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Abstract:

Based on the example of the production network of TV programs in Cologne’s media
cluster, this paper will examine two aspects in order to obtain a deeper understanding of
how localized production networks arise and how they function. First of all, the role of
the founding of new firms within a localized production network will be analysed in
detail. As a second step, the decision structures within the production network will be
discussed. In this context the question arises as to how the parts of a particular pro-
duction chain are linked together and how a smooth production flow can be guaranteed.
The theoretical findings will be verified by an empirical study of the networks

producing TV programs in Cologne.



1. Introduction and aims

An intensive debate on the significance of localized production networks is currently
going on within the regional sciences, and the examples being analysed demonstrate an
enormous range of characteristics. There are case studies of high tech agglomerations
(e.g. Silicon Valley; Boston Route 128; the M4 corridor; Tokyo), as well as clusters that
require high levels of craftsmenship (e.g. in parts of the '"Third Italy', the swiss luxury
watch industry or the Venetian glass industry). Some studies deal with spatial concen-
tration in large scale, employment-intensive industries (e.g. chemicals, automobiles),
while others focus on small branches with only a few empolyees. Localized production
networks are to be found not only in the manufacturing sector, but also in services such
as the financial sector or software programming (Enright 2001).

Despite the wide range of the examples analysed, there is an emerging consensus about
certain factors and characteristics associated with successful localized production
networks. These concern flexibility, informal networks based on frequent face-to-face
contact, trust-based interconnections among numerous small firms and their sub-
contractors, the role of local institutions, and the speeding-up of the dissemination of
knowledge and ideas (May et al. 2001).

All of these factors require the interaction between two or among several agents. They
would not succeed if even one of the agents were to act disengaged from its environ-
ment (if that were at all possible). Consequently, an analysis of inter-connections and
networks is crucial to the understanding of positive economic development on both

regional and supra-regional levels.

Based on the example of the production network of TV programs in Cologne’s media
cluster, this paper will examine two aspects in order to obtain a deeper understanding of
how localized production networks arise and how they function:

a) The role of the founding of new firms within a localized production network will be
analysed in detail. First of all, it will be shown that the founding of new firms con-
stitutes an essential contribution to the development and strengthening of localized
production networks and is an important prerequisite for the establishment of a
flexible-specialized system. Secondly, the founding of new firms within a production
cluster constitutes an essential contribution to quick and flexible adaptation to
changing markets, both within the given industry and the locality.

b) As a second step, the flexible character of a flexible-specialized production network
on a local level will be discussed. This flexibility is a result of the rigorous division
within the production chain and specialization in small areas of production. In this

context the question arises as to how the parts of a particular production chain are
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linked together and how a smooth production flow can be guaranteed. Therefore, the
decision structures within the production network are a point of major interest. In this
context, it will first of all be theoretically demonstrated that decision-making powers
among the individual units of the production chain are very unevenly distributed and
hierarchically structured. It will be argued that a rigorously disintegrated production
network can only exist based on clear decision-making, executive and monitoring
structures. For this reason, just a very few key figures play decisive roles in building

and directing the network.

The theoretical findings will be verified by an empirical study of the networks pro-
ducing TV programs in Cologne’s media cluster. TV program production in Cologne is
an excellent example. For one thing, the growth of the establishment of new firms in
recent years has been remarkable. Furthermore, TV program production is taking place
in closely connected, flexible-specialized structures, not least due to the rise and success

of private TV stations.

2. Theoretical framework: New firm formation, flexible-specialization and
decision-making structures in localized production networks

In recent years an intensive debate has been taking place between economists and
economic geographers on the explaining of localized clusters. In the field of economics,
the spatial dimension of economic activity has been discussed in particular by the influ-
ential work of Krugman (1991, 1998, Fujita et al. 1999) and Porter (1991, 2000). Porter
(1991) focuses primarily upon the level of the nation state and notes that industrial
agglomerations within a nation state contribute towards international competitive
advantages for a given industrial sector. Krugman (1991, 1998) cited centripetal forces
as a main reason for clustering. In accordance with Marshall he stresses three types of
factors promoting external economies: labour market pooling, the development of
intermediate inputs and technological knowledge spill-overs.

Geographers do recognise the relevance of these economic models and suggest that they
be treated seriously (Martin/Sunley 1997). However, they criticise them for ignoring the
cultural and institutional aspects of economic activities, which cannot be modelled
mathematically in the way described. The real effective economic and social processes
and relations are given insufficient recognition (Martin 1999, Bathelt 2001a). Also, the
cited factors take effect only where spatial concentration already exists. Besides, there is
no guarantee that clusters will have positive effects per se (Bathelt 2001b, Hassink
1997). Consequently, the question of the origin of such production clusters remains

unanswered (MoBig 2002). Nevertheless there are some indications that the founding of
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new firms has considerable significance for both the origin and further development of a
localized production network (Hayter 1997: 224ff., May et al. 2001, MoBig 2000).

Founding dynamics and localized production networks

A dynamic-evolutionary approach seems to be exceptionally useful for answering the
question of the origin of production clusters. The complex combination of historical
events and the individual decisions and actions of the key agents, including random
factors, can be grasped by analysing the development path of a particular cluster (MoBig
2000). The dynamic-evolutionary perspective has been criticised for merely acquiring a
deeper understanding of past processes, but not providing any clues for future develop-
ments, which would facilitate forecasting and planning (Schamp 2000a: 18ft.). Never-
theless, the significance of the founding of new firms in a given locality for the evolu-
tionary development of a cluster seems to be indisputable (MofBig 2000, 2002). The total
number of enterprises rises with every new setting up of a firm. This is important be-
cause a certain 'critical mass' of firms is necessary for the formation of the interaction-
based characteristics and factors brought about by a successful localized production
network. Due to the distinct immobility, particularly of small and medium-sized
enterprises, relocations are of less significance in reaching this 'critical mass' (Schamp
2000b). Thus the setting up of new firms in the locality acquires a key significance.
Furthermore, the increase in the number of enterprises leads to advantages of diversity
and adaptability. This wider range results from the varied perceptions and insights and
the divergent spheres of activities of the respective owners, managers and employees.
Thus different solutions to given problems are developed by each firm (Maskell 2001).
As derived from case studies on entrepreneurial motivation (Sternberg 2000, Galais
1998), new firms demonstrate a high degree of willingness to try out new ways and
apply new ideas. This flexibility is essential, especially for those clusters producing
goods with short life cycles and high rates of single-part production. Even if the markets
are subject to sudden changes in consumer tastes or demand, the continuous renewal of
the local economy through the setting up of new firms and the associated variety of
ideas contributes to the rapid and flexible adaption to changing market conditions, both
within the branch of industry concerned as well as in the regional location. On the
whole, the founding of new firms thus makes a considerable contribution to the origin,

development, well-routed and continued existence of a localized production network.

Flexible-specialization in localized production networks
The scientific debate on the significance of localized production networks starting in the

late 1970’s and 1980°s was sparked by the discovery of the phenomenon that the
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regions of the so-called 'Third Italy' were generating growth rates above the national
average during a period of stagnation and economic transition (Bathelt 1998,
Benko/Dunford 1991, Scott 1988). The introduction of a highly disintegrated, flexible-
specialized production system has been considered to be an essential factor of success
(Piore/Sabel 1989). The central prerequisite for the attainment of flexibility is the
rigorous division of labour in the production chain. By specializing in a small subset of
the production process, the individual firms obtain great product-specific competence,
such that they are able to offer with remarkable flexibility a wide range of variants in
their field of production. Close inter-connections and interdependence among firms
makes possible the transference of their competence and flexibility to the entire pro-
duction chain (Bathelt 1998). Harrison (1992) stressed that the creation of relationships
of trust among the local producers is necessary for the stability of such a flexible-
specialized production system. Relations of trust do not arise automatically, but are the
result of a recursive process built upon frequent interactions and positive past expe-
riences. Spatial proximity facilitates interaction among the agents, favoring the estab-
lishment of trust and thereby a flexible-specialized network. Such embedding in a
common socio-institutional context has recently been increasingly stressed (Oinas
1997). Formal and informal institutions facilitate the planning and co-ordination of the
interaction and exchange processes resulting from the division of labour. These have the
effect of lowering transaction costs. Furthermore, because formal and informal insti-
tutions are able to sanction opportunistic behaviour, they reduce uncertainties (Berndt
1996).

Decision-making structures in localized networks

So far, it has been explained that the founding of new firms is a central prerequisite for
the emergence and development of a localized production network and is essential for
the adaptability of those networks. Flexibility as an important characteristic of a
successful production network is attained in particular through the flexible-specializa-
tion of the enterprises. Ideally a production chain consisting of specialized firms is
newly constructed for a specific project and then dissolved after the project is com-
pleted. Thus, production takes place through new constellations of partners according to
the specific stipulations and demands of the project. Now the question arises as to how
the joining together of firms of a particular production chain proceeds and how it works.
Who decides which firms are to work on a project and which not? How can a smooth
production flow be assured, considering the numerous linkages and very frequent
changes within the production chain? In order to answer these questions, the decision-

making structures and power relations among the economic actors in a network are an
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essential consideration. Some studies give one the impression that the relations among
the networked firms are harmonious and based on an equal distribution of power. Yet,
an equal distribution of power can be a considerable barrier for decision-making pro-
cesses in a network, delaying both solutions to problems as well as speedy adaptation,
and blocking the implementation of new ideas (Bathelt 2001b). Therefore, networks
should not be equated with harmonious relations. Rather, unevenly distributed decision-
making powers represent a functional characteristic in a network (Hellmer et al. 1999:
62ff.). Clearly defined decision-making structures facilitate the co-ordination of a
strongly disintegrated production network and speed up the processes among the mem-
bers of the production chain. Thus unevenly distributed power relations are not contra-
dictory to the efficiency of a production network.

When dealing with network relations, the concept of power should be defined in a wider
sense than in the hierarchical forms of co-ordination in economic activity. In hierarchi-
cal co-ordination, power means the one-sided domination of a particular agent over
another ('power over'), resulting from a continued and fixed relationship of dependency.
In contrast, in a network relation, the position of power of the individual agents is less
rigid and should be conceived of as distinct opportunities and freedoms to act which
nonetheless do not put other agents at one’s disposal. In a networked context, one could
define power as the power to do or to achieve something (‘power to'). This type of
power comes into being as a result of mobilizing for common activities or goals and
accrues to the one who successfully launches an initiative (Allan 1997). This form of
power is not therefore based on a fixed relationship of dependency, but is produced and
distributed anew in each distinct network constellation.

A key activity shifting an agent into a position to control a production network is the
organisation of access to the market (Schamp 2000a). In a publishing system, for exam-
ple, the publisher takes on this central role (Sabel 1994). In the case of some of the so-
called 'industrial districts' in the ‘Third Italy’, a special broker collects the orders from
the final customers and then assembles networks of small firms to produce them - e.g.
the 'impannatore’ in Prato’s textil district (Becattini 1991). Thus, the one who gains the
order or sells the product to the final customer possesses a superior position of power.
He becomes the final decision-making authority in situations where there is disagree-
ment. He also has a decisive influence on the composition of the production chain. In
organizing access to the market, this agent takes on particular responsibility for success.
At the same time, he hopes for greater profits and is willing to incur the associated
higher risks. All in all, the attainment of a privileged position in the decision-making
structures of a localized production network can be attributed to this combination of

chances, risks and responsibility.



Based on the example of TV production in Cologne’s media cluster, the following
sections in this paper will analyze the theoretical considerations for the relevance of the
founding of new firms in a production network, and the significance of decision-making
structures for a friction-free process within a localized production network. In the next
chapter, the methodology will first of all be outlined, followed by a brief introduction to
Cologne’s media cluster. It will be demonstrated that the example of TV production in
Cologne is emminently suited to the analysis of a flexible-specialized production
network. Afterwards, some first results of the empirical research will be shown, before

closing the paper with some final remarks.

3.  Methodology

First of all, in order to investigate the performance of firms, three volumes of the
'Cologne Media Handbook’ (‘Medienhandbuch Koéln’) (Steinmetz et al. 1992, 1996,
2000) will be systematically evaluated. All those enterprises dealing with audio-visual
media are listed in the 'Media Handbook'. Besides the TV stations, which organize the
market access to the consumers, the TV production companies are of special
significance. They are the ones who negotiate with the TV stations over the production
of TV programs and in this way co-ordinate the market access for the subsequent
production chain of a TV program. The evaluation of the 'Media Handbook' includes the
total number of TV production companies and some of their characteristics, such as
their age, the number of employees and their occupational fields, the dynamics of new
firm launchings, and the firms that have left the market. The dynamics of new firm
launchings of suppliers and specialized service companies in 62 subsets of the film and
TV production chain have been identified in the same way. In the year 2000, a total of
about 3,300 independent firms in the audio-visual media sector were active in Cologne.
During the past two years alone, 770 new firms entered the market, demonstrating the
dynamism of the TV production industry (Steinmetz et al. 2000).

Besides this preparatory analysis, 19 guided interviews with experts were carried out.
Decision-makers at various stages of the production chain were questioned on the
decision-making structures within the production network and in order to obtain a
deeper understanding on by what criteria a production chain is built und how the

network ultimately functions smoothly.

4. TV production in Cologne’s Media Cluster
The media sector is regarded as a harbinger of increased employment rates. Yet not all
media branches are able to fulfil these expectations. Especially the traditional areas of

print media and postal services have shed a considerable number of employees in
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Germany. Thus, the hopes for increased employment rest upon the dynamic branches of

the media sector, which clearly include TV production (see table 1).

Table 1: Development of employment rates in selected branches of the media
sector in Germany 1985-1998

Media branch Development of employment
1985-1998
Advertising +107,4 %
Film production +79,2%
News agency + 57,6 %
TV / radio broadcasting +41,0 %
Publishing +13,8%
Printing -12,2 %
Post 22,9 %
Employment media sector (total) +1,5%
Employment in Germany (total) + 8,4 %

Source: Schonert/Willms 2000.

The city of Cologne ranks 4 position in the list of number of employees in the media
sector after Berlin, Hamburg and Munich (Schonert/Willms 2000). In terms of the
broader spatial basis of the German planning regions (Raumordnungsregionen),
Cologne only occupies 6™ position (DIW 2001). Yet in terms of TV production Cologne
ranks 1% position in Germany. About one-third of all German TV programs are
produced in the Cologne region (Stadt Kéln 2001). Nearly 20% of all employees in the
TV/radio broadcasting sector work in Cologne. Furthermore, spatial specialization,
documented through the localization coefficient, is unequalled in the nation. The
proportion of employees in the TV / radio broadcasting sector is 12 times higher in
Cologne than the German average (Schonert/Willms 2000). The majority of TV
programs produced in Cologne are studio productions. According to research carried
out by the ‘Formatt-Institut' (1999), 83.3% of all German 'TV-Gameshows' are
produced in North Rhine-Westphalia, of which the overwhelming majority are produced
in Cologne. The share of the studio format 'show' amounts to 75.6%, and 'talkshow'
40.2%. Cologne, on the other hand, occupies only rank 3 after Berlin and Munich in the
production of 'film/fiction' (Formatt 1999). Figure 1 shows the spatial concentration of
TV production companies and TV stations in Cologne.

The development path of the Cologne media cluster is closely connected to the founding
of the "'Westdeutscher Rundfunk (WDR - West German Broadcasting)', now the biggest
broadcasting company in Europe (Stadt Koln 2001). WDR was founded in 1924 as
'Westdeutsche Rundfunk AG (Werag)' in Miinster, and in 1926 it was relocated to
Cologne. After the Second World War, in September 1945, the broadcasting company

was re-launched under British control with the name 'Nordwestdeutscher Rundfunk



(NWDR - North West German Broadcasting)'. The NWDR transmitted its first TV
program from Cologne at Christmas 1952. On January 1% 1956 the WDR commenced
its activities as an independent broadcasting station under public law. Today, the WDR
in Cologne employs approximately 4,300 TV and radio employees and is a commis-
sioner for around 20,000 freelancers, such as authors, film producers, actors, directors,

camera teams, scenery decorators, illustrators, etc. (Blaser/Schulz 2001).

Figure 1: Spatial concentration of TV production in Cologne’s Media cluster 2002
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An important date for TV production in Germany is New Year 1984, the date of the
launching of private, commercial TV in Germany. The relocation of the privately
financed TV station 'RTLplus' (since 1993 ‘RTL’ - Radio Television Luxembourg)
from Luxembourg to the Rhine in 1988 was an important event for Cologne. At the
same time, 'RTLplus' gained a special transmitting frequency, increasing the trans-
mission area in North Rhine Westfalia to include 6.5 million people. This was an
important competitive advantage over the other privately financed TV stations. In 1993,
just 9 years after the commencement of broadcasting in Germany, RTL attained the
market leadership as the TV station with the greatest TV audience. Besides WDR and
RTL, further TV stations have established themselves in Cologne: 'VOX' (broadcasting
started in 1993), the music channels 'VIVA' (1993), 'VIVA 2' (1995, since 2002
'VIVAP™") and 'ONYX' (1999), as well as the childrens channel 'Super RTL' (1995)
(Fig. 1). In the meantime, 'Deutsche Welle TV' began transmitting from Cologne until
their relocation to Berlin.

Besides the establishment of the TV stations, the enormous intensification of telecasting
hours was an essential factor for the development of the production network. In 1985
the two main TV stations under public law, 'ARD' and 'ZDF', had telecasted only an
average of 12.9 or 12.8 hours a day respectively and the private TV station 'RTL' only
11.2 hours. Since the mid-90s all important TV stations offer a 24 hour selection of
programs, doubling their transmission time (Hickethier 1998). The total viewing time
on German TV screens has increased explosively due to the establishment of numerous
new TV companies and the aforementioned intensification of telecasting hours.IEI As a
result, an enormous increase in demand for programs has arisen. Since this demand
could not be met by the TV companies themselves, there has been a sharp increase in
the demand for external TV productions. Besides the development of technical infra-
structure - e.g. the big studio complexes in Cologne-Ossendorf, Cologne-Miilheim and
Hiirth (fig. 1) - the training of new personnel in all subsets of TV production is of great
significance for the development of the production cluster too. Related to this, a
comprehensive range of supplies has become available during recent years, financed
both publicly and privately (Stadt Kéln 2001). Another key factor in the historical
development of the TV production cluster in Cologne is the interaction on the political
level between the local government of Cologne and the state government of North
Rhine Westfalia, leading to an active establishment policy in Cologne. Moreover, the

'Stadtsparkasse Koln® (‘Cologne savings bank’), as a local financing partner, accepted

' 15 TV stations under public law and 22 private stations are currently transmitting in Germany.



immaterial good such as TV rights or TV licences as securities for agreed credits much

more readily than other creditors.

5.  The dynamic of new firm foundations in Cologne's TV production cluster

The large number of independent firms is a key characteristic of the TV production
cluster in Cologne. Thus the number of TV production companies increased by 82%
between 1992 and 2000 (Fig. 2a). Besides the large number of new firm foundations, a
large proportion of firms have left the market after ceasing production activities after
just a couple of years. Of the 193 TV production companies listed in 1992, only 120
still existed 4 years later, and of those only 87 survived until 2000. Therefore, more than
half of the TV production companies ceased production between 1992 and 2000. Of the
284 TV production companies listed in 1996, there were only 184 remaining in 2000.
At the same time, the total number of firms had increased to 351 by 2000, meaning that
the 100 terminations during the preceding 4 years were countered by 167 new
foundations (Fig. 2a). Accordingly, the average age of the present TV production com-

panies is very young. Half of the firms (49,8%) were founded after 1994 (Fig. 2b).

Figure 2: Dynamics of the total number of TV production companies and TV pro-
duction companies according to year of foundation in the Cologne Media

Cluster (2000)
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Source: Survey results, Cologne Media Handbook (Steinmetz et al. 1992, 1996, 2000)

From the expert interviews, two main features could be identified which are causally

related to the numerous foundations of TV production companies in recent years:

e Adaptability to uncertain and rapidly changing market conditions:
The dynamic of new firm foundations and the increasing number of TV production
companies can be regarded as a mode of adaptability to an extremely unpredictable
and rapidly changing market. Some new TV formats have achieved meteoric success
worldwide, but disappeared from the TV screens shortly afterwards. Examples of this

are Reality-TV formats such as 'Big Brother'. Despite much market research it conti-
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nues to remain unclear what the television public prefers to watch and which format,
genre or which popular individual is going to trigger the next big success story. Most
of the TV production companies are small-sized enterprises, firmly tied to a certain
format (e.g. talk-show, comedy, quiz-show), or their activities are based on the con-
nection to a well-known TV star. As a rule, newly founded firms launch their busi-
ness with only one single project idea. Whether such a firm survives will thus depend
upon the success of their particular TV program - a prospect replete with uncertain-
ties. Due to the simultaneous attempt of many production companies to make their
particular project idea successful, there is a broad range of experimentation to disco-
ver which programs are able to remain on the market. In this way, quick adaptation
to changing demand conditions but also an accelerated selection process takes place,

resulting in the many new foundations and closures of TV companies (Fig. 2a).

e Extreme spatial concentration in Cologne due to the proximity of the TV stations:
The extreme spatial concentration of the TV production companies in Cologne can
be clearly explained both by the spatial proximity to the TV stations and by the per-
sonal networks of the producers. As will be explained in more detail in the following
chapter, the advantage of close contact to the TV stations plays a key role in acquir-
ing a commission. For the TV production companies, especially at the beginning of
their development path, it is of central importance to be in the locality. Moreover,
many of the important entrepreneurs are spin-offs from TV stations and in that way

enjoy excellent contact to their former employers.

But not only the number of TV production companies has increased rapidly due to the
establishment of new firms. The number of suppliers and specialized service companies
has multiplied too (Table 2). The increasing number of suppliers and specialized
services has much to do with the rigorous division within the production chain and the
resulting demand for specialized suppliers and services. The first reason for this extreme
disintegration is connected to the production process itself. The production of TV
programs is generally a commission-based single-part production with low repetition
rates. Even in the case of TV series, as a rule the commission starts out with a plan for
only 6 or 12 episodes and any decision on a continuation occurs much later. In the
production process of a TV program there is a long period of preparation before the
actual filming begins. The actors in front of the camera and the teams behind it, as well
as the studio or technical equipment are not needed at all during this preparation phase.
But by the time the filming begins the work of the script authors has been largely

completed. The producer too has already accomplished some parts of his job. He has
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launched the project, managed the financing and assembled the production chain.
Consequently, if all the parts of the production chain were to be vertically integrated,
high co-ordinative expenditure would be required in order to achieve full economic
capacity at each of the sub-units of the production chain. Thus the rigorous division

provides considerable advantages for reducing fixed costs.

Table 2: Number of suppliers and specialized service companies for
TV production in Cologne’s media cluster 1992, 1996 and 2000

Activity 1992 1996 2000 1992-2000
TV production company 193 284 351 +82%
Casting (actors, candidates, audience) 11 27 26 +136 %
Coaching -- 3 18 --

Computer animation 9 19 21 +133 %
Costume design 21 56 95 +352 %
Cut / Editing 29 57 58 +100 %
Director 48 106 163 +240 %
Equipment lending 8 13 20 +150 %
Executive producer 11 28 51 +364 %
Film and video engineering 17 20 26 +53 %
Film architecture / stage design 18 45 67 +272 %
Film music 36 48 39 +8 %
Graphics / design -- 23 47 --

Cameraman 47 101 119 +153 %
Lighting and lighting engineering 9 25 42 +367 %
Make-up 25 44 62 +148 %
Post production 12 22 39 +225 %
Requisites (indoor / outdoor) / equipment 22 67 102 +364 %
Script / authors 60 138 204 +204 %
Stage director -- 17 34 --

Rented studios 3 18 20 +567 %
Sound engineers (film / TV/ video) 13 23 31 +139 %
Studio sound (film / TV/ video) 14 15 16 +14 %
Sychonisation / translation / subtitles 8 19 28 +250 %
Presenters / speakers 25 81 146 +484 %

Source: Survey results, Cologne Media Handbook (Steinmetz et al. 1992, 1996, 2000).

Besides the reduction of fixed costs, the second reason for the rigorous division within
the production chain is in order to minimize certain risks. If a program fails to satisfy
TV audiences it will be rapidly withdrawn from the repertoire. In such a case, the entire
production chain will be immediately reduced to individual firms. The risk of running
out of work for long-term personnel engagement is greatly reduced by this extreme
externalisation. Without this type of structure the risk for a single firm operating in the
unstable and rapidly changing TV market is incalculable.

Thirdly, different sorts of TV programs require different sorts of production chains. The
remarkable advantages of a flexible-specialized production system are realized through

the specifically project-based composition of the production chain and the subsequent

12



possibility of filling a certain position with a suitable specialist. Altogether this confirms
that the founding of new firms is an important requirement for developing and stength-
ening a flexible-specialized production network. At the same time, the new foundations
are themselves a consequence of such a production system. In this way, cause and effect

are connected in a circular fashion and the processes mutually reinforce one another.

6.  Decision-making structures in the flexible-specialized TV production
network in Cologne
This chapter will analyse the production of a TV program in Cologne’s media cluster. It
will explain the empirical results relating to the decision-making structures both for the
assembly of the production chain as well as the decision-making structures during the
production process. In figure 3 the decision-making processes are portrayed schemati-
cally. This diagram is a simplified representation, which is meant to stress the main
levels of the decision-making processes. Of course, the reality is more complex, since
the individual authorities and the course of decision-making vary according to the pro-
ject and the agents.
An intensive interaction between the TV station and the TV production company shapes
the beginning of the production process. The intention of the TV production company is
to realize an idea for a TV program. Usually the TV production company proposes its
ideas to the TV station in order to obtain a broadcasting slot as well as the financing for
the project. Sometimes a TV station develops an idea of its own and seeks a TV
production company to realize it. This initial preparation phase is marked by intensive
negotiations, the eventual harmonization process being facilitated by spatial proximity.
However, only every 5™ or 10" project discussed between the TV production company
and the TV station will ultimately be realised.
A production contract is made as soon as the production of the TV program is decided.
The contract specifies in detail the expenditure for each item. Due to the disintegrated
character of the production system, the TV production company bears none of these
production costs. However, the TV production company is entitled to 6% of the calcu-
lated production costs for their expenses, plus a profit of 7.5%. If it turns out that the
costs are higher than calculated and there is no possibility of additional negotiations, the
TV production company has to pay these costs from their expense funds or from their
profits. During this initial preparation phase the decision as to whether a project is
launched or not clearly lies with the TV stations. This power is accounted for by the fact
that the TV stations provide the total financing. Furthermore, the TV stations co-ordi-

nate the market access to the final customers, the TV audiences. The reason is that the
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TV stations are financed through advertising and for that reason they are indirectly

dependent on the extent of interest of the public.

Figure 3: Decision-making structures and composition of the production chain in
the production of a TV program

First level: Intensive interaction between the TV production company and the TV station
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Source: Survey results.

A second, subordinate level of decision-making power emerges during the realization
phase of the project. The TV production company starts to appoint the main positions.

These so-called 'heads of departments' are almost exclusively external suppliers. Even
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the executive producer, responsible for decisions on the filmsetting (including the
administering of the finances), is usually an outsider. Other 'heads of department' are the
director (responsible for the artistic rendering), the main actors/presenters, the main
editor/script authors (responsible for the content) and the studio manager (technical
services). The TV production company takes the leading role in the appointment of
these key positions. Again, the most important criterium for the extent of decision-
making power of the TV production companies compared to the other sub-units in the
production chain, is its co-ordination of the market access. The TV production
company, by negotiating with the TV stations, ultimately secures the financing of the
remaining subunits of the production chain. The TV stations generally do not involve
themselves in the selection of the 'heads of departments' unless certain key positions
have already been specified in the contract as being an inseparable part of the whole
project concept (e.g. a talk show master). They merely want to be informed about the
filling of the positions, sometimes giving recommendations or occasionally vetoing.

The further assembly of the production chain takes place on a third level of decision-
making. Subcontractors are recommended by the appropriate 'heads of department', who
are then taken on by the production company or producer. The director chooses his own
assistant and the main cameraman, while the cameraman selects his assistant. As a rule
all of these people are independent freelancers. In the same way, the main editor, who is
responsible for the content, independently engages his own editorial team and assistants.
The selection of other actors, extras or contestants is mostly assigned to a casting
agency. The studio manager functions as an all-round technical supplier for the TV
production company, offering his complete services, including lighting, sound and other
technical equipment, by appointing other independent subcontractors. The TV station is
mostly not involved in the decisions on this third level. The TV production company
and the executive producer give their consent and make recommendations or vetos, if
necessary. Any positions in the production chain still unfilled (e.g. costume designer,
make-up, media spokesman, public relations) are supplied by the executive producer.
Altogether, at the first level of decision-making the TV station is the main authority
compared to the TV production company. At the second level, the TV production com-
pany decides on the filling of the subsequent key positions, while the TV station partici-
pates in this procedure in an observatory way. At the third level, the TV station is no
longer involved in decisions. The main decision-making powers lie with those in the
key positions, and the TV production company merely monitors these procedures.

The respective positions of power at each level are derived from who co-ordinates the
market access for the subsequent subunits of the production chain by acquiring the

necessary finances. These power relations emerge from the ability to mobilize to
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achieve a common goal ('power to'). They are not fixed relations of dependency (‘power
over').

The number of firms and individual freelancers involved indicates the number of links
in the production chain. Only two firms interact at the highest level: the TV station and
the TV production company. Both parties are represented by only a handful of persons.
A single program editor and his assistant are normaly responsible for a TV slot, and a
production company generally has only 4-5 employees. During the execution of the
project, however, the participation can easily increase to 50-150 persons, employed in
20-40 independent firms.

An advantage for the production process lies in the fact that every actor naturally
accepts these decision-making structures in the composition of the production chain and
during the production process. These decision-making authorities, associated with the
roles in a TV program production system, are part of the firmly rooted standards and
rules within Cologne’s media cluster. They are accepted by every part of the production

network, meaning that decisions can generally be made very quickly.

Yet it is not only the clear division of decision-making powers that guarantees smooth
production flow in the network. The criteria for decisions concerning external com-
missioning are also of great significance. Irrespective of the level on which decisions
are made, the most important criteria for the assembly of the production chain are
personal contacts, successful co-operation in the past, or recommendations by friends or
confidants. The following four representative answers are typical in reply to the
question of decision-making criteria:

e "We have built up a regular group of producers who supply us with material. They
know our format very well by now, we know what kind of work each producer pro-
vides and what the trademarks of their films are " (Program editor of a TV station).

e "When we select the suppliers and technical services we always contact first the best
ones from the last production” (Producer of a medium-sized TV production com-
pany).

e "Besides the financial factor, which can be advantageously negotiated through fre-
quent commissioning, the decisive factor is to know each other. It doesn’t make
sense to always start at zero with new people, and only then to find out how good
someone is” (Producer of a small-sized TV production company).

e “The most important criterium is qualification [...]. How can you find out whether
someone is good? Either by knowing him, or co-workers know him, or the candidate
has the necessary credits in his curriculum vitae” (Producer of a medium-sized TV

production company).
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The personal network obviously has a considerable influence on the decisions of the
agents. One reason is that uncertainties resulting from the sharp divisions within the
production chain can be reduced by personal ties. Access to external suppliers can be
accomplished more easily and speedily when suitable partners and their productive
capacities are known. Also, when commissions are being awarded, acquaintances are
approached first.

The interviewees often stressed that TV production is purely a 'people business'. The
spatial concentration within the Colgne media cluster obviously plays an important role
in the formation and strengthening of these personal networks. When good personal ties
have been developed, spatial distances can be more easily overcome. But especially in
the beginning phases, each agent considers it to be a decisive advantage to be in the
locality oneself, in order to form and maintain personal networks. Besides experiences
of working together, informal meetings are of great significance, typically producing an
overlapping of the private and professional spheres. Such occasions include, for exam-
ple, meetings at favorite restaurants or pubs, attending cinema premieres, or visiting the

theatre.

7.  Conclusion

This paper had the goal of analysing and explaining the relevance of new firm founda-
tions for localized networks. Further, based on this, it sought to comprehend the deci-
sion-making structures which guarantee a smooth and efficient production flow in such
networks. The example of Cologne’s media cluster is remarkably appropriate for this
study because of the founding dynamics within the cluster and the roles of the numerous
firms involved at all stages of the production chain.

At the same time it could be recognized that the founding of new firms is an essential
prerequisite for the emergence of a localized flexible-specialized production network.
Moreover, a certain ‘critical mass’ of firms is required by flexible-specialized produc-
tion structures, in order that the rigorous division of the production chain (along with
the sharp rise in demand for TV program contents) can offer suitable possibilities for
successive new firm foundations. Furthermore, new firm foundations are responsible for
a quick and flexible adaptation to the frequent and sudden changes in conditions in the
TV branch. Thus they contribute considerably to the variety and flexibility and therefore
to the maintenance of a localized production network.

Next, it was explained that the decision-making structures within a localized production
network are of key significance for the guaranteeing of an efficient production process
with greatly reduced frictional losses within the rigorously disintegrated production

chain. Clear decision-making structures contribute decisively to the realization of the
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full potential produced by specialization and by the flexibility of the production
network. It was shown that unevenly distibuted decision-making powers exist within the
network. Particularly those agents who co-ordinate the market access for the subsequent
subunits of the production chain obtain a dominant position due to their initiative. The
decision-making powers associated with the various positions within the production
chain of a TV program are part of the well-established norms and rules in Cologne’s
media cluster. These norms and rules are accepted by all of the agents, so that decisions
can be made very quickly, if necessary. Yet, despite the uneven distibution of power,
the decision as to which firms or individual freelancers are to participate in a given
project is based on personal contacts, successful working relationships in the past, or the
recommendations of friends or confidants. These personal networks and connections are
obviously at least as significant as one’s own position of power, because it is very diffi-
cult to exercise one’s decision-making powers without them.

The strong spatial concentration in Cologne affects two aspects: First, the network
functions much more effectively during the production of a TV program if the special-
ized suppliers and services below the 'heads of department' level originate in the
regional vicinity. Besides costs savings on travel and overnight stays, etc., the TV
program production process is replete with uncertainties. Since many persons are
involved in the production of a TV program, often unexpected and unpredictable things
happen, which require a swift response. For this reason, direct access on the spot to the
respective agents is required and, accordingly, local suppliers are consciously favoured
when commissions are being awarded. Secondly, spatial proximity considerably simpli-
fies the development of relationships of trust and personal networks. The diverse proce-
dures for reaching agreement among the agents are facilitated by the uncomplicated
possibility to meet personally. Both the formal and the informal meetings are important.
An overlapping of the private and professional spheres is therefore common in

Cologne’s media cluster.

References

Allen, J. (1997): Economies of Power and Space. In: Lee, R./Wills, J. (eds.): Geogra-
phies of Economies. London. New York, 59-70.

Bathelt, H. (1998): Regionales Wachstum in vernetzten Strukturen: Konzeptioneller
Uberblick und kritische Bewertung des Phinomens "Drittes Italien". Die Erde
129: 247-271.

Bathelt, H. (2001a): Warum Paul Krugmans Geographical Economics keine neue Wirt-
schaftsgeographie ist! Eine Replik zum Beitrag "New Economic Geography" von
Armin Osmanovic in DIE ERDE 131 (3): 241-257. Die Erde 132: 107-118.

18



Bathelt, H. (2001b): Localized Clustering, Institutional Context and the Problem of
Over-Embeddedness in Leipzig's Media Industry, Germany. Paper Presented at
the Annual Meeting of the IGU Commission on the Dynamics of Economic
Space, Turin.

Becattini, G. (1991): The industrial district as a Creative Milieu. In: Benko, G./Dunford,
M. (eds.): Industrial change and regional development, 102-114.

Benko, G./Dunford, M. (eds.) (1991): Industrial change and regional development: the
transformation of industrial spaces. London, New York.

Berndt, C. (1996): Arbeitsteilung, institutionelle Distanz und Ortsgebundenheit: Strate-
gische Anpassung an verdnderte Rahmenbedingungen am Beispiel mittelsténdi-
scher Unternehmen im Ruhrgebiet. Geographische Zeitschrift 84: 220-237.

Bléser, R./Schulz, C. (2001): Vom Wallrafplatz nach "Hollymiind" - K&lns Aufstieg zur
Medienstadt. In: Wiktorin, D. et al. (Hrsg.): Koln - Der historisch-topographische
Atlas, 106-109.

DIW (2001): Untersuchung zum Medien- und IT-Standort K6ln. Berlin.

Enright, M. J. (2001): Regional Clusters. What we know and what we should know.
Paper prepared for the Kiel Institute International Workshop on Innovation Clu-
sters and Interregional Competition, 12.-13. November 2001.

Formatt (1999): Fernseh-Produktion in Deutschland. Eine explorative Studie zu einer
weitgehend unbekannten Branche. Dortmund.

Fujita, M./Krugman, P./Venables, A.J. (1999): The Spatial Economy. Cities, Regions,
and International Trade. Cambridge (Mass.), London.

Galais, N. (1998): Motive und Beweggriinde fiir die Selbstindigkeit und ihre Bedeutung
fiir den Erfolg. In: Frese, M. (Hrsg.): Erfolgreiche Unternehmensgriinder, 83-99.

Harrison, B. (1992): Industrial Districts: Old Wine in New Bottles? Regional Studies
26: 469-483.

Hassink, R. (1997): What distinguishes 'good' from 'bad' industrial agglomerations?
Erdkunde 51: 2-11.

Hayter, R. (1997): The Dynamics of Industrial Location. The Factory, the Firm and the
Production System. Chichester u.a.

Hellmer, F./Friese, C./Kollros, W./Krumbein, W. (1999): Mythos Netzwerke. Regionale
Innovationsprozesse zwischen Kontinuitdt und Wandel. Berlin.

Hickethier, K. (1998): Geschichte des deutschen Fernsehens. Stuttgart. Weimar.

Krugman, P. (1991): Geography and Trade. Leuven, Cambridge (Mass.), London.

Krugman, P. (1998): What's new about the new economic geography? Oxford Review
of Economic Policy 14: 7-17.

19



Martin, R./Sunley, P. (1997): Paul Krugman’s geographical economics and its implica-
tions for regional theory: a critical assessment. Regional Studies 77: 259-292.
Martin, R. (1999): The New Geographical Turn in Economics: Some critical Reflec-

tions. Cambridge Journal of Economics 23: 65-91.

Maskell, P. (2001): Towards a knowledge based theory of the geographical cluster.
Paper Presented at the Annual Meeting of the IGU Commission on the Dynamics
of Economic Space, Turin.

May, W./Mason, C./Pinch, S. (2001): Explaining industrial agglomeration: the case of
the British high-fidelity industry. Geoforum 32: 363-376.

MoBig, I. (2000): Rdumliche Konzentration der Verpackungsmaschinenbau-Industrie in
Westdeutschland. Eine Analyse des Griindungsgeschehens. Wirtschaftsgeogra-
phie 17. Miinster, Hamburg, London.

MoBig, 1. (2002): Konzeptioneller Uberblick zur Erklirung der Existenz geographischer
Cluster. Evolution, Institutionen und die Bedeutung des Faktors Wissen. Jahrbuch
fiir Regionalwissenschaft (im Druck).

Oinas, P. (1997): On the socio-spatial embeddedness of business firms. Erdkunde 51:
23-32.

Piore, M.J./Sabel, C.F. (1989): Das Ende der Massenproduktion. Studie iiber die Requa-
lifizierung der Arbeit und die Riickkehr der Okonomie in die Gesellschaft. Berlin.

Porter, M. E. (1991): Nationale Wettbewerbsvorteile. Erfolgreich Konkurrieren auf dem
Weltmarkt. Miinchen.

Porter, M.E. (2000): Locations, Clusters, and Company Strategy. In: Clark, G. L.et al.
(eds.): The Oxford Handbook of Economic Geography, 253-274.

Sabel, C. (1994): Flexible Specialisation and the Re-emergence of Regional Economics.
In: Amin, A. (ed.): Post-fordism. A reader, 101-156.

Schamp, E.W. (2000a): Vernetzte Produktion. Industriegeographie aus institutioneller
Perspektive. Darmstadt.

Schamp, E.W. (2000b): Die Stabilitidt regionaler Unternechmenscluster - Ergebnisse
wirtschaftsgeographischer Forschung. In: Hirsch-Kreinsen, H./Schulte, A. (Hrsg.):
Standortbindungen, 61-101.

Schonert, M./Willms, W. (2000): Medienwirtschaft in deutschen Grofstadten. Ent-
wicklungstendenzen und Beschéftigungspotenziale. BAW Monatsbericht 5/2000.
Bremen.

Scott, A.J. (1988): New industrial spaces. Flexible Production Organization and Regio-
nal Development in North America and Western Europe. London.

Stadt Koln (2001): Medienstandort Kéln 2001. Die Branche im Uberblick: Unter-

nehmen, Infrastruktur, Ausbildung, Events. Koln.

20



Steinmetz, C. et al. (1992, 1996, 2000): Medienhandbuch Koln. Die audiovisuellen
Medien. Kdln.

Sternberg, R. (2000): Entrepreneurship in Deutschland. Das Griindungsgeschehen im
internationalen Vergleich. Landerbericht Deutschland 1999 zum GEM. Berlin.

21



	Paper prepared for the 42nd European Congress of the
	European Regional Science Association (ERSA),
	Dortmund (Germany) 27.-31. August 2002
	
	
	
	
	
	Dr. Ivo Moßig
	Justus-Liebig-University of Giessen





	Founding dynamics and localized production networks
	Flexible-specialization in localized production networks
	Decision-making structures in localized networks
	
	
	Development of employment


	Figure 1:	Spatial concentration of TV production in Cologne´s Media cluster 2002
	Figure 2:	Dynamics of the total number of TV production companies and TV pro˜duction companies according to year of foundation in the Cologne Media Cluster (2000)
	Figure 3:	Decision-making structures and composition of the production chain in the production of a TV program




