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ABSTRACT 
 
To reduce the dependency on a few large-scale enterprises, Swedish cluster formations may 
be important. Mjärdevi Science Park in Linköping, Sweden, is a geographical concentration 
of firms and one network within the park is the HomeCom Project.  
 
The object of this thesis is to analyse how a co-operational network can come about, operate 
and progress to contribute to industrial dynamics within the locality. The thesis is a case-study 
of the HomeCom Project, to learn whether this project has the required features to contribute 
to the clustering process and thus higher levels of industrial dynamics and competitive 
advantage of the home communications industry in Linköping. 
 
The theoretical platform is based on Porter’s Diamond-model, which explains the occurrence 
of clusters. Theories of external economies complement Porter’s theories, while oligopoly 
theory will be introduced to offer a different perspective. In our model of analysis, the four 
determinants of the Diamond (factor and demand conditions, related and supporting 
industries, and local competition) will be used to explain how the HomeCom Project may 
strengthen or weaken the clustering process. Theories on external economies will complement 
the Diamond. Increased competition and competition with oligopolistic tendencies will be 
used as two components to explain the impact on the Diamond determinants. 
 
The latest addition to the ongoing IT-development in Linköping is home communications, 
which is a comprehensive term, used for communications technologies within households and 
firms. The HomeCom Project was formed in 2000, and aims to survey, define and take 
advantage of the expertise of home communications supposed to be held in Linköping.  
Marketing serves as a motivational force underlying the project. The HomeCom Project was 
initiated jointly by the municipality of Linköping, Mjärdevi Science Park and a journalist 
from the local newspaper Östgöta Correspondenten. 
 
The empirical findings show that the HomeCom Project may be considered to comprise 
several ingredients that may stimulate and upgrade the four determinants of the diamond. The 
project may thus contribute to the clustering and in consequence promote industrial dynamics 
and competitive advantage by stimulating the determinants. Through the features of the 
project in terms of participants and activities, demand and factor conditions may be improved, 
and related and supporting industries may be encouraged to enter or establish in Linköping. 
By having the potential of improving the other determinants of the Diamond, the project may 
also serve to increase local competition, which is of vital importance for reinforcing the 
clustering process. But there are also difficulties and attitudes that may impede the reaching of 
the project’s goals. The strong positions, held by the established competitors involved in the 
production of home communications technology, may together with the strong ties to the 
university serve as an entry barrier. Furthermore, with the co-operation and connections 
already established, a more or less sub-conscious agreement over the creation of entry barriers 
may be facilitated.  
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THESAURUS: 
 
Cluster a geographical concentration of firms and other parties involved in 

an industry. 
 
Clustering process  firms (and other parties involved in an industry) locating and 

concentrating with a geographical area.  
 
Deductive using knowledge about things that are generally true in order to 

think about and comprehend particular situations and problems. 
 
External economies positive effects accruing within a geographical cluster and 

occurring outside the individual firm’s immediate range of 
activities.  

 
Heuristic learning by discovering things for oneself. Observation and 

analysis lead to the discovery of something before unknown. 
 
Holistic the principle that a phenomenon or being is more than the addition 

of its parts. 
 
Inductive using particular facts and examples to form general rules and 

principals. 
 
Industrial dynamics the capacity of rapid transformation and progress within an 

industry. 
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1 INTRODUCTION 
 

1.1 Background 
 
Traditionally, Sweden has long been an economy highly dominated by a few large-scale 
enterprises, thus giving those enterprises a strong influence on the Swedish economy. 
Fluctuations in profitability of these large companies have had a direct impact on the Swedish 
economy. Regarded almost as national natural treasures , the focus in Swedish economic 
policy making has  followed the same trend, expecting companies such as Volvo and Ericsson 
to generate income and employment regardless of the overall business environment in 
Sweden and individual economic incentives. These views have been reflected in the Social 
Democratic party’s policy of commerce during much of the post war period. Economic 
developments over the past decades have highlighted the vulnerability of such dependence, 
implying it is time for a shift in focus.   
 
The dependency of the Swedish large-scale companies displays itself on a national as well as 
a regional level. To reduce this dependency and to meet the intensified international 
competition there is a need for small to medium sized enterprises that can form a solid  
platform for economic growth in Sweden. Swedish cluster formations might play an important 
role  in this development.  
 
Mjärdevi Science Park in Linköping, Sweden, is a geographical concentration of firms with  
emphasis on information technology. The information technology in Mjärdevi is divided over 
four industries: telecommunication, software development, electronics and home 
communications. Mjärdevi Science Park is the result of a longstanding close relationship 
between the local business community and the leadership of the municipality. One network 
within Mjärdevi Science Park, that may be considered another outcome of this close 
relationship, is the HomeCom Project. In addition to the municipality of Linköping, 
Linköping University and other local parties, the project involves producers of home 
communication technology. These firms are severe competitors but are supposed to co-
operate  within the network.  
 
For companies to have close working relationships with the local authorities or with other 
companies on some level in the production chain is not unusual. However, co-operation, 
within the legal bounds, between competitors must be considered unusual. Also, for a local 
authority to take an active involvement in a project like the HomeCom Project is not common 
. A network bringing all these interests together, caught our attention and will serve as basis 
for this thesis.    
 

1.2 Problem of Investigation 
 
The concentration of companies in so called regional clusters, have gained a new and 
increased importance for economic growth and employment in Sweden during the 21st 
century. Two underlying causes are the new economic geography in Europe1 and the 
development of information technology. (Söderström, H.T. (ed), 2001) 

                                                           
1 Reduction in trade barriers (for example increased free trade and higher mobility of factors of production), 
together with an increased integration among European nations expands the home market to include all of 
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The rapid pace of development of information- and communication technology is, along with 
the new economic geography, expanding the home market for Swedish companies. The 
information technology makes geographic distance between company and market less 
important when information can be supplied faster and in larger amounts than ever before. 
This creates new and enlarged possibilities for companies to market their products and 
services, and makes it easier for consumers to gain information to strengthen their bargaining 
skills and enlarge their options. (Carlsson, B. 1999; Krugman, P., 1996; Söderström, H.T. 
(ed.), 2001) 
 
So why the heightened importance of regional clusters in the Swedish economy when markets 
increasingly tend to be global? An intensified competition between European firms along with 
an increased and faster flow of information, has transformed the entrepreneurial conditions2. 
One strategy to meet the changing requirements is to act in a close geographic environment, 
near and with information about competitors, venture capital, competent labour force and 
potential consumers. (Söderström, H.T. (ed.), 2001) 
  
The economic debate as how to create an appropriate business environment that will stimulate 
cluster formations, usually results in conclusions within macroeconomic areas.3 However, the 
“entrepreneur spirit” and cluster dynamics cannot be fully explained and understood by these 
general factors. Some regions have been successful despite a high level of various 
regulations4. Economic growth in these regions is constituted of a sector of small companies, 
within tight industrial districts, that has shown high levels of productivity and investment 
since the 1970s, despite above “obstacles”. (Berggren, C. et al., 1999) 
 
Silicon Valley and Route 128 around Boston are examples of clusters where the regional 
dynamics cannot be explained by solely economic factors. Analysis of these industrial 
concentrations, highlights the importance of non-economic factors for the development of 
economic effects through networks within locally based clusters. Both the Italian and the 
American regions have been characterised by strong networks, both formal and informal, 
between the entrepreneurs and various other parties, such as universities and venture capital 
companies. (Berggren, C. et al., 1999) 

 

                                                                                                                                                                                     
Europe. The new economic geography therefore creates new possibilities for trade as well intensifying the 
competition between firms that earlier performed on more or less disparate market. (Krugman, P., 1996; 
Söderström, H.T (red.), 2001) 
2 Swedish companies are more than ever before forced to stay updated with the technological development, find 
out and meet the needs and demands of the consumers, observe the actions of competitive firms, attract investors 
and recruit competent and well-educated employees 
3 Concerning taxation policies, labour legislation and other regulations concerning for example savings, and the 
provision of venture capital. 
4 Such as high income- and business taxation, high employment protection regulations, a low developed capital 
market and powerful labour unions. Regions in the North East and centre of Italy are examples of regions with 
such characteristics. 
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1.3 Object 
 
The object of this thesis is to perform a case-study of the HomeCom Project and analyse how 
a co-operational network can come about, operate and progress to achieve a position where 
co-operation may contribute to the clustering process of the home communications industry 
within Linköping.  
 
To fulfil this purpose we have adopted a model, based on chosen parts of the theory on 
competitive advantage of nations, by Michael E. Porter. Under the assumption that this model 
is prolific, we will apply it to the HomeCom Project. Hence we hope to learn whether this 
project has the required features to contribute to the clustering process and thus the ability to 
achieve higher levels of industrial dynamics and competitive advantage of the home 
communications industry in Linköping. 
 
In order to achieve our object we will attempt to answer the following questions: 
 
• Which are the goals and aims of the HomeCom Project and the different parties involved? 
 
• What activities do the project comprise, to fulfil these goals and aims? 
 
• Who are the parties involved and what roles do they play within the HomeCom Project? 
 
• Does the project comprise difficulties and attitudes that may limit the clustering process? 
 

1.4 Methodology 
 
The  thesis will contain two theoretical chapters, which outline the empirical part and provides 
a framework for the analysis. Of these, the first chapter  will present Michael E. Porter’s 
theories of competitive advantage of nations. Porter’s theories of competitive advantage of 
nations will be used as the theoretical platform since the theories are based on the Diamond-
model, which explains the occurrence of geographical concentrations of firms – clusters, and 
the ability of an industry to reach higher levels of industrial dynamics. Hence, the chosen 
parts of Porters international competition theory, will concern the Diamond-model and the 
determinants within. It may be argued that it is inappropriate to apply Porter’s theories on a 
local study, but we claim that Porter’s theories of competitive advantage is enough established 
when it comes to describe industrial dynamics both within  local and national clusters.  
 
Marshall’s theories on external economies will complement the theories of Porter. The 
theories of competitive advantage may be supplemented by theories on external economies 
since the theories are in close relation to each other. We consider it beneficial to add game 
theory to the theories on external economies, since these theories may explain difficulties in 
co-operation between competing firms. The theoretical framework will also include an 
introduction of theories on oligopoly. Finally, the second theoretical chapter will present our 
model in which we combine the theories to provide a framework of analysis. 
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1.4.1 A Qualitative Case-study 
 
The chosen methodology for this thesis is to perform a case-study of the HomeCom Project. 
There are four characteristics, which are essential to qualitative case studies – they are 
particularistic, descriptive, heuristic, and inductive.  The thesis  will be particularistic since it 
is not focused on any networks or co-operational projects but the HomeCom Project. The 
thesis will be qualitatively descriptive since the empirical findings, and the analysis will be 
described in a verbal rather than  numeric way. It will be heuristic since the thesis aims to give 
extended knowledge of the project by presenting the background of  the project, discussing 
the prospects of the project, and summarising the project. However, the thesis will not be 
inductive , since theories will outline the empirical chapter and provide a basis for the 
analysis, and thus the thesis will not be theory neutral. The inductive methodology is founded 
on the idea that the researcher should begin the investigation of a phenomenon, by performing 
theory neutral observations.  The objection against inductive methodology is that it is 
practically impossible to do observations and data collections without direction by 
presumptions, and to do theory neutral observations. 
 
When analysing a current activity, a case-study may be preferable , assuming that relevant 
variables cannot be manipulated, meaning that the study will focus on  things as they are right 
now, when the HomeCom Project is a reality. There are some aspects of performing a case-
study that are similar to using the historical method, but the unique strength of a case-study is 
that it allows the researcher to deal with several different types of empirical material 
(documents, artefacts, interviews and observations). Furthermore, in this thesis we aim to 
answer questions of the type “why” and “in which way”, and for this a case-study is the most 
appropriate. (Merriam, S. B., 1993, p.23) A descriptive case-study does not attempt to test a 
hypothesis, but rather to collect as much material as possible to analyse, searching for 
connections between the components of the study, connections that may be used for further 
hypothesis testing studies. (Hartman, J, 1998, p. 229)    
 
Another advantage with a case-study is its natural limitation of the field to be studied. By 
performing a case-study a limited system is identified as focus for the research. (Merriam, S. 
B., 1993, H, p. 24) In some instances case studies are meant to give a picture of an overall 
phenomenon, however, it may not be proper to draw any conclusions about similar projects, 
based on conclusions and analysis of the particular project. Regarding case studies, there are 
no guidelines concerning the methodology of data collection or analysis of information. Since 
the object of this thesis is not to test a hypothesis or to quantify the qualities of the HomeCom 
Project, but to describe the qualities of, and to understand the entirety of the project, the data 
collection will be qualitative and not quantitative.  
 

1.4.1.a Hermeneutic Theory and Qualitative Investigations 
 
The hermeneutic theory strives for comprehension  and description of people’s life world and 
it is the ground of qualitative methodology - a qualitative methodology aims to create and 
develop a hermeneutic theory. As in the case of the positivistic theory the hermeneutic theory 
may be used for prediction and explanation, but in a different way. A hermeneutic theory 
provides  understanding for an individual or a group of individual’s life world, and explains 
the actions of human beings. If one put oneself in the life world of an individual or a group of 
individuals, one may imagine how the individual or the group may act in different situations. 



 12

A qualitative investigation has as object the life world of people, and is characterised by the 
goal  to reach an understanding for the life world. The traditional view of the research process 
is analytical induction implying a process of planning, collection of data, and analysis of the 
data to reach a theory. The collection of data is assumed to be theory neutral and to generate a 
theory itself.  
 
We want the methodology for the collection of data to be qualitative since a qualitative 
methodology allows the researcher to achieve a deeper understanding of the whole 
phenomenon. This is achieved by finding  out things that would not reach the researcher if he 
or she was  strictly limited to focus on the parameters determined by the variables occurring 
in the chosen theories. But we will depart from the traditional view of the research process - 
analytical induction - since the hardest critics on inductive methods, claim that the researcher 
will always have presumed ideas about the issue for investigation, and it is not possible to 
perform a research with neutrality concerning theory.  Therefore a theoretical framework is 
set to outline the empirical and analytical chapters. The theoretical framework guides the 
collection of empirical data, and hence the empirical findings will depend on the chosen 
theories.  
 

1.4.2 Data collection 
 
The thesis  will consist of primary material collected via five personal and one computer 
supported interview with representatives from the main parties involved in the HomeCom 
Project. . The primary material will be supplemented by secondary material, of which most 
was  found on the Internet.  
 
The main part of the  secondary material collected from the Internet, is assembled from the 
homepage of the HomeCom Project. Information collected from a  homepage may have a 
promoting and marketing, rather than a scientific and instructive purpose, and thus  may  put 
the reliability in question . Material on the Internet may also easily be changed through 
updating or removal, hence, the source of information may be difficult to cross-reference. 
However, with  the HomeCom Project being  a very young project there are not many 
alternatives left, besides interviews, but the Internet as a source of material.  

1.4.2.a Conducting the Interviews 
 
Since the methodology of collecting material is qualitative rather than quantitative, there is no 
need to do a random selection. When interviews are used as a material collecting instrument, 
the selection may be done in several ways and there are no specific rules. In this dissertation 
the selection will consist of the so-called snowball technique. The method implies that every 
interview leads to new ideas of interviewees, and names mentioned in one interview are 
considered for  in new interviews. (Svenning C, Metodboken, 1997, p. 103-105)  
 
All interviews but one5 were conducted personally and in a semi-structured  way, since there 
are much to gain from performing such interviews.6 But there are also dangers associated with 
personal interviews. The interviewer may affect the answers in several ways: the interviewee 

                                                           
5 No personal interview could be arranged with Nokia but the formula was sent and answered by e-mail.  
6 If an interview is unstructured there are great possibilities for the interviewees to make their own wordings and 
formulations, corrections concerning the information may be done afterwards, and the answers do not have to be 
anticipated by the interviewer. 
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may answer in a way he or she thinks is preferred by the interviewer; the interviewer may 
direct the answers by his or her body language or facial expressions; or the interviewer may 
construe the answers incorrect. (Svenning C, Metodboken, 1997, p. 113-114) 
 
The interviews are collected in a qualitative way since a formula was  used  more  as guidance 
for the interviewer, rather than  a standard for the interview. If the interviewee by answering  
one or several questions, also answered  another question or by telling about the project, 
without the particular question being posed, that  question was left out. . The questions were 
not always asked  in the same order as they were put on the formula, and questions were 
sometimes added during the interview. The idea was to make the interview more like a 
conversation where the interviewee could influence  the interview  within the limits  of the 
aim and theories of this thesis . 

1.4.2 Validity 
 
The  validity of a thesis is depending on the collection of material, in the sense that the 
phenomenon, which is presupposed to be examined, must in fact be the one examined. Using 
a qualitative method offers possibilities such as  asking  dissimilar questions about the same 
phenomenon, and  do further and deepening research, until the answers and empirical findings 
concern the intended phenomenon and nothing else. Whereas the empirical material of this 
thesis is collected in a qualitative method through personal interviews with a non-random 
selection, the validity  ought to be high. (Hartman, J., 1998, p. 207; Jensen, M. K., 1995, p. 
63-64) 
 

1.4.3 Reliability 
 
Qualitative methods face severe difficulties concerning the reliability  since there normally is 
an absence of standardisation. In the use of open interviews there is no possibility to make 
conclusions about the reliability of the total amount of the interviews since the conduction of 
the interviews vary more or less. Hence, it will be difficult to argue that the methodology will 
provide the same results every time it is utilised. To contradict the impact of irrelevant factors 
on the empirical findings, their appearance must first be recognised. The authors  must then 
conclude if the impact of these factors may be eliminated or not, or how the empirical 
findings may be affected. (Hartman, J., 1998, p. 207; Jensen, M. K., 1995, p. 63-64) 
 
In this thesis,  the conclusion will be that there may be several irrelevant factors affecting the 
empirical material. We assume these factors, beside those mentioned in the sector Conducting 
the Interviews, may involve unwillingness of a firm to inform about difficulties in networking 
with competitors, to reveal misgivings about the outcomes of the project, to declare the full 
contents or critical details of the co-operation between the competitors. To keep the reliability 
high, the impact of these factors will be taken under consideration within the empirical and 
analytical chapters. 
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1.4.4 Delimitations and Assumptions 
 
The thesis  will be limited to the home communications industry in the region of Linköping, 
although representatives of this industry might be found outside this region.   
 
We will regard the theory of Porter and the Diamond-model as prolific and we will also 
assume that the conditions outside the city of Linköping are given. The outcome of the 
HomeCom Project, is hence independent of and separated from the conditions within other 
national clusters. To learn whether this project has the requirements necessary to contribute to 
the clustering process of the home communications industry in Linköping, we will only 
investigate the internal characteristics and activities of the project. 
 
The outcome and consequences of the HomeCom Project may not be discerned but years 
from now. Hence, the authors of this dissertation do not lay any claims to perform any 
analysis but of a speculative character, about the projects prospects. 
 
The interviewees are assumed to represent their respective entity and hence we assume the 
answers would be the same irrespective of the chosen interviewee. 
 
There are several parties involved in the HomeCom Project, but we have chosen to perform 
interviews with a limited number of participants since we claim these interviewees to be 
central actors within the project. These interviews were performed between June 5, 2001 and 
August 24, 2001, and our analysis and conclusions will therefore be limited to relate to this 
period alone.  
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1.5 Disposition 
 
After the introduction, the theoretical framework and our model is presented in chapter two 
and three. The theoretical framework includes Porter’s Diamond-model, theories of external 
economies, and theory of oligopoly. Chapter four presents the empirical findings, which are 
primary material collected through interviews complemented with secondary data. Finally, 
chapter five provides the analysis of the dissertation in terms of effective and ineffective 
economic outcomes of the project, and chapter six presents the conclusions. The figure below 
presents an overview of the thesis. 
 
Figure 1.1: General Disposition of the Thesis 
 

 
Chapter 1: Introduction 

 
Chapter 2: Theoretical Framework 

 
 

The Diamond-model  Theory of   Theory of
   External   Oligopoly 
   Economies 
 

 
 

Chapter 3: Our Model of Analysis 
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2 THEORETICAL FRAMEWORK 
 
In this chapter Michael Porter’s theories on competitive advantage of nations will be 
presented to provide a theoretical framework for the empirical findings and the analysis. 
Theories of external economies and game theory will complement Porter’s theories while 
oligopoly theory will be introduced to offer a different perspective. Porter’s theories of 
competitive advantage of nations will be used as the theoretical platform since the theories 
are based on the Diamond-model, which explains the occurrence of geographical 
concentrations of firms – clusters, and the capability of an industry to achieve high levels of 
industrial dynamics. 
  

2.1 Competitive Advantage of Nations 
 
Porter’s theories on competitive advantage of nations, has its point of departure in the 
question: why do some nations succeed and others fail in international competition? He 
departs from the more common and traditional macroeconomic explanations and takes on a 
microeconomic approach. Instead of explaining competitiveness on the national level, he 
argues, the parameters of productivity must be understood and therefore the focus must be on 
specific industries and industry segments. (Porter, 1998, p. 1-10) 
 

2.1.1 Different Types of Competitive Advantage 
 
There are two basic types of competitive advantage, which implies higher productivity than 
competitors: lower cost and differentiation7. Firms get successful relative their competitors by 
transforming innovations8 into competitive advantage by for example earlier exploitation of 
the economies of scale, earlier reduction of costs through cumulative learning, earlier 
establishing of brand names and relations to consumers, earlier obtaining of the best location 
and distribution channels, than the competitors. (Porter, 1998, p. 37-47) 
 

2.1.2 Sustaining Advantage 
 
There are three circumstances critical to the sustainability of the competitive advantage: 
 
• The source of the advantage: Advantages such as low costs of labour or inputs may easily 

be imitated by competitors while advantages associated with technology processes, 
product differentiation based on unique products or services, brand names based on 
cumulative marketing efforts, etc. are more sustainable9. 

• The number of sources of the advantage: A firm with only one competitive advantage 
associated with lower costs, may easily be imitated by competitors. 

• The upgrading and improvement of the firm: In the long run sustained competitive 
advantage requires upgrading and improvement of the sources into more sustainable 
types. (Porter, 1998, p. 49-51) 

                                                           
7 Differentiation provides possibilities to produce unique and superior products in terms of quality, special 
features, or after-sale service. 
8 The most typical causes of innovations that shift competitive advantage are; new technologies; new or shifting 
demands; new industry segments; shifting input costs or availability; changes in government regulations. 
9 They are not only more sustainable competitive advantage but are also associated with higher productivity.  
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2.1.3 The Diamond and the Determinants of National Advantage 
 
There are four features of the nation that creates an environment in which local firms 
compete. These four features, which cause or impede competitive advantage, are: 
 
1. Factor conditions 
2. Demand conditions 
3. Related and supporting industries 
4. Firm strategy, structure and competition (Porter, 1998, p.  71) 
 
The mutually reinforcing relationship between the four determinants is illustrated in the so-
called Diamond-model: 
 
Figure 2.1: The Determinants of the Diamond 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

Source: Porter, 1998 
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2.1.3.a Factor conditions 
 
Factors, as defined by Porter, may be divided into five broad groups: 
 
1. Human resources: the quantity, skills, knowledge and costs of labour. 
2. Physical resources: the quality, access and cost of physical components of the nation. 
3. Knowledge resources: the stock of scientific, technological, and market knowledge. 
4. Capital resources: the amount and cost of capital.  
5. Infrastructure: the quality, type and cost of infrastructure. (Porter, 1998, p.  74-75) 
 
Competitive advantage are dependent on how efficiently and effectively the factors are used 
and three distinctions may be done among the factors. The first distinction divides factors into 
basic or advanced factors11. The second distinction is between generalised and specialised 
factors12. The third distinction is whether the factors are inherited (such as location or natural 
resources) or created by the nation. Advanced, specialised, and created factors yield more 
sustainable advantages than basic, generalised, or inherited, and are necessary to achieve 
sophisticated forms of competitive advantage. (Porter, 1998, p.  76-78, 80-81) 

2.1.3.b Demand conditions 
 
The second determinant of competitive advantage is the home demand conditions. There are 
three characters of the composition of the home demand that are important to competitive 
advantage: 
 
1. Segment structure of demand: A nation’s firms may gain competitive advantage in global 

segments representing a large or highly visible share of the home demand, or large 
segments that demands more sophisticated forms of advantages. 

2. Sophisticated and demanding buyers: Sophisticated and demanding homebuyers press the 
local firms to innovate, and their presence is as important to maintain competitive 
advantage as to achieve them.  

3. Anticipatory buyer needs: A nation’s firms may gain competitive advantage if the needs of 
the home market anticipate the buyer needs in other nations. (Porter, 1998, p. 86-92) 

 
Other aspects of the home demand are: 
 
1. Size of home demand: A large home market may yield competitive advantage and if 

economies of scale are present, if the products are not demanded in other nations, and if it 
encourages investments, reinvestments, or dynamics.  

2. Number of independent buyers: The presence of several independent buyers better 
stimulates innovations, compared to a market dominated by only one or two buyers. 

3. Rate of growth of home demand: The rate of growth of investments in an industry is to a 
large extent a function of how rapidly it’s home market is growing.  

                                                           
11 Basic factors involve natural resources, location, unskilled or semiskilled labour, and debt capital, and 
advanced involves digital data communication infrastructure, highly educated such as engineers and computer 
scientists, research departments of universities etc.. 
12 Generalised factors include a supply debt capital, the highway system, or a pool of collage educated labour and 
may be  deployed within a wide range of industries, while specialised factors include narrowly skilled labour, 
infrastructure with specific proprieties, knowledge bases in particular fields, and other factors that are necessary 
for a limited number of industries or a single industry. 
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4. Early home demand: Provided the home demand anticipates demand in other nations, early 
local signals pressures the local firms to move before foreign competitors.  

5. Early saturation: early saturation at the home market presses the local firms to innovate 
and upgrade. 13(Porter, 1998, p. 92-97) 

 

2.1.3.c Supporting and Related Industries 
 
The third determinant of the Diamond is the presence of supporting and related industries14. 
Related industries are firms with whom firms in other industries may co-ordinate or share 
activities, or firms that produce complement products. The presence of home based related 
industries often leads to new competitive industries, and gives opportunities to informational 
and technological exchange. (Porter, 1998, p.  100-107) 
 
Competitive advantage in supplier industries yields potential competitive advantage to firms 
in many other industries in several ways. First, the firms get effective, rapid and early access 
to the most cost efficient input. Second, even more important are the opportunities of 
continued co-ordination between home based supplier and buyer industries, in terms of 
innovation and upgrading processes. Third, competitive advantage emerge from close 
working relations among home based supplier and buyer industries.15 (Porter, 1998, p.  100-
107) 
 

2.1.3.d Firm Strategy, Structure, and Domestic Competition 
 
The environment in which firms are created, organised and managed as well as the nature of 
domestic competition constitutes the fourth determinant. Porter especially highlights the 
profound impact of domestic competition on the process of innovation and the prospects for 
international success. (Porter, 1998, p.  107-109) 
 

2.1.4 Domestic Competition 
 
According to Porter, there is a strong correlation between strong domestic competition and the 
creation and sustaining of competitive advantage. Strong local competition is gainful because 
it pressures the local firms to improve and innovate. Both domestic and foreign competition 
creates pressure to lower costs, improve quality and innovate, but domestic competition not 
only pressures firms to innovate, but to innovate in ways that upgrade the competitive 
advantage and makes it more sustainable. The advantage that comes simply from being 
localised in the nation16 is nullified by domestic competition. (Porter, 1998, p.  117-120)  
 
The process of domestic competition may also alter national advantages that are external to a 
particular firm. The pressure of domestic competition forces the local firms to try alternative 
approaches and strategies, to create different products and to cover many segments which 

                                                           
13 By innovation and upgrading the firms may lower the prices, to introduce new features of the products, 
improve the products and provide incentives to replace old products with new ones. 
14 Especially those exposed to and involved in international competition. 
15 Information, new methods and possibilities to apply new technologies, new insights and ideas are easily 
transmitted from supplier to buyer industries, and the competitive industries have the opportunity to impress the 
suppliers technological efforts and development activities. 
16 Such as factor costs or the character or size of the home market. 
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leaves little to foreign competitors to exploit. The stock of knowledge and skills in a local 
industry accumulates by imitation by other local firms, and by labour moving between firms. 
These external effects are reflected and augmented by the geographic proximity where 
information flows rapidly and forces the firm to move fast to sustain advantage. (Porter, 1998, 
p.  120)  
 
The intensity of domestic competition depends on the entry of new competitors. Entry is also 
vital to the upgrading of competitive advantage, since it stimulates the process of innovation 
in an industry. The process by which new firms are created in a nation bears significantly on 
the competitive advantage of national industries. (Porter, 1998, p.  120-121)  
 

2.1.5 Relationships among the Determinants 
 
The effect of a determinant is affected by the status of the other determinants, and according 
to Porter, domestic competition has an especially severe influence.  
 

2.1.5.a The Influence on Factor Conditions 
 
Factor conditions are perhaps the most influenced by domestic competition. Several firms that 
compete severe with each other stimulate rapid creation and development of factors. The 
presence of several competitors not only signals the importance and potential of the 
industry17, but also leads to the reduction of risks when performing investments to create 
specialised facilities and knowledge, both in the public and private sector. (Porter, 1998, p.  
132-135) 
 
Demand conditions also affect the creation of factors. A disproportional share of the demand 
of a certain product, or an unusual stringent and sophisticated demand tend to increase the 
likelihood of governmental consensus concerning the performance of factor creating 
investments, and to canalise social and private investments to the creation of factors. (Porter, 
1998, p.  135-136)  
 

2.1.5.b The Influence on Demand Conditions 
 
Intensive domestic competition stimulates and creates and upgrades home demand through 
product and market innovations. The presence of a number of strongly competitive local firms 
function as teachers of local consumers, making them more sophisticated and more 
demanding since they will expect a lot more attention. (Porter, 1998, p.  136-138)  
 

2.1.5.c The Influence on Supporting and Related Industries 
 
Factor conditions and factor creative mechanisms, may affect the development of related 
industries through spill-over of skills, knowledge and technology. But once more, the largest 

                                                           
17 A single firm may have influence over factor creation, especially if the firm has large influence over the 
economy in a particular region or city. But a whole group of firms do have far more opportunities to stimulate 
the factor creation. 
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impact come from domestic competition. A group of internationally successful firms who acts 
globally canalise global demand of the domestic supplier industry. (Porter, 1998, p.  138-139)  
 
Under the pressure that grows out of severe domestic competition, the suppliers must upgrade 
and innovate to avoid being replaced. While an isolated firm must make a lot of noise to get 
attention, a whole group of competitors may easily get the desired attention. Competitors may 
also raise the standard of competition in the supplier industry, by entering it. (Porter, 1998, p.  
139-140)  
 

2.1.5.d The Influence on Domestic Competition 
 
Demand conditions leads to domestic competition when the home consumers seek more 
suppliers and encourage entry, and highly sophisticated consumers may also enter themselves. 
The reaction of their entry from other firms upgrades furthermore the whole domestic 
industry18. (Porter, 1998, p.  140-142)  
 
A new entry is encouraged directly or indirectly by strong national positions within related 
industries. Suppliers, especially those who are internationally successful, often enter customer 
industries. Even if international suppliers themselves can not enter, they are often sources of 
spin-off firms. (Porter, 1998, p.  142-143)  
 
A third influence on domestic competition is the role the mechanism of the creation of 
specialised factors (for example significant laboratories, or academic institutions) play, 
concerning the sources and enabling of entry in an industry. (Porter, 1998, p.  143)  
 

2.1.6 Domestic Competition, Geographical Concentration and the 
Diamond 
 
Two elements – domestic competition and geographical concentration – have an especially 
large influence on transforming the Diamond into a system. Domestic competition since it 
upgrades the whole national Diamond, and geographical concentration since the mutual 
reinforcement of the determinants within the Diamond is enhanced through geographic 
concentration. The concentration of competitors, consumers and producers leads to efficiency 
and specialisation, and, even more important, to improvement and innovation. The entry 
process also encourages geographic concentration. Spin-off companies have a tendency to 
locate close to the parent company, not only to remain in the same location but also to 
maintain already established relations. Suppliers, customers or related industries tend to enter 
within the same locality as well. (Porter, 1998, p. 154-157) 
 
Proximity leads to an increase in concentration and the flow of information. It also tends to 
limit the information outside the cluster since the communication takes on such forms that 
leak out slowly19. The concern for economic interests in the short run may dominate the 
concern for efficient flows of information, which strengthen the whole cluster’s position in 
international competition. (Porter, 1998, p.  131-132, 148-152, 154-157) 
 
                                                           
18 Spin-off companies that are formed by former employees of sophisticated consumers may give the same 
effect. 
19 Such forms may be face-to-face communication.  
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2.2 External Economies 
 

2.2.1 External Economies and Geographical Proximity 
 
External economies are benefits that are external to the individual firm, but accrue within a 
geographical cluster of competitive firms. External economies will arise due to the spill over 
of knowledge and information, technology and innovation from one firm to others. The spill- 
over effects constitutes external economies together with the benefits of specialisation within 
an industry. (Krugman, P., 1991, p. 39-40; Porter, M., 1998, p.144) 
 
According to Alfred Marshall, there are three separate reasons as to why firms chose a 
localisation in geographical proximity to other companies. These three reasons are constituted 
by better access to 
 
• Employees and employment  
• Factors of production 
• Knowledge and information 
 
All of these are important aspects of external economies since they concern the process of 
innovation and upgrading competitive advantage. (Krugman, P.,1991, p.40; Porter, M.,1998, 
p.144) 
 

2.2.1.a Better Access to Employees and Employment 
 
Industrial clusters provide a concentrated labour market by attracting several firms to the 
same location. Skilled labour will then be attracted to the cluster as well, since the 
concentration of firms offers extended possibilities to find a preferable employment. The 
labour market will be self-reinforcing. Firms are likely to locate where they will easily find 
skilled employees, and firms located within a cluster with a concentrated labour market will 
be able to lower costs of recruiting. Clusters signal opportunities, and reduce the risk of 
relocation for employees and hence the labour market may be further geographically 
concentrated, with an increased number of employees relocating to a region where there are 
several firms in need of their skills. (Krugman, 1991, p.40; Porter, M., art. 1998, p.81)  
 

2.2.1.b Better Access to Factors of Production 
 
The supply of factors of production will be more diversified and provided to a lower cost 
within a cluster. A manifold of geographically concentrated firms will be more successful in 
attracting local suppliers than a single firm. The supplier industries may be encouraged to 
innovate and invest in specialised equipment, which might otherwise have been associated 
with risk or unprofitable with a scarce number of buyers. Improved factors of production will 
increase the efficiency within the buyer industries, and further reinforce the cluster process. 
(Krugman, P., 1991, p.51; Porter art. 1998, p.81) 
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2.2.1.c Better Access to Knowledge and Information 
 
Technological know-how effects and the flow of knowledge and information between firms 
constitute the third source of firm concentrations. Knowledge and information will flow easier 
within a close geographical proximity, and new ideas and innovations may be incorporated 
and refined among the firms within the cluster. Extensive market, technical and competitive 
information accumulates within a cluster, and in addition, personal relationships and 
community ties foster trust and facilitate a continued flow of information, which further 
makes knowledge and information more transferable. A single firm may not be able to keep 
all the information and knowledge to itself and the spill over will enhance the benefits 
generated by better access to knowledge and information, to gain the whole industry or all 
industries within a nation. (Krugman, P., 1991, p.41; Porter, M., 1998, p.81, 144)  
 

2.2.2 External Economies and Co-operating Competitors 
 
Firms may benefit by acting collectively, rather than as single entities. However, the firms 
may be reluctant to operate together whereas co-operation may be perceived as colliding with 
short-term objectives. There may be a sub-conscious fear that a growing cluster will further 
attract competitors, which may elevate costs, or increase the risk of employees moving to 
competitors or spin-off firms. Nevertheless firms may realise that several participants in the 
cluster are not in direct competition, and those long run benefits, such as an extended access 
to skilled employees, for example, might outweigh any increase in competition. (Porter, art. 
1998, p. 88) 
 
Collective action in the private sector have traditionally focused on seeking subsidies and 
special favours from the government, actions that often result in a distorted competition. 
Nevertheless, long-term interests may be better served if working to extend the competition, 
rather than limit it. Trade associations or similar institutions may provide a forum for 
exchange of ideas, and offer a focal point for collective action to handle certain business 
obstacles affecting the entire industry. (Porter, art. 1998, p. 88-89) 
 
The willingness of competitors to co-operate and to act collectively may be explained by 
game theory (se the box below). 
 
Box 2.1: Game Theory 
 
Game Theory  
 
When the utility or payoff of a firm, is affected by not only its own actions, but also by the 
actions taken by competitors, the firm is involved in a game of strategy. This game of strategy 
can be defined as an abstract set of rules that limits the behaviour of the players involved, and 
therefore defines the outcomes based on the actions taken by the players. (Schotter, A, 1997, 
p.214)  
  
Prisoners‘ Dilemma 
 
Co-operation between competitors requires some form of mutual understanding, or an actual 
agreement. The participants must trust each other in order to reach the goals set for the co-
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operation. If they do trust each other, they may enjoy the advantages of acting collectively. 
Nevertheless, if the competitors cannot communicate properly, or do not trust each other they 
will all, in a critical situation, follow a strategy they believe will bring the most profitable 
outcome for themselves, irrespective of the actions of their competitors, rather than sticking to 
the agreement. Under these circumstances each player will in the end be worse off. This 
situation is called the Prisoners’ Dilemma. (Gardner, R, 1995, p.101-103; Schotter, A, 1997, 
p.253)    
 
 
 
Arbitration and Mediation  
 
One of the first obstacles in reaching a lasting agreement between companies is agreeing on 
the terms for the agreement. Should this obstacle prove to be big enough, with a complete 
failure to reach an agreement, the parties can, in some well-defined situations turn to an 
arbitrator to supply an agreement for them. The decision reached by the arbitrator is final, 
when the decision may be overruled, the process called mediation instead. Mediation is 
different from arbitration.  The purpose of a mediator is to get the two sides talking to each 
other, not to impose an agreement on them. The intention is to make the parties work through 
their disagreements and head toward an agreement.  A mediator can, and usually does, make 
suggestions to the two sides, and put proposals on the table. What the mediator cannot do is to 
make a decision that is binding on either of the firms involved. The mediator is at best a 
facilitator, not a decision-maker. (Gardner, R, 1995, p.357-359)   

 

2.3 Theory of Oligopoly 
 
Oligopolistic market structures are embraced by industries characterised by a small number of 
competing firms, which accounts for a significant fraction of the industry’s production. These 
firms tend to dominate the industry and newcomers find it difficult to enter and establish 
within such an industry. Prices are typically administered instead of being set by the market 
forces. (Lipsey, p.266-267) 
 
Several factors may explain why some industries tend to be dominated by a few firms. There 
may be both natural or created causes of dominance. Natural causes are economies of scale 
and economies of scope20, while created causes may be due to strategic behaviour of the firms 
themselves. To dominate the industry the remaining firms must create and sustain entry 
barriers. (Lipsey, p. 267-268) 
 
Oligopolistic behaviour is always a strategic behaviour, and in deciding on strategies 
oligopolistic firms face a dilemma between competing or co-operating. The firms within in an 
oligopolistic industry may gain more profits if they co-operate, but they are also tempted with 
even more profits if it defects while the other companies co-operate. The oligopolistic firms 
may maximise their joint profits if they co-operate to produce among themselves the 
monopolistic output. The temptation to defect from the co-operation with competitors may be 

                                                           
20  Buying out competitors, or by merging with competitors, or by driving competitors into bankruptcy through 
predatory practices. 
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too strong, and if all firms choose this strategy the industry will end up with fewer profits for 
each firm. (Lipsey, p. 268-269) 
 

2.3.1 Co-operation or Competition? 
 
If the oligopolistic firms choose to co-operate in order to restrict the production and to raise 
prices, their behaviour is collusive. Collusion may occur with or without an explicit 
agreement21. When there is no actual agreement to collude the collusion is tacit. (Lipsey, p. 
270-271) 
 
The willingness of competitors to co-operate and collude may be explained by game theory 
(se Box 2.1 in section 2.2.2). 
 
The relative strengths of the incentives to co-operate and to compete vary from industry to 
industry. They depend on observable characteristics of firms, markets and products. The 
incentives to co-operate are stronger: 
 
• For a small number of firms than for a larger number and a few firms may easier agree 

tacitly to collude. 
 
• For producers of similar products than for producers of sharply differentiated products. 

Firms with similar production compete more directly and will face more difficulties in 
gaining advantage over competitors.  

 
• In a market with a high rate of growth than in a contracting market, since the firms in a 

growing market are tempted to lower prices.  
 
• When the industry is dominated by one firm rather than containing a group of equal 

competitors. The dominating firm may become a price leader and its decisions may 
become a focus for tacit agreement. 

 
• When there are no, or limited non-price competition. The competition will instead take 

other forms such as advertising, innovations and product improvements, etc. This will 
increase the costs and reduce profits if prices remain unchanged.   

 
• When there are strong barriers to entry. The high profits attract new entrants, who will 

lower prices and thus profits. If the entry barriers are high, the less willing will newcomers 
be to enter, and thus the higher the profits may be for existing producers in case of co-
operation. (Lipsey, p. 273-274) 

 
 
The willingness and ability to co-operate is theoretically explained by game theory, see the 
box below.  
 

                                                           
21 But cartels through explicit agreements are illegal. 
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2.3.2 The Importance of Entry Barriers 
 
When there are no natural entry barriers in an oligopolistic market structure, the firms must 
create entry barriers themselves to earn profits in the long run. There are several types of 
created barriers: 
 
• Brand Proliferation: The manifold of existing brands is partly due to consumers’ taste, 

but it may also have a discouraging effect on newcomers. If the existing firms are already 
producing a multiplicity of brands the expected sales of a new entrant will be smaller. 

 
• Set-up Costs: In markets where strong brands are established through heavy advertising, 

an entrant will face a large initial advertising expenditure. Any set-up costs have the same 
effect as advertising, in creating entry barriers.  

 
• An Application: Combining brand proliferation and advertising, i.e. selling different 

brands of the same product may create an entry barrier. The numerous existing products 
will discourage the new entrant in the same way set-up costs do. 

 
• Predatory Pricing: This strategy may be costly in the short run in terms of lost profits, but 

in the long run an effective entry barrier may be established. Potential newcomers may be 
discouraged from entering by the reputation about price-cuts by existing firms. (Lipsey, p. 
274-275) 
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3. OUR MODEL OF ANALYSIS 
 
This chapter  consists of a presentation of our model of analysis, and the components on 
which the model is built on. All the components are already introduced in chapter two, but in 
this section they will be combined. The illustration of the model will be followed by a short 
explanation of how the components will be combined. This illustration will be succeeded by a 
presentation of the components within the model, explaining how they will be applied on the 
HomeCom Project. 
 

3.1 Combining the Theories 
 
Figure 3.1: Combining the Theories 
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22 In our model of analysis we will talk about local competition only. Porter highlights both domestic and local 
competition, local competition when it concerns geographical proximity. 
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The point of departure in our model of analysis, will be Porter’s Diamond-model. Porter’s 
theories of competitive advantage of nations will be used as the theoretical platform since the 
theories are based on the Diamond-model, which explains the occurrence of geographical 
concentrations of firms – clusters. The mutual relationship of the four determinants of the 
Diamond, is strengthened through geographical proximity. The Diamond will be used to 
explain how the HomeCom Project may strengthen or weaken the clustering of the industry of 
home communications, in Linköping, through the mutual relationship among the Diamond 
determinants. Given the condition of the national Diamond and given the condition of the 
determinants in other cities and regions, the regional condition of the determinants within 
Linköping, may still be affected by the HomeCom Project. Theories on external economies 
will complement the Diamond-model, in our model, since external economies may be a 
favourable outcome of the Diamond and clustering, in terms of industrial dynamics and 
competitive advantage. A clustering process is not in itself sufficient for external economies 
to come about. The occurrence of external economies is dependent on co-operation, 
communication, and the exchange of information, among the different parties – not only 
competitors – within the cluster.  
 
The occurrence of increased competition or competition with oligopolistic tendencies will in 
turn affect the Diamond. Increased competition and competition with oligopolistic tendencies 
will be used as two components, which will cause mutual reinforcement or deterioration 
among the determinants. By initiating increased competition or competition with oligopolistic 
tendencies, the project may have a positive, or alternatively a negative impact, on the 
clustering process, external economies and industrial dynamics within home communications 
in Linköping.  

3.1.1 Increased Competition or Competition with Oligopolistic 
Tendencies 
 
Competition and oligopolistic tendencies will constitute two parameters affecting the four 
determinants of the Diamond, and accordingly the other components – clustering and external 
economies - within our model. Competition is not presented in an own subchapter in chapter 
2, as the theories on oligopolistic tendencies are, except from being particularly presented as 
an important part of the Diamond determinant Firm Strategy, Structure, and Domestic 
Competition. We have still chosen to illustrate competition as an unique  parameter in our 
model of analysis, even though and since competition works as a red line throughout the 
whole diamond-model - the four determinants of the Diamond are all influenced by domestic 
competition, in a competitive, industrial point of view. Competition is also an essential part of 
the clustering process and for the occurrence of external economies. Decreased competition 
through oligopolistic tendencies, may thus have an impact on the determinants in a way that 
disadvantage the industry of home communications in Linköping. We will try to discern 
activities and attitudes indicating increased competition or increased tendencies towards 
oligopoly of the already established firms within home communications in Linköping.  
 

3.1.2 The Determinants within the Diamond 
 
Although the four determinants are especially influenced by domestic competition, the 
relationship among them is mutual, and also competition itself is affected by the condition of 
the other determinants.      
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Factor Conditions: Factor conditions are perhaps  most influenced by entry and local 
competition since several competing firms stimulate the creation of factors better than a single 
or a few firms. Factor conditions may also be improved if the home demand to provide initial 
and sustained incentives to investments and innovations in more and more sophisticated 
technology, processes, and products, and to stimulate competition. We will therefore 
investigate if and how the project aims to improve factor conditions within home 
communications in Linköping, what the activities are to improve factor conditions, who the 
different parties  involved in the project are, and what roles they may play for the 
improvement of factor conditions.  
 
Demand Conditions: By increased competition the homebuyers will get a lot more attention 
than if the number of competitors were smaller. By getting more attention the buyers will be 
more demanding and sophisticated, and thus the incentives for investments and innovations 
will increase. If the firms work as local teachers of the home demand, through HomeCom 
Project, they may  influence  the character of the homebuyers. More sophisticated and 
demanding buyers will encourage entry. We will therefore investigate if and how the project 
aims to improve demand conditions within home communications in Linköping, what the 
activities are to improve demand conditions, who the different parties  involved in the project 
are, and what roles they may play for the improvement of demand conditions.  
 
Related and Supporting Industries: Increased competition among supporting and related 
industries will also improve  the buyers and increased competition may come from an 
increased number of suppliers or firms occupied with a production related to home 
communications. Hence it is essential what the HomeCom Project may do to improve the 
entering process concerning related and supporting industries. We will therefore investigate if 
and how the project aims to encourage entry, what the activities  to encourage entry are, who 
the different parties  involved in the project are and what roles they may play for the 
encouragement of entry.  
 
Local Competition: Demand and factor conditions increase competition when homebuyers 
seek more suppliers and encourage entry, and when factor creative bodies enable or constitute 
sources of entry, and a strong presence of related and supporting industries also encourage 
entry and thus increase competition. We will therefore examine and analyse if and how the 
project aims to increase competition23, what the activities  to increase competition are, who 
the different parties  involved in the project are and what roles they may play for the 
augmentation of competition.  
 

3.1.3 Clustering 
 
As pronounced in the end of chapter two, it is not only domestic competition that has an 
especially large influence on the character and functionality of the diamond as a system, but 
the clustering process  as well. Domestic competition upgrades the whole diamond, but in the 
occurrence of a geographical cluster, the mutual reinforcement of the four determinants is 
enhanced. The clustering process is also essential to an industry, since it may induce external 
economies within the geographical concentration of firms.  We will analyse if and how the 
project aim to direct the industry into the process of clustering, by taking into account who the 
                                                           
23 Increase competition through entry and through the impact on demand and factor conditions, and on related 
and supporting industries. 
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different parties are involved in the project and what roles they may play the activities that 
implies efforts to attract actors involved in home communications.  
 

3.1.4 External Economies 
 
External economies are external to a single firm and accrue within geographical clusters due 
to better access to employment and employees, and factors of production, and spill over of 
knowledge and information.  Therefore we will analyse how the activities within the frame of 
the project may increase or decrease the supply of labour, capital, or other factors of 
production, but especially the conditions and attitudes affecting the flow of information and 
knowledge. Reluctance or keenness of communicating and exchanging ideas, information, 
knowledge etc., may have different impacts on the scope of external economies and thus on 
the industrial dynamics within the industry of home communications in Linköping. If the 
project provide a forum for communication and exchange between the firms, then it may 
strengthen the external economies by improving the flow of information and knowledge.  
 

3.1.5 Further Clustering and Industrial Dynamics 
 
If the HomeCom Project is successful in stimulating the determinants of the Diamond the 
clustering process of the industry of home communications in Linköping, may evolve and 
endure. The clustering process may initiate an exchanging flow of information and 
knowledge, which, together with an extended labour market, may bring about external 
economies. The cluster will grow by the encouraged entering process, the extended pool of 
competent employees, and the increased number of suppliers and related industries. In the 
advantageous environment within the cluster, industrial dynamics will be stimulated. 
 
If the HomeCom Project is unsuccessful in stimulating the determinants, and causes 
oligopolistic tendencies instead of increased competition, the clustering process will be 
constrained. With a limited entering process, labour market and flow of information, external 
economies is unlikely to arise as in the former situation where the project brought about 
increased competition. Hence the industrial dynamics within industry of home 
communications in Linköping, will be restricted. 
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4 EMPIRICAL FINDINGS 
 
This section of the thesis  will attempt to describe the development and features of the 
HomeCom Project in Linköping. First, the chapter will provide a brief description of the 
background of the information technology and home communications industry in Linköping, 
followed by a short presentation of the home communications industry today and an 
introduction to the home communications concept. The presentation and description of the 
HomeCom Project will constitute the main part of the empirical findings. The background 
and the initiation of the project will be described as well as the goals and finally the 
difficulties and potential obstacles the project entails.  
 

4.1 The Home Communications Industry in Linköping 
 
In terms of technology there has been a rapid development, starting during the past decade. 
Computers and other digital equipment became smaller, faster and cheaper, enabling the 
Internet and email to become part of everyday life. In response to the demand for technology, 
several new industries within the IT-sector have emerged over the past five to ten years. The 
technology known as home communications is an attempt to further refine, and find new areas 
of usage for the Internet technology. (Hedéren, J., 2001, p.33; Homecom.org4, 07-26-01)  
 

4.1.1 History 
 
The tradition of using information technology in Linköping is not restricted to the recent 
decade, but has been a vital part of Linköping’s industrial community for almost half a 
century. The starting point was when Saab, traditionally the most renowned company in town, 
needed computerised calculations in order to improve their aeroplanes. Saab’s increasing 
dependency on computer technology triggered a need for employees with skills in, and 
knowledge of high technology. The increased need of employees with high technology skills 
influenced the establishing of the Technology Institute of Linköping, which in 1975 earned its 
university accreditation. A Saab spin-off company called DataSaab soon moved beyond the 
aerospace industry, turning into a business basically focusing on computerised technology. 
Further spin-off companies stemming from DataSaab as well as from research departments of 
the Technology Institute, formed the foundation for the rapid development of the IT-industry 
displayed by Linköping during the 1990s. (Hedéren, J., 2001, p.33; Homecom.org4, 07-26-
01) 
  

4.1.2 The Industry Today 
 
As of the recent years, Ericsson Centre for Wireless Internet Integration, Nokia and Kreatel 
Communications, have simultaneously and independently developed computer systems, 
meant to connect households to fast computer networks (broadband) with a broad variety of 
contents. They have all chosen to locate in Mjärdevi Science Park, situated in close proximity 
to the University. Gathered around the three competitors are several other companies more or 
less involved in the development and production of home communications technology. 
(Homecom.org4, 07-26-01) 
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4.1.2.a Home Communications 
 
The latest addition to the ongoing IT-development in Linköping is home communications. 
Home communications is a comprehensive rather than established term used for 
communications technologies to be used in the households. This term is comprised of various 
individual technologies, such as home servers, set-up boxes, e-boxes etc. In addition, home 
communications may be further divided into three different aspects. The first aspect is the 
outward communication with the surrounding society, and the second aspect is the intra-home 
connection of various pieces of household equipment with the home communications 
technology. Finally, the third aspect is the usability, which entails regarding the technology 
from a user point of view, and which demands the technology may face concerning usability. 
In any aspect, home communications is a very broad area of research, both in terms of 
technology and the equipment needed, as well as finding the adequate contents. (University, 
01-08-24)  
 
The basic intention with home communications entails gathering all the information to reach 
the households through various technological channels (TV, radio, computers etc.) into one 
single digital source. This merging of different technical solutions, often called convergence, 
has one main purpose to fill; provide a single point of access to the various technical systems 
connected to the home communications network, such as the electronic equipment in the 
households (for example screens, cameras and VCR). The next step would be to link these 
together via a network, accessible through a fixed as well as a mobile communications 
network. The aim is to create a home communications network that may be accessed 
whenever, and wherever the consumer wishes. (HomeCom booklet, 2000, p.28-29) 
 
There are various different aspects, all necessary but none in itself sufficient, to explain home 
communications. First of all, networks with enough capacity for a high-speed transmission of 
the relevant information must be provided. To connect to these network service terminals, for 
instance a PC or TV, are required. Second, there is the content rendering the technology its 
relevance, for example TV programmes or newspapers, software, games, education, e-
commerce, home security and healthcare. Finally, and of equal importance, there is the 
logistics aspect. Items ordered and bought using home communications technology need to be 
transported and delivered physically to the consumers, and this delivery must be integrated 
into the system in a way that is natural and functional for its users, consumers as well as 
suppliers. (HomeCom booklet, 2000, p. 29-30) 
 
Due to the physical characteristics of the technology, and the desirable contents (especially in 
terms of services) of home communications, local government has an important part to fill for 
the successful implementation of the home communications technology. The technology may 
be highly developed, but for the technology of home communications to be valuable a 
network infrastructure is necessary. To reach the intended purpose of home communications, 
transmission networks, such as fibreoptic cables for broadband connection, need to be 
installed. There are several communications networks comprising the network infrastructure, 
and the high-capacity data transmission in the backbone networks involves for example 
fibreoptic cables but also other technological solutions like radio link systems and satellites. 
Laying fibreoptic cables to connect households to suppliers, may be regarded as an activity 
resulting in a public good. Therefore, there may be a need for political involvement and local 
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consensus for continued development of the backbone network and thus the home 
communications. (HomeCom booklet, 2000, p. 91-92, 99) 
 

4.2 The HomeCom Project 
 
The HomeCom Project was formed late in the summer of 2000, aiming towards surveying, 
defining and taking advantage of the expertise of home communications supposed to be held 
in Linköping. The focus this far has primarily been on creating possibilities for concrete 
projects where home communications may be displayed and tested. The work in the project is 
done in accordance with, and inspired by the referential group comprised of representatives 
from Ericsson, Nokia, Kreatel, the Municipality of Linköping, Linköping University, 
Mjärdevi Science Park, Santa Anna IT Research Institute, AB Stångåstaden, 
Universitetsholding AB and Östgöta Correspondenten. This referential group is at present 
“technology intensive”, but the ambition is to gradually extend this forum to other sources of 
knowledge and competence, for example radio/TV, healthcare, trading, education and 
logistics, when establishing the content part of home communications. (Annerud, 07-26-01; 
Ericsson 06-25-01; Hederén, 06-05-01; Kreatel, 07-04-01; Municipality, 08-24-01; Nokia, 07-
05-01) 
 

4.2.1 The Background of the Project 
 
The basis of the HomeCom Project was founded back in the early eighties when the local 
newspaper in Linköping, Östgöta Correspondenten, together with the Municipality of 
Linköping, construed an arrangement called 24-hours of IT (IT-dygnet). Along with this 
arrangement, the newspaper started to run an annual theme supplement called Datorstradan, a 
series of articles aiming to survey the rate of growth and dynamics of the information 
technology industry within the region of Linköping. While creating the edition of year 2000 
of the supplement, the newspaper and in particular Jan Hederén, the journalist responsible for 
the theme supplement and former information manager at Ericsson, observed the 
establishment of a strong technological cluster in Linköping within the industry of home 
communications. Two world leading companies and severe competitors, Nokia and Ericsson, 
were operating within a new line of business, i.e. broadband- and home communications. 
Further, it was noticed that Kreatel, a company founded and based in Linköping, was working 
within basically the same industry segment, all meanwhile researchers at Linköping 
University was doing research in the field.  At the same time there was also a number of other 
Linköping based companies developing products that might find new areas of usage through 
the introduction of broadband in the households.  
 

4.2.2 Initiating the Project 
 
The Home Communication Group Project was initiated jointly by the municipality of 
Linköping, Mjärdevi Science Park Ltd. and a journalist from Östgöta Correspondenten, Jan 
Hederén, with the intention of promoting and marketing Linköping as a centre for home 
communications. It is currently set up as a part of the Mjärdevi Science Park AB, with one 
person (Jan Hederén) working full time as project co-ordinator. Subsequently, contact was 
made with Nokia, Ericsson and Kreatel with the proposition to participate in a new network 
along with, for example, the municipality of Linköping and the Linköping University. By 
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creating networks between firms and researchers the intention is to push the development 
within home communications even further. (Annerud, 07-26-01; Ericsson 06-25-01; Hederén, 
06-05-01; Kreatel, 07-04-01; Municipality, 08-24-01; Nokia, 07-05-01) 
 

4.2.2.a The Importance of Impartial Parties  
 
Even though the HomeCom Project was initiated by parties external to the companies 
involved, the idea of promoting Linköping as a centre for home communications was not 
unfamiliar to any of the firms. Kreatel as well as Ericsson had noticed an unusually high 
concentration of firms involved in home communications, within Linköping. They recognised 
the importance of, and potential benefits to be gained by creating an identity for the region as 
a centre of home communications. Such a regional profile might serve to attract expertise, 
capital as well as competent and well-educated personnel, which is essential to the 
competitiveness of the firms. The unit of Ericsson involved in home communications was 
under expansion, and felt there was a lack of competent people to recruit. (Ericsson, 06-21-01; 
Kreatel, 07-04-01)  
 
Neither of the involved parties believe the HomeCom Project would have been initiated and 
established were it not for the efforts by the municipality of Linköping, Mjärdevi Science 
Park and the journalist Jan Hederén. All three competitors recognise the importance of an 
external, impartial source for the formulation and presentation of the idea, offering a forum 
for collective action. They claim that an external and neutral party is required for the balance 
between competition and co-operation, as well as the balance between confidential and 
official information, ensuring competition will not come in the way of intra-company 
communication and information. Kreatel also emphasises the importance of the external 
influence and presence to ensure the project continuity and sustainability. With the HomeCom 
Project still at its initial stage, Kreatel stresses the importance of an co-ordinating and uniting 
external force, to push for, and promote the benefits of the network, that may be gained by 
both firms and the region alike. (Ericsson 06-25-01; Hederén, 06-05-01; Kreatel, 07-04-01; 
Municipality, 08-24-01; Nokia, 07-05-01) 
 
During the first eight months of the project (the initial phase running over the period August 
2000 to February 2001) it was solely financed by the Business Community Office, which is 
an administrational part of the Municipality of Linköping. The municipality financing was 
essential for persuading the companies to participate, despite their initial suspiciousness, but 
also for the project to be realised, when insecurities concerning the rate of return are likely to 
deter most potential investors. At the initiation of a new venture such as the HomeCom 
Project, it is hard to predict the direct benefits, thus making it hard to justify investing time 
and money into it. However, as of August 2001, the municipality of Linköping has been 
succeeded by a group of firms, representing a wide range of interests, as financier of the 
HomeCom Project. The agreements with this financing group will provide a three-year 
perspective to the efforts within the frames of the project. (Hederén, 06-05-01; 
Homecom.org5, 07-26-01; Municipality, 08-24-01)  
 

4.2.3 Co-operation besides the HomeCom Project 
 
Co-operating and networking with competitors is not a firm strategy limited to this project, 
but normally such co-operation is primarily about defining, modifying and constructing 
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common technological standards. Before being invited to participate in the project, Kreatel 
had noticed that other firms within the region had joined co-operational projects, similar to the 
HomeCom Project. However, those projects involved the hardware and infrastructure part of 
home communications, neither combining all parts of the technology to form one system. 
Therefore, it is acknowledged by all involved competitors that there might have been some 
kind of co-operation anyway; for example, setting standards and such as was the case with 
Nokia and Ericsson, but not with the same holistic approach as within the frames of the 
HomeCom Project. Had the co-operation nevertheless arisen without external interference, 
both Ericsson and Kreatel hold it for likely it would have taken much longer, with a much 
“looser” network as result. (Ericsson, 06-25-01; Hederén, 06-05-01; Kreatel, 07-04-01; Nokia, 
07-05-01) 
 

4.2.4 Co-operation or Networking within the Frames of the Project 
 
When asked for a definition of this project, the opinions of the three competitors tend to 
differ. Kreatel and Nokia both consider the HomeCom Project a co-operational venture;  
made up by several different parties, all carrying the same weight, striving to achieve mutual 
goals. By co-operating, the information and knowledge of the possibilities of home 
communication may be more efficiently distributed. Ericsson, on the other hand, has a 
somewhat different approach to the project. They do not regard the HomeCom Project as a 
co-operational project involving competitors, but as a network in which competitors take part. 
The University shares some of the sentiments with Ericsson, believing the project to be more 
of a network involving competitors, rather than a co-operational venture. (Ericsson, 06-21-01; 
Kreatel, 07-04-01; Nokia, 07-05-01; University, 08-24-01) 
 
In accordance with Ericsson’s definition, the co-operation is, when it does occur, to a large 
extent about how to make consumers aware of home communications, what to do in the show 
case apartment/room, how to market the region, and what needs to be done for that marketing 
purpose. However, there are different activities within the project that definitely are co-
operational, for example the activities concerning the show case apartment/room. According 
to the University, the network can be defined as a group initiating these concrete activities. 
(Ericsson, 06-21-01; University, 08-24-01) 
 

 4.3 The Goals and Aims of the Project 
 
The central goal of the HomeCom Project is to create a well-differentiated content of high 
quality and relevance in terms of consumer needs. This aim is constituted by three underlying 
goals: identifying the actors within home communications in Linköping; initiating closer co-
operation between the actors; and creating attractiveness of Linköping. (Ericsson, 06-25-01; 
Kreatel, 07-04-01; Municipality, 08-24-01, University, 08-24-01; Homecom.org3, 07-26-01) 
 

4.3.1 Identifying the Actors within Home Communications 
 
This goal requires an identification of all parties involved in developing the technology 
underlying home communications. Home Communications consist of several actors involved 
in developmental or research segments, in technology or content production and by co-
ordinating their activities, both potentials and weaknesses may be discerned. For example, the 
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technology producing competitors involved in the project may provide information about 
developments and progress within the technology segment of the home communications 
industry. With access to the information concerning capacity and potential of the technology, 
the other actors (e.g. content producers or research departments) may direct their activities to 
exploit the technical equipment of home communications, or to find new areas in need of 
development. (Ericsson, 06-25-01; Kreatel 07-04-01; Municipality, 08-24-01; University, 08-
24-01; homecom.org1, 07-26-01) 
 

4.3.1.a The Actors and Their Contributions 
 
There may be an extensive variety of different parties involved in home communications and 
the main competitors together with smaller technology producers, only comprise the 
technology aspect of home communications. The university entails the research aspect, media  
and local authorities constitute the content aspect, while housing companies and electricity 
suppliers entails implementing the physical settings and infrastructure. Therefore the 
HomeCom Project has identified Linköping University, as a central participant of the project 
since it stands for a wide range of activities within the context of home communications, 
concerning in particular research and development. There are several researchers involved in 
home communications, basically through a research programme called e-society, which, 
among others, deals with the usability of the technology from a user perspective, and 
surveying potential demands on the technology. Another sub activity within e-society consists 
of a consortium dealing with the development of an efficient transfer of information, for 
example that of compressed images. (Hederén, 06-05-01; Municipality, 08-24-01; University, 
08-24-01) 
 
 
With all the research conducted at Linköping University in the field of home communications, 
the project is trying to group the research into smaller units to facilitate updates concerning 
the work and progress of the researchers. By doing so, there are increased possibilities to co-
ordinate and define the various actors within home communications. Linköping University 
also functions as operator of the demo system, which basically implies that the technology 
rendering the products their necessity, is placed there. Further, it is the University, rather than 
the involved firms, who has the responsibility for the operation of the show case 
apartment/room by having numerous students moonlighting by taking part in the supporting 
organisation running the operation. (Hederén, 06-05-01; Municipality, 08-24-01; University, 
08-24-01) 
 
The university also has an important role as a base for recruitment, with the students 
constituting a potential pool for employment. While there are specific recruitment projects, 
those lie outside the HomeCom Project. (Ericsson, 06-21-01; University, 08-24-01) 
 
The municipality and media firms (e.g. the local newspaper Östgöta Correspondenten) are 
identified as actors intended to fill the technology with contents. Media producers may offer 
digital access to any content, for example films, music, and news, while the municipality may 
become a 24-hour authority offering the citizens a wide range of services with constant 
availability. The citizens may compare different services and prices concerning for example 
day care centres, schools and dentists, as well as apply for building permits, or seek 
information concerning the municipality’s activities. (Hedéren, J., 2001, p.25-30; Hederén, 
06-05-01; Municipality, 08-24-01)  
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Two other actors identified as important to the home communications industry, are the local 
housing company, AB Stångåstaden, and the electricity supplier Tekniska Verken.  AB 
Stångåstaden supplies the houses in which the technical systems and equipment for accessing 
the home communications network, may be installed. Besides offering the physical settings, 
housing companies may also participate within the home communications industry, as content 
producers. With housing companies as content supplier, households may for example 
schedule the laundry facilities, contact maintenance, etc. Tekniska Verken is identified as an 
important actor within home communications, since the company connects the households 
with the surrounding society and provides the technological infrastructure for the 
transportation (i.e. through broadband) of the information making up the content. (Hedéren, 
J., 2001, p.103-104; Municipality, 08-24-01; University, 08-24-01) 
 

4.3.2 Initiating Closer Co-operation within Home Communications 
 
The project may be described as being an “infrastructural organisation”, with the purpose to 
connect the various different actors (technology and content producers, researchers, and 
consumers) within the home communications industry in Linköping, described in the previous 
section. The aim in the early stages of the project, is to establish a network consisting of 
different actors and individuals, either in the business community, or involved in research and 
development, the authorities etc. who are, or might be involved in home communications. It is 
utterly important to initiate an extended co-operation between the producers of the 
technological platform (e.g. Ericsson, Kreatel and Nokia) and the producers of content. An 
increased exchange of knowledge between the technological firms, the content suppliers and 
consumers, is considered to be essential to ensure sustained and faster development within the 
home communications industry. (Homecom.org1, 07-26-01; Municipality, 08-24-01; 
University, 08-24-01)  
 
There are several research groups functioning as a competence network, and there are already 
several activities in co-operation with the industry, or working in association with the 
industry. A closer co-operation between the University and the home communications 
companies may also strengthen the industry. The University may take advantage of the 
technology provided by the firms, to produce advanced research within home 
communications that may in turn benefit the firms. (Homecom.org1, 07-26-01; Municipality, 
08-24-01; University, 08-24-01)  
 

4.3.3 Creating Attractiveness of Linköping 
 
If looking for a simple explanation of the intention of the HomeCom Project, it may be 
regarded as a marketing project, since marketing definitely is a motivational force underlying 
the project. The intention is to draw attention to and to create attractiveness for the entire 
region, rather than to market the products of the competitors. Creating attractiveness is set as a 
goal since migration of personnel and firms involved in home communications, may stimulate 
the industry. An increased number of related and supporting industries might satisfy the need 
of producers of content and supplement technology within the region, and a higher supply of 
skilled employees might increase the level of competence. (Ericsson, 06-25-01; Kreatel 07-
04-01;Municipality, 08-24-01; University, 08-24-01) 
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4.3.3.a Improving Demand Conditions 
 
Part of the efforts to create attractiveness to the industry of home communications and the 
region of Linköping, also implies creating attractiveness for the home communications as 
well. Consumers must first be made aware of the possibilities the industry may entail, before 
they may demand and utilise home communications. To obtain demand and propensity to 
consume, it is essential to market the concept of home communications, and to meet this end a 
HomeCom booklet has been published and a home page for the project has been set up. Both 
publications basically serve to inform consumers (besides potential investors and 
participants), hence creating a demand for home communications. (Homecom.org1, 07-26-01; 
Municipality, 08-24-01; University, 08-24-01) 
 

4.3.3.b Improving Factor Conditions 
 
One goal of the Home Communications Group Project is to establish a reputation for the 
region as centre of the home communications industry, and a city of expertise, in order to 
attract employees and other resources. With the home communications industry being 
knowledge intensive and operating using highly sophisticated technology, it is essential to 
attract employees with specific knowledge and competence. Attracting other firms may serve 
to further attract competent personnel to the region, since a larger number of firms may signal 
several career opportunities. The municipality of Linköping and Nokia expresses the 
importance of the city having a continued positive development concerning competent 
individuals, successful companies, good educational opportunities etc. A high employment 
rate within the region, is one of the reasons for the municipality to finance and participate in 
the project. A positive development for the region also implies a better basis for the 
municipality to improve the service for the citizens and employees at any of the firms. (Nokia, 
07-05-01; Ericsson, 06-25-01; Homecom.org3, 07-26-01; Kreatel, 07-04-01; Municipality, 
08-24-01) 
 
By promoting and marketing the industry of home communications in Linköping, the project 
intends to make both national and international investment agencies and other investors, 
aware of the potential of the regional industry. By attracting foreign and domestic, 
investments the project aim to facilitate innovations and expansion. For example Kreatel is in 
need of external capital investments in order to grow. Without a profile as a successful region 
and an industry possessing expertise and potential growth, attracting investment companies 
will be difficult. (Ericsson, 06-25-01; Municipality, 08-24-01; University, 08-24-01) 
 
Both Kreatel and Nokia consider the possibilities that the university may improve the factor 
conditions concerning skilled and high educated labour, by increasing research investments, 
or by establishing educational programmes at the university, specific to home 
communications. They believe the technological skills and recruitment base may hence be 
further expanded and improved as a consequence. (Kreatel, 07-04-01; Nokia, 07-05-01) 
 

4.3.3.c Enticing Related and Supporting Industries 
 
Without the production of relevant and demanded content the technology will solely 
constitute an empty shell without any practical relevance. Therefore, attracting producers of 
content; for example media companies, to the region is an essential part of the project. 
Furthermore, it is also necessary to stimulate already existing local entities, for example the 
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local authorities, which may create content of high relevance. Besides attracting media 
companies and other producers of content, it is of vital need to attract smaller technology 
firms, especially in such related and supporting industries where the home communications 
cluster may be considered weak. Smaller technology firms may provide favourable innovative 
environments, which may be used by the larger technology firms, for outsourcing of product 
and process developing activities. (Homecom.org3, 07-26-01; Kreatel 07-04-01; 
Municipality, 08-24-01, Kreatel 07-04-01) 
 
 

4.4 Difficulties and Potential Obstacles Entailed by the Project  
 

4.4.1 Difficulties in Co-operating and Networking with Competitors 
 
It is not very common for competing firms to take part in a project of this scope as equals. 
Ericsson, Kreatel and Nokia might very well be considered competitors concerning their 
respective technology platforms, but there are several issues where the firms may benefit from 
co-operating as they do within the framework of the HomeCom Project. Ericsson and Nokia 
have been co-operating in the past, but then with the single focus on identifying technological 
basic definitions in order to develop technology standards, for example the GSM, operating 
standard for cellular phones. (Ericsson, 06-21-01; Hederén 06-05-01; Kreatel, 07-04-01) 
 
Theoretically there may be difficulties involved in participating in a project with competitors, 
but none of the three firms claim to have experienced any severe problems associated with co-
operating with competitors. Even though their usage areas and customers tangent, they are not 
wholly involved in the same market segments. Furthermore, the network focuses on the 
mutual benefits of joint efforts concerning advertisement, not on selling technical solutions, 
stressed in particular by Ericsson. Neither does the project entail the competitors co-operating 
in the creation of new technologies and products. (Ericsson, 06-21-01; Hederén 06-05-01; 
Kreatel, 07-04-01; University, 08-24-01) 
 
Even if there may not be any severe problems, difficulties in the co-operation between the 
three competitors may however be discerned. These difficulties can be summarised into three: 
 
• Drawing the boundary between co-operating and competing activities 
• Limited openness 
• Sharing the show case apartment 
 

4.4.1.a Difficulties Associated with the Boundary between Co-operation and 
Competition 

 
Concerning how to draw the line between co-operating and competing, the issue is how to set 
the boundaries between the sections in which the firms compete or where they co-operate. 
These sections are, respectively, the technology platform, and the marketing and highlighting 
of the home communications cluster in Linköping, represented by the HomeCom Project. It is 
hard to separate which individual activity going into either section; rather they tend to blend 
together, resulting in diffuse boundaries. (Hederén 06-05-01)  
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4.4.1.b Difficulties Associated with Limited Openness 
 
Being in a network with competitors may put a restraint on the participants. From a 
competitive point of view, the firms cannot discuss everything, since the participating units 
from each firm are their developmental centres, responsible for developing new products. 
With all firms being located in high proximity geographically, there are several occasions in 
which employees of each firm meet on an informal basis. The competitive nature of the firms 
implies a vigilance, in order to keep product specific information from leaking to persons for 
whom it was not intended. This may have a negative impact on the co-operation. (Nokia, 07-
05-01) 
 

4.4.1.c Difficulties Associated with Sharing the Show Case Apartment 
 
According to Ericsson and Kreatel the most severe difficulties, in the co-operation between 
the competitors, concerns the show case apartment. The firms compete about whose products, 
and to what extent of each firm’s products, should be displayed in the show case apartment. 
Disagreements and arguments are almost exclusively associated with each of the firms 
wanting their products to be displayed, and to be displayed in the most favourable way. It is 
difficult to find a solution that implies more than simply the display of the same kind of 
products from the different companies. After all, focus should be on the potential of the entire 
system, rather than which products each individual firm has created for the utilisation of this 
system. In regard to those products, Ericsson has focused more on home automation while 
Kreatel and Nokia is using the TV for their solutions. This may cause problems, since Kreatel 
and Nokia might then compete directly with their products. For these reasons, Kreatel have 
chosen not take part in the show case apartment, although they were invited. The firm argues 
that they have not yet identified a position in the show case apartment making it natural to 
display its solutions in parallel with the competitors.  (Ericsson, 06-21-01; Hederén 06-05-01; 
Kreatel, 07-04-01) 
 

4.4.2 Inequalities in University Relations 
 
Competition occurs concerning more than just products and innovations. The University 
represents a source of competent potential employees, and for the companies there are 
marketing effects to be gained from being associated with an extensive research. Nokia and 
Ericsson have both over the years worked to establish ties to the University. Traditionally, the 
ties between the University and Ericsson have been closer than with any other companies. 
Over the years, there have been numerous associations between Ericsson and the University, 
such as doctoral candidates doing research related to Ericsson. The connections with Ericsson 
have also expanded to include home communications and IT-security. However, with the 
research concerning home communications, the ties to Nokia has grown to a position 
matching Ericsson’s. Having close relations with both Ericsson and Nokia is not entirely 
without complications for the University, creating situations where direct competition might 
arise, where the firms focus more on their potential benefits rather than the greater good of 
home communications. Therefore the University is trying to diversify its contacts with the 
two competitors, allowing them separate and individual directions, where Ericsson is dealing 
more with home servers and Nokia more with TV. (University, 08-24-01) 
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4.4.3 Firm Size – Restraint or Advantage? 
 
Although firm size may not have a large impact on the relative strengths within the project, 
there are occasions where size does matter. In comparison with the other two competitors at 
the core of the project, Kreatel is a small firm, and may therefore have greater flexibility and 
mobility, which in turn may function as a stimulus of the upgrading of the other two firms. A 
smaller organisation facilitates an extended openness, where is the creation of the joint press 
release announcing the birth of the HomeCom Project may serve as an example. Kreatel, 
having its entire organisation located at the same place were capable of reaching a decision 
much easier and faster than the other two, who needed clearance from their respective off-site 
headquarters. For another aspect of size, stressing some of the points made by Kreatel, the 
Italian clusters in the fashion industry may serve as reference. This implies the new ideas, 
innovations and the innovative environment, which might be found within smaller companies, 
are considered important enough to affect the larger firms. By outsourcing production 
segments and developmental activities to smaller companies, the larger firms might benefit 
from the innovative environment displayed by the smaller companies. (Kreatel, 07-04-01; 
Municipality, 08-24-01; University, 08-24-01) 
 
However, being a small company may also serve as a restraint. A firm of Kreatel’s size 
cannot afford to assign personnel specifically to the HomeCom Project, or any other projects 
like this. With more or less insecure long term benefits, it is unlikely that a smaller company 
will assign financial resources to any projects, since costs without immediately returns would 
cause a disturbance in the daily business. For bigger companies, such as for instance Ericsson 
and Nokia, the financing of projects such as the HomeCom Project does not imply any large 
amounts of money. At most it entails assigning a single person specifically for the project. 
However, in regard to this project it might be somewhat misleading to classify Ericsson as a 
big company, considering the unit involved in home communications is fairly small. 
(Ericsson, 06-21-01; Kreatel, 07-04-01; Municipality, 08-24-01; University, 08-24-01) 
 

4.4.4 Attitudes towards Increased Competition 
 
If the HomeCom Project is successful in contributing to establish Linköping as the centre of 
home communications, both in a national and global context, the supply of a competent and 
well-educated work force may increase. However, there may be a risk that the number of 
competitors will increase as well. This implies that Ericsson, Kreatel and Nokia would face 
intensified competition, and thus the threat of loosing market shares. (Ericsson, 06-21-01; 
Kreatel, 07-04-01; Nokia, 07-05-01) 
 
All three competitors are aware that, if successful, a project like this might attract competitors 
to move to the region. Even with this awareness, neither of them really considers increased 
competition a problem. Kreatel actually regard it as another benefit of the project, since they 
believe a close presence of competitors geographically may stimulate an overall upgrading 
and innovation, thus helping Kreatel to remain competitive. There are other clusters with high 
geographical concentration within the telecommunications industry, which are examples of 
proximity being gainful to sustain competitive advantage. Therefore, Kreatel considers the 
possibilities with competitors moving to the region, superior the risk of loosing market shares. 
(Ericsson, 06-21-01; Kreatel, 07-04-01; Nokia, 07-05-01) 
 
Nokia like Kreatel stresses the benefits from increased competition, and argues an increased 
number of competitors would only serve to intensify the competition over attracting and 
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securing employees with the demanded level of competence, knowledge, and skills. Further, 
Nokia argues that the more competitive firms are moving to, and staying in Linköping, the 
more competent personnel and thus the bigger the base for recruitment for all home 
communications firms, including Nokia. Then, Nokia must not only upgrade and innovate 
technologically, but also improve as an employment site, to remain attractive for the desirable 
potential employees, thus keeping a high level of competence. Ericsson also mentions 
competition over employees as a possible outcome of an increased competition. However, 
Ericsson believes that they will still be able to maintain their competitive edge in securing the 
right employees. In a country of Sweden’s size the possibility of being stationed abroad might 
be highly desired, and by being able to offer such opportunities Ericsson see themselves have 
a competitive advantage over possible newcomers. (Ericsson, 06-21-01; Nokia, 07-05-01) 
 

4.4.5 Attitudes towards Entry Barriers 
 
The project representative at Linköping University has not considered any risks of the project 
contradicting itself by creating, consciously or subconsciously, barriers to entry. The project 
may be more likely to generate positive effects and support smaller companies by offering 
new market possibilities. Furthermore, it may be argued that the possibilities are greater for 
the shaping of new services and attracting service companies to establish them selves in 
Linköping. However, should the companies’ goal to extend their pool of recruitment succeed, 
it is possible this might also attract further competitive companies to the region. Should that 
be the case there are potential for the creation of barriers to entry as the companies would 
wish to protect their market shares, as well as their capacity to attract the right kind of 
competent employees. Hence, competition could arise over more than just market shares, but 
also where recruitment is concerned. It is possible that students and other potential employees 
would be more easily attracted to a company with a more established name. From the 
municipality, there is no major fear of barriers to entry being created. If any, they can see a 
potential problem, if not successful in attracting content side companies to establish in the 
region. They would like to see more extensive research going into the content side as well, not 
just limited to the technology. (Municipality, 08-24-01; University, 08-24-01) 
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5 ANALYSIS 
 
This chapter will include the analysis the empirical findings presented in chapter 4. The 
disposition of the chapter will follow our model of analysis introduced in chapter 3. First the 
impact of the HomeCom Project on the four determinants of the diamond with regard to the 
home communications industry in Linköping, will be analysed. An analysis of the project’s 
influence on the clustering process of the home communications industry and its capability to 
generate external economies will follow.  
 

5.1 The Determinants within the Diamond  

5.1.1 Demand Conditions 
 
When describing the HomeCom Project as a marketing project, improving demand conditions 
is at heart of this marketing. The home demand may be larger if attention is drawn to the 
production of home communications, and thus enticing potential buyers to consume the 
technology and its content. The web page and the booklet administrated by the project 
manager plays an important part to spread the information of what home communications 
entail, and how this may serve to facilitate the everyday of the consumers’ lives. Finally, 
another important aspect in stimulating the demand conditions is the showcase apartment 
where consumers, by seeing the network operating in reality, can form a more informed 
opinion on how home communications may function.    
 
As mentioned above, one key issue for the HomeCom Project is to create an awareness 
among potential consumers that home communications exists. However, with the main 
sources of information at this stage being the home page, showcase apartment and booklet, it 
might be hard to reach out to some demographically defined groups, where owning and using 
a PC is less common. These groups may benefit a lot from being connected to a home 
communications network, and to stimulate the demand in these groups, that may be fairly big, 
thus warranting the extra effort, there need to be alternate ways of information.   
 
While it is important to spread information concerning the technology, especially at this initial 
stage, it is equally important to focus on the range of content it is supposed to distribute. By 
highlighting the content the HomeCom Project may attract an increased number of 
independent buyers, than were they to focus exclusively on technology. Since individual 
buyers will want to consume disparate kinds of content, the number of independent 
consumers may increase through the informational efforts of the project, and hence strengthen 
or cause competitive advantage through an increased home demand. With a higher rate of 
growth of home demand, stimulated through promoting home communications, the 
HomeCom Project may generate industrial dynamics through an increase of industry 
investments.  
 
In Linköping, the use and development of information technology has been a regional feature 
over an extended period of time, continually forcing the local companies to discover new and 
improved products. A reason to believe the HomeCom Project will succeed in improving the 
demand conditions is the presence of a number of strongly competitive local firms, all with 
firmly established brand names to promote credibility. These companies may function as 
teachers of local consumers, making them see the possibilities of home communications.     
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On the other hand, one potential obstacle for a successful outcome of the HomeCom Project 
may be the fact that the number of producers and suppliers for home communications still are 
limited. There is a cost for the consumers associated with creating the network that will link 
all the different pieces of equipment in the homes, one of the central features of home 
communications. Should there be an initial lack of content producers to warrant the 
investment, this might make it harder to stimulate the demand. 
 
However, if the HomeCom Project should be successful in stimulating the home demand, this 
may have a positive effect on the competition. An increased demand in one area of an 
industry usually draws the attention of other producers to the region. To meet this new 
competition, all companies must strive for a continued development of their products to keep 
their market share, forcing them to look for improved and more efficient ways of production. 
Another aspect of the increased competition is that it may induce the consumers to be more 
demanding, forcing the companies to a continued product development. Finally, with an 
increase in competition, prices tend to decline, which in turn might have a further positive 
effect on the demand from a consumer’s point of view.  
 

5.1.2 Factor Conditions 
 

5.1.2.a Capital Resources 
 
The HomeCom Project may first and foremost be considered as a marketing project, aiming to 
establish the Linköping region as a centre of home communications. Initially, one main 
objective of this marketing is to reach out and create an awareness of the existence of the 
industrial concentration, as stipulated above. The project has set up a number of channels for 
spreading this information, an official home page and a showcase apartment to mention a few 
examples.  
 
One objective of creating such awareness is to attract more investment capital to the region, 
thus improving the capital resources available to the home communications industry in 
Linköping. A benefit from having an extended pool of capital resources is that it may enable 
the companies to invest more in new innovations, which will help to further develop and 
reinforce the industry. By having a number of companies on the cutting edge of development, 
the HomeCom Project certainly has the potential in achieving the goal of attracting capital. 
The proximity of the university might make it furthermore attractive to invest in the region 
and the home communications industry. The research may serve as an indicator of a continued 
development of the industry, making it more interesting for potential investors. Increased 
capital resources in the home communications industry may also have a spill over effect on 
related interests, such as research institutions and supplying industries. If the firms involved in 
the industry have more capital available to them, they may have the ability to increase 
spending on research, and to entice their suppliers to upgrade the input. 
 
Another aspect of the availability of capital resources is that it might attract competing 
companies to the region. Having an extended number of companies involved in the industry 
will make it is easier to draw attention to what needs the industry might have, and influence 
the policymakers to direct funds to fill those needs, something that might be hard to achieve 
for just a few companies.  Increasing the competition may entail more than just more 
competition over the consumers of the home communications technology. It may also result 
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in an increased migration of supplying industries, hence an increased number of competitors 
also tend to stimulate a rapid creation and development of factors. If there are an extended 
number of companies requesting a certain kind of input, this will lower the risks for the 
supplying industry to invest in equipment and personnel to meet this need more efficiently.     
 
The fact that the municipality was responsible for the initial financing may have influenced 
the goal of increasing the attractiveness of Linköping. The region has an interest in seeing 
more companies establishing there, that goes beyond the scope of the positive benefits 
increased competition may have on the home communications industry. For the municipality 
attracting more companies to the region means more available employment opportunities and 
an increased tax base, and therefore something to actively strive for. The fact that the 
financing of the project is now solely financed by private investment interests, might be 
interpreted as a sign that there is an interest for this new industry.  
 

5.1.2.b Human and Knowledge Resources 
 
Linköping University has long been a very important and influential part of the home 
communications industry, even before the initiation of the HomeCom Project. The need for 
skilled employees is a vital part of any competitive industry, but beyond serving as a potential 
pool of human resources, the university may further reinforce the industry through the 
research performed in the relevant field.  
 
When it comes to the technology at the basis of home communications, Linköping University 
has a few very prominent and successful departments pushing the development onward. By 
utilising this research within the HomeCom Project for further technological innovations, the 
knowledge base in the region will expand. Through a continued technological development, 
there are increased chances of a continued expansion of the home communications industry in 
Linköping. 
 
Should the HomeCom Project succeed in attracting more companies to the region this may in 
turn have a profound impact on the university. Added weight in the industry may make it 
possible to signal directly to the university the preferred areas for research, to better meet 
industry needs. It may also work the other way around, with the researchers at the university 
assisting the industry in updating the industry with new developments and possible business 
plans.  The project may also draw attention not only to the companies involved in the home 
communications technology, but also to their need for investments in other knowledge 
resources except for research activities, such as for example market analysis.  This mutual 
reinforcement involving the home communications industry and Linköping University may 
very likely have an impact on the university through more ways than co-sponsored research 
projects, should the HomeCom Project be successful. A reputation as a successful research 
institution tend to facilitate attracting new competent faculty members, and with a better 
reputation status usually follows, making the university more attractive for students as well. 
This will help in upgrading the human resources towards a more specialised and advanced 
factor. Naturally, and for the point of argue, this is not  solely for the participating companies 
in the HomeCom Project to benefit from. Highly competent graduates have more than just 
Linköping to chose from when looking for employment. Beyond finding a challenging and 
interesting job, there are other things considered before settling in on location. To attract 
graduating students to stay in the region, it might take a joint effort from companies and 
municipality, or others who might stand to benefit from it. 
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Human resources may also be improved through a successful outcome of the HomeCom 
Project, since it may entice skilled and competent labour to search for employment in 
Linköping. With several competing companies located in close proximity the risk for them to 
relocate to the region will be sufficiently lower than were there just a few. With continued 
successful research, the university might ensure a continued development of the human 
resources factor, and by providing a factor that is not only advanced but also specialised, it 
may help the home communications industry to gain and sustain a competitive advantage.  
 
However, should the HomeCom Project fail to attract new competing companies to the region 
and thus expanding the industry, it might influence the university to direct their research in 
other directions. This may have a negative effect on the human and knowledge resource 
factors.  
 

5.1.2.c Physical Resources and Infrastructure 
    
With the municipality and the major local housing company, Stångåstaden AB, taking part in 
the HomeCom Project, a successful outcome of this project may have a profound impact on 
the creation of new physical resources and infrastructure in the region. The participants in the 
project also have major opportunities to direct future investments in ways that will benefit the 
home communications industry.   
 
When it comes to the technological infrastructure, Linköping has over the past years working 
to provide broadband to its inhabitants. Regardless of whether the HomeCom Project is 
successful or not, people living in the Linköping region should be able to enjoy all the 
benefits of a fast transmission of data through the Internet. However, the fact that the 
technological infrastructure already exists is a benefit to the HomeCom Project, should it turn 
out to be a success. Consumers do not have to wait for the instalment of the network 
necessary for using home communications, and for the involved companies it limits the set up 
costs of the home communications network.  
 

5.1.3 Related and Supporting Industries 
 
The overall goal of the HomeCom Project, is, as acknowledged in the empirical findings, to 
promote the Linköping as the centre of home communications industry, both nationally and 
globally. Therefore it may be considered as a marketing project with the aim to create 
attractiveness of Linköping. The activities to do so is of informational character like for 
example the series of articles, the booklet, the homepage of the home communications 
industry and the HomeCom Project in Linköping. Through this the project may create an 
identity of Linköping as the home of home communications, thus attracting the attention from 
supporting or related industries.  
 
According to all the interviewees, the most critical industries to attract are the related 
industries, those producing the contents, since without a well-differentiated content of high 
quality, the technological platform will loose relevance. With access to the information 
concerning capacity and potential of the technology, the content producers may direct their 
activities to exploit the technical equipment of home communications.  
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According to Porter, domestic competition (or local competition) has a strong influence on 
related and supporting industries, and it is therefore essential for the progress of the home 
communications industry in Linköping, that the technological suppliers is under competition. 
Competition will force the technological suppliers to upgrade and improve, which will 
provide a more advanced and better technological platform to fill with content. The content 
producers may then develop and produce contents that even better use the technology.  
 
Even though attracting content producers might be considered as a more critical issue, it is 
also important for the industry of home communications in Linköping to attract other 
technology producers, such as technologically supporting or related industry segments.  
Especially since there are areas where the home communications industry in Linköping, may 
be considered weak. Again, the marketing efforts in terms of information about proximity of 
actors involved in home communications may encourage suppliers or complementary 
producers, to enter the market and establish in Linköping. Competition among these actors 
will increase by the number of new entrants, and increased competition among suppliers will 
lead to upgrading and innovations since the suppliers must upgrade and innovate to avoid 
being replaced. This may further result in competitive advantage, which will gain the buyer 
industries24 of home communications, as well. The buyer industries may take advantage of the 
favourable innovative environments provided by technologically supporting or related firms. 
 
The HomeCom Project may be successful in encouraging related and supporting industries, to 
enter the home communications industry in Linköping. The project is intended to, through its 
informational activities, create an awareness of the potential of the industry located in 
Linköping, which may attract the producers of content, other related industries, or suppliers, 
to enter. Due to the project’s unusual composition and structure of the parties involved, the 
project may actually be able to create the attractiveness among related and supporting 
industries. Apart from the competing technology suppliers, the municipality and Linköping 
University, the largest housing company and the local electricity supplier are involved in the 
creation of an identity of Linköping as the centre of home communications. The attractiveness 
may then go beyond the presence of a group of established technology producers. Through the 
information channels through the HomeCom Project, Linköping University may signal its 
important role as a base of recruitment for the related and supporting industries. The 
municipality, the housing party and the electricity supplier may also promote the region itself 
by marketing and information about public facilities and services and about housing 
conditions. Furthermore the project may serve to highlight the joint efforts concerning 
necessary network infrastructure (fibreoptic cables) in terms of consuming home 
communications. If such information reach potential entrants in related and supporting 
industries, they may be attracted to locate in Linköping due to the promising home based 
market.   
 
Firms within related or supporting industries, do not compete with the competitors involved in 
the HomeCom project, and therefore there ought not to be any wish for the established firms 
to impede the entering process of related or supporting firms. However, there could be a fear 
of the supporting and related firms entering the own industry segment, once established in the 
same locality. Furthermore, even if the entering process and hence the competition among 
related and supporting firms is favourable, there are other factors that may have a negative 
impact on the supporting and related industries, through the mutual relationship of the 
determinants of the Diamond. Decreased competition among buyers or related firms, or 
worsened factor conditions may deteriorate the incentives to upgrade and innovate. Decreased 
                                                           
24 Technology producers like Ericsson, Kreatel and Nokia. 
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competition among buyers weakens the pressure on the suppliers to upgrade and innovate, 
and then they do not need to pressure their suppliers to upgrade or innovate either.  
     

5.1.4 Local Competition 
 
According to Porter, competition is the most essential of the determinants of the Diamond, 
since it pressures the industry to upgrade and improve, and since it nullifies the advantage of 
being located in a specific geographic area.  
 
If the HomeCom Project is successful in creating attractiveness of Linköping by promoting 
the region as centre of the home communications industry, it is likely to attract capital, human 
resources, related and supporting industries, but also competitors of the already established 
firms like Ericsson, Kreatel, and Nokia. By taking part in a project with the purpose of 
marketing their choice of location, the existing firms involved in home communications, may 
contribute to their loss of market shares. But none of the interviewees at Ericsson, Kreatel, 
and Nokia, claim that they consider increased competition a real threat against their business. 
Instead they can see potential benefits in increased competition, in terms of an upgrading and 
innovative environment. Even though the parties involved in the HomeCom Project claim to 
be welcoming an increased competition, there may still be obstacles against the most fertile in 
terms of pressures towards upgrading and innovations.  
 

5.1.4.a Entry Barriers 
 
These obstacles may be comprised of different entry barriers or competitor’s incentives to 
collude tacitly.  Of the four types of entry barriers presented in the theoretical framework, the 
barriers against entry in the home communications industry in Linköping, should most likely 
be associated with brand proliferation and set-up costs. Brand proliferation since there are 
already several firms established and among them two internationally well known companies 
– Nokia and Ericsson. This may discourage new entrants and in close association with this 
kind of entry barrier, is the one related to set-up costs. Since Ericsson, Kreatel (even though 
small), and Nokia are established an entrant may face a large initial advertising expenditure. 
While the purpose of the HomeCom Project is not to promote the particular firms or their 
technical solutions or products, but the result of the marketing and informational efforts may 
come to contradict its purpose. The marketing of Linköping as the home of home 
communications includes highlighting the close proximity of firms such as Ericsson and 
Nokia. These two competitors also present their products in the show case apartment, which – 
even if not intended – promote the technical solutions and products of these two firms in 
particular.  
 
The established relations between Linköping University and Nokia and especially Ericsson 
may also be regarded as a sort of set-up cost, functioning as a barrier to entry. By having an 
established relationship with the university the already established competitors may gain from 
an extended access to competence. The extended competence may come from a close co-
operation in research within the field of home communications, or from the recruitment 
among students. By being well known and by already having the relations Ericsson may have 
an advantage against competitors concerning information and knowledge of the latest news in 
research, and concerning recruiting from the university. However, this advantage may 
discourage potential entrants, since access to competence may be critical for a firm involved 
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in home communications. To establish the same relation with the university may be 
associated with a lot of time and resources, and thus cost, for a new entrant. Furthermore, the 
recruiting costs may also be higher for a new entrant who may not have the same possibilities 
to recruit personnel with the right competence, from the university. The potential entrant may 
look upon the set-up costs in terms of establishing contact with the university, researchers and 
students (e.g. potential personnel) as too extensive for any attempt to entry the particular 
industry to be worthwhile. 
 
Due to the goal of initiating closer co-operation and the information flow within in forum 
provided by the HomeCom Project, and in to the close proximity of the firms, there may arise 
a subconscious awareness of strategies towards oligopolistic tendencies where each firm may 
gain more profits. The home communications industry in Linköping may comprise several 
features that may cause a tacit collusion: 
 
• The industry is as all information technology industries, quite young and even though 

there are several competitors already located in Linköping, the number of competitors 
dominating the market may be considered to be small.  

• The competitors are involved in similar production. 
• Since the industry is quite young the market is still growing or at least there is a potential 

of growth in the market. 
• There may be entry barriers as discussed above. 
 
If the HomeCom Project, unintentionally, helps creating entry barriers associated with brand 
proliferation or set-up costs, or serves as a forum for subconscious and tacit collusion, it may 
considered to contradict its own purpose. When the purpose is not only to establish an identity 
of Linköping as the home of home communications, but also to create an environment where 
the industry may evolve and gain competitive advantage, oligopolistic tendencies are very 
injurious. Limited or decreased competition in favour of increased oligopolistic tendencies 
may have a severe impact on the other determinants of the Diamond:  
 

5.1.4.b Increased Competition or Competition with Oligopolistic Tendencies 
 
If the three competitors, Ericsson, Kreatel, and Nokia, are honest in their attitudes against the 
potential increased competition the project may initiate, then there is no need for concern 
regarding oligopolistic tendencies. If the competitors actually consider increased competition 
to be gainful due to an increased number of expertise and competent personnel, as well as an 
extended amount of supporting and related industries that will follow by an increased 
numbers of competitors, then there is no risk of collusion or entry barriers. Moreover, the 
competition may already be sufficient to prevent oligopolistic tendencies, since all 
interviewees considered an external party necessary to establish co-operation between the 
competitors in the first place. Some co-operation had occurred before the HomeCom Project, 
but none with the same scope and only with agreement over technical standards in focus. 
 
If the project is successful in improving demand conditions in terms of sophisticated and 
demanding consumers, the competition may increase. The demanding consumers will 
pressure the competing firms to upgrade and innovate to avoid being replaced.  
 
The close proximity and relationship with Linköping University, strengthened within the 
frame of the HomeCom Project, may further increase the competition within the home 
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communications industry. Educational and research institutions like the university are often 
sources of new entrants, Kreatel is for example, an entrant transpiring from Linköping 
University. 
 

5.2 Clustering 
 
The process leading to clustering functions in close relation to Porter’s Diamond model of 
competitive advantage. The determinants of the Diamond Model may stimulate the 
emergence of a cluster, and in turn the existence of a strong and successful cluster may further 
reinforce the determinants of the Diamond. The clustering process may also be further 
strengthened by the emergence of external economies, as defined by Marshall’s theories.    
 
The HomeCom Project has as one of the main goals to attract related and supporting 
industries. By increasing competition among the technology producers, this will signal a need 
to the supporting industries that there exists a need for their services. This will benefit the 
technology producers through lowered costs for their input. Having producers of technology 
and supplying and other related industries focused to a geographical area will further reinforce 
the clustering process. Besides limiting transaction costs of input, the industry may stand to 
benefit a lot from the emergence of a cluster.  
 
There is a lot to suggest that the home communications industry may be suitable for 
promoting the clustering process. For instance, there are a lot of companies in related 
industries located in the region, involved in hard- and software that may be utilised in the 
home communications industry. These companies may be enticed to take part in a cluster, 
either as related or supporting industries, all vital for a strong and successful cluster. The 
location close to Linköping University is another factor suggesting a potential for the creation 
of a expanding home communications cluster. The university represents an important factor 
creating ability, of vital influence to reinforce the Diamond model. 
 
The close co-operation between the home communications industry and the university may 
also play an important part in further reinforcing the clustering process. If more competing 
companies move to the region, they will help create a need for more skilled personnel and 
further stimulate the research at the university. The university in turn may also stimulate the 
influx of new companies to the region. The research performed at the university is not 
something to be utilised solely by the participating HomeCom Project companies. Hence, 
companies may move to the region to be better able to take advantage of the research, and 
help expand the cluster. The increased competition may also facilitate to further stimulate the 
demand, through a heightened presence, which will create the desired awareness of the 
possibilities of home communications. An increased demand will further stimulate the 
competition, and this increased competition will reinforce the other Diamond determinants, 
which in turn may have a positive effect on the clustering process. 
 
For the HomeCom Project to succeed, it is of vital importance that the involved companies 
trust each other to abide by the terms of the agreement. The creation of a cluster, with all that 
entails, may be a benefit of acting collectively for the participating companies. Lack of  
communication, or should something  occur putting that  trust in jeopardy, they may chose to 
leave the agreement, which may have an  impeding effect on the clustering process. Perhaps 
the importance of trusting the other companies, along with a need for a continued 
communication, within the cluster may be an argument for not letting the cluster grow beyond 
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some critical mass. This may however be more a problem for industries with a less well-
defined scope than home communications.     
 
The other side of the co-operation coin may be tendencies towards oligopolistic behaviour. 
These tendencies, or incentives for engaging in such behaviour, tend to be stronger for a 
smaller number of companies who are producing similar products, characteristics that could 
fit on the technology producers at the core of the HomeCom Project. However, the fact that 
these three are considered to be equal competitors where home communications are 
concerned, may serve to work in the opposite direction. Also, the units within Nokia and 
Ericsson dealing with home communications are such small parts of the entire company, 
which makes it unlikely for them to enter into any tacit agreements that might have 
oligopolistic tendencies.         
 

5.3 External Economies 
 
Porter claim acting collectively rather than single entities may strengthen the external 
economies among firms within a cluster. Competitors may be reluctant to co-ordinate 
activities and co-operate with each other since collective actions may collide with short-term 
interests and even increase competition. Kreatel recognises the collision between their short-
term and long-term objectives, due to its size and lacking the same financial and personnel 
resources as Ericsson and Nokia. It is impossible for Kreatel to assign financial and personnel 
resources specifically for projects where the benefits are insecure, since costs without 
immediately returns would cause a disturbance in the daily business. 
 
None of the interviewees believe that the co-operation within the same context as the 
HomeCom Project had come about without the influence and involvement of external parties. 
But since the municipality, in co-operation with Mjärdevi Science Park and the project 
manager Jan Hedéren provided a forum for exchanging ideas the HomeCom Project became a 
focal point for joint efforts. Within the frames of the project, the competitors involved in 
home communications may collectively handle common hindrances and difficulties faced by 
the industry of home communications in Linköping. Such obstacles and difficulties are the 
lack of competence, the insufficiency of content producers and the scarcity of technology 
producers in supporting and related industries. In addition there is a low awareness among 
consumers of the potential of the home communications technology. Since the HomeCom 
Project involves and provides this type of forum, it has the potential and perhaps good 
expectations to make competitors strive for common goals that may result in external 
economies.   
 
Another feature of the HomeCom Project that may initiate a fruitful co-operation, is the 
availability of an external, neutral party who direct the co-operation on the goals and utility of 
the home communications industry instead of the interest of a single firm. The project 
manager of the HomeCom Project may function as a catalyst and a sort of conciliator between 
the competitors involved in the project. The project is much about defining actors and 
activities involved in and involving home communications, to push the development further 
on. Therefore, the intra-company communication and information is vital for the project, 
besides the exchange of knowledge and information between the firms, the university, and the 
municipality. However, if the firms are indeed competitors, the competition may come in the 
way of the intra-company communication, and the lack of trust may hinder the firms from 
enjoying advantages of acting collectively. To establish a proper communication or to 
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supplement or substitute any lack of trust, the project manager of the HomeCom Project may 
function as a mediator or facilitator. The project manager may ensure the continuity and the 
sustainability, and promote the benefits of the project. All the parties recognise this important 
role of the project manager, and with the financiers now being the competing firms instead of 
the municipality, this may be an indicator of that the project has actually succeeded in the 
making the competitors act collectively. 
 
 It is important that the competitors act together only where it may benefit the whole home 
communications industry. The co-operation must not spill over on areas that will bring the 
competitors and the industry towards oligopoly. Oligopolistic tendencies may damage the 
advantages and benefits that may be enjoyed from external economies. If the home 
communications industry has an oligopolistic structure, the entering process will be weakened 
and if the number of new entrants decrease the possibility to enjoy external economies will 
diminish as well. Furthermore, the pool of competence for recruitment will diminish with the 
worsened possibilities to find a favourable employment, while the number of related and 
supporting firms will decrease with the access to buyers .  



 53

6 CONCLUSIONS 
 
The HomeCom Project may be considered to comprise several ingredients that may stimulate 
and upgrade the four determinants of the diamond: demand conditions; factor conditions; 
related and supporting industries; and competition. The project may thus promote industrial 
dynamics within and competitive advantage of the home communications industry in 
Linköping by stimulating the determinants. But there are also difficulties and attitudes that 
may hinder the reaching of the project’s goals or that may be strengthened through the 
project.  
 
Both technology and content producers25 are involved in the project, which indicates that the 
project may actually market and favour the whole industry of home communications in terms 
of improved demand conditions. The project may then be successful in improving demand 
conditions since it may create awareness among consumers, both firms and households, about 
the possibilities of home communications. The home demand may grow and become more 
sophisticated and demanding due to the HomeCom Project, with the local producers 
functioning as teachers of the home based demand.  
 
The project involves parties whose participation may be considered critical to factor and 
factor creative conditions. The participation of municipality may be critical to the creation of 
an infrastructure sufficient for the use of the technology and content of home 
communications. The participation of Linköping University is especially critical for factor 
creating mechanisms. The producers of home communication may have a potential 
recruitment pool among the students at the university, and by being involved in the 
HomeCom Project, the university may receive clear signals about what competence the firms 
are in need of. By involving producers of technology and content producers, the Municipality 
and Linköping University, the HomeCom Project may prove to consist of enough strong 
parties to attract potential capital investors and venture capital agencies.    
 
By several marketing activities, the HomeCom Project may create an identity of Linköping as 
the home of home communications and thus get attention from supporting or related 
industries. The project is, by its informational activities, creating an awareness of the potential 
of the industry located in Linköping, which may attract the producers of content, other related 
industries, or suppliers, to enter. Linköping University may signal its important role as a base 
of recruitment for the related and supporting industries. The municipality, the housing party, 
and the electricity supplier may promote Linköping as a favourable location, by marketing 
public facilities and services, and housing conditions, but they may also highlight the joint 
efforts concerning necessary network infrastructure. 
 
By having the potential of improving the other determinants of the Diamond, the project may 
also serve to increase local competition. However, the strong positions concerning brand 
names and reputation, held by the established competitors already involved in the production 
of home communications technology, may together with the strong ties to the university serve 
as an entry barrier. Furthermore, with the co-operation and connections already established, a 
more or less sub-conscious agreement over the creation of entry barriers may be facilitated.  
 

                                                           
25 Initially the municipality of Linköping but the ambition is to involve other content producers as different kinds 
of media firms. 
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We conclude that the HomeCom Project has the potential of improving demand and factor 
conditions, as well as attracting related and supporting industries and increase competition 
through entry. Thus the project may stimulate the clustering process.   
 
By bringing together the parties involved in home communications (the producers of home 
communications, the municipality, and the university), the HomeCom Project may provide a 
forum for exchange of information and mutual reinforcement. The project may provide a 
round-table for researchers and producers within home communications, to facilitate a 
common focus, to co-operate and to take mutual advantage. The participation of an external 
party may help the competitors to consider it secure and worthwhile to communicate and 
exchange information with each other. Given clustering, this may help the industry of home 
communications to gain from external economies. 

 

6.1 Topics for further research 
 
Since the HomeCom Projects have lasted for only a short time, it is difficult – if not 
impossible - to discern the effects already. It would therefore be of interest to examine what 
the result will be a couple of years from now, and - if positive in terms of clustering - if the 
results may be traced to the efforts of the HomeCom Project.  
 
At the time this study was performed, the HomeCom Project was governed through an 
referential group, in which Nokia, Ericsson and Kreatel formed the technological core. As of 
November 2001, this referential group was dissolved and replaced by a group of equal 
partners, all paying an annual sum of SEK 250 000 to what is now called HomeCom 
Linköping. Due to their financial status at the time, Kreatel decided to remain within the 
HomeCom network, but outside the group of partners. Further research into the home 
communications industry in Linköping might be to question which, if any, effects this 
decision may have on HomeCom Linköping, and developments of the same. As much as we 
wish to do this research ourselves, time and the format of this thesis does not allow us to do 
this.  
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APPENDIX A 
 
Questions for Jan Hederén, project manager 
 

1. How did this co-operational project come about, and what are the aims and goals? 
 

2. Would this co-operation have arisen without the efforts of an external party? 
 

3. How do the parties believe they could achieve the goals and aims of the project? 
 

4. In what ways do the competitors communicate - formal, informal and/or through a 
third party? 

 
5. How do the competing firms bring together a co-operational project in one level with 

competition on others?  
 

6. Which is the division of relative strengths within the project? 
 

7. Is the relationship between the competitors characterised by trust or distrust? 
 

8. Which roles do the other parties involved in the project play? 
 

9. Why does the home communications industry in Linköping need a project like the 
HomeCom? 
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APPENDIX B 
 
Questions for the representatives from Nokia, Ericsson and Kreatel 
  

1. How did your company become part of the HomeCom Project?  
 
2. If it is due to external influences, would a similar project involving Nokia, Ericsson 

and Kreatel have emerged anyway, without those external forces? 
 

3. Which are your company’s goals and aims with the HomeCom Project in the short run 
and/or long run? 

 
4. How does your company see these goals being achieved within the frame of the 

HomeCom Project? 
 

5. Which are your company’s contributions to the project? 
 

6. What benefits does your company consider it may gain from the other parties involved 
(Nokia/Ericsson/ Kreatel, the University, the municipality etc.)? 

 
7. Are there difficulties in participating in the same project as your company’s 

competitors? If there are, which are those difficulties? 
 

8. How are the boundaries set between competition and co-operation? 
  

9. Does your company consider the HomeCom Project a co-operational project? If so, 
please elaborate.  

  
10. Which forms do the communication with the other parties involved take? Does the 

communication take place via a third party? Is the communication formal and/or 
informal?  

 
11. Before the next phase in the project, financing from the firms themselves will be 

actualised, and there are more companies that want to take part in the HomeCom 
Project. If some firms want to take part in the project, but are not willing to pay their 
part - how may the parties in that case solve the “free-rider” problem?  

 
12. If the HomeCom Project contributes to making Linköping a centre for home 

communications in a national and global perspective, the supply of a competent 
workforce may increase. However, there is risk that the number of competitors will 
increase too – how does your company regards the potential risk of facing increased 
competition? 
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APPENDIX C 
 
Questions for Eva Joelsson, Mayor of Linköping 
 

1. Why and how did the municipality become involved as an party of the HomeCom 
Project? 

 
2. Which benefits do Linköping expect to gain from participating in the project? 

 
3. Which role does the municipality believe it could, would and have played in the 

project so far? Is there a difference in what it could, would and have done? 
 

4. Why did the municipality decide to finance the project in it’s initial phase, instead of 
letting the companies finance the project themselves? 

 
5. Now that the municipality has ceased with its financing – which are the hopes and 

fears when the business community take over the financing? 
 

6. Are there risks involved with the project, such as creating an oligopoly making new 
entries difficult?  

 
7. If the result is an increased growth and employment in Linköping – is an oligopolistic 

market structure even considered to be a problem?  
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APPENDIX D 
 
Questions for Dr.Sture Hägglund, project representative at Linköping 
University 
 
 
 

1. Which is your definition of the HomeCom Project? 
 

2. In your opinion, are there any risks involved with the project, for example the current 
home communications companies gaining a strong enough position to create barriers 
to entry?   

 
3. How did the University become involved in the project? 

 
4. Which are the University’s contributions to the project? 

 
5. What does the University expect to gain from participating? 

 
6. Of the companies involved - does the University have closer ties to any specific 

company/companies? 
 

7. Which role did the University have, does it have now, and expect to have in the future 
– does the role differ over time? 

 
  
 
 
 
 
 
 
 
 
  
 
 
  


