Guest editorial

Firm’s innovation in Latin America: between persistent features and new
challenges

Firm’s innovative behavior and performance have become a central topic in economics and
management research. Several academic streams have shed light on the theoretical
foundations of innovation processes, its drivers and constraints, showing the crucial role of
firm behavior for the performance of the firms themselves but also for their impact in the
economic growth and social welfare at country and regional level (Le Bas and Scellato, 2014;
Fagerberg and Verspagen, 2009; Chandler et al., 1999; Nelson, 1991).

Latin America has a long tradition on the study of firms’ technological behavior, from
both the studies of the industrial and developmental economics (Katz, 2001; Perez, 1983) and
from themanagement studies (Malaver, 1999; Olavarrieta and Villena, 2014). Moreover,
many research studies have recently illustrated some particular features that affect
innovation in Latin-American firms, indicating some persistent difficulties related with
innovation activity: firm’s low productivity (Aboal and Tacsir, 2018; Grazzi and Pietrobelli,
2016); weak systemic linkages (De Fuentes and Dutrenit, 2012; Erbes et al, 2010; Rapini
et al, 2009); small critical mass of innovative firms, which focuses on innovation strategies
based on the acquisition of machinery and equipment (Frank et al, 2016; Barletta et al.,
2016); and lack of human capital to achieve radical innovations (Grazzi and Jung, 2016;
Bello-Pintado and Bianchi, 2018).

These persistent problems are in turn related with new challenges that have also been
discussed in recent research works. For example, the emergence of new challenges related to
the skill-biased effect of innovation in the formal employment (Zuniga and Crespi, 2013;
Pereira and Tacsir, 2019), and how it affects the self-employment opportunities by
entrepreneurship in a region characterized by a large informal sector (Lederman et al., 2013;
Hall et al,, 2012). On other hand, recent studies have payed attention to the relevance of
nonfinancial constraints to innovate and the complementary effects of diverse innovation
constraints (Santiago, De Fuentes and Gras 2017). In addition, several case studies have
contributed to understand the firms’ innovation patterns in the region (Gutman and
Lavarello, 2014; Figueiredo, 2010).

With this regard, one of the main challenges for research on firms’ innovation still
indicated in these studies is on what are the drivers of firm innovation in the region.
Particularly, researchers call for more evidence to shed light on the disconnection between
innovation and the firms’ financial performance in Latin America (Santos et al, 2014;
Cassoni and Ramada-Sarasola, 2012) and to what extent the recent policy efforts have been
impacted in the firm’s innovation patterns (Berrutti and Bianchi, 2019; Rocha, 2015).

This special issue responds to the need of building a robust shared understanding of the
innovation process in Latin America. The aim is to contribute in that research collective
endeavor by offering an updated compilation of works on the persistent and new challenges
that innovative firms are facing in Latin-American countries using different theoretical
perspectives and sophisticated methodological approaches from both quantitative and
qualitative research designs studies.

The studies compiled in this special issue present evidence from eight countries (Brazil,
Argentina, Mexico, Colombia, Chile, Ecuador, Peru and Uruguay), covering both the larger
and more diversified economies and small countries with different levels of development.
Moreover, they offer original knowledge in the field, around several hot topics: absorptive
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The findings from a multiple case study on the Peruvian manufacturing industry
(Cabrera and Gonzalez, 2019 in this issue) and from network analysis applied to analyze
innovation strategies in a traditional sector of the Uruguayan industry (Galaso et al., 2019 in
this issue) as well as from econometric estimates on the Ecuadorian manufacturing firms
354 (Rodriguez and Rochina, 2019 in this issue) show that innovative activities are persistently
focused on external acquisition of knowledge embedded in machinery and equipment. On
the contrary, in a traditional but science-based sector, Paranhos ef al. (2019 in this issue)
offer a novel analysis on the relevance of the formalization of R&D activities in the
innovation path of the Brazilian large pharmaceutical firms. Using a multiple case study,
these authors analyze the linkage between Brazilian large pharma and the universities,
stressing how different political events, from the changes on the intellectual property
regulation to vertical health industrial policies, have signed the recent development path.

Considering knowledge-intensive activities in the bigger Latin-American countries,
Stezano and Oliver Espinoza (2019 in this issue) conduct a comprehensive analysis of the
innovation performance of the Mexican biotechnology firms. This article not only confirms
the theoretical consensus on the relevance of innovative capacities and experience to achieve
new marketable biotech products but also shows unexpected findings, which suppose a new
challenge for Latin-American firms in science-based sectors. These authors show the clear
positive effect of the scientific knowledge base of the firm but the weak and unclear effect of
management capacities related to market strategies and organizational strategies in the
innovation performance. These findings suggest that science-based sectors in the regions
are based on the science-driven innovation but still face regular relevant constraints in the
business model development.

In the same vein, Lachman and Lépez (2019 in this issue) show how cost and budget
constraints affect the firm’s growth in the Argentinean suppliers for precision agriculture
activities. This article reveals the recent development of a high-tech emergent sector
strongly related to the traditional and more competitive activities in this country. Moreover,
the authors explain how knowledge barriers, mostly related to scant diffusion of technical
basis and potential benefits of precision agriculture, affect the adoption of these
technologies. In particular, distinguishing user based from supplier-based obstacles to
innovate, this paper offers novel insight for public policies.

In addition, these papers (Stezano and Oliver Espinoza, 2019; Lachman and Lépez, 2019
in this issue) contribute by adapting suitable methodological designs to deal with “small 7”
firms samples, which has been one of the most frequent challenges for quantitative
empirical studies in high-tech sectors in Latin America.

On another side, analyzing Colombian firms, Vega-Jurado et al (2019 in this issue)
theoretically discuss the concept of absorptive capacities following a novel approach for
Latin-American firms. These authors use a structural model to apply a methodological
approach that consider top management team features — diversity and coordination —
showing that while the former attribute does not have significant incidence in the firms’
absorptive capacity, team management coordination positively affects absorptive
capacities. In doing so, these authors introduce the analysis of socialization capabilities as
moderator between management coordination and the absorptive capacities of the firm.
This article sheds light on a hot topic that has received relatively less research attention in
Latin America, as the human side of absorptive capacities, specifically on how individual-
based resources can be transformed in systematic knowledge capabilities.
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Following with the analysis based on national innovation surveys, Montégu ef al. (2019 (Guest editorial
in this issue) address a classic question in the innovation literature, which has also received
relatively little attention in Latin-American economies. These authors conducted an
econometric estimation of the effects of competition intensity on innovation effort and
innovation performance in Chilean firms. Their findings show an inverted U-shape
relationship between these variables, but a positive effect of competition on innovation
propensity rather than on innovation results is also observed. These results are particularly 355
relevant for the region because of the insufficient evidence on the link between innovation
market incentives and innovation behavior has been recognized as bottle neck for the design
of innovation policy mixes that addresses the articulation between innovation policy and
competition regulation.

On other hand, using social network analysis, Galaso et al. (2019 in this issue) revisit the
question on innovation strategies of the firm, distinguishing between make or buy strategies
in the rubber and plastic sector of Uruguay. The article shows how the agents that have
more direct linkages in the network are more likely to follow an innovation strategy based
on buying external knowledge. On the contrary, it is more likely that agents who are in a
noncentral but intermediary position in the sectoral network follow an innovation strategy
based on make innovation. These results contribute filling the knowledge gap on the effects
of the collaborative external linkages on the innovation process in traditional sectors.
Showing how the place that the agent holds in the network captures the determinants of a
typical crucial but hardly an observable concept is the firm’s innovation strategy. In
addition, these authors analyze a novel question for the region, showing the critical role of
the industrial chambers in the innovation fluxes within the sectoral network.

This brief summary shows that the set of researches compiled in this issue offers a
comprehensive landscape of firm'’s innovation in Latin America. Moreover, these works give
empirical and theoretical support for further research.

First, although the critical mass of Latin-American firms involved in innovation
activities is small, there is a rich variety of agent engaged in innovation process in both high
tech and traditional sectors.

Moreover, these papers show that the innovation activity in the region is affected for a
number of factors, internal and external to the firm. Innovation is determinant for firms and
economic growth in Latin America; however, its effects are the consequence of multiple
factors, internal and external factors. For instance, these research studies stress the
importance of firm’s human capital and skills, R&D investment and technology acquisition
strategy. However, we observed that firms are very sensitive to the dynamics of sectors
(traditional vs high tech) and innovation system where companies are located.

Firm’s innovation in Latin-American countries roughly show two faces. First, the whole
economy mostly concentrated in traditional sectors where innovation activities are oriented to
enhance competitiveness through modernization. Second, the emergence of knowledge-based
activities that have shown a growing path as a business sector themselves (i.e. biotechnology
and agriculture precision based on ICT) but mostly pervading traditional productive fabric.
Therefore, the articulation of national effort to promote the convergence between traditional
and new activities appears a critical strategic goal.

With this regard, the question about resource allocation, priority setting and oriented
policies is open. Several countries in Latin America have promoted a wide range of
innovation policies in the past years with nonconclusive results (Lopez, 2009). In this special
issue, we observed robust evidence on firms' determinant of competitiveness, R&D
investment and developing capabilities around new organizational forms and production
systems that may report on a new and more accurate policy design.
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MRJIAM Finally, the special issue points to further research in several areas that should be

17.4 analyzed in Latin-American countries. Research in the region is largely focused in the

’ manufacturing industry but less in services sector. Specialized services but also traditional

ones must be deeply analyzed from the innovation—value creation perspective. In the same

vein, research studies have paid more attention to input-output analysis, but, as some

articles in this issue have shown, the human side of innovation and the challenge of firms

356 around strategies of make-buy require more attention. In particular, addressing the

challenges of adopting open and collaborative innovation strategies in a context with highly
heterogeneous agents.
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