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Norwood, New J ersey, Ablex Publishing Corporation, 1996, viii+ 122 pp., US$30.00,
ISBN 0-89391-632-3

This is a slim volume, but it contains much betwe en its covers. In a concise and elegant
way it draws togeth er the important strands of the emerging information-theoretic
paradigm, develops a theory and applies that theory to the patent system.

The information-theoretic perspective has been a while in the making. Information
has always functioned as something of a dangerous supplement in orthodox economic
theory, its problematical nature veiled by assumptions of perfect distribution and
availability at zero cost. O ver time, as Lamberton has docum ented, various pioneers
have lifted tha t veil. I They have sought to develop better theories of economic life by
focusing on the role information plays in that life. Inform ation economics, says
Mandeville, is ' the study of people and institutions concerned with the production,
communication, and consumption of information ' (p. 2).

Before turning to Mandeville's main arguments, a brief outline of the struc ture of his
work is in order. After the introductory chapter, chapter 2 pro vides a brief summary of
the main features of a domestic patent system, as well as the internation al legal context
in which such a system operates. A word of warning needs to be issued here to read ers.
Intell ectual property law is a fast developing system. It is no longer tru e to say that in
Australia computer programs ar e not patentable (see p. 14 of Mandeville). In IBM
Corporation v Commissioner of Patents (1991) 22 IPR 4 17 the Federal Court upheld a
paten t on an algorithm designed to produ ce a curve on a computer screen. The
Australian Patent Office (now called IP Australia) follows to some extent US Patent
Office guidel ines on the patentability of computer programs (an example of global
regulatory harmonization within the patent system).2 Similarly, the international dimen­
sion of the patent system has been profoundly changed by the Agreement on Trade-R e­
lated Aspects of Intellectual Proper ty Righ ts of 1994, an agree ment that was concluded
as part of the U ruguay Round of trade talks. Most import antl y, for the first time an
international treaty on patents will be genuinely enforceable. None of these points affect
Mandeville's arguments. In fact, they are part of a trend , which he correctly identifies,
towards a strengthenin g of the patent system. The rest of chapter 2 sets out the
conventional economic jus tification for the patent system and contrasts this with data on
the actual workin gs of the patent system. This data, much of which is based on earlier
work carried out by Mandeville and others in Australia, suggests that the patent system
is not parti cularly effective in preventing free-riding, is not a major factor in determining
R&D activity and does not produce informa tion which is widely used by others in the
innovation process. At the end of this chapter the reader is left with a puzzle.
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Conventional economic theory suggests on apriori grounds that the patent system should
be much more important than the empirical evidence reveals it to be. The conventional
response to the damning evidence is to say that the system ought to be strengthened.
Mandeville's response is to begin a search for a better theory, a better explanation.

The search begins by examining the orthodox view of innovation and its limitations
(see chapter 3). Chapters 4 and 5 develop a processual theory of innovation based on the
assumption that innovation is at the heart of an information learning process. Chapter
6 sees Mandeville applying the theory to the patent system in two ways. Firstly, he uses
it to explain the workings of the current system . Secondly, he draws on the theory to
make some policy recommendations for the adjustment of the patent system.

The standard justification for patents and other intellectual property rights is well
known. Economic agents are assumed to be rational profit maximizers. An agent will
only bear the R&D costs necessary for product innovation if it can 'lock up' the R&D
information that leads to the innovative product. If it cannot lock up the information,
competitors move in, acquire that information at zero cost and produce the innovative
product at a price below that at which the first agent did so (primarily because the
competitors save on the R&D cost). In a market without protection for R&D information
it is rational for agents to free-ride on the R&D efforts of others, but not rational for
them to undertake their own R&D. The patent system seems, on the face of it, to provide
a solution to this problem. Economic agents are given monopoly rights over the R&D
information embodied in the new product. However, the duration of that monopoly is
limited (normally 20 years), so that others will eventually be able to compete in the
making of the same product. Thus, the patent system encourages a return to the
competitive market. Further, the patent system releases the R&D information into
the public domain in the form of patent specifications during the period of the monopoly
so that others can make use of the information to produce non-infringing products. In
this way the patent system is said to encourage the availability of useful information at
zero cost, while at the same time helping to encourage the production of new
information.

On the face of it, the patent system seems to present a satisfying solution to the
problem of ensuring that the market works to allocate sufficient resources to innovation.
The empirical problems of the patent 'solution' have been well documented by Mandev­
ille and others. There is no need to repeat them here. Instead we shall, in the space
remaining, examine the arguments that Mandeville develops against the assumptions of
the conventional economic solution.

One such key assumption is that innovation is an event. Innovation occurs when a
new product enters the market. Moreover, products are tangible entities. Since the focus
of the conventional theory is tangible products it seems to follow that, if one can enclose
those products with property rights, the market for innovation can be made to work
more efficiently. Just as in the case of the physical commons, enclosure solves the
problem of appropriation for the information commons.

Mandeville's analysis of these assumptions starts with Arrow's conclusion that
innovation is 'about the production of information' (p. 38). Information, Mandeville
argues, is 'inherently intangible' (p. 38). It may be and often is fixed in a product, but
it does not follow that the information and the product are one and the same.
Information-based products are tangible, but information is not. If innovation is about
information rather than products, how is such information generated? The answer to this
question leads Mandeville into a processual theory of innovation. Products are the
culmination of complex, messy processes of innovation. Firms are no longer the key
actors in these processes. The conventional view assumes single actors in antagonistic
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compet ition with each other. Real life processes involve much more. No one firm can
meet all its information needs through intern al resources alone. Non-m arket mecha nisms
develop to encourage the flow of informa tion. (Examples of such mechanisms are
personal communication networ ks, open pu blication , and collaborat ion between techn ol­
ogy supplying firms (see p. 75).) T hese mechanisms exist because individuals can see the
benefits in keepin g them . Co -operation amongst ind ividuals is j ust as imp ortan t to
the innova tion pro cess as competition. Silicon Valley turned out to be one of the most
imp ort an t wellspri ngs of innova tion in history because the members of the semiconductor
community swapped ideas, often in bars, and shared experiences, as well as stealing ideas
and people from each other. It was a milieu like no other.

T he conventional eco nomic account fails to grasp the importance of what Mandeville
calls the 'ric her context' of inn ovation (see p. 47). It also opera tes with an impoverished
description of the attributes of informa tion. Perh aps most importantl y of all, the
conve ntional account fails to recognize that information is subject to varying degrees of
codification (see p. 50). The distinction between codified and uncodified information can
be presented by means of a simple example. The recipe for the really good cake one gets
from one' s moth er is codified knowledge. Yet following the recipe does not necessarily
result in a delicious cake, because the recipe does not capture the years of experience and
know-h ow that go into the making of the cake. Patent specificat ions rarely disclose what
is rea lly needed to make invent ions work, which is why they are often accompa nied
by licensing agreeme nts. Cen tral to Mandeville's analysis is the claim that highly
inn ovative industries are crucially depend ent on flows of un codified information . Less
innovative industries are characterized by a grea ter presence of codified information .
Importantl y, uncodified techn ological information requires resources to imita te. It follows
that un codified information enjoys a certain level of 'na tural protection ' (see p. 93).
Co dified inform ation is much more vulnerable to free-riding problems. The pa ten t
system has a role to play in helping to facilitate the exchange of codified information, bu t
essentially it performs no useful function in the case of those innovative processes that are
largely dependent upon networks of economic agents participatin g in flows of un codified
information. In fact, strengthening the patent system may have a negative effect on
inn ovat ion , for stro nge r paten t rights may, in fact, disrupt the fragile networks of
communication upon which innova tion is dep end ent . T he present policy of expanding
the scope of patentabili ty to allow the patenting of strips of DNA or algorithms is seeing
well-resourced multinationals fence off information for private, exclusive use. However ,
even they will not be ab le to do without the collective problem-solving capac ity of the
networks and pro cesses that drive innovation. The problems of modern microbi ology
and math ematics will not be solved within the black box of the single firm, but rather
by epistemic communities of scientists, math ematicians, techni cians and programmers, as
well as clusters of firms excha nging, shari ng and perh aps stealing inform ation . Som ewhat
paradoxically, strengthening the patent system may turn out to be a self-defeating
exercise.

This is a book worth readin g. The patent faith ful will not like it. The patent attorney
profession, which spe nds much of its time touting the virtues of the patent system, will
hate it. Mandeville, however, has left them with a case to answer.
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Michael Porter's main published contributions to strategy are in Competitive Strategy:
Techniques for Analysing Industries and Competitors (1980); Competitive Advantage: Creating and
Sustaining Superior Performance (1985); The Competitive Advantage of Nations (1990); and
'Towards a dynamic theory of strategy', Strategic Management Journal, 12, 1991, 95-117.

To celebrate the award of an Honorary Degree to Michael Porter by the Erasmus
University Rotterdam, The University Department of Strategy and Business Environ­
ment organized a seminar. Chief executives from Royal Dutch/Shell and Unilever,
and Chief executives from the Port of Rotterdam and the Dutch Ministry of Economic
affairs were invited to reflect, respectively, on Porter's contributions to strategies at
the business, corporate, regional and national levels. Later these contributions were
prefaced by very useful summary accounts, contributed by various members of the
Department, of Porter's contributions at each level to the published appraisals of them,
and followed by valuable essays by the two editors on how Porter's contributions over
time could be related to each other and on how his different levels of analysis could be
integrated.

The CEO of Royal Dutch/Shell wrote that in his first two books, Porter pulled
together a widely scattered literature on the nature of competition, added his own
research findings, and presented a coherent and comprehensive approach to analyzing
the market place 'which businessmen can actually use' (p. 20). His three generic
strategies-cost leadership, differentiation and premium value to customer, and
market niche-'provoked managers into thinking seriously' about strategic choices,
and his five-choices model enabled managers 'to analyse and question more acutely
their own environments and to raise the level of strategic debate at the business
level' (p. 23).

In the chapter on corporate strategy, a former co-chairman of Unilever (and now a
Professor of Strategic Management in the Department) wrote of the tensions throughout
Unilever's history, between growth by diversification and growth through synergies in
related businesses. In his account of Unilever's changing business strategies, he demon­
strated the relevance of Porter's five-forces model, value chain, and 'most importantly'
his concepts of corporate strategy, and concluded that he handed Unilever tools that will
help the corporation to further improve business performance. However, he warned that
although the value-chain concept can be a great help in strategic thinking, intuition is
often needed to complement or qualify quantification.

In the chapter on national competitive advantage, the Secretary General of the




