULQJDVVHWVWRSXUVXHLWVVWUDWHJ\LQ/DWLQ$PHULFD)LUVWLWERXJKW
DFRQWUROOLQJVWDNHLQ&RORPELDQZLUHOHVVRSHUDWRU&RPFHOIROORZHGE\ZLUHOHVVRSHUDWRU7HVVIRU
86PLOOLRQ
,Q'HFHPEHU7HOHFRP$PpULFDVZDVUHVWUXFWXUHGWREHFRPHDSXUHZLUHOHVV%UD]LOLDQFRPSDQ\ZLWK
LQWHUHVWV LQ ZLUHOHVV WHOHFRPPXQLFDWLRQV RSHUDWLQJ LQ WKH GLIIHUHQW UHJLRQV LQ %UD]LO ZLWK WKH IROORZLQJ
FRPSDQLHV$7/$PHULFHO7HOHWDQG7HVV$VSDUWRIWKHUHVWUXFWXUHD\HDUODWHU$PpULFD0yYLOERXJKWRXW
&RPFHODQG2FFLGHQWH\&DULEH&HOXODU 2FFHO LQ&RORPELDIURP7HOHFRP$PpULFDV
%XWLQWKHMRLQWYHQWXUHZDVWHUPLQDWHGZKHQ%&,IRXQGLWVHOILQ¿QDQFLDOWURXEOHDQGZDVXQDEOH
WRLQYHVWPRUHPRQH\LQ7HOHFRP$PpULFDVZKLOH6%&FRXOGQRWNHHSXSZLWKWKHG\QDPLFDFTXLVLWLRQ
VWUDWHJ\RI$PpULFD0yYLO$VDUHVXOWWKHODWWHUVHL]HGWKHRSSRUWXQLW\DQGERXJKWRXW%HOO&DQDGD,QWHU-
QDWLRQDO¶VDQG6%&¶VLQWHUHVWVLQ7HOHFRP$PHULFDV
7KHLQFXUVLRQLQWR%UD]LOZDVVWUDWHJLFDOO\LPSRUWDQWEHFDXVHRIWKHFRXQWU\¶VPDUNHWVL]HDQGLWVSRWHQWLDO
IRUJURZWK0RUHRYHU$PpULFD0yYLO¶VQHPHVLV7HOpIRQLFDZDVZHOOSRVLWLRQHGLQ%UD]LODQGKDGEHHQ
SUHVHQW LQ WKH FRXQWU\ VLQFH  ZKHQ LW DFTXLUHG &57 D ¿[HGOLQH DQG PRELOH RSHUDWRU )XUWKHUPRUH
ZKHQWKHVWDWHRZQHGWHOHSKRQHPRQRSRO\7HOHEUDVZDVSULYDWL]HGLQ7HOpIRQLFDKDGDFTXLUHGSDUWRI
WKHFRPSDQ\%XWLWZDVQRWXQWLOZKHQ7HOHIyQLFDERXJKW%HOO6RXWK¶V/DWLQ$PHULFDQDVVHWVWKDWLW
EHFDPHWKHELJJHVWZLUHOHVVRSHUDWRULQWKHUHJLRQ
$PpULFD0yYLO¶VUHJLRQDOVWUDWHJ\LQ%UD]LOZDVFRPSOHPHQWHGLQZLWKWKHSXUFKDVHRIZLUHOHVVOL-
FHQVHVWRRSHUDWHLQYDULRXVUHJLRQVLQFOXGLQJ6mR3DXORDQGWKHDFTXLVLWLRQRI%UD]LOLDQZLUHOHVVRSHUDWRUV
%6(DQG%&3LQDIWHUZKLFKLWFRQWUROOHGVL[ZLUHOHVVRSHUDWRUVLQWKHFRXQWU\$WWKHHQGRILW


22

/RXUGHV&DVDQRYD³$PpULFD0yYLO%XLOGLQJD:LUHOHVV/HDGHULQ/DWLQ$PHULFD´,16($'FDVH)RQ-
WDLQHEOHDX
$PpULFD0yYLOSUHVVUHOHDVH1RYHPEHU
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XQL¿HGDOORILWV%UD]LOLDQDVVHWVXQGHUWKH&ODUREUDQGWRFRPSHWHZLWKPDUNHWOHDGHU9LYRDQG7HOHFRP
,WDOLD¶V7,0&ODURFRQWLQXHGH[SDQGLQJLWVUHDFKLQ%UD]LOE\DFTXLULQJOLFHQVHV
,QSDUDOOHO7HOPH[$PpULFD0yYLO¶VVLVWHUFRPSDQ\ZDVSXUVXLQJDVLPLODUVWUDWHJ\WREHFRPHWKHOHDGLQJ
FRPPXQLFDWLRQVFRPSDQ\LQ/DWLQ$PHULFDE\DOVRDFTXLULQJDVVHWVIURPPXOWLQDWLRQDOVUHWUHDWLQJIURP
WKHUHJLRQ,WSXUFKDVHG$7 7¶VWHOHSKRQHDVVHWVLQ/DWLQ$PHULFDIRU86PLOOLRQDQGDOVRDFTXLUHG
(PEUDWHO WKHPDLQORQJGLVWDQFHRSHUDWRULQ%UD]LO IURP0&,IRU86PLOOLRQ0&,KDGSDLG86
ELOOLRQIRULWVFRQWUROOLQJVWDNHLQ(PEUDWHOZKHQLWZDVSULYDWL]HGLQDQG$7 7KDGVSHQW86ELO-
OLRQEXLOGLQJDNP¿EHURSWLFQHWZRUNLQ$UJHQWLQD%UD]LO&KLOH&RORPELDDQG3HUX%RWKDFTXL-
VLWLRQVDUHDJRRGH[DPSOHRI&DUORV6OLP¶VWUDGHPDUN±LQYHVWPHQWVLQXQGHUYDOXHGDVVHWVDWWKHULJKWWLPH
HPEHGGHGLQWKHDFTXLVLWLRQVWUDWHJLHVRIKLVWHOHFRPPXQLFDWLRQVFRPSDQLHV 7HOPH[DQG$PpULFD0yYLO 
%XWWKHKXQWLQJVHDVRQZDVVWLOORSHQDQG$PpULFD0yYLOZDVRQWKHVFHQWRIDQRWKHUDFTXLVLWLRQ:LWKPRUH
WKDQPLOOLRQVXEVFULEHUVWKH$UJHQWLQHDQZLUHOHVVFRPSDQ\&7,ZDVWKHQH[WWDUJHWDQGLQLWZDV
DFTXLUHGIRU86PLOOLRQ1H[WLQOLQHZDV(PSUHVD1LFDUDJXHQVHGH7HOHFRPXQLFDFLRQHV (1,7(/ 
WKHVROHSURYLGHURIZLUHOLQHVHUYLFHVLQ1LFDUDJXDDQGRQHRIWKUHHPRELOHRSHUDWRUVLQWKHFRXQWU\D
VWDNHZDVDFTXLUHGLQIRU86PLOOLRQ7KHVDPH\HDU0HJDWHODZLUHOHVVRSHUDWRULQ+RQGXUDV
ZDVDFTXLUHG(QODUJLQJLWVIRRWSULQWLQWKHVRXWKHUQSDUWRIWKHUHJLRQDWWKHHQGRI$PpULFD0yYLO
ODXQFKHGPRELOHVHUYLFHVLQ8UXJXD\DQGLQLWDFTXLUHG+XWFKLQVRQ3DUDJXD\IURP+RQJ.RQJEDVHG
+XWFKLQVRQ7HOHFRP7KHVDPH\HDULWHQWHUHGWKH&KLOHDQPDUNHWDFTXLULQJDLQWHUHVWLQ6PDUWFRP
IURP(QGHVD 6SDLQ DQGZHQWRQWRDFTXLUH7,03HUXIURP,WDOLDQEDVHG7,0,QWHUQDWLRQDOIRU86
PLOOLRQ
$PpULFD0yYLOZDVVWLOOKXQWLQJIRURSSRUWXQLWLHVLQHPHUJLQJPDUNHWVZKHQLQLWDFTXLUHGLWV¿UVW
RSHUDWLRQLQWKH&DULEEHDQ9HUL]RQ'RPLQLFDQDIRU86ELOOLRQIURP86EDVHG9HUL]RQLQWKH'R-
PLQLFDQ5HSXEOLF$\HDUODWHULWERXJKW7HOHFRPXQLFDFLRQHVGH3XHUWR5LFRIRU86PLOOLRQ7KHVDPH
\HDULWERXJKWD-DPDLFDQZLUHOHVVRSHUDWRU2FHDQLF'LJLWDOIRU86PLOOLRQIURP2FHDQLF'LJLWDO&RP-
PXQLFDWLRQV
7KHH[SDQVLRQVWUDWHJ\LQ/DWLQ$PHULFDDQGWKH&DULEEHDQLPSOHPHQWHGE\$PpULFD0yYLOKDGEHHQYHU\
VXFFHVVIXO%\DURXQGRIUHYHQXHVFDPHIURPRXWVLGHLWVGRPHVWLF0H[LFDQPDUNHW7KHFRPSDQ\
RIIHUHGPRELOHVHUYLFHVLQ/DWLQ$PHULFDXQGHUWKHEUDQGQDPHV7HOFHOLQ0H[LFR&ODURLQ$UJHQWLQD%UD-
]LO&KLOH'RPLQLFDQ5HSXEOLF(O6DOYDGRU*XDWHPDOD+RQGXUDV-DPDLFD1LFDUDJXD3DUDJXD\3HUX
3XHUWR5LFRDQG8UXJXD\&RPFHOLQ&RORPELDDQG3RUWDLQ(FXDGRU VHH([KLELW 7KLVPXOWLEUDQGVWUDW-
HJ\ZDVGLIIHUHQWIURPWKDWRILWVULYDO7HOHIyQLFDZKLFKRSHUDWHGXQGHUDVLQJOHEUDQG0RYLVWDU H[FHSW
LQ%UD]LOZKHUH7HOHIyQLFD¶VMRLQWYHQWXUH3RUWXJDO7HOHFRPXVHGWKH9LYREUDQG 6XEVHTXHQWO\$PpULFD
0yYLOSURJUHVVLYHO\PRGL¿HGLWVEUDQGLQJVWUDWHJ\E\XQLI\LQJPRVWRILWVZLUHOHVVDVVHWVXQGHUWKH&ODUR
EUDQG





-RLQWYHQWXUHEHWZHHQ7HOHIyQLFDDQG3RUWXJDO7HOHFRP
6PLWK*HUL³7KH7HOHFRP.LQJRI/DWLQ$PHULFD"´%XVLQHVV:HHN0DUFK
7KHODUJHVWWHOHFRPPXQLFDWLRQVVHUYLFHSURYLGHULQWKH'RPLQLFDQ5HSXEOLFZLWKRYHUZLUHOLQHDQGEURDGEDQG
VXEVFULEHUVPLOOLRQ¿[HGOLQHVXEVFULEHUVDQGEURDGEDQGVXEVFULEHUVDVRI'HFHPEHU
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Europe and the United States
³,QWHUQDWLRQDOL]DWLRQDFFHOHUDWHVZKHQFRPSHWLWLRQDUULYHV7KLVPHDQVWKDWFRPSHWLWLRQKDV
DOZD\VPDGHXVEHWWHU:KHQORQJGLVWDQFHFDPHLQWR0H[LFRZHWULHGWRGROLNHZLVHLQWKH
8QLWHG6WDWHV,WZDVYHU\FRPSOLFDWHG:HFRXOGQRWGRLW%XWERWK$PpULFD0yYLODQG7HOPH[
KDYHDFFHVVHG/DWLQ$PHULFDYHU\TXLFNO\GXHWR7HOHIyQLFDFRPLQJLQWRWKH0H[LFDQPDUNHW´
&DUORV6OLP+HO~  
%HIRUH7HOPH[VSXQRII$PpULFD0yYLOLQLWZDVDOUHDG\RSHUDWLQJLQWKH86PDUNHWWKURXJK7RSS
7HOHFRPDQDWLRQZLGHOHDGHULQSUHSDLGZLUHOHVVFRPPXQLFDWLRQV,Q7HOPH[KDGDFTXLUHGRI
WKHFRPSDQ\IRU86PLOOLRQ/DWHURQDVDUHVXOWRIWKHVSLQRIIIURP7HOPH[7RSS7HOHFRPZDV
WUDQVIHUUHGWR$PpULFD0yYLO$\HDUODWHULWVQDPHWUDQVLWLRQWR7UDF)RQH:LUHOHVV,QFZDVDQQRXQFHG
7KHFRPSDQ\PDLQWDLQHGLWVVWUDWHJ\RISURYLGLQJORZFRVWZLUHOHVVSKRQHVDQGSUHSDLGVHUYLFHVWKURXJK
PDMRUQDWLRQDOUHWDLOHUVZLWKDQH[FOXVLYHIRFXVRQSUHSDLGZLUHOHVVWHOHSKRQHV,WSURYLGHGVHUYLFHVWKURXJK
WZREUDQGV7UDF)RQHDQG1HW7KHPDLQGLIIHUHQFHEHWZHHQWKHEUDQGVZDVWKHSUHSDLGPLQXWHUDWHVDQG
VHUYLFHRSWLRQV7UDF)RQHZDVWKHODUJHVWSUHSDLGFHOOSKRQHSURYLGHULQWKH86EXWGLGQRWRZQDQ\ZLUH-
OHVVWHOHFRPPXQLFDWLRQVIDFLOLWLHVRUKROGDQ\OLFHQVHVLWSXUFKDVHGFHOOXODUDLUWLPHIRUUHVDOHLQWKHIRUPRI
SUHSDLGFDUGVRUFRGHVWKURXJKRXWWKH8QLWHG6WDWHV3XHUWR5LFRDQGWKH869LUJLQ,VODQGV:LWKDSSUR[L-
PDWHO\PLOOLRQVXEVFULEHUVLWUHSUHVHQWHGRQO\RI$PpULFD0yYLO¶VWRWDOUHYHQXHV VHHH[KLELW 
)RUVRPHWLPH&DUORV6OLPKDGKDGKLVH\HRQWKH(XURSHDQPDUNHWZDLWLQJIRUWKHULJKWRSSRUWXQLW\(YH-
U\WKLQJDSSHDUHGWREHLQSODFHIRUDGHDOLQ:LWK7HOHFRP,WDOLDVWUXJJOLQJDQDWWUDFWLYHWDUJHWZLWK
JRRGDVVHWVLQ%UD]LOLWVHHPHGWREHWKHULJKWWLPHIRU6OLPWRPDNHDPRYHRQµWKHROGFRQWLQHQW¶,Q$SULO
$PpULFD0yYLODQG$7 7RIIHUHG86ELOOLRQLQDELGIRU7HOHFRP,WDOLD+RZHYHUWKH,WDOLDQV
ZHUHQRWUHDG\IRUDµ1HZ:RUOG¶WDNHRYHUDQGWKH\VHWLQPRWLRQDSODQWRPDLQWDLQWKHIRUPHUVWDWHPR-
QRSRO\LQ(XURSHDQKDQGV,QWKHHQG7HOpIRQLFDDQGDJURXSRI,WDOLDQLQYHVWRUVSDLG86ELOOLRQIRUD
FRQWUROOLQJVWDNHLQ7HOHFRP,WDOLD±DGRXEOHERQXVIRUWKH6SDQLVKWHOHFRPPXQLFDWLRQVFRPSDQ\DV
LWH[SDQGHGLQWRWKH,WDOLDQDQGWKH%UD]LOLDQPDUNHWDWWKHVDPHWLPH
7KXV$PpULFD0yYLO¶VSUHVHQFHUHPDLQHGOLPLWHGWRWKH$PHULFDQFRQWLQHQWDQG&DUORV6OLP¶VDPELWLRQWR
FRQTXHUWKHROGFRQWLQHQWKDGWREHSXWRQKROGIRUWKHPRPHQW

Looking Ahead
7RGDWHWKHH[SDQVLRQRI$PpULFD0yYLOKDVUHOLHGRQDFRPELQDWLRQRIDFTXLVLWLRQDQGRUJDQLFJURZWK
)URP  WR  WKH FRPSDQ\ PDGH  LQWHUQDWLRQDO DFTXLVLWLRQV LQ  GLIIHUHQW FRXQWULHV:KLOH LQ
LWDGGHGPLOOLRQVXEVFULEHUVRQO\FOLHQWVZHUHREWDLQHGWKURXJKDFTXLVLWLRQV LQ3XHUWR
5LFRDQG-DPDLFD $PpULFD0yYLO¶VRUJDQLFJURZWKLVGXHWRWKHVXFFHVVIXORSHUDWLRQVRILWVVXEVLGLDULHV
ZKLFKDUHGULYLQJWKHFRPSDQ\¶VH[SDQVLRQ7KHFRPSDQ\KDVLQGLFDWHGWKDWDIWHUDORQJ³VKRSSLQJVSUHH´



KWWSZZZFDUORVVOLPFRP
$PpULFD0yYLO¶V$QQXDO5HSRUW
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LWLVQRZIRFXVLQJRQ³SUR¿WV´'RHVWKLVPHDQWKDWLWZLOOSXWRQKROGLWVDFTXLVLWLRQVWUDWHJ\WRIRFXVRQ
RUJDQLFJURZWK"2UZLOOLWFRQWLQXHZLWKWKHFRPELQDWLRQRIDFTXLVLWLRQDQGRUJDQLFJURZWKWKDWKDVKLWKHUWR
EHHQVRVXFFHVVIXO"
0RUHRYHUWKHWHOHFRPPXQLFDWLRQVVHFWRULVIDFLQJPDMRUFKDOOHQJHVIURPUDSLGWHFKQRORJLFDOFKDQJHUHJX-
ODWRU\FRPSOH[LWLHVDQGWKH¿QDQFLDODQGFRPSHWLWLYHVWDWXVRIQHZSOD\HUV:LWKWKHUHPRYDORIWKHLQGXV-
WU\¶VWUDGLWLRQDOIURQWLHUVDOWHUQDWLYHFRPSDQLHVKDYHVWDUWHGWRFRPSHWHVXFKDVFDEOHRSHUDWRUV,QQRYDWLYH
FRPPHUFLDOVHUYLFHVLQFOXGLQJWKHEXQGOHGYRLFHGDWDDQGYLGHRSDFNDJHNQRZQDVµWULSOHSOD\¶DUHEHLQJ
RIIHUHGLQ$UJHQWLQD&KLOHDQG8UXJXD\DOWKRXJKWKHUHLVVWLOOOLPLWHGSURJUHVVLQ/DWLQ$PHULFDUHJDUGLQJ
FRQYHUJHQWVROXWLRQV&OHDUO\WKHV\QHUJ\LQ&DUORV6OLP¶VKROGLQJVSDUWLFXODUO\EHWZHHQLWVWHOHFRPPX-
QLFDWLRQVDVVHWV$PpULFD0yYLODQG7HOPH[ZLOO\LHOGDUREXVWUHVSRQVHWRWKLVFKDOOHQJH
:KHQLQ'HFHPEHU7HOPH[GHFLGHGWRFUHDWH7HOPH[,QWHUQDFLRQDOWKHVSLQRIIZDVGHVLJQHGWROHW
LQYHVWRUVWDNHDGYDQWDJHRIKLJKHUUHYHQXHJURZWKUDWHVRXWVLGHRI0H[LFRLQDVHSDUDWHHQWLW\7HOPH[,QWHU-
QDFLRQDOLVD0H[LFDQKROGLQJFRPSDQ\SURYLGLQJDZLGHUDQJHRIWHOHFRPPXQLFDWLRQVVHUYLFHVLQFOXGLQJ
GDWDDQGYLGHRWUDQVPLVVLRQLQWHUQHWDFFHVVDQGLQWHJUDWHGWHOHFRPPXQLFDWLRQVVROXWLRQVSD\FDEOHDQG
VDWHOOLWHWHOHYLVLRQWKURXJKLWVVXEVLGLDULHVLQ%UD]LO&RORPELD&KLOH$UJHQWLQD(FXDGRUDQG3HUXDVZHOO
DVSULQWDQGLQWHUQHWEDVHG<HOORZ3DJHVGLUHFWRULHVLQ0H[LFRWKH86$UJHQWLQDDQG3HUX&RXOGWKLVEH
WKHEHJLQQLQJRID&DUORV6OLP¶VSODQWRFRQTXHUWKHQHZFKDOOHQJHVRIWKHLQGXVWU\VXFKDVWHFKQRORJLFDO
FRQYHUJHQFH":LOOWKHUHEHDPHUJHUEHWZHHQ$PpULFD0yYLODQG7HOPH[,QWHUQDFLRQDOLQWKHQHDUIXWXUH"
  
$OOH\HVDUHXSRQWKHMDJXDU¶VQH[WPRYH




³$PpULFD0yYLOWRIRFXVRQSUR¿WVDIWHUVKRSSLQJVSUHH´5HXWHUV0DUFK
(FRQRPLF&RPPLVVLRQIRU/DWLQ$PHULFDDQGWKH&DULEEHDQ (&/$& )RUHLJQ,QYHVWPHQWLQ/DWLQ$PHULFDQ WKH&DULE-
EHDQ
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Exhibit 1
Carlos Slim and His Holdings (2008)
&DUORV6OLPD0H[LFDQEXVLQHVVPDQLVWKHULFKHVWPDQLQ/DWLQ$PHULFD,QKHEHJDQWREXLOGWKH
IRXQGDWLRQVRI*UXSR&DUVRDQGGXULQJWKHGHEWFULVLVLQ0H[LFRKHGHFLGHGWRLQYHVWKHDYLO\DQG
DFWLYHO\7KHVWUDWHJ\RIEX\LQJGXULQJGLI¿FXOWWLPHVDWORZSULFHVKDVDOORZHGKLPWREXLOGDPDMRUEXVL-
QHVVHPSLUHDQGLVVWLOOEHLQJDSSOLHGLQKLVFRPSDQLHVWRGDWH5HJDUGHGDVDQRSSRUWXQLVWLFEX\HUZKR
QHYHURYHUSD\VIRUDQ\WKLQJKHKDVWUDQVIRUPHGKLVDFTXLVLWLRQVLQWRKLJKYDOXHFRPSDQLHV:LWKDQH\H
IRUVSRWWLQJEXVLQHVVRSSRUWXQLWLHVKHKDVVXEVWDQWLDOLQÀXHQFHLQWKHEXVLQHVVZRUOGSDUWLFXODUO\LQWKH
WHOHFRPPXQLFDWLRQVVHFWRU+LVWKULIWLQERWKKLVEXVLQHVVHVDQGSHUVRQDOOLIHKDVVHWKLPDSDUWIURPPRVW
/DWLQ$PHULFDQEXVLQHVVPHQ
7KHIROORZLQJFKDUWVKRZVKLVFXUUHQWKROGLQJV LQSDUHQWKHVLV LQWKHFRPSDQLHVRIWKH*UXSR&DUVR
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&DUORV6OLPVXPPDUL]HVZKDWKHFRQVLGHUVWREHWKH*URXS¶VEXVLQHVVSULQFLSOHVLQSRLQWVZKLFKKDYH
EHHQFRPPXQLFDWHGWRKLVUHODWLYHVFROOHDJXHVHPSOR\HHVDQGZRUNIRUFH
  
Simple  structures,RUJDQL]DWLRQVZLWKPLQLPDOKLHUDUFKLHVSHUVRQDOGHYHORSPHQWDQGLQWHUQDO
WUDLQLQJIRUH[HFXWLYHV)OH[LELOLW\DQGUDSLGGHFLVLRQPDNLQJ2SHUDWHZLWKVPDOOFRPSDQ\DGYDQ-
WDJHVWKRVHWKDWPDNHJUHDWFRPSDQLHVJURZODUJH
  Maintain  austerityLQJRRGWLPHVLQRUGHUWRVWUHQJWKHQFDSLWDOL]HDQGDFFHOHUDWHWKHGHYHORS-
PHQWRIWKHFRPSDQ\DQGWKXVDYRLGELWWHUO\GUDVWLFDGMXVWPHQWVLQWLPHVRIFULVLV
$OZD\VEHDFWLYHLQPRGHUQL]DWLRQJURZWKWUDLQLQJTXDOLW\DQGWKHVLPSOL¿FDWLRQDQGFRQWLQXRXV
LPSURYHPHQWRISURGXFWLRQSURFHVVHV  Increase  productivity  and  competitiveness;;  reduce  costs  
DQGH[SHQVHVXVLQJJOREDOEHQFKPDUNV
&RPSDQLHVVKRXOGQHYHUEHOLPLWHGE\WKHVL]HRIWKHRZQHURUPDQDJHU'RQRWEHDELJ¿VKLQD
VPDOOSRQGMinimize  investment  in  non-productive  assets.
7KHUHLVQRFKDOOHQJHWKDWZHFDQQRWRYHUFRPHLIZHZRUNWRJHWKHUZLWKclear  objectivesDQG
knowing  the  toolsZHKDYHDWRXUGLVSRVDO
0RQH\WKDWOHDYHVWKHFRPSDQ\HYDSRUDWHV7KLVLVZK\ZHUHLQYHVWSUR¿WV
Corporate  creativityLVQRWRQO\DSSOLFDEOHWREXVLQHVVEXWDOVRWRVROYLQJPDQ\RIWKHSUREOHPV
our
FRXQWULHVIDFH7KLVLVZKDWZHGRWKURXJKWKH*URXS¶V)RXQGDWLRQV
)LUPDQGSDWLHQWoptimismDOZD\V\LHOGVLWVUHZDUGV$OOWLPHVDUHJRRGIRUWKRVHZKRNQRZ
how  to  workDQGKDYHWKHWRROVWRGRVR
2XUSUHPLVHLVDQGKDVDOZD\VEHHQWKDWZHOHDYHZLWKQRWKLQJWKDWZHFDQRQO\GRWKLQJVZKLOH
ZHDUHDOLYHDQGWKDWbusinessmen  are  creators  of  the  wealth  they  temporarily  manage.
6RXUFH$XWKRUVRQWKHEDVLVRILQIRUPDWLRQIURP&DUORV6OLP¶VZHEVLWH ZZZFDUORVVOLPFRP DFFHVVHGRQ
$XJXVWDQG)RUWXQH0DJD]LQH$XJXVW
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Exhibit 2
Ranking of Wireless Telecommunication Operators by Market Capitalization (June 2008)

6RXUFH$XWKRUVRQWKHEDVLVRILQIRUPDWLRQIURP&DSLWDO,4DFFHVVHGRQ-XQH
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Exhibit 3
América Móvil’s International Expansion Time Line (2000-2007)



,Q'HFHPEHU$PHULFD0yYLOVROGLWVVWDNHLQ&RPS86$WR86&RPPHUFLDO
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Exhibit 3 (cont’d)
América Móvil’s Iinternational Expansion Time Line

6RXUFH$XWKRUVZLWKGDWDIURP$PpULFD0yYLO¶VDQQXDOUHSRUWVDQG¿OLQJV
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Exhibit 4
América Móvil’s Presence in different countries in 2007 by Brand and Year of Entry

6RXUFH$XWKRUVZLWKGDWDIURP$PpULFD0yYLO¶VDQQXDOUHSRUWVDQG¿OLQJV
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Exhibit 5
América Móvil’s Revenues by Region, 2007

6RXUFH$XWKRUVZLWKGDWDIURP$PpULFD0yYLO¶VDQQXDOUHSRUWVDQG¿OLQJV
Exhibit 6
América Móvil’s Subsidiaries (2007)

6RXUFH$XWKRUVZLWKGDWDIURP$PpULFD0yYLO¶VDQQXDOUHSRUWVDQG¿OLQJV
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Exhibit 7
América Móvil’s Relevant Financial Data (2007)

6RXUFH$XWKRUVZLWKGDWDIURP$PpULFD0yYLO¶VDQQXDOUHSRUW
Exhibit 8
América Móvil: Share Price Evolution Compared With China Mobile and Vodafone (2000-2008)

6RXUFH&DSLWDO,4DFFHVVHGRQ-XQH
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Exhibit 9
Wireless Penetration, Total Number of Subscribers and Operators in Latin America
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Exhibit 9 (cont’d)
Wireless Penetration, Subscribers and Operators in Latin America

6RXUFH$XWKRUVZLWKGDWDIURP3\UDPLG5HVHDUFK0DUFK LQEROG$PpULFD0yYLO¶VVXEVLGLDULHV 
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Exhibit 10
History of América Móvil

















3XEOLFLGDG7XUtVWLFDDSXEOLVKHURIWHOHSKRQHGLUHFWRULHVLVJUDQWHGDFRQFHVVLRQWRLQVWDOO
DQGRSHUDWHDZLUHOHVVWHOHSKRQHV\VWHPLQ0H[LFR
3XEOLFLGDG7XUtVWLFDFKDQJHVLWVQDPHWR5DGLRPyYLO'LSVD
5DGLRPyYLO'LSVDEHJLQVRSHUDWLQJLQ0H[LFRXQGHUWKH7HOFHOWUDGHPDUN
3ULYDWL]DWLRQRI7HOPH[WKHVWDWHRZQHGPRQRSRO\
$PpULFD0yYLOLVHVWDEOLVKHGDVDVSLQRIIIURP7HOPH[
-RLQWYHQWXUH7HOHFRP$PpULFDVIRUPHGZLWKSDUWQHUV%HOO&DQDGD,QWHUQDWLRQDO %&, 
DQG86EDVHG6%&,QWHUQDWLRQDO
%HJLQQLQJRI$PpULFD0yYLO¶VLQWHUQDWLRQDOH[SDQVLRQ
$PpULFD0yYLOH[SDQGVLQWR&RORPELD
7HOHFRP$PpULFDVLVUHVWUXFWXUHGWREHFRPHDSXUHZLUHOHVV%UD]LOLDQFRPSDQ\)LYH
PRQWKVODWHUDFTXLUHV%HOO&DQDGD,QWHUQDWLRQDO %&, DQG86EDVHG6%&,QWHUQDWLRQDO
SDUWLFLSDWLRQLQWKHMRLQWYHQWXUH
7HOFHOODXQFKHVLWV*60VHUYLFHZLWKFRYHUDJHLQ0H[LFDQWRZQVDQGFLWLHV
7HOHFRP$PpULFDVDFTXLUHVQHZOLFHQVHVLQ%UD]LOWRSURYLGHZLUHOHVVVHUYLFHLQWKHFLW\RI
6DR3DXORLQ3DUDQD6WD&DWDULQDDQGLQ%DKLD6HUJLSH
$PpULFD0yYLOH[SDQGVLQWR1LFDUDJXDDQG(O6DOYDGRU7KHFRPSDQ\EULQJVDOOLWVDVVHWV
LQ%UD]LOXQGHUWKH&ODUREUDQG
$PpULFD0yYLOH[SDQGVLQWR8UXJXD\DQG+RQGXUDV
$PpULFD0yYLOH[SDQGVLQWR3HUX&KLOH3DUDJXD\DQGWKHVWDWHRI0LQDV*HUDLVLQ%UD]LO
$PpULFD0yYLO¶V&KLOHDQVXEVLGLDU\EHJLQVRIIHULQJZLUHOHVVVHUYLFHVZLWK*60WHFKQRO-
RJ\DQGODXQFKHVLWVQHZEUDQG&ODUR,WV&HQWUDO$PHULFDQVXEVLGLDULHVLQ*XDWHPDOD(O
6DOYDGRU1LFDUDJXDDQG+RQGXUDVDGRSWWKH&ODUREUDQGQDPHIRUWKHLUZLUHOHVVVHUYLFH
7KHQHZQDWLRQDODQGLQWHUQDWLRQDO&DOOLQJ3DUW\3D\VUHJLPHFRPHVLQWRHIIHFWLQ0H[L-
FR
$PpULFD0yYLOH[SDQGVLQWR'RPLQLFDQ5HSXEOLF
2Q'HFHPEHUWK$PpULFD0yYLO¶VDQG7HOHFRP$PpULFD¶VVKDUHKROGHUPHHWLQJVDS-
SURYHWKHPHUJHURI7HOHFRP$PpULFDLQWR$PpULFD0yYLOHIIHFWLYHDVRIWKDWGDWH
$PpULFD0yYLOLQWURGXFHVQHZ*VHUYLFHVLQ%UD]LO$UJHQWLQD3DUDJXD\8UXJXD\&KLOH
DQG'RPLQLFDQ5HSXEOLF
América Móvil expands into Puerto Rico and Jamaica.
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