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ZUSAMMENFASSUNG

Das ubergeordnete Ziel der Forschung, die im Rahmen dieser Dissertation durchgefuhrt
wurde, ist es, das Wissen in Bezagf region&e Clusterpolitik zu erweitern. Das besondere
Interesse liegt auf denkinfluss von Clustern und Clusterpolitik auf die 6konomische
Entwicklung einer Region. Im Rahmen der Globalisigrund Internationalisierung sowie
basierend auf den ungerctten Theorien, mit Fokus auf dé&teoklassik,den endogenen
Theorien sowie demeuan 6konomischa Geographie uth Agglomerationkonnte eine Reihe

von Faktoren identifiziert werden, die das wirtschaftliche Wachstum beeinflussen (Kapitel 1).
Bei der Betrachtum dieser unterschiedlichen Zugange aufgefallen, dass Clustexglche
definiert werden konnen als Aggherationen von Unternehmen und verwandten
Institutionen innerhalb eines bestimmten Sektors, die nicht nur physischeshéatien auch

ein kollaboratves Verhalten aufzeige(Kapitel 2) die allgemeine Wettbewerbsfahigkeit und
Innovation foérdern und somgin wirtschaftliches Wachstum erreicht werden kann (Porter
1998a, 2000; Scott 1998; Krugman 1991; Fujita, Krugman, Venables 1999; Brackman,
Garresten,Marrewijik 2001; Baldwin et al. 2003; Genosko 1996; Maskell, Kebir 2005;
Cooke, Memedovic 2003; Boja 2011; Sdlvell 2008; Asheim 1996, 2006a). Obwohl Cluster
unter bestimmten Voraussetzungen von selbst wachsen kénnen, besteht ebenso die
Maoglichkeit, dass hre Entstehung durch speziell gestaltete Clusterpolitik angeregt wird
(Kapitel 3) (Andersson 2004; Brenner, Fornahl 2003; Dewald 2006; Hegedis 2008; Meyer
Stamer, Harmekiedtke 2005;Raines 2000, 2001).ubéchstschien es so, daster Aufbau

von Clusterpbtik sehr einfach sei, wie z.B. durch die Definition diehtigen Sektoren fir
Clusterbildungoderdurch die Verwendung der Instrumente von bereits existierenden anderen
Politiken. Bei derBetrachtung mehrerer umgesetzter Clusterpolitikeat sich jedoch
herausgestelltdass diese Politik in der Tat sehr komplex ist und nicht einfach zu einer
erfolgreichen Clusterund Wirtschaftsentwicklung fihrt (Uyarra et al. 2012; Schmiedeberg
2010; OECD 2007b; Franco et al. 2012; Aranguren, Wilson ;2Ch8stensen et al. 2012;
Kiese 2011).

Aus diesem Grund ist diese Dissertation der Fragestellung gewidmet, wie Clusterpolitik, die
zur regionalen wirtschaftlichen Entwicklung fuhrt, gestaltet werden kann. Im&aklieses
Erkenntnisinteresse&onzentriet sich unsere Forschung auf die Studie von (A) der
langfristigen Evolution von Clusterpolitik, (B) den Komponenten der effizienten

Clusterpaitik und (C) deren Implikatiofiir die region&e, wirtschaftliche Entwicklung.



In den theoretischen BetrachtungenKapitel 4 sind die Grundlagen fur die Analyse der
Clusterpolitik sowie die Basis fur die Beantwortung der Forschungsfragen dargestellt
worden. Hierbei wird die Wirtschaftsentwicklung in Hinblick auf ihr Hauptziel, dem
Wirtschaftswachstum, betrachtelih erster Linie ist durch sechKernfaktoen, namlich
Kapital, Arbeit,Humankapital, Technologischer Fortschritt, Clusiwie Institutionert, das
Wirtschaftswachstum beeinflusst. Die regionale Clusterpolitiknkirekt durch den Faktor
Cluster - und indrekt durch die ander@ Kernfaktorenzu Wirtschaftswachstum fuhren
Dariiber hinaus wird angenommen, dass die Gestaltung von ClustefpigitikGrad ihrer
Effektivitat bestimmt. Die regionale Clusterpolitikgestaltumigd als mehrstufiger Prozess,
bestehend ausDiskussion, Wirtschaft und Clusteranalyse, Uberblickder Politik,
Politikentwicklung, Politikumsetzug, Monitoring und Evaluierung sowie Verbesserung der
Politik®, mit bestimmten Schliisselkomponeritangesehe Hierbei wéare zu erwarten, dass

je groRer die Ahnlichkeit der implementierten Clusterpolitk zu unserem mehrstufigen
Schema ist, desto hoher ist auch die Verbesserung der 5 Kernfaktoren und folglich des
WirtschaftswachstumsDabei wird agenommen dass & weitere Faktoren und Politiken
geben kann, die sich positiv auf die Wirts¢bahtwicklung auswirken kénnen, daher werden

diese bei den Schlussfolgerungen berticksichtigt werden mussen.

Die oben genannten Forschungsfragen werden mithilfe eines quahtatinsatzes unter
Verwendung des MehrfaeliZwei-)Fallstudiendesigns beantwortet. Innerhalb jeder
Fallstudie werden Mischtechniken der Datenanalyse, also quantitative (deskriptive Statistik
und Regression) sowie qualitative Methoden @lggieaufbauy Musteabgleich)
angewendet (Kapitel 5). Der Replikationsansatz bei den Mehrfachfallstudien diente zur
Beantwortung und Starkung unserer [Ehtsigsergebnisse. Angesichts zeitlicher und
finanzieller Beschrankungen simtie zweifolgenden Regionen als Fallbeispee ausgewahlt
worden: 1) das Baskenland, dieusnome Gemeinschaft im Konigreich Spanien, und
2) Oberosterreich, ein Bundesland in der Republik Osterreich. Diese beiden Regionen und
deren Clusterpolitik zeigen in ausreichender Weise bedeutende Ahnlichkeiie die
Anwendung des Replikationsansatzes ermoéglicht, z.Blielgleiche regbnale Ebene der

Clusterpolitik, 2)die Kennzeichnung als Best Practices, zumindesherimalb der

! Referenz in Englisch: capital, labour & human capital, technological progress, clusters and institutions
% Referenz in Englisch: cluster policy making

® Referenz irEnglish: The discussion stage, Economy and cluster analysis stage, Policy review, Policy
development, Policy implementation, Monitoring & evaluation, Policy improvement

* Referenz in Englisch: key components

® Referenz in Englisch: Typoldggtting, Pattern Matching



Europaischen Union3) der frihe Beginn der Clusterpolitik, 4Jas &hnlichepolitisch
administrative Regionalsysters) die wirtschaftlichen, industriella, topographische und
kulturellen Ahnlichkeiten, die einen starken Einfluss auf den Charakter der Glustdr

Clugerpolitik in den Regionen besitzen.

Zur Erkenntnisgewinnungind im Zuge der durchgefiihrten Forschungsstudie umfassende
Informationen zur Clusterpolitik und der wirtschaftlichen Entwicklung der ausgewéahlten
Regionen gesammelten worden (flie jeweilige Region siehe Kapitel 6 und 7, fur beide
Regionenim Vergleichi Kapitel 8). Weiterhin sind die wichtigsten Ergebnisse unserer
Forschungsarbeit in Bezug auf die Forschungsfragen dargestellt. Anschlie3end werden einige
der wichtigsten theoretischen und empirisckRerschungsbeitrage prasentiert.

Zunachst sind die wichigsten Forschungsergebnisse und der daraus resultierenden
Schlussfolgerungen inBezug auf die Evolution der Clusterpolitik dargestellt und
zusammengefasshls Folge der Clusterpolitik in den beiden untersuchten Regionen ist eine
sehr ahnlicheAnzahl von Kernclustern (9 in Oberésterreich und 11 im Baskenland)
aufgebaut worden. Unsere Studie weist auf, dass der Prozess der Clusterpolitik die anderen
regionalen Politiken abbildet. Weiterhin stellte sich heraless die Clusterpolitik eine
Tendenz dazu aufust sich entlang des Lebenszyklus der Hauptcluster zu entwidhkabei

wird die regionale Clusterpolitk auch sehr von end unterschiedlichen

regionalen nationalen globalen Entwicklungennd Institutionen beeinflusst.

AulRerdem wurde festgestellt, dasgh in den beiden Regionen Clusterpolitik entlang
ahnlicher Perioden entwickelt hat. Zuerst sind die Grundlagen fir die erforderliche
Entwicklung von Clustern gelegt worden. Dann folgte die Periode, in der Cluster aktiv
unterstitzt und gefordert wurdencHiel3lich verankerten sich Cluster als ein naturlicher
starker Kern der regionalen Wirtschaftstrategie. Dabei ist festgestellt worden, dass sich in
beiden Fallen die regionale Clusterpolitik durch eine technologiegetrfebeoiéik
entwickelt hat, welchaviederum von einer Strategie der Smart Spezialisietagjerend auf

Clustern und Innovatidngepragt war.

Hierbei haben beide Regionen ahnliche Instrumesie das Einrichten von Cluster

Initiativen sowie die o6ffentliche #&finanzierung der Kooperatiopojekte zwischen

® Referenz in Englisch: technoledsiven
"Referenz in Englisch: smagecialization clustebased innovation strategy



Unternehmen und Forschungsinstitutiomemerhalb ihrer Clusterpolitik angewendet, obwohl
der institutionelle Rahmen fur die Operationalisierung der Clusterpolitik unterschiedlich war.
Wahrend im Baskenlandlie auf Basis von Regierungsanthistration gebildet Matrix von
Experten als Verbindungwischen dem offentlichen Sektaten Clusterinitiativen undden
Unternehmen diente, Ubernahm in Obertsterreich nach 5 Jahren Clusterpoldik ein
unternehmesbasierteGesellschaft die gleiche Roll®iese Gesellschaft dientgsomit als

Plattform fiir mehrere Clusterinitiativen.

Zweitensfihrte die Analyse von unseren Fallbeispielen und die Betrachtung von mehreren
Studien zu Wirtschaftsentwicklungen, Stufen (stages) und Perioden (periods), der
Clustepolitik, zur Erstellung von Schlisselkomponenten, die die Clusterpolitik effektiver
machen sollteDiese in Verbindung mitdem entwickelten theoretischen Schema kénnen als
Toolbox fur den Aufbau von Clusterpolitik von Politikern verwendet werdsmge dieser
Schlusselkomponenten sind explizit weiter unten im Text als die wichtigsten

Forschungsbeitrage zur Politikgestaltung aufgefihrt.

Drittens in Bezug auf die Auswirkungen der Clusterpolitik auf die regionale
Wirtschaftsentwicklunghaben beide Regioneain evidentes und Uberdurchschnittliches
Wirtschaftswachstum seit Beginn der Clusterpolitik aufgewiesen. Dabei hat sich vor allem
das Baskenland als die fihrende Region in Spanien in Bezug auf das Wachstum des
Bruttoinlandsprodukts (BIP) pro Kopf gezeidih. den 1990er Jahren nahm die Region nur
den funften Platz ein. Zusatzlich hat das Baskenland im nationalen Vergleich eine der
niedrigsten Arbeitslosenquoten, den héchsten Industrialisierungsgrad, eine hohe Anzahl von
Patentanmeldungen je Million Einwohmeund eine hohe F&Beschaftigungsquote
aufgewiesen. Im Vergleich ist Oberdsterreich zwar nicht die filhrende Region in Osterreich in
Bezug auf das BIP pro Kopf, jedoch ist der Gesamtanstieg des BIP und BIP pro Kopf von
1998 bis 2011 der Hochste im Vergleizu anderen 6sterreichischen Bundeslandern. Dabei
zeigte die Region auch die grofdte Stabilitat in Bezug auf ihre industrielle Stheke,
gunstigem  Arbeitsmarktbedigungen und einen deutlich  Gberdurchschnittlichen
Technologiefortschritt. Diese ersten Sddfolgerungen unterstitzen also die Aussage,

sprich dass sich Cluster und Clusterpolitik positiv auf das Wirtschaftswachstum auswirken.

Des Weiteren sind die Ergebnisse des Regressionsmodells hervorzuhebenchtige
Schlussfolgerungen in Bezug auf defusammenhang zwischen Clusterpolitik und
Wirtschaftsentwicklung zu zieheBei der Annahme, dass die Anzahl der Betriebe innerhalb



der Automobilbranche als die Clustervariable festgesetzt wurde, konnte eine positive
Anderung von Jahr zu Jahr festgestaelérden. Demnach konnte diese in einen positiven
Zusammenhang mit dem Wirtschaftswachstum gebracht werdetz. eines hoheren Grades

an Unvollstandigkeit der Daten konnte dies auf die Relevanz der Cluster in Hinblick auf das
regionale Wirtschaftswachstumnkveisen. Gleichzeitig kann auch ein gewisser positiver
Zusammenhang zwischen Clusterpolitik und Wirtschaftsentwicklung der Region gezogen
werden, da dibeiden Regionen dieser Brancieifomobil) besondere Bedeutung schenkten
und aufgrund dessen einder ersten Clustemitiative, welches ein Instrumentder
Clusterpolitik darstelltgeschaffen wurde. Angesiatder Tatsache, dass wir diese Ergebnisse
fur nur ein Cluster und nur in einer ganz bestimmten Indbsémeheuntersucht haben, sind
oben erwéahnteSchlussfolgerungen allerdings sehr vage. Eine Integration von weiteren
Clustern und ihrer jahrlichen Beobachtungen in Form eines Regressionsmodells wuirde

erheblich zur Verifizierng dieser Ergebnisse beitragen.

Abschlie3endst festzustellen, dassbwohl de beiden Regionen tatsachlich wirtschalftlic

stark gewachsen sinds scheintals habe die Clusterpolitik in Oberdsterreich im Vergleich
zum Baskenland, laut unseres Schemas, eine hohere Anzahl von Schlisselkomponenten in
der Verwaltung der ClusterpolitikufzuzeigenDabei haben sich mehrere Wirtschaftfaktoren
auch als positiver erwiesen als im Baskenland. Dies, in Verbindung mit mehr strategischer
Entwicklung von ausgewahlten Clustern, mit dem Ausmald und der Bedeutung der regionalen
Wirtschaft fur die naonale Ebene und mit einer starkeren staatlichen Unterstitzung der
regionalen Clusterpolitik, kénnte ausschlaggebend fur die Entwicklung einer effektiveren
Clusterpolitik in Oberdsterreich im Gegensatz zu der im Baskenland gewesen sein.
Gleichzeitig ist diese Erkenntnis wenig aussagekraftdn keine exklusive und direkte
Verbindung zwischen Wirtschaftswachstum und der eingesetzten Clusterpolitik festgestellt

werden konnte.

Als generelles Fazisoll betont werden, dass auf Basis der untersuchten Fallddeighe

Clusterpolitik die wirtschaftliche Entwicklung in den Regionen hauptsachlich durch die
folgenden Aspekte beeinflusst hat: Klare Restrukturierung der gesamten
Regionalwirtschaft, (2FF° r der ung von KMUs , i hr e all geme
Bus nessifi, vor allem potenzielle Vorteile von
Kooperation mit den anderen regionalen Institutionen entstehen ubkht@¥tutzung einer

Internationalisierungsstrategie und (innere / dul3ere) Marktpositionierangnternehmen.



Wichtigste Schlussfolgerungen bezuglich unsksiéenden Forschungsfrage zum Aufbau von

effektiver Clusterpolitik die zu regionaler Wirtschaftsentwicklung fuhrt, sind in die drei
Gruppen: (i) theoretische Dimension, (ii) angewandte Palitid (iii) Fallbeispielregionen
eingeteillt (Tabelle A).

Tabelle A Einige der wichtigsten Forschungsbeitrage aus der durchgeftihrten

Dissertationsstudie

Theoretische Dimension

Politik

Cluster

Wirtschaftsenwicklung

1. Identifizierung von
Schliisselkomponenten entlang der
definierten 7 Stufen der Clusterpolitik
stellt den theoretische Rahmen unserel
Arbeit dar und bildet die Basis fur
weitere Forschungsfragen

2. Clusterpolitik die, wie behauptet bei z.t
Andersson (2004), Brenner, Fornahl
(200B) oder Raines (2000, 2001) einen
positiven Einfluss auf die wirtschaftliche
Entwicklung haben kann, aber
gleichzeitig sehr von den
unterschiedlichen regionalen / nationalg
/ globalen Entwicklungen und Politiken

1. Zusétzlich zu z.BSélvell
(2008a, 2008b), Asheim (2006a
Bathelt (2002) und Christensen
al. (2012) erhalten wir weitere
Beweise zugunsten des positive
Einflusses von Clustern auf die
regionale wirtschaftliche
Entwicklung

2. Notwendigkeit weitere deutlichg
theoretische nd praktische
Rahmenbedienungen zwischen
nattrlichen Clusterund
Instrumenten der Clusterpolitik,
wie Clusterinitiativen zsetzten.

1. Die wirtschaftliche Entwicklung
ist eine komplexe und
mehrdimensionale
Angelegenheit, die auf
unterschiedliche Weise bei
mehreren Wissenschaften in de
heutigen Wirtschaftswachstums
theorien wahrgenommen wird

2.Trotz mehrerer Interpretationen
von der Wirtschafesntwicklung,
wird das Wirtschaftswachstum
als Ziel/ Objekt der Entwicklung
von mehreren Politikern
angesehen

Ein weiterer klarelJnterschied 3.
soll zwischen Clusterinitiativen
undClusternetzwerken
angegeben werden

beeinflusst sein kann

3. Die Gestaltung derIGsterpolitik wirkt
sichauf die Effektivitat der Politik aus
und soll starker in Wirtschaftsstudien
angesprochen werden;

4. Clusterpolitik ist noch schwierig zu
evaluieren durch ihre sehr offene
Definition, die viel prazisiert sein soll

Politische Entscheidungen
kénnen die Muster der

regionalen wirtschaftlichen
Entwicklung beeinflussen.

Angewandte Politik

1. Generierungles Schemas, welchass den Schlisselfaktoren der 7 identifizier&uafen der Clusterpolitik besteht,
und als Leitfaden/ Toolbox bei politischen Entscheidungstragern eingesetzt werden kann
Weitere allgemeine Empfehlungen:
2. Mehr Aufmerksamkeit aidinen systematischeund organisierte Ansatzzur Selbstevaluierung, Monitoring uzdm
Verarbeiten der neuen Erkenntnisse und Informationen durgiotiischen Entscheidungstrager
3. Ative, mutige und leidenschaftliche Leute sollen friih inkbierdination und Umsetzung von Clusterpolitik
einbezogen werden
4. Die Clusterpolitik solbktiv ihre Instrumente vermaskt und die bestehendexterna (z.B. Europaische Union)
konzeptionellen und finanzielldRessourcen verwenden
5. Regiona Akteure ®llen erkennen, dass die politischi&ele undder wirtschaftliché=ortschritt nur im Umfeld von
Vertrauen, Transparenz und Kommunikation erreicht werden kénnen.
6. Clusterpolitik solla als dauerhafte Malinahme angesetenund auf die Bedirfnisse von tdmnehmen, Clustarund
globalen Trends aestellt und standig angepassrden
7. Clusterpolitik soll unbedingt tiéen die allgemeinen Rahmenbedungen oder Strategien der regionalen Entwicklu
integriert sein

Fallbeispielregionen

Baskenland Oberosterreich

Beide Regionen

1.F & E-6ffentliches Mittelfur die
Unterstiitzung konkreter
Kooperationsprojekte innerhallon
Clusten kénnte erhéht werden

2.Diversifikation bereits bestehender
und die Entwicklung neuer Cluster
MaRnahmen.

3. Entwicklung von Cluster (Politik)

1. Es soll starkere Harmonisierung
sowie verbesserte Kommunikatio
| Zusammenarbeit zwischen den
verschiedenen Abteilungen
innerhalb der 6ffentlichen
Verwaltung als auch mit anderen
Verwaltungsebeen und lokalen
nationalen uneéuropéischen

1. Starkee Einbeziehung anderer
Abteilungen in der
Staatsadministratignn die
Entwicklung / Umsetzung von
Clusterpolitik;

2.Diversifizierung deAnzahl von
zurzeit unterstitzendeBektor /
Cluster; die aktuelle Anzahl (9) de




PolitikmafRnahmen stéitiden Clusters ist niedrig undasiertauf Ai mpact assess mg
2. Verbessern und verstarken die P|  sehr traitionellen Sektoren systematishe, langfristige
& Marketing-Aktivitaten der 3. Aufbau und Féderung von Selbstevaluation und Lernen im
Regionfiir Cluster und Forschungsinstitutionen, die Bezug zur Clusterpolitik
Clusterpolitik Clusterlnitiativen sowie weitere | 4. Aufbaueiner Plattform oder e@s
3. Fordern das Lernen zwischen regionale Akteure inler Netzwerkes von Menschen (Pool
Clusterrelevanteninstitutionen systematischen Realisierung von von Experten), die sich bewusst zu
4. Die sektoralePriorisierung von grundlichen Analyseaur Cluster und regionateEntwicklung
bestehenden Clustern und ihre regionalerund Cluster weiterbilden, unterhalteand das
Rolle innerhalb der regionalen Entwicklung unterstiitzen Wissen i undauf3erhalb Region
Strategiekannfiir die folgenda verbreiten
Jahreverbessert werdemnd damit
auch die Anzahl der Cluster
Initiativen, die geférdert sind

Dariiber hinaus hat diese Arbeit auch zahlreiche weRkerschungsbereichiglentifiziert.

Vorallem kann es in Kauf genommen werden, dass Clusterpolitik durch weitere Fallbeispiele

(1) unter unterschiedlichen sozio6konomischen Bedingungen und (2) hinsichtlich
verschiedener Arten von Clustern untersucht werden kann. Daneben rawmsf d
hingewiesen werden, dass weitere Studien unter Anwendom@3) Alternativen wie z.B.
Sozialmethoden,wie Verhaltensbkonomie oder Aktionsforschungntwickelt werden

mussen. Dies kann das Selbstlernen und die schnelle Integration von theoretischen Ansatzen
unter regionalen Akteuren fordern. SchlieBlich wird hervorgehoben, dass die Studien zu
Clusterpolitiken starker (4) auf quantitativen Analysemetleon , z. B. potenti el
Clusterl nd e x fi basieren k°nnen. Tats2chlich k an
Regressionsmodell leicht mit einer gréReren Datenmenge, z.B. Regionen der EU

Mitgliedstaaten erweitert werden und hiermit viel stiekAussgen abgeleitet werden.

Abschliel3end ist darauf hinzuweisen, dass die Analyse der wirtschaftlichen Entwicklung in
den Fallbeispielregionen und ihren Clusterpolitiken tber einen langeren Zeitraum und auf
Stufenbasis nicht nur einen tiefen Einblick in denothdschen Rahmen der Clusterpolitik
und der wirtschaftlichen Entwicklung ermdéglicht hat, sondern auch ein sehr praktisches
Verstandnis der Politik auf mehreren Ebenen, Stufen und Perioden ihrer Evolution geliefert
hat. Somit sind unsere ErkenntnisrahmamzAufbau von effektiver Clusterpolitik deutlich

erweitert worden.
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INTRODUCTION

1. Background and motivation

Each territory, however it is defined: city, province, region or nation, aims to enhance its
economic development. This is similarly relevant for developed as well as developing
countries. Whatever economic development means, it is up to the perception of each territory
to interpret it. During centuries different economists are studying and amwalye factors

and forces, which on their own or in combination lead to the expected notion of economic
development. They develop hypothesis, theories and assumption based on which different
tools and activities, in form of e.g. policy program are beirlgbaated. Thus
recommendations as well as policy actidon’t stay the same. They are closely determined

by conditons and changes, which are takpigce in business and political environment.

Since the middle of the ¥0century and up to now the main influence on the behavior of
economies, actors and structures within them, was done thiglobhlization (Genosko

1996). Oficials from the World Bank (2034 e . g. see wunder gl obal
interdependence of couids resulting from the increasing integration of trade, finance,
peopl e, and i deas i mMhatoismvehyingdrderbicarhakenaaclkeds énk p | a c e
between developed theories and concepts leading to economic development of the territories
understandig the origin and influence of globalization current economic processes is very
important. It is consideredGenosko 1996, pf2f; Stimson et al. 2002, ppf; Pike et al.

2006, p.27) that the globalizationwas and has driven by dominantly changes in
technological, economic, financial, institutional, political and socizultural

environments

Technological changes have led to the immense development of communication and
transportation means by facilitating the business and human connectivity espa@altite

long distance. This technological development has influenced the new types of qualities
(computer literacy, chemistry) and skills (flexibility, mobility), which were required from
people. Additionally it had affected the amount of existing knogdea@haracter of business
decisions, wg of market coordination, ettt has also influenced the pattern of international
trade and production. Thus it led to a new character of companies” allocation, appearance of

agglomerations and clusters.



Economic and financial changesare closely connected with trade liberalization of the
transactions and merchandise trade and increased access to the global market. This created
new types of competition, which turned to be more open and competitive. The elimination of
the barriers among countries caused new style of inter companies” relations and performance
within them. Since 1960s based on the econemmde characteristics following three
typologies of competition have been defined: comparative, competitive andocatlaé

ADB 2011, pp5i 8) (Graph1). In such the latest period is associated wilaborative
advantages, where the role of networks, clusters, strategic alliancegublic-private

partnerships, open government and smart cities are associated.

Graph 1 Elements of Competitiveness: Comparative, Competition and Collaborative
Advantages

Comparative Advantage

Competitive Advantage
Land costs;
Infrastructure; Research & Development; | Collaborative Advantage
Taxation; Technology;
Proximity to raw material; | Regulation; Networks
Costs of capital; Labour productivity; Industry clusters
Location of markets; Skills base; Strategic alliance
Economies of scale Core competencies; Public-private partnership
Quality of Life; Inter-modalities
Social capital; Trust and empowerment
Economies of scope Open governance

Smart Systems

Source: ADB (2011, &)

Bieger and Derungs (2006, 1b6) has also identified similar t&\DB (2011) types of
competitions in economies: 1) static; 2) dynamic and 3) hgpeamic. This led the
companies to look for location(s), where they will be able to accumulate the needed resources
the most. From Bieger ariderungs (2006) opinion this is possible through market proximity,
and from agglomeration effects of clusters and milieus, which in their turn have been created
by the companies themselves. Herewith locations in order to ensure their attractiveness and

international competitiveness have to offer these conditions.

Political and institutional changeshave also taken place. During the last-60 years

immense number of international (Aovernment organization has appeared. Apart from



that, the number of fregade agreements and zones, like EU, NAFTA, ASEAN,
MERCOSUR, has also been established (McCann 2008). It led to thedmeakof national
borders and increase of flow of goods, services and labour. While national governments
stared to lose their roles to other global forces and the competition among private and public
actors has shifted to the level of the regions, the efficient management of and within regions
became more and more important. Stimson et al. (2002) also conrnectlatiges in the
policy making to the type of competition, where the environment wdhaborative
advantagesshould be interfered bintegrated strategic planning on contrary to simple
strategic planning, which was characteristic for environment withpetitive advantages.
Herewiththe importance of the new leveggional, for policy intervention is also stressed
(Tablel) (Stimson et al. 2002, R).

Table 1 Traditional development policies vs local regional development policies

Traditional development policies Local and regional development policies

Top-down approach in which decisions about !
areas where intervention rseeded are taken i
the national center

Promoting of development in all territories with tl
initiative often coming from below

Decentralized, vertical cooperation between differ
Managed by national central administrations  tiers of government and hadntal cooperation betwee
public and private bodies
Sectoral approach to development Territorial approach to development (locality, milieu)

Use of the developmepbtential of each area, in order
stimulate a progressive adjustment of the local econc
system to the changing economic environment

Development of large industrial projects, that v
foster other economic activity

Financial support, incentives and subsidies as Provision of key coditions for the development of th
main factor of attraction of economic activity = economic activity

Source: Stimson et al. (2002,3).

Social and cultural changestook place due to appeared international flexibility and
possibility for businesses and specialisteasilyallocate to other places. Then by acquiring
new and sharing the old knowledge the local norms, traditions and perceptions have been
changes. Furthermore, the increasedhber of peoplespecially in developed countries has
shifted thé interest from the esire to satisfy their first common needs such as food or living,

to more advanced ones, entertainment, environment proteetioriTable 2 in the short

summarizes the key causes, elements and effects of globalization.



Table 2 Main features and outcomes of the globalization

Causes

Characteristics

Results

Rise of the semi
conducted silicon
chips

Collapse of Bretton
Woods System;
GATT/ WTO

Numerous signing of
bilateral & multilateral
agreements;

UN/ OEEC;
Decolonization

Establishment of
international
institutions

Technological change:
new communication, production and
transportation means

Economic & financial change:
environment of floating exchange
rates;

liberalization of the trade relations;
increase in croskorder transaction

Political & institutional change:
Liberalization in movements;
Policymaking is being partially
delegated to a higher level of
representatives;

New lealing groups and blocks

Social & cultural changes:
Creation ofinternational standards ant
certification

Need of highly skilled, flexible and
mobile labour resources and alliances
lower transportation and production
costs

Easiness in the investment flows;
Structural changes, firms strategy
changes, industrial agglomerations;
Change in the form of competitivess
and competition

High level of mobility;

More complex form of decisian
making;

National governments lose their role
and new forms / tools of governance
appear

Easier access to the new/ other marke
Changed in the needs from basic to
more advanced one;

New services to satisfy rising needs

Source: Author’s development

Indeed, surprisingly in such a wave gibbalization and possibility to allocate companies’
production in almost any place of the world, it was noticed that firms tend to choose one
location over another and build cluster. With time these territories further strengthen its levels
of productiviy and innovation, resulting in general welfare increase. Moreover these
territories, which often reside on suhtional, regional level, were also observed to be
significant contributors to the national economic growihese growth related benefits
generged on the regional leve[Piletis et al. 2006), e.glocation specific relationship
management or communication, caesult in unique skills developmentor knowledge
accumulationdecisive for requisite daily technological progressl increased companies

productiveness

Driving the core conclusion from tle#orementione@vents and processes taking place in the
wave of globalization it can be stressed that the importan@gmins and clusters as drivers
of economic developmentnd as policy level of interferenckasbeen numenasly brought

up and discussedPérter 1998; Smtt 1998; Krugman 1991; Fujita et 41999; Baldwin et al.
2003;Benner 2012Genosko 1996).



In this framework he study ofregional growth drivers especially clusters and the related
policies on the regional levelsvould improve the understanding of current processes and

factors leading to economic development. This builds the central motivation fiegsearch

2. Research prdolem and objectives

In such within the theories developed in the recent 20 years the concepgiahal
industrial clusters has received strong research focus and attention (Maskell, Kebir 2005;
Cooke, Memedovic 2003; Stimsat al. 2002; Perlik, MesserR001, Boja 2011; Porter
2000; World Bank 2009; Sdlvell 2008; Schatzl 2001; OECD 20(Hayn Porter(1998a)

point of viewunder clustetheh geogr aphically proxi mate group

and associated institutions in a particuléeld linked by companies and associated

i nsti tpul®9y cambs seen(

At the early 90s a special role has been dedicated to analysis of industrial spatial
agglomerations and clusters. The results of these studies (Asheim 2®@®b, 2006;
Audretsch, Felman 1996; BathelGlickler2002; Becattini 1991; Feser 1998; Christensen et
al. 2012; Sdlvell 20083how that clustartend to indicate particular positive influence on the
development of the territorie§almbergand Power(2006), Wrobel (2008) anBlien and

Maier (2008) sayt h a't it is often seen fias a synony

i nnovations and synergieso (p.6) and is strcz

territories as it offers conditions to produce innovation and cotiyegtess through actors’

interaction system in defined spatial proximi®orter (1998nlso argues the connections that

develop in cluster fAare fundament al to comp

directionand pace of new business formation and innova{pn205) Finally clusters much

better align with the current needs of tmmpaniesbusiness models.

This positive perception led to the opinion that the existence of cluster within territories,
especially on the regional level, would lead to the improvement of an economic growth
(Cooke, Memedovic 2003; Steiner 1998; Roelandt, Den Hertog 1999; Roeld@jt 20

such, clusters have created neMes for the government Moreover,Porter (1998)hinks

t hat although M@Amacroeconomic policies for
understood ( &)uftfhecyi emdr.e Goowter nment sdé mor e
t he micr oec (pmdodi 199) Addressihgothe clusters was favorable as they

Arepresented a new and c¢compl eomenytosganizingwa y

f
d |



economic devel opment , (Ronmed1938ed £66)hhg rush oMed i ¢ pcC
clustes has spread all over European and other countries, e.g. UK, France, Germany, the
Netherlands, Portugal, New Z4aad, and has stated to be promoted on numerous levels and

by number of organization, e.g. the OECD, the World Bank, national government, regional

development agencies (Karlsson 2007).

In such since then the research focus has turned toward understahtimg to make and

build clusters in the regionthat lead to economic developmentAlong with the natural
conditions, that can lead to cluster establishment, there is an opinion that clusters can also be
created ordevelopedwith the help of specific programs and activities, which have been
calledcluster policy (Andersson 2004; Brenner, Fornahl 2003; Dewald 2006; Hegedus 2008;
MeyerStamer, National Governors Association 2002; Raines 2000, 20@dreover it
seemed that clter policy making was relative simple. There was often no need to develop or
implement extra programs. Cluster based policy could exists by already starting to see
economy in form of clusters, reducing regulation barriers, which restrain the development of
clusters or by combining already existing programmes originating from other policies under
the common agenda. Herewith making this approach extremely effective for
(under)developing countries or regions with limited financial resources or governments,

which don’t have strong regulation capaci(igken, Maier 2008).

As the policies were implemented, they were showing different results. |&tisto
guestioning of policy effects and looking for models reflecting the best or perfect cluster
policy. Starting from the second half of 2000s the attention moved t@nlagysis of the
cluster based policiesits types and effects on the territorial dexyahent (World Bank 2009;
Uyarra,Ramlogan2012; TACTICS 2012; Schmiedeberg 2010; OECD 2007b; Franco et al
2012; Aranguren, Wilson 2013; Christensen et al. 2012; Cotic 2009; Kiese 20fl).
evaluation techniques differ from quantitative to quantitative methods and are done on the
different levels of territorial units, from city over region to state levek Tésults from the
evaluation can provide more information on whether the policy should be terminated or
continuedandwhich aspects should be enhandescently number of studies (Christensen et

al. 2012; Ketels et al. 2012; Brenner, Schlump 2011) start¢ o0 st r ess tehat th
sizeo fits andlthatehe poicy makerspsbould strgngly consider the regions

specific conditions and needs.



That is why, @spite such a vast research on cluster policy, there is still no common census on
the way cluster policies should beilbin order to achieveconomic development. Although
numerous recommendations and tool boxes have been already developed for cluster
initiatives makers, they are not systematised, don’t address multiple levelgitofiaér
governance, dondét reflect the whole picture
the territorial context. Furthermore most of the cluster policy analysis has addressed only
either the first years of the cluster policy building or itscomes, rather than providing a

long termstudy of the policy development artdgetherwith economic development of the
territory. Herewith the evolutional perspective of cluster policies over longer period of time
and its effects is lacking. Finally tleeitcomes of the cluster policy mdgpendnot only on

the concept or policy itself but rather on the form of policy making/ administraiion.
particularthis issue hasn’t been addressed almost diatewith deriving from the existing
research potentiahnd motivations, we are setting followingsearch questions and

objectives

How to build cluster policy leading to regional economic development?
I.  What are the implications of cluster policy on the regional economic
development?
II.  How have cluster policiesvolved since the first years of their implementation?
lll.  What are the components of an effectegionalcluster policy making?

Addressingaforementionedesearch questions would broaden and enrich our understanding
of clusters and cluster policy effects f@mgionaleconomic development. Along with it the
review of the long term application of cluster policies can be dMeethink that, especially
now, he study of different cluster policies in the combination with the development of core
economic indicators or factors can thenemore effectively. First of all, it is already more
than 20 years since the launch of the first cluster polioysthereare good conditiongo
observe longerm result of the policy implementation, especially due to data availability.
Secondly, due to long termbservationperiod of policy implementation there is a good
chance to study it imlynamic Further we would be able farovide more systemagd and
holistic recommendationdn this way our findings will contribute significantly both to

theoretical and practical understanding of cluster policy administration.



3. Research strategy

3.1.Multiple case study analysis

The building of the research methodology and the choice of the research methods is
extremely important as they provide the lens through which the answers to our subject can be
justified (Hammond, Wellington 2013)This as the result builds important grounds the
successful research work. In suchile referring to Yin (2003), and considering remarks of
Lijphart (1971) and Creswell (2003) we follave qualitative approach by the application

of multiple (two) case study method

The qualitative research appmach enables to gain deep insides into the studied subject.

This is especially relevant considering our desire to learn on how to build a cluster policy
leading to economic development of the region. Referrin@raswell (2003Yia qual it ati
approach isone in which the inquirer often makes knowledge claims based primarily on
constructivist perspectives (€é) or advocacy!/
data is operended and serves for acquiring new and developing additional data on the
studied objective. Furthermore Hammond and Wellington (2013) is sure that qualitative
approach gives us the tools to gather broad knowledge in order to answer our research
guestion. This is especially important as cluster policy making does not only include
guantitative elements, on contrary many of its components can be understood and highlighted
only due to application of qualitative orfé@nally as our maimesearclobjective is to depict

the evolution of cluster policy and itscononic developmentthe descriptive type of

researchis being applied (Kothari 2004).

Among existing research methods, we considase study methodto be the most
appropriateto learn about the building of cluster polichhis method in reference téin

(2003) can be even viewexs a comprehensive research strategy. Case study is particularly
beneficial foruas it facilitates getting an Aintensi
p. 147) covering contextual conditions of its development. Herewith we can better understand
thecontext of the cluster policy making and its connection with economic development of the
territory in the full scale. This is especially relevant considering the numerously highlighted
importance of the different side effects influencing the outcomeklustiec policy application

(Nigatu 2009). Although case study doesn’t guarantee the achievement of absolute or definite
results, its enables to see some core complex matter of the issue and extract sditiescausa

of different phenomeno(Rihoux, Ragin 209; Hammond, Wellington 2013). Furthermore



despite giving more subjective informati@ngh (2006) Hammond and Wellington (2013)

think that one of the biggest values of this research method is in its way to systematize the
broad informational flow on a picular issue in a consistent and in a deep Maguch we
expect to get new insides in the policy making, which would lead to possible new theory

building and should be especially useful for the policy maRérs2003; Creswell 2003)

The case study method can be built around singtauttiple case study design Although

some researchergLijphart 1971) consider multiple case studies as already another

met hodol ogy, Y i n- ar{d 2n0lp@case designs to Besvariargs! watlihe

same met hodol ogi 46a Agreding avitheYino(20R3) we( apso think that

mul tiple case study has an advantage of bei
t herefore (é) 46navhich ismorb sugable for(aphieving ooibjectives.

Mainly as it enables to study the phenomena in similar conditions and thus by comparing
both to drive more generalized common conclusions and providegie for learning Ragin

(1987, cited in Rihoux and Ragl®09, pxviii). This in partizlarly relevant to our research

guestion where we want to understand the implications of policy making on economic

development in thesgion.

Within multiple case study design each case study is replication of the conditions questioned
within the framewdk, which is to be developed by us. The theoretical framework is very

i mportant as it ifbecomes t he Vv48) hthecdase. t o
Methodologically we closely follow the logic of the multiple case study, which is expressed
by Yin (2003) This means that after the developed theory, case selection and designing the
data collection protocol, we conduct the first and then the second/ next case study. Then we
write individual case report for each case study and finally after drawing-caess
conclusion we produce key research finding. This should result in theory extensions and
policy recommendations. We follow inductive and deductive approach. Deductive through
selecting hypothesis, we will try to operationalize them by means of specifienee.
Inductive approach helps to identify phenomena and should be realized throughieonclus
driven from case comparisonVhile conducting case study research in reference to
Hammond and Wellington (2013) it is important to keep the balance betwewiidtheand

the depth of the presented information.

Finally, the biggest benefit of the case study is in its capacity to provide the space for
application ofmixed techniques to analyze the data. Herewith, within each case study both



guantitative and qualitative tools for data analysis will be applied. Below we speciévéhe
of analysis and the selection of the cases, whereas the detail overview of the research design

is presented in th2 part, methodological of the dissertation.
3.2.Region as a level of analysis

While doing the research work one of the important elements is the specificationenfaihe

of the analysis. In such referring to the previous paragraphs it was numerously mentioned that
clusters as well as policies can ¢aglace on different levels, from cities to supoantry

levels. At the same time, some economists (Cairn@08%) tend to think that globalization

on contrary is suppressing the importance of locatimsthe significantmajority of others
(Krugman 1991,1995 Porter1998; Scott 1998, 2001; Fujita et al. 199@rter 1998; Suit

1998; Fujita et al1999; Brackman, Garresten and Marrewijik 2001; Baldwin et al. 2003;
Benner, 2012Shearman 199 are sure that it is other way round and on contrary highlight
that especially regional economic development is very important especially as it can build the

basis for countries competitiveness. Indeed, more and more economist see regions as a

Asatl i Baci of weal th creation and 3wamddred tr ac
persuading t-am&n ggnadoaft Mmegi onal economi eso
R., Sunley 2002, 8 ) , the Al ocalization of t heéinworl d

Martin R., Sunley 2002, 8) and the rise of a figlobal mo s
1998, cited in Martin R., Sunley 2002, 3). Thereforewe also consider that economic
development of regions is extremely important nowadays. That is whantgsis in this

research work is set on region as a level of analysis and within them regional cluster policy as

unit of the analysis.

As region can also be considered in different terms, the same word can be referred both to the
region within the United States, such as e.g. Silicon Valley, as for all countries composing the
South America (OECD 2012), further specification is needed ekample Combes (2008)
thinksthatAt he term EregionE is one of.5dsécamost e
be applied e.g. from the global perspective for territory with similar identities, capacities and
problems, that composes the collentof countries, calling them the Mideligast or Central

America, to territories showing similar topographic or cultural identities, like Alps or Central
Europe.In order to define some territory as region it should possess similar or common
features, whib is e.g. connected with certain research question or defined by certain
legislative authority. Generally Stérmann (20093 )psees mainly two principles for defining

10



the region: similarity/ homogeneity and connection/ function. In first case physicaltoral
conditions can define the regions, whereas in the second the territory with the similar
function can also be names as regions. dénition of territory as a region can also be
connected with historical condition our case the region is deéid based on functioning
principle. It is an administrative territory, which is below the state level and is defined by
ANomencl atur e des uni t ®s territoriales st a
European Council for Statistics in 1980. There aredhmain reasons for the choice of this
level of territorial and policy analysis: the data availability, access and comparabiloyr

work region is define in term of administrative boarders equaling to NUTS2 criteria of
European Union or L2 typologyf dOECD. Within it, we have following maimnits of
analysis a) general economic development, b) factors influencing economic development

and c) cluster policy.
3.3.Rationales for the choice of the regional cases

Following the multiple case study methods, allgnging next step is the selection of the
cases (Hammond, Wellington 2013; Yin 2003). It is important to remind that the main
objective of the multiple case study is to produce more substantial and robust results while
replicating the context for casesayvation (Yin 2003). In such the main rationality for case
selection based on Yin (2003) in order to folloveplication approach is the
representativeness and similarity context cluster policy leadingegional economic
development. Furthermore, congitlg the researcher’s personal, time and financial
capacities, we think that the selectab casesof regional cluster policiesthe Basque
Country, autonomous community in Spain, and Upper Austria, a state in Austria, in the best
manner comply with ourequirements. The two policies show important to the research study

contextbasedsimilarities, which are in detail listed below:

a) Regional level of the cluster policy.

Cluster policy in theBasque ©untry as well as in Upper Austria has been launched by the
government on the regional level of administration and had an influence primarily within the
regional (NUTS2) level of operation. This goes align with our earlier set conditions for

regional levebf analysis.

11



b) Labeled as best practices within the European Union.

In reference to Hospers (2002) and OECD (2007a) foB#sgue Guntry and Kiese (2013),
Maxwell Stamp PLC (2012) for Upper Austria both policies are considered to be among best
practices. In such the study of such representative cases enables us to learn on the
components of an effective cluster policy making.

c) Earlier launch of the cluster policy approach.

In the Basque ©untry the first steps towards the application of the clustecyblkave been

set already in the 1990 (Azua 2008), same as to Upper Austria (Brown 2000). At the same if
in the Spanish region the policy’s implementation was already around 1991, for Austria it
took another 6 years to launch with implementation part. Nesfess, still in the both
regions the cluster policies wesetone of the first, especially within the European Union,
which gives us a long term period of observation to study the evolution of the cluster policy.

d) Motivations for policy start: improvement of economic development and

strengthening of competitiveness

At the beginning of the cluster policy development the economic situation within the selected
regions was on the slogé&orres, Lagendijk 2000; Kaufmann, Toédtling 199Berewith in

the both cases the motivation for the start of the cluster policy was the desire to improve the
economic situation in the regions. In such a way the observation of the economic progress
within the region will enable us to make the link betwéee cluster policy making and the

regional economic development.
e) Political-administrative systems

Although theBasque ©untry is an autonomous community within Spain and Upper Austria

is a state within the federal political system of Austria, botthef have similar legislative
rights on the regional level. The both regions have their own regional government authorities
with the rights to pass laws and manage funds. The only significant difference is in the tax
regulations system. If the generatidntaxes in theBasque ©untry takes place on the local
level, in the Upper Austria there is a central tax collection and distribution system. Thus we’ll

keep this difference in mind while driving the conclusions.

12



f) Regions belong to the countries, whichre the European Union members

The two selected regions belong to the countries, which are the members of the European
Union. It is important in tersof similar access to regional and structural European funds.
Furthermore, both Spanish and Austrian ragibave due to countries membership in the EU

a favourableaccesdo the bigger European market.

g) Regionrelated factors that aside of cluster policy might strongly influence the

cluster and territorial development

Within the cluster policy it is considered that tk@pographic structure, industrial,
economic and socigultural characteristics of the territory can strongly influence the
making of the policy and its effects on development of the territory. In suaién to reduce

this bias, the regions key factors had to be as close as possible among each other. We think
that a good balance could be met for our selected regions.

One of the key issues is thepographic similarity. The landscape of Upper Austria is
strongly influenced by the chain of the Alps attte Basque ©untry i Cantabrian
Mountains In such both regions are considered to be amd mountainous territories, with a
very limited area for settling, company’s location and herewith leaves a significant similar
influence on the industry’s and labour distribution. Additionally it furtheruite similar way
influences the industrial specialization by granting all with unique natural resources and
limiting in available agricultural land, in such pdetermining the development of similar

sectors.

Further key issue influencing the clustegvdlopment is the market conditions. Certain
resemblance is seen in the snsatle territory and medium to high centrabncentration of
population. The market size is important as it influences the transportation and transaction
costs, connectivity and eessibility, and possible revenues from the supply market. This
means that in all of the cases due to equally small territory of the region business actors have
a limited demand market and it can cause a resembling need for the international exit.
Furthernore geo conditionscan have similar influence on networking characteristics.
Another important similarity is reflected in sharing a fungible market structure, which is
presented by the existence of synergies among several big companies and the rdsbgre bui
numerous small and medium enterprises. Furthermore, both of the regions are bordering with

equally big neighbouring demand/ output markets.
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Infrastructure is also similar around the territories. All regions have a rich network of
established railwag; communication lines and roads due to their geographical position on the

important internationaloads

Theindustrial specialization is also coherent among the regionselg.1990s automotive as

well as machinery tools industry in tiiee Basque ©uriry had absorbed a significant part of

the regional GDP, in the Upper Austria the situation is similar. Among other industries one
can mention wood and furniture sector, chemical production, light manufacturing, energy and
already mentioned agriculturalsemblances. This is especially relevant in terms of types of
build-up clusters.

Finally there is also strong similarity sociccultural conditions. Both regions have strong
cultural ties and identity. These factors influence the character of the ravalrgetworking,
as existence of particular type of relations among people forms a significant influence on the

local business relations, networking and decisi@king.

Summing up our rationalization for the case selection we considethth&sque Contry
and Upper Austriandicate representative policy and sufficient contextual similarities needed
to be able to respond the set research question.

4. Structure d the researchwork

Specifying the logic of our research, we see the closest resemblahcém(2003) where

after the identification of the problem, we develop theoretical framework and set hypothesis.
Research design, specification of data collection and analysis assist us in gathering evidence
and driving conclusion and contributing to broaidg of the theory. Herewith this
dissertation research develops around following three core parts: theoretical, methodological
and empirical one. Each part consists of several chapters, which can be clearly seen in the
Table3.
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Table 3 Structure of the research

Introduction

1. Theoretical part

Chapter 1 Regional developme Chapter 2 Agglomeration & Chapter 3 Regional cluster
Theories cluster theories policy

2. Methodological part

| Chapter 4 Theoretical framework & main hypothq | Chapter 5 Research design

3. Empirical part

Chapter 6 Case study 1: Chapter 7 Case study 2:
the Basque Country Upper Austria

Chapter 8Vain findings & Recommendations

Final Conclusions

Source: Author’s development

TheFirst part is theoretical one and it composes of three sections. IRitseC hapter the
review of the notion of economic development together with the core theories of regional
growth are done. The main factors leading to economic development is highlighted and
emphasized. Th8econd Mapter makes the review of such concepts as agglamoesaand
clusters. Different key theories and economic visions on the role of clusters, their main
drivers, their relations with economic development are being brought up. In reference to
promotion of clusters governments have turn to create policiedwshjgport either existing
clusters directly or which are targeted to the stimulation of clustering. These policies are
known as cluster based economic policies or just cluster policy. Different definitions of
cluster policy, together with the component8uencing the cluster policy making are being
reflected in theThird C hapter. In this chapter based on numerous recommendations we
develop and offer our structure for the key cluster policy process components leading to

economic development.

Thesecond méhodological part of the thesis focuses on explaining conceptional theoretical
framework and the developed research design, which will be applied for the case study in
order to respond to our main research objective. Herewith, when frottie Chapter the

main linkages between cluster policy and economic development of the region are to be
reflected, in theFifth one the techniques and tools for data collection and analysis are
explained.
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The empiricalthird, part is composed of the two case studies. Bhe¢h Chapter evolves

around the case of thBasque ©untry, whereas, th&eventh Ghapter makes in depth
analysis of the regions and cluster policy in Upper Austria. Finally thélghth Chapter

of the study is focused on highlighting main research finding from results obtained in the case
studies and proving key recommendations in general and for each region in particular. We are
closing our research work with a brief summary of the conductedk wo the Final

Conclusions
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PART 1 THEORETICAL PART

CHAPTER 1 THEORETICAL PERSPECTIVE ON REGIONAL ECONOMIC
DEVELOPMENT AND GROWTH

Economic development can be recognized as an increased welfare, constant economic growth
or strengthened competitivene3siese can be seen differently by various territories around

the world. Along with different attitudes of the territories towards similar subjects, its
perception over time within the same territory can also alter. Since the early beginnings of
marketbasedrelations economists have been interested in observing and analyzing the
components of territorial promotion and factors influencing its development. The aim of this
chapter is to demonstrate different notions standing behind economic developmentrand late

on to make a review of the core theories, connected with regional development and growth.
1. Perspectives on regional economic development
1.1. Defining regional economic development

In the economic literature while talking about the situation in countries, regions and other
territories economists often refer to such terminology as economic and/ or social, sustainable
development, welfare, growth, prosperity, competitiveness, etc. Whmmes to the in

depth interpretation of each of these terms, they tend to show not only some similarities but
also differences, which should be stressed. Furthermore, interpretations themselves can be
strongly dependent on the geographical and histbdontext. Herewith, as mentioned by

Pike et al. (2007), it is crucial to grasp the definition of regional development, which is
implied by each particular scholar and by us within this research thesis. Pike et al. (2007)
suggest t hat tfhoer gauneds t whoanti nigs oif t 185d)eassistg n e d
researchers and practitioners in finding the common ground of what economic development

is.

In order to understand what regional economic development is we dig inside some principal
works and look for the explanation behind it. In the introduction we have already mentioned
our understanding of the region as a notion and of the main reasong fandice of this

level of analysis. Therefore here the focus will be only on the second part of thé term

economic development.
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Based on Longman (2000) wunder devel opment ft
that 1t becomes bipglg% is seenr From hareeit can des sarmised that

the main aim of the development is to increase something in size, amount, degree, etc. or in
making it better. The development can have different character, e.g.: economic development,
human resource delopment, management development, etc. (Longman 2000). In our case

the development is considered in strictly economic terms. Below in chapter we stress the
most relevant, considering the historical period and interest of our study, definitions and the
restcan be found in thA&nnex 1.

The classical view reflected by Eatwell et al. (1987) perceives economic development as a
Aregul ar progr ess @&lB)dSimilar w ithatgodgo and $neth (2G13) o0 ( p
considers it also as fAthe process of i mprovi

by raising people’s levels of living, sedfst eem, and25.reedomodo (pp.

Meier and Baldwin(cited in Somashek&003, p.2) try to go deeper in their understanding

of economic development and besides recogni
real nati onal l ncome increases over a |l ong
core elements, which shalulbe incorporated in the definition. They are 1) a prodess
meaning fAoperation of certain forces which
measured by real national income and 3) long period trend of the positive change of real
output taking plae during at least 25 years. A very close view is also expressed by Benard
Okun and Richard W. Richards¢ecited in Somasheka&003), thus further raising the issue

of welfare and wellbeing. Accordingly they consider economic development "as a sustained
secular improvement in welbeing, which may be considered to be reflected in an increasing
flow of goods and services". They stress three similar aspects of development: 1) a dynamic
and long term phenomenon, 2) improvement in material welfare and 3)alaiigput is the

measuring rod of material welfare.

Stimson et al. (2002) further prolongs his opinion and insists on perceiving economic
development from seeing it both as a process and a product, thus where product is being used
in terms of measuringutcome (quantitative or qualitative) from changes and as a process,
when it is tool for changes, e.g. industry support. In reality they can often be confused and
converged due to their causssult effect. To make it clearer Stimson et al. (2002) suggests
seeing the economic development in the form of the matrix with all the aberntoned

elementsTable4).
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Table 4 Regional eéonomic development as a matrixof qualitative, quantitative process
and product outcomes

Qualitative Quantitative
Policy Analysis
(Ptcr)%ﬁifchan es) Planning Resource application
9 Strategy Evaluation
Social/financial equality Wealth
Product Sustainable development Income
(indicator for changes) Employment Goods & services
Quality of life Financial security

Source: Based on Stimson et al. (2008)p.

Based on the previously stated definitions we recogreggonal economic development

allied with Meier and Baldwin in Somashekar (2003)pby viewing it asan improvement

and a product of change of an economy on the regional administrative level over the long

period of time To this understanding of economic development we are to irefeur

research. This is also similar to that expresse®tbypson et al. (2002), where he mentions
regional economic devel opment as the ndappli
acceptable to a region that results in the sustainable developmeamidodesired economic

outcome for a region that meets the values and expectations of business, of residents and of

Vi sitérso (p.

1.2. Economic growth as core objective of economic development

Considering that economic development is shaped by histokieatseand location means
its object of focus also varies. The objective of regional as well as national economic
development can be seen as growth (Dillinger 2007), poverty reduction (Dillinger 2007;
Todaro, Smith 2012), equal distribution of resourcésdéro, Smith 2012), innovation,
welfare, employment or competitiveness, etc. All these are very broad definitions, thus
including some core distinctions. The classical approach toward the object of economic

development is often seeneaonomic growth

Referring to Longman (200conomic growthi s fAan i ncrease in the
services produces iAa2%heorcoastrof oMor ade 8Ba@an
guantitative change or expansion i n aathecountr

percentage increase in gross domestic product (GDP) or gross national product (GNP) during

one year 0.

19



Considering the | evel of economic devel opmen
is the single most decisive factor influencing a countryisv i n g s 698)nSpecialidt® ( p .
from the World Bank (2014) consider that economic growth can appear in two ways, namely
fextensivelyo through wusing more and more re
use of the same amount of resourddsus from their point of view only intensive economic

growth results in higher rates of income per capital and leads to an increase in average
people’s living standards. In other words, in order to improve the exiting conditions, within
countries, regionsr territorial units approaches have to be developed that enhance the better
usage of existing resources. In such a way it is absolutely correct when Porter (1998a) says
thatinat i onal prosperity is created,snational i nher
endowments, its labour pool, its interest rates, or its currency’s value, as classical economics

i n s i(ps165. dlerewith economic development requires intensive economic growth.

Although we will follow the opinia of Armstrong and Taylor2Q00, cited in Pike et al.

2007) , who mention that Al ocal and regional
concerns such as gr owt hl254)andcseeromome gyrdwtheammp | oy m
one of the possible objectives of economic developmewe should bring up other points of

view perceiving development and growth as simply two different notions and not as one of its

objectives.

In particular Hayami (1997) mentions that now within economic development two main
research lines have been devetopi. One appears under t he d
devel opment oi Aaencdo ntohmd co tghreorwt h o . Initially ec
direct variable of economic development. However, with the evolution of the concept of
development, some significantements started to appear. However as stated by them, these
terms are sometimes used interchangeably, especially in the recent years within the
development of the electric policy of economic development which combines the experience

of all previous ones.

Being aware of this confusion we want to stress that in our research alth@ugee
economic growth as an important objective of the economic development we also

recognize that it is not unique one.

With regards to measuring economic development (and ecorgyowth as one of its core

objective) several propositions have already been made.
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Baran(cited in Somashek&003) proposes measuring "economic growth or development as
an increase over time fmer capital output of material goods" 4). Whereas experts from

the World Bank (2014) and OECD (2014), simply propose using the increase of Gross
National Product@NP) per capitar Gross Domestic Product (GDP) per cahits the main

indicator of economic development.

Although today GDP is often used as one of the most popular indicators to measure economic
growth, for several decades a significant degreerit€ism regarding its completeness has
arisen from economist¥he demand towards the change of measurement was affected by the
wave of globalization, where under the changed sogitural environment economgrowth

started to be seen as something mben just an increase in income. GDP couldn’t fully
represent these new aspects of life and business (Economist 2014). Herewith some other
concepts and measurement gadors, indices have appeardtbst of them are done on the

level of countries, althoughome also exist on the regional or city level. One of them is a
Human Development Ind&xwhich has been developed by UNDP, Better Life Ii8éorm

OECD or World Bank GINI Coefficient Indék

All these new indicators try to integrate aspects of businkappiness and human
environment, which are more relevant at the present moment. HoBBrand GDP per

capita still remain the most common measurements for the economggowth. The main

reason is that they include the most relevant aspects of the economy, have a similar
calculation methodology in many countries and regions of the world and thus makes it
possible to use for comparison and generalization of cases and theori@sll \Also use

GDP, GDP per capita and their rates as main indicators of economic growth, thus
keeping in mind the drawback that they containand herewith integrate other indicators in

the analysis.

! D5t ODNRaad R2YS&GAO LINRPRdzOGO A& aF YSEadNB 2F 5§02y 2)
G201t @LrtdzS 2F | O2dzyiNBU& | yydz f 2dziLddzi iesticA22Ra |
residents from their investments abroad, and subtracting income paid from the country to investors abroad,
IAPSa GKS O2dzyiNERUYUa& Id@hamistZ@IY G A2yt LINPRdzOG oODbt 0 dé

o Attempts to rank all countries on a scale from 0 (lowest human developme 1 (highest human
RSPSt2LIYSyGo o6l &aSR 2y GKNBS 3F2FKrta 2N SyYyR LINRRdzOGa 2
standard of livindUNDP2014)

' The Index aims to involve citizens in this debate, and to empower them to become more informed and
engaged in the policynaking process that shapes all our lif@E£CD 2004

1 Gini index measures the extent to which the distribution of income or consumption expenditure among
individuals or households within an economy deviates from a perfectly equabdibn, (World Bank 2014
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1.3. Factorsinfluencing economic development

Despite the amplexity of such notions as growth and economic development, specifying its
definition and ways to measure it improves our understanding of what it is and what it can be.
The next question, which arises at this point, is how economic development andnits ma

objecteconomic growth can be increased and improved.

Traditionally three core production factors are recognized, namely capital, labour and
technological progress. At the same time they are not unique ones. Specialists from OECD
(2009, p68) are conwnced that economic growth is determined by numerous factors, both
endogenous and exogenous, such as e.g. geography, demography, specialization,
productivity, physical and human capital, infrastructure, innovation, etc. For example,
Somashekar (2003, 8) in his works identifies the factors affecting growth in two geu

economic and neeconomic.TheTable5 summarizes them.

Table 5 Factors influencing economic growth

Economic Non-economic
ANatural resources Apolitical factor
ACapital formation ASocial and psychological factors
ATechnological progress AEducation
AHuman resources AUrbanisation
APopulation growth AReligious factors

ASocial overheads
AOrganisation

ATransformation of traditional agricultural
society

Source: Based on Somashekar (2003)p.

These factors, apart from being categorized differently can also have various casual effects on
economic growth under various conditions and in different periods of time.dévedes the

study of the effects of the factors on the evolution of the territory has remained the most
challenging task for economists. The main challenge is the complexity of the economic
system as a whole and the tractability of the effects from théae$ within the elements of

the system. In order to understand the complexity and the effects of these interconnections
economic models and theories are being developed, applied and modified. It is towards the

understanding of these aspects the nesttqdahe chapter is addressed.
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2. Selected theories of regional economic development and growth

Theories, by having universal character, offer tools, methods and models, which not only
help to analyze or realize the drivers of economic development, butpralgde important
recommendations for policy makers in terms of programs and strategy building for economic

development all over the world (Parkin 2005).

As our prime concern relates to the regional level of economic development within which
economic graith is seen as a core target, so our fostls remain in outlining existing
theories and models. At the same time we keep in mind that growth is often not the only
research interest of the economists, herewith each theory might also include a diffexent as

of developmentelated processes or issues, such as human development, welfare or

competitiveness.

There exist many different models and theories. Each theoretical line is traditionally based on
one core economic model or concept, which is theengldd or accompanied by similar
additional notions. At the same time within one theoretical line different aspects of economic
relations can be discussed or omitted. This often results in loss distinctions and numerous
overlapping between these models, abhcomplicates the process of their categorization.

The same appears in regard to the theories and concepts related to economic development.

Herewith e.g. Kleinewefers (2002, . in relation to economic growth suggests
distinguishing the following cer theories: Classical, Keynesian, Ns#assical, New

Economic Geography, New Trade Theory, Institutional and theories focused on the role of
innovation, knowledge and networks. Furthermore, they can also be grouped under two, more
general categories, preged in theGraphl below. The main difference in theories belonging

to the category Aol do | ies is t hcedompetdisdis umpt i
and absence of space.
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Graph 1 Core distinct characteristics of economic growth and development theories

old

, New
Effects of production on factors growth;

Dominance of ex°9_e”‘_’”s forces | Causation relations between production
Macro to meso territorial level of observati factors & growth plus beyond growth

Constant returns to scale, perfect Endogenous aspects

competition, spaceless . o
p_ ] P ) ) Meso and micro territorial level of
Theories include: classical, keynesian (ex| observation

base, growth poles) and basic reassical Increasing resturns to scale, imperfect
competition, spatail aspects
Theories include: extended nelassical,

new growth, new trade & new geography
theories, institutional theories

Source: Author’s development

All of the above mentioned theoretical lines have some common and distinct features in
viewing the economic development/ growth and factors influencing them. There is

supposedly a common ground between all these theories, which lies in the recognition (in
different ways) of the predominant contribution of three core factors, such as capital, labour

and technological progress on the growth.

The main distinctions appear primarily in the way of viewing and understanding the relations
between them and the ewonic growth and development at the end. Furthermore, the
majority of them have roots in the classical one, which is being developed primarily by Adam
Smith and David Ricard@t the same time Kleinewefers (2002) argues that the first theories
are relativey easy in defining and setting their barriers of distinction, whereas the latest ones
are considerably complex and include a broad set of approaches, models, analytical tools and

concepts, which have multiple overlaps.

Subsequently, as mentioned, we arangdo discuss in detail only selected theories closely
related to regional economic growth. Moreover the main focus will be madeoasiassical,
endogenous, institutional and new economic geography concepts, as they are building
the theoretical core forour further analytical model. The presentation of the theories and
models is mainly based on the following sources: Stimson et al. (2002), Parkin (2005),
OECD (2009), Rainer (1996) and Harris (2008).
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2.1.Classical growth models

One of the first perceptiorend models in regard to economic growth, which now belongs to

the category of the classical gréwtheory, has been developathinly by Adam Smith,

Thomas Robert Malthus and David Ricardo. They claimed that GDP growth is a temporary
matter and thus the emomic systems tend to converge. It is also assumed that an increase of

the population, after GDP per capita reaches a subsistence level, can restrict growth. Such a
productivity explosion happens due M Bheconcej
main driver of economic growth is technological progress. It happens through the investment

in capital, which increases labour productivity. Herewith, no matter how advanced the
technological progress is, the explosion of population will always appealeaddo the

reduction of the GDP per capita.

At the same time the strong correlation between population and economic growth ceased to
be argued. First of all it was identified that although the relation between population and
growth exists, it is not déct one. Moreover economic development has a strong influence on
the population, whereas population is more dependent on the opportunity costs of women’s
time'®. An additional effect on population is caused by an increase of life expectancy due to
technol@ical progress and improvement of life. Secondly, the issue of population increase
has generally started to be less relevant around fhefiury, as its growth rates started to

slow down.

One of the core elements of economic growth and an enhantaahoilogical progress and
innovation was hold on to the division of labour, whose relevance was explicitly brought up

in the work of Adam Smith AWealth of Nations
primarily through two ways. Firstlythroughpositively affecting the learning curtfeand in

such technological and organizational performance; Secondtiirough intensifying
competitiveness and in such increasing effectiveness and innovation. Thus an important role
should be given to the developmesf a certain legal framework influencing the above

mentioned aspects.

a2 KSy NBIf 6138 Aa KA 3IKSheIpopukatiof williifcRasel dmwavkraini Bifigd S NI G
L2 LJdzt F GA2ya 200dzNB RAYAYAAKAY3I NBOGdzZNya G2 Parkin2 dzZNJ 6 X0
2005, p.588)

Bgr g2YSyda 6+ 38 NIGSa AyONBIFasS FyR GKS 22 dild2rldld2 NI dzy /
increase.Faced with higher opportunity costs, families choose to have fewer children and the birth rate fall

(Parkin 2005, 589)

!4 Reflects the onnection betweerlearningand experience
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2.2.Keynesian models

The main economist, whose arguments and models have established the whole line of
research and perception in aftear period, was John Maynard Keynes. Here theaaied
models in contrast to previous ones are more demand side driven (Pike et al. 2006). The
models are built on the assumption of constant retunes to scale, diminishing returns to factor
production, free factor mobility and geographical diffusion of nedbgy (Gardiner et al.
2006).

The research focus of the economists of this period was at the regional level. Uridanthe
development they understand similar targeting aschessical ones, namely reduction of
regiona disparities (Pike et al. 20p6That is why a major part of these studies is focused on
understanding and explaining regional divergence. Under their assumptions the regional
disparities in development appear due to differences in the factors, particularly in capital,
labour and technotpcal devebpment (Gardiner et al. 2006).

Under their perception convergence appears because low productivity regions catch up with
high-productivity ones. Regional differences are determined by the rate of (exogenous)
technological progress and by regabndifferences in the capitédbour growth rates
(Gardiner et al. 2006). The assumptions belonging to this theoretical line have been widely
researched by numerous economists and have produced a broad variety of different empirical
results (Martin and Sugy 1998).

In regard to policy, Keynesian theory provides justification for state intervention, especially
related to managing aggregated demand (Pike et al. 2086Yy. also deduce that public

policies have the capacity to stimulate economic growth.

This theory faces some critics. Among the most notable ones (Pike et al. 2006) nmwrdions
simplicity of its models, lack of attention on such region relevant factors as entrepreneurship
or public policy activity. Additionally the models do not provideystematic explanation of

the determinants of demand for a region’s export. Finally there is also no exact clarification
on how growth and productivity are being influenced through division and specialization of

labour and technical progress (Pike e28D6).
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2.3.Export base theory

In this theory it is assumed that regional economies are built on: &)asom components,
which exist to serve the needs of the local resident population, and b) basic components,
which produce goods and services for consumptotside the local region. This is

considered as an export base.

Here economic development occurs through the increase of the economic base (basic
components) due to multiplying effects. It happens in the following way. Growth in export
leads to a higheinflow into the local regional economy, hence generating new local
consumption. This additional spending goes to the local suppliers and generates further
increase in selling and later income flows again. This surplus creates growth of jobs, income,

outputand value added effect in local economy.

Regional growth herewith is determined by differences in export growth rates. This means
that the development of the region depends more from outside, exogenous, factors rather than
from inside ones. As such, imder to increase economic growth export should be supported.
The competitiveness of the export sector on the international market influences its growth
rates and through it economic development within the region. At the same time the strength
of the regioml export sector is also considered and is influenced by intermediate inputs and
technology (Pike et al. 2006).

This theoretical concept also faces some critics. In the first instance the exogenous feature of
regional exports sector is stressed. Secornbl/,observation of the interregional demand is
absent. Thirdly, the critic addresses the near absence of supply side from the observations in
the models. Herewith investment in services is not considered, however the institutions on
services may have a gitive influence on the attractiveness for the capital inflow. Finally due

to the limitation in data availability, there is also little empirical evidence prowd&or of

these arguments
2.4.Neo-classical growth model

The neeclassical growth model nowags is considered to be one of the grounding ones,

especially in terms of determining the factors influencing the economic growth. It is primarily
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footed in the Solow mod¥1(1956, 1957). With time it has been extended by numerous other

models and argumentis be consistenwith later changes in the economic system.

Here regions are seen as subnational territorial units. Referring to Pike et al. (2006) growth is

directly rebted with competitiveness of a specific region to other regions.

The central argument of the nelassical theory revolves around three main factors, capital
stock, labour force and technological progress, which accumulates to determine economic
growth OECD 2009; Solow 19561957 Swan 1956). As such, growth is measured as an
expansion of productive capacity, which is illustrated by extend to what the region is
attracting mainly capital and labour. Output growth per worker is a measurement of
productivity and reveals how efficiently resources are being used within the economy (Pike et
al. (2006). Capital grows faster than labour, which can also be mainly externally generated
(Kleinewefers 2002).

Neo-classics also admit that growth can be affected by-g&etorial shifts. Furthermore,
they point out that growth is solely determined by input factors, herewith, neither spatial nor
historic events have reflection in the growth pattern of the region. Growth is possible only in
the short termthus being depedent on homogeneity and linearity (lineal production
function) of the production factor, the price mechanism and the process of capital
accumulation, leads to convergence and eliminating-negional differences over time. The
main reason is short teimprovement in productivity, which is caused by the capacity of the
production factors to be substitutable and flexible in price. Central in theory: beyond a
specific level of input, further input will result only through decreases in the additional
margiral output of the product per unit. These effects are similar on national as well as on

regional level.

That is why territorial disparities are also the concern of thectessical theories. The main
reason is the variations in the growth of the mainofactf production. So the growth should

be same in regions with similar production factors (Genosko 2011). At the same time
regional disparities are only temporary since in long run spatial inequalities set in motion the
self-correcting movement in pricesyages, capital and labour to underpin the eventual

convergence of economic and social ctinds between regions (MartiBunley 1998). Neo

It is also known as Sole@wan model. It tries to explain economic growth based on three main factors:

capital, labor or population and technological progress. At the same tirRéanet al(2006) it is mentioned
that the first inventor of neeclassical assumptions should be seen Frank Ramsey from Cambridge University
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classical economists classify two different types of convergence (Pike et al. 2068,6H):

a) Conditionali movement towards a steady state growth rate resulting in constant capita
incomes, consumption levels and capital/ labour ratios, b) Absoluteen the growth model
parameters are equal. Thus convergence seems not always to-agipehris also a research

concern of the neolassic theory.

The main driver of growth along other production factors in the long term is technological
progress, as innovation and technology can influence the producliligpry considers that
knowledge has no limits and is edyahvailable in all places. Herewith, the capitah
territories should grow faster than capital poor one, as the growth rated caused by

technological progress is similar all over (Kleinewefers 2002).

Neo-classicists also tend to recognize in the shartl middle term the influence of
investment/ savings on the economic growth (Kleinewefers 2002). This happens through their
correlation with technological progress. The real GDP per person growth occurs because the
technological change includes a levelsaving and investment, which further makes capital

per hour of labour grow (Parkin 2005). That is why the relation between economic growth
and technological progress is seen as aveae street, because based on the neoclassical
theory i economic growth desn’t influence technological development. Although
technological progress is a necessary driving element of the growth per capHzhssical
economists fail to explain it. That is why the cause of technological progress is considered as
chance. Teamlogy is considered to be exogenous (Barro 1997) and was excluded from the
model by calculations (OECD 2009).

The models of economic growth, which explain routes to equilibrium, are developed under
the conditions of perfect competition and decreasingmstto @pital (Solow 19561957%.
Furthermore the equilibrium within the economic system itself is seen as a static one (Pike et
al. 2006).

Within the neeclassical perception of economic growth and development public
interventions can take place, thus they are not mandatory as convergence will happen anyway
due to the causal mechanisms of the growth model that move regions towards equilibrium
(Pike et al. 2006). This is a representation of a-finegket vision in terms of policy action.

Thus when intervention takes place it should increase the process of convergence. The target

for action should be the correction of market failure.
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Mentioningpossible areas for policy action, there is almost unity in terms of policy targeting
education, especially at the primary and secondary level. At the same time there is a big
discussion on supporting innovation. The problem arises mainly from the diéscuh
explaining the sources of technological progress in the model (Kleinewefers 2002).
Considering that the other two production factors are difficult to explain and accumulate, the
transfer of additional capital can be considered as a policy todhéotransformation or
improvement of economic growth (here it has some common ground with Keynesian
theories) (Kleinewefers 2002). This aspect is later strongly criticized, as not the lack of
capital, rather the knowledge is observed as the main reagpawvath differences (Easterly
Levine 2001). However, it is also argued that the spread of knowledge is not equal and is

predominantly present in capital intensive rather than in capital poor territories.

With time the traditional model has also startedbeo highly criticized primarily due to
incoherence with the existing system developments. This led to the creation of new
arguments, which have been grouped under either extendeclassmal or new growth

models. This led to further evolution of the reassical theory over time.

Several core assumptions of the foassical models, which have stayed the same and have
been strongly criticizedare (Pike et al. 2006; Genosko 2011):

Perfect accessibility and mobility of factors of production across and between regions
Perfect market competition and information about factor prices and the economically
rational choices of buyers and suppliers in the response to market signals
Economicreturns to scale are constant

Firms look to the most profitable locations and labour seeks the highest wages

Based on the static economic system

One of the main extensions of the traditional -nkssical model was the inclusion of
concept developed frorR&D theories (Barro and SalaMartin 1995; OECD 2009). The
influence of human labour on growth was also one of the extensions of the original neo
classical assumptions. It came out during the search for solutions to model the technology,
which was lateseen as a result of learning by doing (Arrow 1962). Based on some sources
(OECD 2009; Stimson et al. 2002; Parkin 2005), other critics refer to their support of global
convergence. This happens due to the assumption that all countries can access the same

technologies, which at the end would lead to the establishment of the same income rates and
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growth. However based on the productivity curve it seems that even if convergence appears,
it is very slow, and the difference in the growth rate between more asdd&veloped
territories is not significantly diverse (Kleinewefers 200@)erefore won’t be imminent for

all countries.

2.5.Endogenous growth theory
Endogenous theory is constructing a new line within theories of economic developments by
seeking to obsee and justify endogenous elements of economic development of the
territory. The main assumptions, although revolving around the core principles -of neo
classical approach, are dissatisfied with external or exogenous treatment of factors of
production (Pikeet al. 2006). This brings their research focus toward the endogenous
treatment of market mechanisms, especially of technological progress and innovation. The
main developer is Paul Romer (1986, 1990) from Stanford Univerdityong other
researchers Barrand Salai-Martin (1990), Grossman and Helpman (1991) are also worth
mentioning. Furthermore, in contrast to retassical theory they see knowledge as a public
good® due to its norcompetitive character and the inventions developed by one company

have paitive influence on another one (Genosko 2011).

There is also an attempt to introduce increasing returns into thelassical production
function to determine lorterm growth rates within the model of economic growth (Pike et
al. 2006).Endogenougrowth is possible through an increase of productivity, which happens
by unlimited accumulation of production factors due to an introduction of increased returns

of scale.

Similar to the nealassical approach, in the endogenous approach growth is stedfeglied

by capital accumulation. Furthermore, in terms of growth it highlights the importance of such
production factors as knowledge and human capital. In addition it also places importance on
placebased characteristics, technological progress and/ation (OECD 2009; Gardiner et

al. 2006). Representatives of endogenous theories don’t see mechanisms, which would stop
growth, as they assume that there will always be incentives to innovate and herewith receive

higher profits.

'® public goods are goods and services, whigh accessible to other, meaning that nobody can be excluded
from using it.Discoveriegurn to be apublic capital goodwhen theyloosetheir profits while beingreplaced
by the another discovery
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In reference t®ECD (2009 in endogenous models the economic growth is mainly driven by
the stock of the human capital. The question of the importance of human capital is also
connected with its influence on productivity increase through positive spillovers. The bigger
it is the hgher chances that the territory can be innovative, increase economic growth and
prompt to catch up with more advanced ones. Alternatively the human capital can also be
externally accumulated and in this way increase growth rates. Basically the difference

growth is a difference in human capital stock.

Another contribution of the theory is the introduction of the R&D concepts and imperfect
competition. It was integrated in the modelihg.addition to human capital, attention was
also on focused on techngical change and innovation and by seeing the relation to

economic growth as two sided (both causing and effecting) (Pike et al. 2006).

As such representatives of endogenous theory explicitly seek to explain causes of
technological progres3.hereforetechnological progress comes from externalities, which can

be generated by capital i nvest meMot, osrpihlul noavne
As such technological progressnot a coincidental effect of other activities, but rather the
outcomeof deliberate choices and actions and is determined by the human desire to look for
profit. Due to competition profits are squeezed #msin order to increase profits the people

are constantly looking for lowarost methods of production or for a befpeoduct, which

can be achieved through innovation.

Another aspect within technological progress is connected with the human ability to innovate,
which can be reflected as knadge, whichis intended to be integratadto the growth
model. For thisthe number of workers in knowledge producing industries, existing stock of
knowledge and technological transfare usedn order to measure technological progress
and innovation in growth models (Gardiner et al. 2006; Pike et al. 2006).

Based on the endogems theory both divergence and convergence can take place.
Convergence can be resulted from thepupportional growth in peripheral regions due to
imitation of innovation. Furthermore, by attracting more labour forces rich regions can
produce negative estnalities due to urbanization amg a consequenaeduce economic

growth. Finally the sharing of knowledge may also lead to the decline of comparative
advantages and economic decrease. On the other side the causes for divergence might come

Y Increase of prodctivity can be obtained more through séffiprovement and practice, rather than
innovation
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from the sectospecific knowledge, which appears in the regions, reduced transaction costs
along the interegional trade of intermediate goods or sufficient offer of public goods.
Disembodied technological progress contributes to regional growth disparities indgjyenden
of capital stock (Pike et al. 2006).

Within endogenous models economic development is viewed as a reduction of disparities

among the territories. The focus is made onmatonal and regional level.

The main input for the public policies is provided by showing that the conditions for
economic development can lay within localities and regions (Pike et al. 2006). Furthermore,
the sublevel of regional development is significant for strengthening théomadt one
especially as there is a possibility for underdeveloped regions to contribute to the national
economy. Moreover it is possible to redirect growth from growing to lagging regions. Finally,
endogenous theory denies the possibility of market mestmatai regulate differences among

the regions or territories, herewith once again justifying the right for public intervention into

the market.

The central critical argument toward endogenous theories is partially similar-tdasscal

one. First of allit is connected to its focusing on the supply side and giving only little
attention to the demand one (Pike et al. 2006). Furthermore, it addresses neither historical
change nor institutional context of the economic growth. Beyond that the models don’t pa
attention to the structural problems in the ddeseloped regions. Finally, there is still limited
empirical evidence in respect to the way increasing returns evolve within different industries

and locations.
2.6.New economic geography

The models groupednder new economic geography, further denoted as NEG, have evolved

on the basis of the classical ones, labeled as just economic geography. Its main focus is on the
study of uneven local and regional development and its contribution to national economic
prosperity and trade (OECD 2009). NEG has given fresh insights into the concentration and

di spersion of economic activity. (Genosko 20
of NEG. Thus in order to understand it, we will give a brief insight in péi@es of

traditional economic geography models.
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Traditional economic geography was concerned with observing the role of regions in dividing
the trading performance of different industries at the state level (Pike et al. 2006). Here the
concept of economidevelopment was also broadened towards seeing it as an increase of

income and prosperity through enhanced regional and national competitiveness.

The maincritical points in regard to the original economic geography models were based on
unrealistic assumjans like perfect information, economically rational individuals and profit
maximizing firms (Pike et al. 2006). Herewith by strong simplification of the assumptions in
the mathematical modelling, the results turn to be less reliable. Furthermore, tbacappr
tends to neglect people and places in their real historical, social and csétitirags(Martin,
Sunley2002) Additionally, regions were seen as recipients of benefits, rather than being a
motor of economic activities itself (Scdi®98. The modek, which were eager to reduce the
limitations and introduce additional aspect the original concepts, have been grouped under
the NEG.

The NEG has not only extended the original models of economic geographers. The core
introduction of NEG to the theoriesf economic development, growth and trade together

with the broadening of the new trade theory (NTT) by explaining the reasons for geographic
specialization, clustering (Harris 2008,1p2 ) hi ghlighted the | mport
enhancement of Ware and growth (Krugmaf991, Krugman and Venables 1990, 1995,

Baldwin et.al. 2003, Genosko 2011). The second core introduction of the NEG model in
comparison to previous groups of theories {okssical and endogenous) is the appearance

of the scale effect.

In contrast to traitional ones and similar to NEG, NTT is also concerned with development
of spatial structures by considering the increasing retunes to scale, monopolistic
competitiveness and intiadustrial trade. The last element (intralustry/sectoral trade) is
espe@lly possible to introduce into the models due to application of-peofect

competition.

The core research line within the NTT is their observation of the relation between regional
specialization and trade, which are ir¢dfected (Martin and Sunley 28). Specialization is

a result of increasing returns to scalé¢he Marshallian externalities of market and labour
pooling, availability of special supply and technological knowledge spillewetsch appear

at regional rather than national level (Pikeak 2006;Krugman1995) and are not perfectly

mobile (in contrast to the newdassical view). Geographic concentration effects the
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economics of firms and industries and herewith the regions ates sia well (Krugman
1991).

Based onKrugmanand Venableg1990) trade is history dependent. This means that the
established patterns of specialization gets locked in by the cumulative gains from the trade.
These patterns once established, can be strongly persistent oveariindeterminehe
regional developent and growth over timeRegional development is likely to be
characterized by unevenness (Krugman 1995). Divergence of output and multiple
equilibriums are likely (in contrast to the idea of long term convergence offered by neo
classical theories) (Piket al. 2006)

New economic geographysimilar to the NTT also uses the following assumption in the
basis of its models, namely imperfect competition, increasing returns to scale and imperfect
information (OECD 2009).

First of all the extension of NTT wa®gsible due to considering labour as a mobile element
within the model . He @hamer ataeckeby eNTEcthas
endogenous and as such allowing for an increase in productivity through allocation of firms
and labour. Furthermore, sombination with falling trading costs and increasing returns to
scale this should I&ad to more productivity and an enhanced process of cumulative

causation (Harris 2008).

NEG basically goes deeper and places at the center of its discussion theodexpkin
specialization and the will of companies to aggregate in the same plaesging
agglomeratios or clustes (OECD 2009). Referring to OECD (2009) the main cause of
agglomeration economies is the increasing returns to scale, whibleragfcial for firms. It

can happen due to existing natural advantages, monopolistic protection, political reasons or
any other reason. Gardiner et al. (2006) also argues that the existence of localized spillovers
may be due to locally embedded secidtural, political and institutional structures. Returns

to scale external to firms are the main incentive for workers and firms to agglomessd. Ba

on Duranton and Puga (2004, cited in OEC@mD9) following elements also could cause
agglomeration. These agains for the companies, which would influence their choice to
situate close to each other are due to several factors. Firstly sharing which is reflected through

having access to specific facilities, existence of broader number and variety of the suppliers

18 Company choses its location witte higher domestic demand in order to minimize transportation costs
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narrow specialization and sharing risks. Secondly matching conditions, due to which
expected quality of workers is improved, probability of finding specific workers is increased
and delays are alleviated. Finally it is the facilitation of learning, ddadilitated access to

diffusion and accumulation of knowledge.

Furthermore, by the NEG models two reciprocal forces appear and lead to (de)agglomeration.
They are centripetal (enhancing) and (redundant) forces, reflected by migration of labour,
forward & backward linkages and/ or elasticity of labour supply (OECD 2009). The influence

on the strength of enhancing or discouraging forces has been argued to come from differences
in transportation costs. Krugman (1991) described the situation with transgtstic the

following ways:

In the case of high transport costs the production is divided between two locations
The reduction of transport costs leads to 5 possible options of equilibrium (three of
them could be stable)

1 Further drop in transport costs fescproduction to allocate in one place

In such the dispersion of economic activities is possible depending on the interaction of two
sets of opposing forces underlying levels of transport costs (OECD 2009). Thus as Krugman
(1991) predicts such effects oahsport costs can lead to a epeziphery equilibrium pattern

of productivity. Previously existing studies, especially Polarization thewmdygaowth pole
(further in hapterl), has shown similar correlations, especially in regard to transport costs.
Herewith economic growth and development of the region is connected from both sides with
the agglomeration and clustering, which are strongly resulted by transport costs. In
particularly as mentioned by Gardiner et al. (2006) growth happens as a redué sédnte
forces, which are attractive to the companies and leads to their agglomeration, namely
localized increasing returns arising from specialized economic activity, external economies

and endogenous effects such localized specialization generates.

Regading the policy NEG supports state interventions, especially due to the need to correct
market failures. However these interventions are not unlimited and should take place under
particular conditions. Public policies can effectively stimulate growth abtihe same time

they can also lead to increase of disparities between territories (Genosko 2011).

There are some key policy recommendations, which can also be driven from the models of

NTT. First of all, it gives space for strategic trade policy for thagetion of a particular
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sector. This is especially possible through -temiff barriers. Furthermore, the selection of
industrial specialization is particularly important. First of all, while once established patterns
in the regions tend to be locked asecondly, there is a risk in establishing an inadequate
level of specialization. Although specialization provides externalities and potential for
productivity and output growth, the main concern is connected with possible regional
instability and structwd changes through ovepncentration in a narrow range of industries.
Although strong regional diversification may not be able to offer dynamic externalities, it can
protect the region from structural crises and boost export growth and productivitye(Rike
2006).

NEG models have also fallen under some criticism mainly with respect to their superficial
understanding of technological progreksparticular the relevance of the factors and their
influence on technological progress are only basicalpfaeed. Furthermore, in reference to
OECD (2009) NEG doesn’t specify a clear understanding of the links between economic

concentration and growth.

2.7.Agglomeration and location related theories
2.7.1. Growth pole and polarization theories

Growth pole theory arose from viewing the technical progress as an endogenous effect. Here
economists accept that the process of capital accumulation and free trade do not always lead
to the rebalancing between regions. But the model also shows the ibsdidr both

concentration and divergence. The father of the theories is considered to be French economist

Francois Perroux (1950).

Growth pole theory stresses that the production factors arehorangenous, markets
imperfect and price mechanism is dikted by externalities and economics of scale. The
growth takes place in specific sectors or areas, which are then perceived as growth poles. The
growth of the sector happens due to cumulative causation, namelgh potentiainter-

industry linkages (Hschman 1958gited in Genosko 2011 Under such conditions the
sector, which is considered as a dominant one should lead to the growth of the region. The
growth trends will be bigger, the bigger the sector is within the economy or the closer it
cooperates with other actors in the socigBerfosko 2011)Thus strategy for regional
development should be focused on the enhancement of a particular sector.
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The main critics of the theory are connected with assumption of the unevenness in spreading
the benefits from the successful implementeatsty. The core of the problem is that, first of

all the benefits and the advantages are going into the selected sector (growth pole) and only
later spread among the rest of the economy. As such many other industries and regions might
become impatieniTherefore this concept, despite being well backed by the argument on the
Aisprea® dfsf emotre often used for targeted dev
industry winners. Also it sometimes intersects with some later concepts of networked or

multi-centered polis.

2.7.2. Location theory
The main objective of this theory is to explain factors that pl&gyarole by companies’
decision regarding their allocation. These concepts are important for economic growth as the
realization of these factors will sist territories in creating them and in attragtimore
companies. Hoover (1948ndSmith (1776 are considered to be the classics of the location
theory.

In the perception of these economists location is been seen as a place where the relationship
between different units is established. Herewith while speaking about industrial location, the

spatial distribution in relation to the society is to be considered

The argument of the theory referring to Pike et al. (2006) is the following: companies select
location based on their setfterests, namely the desire to minimize costs and maximize the
profits. Transport costs, labour costs, other product costs, sifaleperation, and
agglomeration effects are the ones that strongly vary and influence on the detgiog.

The location theory also provides a lot of practical information for building a regional

development strategy.
2.7.3. Central place theory

The builderof the central place theory is considered to be Christaller (1933). In his work he
tracks the rules that influence size, number and distribution of core centers. Central place is
an urban settlement. Thus the hierarchy level of central places can brideteby the rank

of the goods and services, and this relationship is direct. The higher rank of products and

% Growth in main industry (or center) througprices, innovation or investment is transmitted to the rest
sectors (periphery)
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services is determined by those which are more expensive and infrequently consumed
(Genosko 2011; Pike et al. 2006).

The model’s conditions ar@ asotropic place with homogenous density of people, purchase
power and consumer preferences. The later representative of the theory Ldsch (1940)

developed an alternative model with variety in the density of the purchasing power.

The main benefit of theentral place theory for the regional development lies in the
information on the way urban location patterns together with its size and industrial character
influence the economic growth (Stimson et al. 2002).

2.8. Institutional theory

The theories and conceyiislonging to the category of institutionalreference to Pike et al.
(2006) highlight the difference of available local factors and assets, which are particularly
characteristic for selected location, reflected through institutions. The conceptséhatgoar
often split into old and new ones. The new institutional theories in order to develop a more
guantitative oriented framework for their argumentation adopt assumptions of neoclassical

models.

Under institutions on the maepbpoi beyél afneheet
Here is the political, social or legal grounds for economic production are meant. The micro
level is represented by the institutional arrangement form of contracting between the agents
on the market (Williamson 2000ndtitutions matter as they shape the relations between the
agents and as a result influence their economic behavior and shape the historic development
of the territory. These economic relationships leading to the definition of institutions can be
formal ard informal (Pike et al. 2006). Under formal ones economist representing this theory
see organizations and administrative systems, while others are viewed as traditions or
customs.The established institutions impact differently on the pattern of regioc@h@mic
development. This happens through the capacity of institutions to affect the production
factors, especially technological progress and capital. The main influence based on
institutional theory appears through the costs of exchange and produabith {890). This
influence happens under the assumption ofssdking individuals by taking their economic
decisions. At the same time not only institutions influence economic growth. This reaction

can be also reverse, meaning that the economic perfoen@an also lead to institutional
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change (Kherallah, Kirsten 2001). Above that, institutional influence can also negative affect

for economic growth.

The cause of the market failure and herewith the target of the public policy under the
perception of thistheory are institutions in all their recognized formal and informal

structures. The main contribution of this theory is in its potential to integrate institutions into
the economic models and analysis. A further significant feature of these models is thei
intention to integrate other sciences into the explanation and understanding of different

patterns of economic behavior (North 1990).

3. Summary

The review of the theories and notswf economic development and growth pointed out that

the economic environment together with factors influencing growth and economic
development steadily changes. This leads economists to follow regularly the evolution of
economic, technological, politicahd even social conditions of our environment and through
analyzing them, derive arguments on factors and reasons leading towards economic change.
Analyzing the processes of intdependences between different factors of production
significantly contribute to our understanding of ways to improve or enhance the desired

targets of our economic development, the perception of which also changes over time.

After reviewing arguments on whiagional economic developmenis we have defined ds
application of economic processes, factors and resources in a region that results in
economic growth and makes the local actors competitive with the demands of the global
market over a long period of time Seeing growth as an object of economic development
was our delibeate choice as, despite other relevant concepts, we still see growth as the most
desirable one and as a jmendition for further changes, e.g. sustainable development,
happiness, etc. Furthermore, it remains the principle issue for developed countries and

regions, which have been chosen for our empirical case study analysis.

At the same time we are aware that the perception of its nature changes not only over time
but also within different territories and is closely related with current social needs. étfpwev
despite differences, there are still common aspects, which can be generalized and applied in
numerous locations of the world. This is the core aim of existing economic thoughts, models

and theoriesTable6 below summarizes the key assumptions ofafeeementionedheories.
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Table 6 Selected economic growtltheories

Theories Key summary points
- Growth is permanent
- Convergence
Classical - Main growth driver is technological progress, which through capital invest

increases productivity
- Division of labour
- Demand side driven
- Developmentreduction of disparities
- Convergence
- Capital, labour and technologiad#velopment are one of the main factors
- Demand side driven
Exportbased - Growth is determined by export
- Exogenous approach towards export
- Strong supply side view on the effects of the growth
- Economic growth is determined by accumulation of capital (generated
outside), labour force & technological progress (outside)
- Focus & key driving role for economic growth is related to technological prog
which comes out in long term
- Exogenous heory, mainly due to difficulties in explaining the sources
technological progress & considering it exogenous
- Short term economic growth both on regional and national level, here
convergence
- Perfect mobility, competition, information & accessibildf/the production factors
- Stick to core principles of nedassics with endogenous treatment of some fac
of production
- Economic development is reduction of disparities
- Driver of economic growth, technological progress is under particukiriyng
Endogenous research focus
- Growth is determined by place based characteristics, which are knowledge,
capital and innovation
- Accumulation of working production industries is applied as measurement var
- Regional convergence should appear
- Integration of space into the models
- Imperfect competition, increasing returns to scale and imperfect information
- Agglomeration contribute to the regional development and growth
New Economic - Agglomerations & growth can be determined by external effects
Geography - Transportation costs effect the allocation of economic actors
- Both, coherence and disparities can appear
- Policy interventions can take place
- Production factors have endogenous element
- Technical progress seen as an endogenous
Concentration andivergence

Keynesian

Neo-classical

Growthrpole Development through enhancement of a particular sector, which forms so
growth pole
Location - Studies the reasons influencing the way of distribution of economic activity

- Actors within the territory are guided through their own interest
Products & services have certain ranks and based on these they are dis
within urban location, this influence the pattern of companies allocation

- Institutions (formal & informal) result in different growth patterns

- Effect on growth can be circular an reverse

- Selfseeking individual

- Priminfluence on production costs

Central place

Institutional

Source: Author’s development based on reviewed sources
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The review of the growth theories forms a solid but not sufficient informational base in order
to develop the framework for the empirical part of our research. From the above mentioned
theories several are of particular interest for our furthediss. In particular, heories,
especially related to agglomeration economies have identified a positreéation between
regional development and established agglomerations, clusters or nefilwks. relatively
new notions can bring significant benefits to improve regional development and enhance

national competitivenes€luster concept ito be addresskin the next Chapter 2.
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CHAPTER 2 INSIGHTS IN CLUSTERS AND CLUSTER THEORY

In the previous chapters the importance of-sational and regional levels in generating
countriesd economic strengths has been str.
1998b; Scott 1998; Krugman 1991; Fujita et1899; Baldwinet al. 2003; Morganl1997.

Pike 2007; Benner 2012). Furthermore, we reviewed the key theories dealing with promotion
of regional economic development. Along with traditionally observed factolsasibuman
resources, technological progress or capital, increasing attention has been given to industrial
agglomerations or clusters. These emerged economic structures have been argued to have
significant advantages not only for local firms but also far wellbeing increase of the

whole region (Pitelis et al 2006; Karlsson 2007; Maskell and Kebir 2005). Here we aim to
address these issues in further defaitst of all we will present different typologies for
various notions of agglomerations. It wié followed up by a broad review of the developed
theoretical concepts around cluster relevant issues. Finally we will summarize with the
definition of cluster, its categorization and nomination of benefits for the companies” and

regional level.

1. Cluster theory from industrial districts to learning regions

The first reference to agglomerations, industrial districts, etc. is traditionaliguged to

Alfred Marshall (1982 , who described it as a sensed fi
di st r iBudtishsciies. Afrenewed interest was sparked in the 1980s in the context of
experiences in the Emilia Romania region that is often referred as a Third Italy (Piore and
Sabel 1984; Becattini 1991; Asheim 2001; Paniccia 2002; Isbasoiu 2006). Since then
different streams and theoretical concepts explaining such spatial concentration have been
developed. For examplan California Allen Scott (199) highlighted the rise of new
industrial spaces, while others have preferred to talk about industrial complemgaki

and Augusto 1979), socterritorial industrial system (Courlet and Pecqueur 1991),
innovative milieu (Camagni 1995), local production systems (Crouch 2002), locatlelsigh
milieus (Keeble and Wilkinson 2000), local and regional innovation systasigeim and

Gerler 2005; Cooke and Morgan 199&r learning regions (Asheim 1996, 2001; Morgan
1997).In Table7 several typologies of agglomeration related typesgpaesented.
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Table 7 Categorizing different types of agglomerations

Researcher Type Description
Urban agglomerations Typology is developed based on the type of the field the fi
Innovation come from and the form of innovativeness or creativ
Malmberg, Solvell,| agglomerations Herewith, they consider that industrial districts and clus
Zander (1996) in Industrial districts definition to be develop based on having firms from s
Boja (2011, p. 36) field, thus the ifst one is more focused on econon
Clusters efficiency and creativity, whereas the last one on

innovation.

First level in the hierarchial structure, Konzentration von i

Reglon_agl . Unternehmen; innerhalb desselben oder verwan
cluster=industrial ; : . : X
districts Wirtschaftszweige in einem begrenzten geographisc
. Gebiet
Linzenberger (2007 . : : - — . —
156) Regional innovation Unternehmep beg|nr_1en méin ander zu kooperle(en, di
P network Uber marktwirtschaftliche Austauschbeziehungen hinausg
. . .| Co-operations between companies and other instituti
Regional innovation ; .
R&D establishment, technology centers, unions, ba
system RSN
political institutions
Geographical concentration is important; limited case, wi
Pure agalomeration is often not regarded as cluster; tracked back to argun
99 introduced by Alfred Marshall: labour market poolinge us
nontraded inputs, and knowledge spillovers between firm:
Geographical concentration is important; to economize
Industrial complex transaction costs and to satisfy the demands ofiftstne
Blien, Maier (2008, production of spatial concentration more "organized" natu
p. 3f) Geographical concentration is important; more infort

natue

normally not as asymmetrical as are relationships betv
firms of an industrial district; the most modern type
clusters; helps firms to save transaction costs; it facilit
finding solutions on all kinds of difficult technologici
problems by movig along the connections between netw
nodes

Social network

Source: Author’s development based on the referred sources

Indeed there are numerous ways of categorizing agglomerations, networks, clusters or
innovation spacedn order to get a better grasp of the fortiest cause their building and
growth, we will review the main research lreddressing these issuesthe following parts

of the dapter. It starts with more traditional arguments that are based on the cost
minimization strategy. After the massive infhwee of globalization on the economic
production and organizational structure of companies, the focus was shifted to the importance

of knowledge.

1.1.Marschall’s industrial districts

Marshall (1982) is the first economist who observed and tried to explaitialspa
agglomerations, which he named as industrial district. He emphasized that these districts have

a special industrial atmosphere, which drives companies to locate there. The observations
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were made based on the research of the industrial districts tainBfSheffield, steel

industry) (Mackinnon,Cumbers2007 Benner 2012, p. 11Marshall (1982) stated that these
agglomerations represented regions, which were very creativdyaathic. They consisted

of companies from similar or interconnected sectuated close to each other, and where
identified several factorsouldi nf | uenced such firmsdé | ocatio

externalities arose primarily form the followitigree reasons:

1 Availability of intermediate and subsidiary industries. This refers to the
development of close links between manufacturers and suppliers of particular
components and services. This helps both parties reduce search, risk and
transportatiorcosts

1 Pool of skilled labor in specific industrial field. For companies this means easy
access to skilled labor workers, who have knowledge of a specific local industry, and
for workers it gives the possibility to find suitable employment. As such bd#s si
can reduce search costs

1 Environment with additional collective resources(e.g. transport, education). This
may include specific transport, communication or education services, which are
common but have a specific thematic or industrial focus, and caessible to all
actors in the area. These common facilities also serve to reduce different costs

depending on the type of resource offered

These advantages and factorsatmoprmpdaseartd, sdyc
Marshall (982) meant shagle knowledge about how to do things, common business
practices, tacit knowledge, and a supportive social and institutional enviro(#stieim et

al. 2006) These factors, through producing externalities, createacdst ant ages whi ch
be created by the firm itself. Thus the benefits arising from these externalities are attractive to
firms and enforce them to concentrate in specific locations, creating agglomeration. They are
called externalities due to their lomat outside of the companies inside area. Apart from
externalities, which are consequently called as localization advantages of the agglomeration,
there are also urbanization advantages, which can also lead to the creation of clusters on
(Mackinnon,Cumbes 2007). Futhermore, Marshall (1982) agre#uat there are also other

factors that lead to the localization of industries. Among them physical conditions (e.g.

climate, easy access by land and water) are the ones, which are also worth extra mention.
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Despte not having considered the social relation between actors within the agglomeration
(Boja 2011), the Marshall’s factors leading to industry and regions specific externalities have

been preserved the fundamemtdlonalfor agglomeratiofMackinnon, Cumber2007)

12Extending Marshall 6s aggl omeration factor

After Marshall (1982)numerous studies analyzing the concept of industrial districts have
appeared. Among several of the prominent ones were Italian econe@iatsomo Becattini

and Sebastiano Brusco. Both of them have done a broad range of empirical research on the
bases ofhe regioninthenortb e nt r al part of Italy, which | a
l'talyo (Kraft 2006) . The outcomes of their
existing benefits for firms within allocation in these industrial distrietgions).

Regions and not the agglomeration centers are at the heart of their research. Referring to
Zeitlin (1992) this focus is one of the main differences to Marshall’s works. Herewith these
researchers try to specify the characteristics certainamestinclude a) in order to get the
category of industrial districts and b) in order attract more and more companies. Although, up
to now it is still an open issue, several core conditions have been identified (Kraft 2006,
p.19):

1 Flexible specializationi which comes from the existence of horizontal and vertical
allocation of SMEs. This leads to a high level of work division and specialization and
furthermore, to faster adaptation to market changes

1 Social embeddingi which is represented by having straiigs with the history and
peculiar characteristics of the regions, this results in the bringing up of the same
culture and traditions. This creates better understanding and trust among business
units. Furthermore, it can also minimize risks due to theirisg

1 Cooperation and competitioni which eases the search of the partners due to
increased number of companies in similar or relative industries, at the same time also
leaving the place for competition. This should develop transparency, rotation of

workers and strengthen innovativeness of the company

Further advantages such as better conditions for obtaining credit, easiness by the common
presence on the new markets, increase of the export quote, sharing of R&D facilities, etc.,

arising from the allocatiom such industrial districts have also been noted.
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However, criticism of the validity and reliability of the selected variablessdas Staber

and Morrison (1999, cited in Kra2006) as well as concentration of the studies on only
mature phase of thiedustrial districts is also worth adding. This means that studies do not
explain why and how do industrial districts or agglomerations appear. Despite that, this

concept has the broadest empirical evidence and statistic confirmation of arising benefits.

1.3.Innovation and trust in the creative /innovative milieus

After a while due to intensive internationalization the competition between companies
changed from being based on price to qualitgre than ever the product / service started to

be innovation and learning drivéMackinnon,Cumbers 200)Z In 1980 the research group
AiGroupe de Recherche Européen sur les Milieus innovatéGREMI School)startedto

di scuss knowledge enhancing aggl omerati on,
stressed the importance of soeaistitutional aspects for economic activities and emphasized
the significance of regional context for the enhancement of innovathdnirgeraction
between innovative economic actgBenner 2012)Although here the issue of proximity is

very important,Genosko(1996 sees the concept of innovation milieu more as a cultural

rather than geographical approach.

In reference t@senosko (1996innovation in innovative milieu is a collective process, which
is based on the division of labour among big and small companies, private and public
researchand education institutions, suppliers and supporting organizations. Core features of

innovative milieu in reference ®chatzI(2001, p. 23t 232)are

1 Formal and informal networks among numerous regional actors, such as
companies, NGOs, government, enable more connected trade, collective learning, and
reduce risks, especially at the time of the technological changes. As a result, new
solutions, synergy effects and reduced transactosts can arise

1 Regional enclosing of networkss decisive for the innovative dynamics. Here face to
face contacts, mobilization of interregional human capital, responsible cooperation,
flexible supply relations and cooperation between economy andy@tors play an
important role for the development of agglomeration

1 Actors” identification with their own region, which stands for the feeling of
belonging through shared cultural values. Due to this developed spirit the territory is

able to strengtherts inside and outside positioning. The first is possible through trust
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and cooperation building and the latter is reflected in a strong and clear external

picture

In addition to the above mentioned advantages, there is a number of others, which are
indicated by Genosko (1996)namely better market accespecialization and with them
connected knovihow advantages, cost reduction based on the learning and reduction of fixed
costs through sharing some core research institytipasitive effects on management,

reputation and internationalization of negative externalities.

One significant contribution which has been broughth®y studies within GREMI School
liesin the acknowledgement of n@tonomic, social or cultural, fackrAlthough Marshall
(1982) seemed to also have agreed on this point, he never mentioned it explicitly (Morgan
1997. Here these factors are seen as the combination of functional and territorial logic,
where the social factor, so called tacit knowleddayga central role. The way it develops

can not only determine the evolution of the network but also has a strong influetize on
locations growth (Bathelt et aR004; Blocker 2009) Finally the main difference of
innovation milieus to Marshall’s industrial districts was not only in acknowledgement of
externalities for the reduction of transport costs, but also in speeding up information, face to
face contacts, learning and innovatitows.

1.4.Porter as a conventionalist in the formation of the classical view on clusters

In the beginning of the 90s another economist Pq883; 1998)makes an important
contribution for thespreading and making populeuster concept. He developdtketview on
geographical agglomerations through the microeconomic approach. The concept developed
has some elements of institutional and seionomic theories. Apart from that, Porters’
attention to clusters shows a strong connection to earlier, alreaxyomed, agglomeration
theories. He also stresses the role of the regions for the strengthening of national

competitiveness and introduces the Diamond model as an analytical tool to study it.

Underlying Porter’s concept (1993) is the idea of nationgibnal competitiveness. By this

he means that some territories, due to specific conditions, have developed competitive
advantages for their sectors and within them companies to compete and trade on the global
market. The existing competitive advantagesettgy from a set of specific factors and
conditions, which are both available and/ or can be created or enh@&ikedet al. 2006)
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These quantitative and qualitative fastBorter(1998) suggests to analyze through the set of
categories, which are later known as Porter's Diamd@Bdthelt Glickler 2002
Linzenberger 2007) The diamond Graph 2) shows four groups of factors, whose
composition significantly influences the competitiveness of the region or the nation

(depending on the level of analysis)

One of the pillirs reflects orthe qualitative and quantitative character of input factor
conditions within the territory. The second one describes the existing context for firms’
strategy and rivalry. Here the main attention is set on the legislation, market conditions and
character, ampetitors, which strongly influence on the behavior of the companies. The third
pillar is environment with related and supporting industries. Here is where the role of clusters
becomes clear. Not only the industry itself influences the development anetitdraness

but rather its character within the economy and connectivity or relation with other relevant
sectors. Finally territorial competitiveness is also influenced by the demand conditions.
Along with these four core diamond elements, later two sthave appeared. The first refers

to the role of the government and its policies and the seconi dmence or accident, which

leads to a certain trend in development.

Graph 2 Porter’s Diamond- Sources of Locational CompetitiveAdvantage
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Source: Based on Porter (1998, p.211)

In such under the notion economic development P(1&98, p. 246kees the enhancement

of competitive advantages of firms, clusters and national economies. This competitiveness is
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achieved through productivity increase, where the contributiorcludters is strongly

highlighted (Porter 1990, 1998Jhese sectors with cluster characteristics are bringing core
contributions for national competigness and wealth. ReferringRorter(1998) clusters are
formed by fia system of ulionstwhose valua ascatwhae isf i r ms
greater than the sum of its partso (p. 2 13
important linkages, complementarities, and spillovers of technology, skills, information,
marketing, and customer needs that cut acrosf i r ms a n(p. 205)n Alsuabeladyi e s 0
mentioned, the prosperity of the location depends on the productivity of the companies,
sectors and clusterqPorter, 1998)There are three maiadvantages that stem from
companies” location in clusters (Porter 1998):. productivity, innovation and new business

formation.

Now we will discuss in detail some factors arising in clusters, whichcatcompanies to
locate hereAt the same time someadtors causing e.g. innovation, can also influence the

creation of new business gains or reflect the benefits rather than factors.

1 Access to specialized inputs and employeeshich has already been earlier
mentioned by Marshall (1982). First of all it éhes local companies to outsource for
cheaper, due to close connections (geographical proximity and trust) with suppliers
companies may reduce seanibk and transportation costs.

1 Local outsourcing, which actually flows out from the first point. Thes$actors
primarily attract companies due to minimizing the need for inventory, lower costs of
production and establish trustworthy letegm relations. Moreover, due to either
previous involvement in some earlier projects or shared training, local sgscialis
might already have the knowledge on the processes taking place within the firms in
their region, thus time, cost reduction and efficiency of results are improved.

1 Complementarities between firms is referred to certain institutions or service
infrastructire, which is accessible to more than one company, and while bringing
similar values to all it reduces their costs in accessing to these services. Porter (1998)
calls them scale benefits and divides complementarities into marketing and product
related.

9 Access to informationcan be in the form of publication about buyers and sellers
from relevant industries and sharing knowledge with colleagues due to proximity and

similar industrial focus, which later can be used to enhance companies” productivity.
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Here tke information on new products, marketing strategies, development trends of
competitors asvell as suppliers is also meant

1 Incentives and performance measurementarise due to the competitive pressure
coming from the increase of the companies within tistel. Companies search for
ways to perform better or indicators in order to stand out among others. It can be
connected with the desicé a positive image

1 Proximity between customers and supplierseads to enhanced interaction between
them. This as aesult can lead to new ideas, creativity and innovation increase, which
at the same time highlights the interactive rather than lineal process of innovation.
Furthermore, here the proximity to research centers is also meant. Such proximity
facilitates not aly the product’s development but also its testing, etc.

1 Commitment and trust arise among numerous actors within the cluster. These two
factors can often have a very significant influence on the way of doing business with

others, e.g. banks, researclhtiingions, etc.

Summing up the factors one can notice that based on Porter (1998) manyrelaster
advantages/ factors are similar to Marshall’s and those from the Italian and French schools,
which also rest on external economies or spillovers admoes and industries of various
forms. Porter’s competitiveness concept gave local and regional institutions the rationality to
intervene based on cluster development and support (Pike et al. 2006). The diamond concept
serves policy makers as a tool taderstand the factors which are at the bottom of regional

strength and growth.

This approach also faces criticism. Despite the significant role in policy making, which was
given by clusters, there is confusion in regard to the notion’s term specifidatfmarticular

the level of cluster analysis and type of links between firms are questioned. Furthermore, the
concept is concentrated too much at the firm and industry’s level. Herewith, although Porter
promotes regional competitiveness, there is no dspetification on how exactly it should

lead to economic growth and welfare increase. Finally economists (Pike et al. 2006) argue
that this heory gives limited attention to the social dimensions of cluster formation and

dynamics.
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1.5.Intensification of globalization and the learning regions

Lately another theoretical line within the research on industrial agglomeration and clusters

has appeared. It highlights the importance of knowledge for territorial development and
innovation. As it is quite a recenaspect andstill has little empirical proofMackinnon,

Cumbers 2007) The concept is labeled as learning regions and explains factors of
agglomeration by emphasizing the role of knowledge as a driving forcethior

aggl omerations. This is significantly differ
cost reduction. Here the key differences is seen in terms of having different forms of
relationship between key institutions such as government agencies¢dapgeations, small

firms, university research, technology institutes and training organizations (Cooke and
Morgan 1998)

Within learning regions four core factors leading to companies” agglomeration have been
identified, which at the same time can bensae benefits. These factors also, through-spill
over effects, lead to further development andnecaic growth within the regions. They are

1) codified / tacit knowledge 2)  f ect s of % B) trustandd) infdinhal z z
relations and conventions Thus this concept goes along the general trends on recent
increased interest towards social, network and institutional theories within development

studies.
1.6.Networks as mediators between market and hierarchy

Within the development of the concepts arouhd agglomeration and cluster building
another important element that must be considered is the notion of networks. It is assumed
that the main difference to others is in the network’s irrelevance in geographical proximity
for the collaborative actors. Attwer core difference lies in the type of communication or
relationship among actorgVhile there is no membership obligation for a cluster, there is a
restricted one for a network. In addition, networks require a more formal way of partnership,
whereas clsters have an informal one. Thable8, which is developetbased orRosenfeld

(1997) reflects key distinctions between clusters and networks.

PeKS aoddl NBFSNE (2 GKS A ydgyzchafdd by fAck-faceycBntachs? a0Y dzy A O
presenceand cb 2 OF GA2Yy 2F LIS2LIX S YR FANYa ¢gAGKAY GKS alyYs
2004, p. 38)
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Table 8 Key distinctions between networks and clusters

Networks Clusters
Small scale, intefirm Large scale
Restricted membership Open membership
Competitive through cooperation Competitve with ooperation
Formal partnership Informal interection
Interdependence Input-output linkages
Agreed objectives Mainly exchange relations

Source: Based on Rosenfeld (1997)

Based orGenosko (2006, p. 64f)looking on networks from formal and systematic side, they
consist of so called notions of fAnodeso and
understood and under the edgeelations or connections between these nddisser (2000

citedin Wrobel 2008, p. 246poes further and suggests when the functional interdependence
between firms and institutions develops into a strategic one, it can lead to clusters
transformation into a network. That is why basedkbsner (2000, citedn Wrobel 2008)
regional net wor ks ar e Airegional clusters
comprehensive multilateral cooperation, which utilize specific infrastructures and which,
therefore, cooperiae with relevant public, seap u bl i ¢ and socilneotheragent s

words, in practice this definition of network could be referred to a cluster assaciation

Similar opinion is also expressed by Por{@®98) He is convinced that due to the
characteristics of clusters and net wor ks,
competitiono (p. 226) . There are three main

and evolution of networks:

a) Thetransaction costavhere the development of the networks is associated eth t
changes in the market needs
b) Game theory is the approach that tries to explain the existence of the networks due to
cl assical case of t he Apri someuislEi bdii luenr
cooperation between two actors presents a better outcome for the both participants
c) Neofordism approach is connected with the companies” desire to be flexible and use
the benefits of the scale through mass production whilst at the same maintaining their

level of security.

These connections networkshave different types and forms, e.g. they can be social or

economic based; strong or weak. All types of the nodes and edges can have advantages and
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disadvantages. As such e@enoskq2006)mentions that although strong ties might be good

and provide trust and commitment to the actors, from another side they can be too robust and
limit the appearance of new ide&amilar to the concept of clusters or agglomerations, there

are also many pologies to systemize networks, e.g. Mandell and Keast [260§gest

groupingthembased on type of the relationship between actors they establish, namely

1 Cooperative, where the exchange of knowledge and communication is at the heart of
the relations between involved actors; there is no significant changes in the insider
structure of the partner; the resources are not divided between the actors and the
education identy is limited

1 Coordinative or intensive cooperation. Here the individual process between involved
partners are being matched; although the partners stay independent, there might be
some internal structural changes

1 Collaborative, where the goal is in thereation of a collective network service;
strong alignment of the structures of involved partners and the appearance of strong
dependency between the actors

Within all existing types, in the opinion of Genosk&006§ regional networks should be
specially highlighted, in particular due to combining network features and having
geographical proximity. Together with Wrobel (2008) it can be considered that the decline of
the industry within the regions can be connected not only with structural problems, but wit
the lack of cluster and network structures in the region. It can be further connected with
Porter’'s (1998a) argument that clusters strengthen the diamond and herewith the
competitiveness of the territory. Finally the biggest advantages of networksnipanes

and territories lie in increase of the flexibility, due to the possibility to rely on your partners;
ability to concentrate on the strong parts of your activity due to access to similar resources in

know-how and technologies and finally riskarirg through partner€enosko 2006)

2. Core cluster characteristics

2.1.Defining cluster
In the above presented theoretical concepts we have found a multitude of different terms,
which in one or another way reflect agglomerations of economic agents. Moreover, although

they have shown some differences due to the blurred boundaries and thee alfseon

unified theory between them, they all have similar grouexternlaities (Martin and Sunley
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2003; Sugden et al2006 Bruch-Krumbein and Hochmuth 200@urthermore although
researchers representing various scientific fields have contributed to the development of the
concept, Karlsson (2007) argues that one of the most essential contributions has come from
economic geographers eddressinghe spatial isse. Indeed, all of the concepts rest on
theories of agglomeration, which have primarily developed due to three empirical

observations (Sdlvell et al., 2003, ppi 28):

1) regi onal concentration, whi ch i s refl eci
locations despite globalization;

2) spatial clustering, which is reflected in companies from the same industry tending to
locate close to each other;

3) path dependence, which is observed in the robustness of these formations once they

have been initialized.

Under hese conditions two kinds of the agglomerations have been defined, one explained by
urban or scale economics and the other by location econoiibeel(] et al., 2008 The first

arises purely due to geographical proximity and the second from the moriicspec
advantages generated by agents from the same industry. Their constellation in each case
varies, which respectively leads to deviations in existing formations and types of

agglomerations.

Among numerous contributions made by different researcivis,c h a e | Porterods
1998b) notion of industrial or business clusters is considered to be one of the most influential

in terms of popularizing the cluster concept (Asheinal.2006; Martin and Sunley 2002).

This is largely because Porter has notygromoted clusters as an analytical concept, but

also as a policy tool for strengthening regional/national competitiveness (Martin and Sunley
2002), which haswirdees uflade,d a ns oirat woofr | adc ademi c
(p- 4). We will alsdfocus our attention on thauster concept As to Porter (19984) lusters

are geographic concentrations of interconnected companies, specialized suppliers,
service providers, firms in related industries, and associated institutions (for example,
universities, standards agencies, and trade associations) in particular fields that
compete but a(p. 49v¥) Acnanobpr eofr otheickuster definitionsare listed in

Annex2.
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While we adopt thalefinition of Porter (1998ajfor the purposes of this paper, two main

critical comments should be noted. The first deals with the property of the definition itself,

and comments from some researchi@iszenberger 2007)who consider that it doesn’t

bel ong to Porter, and rather comes from the
(1964; 1955) theory of growth poles. The second is more theoretically and empirically
important and refers to the blurriness of two important elements of the cluster concept
(Martin and Sunley 2002; Coul ander 20-10), n
economic dynamicso ( Mar tMackinnan racd CBmbers @€G07) 2 00 2,
mention that Martin and Sunley (2003) al so
cluster definition: the linkages between enterprises (of any kind, e.g. trade or services) and

geographical concentration geatng proximity for intense contacts between actors.

Taking firstecfinmtme rcn aly nsaond ice 0, confusion |
the origin of those actors needed to constitute a cluster. This is essentially due to difficulties
insettly t he activity boundaries of particular ¢
i ndustri al classifications. Thus some mor e
and/or some actors can be left out from consititen (Martin and Sunle002, an issue that

is exacerbated by the inherent dynamism of economic activity as new activities emerge in the
intersection of existing ones. Wi th regards
around the limits of proximity, in which senseusiers can and are defined at a whole range

of scales, from towns/cities, through to regions, countries and even up to international extent.

2.2 Cluster diversity and their main benefits

Such openness in the definition results in the attribution of clustiedifferent types
depending on their structure, sizes, forms, industries, regions and coRtresr 1998)
Existence of such a variety of possible clusters can often lead to overlap with other
agglomeration types ancm@ains the blurriness of the concept. Unsurprisingly thisgnasn

rise to different cluster typologies, andliable9 we present a selection of e
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Table 9 Different typologies for cluster differentiation

Researcher Type Description
Modern urban Serve for metropolitan areas and export markets
. clusters
Gulati (1997) Artisanal rural
sana ura Serve only local/ruradlemands
clusters

Sandee (2002)

Schmitz,Nadvi
(1999)

Altenburg,Meyer-
Stamer (1999)

Markusen (19956

Duque Rey (2008, p.
42)

Dormant clusters
Dynamic clusters

Incipient clusters

Mature clusters
Surviving clusters

Advanced mass
production clusters

Clusters of
transnational
corporations

Marshallian

Hub and spoke

Satellite platforms

Stateanchored
Regional industry
clusters

Functional clusters

Value-added industry
clusters

Production for only local/rural consumption

Deep cooperation and will to enter global markets

In an early stage of industrial development; located in f
areas;

production mainly for local demand

Production for global markets; vulnerable to global change
Production igprimarily conducted for local needs
Production is to serve the local market but there is sti
external

influence/competition

Based around foreign companies, which settle in particulal
locations but have weak ties with local actors

Small and medium sized local firms; substantial Hfiten
trade

and collaboration; strong institutional support; dependent ¢
synergies and economies provided by cluster

One or several large firms with humerous smaller supp
and

service firms; cooperation between large firms and smallel
suppliers on terms of the large firms (hub firms); depent
on

growth prospects of large firms

Medium and large sized branch plants; minimum ifiten
trade

and networking; dependent on ability to recruit and re
branch

plants

Large public or nonprofit entity and related supplying ¢
service

firms; restricted to purchassale relationship between publ

entity

and suppliers; dependent
political

support for publidacility

The spatial location of industries is the import:
characteristic;

clusters whose elements share a common regional loc:
where

the region is defined as a metropolitan area, labokebaor
other

functional economic unit

Matters what companies produce; companies offering
producing

similar services or products belong to the same cluster
Focuses on products/services flows through companies, r
than

location or activity; "a subset of industries of the economy
connected by flows of goods and services stronger than tl
linking them to the other sectors of the national economy"

Source: Author’s development basedRmsenfeld (1997)sbasoiu (2006) andwn extension
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Principally the distinctions between different types of cluster develop around previously
mentioned issues, such as a) the type or b) character of the linkagesnbibigveedlustries
and other actors, furthermore, between c) the types of these companies and institutions and

finally their d) geographical scale.

Clusters can also be different with regards to the stage of their development. Each cluster
usually goes through all four stages of the-tifele reflected inGraph3. While a particular
territory (city, region, country) can include clusters from all evolutionary stages
simultaneously, some studies indicate that the level of countries development can strongly
influence the number of existing clusters from a particstage (Européische Kommission
2002). Identification of a clusters l#gycle’s stage is later decisive for the elaboration of

effective clustetased policy (Brenner, Schlump 2011).

agglomeration reformation

v

organisations management

organisations
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Source: Based on Europaische Kommission (2002, p. 15)

Clusters can be also established in different types of industries and sectors, e.g. aerospace,
restaurant, tourism, retail, etc. They are present in large and small economies, in rural and
urban areas, and at several geographic levels (for example, natiates, metropolitan
regions, and cities). Clusters occur in both advanced and developing economies, although
clusters in advanced economies tend to be far better devgBpadr 1998)Some clusters

center on researalmiversities, while others have no important university connections. These
differences in the nature of clusters reflect differences in the structure of their constituent
industriegPorter 1998)

Despite significant ambigties and differences of perspective around the cluster concept, it is

seen as a very effective basis for policy oriented towardsneng regional competitiveness
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Nadaban and Berde (2009), for example, highlight positive eftéathistersfor companis

in terms ofproduction, innovation and new business opportunitiesThe sources of these
benefits emerge basically from the special environment created inside the industrial
agglomeration and characterized by the simultaneous existence of strong comaeiiti

cooperation among actors.

Exploring these positive effects in greater detail, urgteduction gains we can specify
advantages such as: the enhancement of the quality of human capital and labour cost savings
due to access to specialized skills; skacost savings for the buyers of complementary
products offered in proximity due to privileged opportunities foroperation with nearby
suppliers; transport cost savings, especially just in time contracts, due to geographic
proximity; transaction costasings due to an environment of cooperation and trust; greater
product variety due to access to the local supplier base; and othetblas®t opportunities

from collaboration (OECD 2007; Solvedt al. 2003. Innovation gains on the other hand

arise essentially from knowledge spWNers, which are formed through close interaction with
specialized customers and suppliers and result in unintended learning, new innovative
products and services (Rosenfeldl9T. Isbasoiu 2006; Sééll et al. 2003 OECD 2007).

Finally, business gaingest mainly on: greater options to broaden contacts and herewith
develop new products and/or open up new markets through collaboration; strong motivation
and creativity due to the sophisticated demahigighly competitive local customers in close
geographic proximity; and easier access to financial resources due to an environment of trust
and collaboration (OECD 2007).

Graph 4 Cluster advantages for companies
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contracts &
markets;
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Source: Authors” interpretation based on mentioned sources
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The positive forces within clusters tend not to lead to only one particular advantage, but
rather are fundamentally inteelated as illustrated iGraph 4. In this sense, clustering
positivelyaffects the development of the territory as a wholeFirst of all, clusters increase

the overall level ofinnovativenessthrough knowledge generation and technology transfer
due to resource leveraging, sfolfers and facéo-face contact (Isbasoiu 2006; Sélvetlal.

2003). This is especially likely gimethat large parts of regional knowledge generation
systems typically have collective characteristics, and thus investment in R&D in one
industry/cluster has knoetn effects in others (Karlsson 2007). Secondly,pitoeluctivity

of regions is noticeablyitpger where firms are spatially concentrated (Isbasoiu 2006), with
higher wages in clusters and associated higher income levels in general (Isbasoiu 2006;
Karlsson 2007). Finally, due to openness to cooperation and trust among actors, as well as
higher praluctivity, such regions tend toespond better to changesn global markets
(Isbasoiu 2006).

3. Summary

The objective of the above presented theoretical arguments was to give an overview of
existing concepts regarding the notion of industrial agglomeraiiopsrticular clusters, and

their character, logic behind emergence and possible benefits for regional development. It has
been observed that the main reason behind their existence is the possibility to offer
companies benefits, which cannot be createddmpanies on their own. Later, one can also
subscribe further factors such as social, trust or shared vision and knowledge sharing. From
our opinion, it is a mixture of all above mentioned factors. The role of each of them is
different and is shaped bydlcharacteristics of the territory. Below we present a summary
table, which includes the core aspects of above mentioned concepts. The idea and some core
lines of the table are taken form the OECD (2007a&3p. At the same time despite
differences amonghese concepts it seems that tralycan be roughly referred to as
clusters, due to showing key similarities, like geographic proximity, agglomeration of
companies from specific or related industries, externalities, etdvioreover, all are widely
assumed to be effective fert r engt hening both companiesd an
and should alstead to economic growth within the regionsThe popularity and presumed
benefits arising from these policies Hed to their spread and integration in many regions

and states.While adopting Porter’s (1998a)definition of cluster, we focus our attention

on this conceptwithin the factors influencing regional economic growth.
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Table 10 Overview of the listed theoratical concepts

Concept Factors Benefits
1 Labour cost savings access $pecialized skills,
1 Labour market especially in the environment where qui
pooling; turnaround is important;
M 1 Greater variety of 1 Access to local supplier base that has more pro
arshall L ; : o
Marshallian §peC|aI|;ed variety and a hlgh degree of spemgllzatlon .
éxternalities) international goods anc 1 Acce_sg to tacit knowledge in geographic
services proximity by means of both forah processes a
1 Tacit knowledge well as informal channels as knowledge leaka
spillovers made possible by casual infii'im interactions
1 Adaptation to market changes and benefiting fr
scale economics
1 Bringing up of the same culture and traditiol
1 Market structure which as a result leads to better understanding
Industrial 1 Specialization business, negotiations, creates trustti@rmore, it
districts 1 Social embedding can also lead to risk sharing or minimization
(extended) 1 Cooperation 1 Enables easier search of the partner, at the <
f Competition time some of the firms are in the direct competitis
should develop transparency, rotation of
workers and strengthen innovativeness
1 Motivation effects due to demand of high
competitive local customers that improve quali
costs, etc.
Porter's 1  Demanding customers 1 Motivation effects reIang to gocial/ peer pressure
. i Better sale opportunitiesf firms due to searct
market T Rivalry [ for the buyers of the complementarit
conditions f  Complementarities savings for Y - b ‘
products offered in proximity and preveled
opportunities for ceoperation. Between neark
suppliers of complementary products
I Transportation costavings due to geographic
proximity, especially in the case of just in tin
Cost 1 Transportation delivery contracts
advantages 1 Trust I Transaction cost saving due to an environment
encourages trust
I The main factos that create tacit knowledge a
herewith attract companies to locate close to €
other are: proximity of the companies, const
faceto-face contacts.
. 1 Helps companies to develop their common langu
. T tacitknowledge for communication, attitude towards technologyl ¢
Learning T tust _ new interpretation and knowledge schemes.
regions Il mformal_relauons and i Trust enhances the cooperation & knowlec
conventions creation among firm as it offers confidence of 1
work that their customers, suppliers, etc. Provi
Trust brings as well commitment, long ter
planning and supportollaborations.
1 Transaction costs 1 Network is developed as a special mixed fo
N 1 Cooperation due to between hierarchy and market, the first t
etworks . o ; . .
Prisoners” dilemma mentioned economist consider network more a
i Scale economics hybrid form.
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Concept Factors Benefits

T Due t o-e diWNialsihbr i umo co
two actors presents a better outcome for the |
participants

1 Connected with the companies” desire to be flex
and use the benefits of the scale through n
production but at the same time the need ty :
secure.

Source: Author’s development based on OECD (20038)p.
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CHAPTER 3 CLUSTER POLICIES AS A NEW TOOL FOR STRENGTHENING
REGIONAL ECONOMIC DEVELOPMENT

In the previous chapters we reviewed growth theories and the concepts explaining industrial
agglomerations, innovation districts, etc. Within all these notions the dkrster is of
particular interest to us. THecationbased advantages, which ariselusters, are claimed to

be much bigger than those arising from flexible mobility or economic liberalizéBiemner
2012;Porter 1998a)The widespread attention paid to the benefits arising from clusters made
building themas a natural condition for reinforcing regional growth, innovativeness and
welfare of territories (Karlsson 2007). This assumption has made the formation of clusters a
fashionable policy among both regional and national governments. This popularity as als
caused by limitations arising in application of other already existing policies, especiably at th

regional level (Feser 2008

In this context, regional clust&ased approaches have filled a gap in terms of providing a
focal point for analysis of lotaeconomic structures and the attractiveness of territories.
Clustering started to be not only a reflection of spatial formations, but also a new and
complementary way of interpreting and analyzing the advantages of regional economies and
of constructing #ective public policy for enhancing regional development and growth.
Cluster policies labelled as such, began to be implemented in the early 1990s, and until now
in reference tanformationfrom Europe INNOVA (2012, 3.47 m) have passed through three

main stages in their development:

1) In the early 1990spioneer countds and regions attentively studidte cluster
approach and have taken steps to develop competitiveness or innovationaatientat
policies based on iE.g. Scotlandvasamong pioneer regions in the application of
cluster policies (Asheim 2006)

2) The period from the mid-1990sto the mid-2000si s known as fAcl us
entrepreneur so. First r e gugdthered afidrstoonrg pi o n
impulses for spreading theustter policy have been set down

3) From the mid-2000sonwards cluster policy is increasingly mainstream as more
and more regions and countries start to introduce it due to successftd ofsu

previous implenentations
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Indeed, over time, a wide range of local and national stakeholders have started to realize the
benefits of cluster policy and have turned to its application for the enhancement of regional
development. Despite a relatively short history of around 20 yefrsluster policy
application as a tool there is a huge amount of different programs and activities that have
been, and are being, applied in different places, at different administrative levels (Andersson,
2004; Europe INNOVA, 2008). This diversity in pry approaches, considering the
challenges of policy evaluation, attracted increased interest from numerous researchers in
trying to analyze, systematize and evaluate specific cluster polioigards how to
implement them in order to achieve the most atite results, especially towards
enhancement of regional economic developni&iyarra, Ramlogan2012; Aranguren et al.

2008 Schmiedeberg 2010; Aragénhal 2014.

To set some clarit€hapter 3 will deal in detail with such issues as cluster polickeiys
characteristics, benefits, and propose key components for cluster policy leading the region to
economic developmenMoreover, we will look at the process of cluster making in depth.
Most of the principle ideas are the outcome of the cluster policijuai@n studies. Thus

many findings, which will be reviewed below have been alreptBsented earlier by

Konstantynova and Wilson (2014).

1. General characteristics andrationales for a cluster polig

1.1. Rationales behind the cluster policy

First of allbeforeaddressinglifferent types and forms of cluster poliityis highly important

to clarify the reasons for government intervention. Understanding the rationales behind
cluster policy helps to build a clear vision withspect to its goals and the required policy
instrumentsPartially the justification of public interventions hlagen already addressed in

the Chapterl of this thesis, while reviewing theories of economic development. Here we will
highlight the rationalesleeper.n this regard, referring to cluster policy as part of regional
structural policy enables us to identify the following justifications for public actions
(BénassyQuéré et al. 2010; Heimpold 2011; Ketels 2009; Andersson 2004; IRE 2005):

a) Allocation argument. This primarily builds on microeconomic concepts of market
failure, namely when specific conditions restrict the ability of normal market

processes to lead to optimal outcomes from an overall welfare perspiiag
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1997 Ketels et al. 2012; Folmer 1986). Possible forces behind a reduction of market
efficiency are:

a. Lack of perfect competition, which is reflected in the existence of monopolies
or collusion between firms, in turn leading to pricing and resourceaditm
that diverges from the social optimum;

b. The existence of positive or negative externalities such that the private
costs/benefits of activities do not accurately reflect the costs/benefits to
society, leading to underrepresentation of certain aetsvand a subptimal
social allocation of resources;

c. Information asymmetries, which create uncertainty and distort the ability of
agents to make optimum decisions;

d. Incomplete markets, under which the absence of all possible transactions at alll
existing levels can lead to the distortion of market equilibrium and reduce
social benefits.

b) Stabilization argument. In contrast to the allocation argument, this has a ghort
influence on market equilibrium and provides a weaker support for intervention due to
di fferences among expertsoé opinions. |t
cited in Bénassyuéré et al. 2010, p. 30) regarding:

a. The Afani mal ef phiumain t nature,n which amaterializes in
Aspontaneous expectations | eading t
excess of pessimism, thus causing instability in behavior of private actors;

b. The nominal rigidness of wages and prices, which hinder markets self
correcting mechanisms and herewith prevent the economy from being at, or
returning to, equilibrium.

c) Redistribution argument. This rests on the concept of social justice rather than
market inefficiency (given that Paretptimum can’t guarantee the equitab
distribution), and can be partially attributed to the political and legislative roles and
responsibilities of the state. It refers to the goal of equality or the right of inhabitants

to have more or less equal opportunities to reach a desired levelfafey

With regards to cluster policy it is market failures (the allocation argument), that are typically
used to justify intervention, particularly with respect to the existence of externalities and
spillovers to agglomeration (Glaesaral 1992; Audetsch and Feldman 1996; Greunz 2004;

Spenceret al. 2010. However the last two decades have seen the rise of complementary
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@ v ol ut ratonates fpr@olicy intervention that are particularly appropriate for cluster
policy. These perspectives question the linearity of knowledge generation implied by
neoclassical approaches and justify intervention as a response to problems that inhibit
innovation (Edquis2001, 2008 Laranja et al. (2008 for example, identify three groups of
systemic problems: network failures; institutional failures; and-lodkilures. Each of these
bears strong relation to the theoretical rationales underlyingukter concept and alongside

market failures are typically used to justify cluster policy.

Regardless of the justification for policy by theoretical rationale, the expected benefits must
be weighed against the effects of possifppeernment failure (Andersson 2004; Hospers

2002; Kiese 2008; Ketels 2009; Mey®tamer and Harmddedtke 2005). Indeed, due to

lack of experience or resources government actions can have the effect of further inhibiting
innovation and damaging competitiveness. Thus thenagdfor government involvement is

only one element of justification, and more important is their ability to undertake
interventions that respond effectively to the specific needs of the cluster actors based on those
rationales (Ketels et al. 2012).

1.2.  Defining cluster policy

The most common cluster policy definitions are extremebadrin their scope. Kiese (2008

or Hospers (2002), for example, see cluster policgllastate measuregowards the support

and development of clusters. Ketels (2011, citeBenner 201pdeveloped a broader view

and says that cluster policies contain not ggdyernmental but alsoin collaboration with
activities of private actorst hat are oriented to stimulate t
line with FromholdEi sebi t h and Ei sBebner20ldysfinifo?df fuster ci t e c
pol i cany @ardindted set of measuresin whatever consellation and style of
implementation, that supports the development of regional industrial agglomeration towards

ideal features of a cluster in terms of a specialized, competitive, collaborative and collectively

innovated set of sector related industriesgarch/egcation and other organizatiap. 84).

In order to grasp the existing differences in practice, B§2@88, pp. 1619) has suggested

grouping different existing perceptions of cluster policies into several categories:

a. Creationist - anarrow approach to the understanding of cluster policy as a "policy for

the creation of new clustersS\Wann et al., 1998 he target of policy is to address
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problems and issues connected with the specific cluster dynamics. This involves state

societyecanomy interactions.

. Narrow i this approach is mostly presented in the work of Andersson (2004), who

sees it as actions being implemented exclusively by public authorities. Here

unintended or indirect actions are excluded from the definition.

. Top-downia contextual approach seeing cluste

developed at state and then at cluster level" (Boekholt and Thuriaux 1999b; OECD

2007).

. Evolutionary 7 here cluster policy is seen as a "pulgrtvate interaction in the

territory (..) when, policy maker tries to upgrade the knowledge base, the

competencies, and the learning abilities of the territory as much as the commercial

exploitation of those in order to improve the competitivesifpon of cluster as a

whole"

. Network 7 in this @ase "policy links with the contemporary approaches to the

traditional regulatory commarahdcontrol at arm’s length approach, but a closer

relationship between private and public actors in the territory trying to solve problems

collectively" (Raines 2000Asheim 2001). It is a kind of strong and efficient state

society interaction, which ialso reflected in the work @@ooke and Morgaf1998).

This approach has become popular due to acknowledgement of the effectiveness of

collective forms of public actio in terms of implementing and developing cluster

related programs, such as pufpigvate cluster initiatives.

Multi -level governancel an approach developed by Bor(@908) herselfin which

cluster policy iIis fnassociated with publi

semipublic actionso (p. 1) .intedgbviersmerdab and e p t r

crosslevel dimension to public action. In order to better understand tiyetsa

objectives and tools of policBorras (2008) suggests follow below policy related

guestions:

1 Object (what?)- cluster policy is a set of direct and indirect initiatives for
enhancing cluster capabilities and adaptability

1 Subject (who?} policy is not confined to the activities of public authorities, but
includes those activities designed and carried out by-pabiic and/or private

actors as well
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1 Tools (how?) specific instruments used by public and seublic actors to reach

the objectivs of the cluster

All these concepts and approaches make the definition of cluster policies even more blurred.
At the same time Benner (201B convinced that no matter, what is seen or understood
under the cluster policy, it is of greater importanceealizethe difference between it and

any other existing policy This distinction lies in the main targets of the cluster policy,
which are not exclusively tailored towards the development of one specific industry but
rathertowards the whole value chainn which it is constituent. Indeed, this division is very

useful for grasping the main distinction.

In this paper we adopt the following broad vision of cluster poatlygovernmental actions
in collaboration with other public and private institutions, which are targeted towards
cluster formation and/or development and efficiency strengthening This basically
correlates with the cluster policy definitions of Asheim (200R3jnes (2000)Fromhotl-

Eisebith and Eisebith (2005), aKetels (2011, cited in Benn2012, p. 84)

1.3. lllustrating diversity of cluster policies

One of the main reasons for the existing confusion within cluster policies is the broadness in
the definition of its main term: cluster, which has been already hightigint the earlier
chapter. This brought different actors in different places to develop their own understanding
of the cluster concept and herewith policy actions, which could be based on it. Additionally,
it was complicated by the complexity of the polisgues themselves. Finally, the broadness

of policies is also connected with the desire to try out different ways of ekigtporting
activities, in order to find the most appropriate method. This brings us touhigude of

policy tools, which are laelled as cluster policy.

We will start with thelevel of the application of cluster policies. For example, Sélvell
(2008) sees three main levels of cluster policy: national, regional and local. In Oxford
Research AS (2008) only two implementation levelstional and regional are mentioned,
whereas Kiese (2013) refers already to European, federal (national), state (regional) and
regional (substate) and local levels. Policies can be also taken on each level of

implementation. As such what Kiese (2013)esdlan his paper is to analyze the existing
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measures on each administrative le¥dle current focus of research in this field now lies in

the study of multilevel relations (Magro, Wilson 2013).

The level of cluster implementation is closely related totype of actors(Graph5), which

can, and should, be involved in cluster policy developm&ntiersson (2004) thinks that
independently from the type and instrument apptieel realization of effective cluster pafic

has to involve three core actors: government, firms and research institutions, named as a
Atri pl €urbpe INNGVA 2008, p31). The application of such mukictor approach

should lead to the creation of clustering. The triple helix model as a@munrent for
innovation was first discussed by Etzkowitz (2002). Each of the elements not only influences,
but also depends on the other. The actors are similarly equal, independent and overlapping. In
particular, the existence of this trilateral cooperatioe n s u r erginfdrcmg dyramie df f
knowledgeb ased economic devel op2na the territqryEltaterkoo wi t z
t he model has been extended first to Aquadr
soci ety and | delixes by summifigathe inatural ggohneent (Carayannis,
Campbell2012, pp.14, 18). The consideration of especially civil society or as also called

third sector is essential for the stimulation of clustering processes within innovation system.

Graph 5 Elements of triple, quadruple and quintuple helixes
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Source: Author’s interpretation bad on Etzkowitz (2002, p2); Carayannis, Campbell
(2012, pp14, 18)
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Furthermore, dpending on the prime initiator of the organized collaboration towards the
development of the cluster, the nature of policies can be dividedojrdown, bottom-up

or mixed (OECD 2007).Different types of policyare likely to be more or less appropriate
depending on the nature of local, regional needs and/ or character of institutions. In most of
the cases while speaking about cluster policies reference to public cluster policies is made. It
doesn’t mean that gowenent should always be an initiator of the actions towards cluster
support, although it is always an important participant within them, active or pdssive

depends on its earlier experience, objectives and planned actions.

The maingoals for the choice bthe cluster policy can be connected with the desire to
strengthen innovativeness, competitiveness, welfare or growth of the territory. Depending on
the goal, the main sources for funding or responsible authorities, the policy can be linked
with industrid, science, regional or educational ones. [EQristensen et al. (2011, 4)

divides public programs into following four groups:

a) regional economic development programs
b) programs for the development of national industries

c) research and development baskgter programs

d) network programs thaupport rising or new clusters

In order to understand the character of the developed policies, a review of itsanaties,
which are typically reflected in its programs, is needed (Andersson 2064; furope
INNOVA 2008, p.31). Andersson (2004) distinguishes between the following types of

cluster policies:

1 Broker policies: measures to develop a framework of consultation and cooperation
between businesses, the public sector and NGOs

1 Demand side policiesneasures by which the public authority encourages new ideas
and innovative solutions. The public aut
important, even though tendering procedures are subject to regulation

1 Training policies: improving skills and comfences that are essential for effective
clustering of SMEs

1 Measures for special promotion of international linkages: removing trade barriers and
strengthening the transport and communication systems, combined with equalization

of rules and regulations
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1 Framework conditions: the preconditions that influence the success of clusters and
innovation, such as maeeronomic stability, properly functioning product markets
and factor markets, a good educational system and physical institutional and legal

infrastrucure

Along with Andersson (2004), Brenner and Schlump (2011) also divide cluster policies into
similar categories education, public research, supporting R&D and innovation culture,
support of startips, network organisation and cooperation, infrastracad local conditions

- thus stressing the need to adapt them depending on the stage of the clusi@ielife
(Maskell, Kebir 2005). Empirical cases show that the application of specified activities can
not only assist clusters in their development,daut even help to escape the lackesulted

by downfall of the core sector (Eloét al.,2012).

In reference to what was already mentioned one of the possible actions, which can be applied
to cluster policies for the development of clusters, is thdksttanent ofcluster initiative. It

is a platform that can be launched, as well as coordinated, from either the local/ regional/
national private or/ and public side (World Bank 2009). These are a kind of a
mediator/enhancer in clustering processes, deéfineSdlvellet al. (2003 as "an organized

effort to increase growth and competitiveness of clusters within a region, involving cluster
firms, government and/or the research community” (p. 9). The scale or organizational
structure of this association camongly differ, dependent on the number, type of participants
and cluster The majority of cluster initiatives have very similar tasks or activities, which
primarily center on issues such as strengthening cooperation and common vision among

actors workingn related economic activities.

Strong clustering processes can also be developed without institutionalized support,
especially in the existence of sufficient environmental conditions. Indeed many places with
appropriate factor conditions do possess uiegmt enhancing clustering processes (for

example, Silicon Valley). Thus, often particular cluster initiatives are proven to be extreme
contributors in cluster policy development and implementation. We can interpret cluster (Cl)
initiatives therefore as gpe of (public, private or mixed) policy instrument, that in practice

is likely to exist alongside other types of policy instruments oriented towards strengthening

clusters Graph6).
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Graph 6 Positioning cluster initiatives within cluster policies
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Furthermore cluster policy, as any type of policy, has its own mix of benefits and costs, some

of which are collected iGraph?.

Graph 7 Advantages and disadvantages of cluster policy application

Opportunities:

Aenhances innovation and creativity;

Kacilitate and accelerate knowledge spillovers amoung population;

Amproves the economic performance of the region and increases its competitiveness;

Acluster based thinking encourages new views on other policies, such as science &
technology, education & training, etc. ;

Aoy cluster analysis governments are better informed about the practical costs and
benefits of policies and better motivated to make policies;

Roffers new solutions to existing problems by using already existing tools thus saving
costs;

Limits & risks:

Ado not generate new clusters; policy must build on existing or promising ones;

Acluster policies can be very unstable due to hidden costs that are difficult to
pre-calculate;

Acluster policy can be limited to the stimulation of only one cluster in the region
and in such might lead to industry leitkand economic slump

Source: Author’s development basedz@mmosko (2006Rorter (1998), Karlsson (2007)

Perhaps the main advantage is that <cluster
something completely new. Rather, it can be a new way of organizing strands of existing
policies. With a few extra resources it can therefore generate the fdehelopment of
externalities, whose effects can be high in comparison to other policy options (&eatls

2012). Furthermore, the development of clusters works alongside and strengthens existing
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competitive market condi tmmpetsi®thyloBege anded fih
Derungs (2006) Cluster policy can therefore provide a complementary focus to other

national/regional policies oriented towards generating these conditions.

Finally it should be agreed that there is considerable heterogeneity in the specific forms and
approaches that cluster policies can take. Thus the main question nowadays is not whether to
apply cluster policy or not but rather how to develop an effeclivstar policy leading to

economic development that fits the specific context.
2. Building cluster policy

2.1. Determining the steps of cluster policy process

Despite all these types and forms of cluster policies, there is now a strong drift towards
clusters supprt. However, not every policy is effective, especially as there are numerous
things that must be considered during its development. Brakman and Marrewijk (2012) goes
so far as to state that i f cluster poodd cy i
(p. 1), as some of the policy makers think that the only big challenge in cluster policy is the

right identification of sectors for clusters, kltster policy is not only about it.

Based on the opinion of Bryner (2007) and Geurts (2011) apartifrstitutional setting or
political structure, an important role for effective cluster policy lies iadtginistration and
organization capacities (further in text mostly referred agiolicy making). Moreover,
referring to Aubyn (2007) there is a link eten level of policies” administration and
economic growth. The issue is especially relevant considering the possibilities of government
failure (Andersson 2004; Hospers 2002; Kiese 2008; Ketels 2009; Mtgerer and
HarmesLiedtke 2005), which we mentied earlier Moreover, good administration is
especially relevant considering the importance of context in cluster policy development and
the need to tailor polici-espy®m apmprnoach ftro
locations. Finally, looking ahe process of cluster building in depth will assist us in realizing

its key components instead of going along such a popular trend in searching for a perfect

cluster policy.

% In the conditionsof § K& LISNR&YF YAO O2YLISGUAGAZ2Y & 02 YL yokfB the | NB  f 2 ;
possibility to adapt fast and effectively to different changes, to access and upgrade their learning capacities,
and to enhance their innovativeness and development possibilities.
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Herewith first of all we have to specify our interpretation of cluster polieyimaidtration/
making. The making of cluster policy is not a static issue, but rather a process formed of

different stages. This opinion on the policy process is reflected by Lindblom (1968, cited in

Bryner 2007, p1 9 0) , who sees it |aadpoliical processipgd whigh a n al
there i s no beginning or end, and the boundaeé
sees public policy making fAas a compl ex, d

adapt i ve 4% nesur udhowe $ep administration/ making of the cluster policy,
as a process or a composition of different activities, which are being undertaken in

different stages in order to achieve the policy goals setting.

Herewith the next important issue is the identificatiorstafges in policy processWhile
starting to identify them, we face the problem of having different number of stages, which
have been highlighted or identified by various researciensex 12 makes a brief review of

the selected authors (on public policy and cluster policy) and their view on policy process.
There it can be seen thauster policy stages show strong similarities with public policies in
general, containing different variations of three keplicy stages: formulation,
implementation aneévaluation However it is important to account for the distinctions that

emerge in the cluster policy literature

The scheme irGraph8 allows us to see clearly the common stages in the cluster policy
process, which intersect, distinguish or repeat among the previously listed typologies. The
biggest similarityinsudi ed occurs at the O0i mpl ementatio
t he final 6accountabilitydéd stage of the poli
necessity for the monitoring/evaluation stage. The biggest differences acrosgiggpolere

observed in the stages required before the implementation of the policy. Several key
distinctions were identified in the literature, namely ¢iéstence of a stage of econoimyd

cluster analysis and a further division into review of the olitigs and development of the

new one. Finally, the first stage, | abell ed
(2010), Benneworth and Charles (2001) and Hogwood and Gunn’s model of the policy
process (cited in Tansey and Jackson, 2008), wasea[deitly highlighted several times.

This stage is often left out of analysis of the policy process, but the above indicated sources

show that it can often play a determining role for thesssful outcome of the policy.
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Graph 8 Similarities and distinction of different policy process typologies

______________________________________

__________________________________

Getting started 1 Evaluation & reporting backBenneworth Charles

1
(INNO Germany AG Analytical(Hogwad 1987 :l Develop 2001)
2010)/ (Benneworth :: ment '\ fmmmmmmmmmmmem—ooo-n
. 1
Charles2001) / :: (Hogwd Evaluat|on(Hongoodl§iS7 / :
Hogwood and Gunn :: 1987/Rain Aéanguren'i;az.ozloot)/GRlll\lNO:
inTanseyand :: es 2000) ermany aines |

Jackson 2008 2000Hogwood and Gurin !

Auditing the n
McPherson 2001) policy :, TanseyandJackson 2008
1
framework i McPherson 200)L

(Raines 2000)

[
|

Implementation (all)

Identification &
cluster selection
(Aranguren2006/

Raines 2000/

1
1
1
1
1
1
1
implementation
1
1
] 1
] 1
] 1
] 1
i 1
]
!
!
!
I
Benneworth,Charles : Quster policy desigr{Aranguren
]
]
!
!
!
I
|
I
]
]

[

Maintenance, succession, or
termination (Hogwood and
Gunn in TansegndJackson
2008/ McPhersor2001/
Hogwood and Gunim
TanseyandJackson 2008/
McPherson 2001

2001 / Hogwood and et al. 2006) / (Benneworth,
Gunnin Tansey Charles2001) / Hogwood and
andJackson 2008 Gunnin Tansey and Jackson
McPhersor2001 2008McPherson2001)

T W | AN,

Source: Author’s development based on the reviewed sources

After reviewing the main typologies of the cluster policy process and considering their
similarities and differencesye propose to see the cluster policy making process as a
reflection of seven stagesThese are: 1) dcussion initiation; 2) economy anduster
review, 3) policy analysis; 4) policy development; 5) policy implementation; 6) evaluation /

monitoring; and 7policy improvementThey are set out in graphical folon Graph9.

The first stage 06 d i s ¢ u s s i orefersitmtihetideaathat ab thedvery beginning of the
policy process the idea of the policy has to be brought taigmissionamong different
staleholders. The conversation might include the explanation of the main ideas behind the
policy, the goals, actions, outcomes, advantages and disadvantages. Moreover, the reasons for
starting the discussion can have different origireonomic slowdown, maatke from higher
administrative levels, international popularity of the concept, ielmnd depending on the
administrative structure, division between authorities and grade of civil participation, the

actor first bringing up the topic and form of discusstan vary widely.
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. evaluation & process

Graph 9 Defined stages of cluster policy

1. discussion

initiation

7. policy
improvement

. eCconao V &
cluster analysis

Cluster policy

o 3. policy review
monitoring policy

5. policy 4. policy

implementation development

Source: Author’s development

The second and third stages of the cluster policy procesmalgical. Stage two concerns

the analysis of the economy asvhole and of existinghascent clusters in particular. Again,

the approaches taken to conduct the studies identify the clusters, and highlight current gaps

can be diverse depending on regional structiimancial resources and existing knowledge.

This step provides poliegnakers with a solid information base for further stages of the policy

process. In such a way the time period for this stage can last from several months to years.

Stage thre@ 6 p o reviewy is conceptually very similar. Here policy makers are reviewing

existing policies and trying to determine in what way they stimulate/hinder defined regional

opportunities and strengths or are closing existing gaps. The review of the existingspolici

can also take quite a long time because regional economic development and clusters can be

linked to multiple instruments and programmes in a scenario ofypoimplexity (Magro

and Wilson2013).

The6policy

d etage Is the mostrsdtudatedtire policy process. At this point the

actors are building the foundations for further actions intended to improve the economic

environment, enhance clustering processes and stimulate economic growth. Different actors

from research institutions to compasiare likely to take part in this development, although

much of the burdenral the final say typically restith the government authority responsible

for public policy within the region. This stage of policy development materialises in concrete

programmesact i vi ti es, task division

among

actors
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stage. Here the responsibilities are typically divided among different actors, although again
the number of actors and the implementation mechanisms (policy instrumemtsjreagly

depending on regional context, financial resources, organizational structures, etc.

The final two stages refer@moni t or i ng aamdlb aewalt wdtiioomné o c|
These appear after the implementation stage, but in practice many eStdwated actions

are set down in previous stages and are already in process by this point. It should be
mentioned; however, that while different typesf @valuation (exante, expose ) and
ongoing adaptation to change can take place at any time in tieg podcess, monitoring

typically happens during and after the implementation stage. The main idea of monitoring

and evaluation is to analyse, understand and learn whether the planned actions are working or
going to work in order to achieve policy outcomé&bse main aim ofpolicy improvement

stageis to be responsive to the results of these learning processes, and to general politico
economic changes, and introduce alterations to the policy where needed.

Finally, it should be emphasized that all stages are considered equally significant and
important for the effective cluster policy making. Thus the exclusion of one might result in a

reduction in policy performance. On the graph they are presented satjyeibtit it

shoul dneEt al ways be the case, especially as
dynamic process of i nteraction with the 1 nwv
(p.9).

2.2. Key components of an effective cluster policy process
At the same time having set out a policy stages, it is not enfmughe cluster policyto
achieve its objectivelVe consider that following the recommendations derived from the
best cluster practices will give us the scheme to build cluster policy leadirio economic

development.

As we consider policy making as a process, @ansider importantto group these
recommendationsnto each defined policy stage.Assigning main recommendations to
different stages of the policy process gives a coherent viewesekby components the
presence/absence of which at particular steps can strongly determine the policy outcome.
Furthermore it corresponds well to the nature of the policyfdifin and offers a structured
approach for policy development for the targetlience.
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The main recommendations were gathered mainly from empirical (and in some cases
theoretical) literature around cluster policy published over the last 20 years. The search was
done using mainhelectronicpublication databases such as IDEASCONBIZ*’and the
European Cluster Observat6ty Different recommendations were identified and listed,

repetitions were noted, and then grouped into corresponding cluster policy stages.

The results of this work are presentediable 11, which consists of three columns: the first
specifies the stages of the policy process; the second details the key components based on
main recommendations; and the last one lists the literature sources. During the course of the
literature review some aspts were seen as exclusively generally important, making it
impossible to sort them to only one stage. We therefore added a further process category that
refers the policy process as a whole. Despite the clarity of the key components presented in
Table 11, the process of their grouping can be considered as quite complicated and
ambi guous, especially due to oc wadsifactora l bl
characteristics and position in policy. Thus there is an element of subjectivity and we
recognize that there may be some inconsistences or omissions of factors. Nevertheless, we
suggest that this systematic exercise reflects the major requhatiens presented in the
principal sources on cluster policy analysis and fhasfies the use of kegomponents for

building an effective cluster policy proce&Sfective cluster policy is seen the oteading

to economic development of the regian

Table 11 Key components of an effective cluster policy

Policy Stage Key components Authors

1. Discussion Established forum/ network fo IRE 2005; Andersson 200&hristensen et al. 2011

initiation communication between all affecte Ketels 2009; Rosenfeld 2002a; Mey®&amer,
actors HarmesLiedtke 2005; Cluster Navigators Lt¢

2001; Wolfe 2008
Awareness of the cluster issue and Andersson 2004; Brenner Fornahl 2003; Wolfe
potential advantages/disadvantages 2008; Sélvell 2008
the region between main region
participants
Trust building Andersson 2004; Rosenfeld 2002; Clus
Navigators Ltd. 2001
Existence of previously adopte Benneworth, Charles 2001
"trendy"” policy
2. Economy Organized group for managin Aranguren et al. 206; Andersson 2004; Bennt
& cluster economy & clusters analyzes 2012 Cluster Navigators Ltd. 2001
analysis In-depth clustebased analysis fo Raines 2000; Aranguren et &006; Brown 2000;
evaluation & understanding of curre Benner 2012 Rosenfeld 2002; Meyestamer,

%2 Eor more information sebttp://ideas.repec.org/
2 For more information sebttp://www.econbiz.de/
% For more information sebttp://www.clusterobservatory.eu/
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Policy Stage Key components Authors
situation andperspectives of regione HarmesLiedtke 2005; Cluster Navigators Lt
economy 2001; Wolfe 2008; Sélvell 2008
Application of a variety of methods fc Raines 200; Andersson 2004; Benner 201
cluster analyis, emphasizing the¢ MeyerStamer, Harmekiedtke 2005; Clustel
combination of qualitative an: Navigators Ltd. 2001
guantitative approaches
Clear understanding of clustbased Raines 200; Andersson 2004; Benner 2012
approach to analysis
Clusters have been chosen frc Aranguren et al. 2006; Ketels et al. 201
existing or promising ones Andersson 2004; Porter 1998aCouncil of
competitiveness 20%3 Christensen et al. 201’
Brenner, Fornahl 2003; Mey&tamer, Harmes
Liedtke 2005; Cluster Navigators Ltd. 2001; Wo
2008; Karlsson 2007
Choice of clusters is based on unig Raines 2000; Aranguren et al. 2006; DTI 20t
regional characteristics Benneworth, Charles 2001; Europe INNOVA 20(
Ketels et al. 2012The High Level Advisory Grouf
on Clusters 2006; Brown 2000; Andersson 20
Benner 202; Porter 1998a; KleinhardiGl
Corporate Adwors 2002; Ketels 2009; Brenne
Fornahl2003; Martin, Sunley 2003; Mey&tamer,
HarmesLiedtke 2005; Cluster Navigators d.t
2001; Wolfe 2008; Solvell 2008
Chosen clusters (their sectori Raines 2000; IRR2005; The High Level Advisory
orientation) overlap and have goc Group on Clusters 2006; Christensen et al. 2(
market connections Ketels 2009; Brenner Fornahl 2003; Martin,
Sunley 2003; Cluster Navigators Ltd. 2001
Choice of clusters is done based on Raines 2000; Andersson 2004; BrennEornahl
opinions of internal and/or externi 2003; MeyefStamer, Harmekiedtke 2005;
expert analysis, actors within cluste Cluster Navigators Ltd. 2001; Wolfe 2008
and then combined with instincts «
policy makers
Political fairness and publicity ir Raines 2000; Benneworth, Charles 2001; Ke
choosing clusters 2008; Andersson 2004; Benner 2Q1Brenner
Fornahl 2003; MeyerStamer, Harmekiedtke
2005
Chosen clusters have consensus wit Raines 2000; Europe INNOVA 2008; IRE 200
public and private sector actors Andersson 2004; BrennefFornahl 2003; Meyer
Stamer, Harmekiedtke 2005
3. Policy Cluster policy developers demonstre Raines 2000; Aranguren et al. 2006; Bennewo
review competence through existing policies Charles 2001; The High Level Advisory Group
Clusters 2006; Christensen et al. 2011; Rosen
2002; Brenner, Fornahl 2003; WolP®08
Strong engagement of private sector Raines 2000; Aranguren et al. 2006; Christense
review of the existing policy al. 2011; Cluster Navigators Ltd. 2001; Wolfe 20t
External organizations participate Brown 2000; Christensen et al. 2011; Rosent
the policy analyzes & development 2002
Understanding & defining ke' Raines 2000; Ketelst al. 2008; Andersson 2004
reasons/rationales for the choice Martin, Sunley 2003; Wolfe 2008
using cluster policy
Strong commitment to the clustt Raines 2000; Andersson 2004; Cluster Naviga
concept by key actors Ltd. 2001; Wolfe 2008
4. Policy Cluster policy has a clear define Andersson 2004; Benner 2012; Ketels 20

development

strategy & vision
Cluster policy is directed toward moi
than one cluster

Rosenfeld 2002; MartirGunley 2003; Wolfe 2008
Ketels et al. 2012; Andersson 2004; Genosko 2(
Christensen et al. 2011; Wolfe 2008

%% For more information see.p www.compete.org/nri/clusters innovation.asp
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Policy Stage

Key components

Authors

5. Policy
implementa
tion

Cluster policy aims at creating spil
overs &/or developing networking
agglomerations,  reducing  mark
failures and enhancing fair competitio

Cluster policy highly considers th
peculiarities of clusters (especial
their evolution stage) arttie region

Cluster policy fits (political resources
in within existing responsibilities an
powersof the regional policy making
authorities

Ultimate goal of cluster policy i
strengthening regionabmpetitiveness
There is a good mix of existing othi
policies, which also address clusteri
& stimulate the development ¢
business environment in geaér

Engagement in cluster policy appe:
at different administrative levels

Policy makers realize the advantages
the concept and are willing to adopt t
change

Development of cluster policy i
conducted in dialog between differe
affected actors

Implementation is done by efficientl
using/combining already develope
programmes and institutions

Understanding the reasoning for clus

policy

Following aspects of cluster are high
taken into considerationa. Spatial
proximity; b. Critical mass (number ¢
actors); c. Cluster lifeycle; d. Nature
of cluster actors; e. Dynamics al
linkages within the cluster: Connectic
between cluster actors, Mutual tru:
Common vision and  strateq
Institutionalization, Blance betweet
cooperation and competition

Methodological indicators fol
evaluation has been defined and
collected during the implementation

Raines 2000; Aranguren et al. 2006; Ketels et
2012; Ketelset al. 2008; Andersson 2004; Benn
2012; The High Level Advisory Group on Cluste
2006;Council of competitiveness 201Rleinhardt
FGI Corporate Advisors 2002; Christensen et
2011; Brenner, Fornahl 2003; Martin, Sunley 20!
Cluster Navigators Ltd. 2001; Wolfe 2008
Raines 2000; Aranguren et al. 2006; DTl 20l
Benneworth, Charles 2001; Europe INNOVA 20(
Ketelset al.2008; The High Level Advisory Grou,
on Clusters 2006; Brown 2000; Andersson 20
Benner 2012; Porter 1998a; Kleinhafdbl
Corporate Adviers 2002; Ketels 2009; Rosenfe
2002; Fornahl, Brenne2003; Martin, Sunley 2003
Cluster Navigators Ltd. 2001; Wolfe 200
Karlsson 2007; Brenner and Schlump 2011
Raines 2000; Andersson 2004; Christensen el
2011; Fornahl, Brennet003; Martin, Sunley 2003
Cluster Navigators Ltd. 2001; Wolfe 2008; Sdlv
2008

Ketels et al. 2012; Porter 1998a; Christensen e
2011; Cluster Navigators Ltd. 2001; Wolfe 2008
Raines 2000; The High Level Advisory Group !
Clusters 2006; Aranguren et al. 2006; Bennewo
Charles 2001; Ketels et al. 2012; Brown 20l
Andersson 2004; Europe INNOVA 2008; Port
1998a; Ketels 2009; Brenndtornahl2003; Martin,
Sunley 2003; Wdé 2008; Sélvell 2008

Raines 2000; The High Level Advisory Group !
Clusters 2006; BrenngerFornahl 2003; Martin,
Sunley 2003; Cluster Navigators Ltd. 2001; Wo
2008; Solvell 2008

Benneworth, Charles 2001; Brown 2000; Beni
2012; Cluster Navigators Ltd. 2001; Wolfe 2008

Raines 2000; Europe INNOVA 2008; Ketedt al.
2008; IRE 2005; Brown 2000; Andersson 20(
Christensen et al. 2011; Ketels 2009; Brenr
Fornahl2003; Cluster Navigators Ltd. 2001; Wol
2008

Raines 2000; Ketels et al. 2012; IRBO5 Ketels
2009; Brenner, Fornahl 2003; Wolfe 2008; Solv
2008

Raines 2000; Ketels et al. 2012; Andersson 2(
Benner 2012; BrenngrFornahl 2003; Cluster
Navigators Ltd. 2001; Wolfe 2008; Sdlvell 2008

Raines 2000; DTI 2001; Aranguren et al. 20(
Benneworth, Charles 2001; Ketels et al. 20
Ketels 2009; Brown 2000; Christensen et al. 20
Ketels 2009; Rosenfeld 2002; Martin, Sunley 20
Cluster Navigators la. 2001; Wolfe 2008

Raines 2000; Andersson 2004; Cluster Naviga
Ltd. 2001; Sdlvell 2008
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Policy Stage Key components Authors
affected actors
Early action IRE 2005 Ketels 2009;Cluster Navigators Ltd
2001
Multilevel cooperation IRE 2005 Andersson 2004; Brenner, Fornahl 20(
Cluster Navigators Ltd. 2001; Wolfe 2008; Sdlv
2008
Existence of leader or leadin Benneworth, Charles 2001; IRE 2005; Anders:
organization 2004; Christensen et al. 2011; Cluster Navigat:
Ltd. 2001
Implementation is institutionalized in Raines 2000; DTR001; Ketels et al. 2012; Eurof
form like a cluster initiative, whose air INNOVA 2008; IRE 2005; The High Leve
is to increase the clustel Advisory Group on Clusters 2006; Brown 20C
competitiveness Andersson 2004; Christensen et al.120 Ketels
2009; Rosenfeld 200Q2Cluster Navigators Ltd
2001; Wolfe 2008; Solvell 2008
Cluster orgaization has a clear & Ketels et al. 2006; IRE2005 Andersson 2004
sizable vision for the participants Christensen et al. 2011; Rosenfeld 2002; Clu:
Navigators Ltd. 2001; Wolfe 2008; Sdlvell 2008
Timeframe of the funding is formulate Raines 2000]RE 2005; MeyeiStamer, Harmes
Liedtke 2005
Clusters are primarily supported t Raines 2000; Europe INNOVA 2008; IRE 200
public money with constant reductic MeyerStamer, Harmekiedtke 2005; Clustel
over time Navigators Ltd. 2001
Cluster initiatives are led by Raines 2000; Ketels et al. 2012; Nauwelas
representatives from industry Wintjes 2008; Ketels et al. 2006; IRE 2005; T
High Level Advisory Group on Clusters 200
Andersson 2004; Cluster Navigators Ltd. 20(
Wolfe 2008
Cluster management has highl Raines 2000; Ketels et al. 2012; Christem et al.
qualified personal with  multiple 2011; Rosenfeld 2002 Martin, Sunley 2003;
competences and very strol MeyerStamer, Harmekiedtke 2005; Clustel
motivation Navigators Ltd. 2001S6lvell 2008
Cluster participants are motivated Raines 2000; DTI 2001; Aranguren et al. 20l
interested to participate Europe INNOVA 2008; Ketels et al. 2001
Andersson 2004; Rosenfeld 2002; Brenner, Forr
2003; MeyerStamer, Harmekiedtke 2005;
Cluster Navigators Ltd. 2001; Wolfe 2008
6. Monitoring Monitoring and ®&aluation is an Raines 2000Ketels et al. 2006; Andersson 20C
& evaluation integral part of the cluster policy2 Cluster Navigators Ltd. 2001
levels: on the regional by gener
policy makersand on the level «
cluster association)
Evaluation has clear idea about t Raines 2000; Andersson 2004; Meyamer,
results that must be reached HarmesLiedtke 2005; Solvell 2008
Key stakeholders are involved in tt Raines 2000; Andersson 2004
evaluaton process
Evaluation has a lonterm perspective Benneworth, Charles 2001; Andersson 2004
Policy makers have developed Raines 2000; Anderssor2004; Meye+Stamer,
balanced range of methodologic HarmesLiedtke 2005
approaches to be used for clus
evaluation
Control indicators are formulated Ketelset al.2008; Andersson 2004
The results increase the awareness Andersson 2004; MeyeBtamer, Harmekiedtke
the cluster situation and polic 2005; Sélvell 2008
approach
7. Policy Lessons driven from the evaluation ¢ Benneworth, Charles 2001; MeyS8tamer,
improvement considered and integrated in clus’ HarmesLiedtke 2005; Solvell 2008
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Policy Stage Key components Authors

policy

New assessments are explained i Benneworth, Charles 2001
understandable, and correlate w
participants needs
During the Political support IRE 2005; Andersson 2004; Rosenfeld 20t
whole process Meyer-Stamer, Harmekiedtke 2005; Clustel
Navigators Ltd. 2001; Wolfe 2008; Sdlvell 2008
Presence of strong region Ketels et al. 2012; Andersson 2004
government/authority
Political stability Raines 2000; Andersson 2004

Participation of all actors from th Raines 2000; Europe INNOVA 2008; IRE 200

triple helix: companies, researc The High Level Advisory Group on Clusters 20(C

institutions and policy actors Rosenfeld 2002; Fornahl, Brenner 2003; Mey
Stamer, Harmekiedtke 2005; Cluster Navigator
Ltd. 2001; Wolfe 2008

Long term commitrant of actors & Raines 2000; Ketels et al. 2012; Europe INNO?

motivation 2008; Ketelset al. 2008; Christensen et al. 201
Brenner Fornahl 2003; Cluster Navigators Ltc
2001; Wolfe 2008

Collaboration & dialog Ketels et al. 2012; Ketelst al. 2008; IRE 2005;
Andersson 2004; Rosenfeld 2002; Brenrernahl
2003; Martin, Sunley 2003; Mey&tamer,
HarmesLiedtke 2005; Wolfe 2008; Sdlvell 2008

Trust between actors (achievement Europe INNOVA 2008; Ketelset al. 2008; IRE

sustaining) 2005; Anderssor2004; Rosenfeld 2002; Brenne
Fornahl 2003; MeyefStamer, Harmegiedtke
2005; Cluster Navigators Ltd. 2001; Sélvell 2008

Source: Author’s developmeraded on the reviewed literature

Several general trends have been identified while allocatingckeyponents The first
concerns the diversity in the number of sources that can be attribigadhtdey component,

which may indicateheir perceived relevangefluencingcluster policyoutcome The second
relates tothe unevenness in the dispersion bkse components among stages. The
explanations for this can likely include: the different amounts of time and resources dedicated
to each stage in practice; the difference in scientific attention afforded to each stage; and the
large regional or nationaiwrsity in effectively conducted actiomns certain A third general

trend concerns the different levels of precision across key components. The main reason
behind this is the spatial and regional differentiation among the studied cases or developed

appraches.

To reflect the main findings in a better visual overview of the identified key components, a
more structural scheme has been developed and is presemtgaled2 below. It is built up
of three parts, reflecting key components that were seen aslidye for each particular

stage of policy process; 2pbmmon for several stagesf policy process; and gommon for
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the whole processf the policy. This highlights a number of further conclusions. Firstly it
shows t hat al |l stages of cluster policy
components contributing to achieving the outcome of the policy. Their exclusiveness
indicates tlir decisiveness in effectiveness of the policy as they can’t be covered in any
other policy stage. A similar degree of importance could also be attributed to the components
that were revealed as significant for all policy stages. The necessity to eapil stages

of policy process indicates that their overall exclusion could lead to the creation of a missing
link and thus brake or significantly reduce the effectiveness of the policy results. Herewith if
some of the actors from the triple helix @@ involved in one of the stages, e.g. monitoring

& evaluation, it might reduce the integrity of achieved results and as such cause an
information failure. This in turn could lead to misinterpretation of findings and misleading

policy making
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Table 12 Matrix of k ey components of an effective cluster policy

Key success components/ Stages

A. Components, which are unique for each policy stage

B 0
Awareness on the cluster issue and its advantages/ disadv:
for the region

Existence ofreviously adapte(
trendy policy

Existence of an organized grol
for managing analysis;

Clusters are chosen from existi
or promising ones; Chosg
clusters overlap, have good marl
connections & consensus fro
privet & public side ;

Political fairness ad publicity by
choosing clusters;

Choice of cluster(s)/ policy is based on uniquegional
characteristics

Engagement of an external organization/ experts

Application of variety of research methods
Clear understanding for chosen policy approach
Strong participation of private sector

Leading & developing personal is highly competent in regio
cluster issues

Multilevel cooperation & coordination

Strategy & vision is clearly defined

Good mix of existing policies & programmes is developed

Measuring indicators are well defined and ldegm integrated
in the polic:

C. Components, which are common for the whole process

3. policy review

4. policy

development

Cluster
cluster evolution stage;;
Ultimate goal of

more than one cluster;

policy fits within existing powers
of the policy making authorities;

policy consider each

policy id
strengthening competitiveness;
Cluster policy is directed towar]

Clust]

5. policy
implementation

Existence of leader ¢
leading organization;
Timeframe of the funding i
formulated;

Clusters  are  primarily
supported by public mone]
with constant reduction ov
time; institutionalized; early|
action; peculiarities of eac|
cluster(s) are taken in th

consideration

long term commitment & motivation;
establishment of network for communication;
trust between actors;

participation of all actors from triple helix;
political stability & support;

strong regional government

6. evaluation &
monitoring

Monitoring & Evaluation arg
integrated in the polic
making; Evaluation has
clear idea about results to
achieved; The  results]
increase the awareness of
cluster situation and polic]
approach;  existence
control indicators

Lessons driven fronf
the evaluation ar
considered an
integrated

7. policy
improvement

Source: Authors” interpretation
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3. Summary

Despite some ambiguity arising from cluster analysis, the potential gains from cluster policy
implementation at the firm and territorial levels have been widely embraced by governments,
firms, and other institutions (Karlsson 2007). This has encouragesl andrmore territories

towards a clustelbased approach to their economic development, innovation creation and

reinforcement of competitiveness.

Todayodés popularity of cluster policy is emp
theory around clustepolicy has evolved around empirical cases, which are quite numerous

and has left us with a wide range of approaches, which can be interpreted as cluster policy. In
reality the applied instruments and measures are very diverse and range from direied financ
support for cluster initiatives, to creating platforms for communication, to wider measures to
enhancing the business/cluster environment. Moreover the type and form of the intervention

is strongly regionally specific, responding to the unique comtegach territory.

Such broadness in cluster policies, while giving the flexibility for action, can on the other
side bring deep confusion and lead to policy fail@tarting from the mid 2000 increasing
numbersof researchers (KleinhartiGl Corporate Avisors 2002; INNO Germany AG

2010; Buhrer2009 Brown 2000) have been involved in the analysis and outcomes of new
policies. The ongoing search for a perfect cluster policy seems to be elusive, as there is no

Aone size fits allo policy.

Nevertheless wiih the policy making process we consider that there is a room for an
effective cluster policy leading to economic development, which is built around the key
components attributed to stages of policy procesdn particular, it is recognize(007;
Bryner 2@7; Geurts 2011)hat the outcome of the cluster policy can be connected to the
level of its administratiohpolicy making Herewith, we reviewed and grouped existing key
components in 7 identified policy stages (13atission initiation; 2) econom& cluster
analysis; 3) policy review; 4) policy development; 5) policy implementation; 6) evaluation /
monitoring and 7) policy improvement. Afteummarizingour main findings we developed a
generalized scheme based on identified key components and &iag#g.we want to stress

that despite all existing recommendations and studies while analyzing cluster policy it is
especially i mportant to consider the figiven

p. 15) of policies” making.
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PART 2 METHODOL OGICAL PART

CHAPTER 4 OUTLINING THE THEORETICAL FRAMEWORK AND
HYPOTHESIS

In the previous chapters we have performed an in depth literature review on the main
concepts dealing with regional economic development, industrial agglomerations and public
cluster policies. In this chaptewe developtheoretical framework and specify our core

hypothesis, which will guide us along the empirical part of the research.

Framework In summary of the theoretical concepts and notions reviewed in Chapets 1 to 3
we propose theheoretical framework presented in thesraph 10. In our theoretical
framework we defineeconomic development through its main target, economic growth
Furthermore, we propodive core factors that influence economic growttand at the same
time reflecting the development of the region as wellThey arecapital, labour & human
capital, technological progress, clusters and institutions Regional cluster policy
influences economic growth primarily through cluster factor and indirectly through
other factors. However not all cluster policies have the same influence on economic
development. Thus we think thpblicy making plays an important role in determining
economic growth The making of regional cluster policy is seen as multi -stage process.
Each stage includesmain common recommendations, viewed as key components of
policy building. Here we assumed that the closer resemblance with tredoged policy
scheme is presenthe higher growth rates and clustering should be shdwe. detail

reflection on each aspect within the theoretical framework is reflected later in the chapter.

Although in our research we focus on the above specified factors antégotioe to the
importance of the specific contewte al so acknowl edge that ther
factors and policies, which can also effect regional economic developmeHierewith a

certain attention will be given to them as well. At the same @omomic development as

well as its main factors and policies are also influenced by other processes and changes in the
society. Therefore we consider it as an important issue to highlight and to keep in mind while

deriving conclusions from our findings.
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Processes & changes (technological, economic, political,-sattigral), which

are happening in the world

Graph 10 Theoretical framework
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Based orthis theoretical framework we expect itovestigatethe implications of cluster policy on

the regional economic developmentFurthermore, by viewing cluster policy as a process
consisting of different evolution stages we can see theclusyer policies have evolvedince the

first years of their implementatioi€onsidering that develag frameworkis based on the most
commonrecommendations we can trace resemblance with implemented ones and thus get dee
insights intokey components ofan effective regional cluster policy Finally, the case study of two

best practice policies enables us to see the fitting of our frameworkosmseéquentlyanswer the
guestion onhow to build cluster policy leading to economic development of the region
Specification on the research design to address these research objectives is to be reflected in t

next chapter.

Further we presentin detail the rational behind developing of the aforementioned theoretical
framework. In particular we explain our motivation beind defining such notions as: regional
economic development, economic growth, factorces of influnnce, regional cluster policies,

managementhaking of cluster policies

Regional economic developmerWhile building the theoretical frameworkewstarted our literature
review with the definition of regional economic development. Under region we see thatsuial
adminigrative level. Inreference to Gapter 1, the definition of economic development is broadly
classified from fAregul ar(Eapvellcegal €388, g81l8paver ifitr h es i
process of i mproving the quality 025 @the h L
Aqualitative change and restructuring Then é
understanding of economic development is not unique, as in different locations, under various
internal and external conditions, as well as time periods, the pemcagteconomic development
differs. Nevertheless we recognize it similarly to Meier and Baldwin (cited in Somashekar 2003)
viewing it asa process and improvement of regional economy over a long period of timi is

to this understanding of economic dey@hent that we are to refer in our further research.

Economic growth as object of economic developmerEconomic development can be seen as
competitiveness or as economic growth, sustainability or welfare. Although economic growth, as
the main target of @momic development, is traditionally associated with developing countries or
territories, it is still highly relevant even within developed counffies industrial regions. In
particularin one of the latest packages of recommendatigm®vided by Europgn Commission

for its member states, it wasghlightedthatgrowth, along with stability and jobs, was onelukee

2 Developed countrieg, based on World Bank2014)there are the ones which are considered as Higtome
economies namely having a GNI pmEmpita of $12,746 and abovéttp:/data.worldbank.org/about/countryand
lendinggroups

" package of recommendations for 23 EU countries, as well as the eurozone, which offareguin budgetary and
economic policies for 20184 in http://ec.europa.eu/news/economy/130529 en.htm
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main fargeting issues for 201:32014 As our main focus is on the regions of the European Union
member states whave choos@ economic growth as the main component/ object of the
economic developmentThe rate of GDP per capita growth is used as an indicator for economic
growth. Nevertheless, as economic growth is not the oblfgct of economic development,
suplementaryndicators withinthe observation of the regional economic developmaihtbe also

taken into consideratiomn the case study analysis.

Factors After a revision of the keyheories oneconomic growth, agglomeration and cluster
(Stimson et al. 2002; Parkin 2005; OECD 20B@iner 1996; Harris 2008) inh@pters 2 and 3 of

this thesis we have observed that the performance of regional economic development is influence
by a different set of factors, which in turn can also be aftedty a change in economic
development itselfin order to specify the conditions needed for economic growth we have
developed our core factors influencing economic growth based alonrglassic, endogenous,
institutional, NEG, agglomeration and clustencepts. Based on thaentified factors influencing

the economic development wauggest that economic growth is shaped by shachors as
institutions, capital, labour and human capital, technological progress, agglomerationand

clusters. At this point t is relevant to explain these factors in further detail.

A) Capital is considered to be one of the most significant factors. Referring to Somashekar (2003)
it can be seen as a fAstock of pOy Key mdichtos ofe p r ¢
this factor are fia) the existence of real S
financial institutions to mobilize savings and to divert them in desired channels, and c) to use thes
savings for i nvest menkar2008, ppdGild) Tha delatignehgp detvween( S ¢
capital and economic growth is considered to be positive, especially through the increase o
sectorial productivity and raising effective demand. Gross capital formations can be used as a
indicator of this fator. Neoclassical representatives also tend to recognize the influence of
investment/ savings on economic growth in the short and middle terms (Kleinewefers 2002). This
happens due to the correlation of capital with technological progress. In keepmthaihee
classical view, in the endogenous appreaghowth is also strongly affected by capital

accumulation.

B) Labour is an important factor for economic growth as it reflects the fraction of the population
that is actually able to be involved in theoguction of goods and services ahdsinfluences the
regional / national income formation. The relation with economic growth has to be positive. At the
same time, together with labour factouman resources are also included. The change in the
population influences the supply of thedour force. In reference tOECD study Q009) in
endogenous models economic growth is mainly driven by the stock of the human capital. The
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importance of human capital is also connected with its influence on productiviasecthrough
positive spillovers. At the same time the growth of population shouldn’t be extreme, as after a
certain level it might restrict economic development. Herewith, referring to classical theorists
(Parkin 2005) no matter how advanced the teabgichl progress is the explosion of population

will always appear and lead to the reduction of GDP per capita. Apart from thetseajeality

level of the labour force, in other wor@slucational level, is also relevant. Referring to Somashekar
(2003) fa good quality of popul ation is a
pr ogr €el8)sths is(similar to the labour force.

C) The significance otechnological progress with respect to economic development has been
highlighted by theoretical frameworks beginning from the classical approaches. The main problen
has always been to identify its sources and the way of integrating them into the models. It is
generally diffialt to define technological progress, as it is seen as a new or improved technique in
dealing with products or services. At the same time it is also connected with research. It is assume
that it has a positive influence on economic growth, particularbutyh increases in productivity,
effective use of natural resources, etc. Another aspect within technological progress is connecte
with the human ability to innovate, which can be reflected by knowledge (endogenous theories). Fo
this in order to measurechnological progress and innovation in growth models the number of
workers in knowledge producing industries, existing stock of knowledge or technological transfer
and diffusion areftenused (Gardiner et al. 2006; Pike et al. 2006).

D) The perception foindustrial clusters and agglomerationsas a significant factor influencing
economic growth has grown in importance especially after Marshal’s description of the special
atmosphere within industrial districts and Porter’'s promotion of clusters as aleqssily

i nstrument . Clusters ar e seen as Ageogr apt
specialized suppliers, service providers, firms in related industries, and associated institutions i
particular fields t hattercl@& p.497 The benhefitadf dusterscaceo p
seen through their possibility to influence productivity, increase new business formation and
innovation. Through spHbvers arising within clusters and their subsequent spread over the whole
territory, theregion or country can strengthen its competitiveness, which could lead to economic
growth. There are numeroundicator$® to measure cluster(s) in the territory, e.g. based on
employment share, total number or growth or exports, Eetg.. tansport costas of Krugman

(1991) are seen to be a significant factor influencing ckimiéding and thus leading to economic

%8 Other common cluster measurement indicatq&timpson, p.258could be: 1) Export per sector & clusteB) GDP
per sector 3) employment;4) employment changeb)annual average wagé) rate-of-change in the annual average
wage; 7) establishments8) rate of change in the number of establishmen®;wage level relative to the national
industry wage levell0) rate of change in relative wagé:l) inter-industry dependencyi2)productivity; 13yate of
change in productivity;14) contribution to gross state productl5yate of change in contribution to gross state
production;16)location quotient; 17¢hange in location quotient 1992 to 1998.
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growth. Moreover, referring to Gardiner et al. (2006), growth is enhanced due to similar forces,
which are being attractive for doing businégssthe companies in the agglomeration, especially

under current conditions of globalization. These forces are localized increasing returns arising fron
specialized economic activity, external economies and endogenous effects such as accumulation

skilled labour, local knowledge spillovers, specialized suppliers and services.

E) Institution theoriesat t he macr o | evel see institution
1990). Here the political, social or legal grounds for economic productiomeaet. The micro

level is represented by institutional arrangements between the agents on the market (Williamso
2000). Institutions matter as they shape the relations between the agents and, as a result, influer
their economic behavior and shape thstdric development of the territory. Institutions can be
based both on formal and informal relationships (Pike et al. 2006). Under formal ones economist:
representing this theory see organizations and administrative systems, while others are viewed :

tradtions, norms or customs.

Regional cluster policiesFinally an important role is also given to regional public policy as a
determinant of economic growth. Referring to +udassical views public interventions can take
place,but it is not mandatory, athey assume that due to the causal mechanisms of the growth
model the regions will always move towards equilibrium (Pike et al. 2006). At the same time
endogenous theories provide us with more solid arguments in rationalizing policy intervention,
especial at the suknational level, as they deny the possibility of market mechanisms to regulate
differences among the regions or territories. Finally within NEG representatives interventions are
supported, especially due to the need to correct market failures.

Although we recognize the certain influence of all existing regional policies, we concentrate on
only onei regional cluster policy. The main argument for this choice is the current strong interest
in clusters and in their suggested impact on economic development. Herein, wihadigdinition

of regional cluster policy as all governmental actions in collaboration with other publiand
private institutions, which are targeted towards cluster formation and/or development and
efficiency strengthening within the region. This correlates strongly with the cluster policy
definitions of Raines (2000), Asheim (2001), Ketels (2011, citedennBr 2012) and Fromheld
Eisebith and Eisebith (2005). Finally based on the four rationalities for regional policy intervention,
namely allocation, stabilization, redistribution and evolutionary argument, we claim that regional
cluster policies can have fositive influence on regional development primarily through cluster

enhancement and indirectly on other aforementioned factors.
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Management/ Making of cluster policiesAt the same time these policy interventiansorder to
stimulate clustering and sulegeently enhance economic growshould take place only under
certain conditions. It is for this reason that in the last decades more and more researchers have be
searching for the perfect clustesligy. Based on the opinion &fryner(2007) andGeurts(2011) an
important factor in implementing an effective cluster policy lies in athbninistration and
organization capacities referred as policy making. Under aneffective cluster policy we
understand the one that makes positive changes in the economic dmpment of the region by
achieving the policy goalsMoreover referring to Aubyn (2007) there is a link between the level of
policies” administration and economic growth. Herewith, good administration is especially relevant
considering the importance obmtext in cluster policy development and the need to tailor policies

in contrast t-oopygbl awpngaahoblromdother | ocat

The administration/making of the cluster policy, we define as a process or a composition of
different activities, which are being undertaken in different stages in order to achieve the
policy goals setting.The processs composed of 7 stagek) discussion initiation; 2) econormgnd

cluster analysis; 3) policy review; 4) policy development; 5) policy implementaijoayaluation

& monitoring and 7) policy improvementvhich repeat and evolve over time. In order to define
activities, which should take place during the cluster policy process, we looked for main, common
recommendations provided in the earlier clustdicpaelated studies. We propose that defining the
policy’s activities based on theykeomponents generates a cluster policy that enhances clusters and
also improves aforementioned factors leading to the economic growth. The identification and

systematizaon of policy components is explicitly designed by us in the Ch&pter
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CHAPTER 5 RESEARCH DESIGN

In the introduction we have already mentioned that we follayualitative approach and apply
multiple case study analysiss a selected research strategy. In this chapter we further specify our
methodological approach to gathering, analysimgerpretingdata and drawing conclusions to
respond to our research questioke will summarize by presenting the general reseaesigd

and specify some possible limitations.

1. Gathering data and sources of evidence

In our research we gathered the data from both primary and secondary sources:styusamed
interviews, 2) online statistical databases and 3) documents reviewsvasidir of already existing

empirical literature on our regions and cluster policies.

1.1.Primary sources: interviews

The interviews were conducted in both regions, in Upper Austria and the Basque Country. The)
were semstructured interviews, mainly in person, although, sereee conductedia telephone. In

order to organize a personal or phone interview first an emdil ttve inquiry was sent. It was
followed then by a personal call if no email response was received. In both regions the targete
actors were eager to respond to the questions and set a date for the interview. The interviews we
conducted in the perioddm October 2013 to July 2014to be more precisen Upper Austria
during Octobeii November 2013 and in the Basque Country during Febriuayly 2014. With
agreement of the interviewee, most of the interviews were recorded while using the iTalk mobile
appication. The focused interviews were developed based on the prior review of existing
secondary sources. Herewith we followedirztfuctive coding structure to get more specific data

form the inerview (Hammond, Wellington 20).3

The interviews consisted oe predefined groups of key points, which dealt with three areas of
interest: I) regional development and its main factors, IlI) process of cluster policy building IlI)
cluster policy relevant institutions, and which correspond with out theoretical vilakdGraph

11). The detailed overview of the questions, can found irAtireex 5.
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Graph 11 Aspectsof the framework, which were addressed in the interviews
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The groups of regional actors for interview were selected based atefomed categories. The
objective was to include different actors groups involved in the process of cluster policy building
and theregionaldevelopment. The selection was based onaghygroach of the triplé centuple

helix (Graph5), which highlights the need to involve diverse groups for policy makiagle 13

below indicates selected groups and number of interviewed local experts. In both regions the
intention was to select actors which have similar functional andricstaoles in the region. The
majority of experts are the representatives of regional authorities or cluster associations, which ar
related to the cluster policy making. The full list of the interviewed people is ifiinex 3.
Interviews in each of the regions were conducted in the official language of this territory, herewith
in German in Upper Austria and Spanishthie Basque ©untry. The transcripts were made time

original language, thus the quoting inserted in the reports is translated.

Table 13 Groups and numbers of interviews

Regional actor group Number per each

region
regional state/ government authority 2
local developingtluster supporting institutions (agencies) 8
companies (all in/ outside cluster) 2
research institution 1
universities 1
Total per region 15
Total for two regions 30

Source: Authors” development

In total 30 interviews were conducted. Initially, two extra groups were included in the list: regional
parliament representatives and financial institutions. Both fell out in the process of interview
conduction: financial institutions primarily due to low participation in thecess, as they engage

only as sponsors of the events; parliament representatives, due to strong alignment with th
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governmens opinion and absence of kbigscrepanciesm terms of approving the budget financing

for the programmes or activities.

Due to pactical purposes while writing the dissertation the researcher has spent several months i
both regions (& countries). This has also provided the opportunity to observe indirectly the cluster
policy process, work of companies in clusters and economiorpafce in the regions. Some

aspects from thesmbservationsare also integrated into the data interpretation.

1.2.Secondary sources

Within the secondary data sources we used available empirical studies and newspaper article
Other obtainable and valuablggs of archival records were also considered including:

a) actuarial records (statistics)
b) judicial and other offiial records (budget decisions)
c) governmental and quagbvernmental documents (programs)

d) repors (news, editorials)

The statistical data, used for descriptive and regression analysis, is primarily based on the da
offered by the statistics offices of OECD and Eurostat. From the OECD databasendh&a
regions were collected on the TL2 level, which correspdndslUTS 2 level in the Eurostat
database. Some of the missing or additional data was also collected from the national or region:
statistic offices:Statistics Office of the Republic of Austri&USTAT, Instituto Nacional de

Estadistica (INE) and databases ofsthu initiatives Annex7 andAnnex8).

2. Methods and techniquesf data analysis

In our researchwe e mp | orgsscasé gynthesis ( Yi n 133) @eéniquep which is
considered to be the most suitable in the case of multiple case stulfidsr this technique each
study is treated independently. For this the gathaermation is reviewed and sorted along the
conceptuaktructure(Table14). Tablel4is based on the developed framew(Ckapter 4)which is
aimed to study the building of cluster policy leading to economic development in the regions.
each case we will group information based on @spects ) cluster policy and Il) economic
development. Within thesapectswe will then sort information reflecting the theoretically
identified categories and connections. We assume that studyingeasasg could already provide

us with valuable insights into building effective cluster policy and its evolution. Nevertheless, in
order to strengthen our assumptions we will try to look for cross case patterns, which will be the
result of similarities andlifferences driven from theeview of the two cluster policies antthe

regions within the uniform frameworks.
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Table 14 Conceptual uniform framework for each case study

I. General II. Cluster policy lll. Economic development
overview | Overal | Institu-tional | Ecolution | Each stage of Economic | Factorsof Composite
of the policy | participation | of cluster | cluster policy growth influence influence of
region frame | in cluster policy process selected
and work policy factors on
cluster making regional
policy economic
growth
Discussion Capital &
initiation industrial
focus
Economic & Labour &
cluster review human
capital
Policy review Education,
technology,
innovation
Policy Clusters
Development
Policy
Implementation
Monitoring &
Evaluation
Policy
improvement
During the
whole process
Conclusions cluster policy Conclusions Economy

Source:Authors” development

The development of arguments within each of the cases will be processed by means of differer
techniques. The triangulation (Yin 2003; Clarke 20056)techniques as well as methods, and
sources for data analysis serves for batmrvegence in results. While referring to simulation
triangulation, we mean answering qualitative and quantitative questions at the same time. It is als
important to mention that the results of the qualitative questions are reported separately and woul
not recessary relate to, or confirm, thesults of the quantitative studyrhe advantages of the
guantitative methods are in their preciseness and possibility to give us concrete numeric
information, whereas the benefits of qualitative methods are in thealbriehness and possibility

to establish direct contact with the observed unit.
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Graph 12 Data sources and techniques within each case study
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As such each of the cases incorporates the followatg processing techniques: 1) qualitative:
typology, analytical inductive and deductive framework analysis, 2) descriptive statistical
analysis, 3) regression model.

2.1.Qualitative techniques

The qualitative data was gathered through direct or telephone interview. The recorded informatior
was later on transcribed with help bisten N Write programme. Further the text versions of
interviews based on previously developed framework was coded and interpreteVeftifgDA

computer programme.

The qualitative data provides us with the information on the stages and evolution of the cluste
policy. It has primarily to do with the kind of information itselt the same timeualitative data is

also available for such aspects as economic development and its factors.

We have applied following methods towargigalitative data analysis: analytcal inductive &

deductive framework analysis, typology setting and pattern matching.

While analysing the information we follow botleductive and inductive framework analysis
approach. We deduced conclusions through the initial premises set in our ticabfeamework.
At the same time in term of driving generalized conclusion from the cases, an inductive componen

is also present.

Typology setting was applied to identify and group new information, especially in terms of
studying of cluster policy evation in the last 20 yearEach identified period of the cluster policy
(which was labelled as a result of undertaken activities) is marked by the change in the role of th
clusters in the regional development (seen from the point of view of regional cluster policy makers)

and is acompanied with completing 7 stages of the cluster policy process. This method was alsc
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exercised by e.g. the identification of regional cluster policy instruments, such as cluster initiatives

and collaborative projects.

Finally the pattern matching methodwas mostly applied for identification and observation of key
components within the cluster policy stages. Within each case study we grouped information base
on the key policy components developed in Tladle 11. After that we marked the components,
which were missing in one or more periods (earlier defined based on typology setting) within eact
stage of the cluster policy process. The detailed resittss exercise are reflected in the stages of
the cluster policy and are presented brieflyAnnex 9 and Annex 10, wherewe marked with
Aorange bull etsd component s welindhk pracess & clusters s |
policy development. Moreover, we summarized our findings based daréph9 from Chapter 3.

The outcome of thisactivity is Table 46 and Table 47 presentedn the Chapter 8 and buddhe

basis ofour conclusions on the character of cluster policy in each studied region.

Examining cluster policy in general, its key components in each stage and indicators of economi
development we tried to identify certain patteorseffective cluster policy making/Ve expect
that the more keypolicy processrelated components are presentithin the cluster policy, the

more effective it should be in terms of higher rates of economic growth / development

Our observations and conclusions from each of the casetinarerosscase compared, analyzed

and generalized.

2.2.Descriptive statistics
Descriptive statistics analysis is important for getting quantitative equivalents of our inforntation.
will include different forms of presenting data, from thseriesto static crossections of data. For
our analysis it is important to consider dynarmahange of statistical indicators in order to identify
long- and sorterm trends inherent to cluster policy in general and/or some sfagesAlso we

will compare the indicators of our regions with other regions of their origin and national ones.

The descriptive statistics will provide the information about the main identified factors, such as
capital, labour, technology process and clustdde the legend for NUTS codes on Spanish and

Austrian regions can be foundAmnex13.

Although theinfluenceof institutions on the economic growth/ development is assumed within our

theoretical framework, we do nquantifyit in our research and thusflect itonly qualitatively.
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2.3.Regressiomanalysis
Application of quantitative regression analysis allows us to identify and observe the existence of
linear dependence between the economic growth and factors specified below. This especially gog
along with our inteest to find out what are the relations between economic growth and main
factors. Note dthough regression analysis is a solid techniqunegur case it is used only as a

supporting tool due to the lack of daheailable for analysis

In our framework we build multiple linear regression model that attempts to explain GDP growth
via exogenous factors. The prime motivation for composing the following model was driven from
the review of OECD repots for years 2009 and 2012 on economiclgemngss European regions.
Furthermore, in order to specify regressors in our model we refer to theassecal economic
theory (Parkin 200%, that suggests that GDP can be explain@daggregate productidanction

& "O0MAY, where (F) is a futtion of capital (K), labour (L) and technology (T). Although this
model observes GDP in relation to the above factors, we will use faetaors,to interpret GDP
growth. Also we use endogenous, NEG and agglomeration concepts, as motivation to extend th
list of factors by clusteperformancgC). As a result our assumptions for multiple linear regression

analysis if following:cO0 0Qi ¢ '®o 0 ORRYD , wherethe factors are

K1 capital factor
L i labour factor neoclassical & endogenous theorie

1
1
1 T1i technology
1

C1 industrial clusters - NEG/ agglomeration & cluster theories

In laterto build a regression mods) we will define quantitative indicator ogroup of indicators,
which represent each factor. They amdependent variablewithin our model(s).Additionally,
based on theoretical findings we have made some prior assumptions in termsnafidiiers”
impact on the economic growth. We summarise our expectationahile 15 wher e by

mean a positived coneard athatin, i whi ¢ a@&sirdicatofawillc or r

lead to decapf growth.

99



Table 15 Indicators representingfactors

Factors Variables Indicators Expectation
Capital T Eig':]g%l 1 GDP per capita )
1 Employment 1 Rate (%) of labour employment +
Labour 1 Population density, total number of populatior
1 Population per square km -
1 Education i ;I'hird and upper second education as share (' +
1 Patents abour force L .
Technology 1 Count of PCT paterapplications per mill. +
1 R&D ) .
. inhabitant
expenditures 1 Share (%) R&D expenditures total of GDP +
1 Co-patenting 1 Count of cepatents within the region per mill +
(cooperation) inhabitant
1 Count of cepatents with foreign regions per +
mill inhabitant (option 2)
1 Infrastructure 1 Count of motorways per inhabitant +
(transport
costs)
cl 1 Specialisation 1 Location index (industry general) based on +
usters ;
(industry employment data
focus)
1 Selected 1 Share of employment in one cluster +
cluster(s) (automotive) to total employment in thegion

1 Share of establishment in one cluster
(automotive) to total employment in the regiot
(option 2)

Source: Authorsdevelopment

We first consider a temporal model for the two regions independently and then a merged (tempora
panelmodel. The benefit of the second one is a bigger set of yearly observationspuoteictially
improves thecredibility of regression analysigo incorporate countries specific effects we add a

deterministic time hoandaggsmeuoniodel tdilx fixecheffectsane.i a b

1) Temporal model for regions

o

Ol 'Y(S)(‘)I'Qld%’p
Tl i, T 06NaWEOT 0@,
radd,, 1 1106y 1,Y00Q0n 1 16¢ ok
1,0 TOEE 1, YAQRM T, 6aahd -5 ,h

whered p w dp@w dBxc 1 papdl T  is natural logorithm function

* Note: Alternative option for the Region Income indicatagreitested 1) Gross Capital Formation as a %@fPand
2) Gross Value Added as a % of GDP, but as the results do not have statistical significance, they were excluded froi
consideration
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2) Temporal panel model:

o

OF 'Y oI %

Tl T 06NnaWGor 00,

Tadd, 1 T 0@y 1,Y00Qan 116 ¢ B

Tyl TOEE, 1.,YRQRM T 8a&y o1, 006dd c,h
whered p wdpgodBxc mpandl T s natural logorithm function For the both models
variables are as follow:

| T% growth rate of GDP per capita,
&y, GDP per capita

04 n & ¥ o gate*of labour employment

‘0@ share of labour force with third and upper second education degree
0 § popilation densitytotal number of population per square km

0 30 number of PCT patent applications per mill. inhabitants

YOO Q ¢ n share R&D expenditures total of GDP

= =4 =4 4 A4 A -5 -2

6 £ 00 Ocount of cepatents within the region (option 2: with foreign region) per mill

inhabitant

=

‘0¢ Qi count of motorways km per population

T °YngQ wlocation index specializatiorof the whole industry

1 6 aod oStare of employment (Option 2: establishment) in one cluster (automotive) to
total employment (Option 2: establishment) in the region

1 O06 & a wdummy variable

To quantify industry focus (variable Specialisatiohy) Q ove use a Location index, that is

9eMe

oo’ where

measured a¥n Q @

Y - total employment in industry in region j,
Y| - total employment in region j,

Yi - the national employment in industry,

= =2 A =

Y - the total national employment.

¥ Rate, share (%) in model enters as fraction, meaning an absolue asGDPgrowth rate is calculated iabsolute
value and not percentage
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A value of the index above 1 shows high specialisation in the industry (in comparison to

agricultures, services, etc.) and a value below 1 shows lowgpexialisation.
To measire clustering we ugavo from the most common indicators

1 Share of employment in the cluster (automotive) to total employment in the region

1 Share of establishment in the cluster (automotive) to total establishment in the region

The relation betweenecn omi ¢ growth and clusterso indic:
same time in our model we integrate only one cluster. The main reason is low data availability.
Motivated by the similarities in the cluster’s size, launch of the cluster initetelata access in

both regionswe selected th@automotive cluster for our study.The automotive cluster in both
regions is the biggest in terms of number of members in the clusdeciation and turnover
volumesas such its evolution is very significafar the regional economy. Furthermore, in both
cases the automotive sector was under cluster policy support from the first years of its
implementation. Also this cluster belongs to the sector which was identified as a potentially
important in the studieprior to the first cluster policy in both regions. It is especially relevant
while we are assuming that this cluster is an accurate reflection of the cluster policy in the region
Finally, by nature the sectorial composition of the automotive clustes tentle similar across

different regions.

The European Cluster Observatory provides structured data on clusters. However this data is n
complete. Therefore we used other databases in order to calculate indicators for the automotiv
clusters in thestudied regions. To be more precigair automobile cluster is composed of the
following NACE industry codes: DK, DM, G40 for 19952007 period, and C28, C29, C30, G45

since 2008, which we gathered from Eurostat database.

In reference to OECD (2009) sorfactors might show influence on economic growth not directly
but with some time lag. Hence for both temporal and temporal panel regression model some
indicators might have this effect in medium, 3 years, and long, 5 years lags. These indicators ar
listedin theTablel6.
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Table 16 Selected variables for time lag observation

Variable Indicator Period
Population - Populationdensity, total number of population per square km (optional) 19902011
Patents - Count of PCT patent applications per mill. Inhabitant 19902011
C(}p_atents - O1. Count of cepatents w@thin th(_a regiorj per mill ir_lhgbitaqt 19902011
(Optionl &2) - 02. Count of cepatents with foreign regions per mill inhabitant
Infrastructure - Count of motorways per inhabitant 199062011
Education - Third and upper second education as share (%) labour force 20002011
(Siﬁgslsatl:';)atlon Location indeX specializatior{industry general) based on employment d 20002011
- Ol. Share of employment in one cluster (automotive) to total employt
CIus_ter in the region _ _ _ 20002011
(Option 1& 2) - 02. Share of establishment in one cluster (automotive)tab émployment

in the region (alternative option instead of the previous one)

Source: Author’s development

Note that for some indicators data wasn’t available for the whole period of study. As a consequenc
in the models including lagged variablkechas education, specialization in industry and cluster the

regression was fitted to the data starting only f&f@0.
3. Limitations of the research

Within any conducted and developed study there are always some limitations, which are highlighte
below.

First of all, it is important to note the complexity and subjective natugeialitative data and the

case study method. In particular thisapplies to data interpretatiotderewith stated points or
conclusions might be stronger or weaker effected by researcher’s personal perceptions. Furthermc
along with the main benefits of case studgmelyan in depth multiplgoerspectives of the context

and the subject, it possesses some core drawbacks with regard to the generalization of conclusior

The next limitation is connected witlata gathering. In particular the selected and limited access
to the experts who wererdctly involved in the cluster policy development in the earlier stages of
its implementatiorshould behighlighted. Some of the experts, whave beerinvolved earlier,
have changes their position within the institution/ regiand thus were not possible to reach.
Additionally, as some of the events took place in the pastintbemationwas difficult to recall,

which also led to loss of precision of some information.

Another limitation is connected with theharacter of the data itself, e.g. some of the received
statistical data was not complete. Furthermore, although the researcher has professional capaciti
in the interview slanguagesnevertheless languageelatedunderstandingould resultin some

data understanding dnnterpretation.
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Finally although the regions were intended to be selected to be as similar as possible in order t
create very similar conditions, there are seinainingdifferences, which might have an influence

on regional economic and/ or clusfgrformance in the cases. Among them are a) geographical:
regions role within the country, b) historical, c) institutional & social (traditions), d) political

(legislation) e) economic (real estate market).

Nevertheless, we consider that all above meptlofimitation are not significant enough to

invalidate the outcomes of our research work.

4. Summary

Table17 summaries th&ey aspects of used methodological approach

Table 17 Key aspect of methodological approach

Aspect Description

Regional clustepolicy, its operationalization and its effects on the econo
development in the region
Research method Qualitative: comparative multiple case study
9 Cluster policy in general
1 Phases of cluster policy process
Units of analysis 9 Clusters & cluster initiaes
1 Regional economic development

Research objective

The Basque Countrfadministrative province in Spain)
Upper Austria (administrative state in Austria)

= —a

Geographical area

Semistructured interviews (in person and over the telephone/ sky
Secondargources: Databases, documents, empirical studies, etc

=a =

Data gathering

Descriptive statistics
Econometric multiple variables regression model
Qualitative: content analysis

E ]

Data analysis

Time period (data gathering in

October 2013 June 2014
total)

Source: Author”slevelopment
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PART 3 EMPIRICAL PART

CHAPTER 6: THE BASQUE COUNTRY

ALa Ventaja de C
Porter, M. (1991): Ekonomiaz 21, p.156

1. General overview of the region and cluster policy

TheBasqueCountry*, alsoreferredas Euskadi (in Euskera, Basque language) and el Pais Vasco (in
Spanish)js one of the 17 autonomous communities and 2 autonomous cities in Bpaisize of

this autonomous community is relatively small with respect to the rest of Spain (7,33tinn

is 1.4% of the total areBNE 2014) The BasqueCountry only has around 2 million inhabitants,
whereas the population of Spain is around 47 million (INE 2004gre are two official languages,
Basque and Spanish. Vitortaasteiz is the capital ofie Basque Country. This city is the residence

of the Basque Government (Gobierno Vasco) and is seen as the administrative center of the regio
There are two more important cities in the proviRilhao and Donostia San Sebastianvhich are

the capitals othe subregional community level provinces, Bizkaia and Gipuzkoa. These cities are
well-known but have different regional and international images: Bilb@as a business center

while San Sebastiainas the cultural center tfie BasqueCountry.

Graph 13 Geographical positioning of the Basque Country

[2kml 11 34042660 |

Center for Geographic Analysis

Source: Authors” development based on map provided by Center of Academic AnalyZis, 2014

The Basque Quntry borders with France, in the east. In the north, the region goes into the Bay of

the Biscayof the Atlantic Ocean and the rest borders with other Spanish autonomous communities.

31 Alsocould be referred as Euskadi, el Pais Va&82lor CAPV
32 http://worldmap.harvard.edu/maps/
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This geographical location has always favored thenaeuc development fothe region. he
Basque ©untry was known as an entrance, it he d
p. 158), in particular by connecting not only with foreign countries,absd the territories within
Spain e.g. such industrial regions @glicia, Navarra or Catalonia. At the same time there are some
factors weakening the natural strengths of the region, e.g. difficult weather caused by stronc
weather storms and mountainous landscape. Indeednbuniinous landscape of the Basque
Country has strongly influenced the location and production of many local businesses and

manufacturers.

Although the political administrative system in Spain is not federal, some of its regions, amongst
them the Basqu€ountry, have very similar to federal staights, especially in terms of regulation

of their financial resourcesThe current administrative structure and status of autonomous
community of the Basque Country has been received since the Spanish Constitution of 1978. Th
Statute of Autonomy, calleGernika statuS, precisely defines thegislative basis of the Basque
Country and its special rights in terms of tax collection and policy mgkiragon et al. 2010)The
Basque Country has its ovigarliament and Government. The currgeptember 2018 arliament

is in the 18 legislation period (4 years), starting from 2012. Since 1980 the partyPEA3*
(Euzko Alderdi Jeltzalea Partido Nacionalista Vasco) has been in the majority in the Parliament
and had a strong influence on the election of thegBe President and the Governméwith the
exception of the "8 (1987:1990) legislatiori PSEPSOE?® (Socialist Party of the Basque Counitry
Basque Country Left/ Partido Socialista de Euskasikadiko Ezkerra) and th& 20092012)

PP* (Basque Pedp's Party/ Partido Popular del Pais Vasuskadiko Alderdi Popularra))lhe
Basque Government, apart from having a direct control over many social and educational aspects,
also in charge of such core issues as Treasury and Tax Collection, IndustEcamaimic
Promotion, Transport and Public work, Research and Innovation, Agriculture and Tourism, Law
and Order, Labour and Insurance. Concierto Econémico is asigned to regulate/ transfer some of tt
powers between national and community levels, in padatidaxes. In reference to Sanchez (2008)
this agreement (the Statut of Autonomy the Basque Country) enabled to staterionglanning

and increase governance over industry/ economy regulation in the region. In each of the thre
provinces of the BasqueoGntry there is a Provincial council. They have the right to be in charge of

tax collection. In addition, they are responsible for some issues in terms of innovation and economi

policy.

*The Statut ofAutonomy the Basquedtintry, https://www6.euskadi.net/r48
2312/en/contenidos/informacion/estatuto _guernica/en 455/adjuntos/estatypdf
% For more information sehbttp://www.eaj-pnv.eus/eusk/

% For more information seéttp://www.socialistasvascos.com/

% For more information seéttp://www.ppvasco.com/
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The infrastructure in the Basque Country is vekdleloped, and haseen significantly improved
since the 1990s. Air as well as sea transport communication is also in favor of commerce ant
tourism development. There are three airports: Loiu (Bilbao), Hondarribia (San Sebastian) anc
Foronda (VitoriaGasteiz), and there am least two maimmaritime ports, Bilbao and Pasaia.
Referring toSanchez (2008, 1.58) Bilbao Port is considered to be one of the most impgptamt

in Spain due to its connectivity with around 500 other ports and then1Burope based on the
volume of freight goods transportaddLiquefied natural ga_NG) Terminal Bilbao

Especially in recent years the Basque Country has managed to develop a strong and innovatic
driven economy. Based on the latest report' @1March’) produced by (INE 2014), the Basque
Country has the highest GDP per capita in Spain. It is then followed by Madrid, Navarra and
Catalonia. In 2013T{able 18) the region made more than 6% of Spanish GDP, which is relatively
good considering the small scale of Basque Cou(ry% population and..4% area of total
Spain) Unemployment rate in the®3Quarter 2014 was one of the lowest in Spain, with only

Navarra having a lower rate.

Table 18 Key economic indicators, the Basque Country and Spain

Indicator Basque @untry Spain

GDP market price, (thsd EUR) 2013 dst. 62,780,008 (6.1%) 1,022,988,000 (100%)
GDP per capita (EUR) 2013 29,952 (134.%%) 22,279 (100%
Area (g.km) 2013 7,235(1.4%) 505,968.36100%)
Population thsd 2013 2,177 (4.7%) 46,727 (100%)
Unemployment(rate) 2014 QIll 15.21 23.67
Sectorcomposition (%) 2013,%lest.

- Agriculture 0.6 2.4
Extractive industries 24.7 15.9
Construction 7.0 7.2
Wholesale and retail trade 20.6 23.6
Other services 47.1 50.9

Source:Authors” development based INE 2014

The economic strengths tife Basque Country have their roots in the long manufacturing tradition
of the region. These industrial strengths can be already seenTialiled 8 above where more than

24% of Basque income is composed from the industrial sector. It is well above other Spanist
regions. From the review of the sectoral composition of the Basque Country (base@88prinA

2013 activities such as automlghimotorcycle and wped repair servicesnd real estate activities
composed more than 20% of GDP (Eustat 2014). In addition the following important activities in
the region should be also mentioned (2013 own calculations based on Eustat 2014): Constructic
(6.54%), Metallurg and metal products (6.53%), Financial and insurance activities (5.87%),
Healthcare activities (5.38%), Public administration and defense (5.32%), Education (5.02%).
Similar sector relevance in the economy can also be seen through the defined pretetg end

%" INE (2014): Spanish Regional Accouritg://www.ine.es/en/prensa/np835_en.pdf
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established cluster asdgations in the Basque Country, which are in such sectors as automotive,

machinery tools, maritimerable48).

In terms of trade, since early ages the Basque Country has been able to develop broad national a
international commerce linkages due togé® conditionsAt the same time at the beginning of 90s,
with the arrival of globalization, Basque products facslere problems in terms of their
international competitiveness, whiseems to beecovered with the help of public policy support in

the later years. Since 2003 and up to the financial crisis 2008 Basque exports constantly increase
and even after therisis the economy managed to recover faster. As such, in 2013 the export of
goods and services to other countries composed more than the half of the total Basque expor
(Eustat 2014). Around 46.3% of exports are the equipment goods within which théne drig
product groups: machinery and appliances, and transport materials (Faifia et al. 2010). In the rece
decades, especially due to the very-active innovation policy, the share of high technology goods
within the Basque export market has increasedertheless it is still below EU average (Faifia et

al. 2010). At the same time the Basque Country buys more than 60% of needed goods and servic
from other regions of Spain and the rest from abroad (Eustat 2014). In total the region follows &
general tend in terms of trade, having imports slightly higher (around 5% more) than exports
(Eustat 2014).

In the Basque Country entrepreneurial spirit is considered to have developed due to merchandizir
during the middle ages and early years of current histBtythe same time, the business
sophistication inde¥ has ranked the Basqueothtry at only 129th of 261 countries, which is
around averag€Annoni, Dijksra 2013).The region has a fungible market structure, which is
demonstrated by the existencesghergies among several big companies and numerous small and
medium enterprises. The corporate tax*fase35% and VAT - 20%.

The region also has rich cultural traditions and a strong national identity. It has also been marred i
recent times due to sidicant conflicts between radical nationalists, ETBag¢que Country and
Freedom / Euskadi Ta Askatasiiad the national government in the"agf the 28" century. At

this moment the conflict has been mitigated but the fundamental issue hasobkely resolved.

On the other hand strong cultural ties have positively influenced the existence of close anc
trustworthy relations among people and have its effect on the form of local business relations

networking and decisiemaking.

% An index composed of variables such as employm&MA ad number of foreign owned firms
¥KPMG (2014): Corporate tax ratéstp://www.kpmg.com/Global/en/services/Tax/takools-and-
resouces/Pages/corporatéax-ratestable.aspx
40 )

Ibid.
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Finally in theTable19 based on the scheme proposed by Porter’s Diamond we summarize the mair

characteristics of the Basquewhtry’s competiveness presented above.

Table 19 The Basque untry competitiveness overview based on the Porter’s diamond,
strengths and weaknesses

Context for firms strategy & rivalry

- Businesses and manufacture production is valley based*
- Medium level of business sophistication
- Fungible market structure wittominantly SMEs
- Free market economy to foreign investors & companies
- Credit ranking high, Baal (Moody’s) & AS&P)
- Special taxing legislative powers, especially over personal income and corporate taxes
- High R&D investment and personnel involved in inndmat
- Government stable and has long term planning

Factor conditions Demand conditions
- Territoryi mountainous* - Small internal market demand but due
- Continental climate driven by the access to geographical position has an ease access to
open ocean Spanish European and global markets
- Beautiful nature and landscape - Good social level of living (higher than Spani
- Good transport infrastructure, including vehig average)*
and train roads, airports and ports - Belong tothe countrywhichis EU member and thu
- Strong government institutions* simplified access to other EU markets
- High urbanization and denstty - Certification, international & European
- Highly educated work force with avera(
enrollment in secondary and tertiary
- Education system with high number of tertig
degree graduates*
- Strong regionaBasque identity*

Related & relative sectors

- There are more than ten clusters, at least half of them has members from other communities of Spai
actively extending their international connections
- Broadly developed network of innovation and research specialized centers
- Strong sectoranachinery, automobile and aerospace, information technology
- Strong cultural sector and tourism sector
- Numerous research centers*
- Two official languages, Basque and Spahish

Note: Aspect marked with * can be also considered as weaknesses

Source: Authorstevelopment

All the above mentioned aspects in one or another way dfiectlevelopment of the Basque
Country. In recent years the region has often competed with Navarra for the leadership in the
communities” ranking for the highest rate of GDP per capita. In referedgariguren (2010b) the
Basque Government with it strong competence in policy making and rgogehas had a

significant influence on policy making in recent decades.

Although the Basque Country has often been considered as an industrially strong region, at th
beginning of the 1990s the region had experienced strong economic decline. In dilerated

build new competitive strengths within the region, one of the important new actions of the Basque
Government was thiatroductionof a cluster policy. The basis of this policy was the cluster notion

109



actively promoted by the American economist Miel Porter. He, along with his consulting firm
Monitor Groug’, has contributed to the development of the core pillars of the Basque cluster policy
in the first years of itslevelopment and implementation@dmpetitiveness programme, which was
launched in1991. As such, the Basque Country was one of the pioneer regions to apply Porter’s
methodology to detect potential clusters (Gorhamafiaga 2009). It followed up with the
development of the cluster policy assisted by the Department for Economic Dewvetognae
Competitiveness (current name&s2014) of the Basque Government. Cluster policy was created
with the aim of solving the problems existing in the region at that mo@&00s) especially in

terms of productivity, R&D and internationalization. Apwith this several other Spanish regions

have also followed the cluster concept, in particular Catalonia and Galicia.

One of the core elements of this cluster policy was the establishment of public financial support a
the beginning of cluster assocath s, whi ch ai med to provide th
associated firms (Aragon et al. 2014). Creation of the clusters was also driven with the aim tc
stimulate the demand side of the econdiyrres, Lagendijk 2000Currently there are 11 ity

cluster associations and 11 jmlester associations (Dias De Alda 2015; Basque Government:
Departament of Industry, Innovation, Trade and Tourism 2012; Gheneaniaga 2009). Clusters
were built on the basis of what already existed. In referenc&rdagén et al. (2009, ) the
members of these cluster associations dating to 2009 made 6% of firms, 28% of value added ar
32% of employment in relation to the total values ofdbonomous communitylhe initiatives

are created in the following priority sectors: household appliances, machinery tools, automotive
electronic & information technology, maritime, energy, aerospace, paper anevaudb A major

part of the priority cluster associationgre established by 1998. The jotasters appeared later in

2009, with the aim of assisting other export potential industries in the region.

Although in the Basqu€ountry the first cluster programme was finished around the middle of
1990, with some mofications cluster policy is still in place. Moreover Aragon et al. (2010) credit
the decision to apply cluster policy directly to the development of the regional economy. As such
this policy and its results has been the subject of research of severas éRagmes 2000; Aragdn

et al. 2009; Aranguren, Wilson 2013) and each time has provided new insights of different value.
Nevertheless, the detail stage by stage policy process has not been studied broadly yet, nor |
implications towards economic developm. This is to be reviewed and analyzed in the following
parts of the chapter.

* The Company went bankruptcy in 2012 and was acquired by Deloitte Conguiting information inHealy, B.
(2012):68 2 Y AG2NJ DNR dzLJEs F2dzy RSR o0& | I NI NRQa arniOXISY DE2NIS
boston.com, 11.08.2012
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2. Cluster policy review
In this part of the chapter we will focus on the detailed review of the cluster policy building in the
Basque CountryVe first propose a generaverviev of the policy interventions taken place during
the last 30 years (before and during the cluster policy). It is then followed by addressing the existing
cluster related institutions. After that we identify periods of the cluster policy evolution and then
conduct a phase by phase review of the cluster policy life cycle. After a short summary on the

cluster policy we will review the economic development and its main factors.
2.1. Historical overview of public policy interventions

The autonomous community dig Basque Country has established its current form of regional
regulations and rights only in the second half of th® eéntury. Whilesharing the opinion of
Orkestra (2013%¥tarting from the beginning of 1980s we tend to divide 4 periods of regiohey
interventions and economic development in the regitw. core regional policies are presented in
the Graph 14Most of the information is based on such sources as Torres and Lagendijk (2000),
Aranguren (2010b), Orkestra (2013), Ahedo (2004), OE@DOTa), Basque Government:
Departament of Industry, Innovation, Trade and Tourism (2012), Muller (2007), Sanchez (2008)
and the Basque Country Competitiveness Atlas (2015).

. 1980si Returning economy back to growth, stimulation of supply and implicit

reseach infrastructure development strategy

During the times of Francisco Franco Bahamdfde high level of protectionism had been
established. The negative feature of that was the lack of competition, which resulted in the absenc
of entrepreneurial spirit and passiveness of business skcsuch, since the 1980s the focus was
put on overcming the spreading economic crises and recession in the region. Later on, policies
were more dedicated to building up new innovative and technological strengths within the

autonomous Community.

The late 70s brought a certain political stability to theamgespecially in terms of new planning
competences, which had been gained by the government of the newly formed regional autonomot
community. However, the policy control over sectors with high level of public ownership, such as
iron, steel and ship buling was left on the national level, the restructuring of these sectors on the

regional level was difficult, and reduced the speed of economic transformation.

At the same time regional authorities in the BasGoantry could have been responsible for the
technological issuefeferring to Sanchez (2008) started to improve the regional development with

Amul tidi mensi onal strategy, not only ai med

*2General and dictator of Spai939- 1975
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infrastructural, soci al a nighed gavérriment supportédesviendeo p
network called EITE (1986) that set up the basis for existing technology and science centers of th
r egi o166). I such the general strategy of regional development since the 80s was built
around following core aspts: innovation, cooperation, quality and internationalization, which

were reflected in the mix of industry, science, technology & innovati@nted plans.

The main purpose was to ingwe quality of product through increase of general R&D
infrastructue (Torres, Lagendijk 2000). In parallel to other semtonomic related intervention this
should also have lead to economic restructuring and building up of regional strengths. Referring tc
Orkestra (2013) this phase «cfonvegisomal 3Bp ocm
Building up of science and innovation oriented infrastructure was not only through establishing
innovation and research centers. The innovatgahnology oriented support was also provided at
the companies” level in order tocrease their R&D capacities and competitiveness in the
internationalization. Technology & innovation policy was targeted towards the support of high tech
application both in mature as well as in the emerging sectors and led to e.g. upgrading the ne\
numerical control technologies in machinery tools sector, building technological parks,

establishments of Modragon University first regional development agencies (SPRI), etc.

It was also pr&EU entrance period for the whole of Spain, which before and aftarght
significant positive changes, especially in terms of the market and business restructuring. On
significant benefit was in the improvement of the physical infrastructure, especially roads and
public transport. The EU accession in 1986 has openetvanrarket for the Spanish and Basque
companies and thus resulting in export increase. On the other side the local companies has al
faced strong competition from new companies and an increase internationalization of goods an

services (Faifia et al. 2010).
II.  90si Stimulation of the supply and demand, structural diversification and focus

The policies taken place in the 1980s laid a strong basis for the transformation of the Basqut
economy by setting innovation system, modernizing and upgrading enterprisesledo a
sustained growth path (Faifia et al. 2010). In the 90s the regional policy referring to Orkestra (2013
was less targeted toward only science and research system development and more oriented tow:
stimulating the demand side and had a moreagiree feature. Herewith the policy was more

oriented towards industry and business rather than research and development.

As such for the regional development the Competitiveness programme within the General
Framework of Industrial Policy 1991995 has been developed. The plan was focuseshifting

from direct linear R&D funding towards combining it with companies needhen clusters
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(Sanchez 2008). Clusters have been especially seen relevant for the promotion of region

competitiveness.

Although in this period of policy actions a stronger attention was set on business and modificatior
of industrial structureTorresand Lagendijk (2000) criticizehat no big change took place in the
way the business community was approached. In particularly they highlight that the large nationa
firms and established middle size firms were still the first to receive attention and firsuppart

from the developed policies while the SMEs were left out again. This was a core hindrance in the
way to transforming the industrial diversity of the economy. This will be particularly seen later,
when we will speak about the character of supgwen to the cluster associations in the first years

of the cluster programme. Apart from above mentioned activities another important aspect was tt

make a change in the habits, routines and mindsets of people in the public and private sector.

This doublefocus on specific industry clusters together with support of R&D centers is referred to

as ficonsolidation of the Basque sysi6gym f or s
[l 200071 20127 Innovation through knowledge building and sectordiversification

Starting from the beginning of the new millennium in the Basque policy a strong attention has beer
again set on the innovation and reseatblns with the knowledge component that has to be
embedded in the Basque economy. Referring to @ek€2013, p38) three phases of the policy
focus from 2000 to 2012 can be identified:

a) Phase 1 on diversification, C&T priorities: ICT, Biotechnology
b) Phase 2 starting from 2005 on KET within them fn@no
c) Phase 3 on crisis resistance and adaptation

By the beginning of 2000it was already clear that despite the developed programmes toward the
diversification of regional economy through clusters, a full transition wasn’t achieved. The main
problem was the insufficient incorporation of SME’s into thesanghs.Thereforein this first

phase the attention was laid on involving these types of enterprises through government support. 4
the same timeglreadyon the European level the approach toward regional industrial specialization
had appeared. Within thiframework under the EU financial support two initiatives for
development of industrial sectors based on new -ngmanoBasque 2015) and biotechnologies
(bioBasque 2010) have been launched. These initiatives were aimed to set the bases for innovati
driven industrial development and specialization of the region in tlle@itury. Application of the

EU RIS 3 (Regional Innovation Specialization Strategies) approach was aimed not only at the
continuation of sector diversification in the region, but has also played an impsxé&mitiverole

for starting the long term strategic planning of regional development.
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Apart from this, since 2006there has been a unified strategic approach being developed for
strengthening industrial regional competitiveness. Herewith all industry relevant programmes are
integrated under one competitiveness policy framework, PCTI 20hish had set 5 strategic
areas: ageing, transport and mobility, energy, digital world, science industry tads&rable

skills: bio, nano(Orkestra 2013, B8). Within it the following programmes were developed: the
Business Competitiveness and Sodmlovation Plan 2002009 and the Science, Technology and
Innovation Plan 2010. They were very interrelated and had set a long term strategic vision fol
regional development. All policy activities were result oriented, continued stimulation of
entreprenetal diversification and highlighted the need for increased social competitiveness.
Furthermore, in contrast to the previous years many activities were targeted toward spreading th
culture of innovation and entrepreneurship among the small and mediuhpsizate sector. The
intentions were also set on extracting more opportunities from the globalization opportunities, sc
that the whole regional innovation system is conducted, connected, balanced and open t

globalization (Sanchez 20Dn8

Thefinancial crisisin 2008/2009 hit all developed countries, especially those within the European
Union. Among these countries Spain, and within it the Bastpuntry, wasalso affected. At the

same time, due to the strong knowledgented industrial base, the economfy the Basque
Country managed to avert the crisis more than other regions. Nevertheless, due to reduced trad
consumption and bank credittivity, the business sector was strongly affected and was mainly
focused on the developing strategies for crisisistance. As such, the industry and innovation
oriented policies continued to stimulate innovation with an active focus on SMES, crisis resistance

and further diversification with specialization.
IV.  Since 2013 202071 Innovation and intelligent industrial specialization

In 2012 a new legislation period of the Basque Government entered with the aim to make a dee
analysis of the previous policies. Their outcomes resulted in clearer, more integrated anc
specialized plan for economic and innovation develognoeérthe BasqueCountry. In terms of
regional economic and industrial development the plan puts increased attention on the importanc
of innovation and research for regional competitiveness. Furthermore, the need for multiple leve!
(public, private, reseah centers) collaboration is also stressed. Finally instead of a pure
diversification, the focus is set on intelligent specialization. This is driven by the European push
towards the development of regional Strategies for Smart Specialization tRi88)the main
principles within the Cohesion Policy 20142020“. RIS3 especially complements and guides the

Basque Governments on the way to smart specialization through the cluster approach in order f

“3For more information seéttp://s3platform.jrc.ec.europa.eu/nome
“For more information sebttp://ec.europa.eu/regional policy/what/future/index en.cfm
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achieve innovation and competitiveness strengthis. mieans that economic growth can be secured
through knowledge integrated innovation building within several key industrial sectors. Industry
development will always remain the basis and the priority for all actions and policies of the Basque
Government (iterview, 1B).Especially energy (as it is a transversal topic for all businesses and
production) and advanced manufacturarg given high priority. Furthermore the attention in the
coming years is set on the creation of jobs and reactivation of econgrthe b4 (innovation,
industrialization, internationalization and inversion) strategy approach. Our special attention can be
set in the Plan of the Industrialization 262@16, where reidustrialization of the BasqueoGntry

is put in focus. Based on theinion of numerous interviews industrial focus was, and will always
be, the core baselinerfall types of policy actionslhe role of SMEs and their R&D support by
sustaining the transparency of the companies” performance is also assured. At thisesBageue
Government seamportance othe revamping of a welleveloped economy in order to ensure the

overcoming of the crisis and enabling a new push for enhanced economic growth.

Since 2014 a new important feature can be added to the strategigptéreicommic development

of the Basque @Quntry: it is much closer alignment with the programme Europe “2020ropean
Strategy for Smart, Sustainable, and Inclusive Growth. This alignment gives important inputs anc
guidelines into the policy and programgplementation and effectiveness in the forthcoming years.

To conclude all the above mentioned periodsf regional strategy evolution can be generalized

under the 3 core transformation periods.

Thefirst Transformation started in the early 80s and labtentil the beginning of the 90s. Here the
main focus was on overcoming the crisis of the 80s, bringing the economy back on track by
revitalizing its enterprises and setting the understanding for the need to transform the existing stat
driven sectors ofhie Basque @untry. Knowledge and innovation based institutions were also first
established during this period. Thus, the closer integration of the research institutions into the

business sector has happened only in the later transformation stage.

Thesecad Transformation took place from the middle of the 90s up to the years of the financial
crisis. Based on the previously established ground for innovation based industrial diversification
and specialization many programmes and activities were targetedisadentification and support

of new sectorsThis hado strengthen andnable to gplore the opportunities of globalization while
simultaneously developing specializatiohthe Basque Quntry in certain areas. Here, in contrary

to the previous stagenfiovation for cost minimization), the desire was to increase and enhance the

knowledge potential.

> For more information seéile:///C:/Users/Anastasiia/Downloads/Eurog2020-A-EuropeanStrategyfor-Smart
Sustainableand-InclusiveGrowth.pdf
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Finally, thethird Transformation began around 2009. Due to financial cri®8it was hindered

and was finally redefined in 2013. It has stronger alignment with the EU strategic plans and intends
to revamp the Basque economy by further focusing on innovation througtiengthening
specialization in sectors, especially in industgnhancing internationalization and ensuring
inversion. Along with the thre&ansition periods, the Basquewhtry has also managed to pass

from having single plans to a complex integrated strategic competitiveness based approach fc

industrial and techrogical development of the region.

Graph 14 Main regional development policies angeriods of transformation since 1980s up to
2013 the Basque Country
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restructure, supply
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2.2.Regional institutions involved in the cluster policy making

At this stage before moving to the study of the cluster policy in detail, we want to highlight the
main institutions, which were and are involved in the cluster policy making process. Generally in
reference tAnnoni and Dijksra (2013) the ingttional s/stem in the Basquedintry is very well
developed and is placed on thesBfilace out of 258 other compared regions. The institutions
related indicator (Annoni, Dijksra 2013) includes the evaluation based on such characteristics a
corruptiol®, rule of lav*’, government effectivenédsand voice accouft The established
institutional system in the Basque Country also faces certain critics. The main criticism is related tc
the strong decision making role of the government authorities (both on the regonad)l a&as
provincial and municipal levels), which is taken by them in terms of policy priorities setting. This
leaves little room to participate for other important institutions, as well as many activities and
measures can be repeated due to little coatidin between these public institutions (Aranguren
2010b).

Based on our studgs of August 2014 we identify three main agent groups: governnperiic,

R&D/ educationand firmsrelated institutionswhich are involved in the cluster policy making.
This, as has already been mentionedBgsque Government: Departament of Industry, Innovation,
Trade and Tourism 20123upports the classical triple helix model for the realization of the cluster
policy in the region. Within each of the institutional groujpgre are several organizations, which
play an important role in the policy, namely in the government. Basque Governments and its
department(s), in particular Economic Development and Competitiveness, ther SfiRicy for
Regional Development, Local Delopment Agents; Firms™ group is mainly represented by Cluster
associations and Chamber(s) of Commerce; and finally the third group: Research institutions, whicl
is reflected by tw main subgroups, UniversitiesTechnology Parkand Network.The Graph15

reflects these institutional groups.

4 perception of corruption in public services, especially in the local public school anidazal systems
47quality and fairness of local police force
*® quality and fairness of local public school and healthcare systems
“fairness of elections and neutrality of mass media
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Graph 15Key institutional groups in the cluster policy making, the Basque Country
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At the same time it should be kept in mind that@raphl5 reflects the institutional structure dated

to 2014. Over the years some of thrganization and their character have appeared/ disappeared.
An example of this can be seen from the Matrix of cluster support civil servants, who were fulfilling
the role of brokers between the government and firms in the establishment of sector/ cluste
organizations. Most of these roles are now transmitted to SPRI. Another example can be given b
mentioning the participation of the Chambers of Commeéncthe earlier stages of cluster policy
making they have barely participated, whereas in more reeams,ydue to several cross border
initiatives, their role is becoming more evident. We will reflect on these structural changes later

while presenting each organization and stage of cluster policy pliaegsil

I. Government and public institutions

2.2.1 Basque Government and Administration

The Basque Government has played a very active and important role in the launch and developme
of the cluster policy Especially in the early stages the role of some particular people in this
institution wasvery decisive. The main reason for such a strong role of the government in the policy
bullding processesis very closely connected with historical reasons. Within the Basque
Administration in particular the Department of Economic Development and Comgedss
(earlier name: Department of Industry, Agriculture and Fishery, then Department of Industry,
Commerce and Tourism) is responsifdethe policy development. In August 20&Kister policy is
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mainly under the directive of Division for Internationatina. Graph 16 below reflects the main

divisions within the Department of Economic Development and Competitiveness.

Graph 16 Organization of the Department of the Economic Development and
Competitiveness, the Basque Country
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The main tasks of the government officisdse in the development of programs or plans
strengthening business, regional economic development, innovation and competitiveness and |

promoting clusters along the main thematic lines.

Furtherwe will only briefly mention the involvement form of the Basd@si@vernment in the cluster
promotion. Due to economic decline at the end of 80s and beginning of 90s the ministry and the
department in charge of industrial and economic development decided to apply new economi
techniques to enhance territorial strengfhis brought the region to the launch of the cluster
policy. In the early years the representatives of this department have set up the matrix of civi
servants, who were in charge of cluster initiatives development processes. During the first years th
government officials were actively involved in the establishment of the cluster associations and the

promotion of the policyThereforethe development of éhcluster policy in the Basqueo@ntry is
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often seen as a tafown approach. Moreover the clusteripplitself was often perceived by other

economic agents as a government initiative. With time the influence was reduced.

Along with criticizing the policy making in terms of the strong control and the overlapping of
powers,it was also claimed thatmany ccisionswere nonrtransparent, politicized and person
related e.g.the selection of cluster association participants or priority sectors for cluster support
(Torres, Lagendijk 2000)rhis was especially the case in the first years of cluster policyofibis

has to do withaforementionedhistorically established strong decisioraking role of the
government, but also with the existing competition between different political parties) exist

in the Basque Country

2.2.2. Business Development Basgigency

Another important actor related to cluster promotion is a special business development agenc
named Sociedad para la Promocién y Reconversion Indofstfial Grupo SPRI), which was
initiated by the Basque Government in the beginning of the 80$eAsdame time its importance

with regards to the cluster policy has only been realized in recent years. The main general goal c
the agency is to Asupport, promote and con
companies, thereby collaborating wgbnerating wealth in the Basque@try and improving the
well-being of its citizens by means of sustainable human development, within the scope of the
Basque Government Economic Promotion Policydc
et al. @008 SPRI fulfils two main importantales: networking and financialnlterms of
government programmes it fimanages 75% of the
Economic Development and Competitiveness and ensures that it is distributed througgs ser
programmes, i nvest ments and subsidieso (EI (
techndogy parks, industrial parkd/enture Capital Companyentrepreneufsincubators and the

internationalization network.

SPRI is assigned to thi@epartment of Economic Development and Competitiveness. The President
of the SPRI is the Vieeinister of the Department Economic Development and Competitiveness.
Since the early years the organization was actively involved in the implementation ofndliffere
programmes developed by the Basque Government particularly in the framework of the horizonta
thematic areas proposed by the Basque Government (Interview 1L). At the moment (2014) SPR
works along the following thematic areas: internationalization,epregneurship, technology,
innovation, information society, RISBuskadi, financing of local business, attracting foreign
invedment and businesses to the Basqueir@ry and finally on infrastructure promotion. Their

services range from accompaniment fompanies as they expand abroad, over provision of

% Society for the Promotion of Industry
120



information and advice concerning European business policies and opportunities, to preparing
business management and companies” employees to different challenges regarding the futu
related skills and knowlge. Moreover, the assistance of the agency provides is also global, as the
institutions has its offices in several foreign countries, mostly where Basque companies have

interests (Interview 1B).

Since 2014 a large part of the operational activities pomdly carried out by the Basque
Government was rdirected to SPRincreasing itgarticipatve role in cluster development. This is
mainly to do technical and networking competencies that this organization can offer Basque

clusters.
2.2.3. Local developent agencies

On the level of the municipalities local development agencies, often called as ekiss For
example in San Sebastian the agency called Fomento de San Sehastinizes different events

and activities to enhance so@oconomic developmerof the city. Among its activities in the last
years, the identification, awareness raising and marketing of the existing clusters on the municipe
level can be mentione®ne of the reasons faDA appearance is associated with the problems of
the municpal councils in understanding the economic policy on the regional level and herewith, of
their desire to have an influence on the terdgiodevelopment in the Basqueo@try (Aranguren
20103. As such, LDA’s are also considered to have innovation andgetiiimeness related
functions at their level of action. This is of course one of the reasons for the multiplication of
similar policies at different suadministrative levels within the autonomous community of the

BasqueCountry.

Nevertheless the localevelopment agencies play, and have played, an important role in the
successful identification and establishment of the clusters in the region. Besides the direct assistan
provided to the companies, they often serve as a network builders and inforprati@ers. The
networking character is seen through their knowledge of the actors and their needs on the local lev
and at the same time connections with key decision makers and institution up to the country leve
The establishment of a special cooperatiramework between the Basque Government and the
association of the local development agencies of the Basque Country, which is called Gasapen
good example of this. Under this framework in cooperation with the research institute Oikestra
Basque nstitute of Competitiveness, the mapping of clusters in the region is taking place. This
collective information served as guidance for the sectoral definition of the strategic programmes or

the municipal and regional level (Aranguren e280D8).

1 For more information sebttp://www.fomentosansebastian.org/
2 For more information sebttp://www.garapen.net/
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Il. Fir ms and firmbased institutions

2.2.4. Chambers of commerce

Worldwide chambers of commerce are seen as network representation of different businesses al
tend to be established with the purpose of defending the interests of the business community in froi
of other market agents. This is also the case in Spain and in particularly in the Basupey
(MuhiozCarnavate, Hipol2008. These associations / institutions exist on different territorial levels,
from the city to state and can be considered as an organism for-puwdite partnership. Each
province, within the observed community, has its own chan@f@nera de Gipuzkéa Camara de
Comercio de Bilbal and Camara Oficial de Comercio e Industria de Afawahich are then
coordinated by the Upper Council/ Consejo Superior de Camaras de Comercio {Maitavate,
Hipola2008. Based on the intervieginterview 1J), we have iddfied that although the chambers

of commerce provide numerous services, including advisory, information, enterprise studies,
defense of interests, etc. to the local and regional companies, overall they haven’t played a very pr:
active role in the clustergticy. At the same time, in the last couple of years within the developed
initiative between the two bordering chamberba@ber of Commerce of Gipuzkead Chamber

of Commerce of Bayonne, Aquitania region in France, a project named BiRateasnbeen
launched. Within this project, which is aimed at discovering ebmsger potentials of the regions,
enhancement and stimulation of crisder cluster cooperation has taken one of the central places.
This project sets new basis for the role of the Basqaenbkrs m terms of clusters development,
stimulatingcooperatiorand linkingwith existing institutional agents.

2.2.5. Cluster associations

In the Basque Country as a result of cluster policy 11 cluster associations supporting priority
clusters and another 11 associatiengre (potential) clusters have been established (reference
January 2015, Dias De Alda 2015). The full list of the existihgster association witlkey
information can be found in theAnnex 7. More detailed information on the establishment,
organizational and thematic structure, relagtops with other economic agents and modification of
cluster associatiois presented ifPartPolicy implementatioof this Chapte6. The appearance of

the first cluster associations is traced to the beginning of the 90s. Since then only one organization
ABusi ness Knowl e dwhel usdd @doeniro aperationbas disappearedit was

created 1996 and then later on merged into a new innovation agency, Innobasque (Parrilli 201
Tecnalia 2011)

%3 For more information sehttp://www.camaragipuzkoa.com/
** For more information sehttp://www.camarabilbao.com/

* For more information seéttp://www.camaradealava.com/
* For more informatio seehttp://www.bihartean.com/
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Cluster associations are nprofit entities, which are composed of different economic agents
representig agglomeration of companies a certain economic sector, which is called a cluster.
The main purpose of the cluster associations is the development of existing or promising clusters i
defined sectors in the Basqueudtry. Most of themembers are companiesalthoughin recent

years other types of institutions are also starting to join these associations. Referring to Arangure
(2010b, p.91; Tecnalia 2011, A5 the members of these associations compose 28% of the
employment and 32% of GDP tfe BasqueCountry. The same sources assume that one third of
the Basque industry can be associated with one of the clusters. At the same timgdustach
associationhas less than 200 members. Due to the difference in the year of cluster associatior
edablishment and the character of the cluster/ industry, all of the associations differ from each
other. In terms of the members, cluster associations also differ based not only on scale, but als

geographical scope: local, regional and supgaonal/natioal.

In reference td.andart et al. (2005) the cligs associations in the Basqueudtry are established
based on the existirgectoralvalue chais. The establishmentof the cluster associations in most of
the cases took place in a tdpwn or a mix wayReferring to interviews (1G, 1C) the idea of sector
associatiod wasn’tabsolutely new, afor manysomecompaies already hatheir associations for

several decades. Nevertheless the first official cluster as®ocivas established in 1992.

One can notice that the existing cluster associations are divided in two groups: priority and pre
cluster, which is based on the character of the regidnater policy prioritization These pre
clusters differ from priority clusters in terms of publicaiting and other aspects connected with
gener al strategic regional pl anning. Al l c |
competitiveness of t heir (BasmuepGavernneest: Departamantgoh |
Industry, Innovation, Tade and Tourism 2012and later on through these to enhance the

competitiveness ahinnovativeness of the Basqueudtry itself

Starting from the first cluster associations its members had to pay for the participation in the
organization and for certairesszices. Theannualmembership fee is variable depending on the size

of the company, which in most of the cases is based on the number of employees, from EUR 800 1
EUR 10000yearly (Interview 1H). Cluster associations are also supported by public furvdmc)

is mostly directed to the coverage of labour costs and activities organized by associations. Publi
funding varies depending on the type of the cluster association, priority-olugter.As of 2014

there will be annual calls for the presentatamannual action plans, which will be reviewed and
evaluated by SPRI and the Basque Government (Interview 1L). Cluster associations along with th:
government and other mentioned economic agents bhaeam takinga central place in the

development and the ganaion of clusters in the BasqueoGntry. Although their role is very
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significant, the development of clusters shouldn’t be attributed only to their establishment.
Moreover as mentioned by Franco et al. (2012) the development of clusters itself wasredy m
path-dependency forces, rather than political measures. Now cluster association is seen more as
forum for the communication between its members and representatives from business, universitie
and public institutions (Aragon et al. 2010). The ggpttion in such a forum raises awareness of
the companies on many current trends and helps the companies and other members to deliver
higher level of product quality, services and innovativeness.

[ll. Education institutions together with Research anddYelopment institutions
2.2.6. Universities and research institutions

In the Basque @Quntry there are several academic and educational institutions, which in one or
anotherform have influenced the development of clusters. Generally during the obseryedr20

the eduational system hakeen improved. Nevertheless based on the conducted interviews (1H,
10) local experts see further need to improve theathnal systemn the Basque Quntry. In

particular to make it more oriented to the local businesdsnee

Regarding the cluster development we would like to mention the role of thedrsigon
University®’, which has evolved from the polytechnic school due to the merger of three different
cooperatives in 1997. The unigueness and contribution towards clumtestpn of this University

is in its participative model of education, which aims to integrate companies into the educational
systemwhile facilitating the social transformation of the society. The close cooperation between the
university and the busines®ctor ensures that the students receive strong practical knowledge,
while in turn companies participate and share their knowledge with the students, who turn to be
highly qualified specialists. Indeed such close relations between academia and thespdiate
should strongly contribute to cluster building. The University is owned by Mondragon Corporacion
T a cooperative conglomerate, initiated by a priest in 1956. Besides being the biggest cooperative
in the Basque Buntry, it is also the"7biggest h Spain (OECD 2011, j57).

Another important academic and research institutiornims of cluster identification arahalysis

is Orkestra-Basque Institute of Competitiveness. The research center was created through the
Deusto Foundationin 2006. Its pmne aim is to contribute to the enhancement of Basque territorial
development and competitiveness. Although the main objective of this institute is to investigate anc
provide recommendations for the promotion of economic development, it also serves astomod

and a link between all economic agents in the regions and several outside players (Aranguren et ¢

*" Most of the informationregarding theMondragon University is based s Homepage, see
http://www.mondragon.edu/
°% For more information sebttp://orkestra.deusto.es/
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2008). The research conducted by expe@iftshis institute not only serves as a guidance for many
public and private entities, but also, due to tipairticipative methodological approach toward the
researchensuredhe effective application of the developed methods and enriches the knowledge
base of the center itself. Orkestra has conducted numerous studies on clusters, clusters associatit
and cluser policies. These practical publications increase the awareness of cluster asspciation

public actors and businesses fronthivi and outside of the Basquehtry.

The University of the Basque Country (Universidad del Pais Vastp as well asDeusto
University®® along with academic and educational functions have also managed to establish som
links with the business communities. Although these institutions are also worth mentioning, their

role within the cluster building has not yet been fully realized.

2.2.7. Technology parks and networks

Otherresearch institutions contributing téuster promotion in the Basqueontry from a more
applied side are technological centers and organizations. They have been created mostly as t
result of a very pr@active innovation and technology policy in the region in the last 30 years
(OECD 2011; Sanchez 2008; Torres, Lagendijk 2000). For example in referring to Ahedo (2004) in
2004 there were around 10 technology centers, 4 sectoral research centers, 13 R&D butsiness un
4 research laboratories, 14 intermediate innovation organizations and 3 technological parks withil
the Basque technology networkn 2012 (Basque Government: Departament of Industry,
Innovation, Trade and Tourism 2012) identified the next 6 ReseactiegS of Excellence (BERC),

7 Centres for Collaborative Research (CIC) and one more technology park (forming allinirall 4
Bizkaia, Alava, Gipuzkoia & in Modragon, GARAJAAt the same timsuch numbeof different
research, innovation and technological centers and parks for a comparatively small territorial scal
raises a high level of criticism, as often these agencies cause the duplication of the activities and / «

lead to concealing of the resuttsresearch sharing.

That is why since 2005 there were studies and analysis undergone to merge and/ or build mot
integrated cebperation of existing institutions with the aim of raising efficiency among them. These
new established centers have oftenstsdi cluster associations in developing their horizontal and
very technology specific topics (Interview 1G). The first step towards the merging of existing
efforts was the creation K4 Alliance ® in 2005, which is a private scientific and technological
corporation composed of 9 centers (September 2014, IK4 Alliance Homepage). The members @
this alliance keep their sovereignty while sharing their strategies. The biggest advantage of the IK:
is in its unification of the strategies of R&D centers, and hithethe centers” possibilities to

9 For more information sebttp://www.ehu.eus/
0 For more information sebttp://www. deusto.es/
1 For more information settp://www.ik4.es/
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respond to the challenges of the globalized big companies whilst at the same time maintaining th
advantages of SMEs. In this way the alliance guides clusters” members on their way toward
internationalization and techng@ical product or service upgrade, and additionally helps centers to
be effectively involved in the clusters needs by distributing and coordinating the information on
required involvement in the firm@Basque Government: Departament of Industry, Innovation,
Trade and Tourism 2012)

Further steps were taken in 2007 with the regidtte initiative stimulating cooperation networks
for innovation,Innobasqué? (Aranguren 2010a). With time it turned to be an effective private, not
for-profit Basque Innovation Agncy (Agencia Vasca de la InnovaciBerrikuntzaren Euskal

Agentzia) promoting not only innovation but also entrepreneurial spirit and creativity.

Similarly to IK4 in 2010 another alliance nam&dchnalia Research & Innovatiort® appeared.
Moreover, from thanerging of 8 technology centers with a total of over 1 400 people (September
2014, Technalia Homepage) it turned to be the biggest private research, development an
i nnovation group in Spain. Having the orain
companies and to transform knowledge into G
making a valuable partner for most of the Basque companies and clusters. The Technali
corporation, which was created in 2001 with the aim to contributeetotd e vel opment o
and social environment by means of the use and promotion of Technological Innovation through the
devel opment and dissemination of Resear ch i
involved in many clustebased intarational projects, e.g. in energy sector or telecommunication

sectors (Interview 1G).

To conclude the part on institutionswe can see that different agents have been participating in the
cluster development process over the last years. Some of the, dgentise Basque Government

and most of the technology centers have been deliberately pursuing the cluster supporting strateg
whereas others, e.g. local development agencies or universities, first indirectly through natura
needs and later by grown awaess became involved in cluster suppot. Nevertheless the

coordination between them is not fully harmonized and requires better strategic prioritization.

2.3.Evolution of cluster policy

Considering the launch date the cluster policy is seen as one of #st, @dpecially within the
countries of the European Union (Azua 2008). Moreover, imgete to Hospers (2002) aGdECD
(2007a) it is also seen as one of the best practices in terms of the implementation. During thes
years the cluster policy hasn’t stayed the same, but rather has been slightly modified. At the san

%2 For more information seéttp://www.innobasgue.com/
% For more information sebttp://www.tecnalia.com/

126


http://www.innobasque.com/
http://www.tecnalia.com/

time Aranguren and Wilson (2013) highlights that thgportant issue is that the policy is still
Afactive today and i s one o fl0). THatas whyothe glestert policyu n r

is especially interesting to study for thedapths analysis.

First of all we would like to highlight the @htified periods in the evolution of the cluster policy.
The periods were identified while observing the cluster policy through the prism of thessayes

of the policy process.

During the observed 20 years of the cluster policy implementation weidev#ied four periods
in the evolution of the cluster policy: 1) 1989.999: Grounds building, I11) 20002005: Improving
and polishing, IIl) 2006 2012: Giving new opportunities and IV) Since 2013:rRe&nagement
boost Table20). This division into cluster policy periods is very similar to the one earlier identified
by Aranguren and Wilson (2013, 10) and Muller (2007). The cluster policy speciirogrammes

and phns can be found in the earli@raph 14as well as ifrable20.

Table 20 Identified periods of the cluster policyevolution in the Basque Country

Period I I I )\
Years 19891999 20002005 20062012 Since 2013
Duration 10 5 6 6
Grounds Improving and Giving new R S
NETIE Building polishing opportunities & re-focused
industrial boost
L Setting strategic New clusteridentification/ Sharing
. Cluster (initiatives) ; . organizational
Action . programme planning pre-clusters and inter o
establishment for cluster associations clusterin powers and building
b 9 new sector priority
Identification;
Realization of . .
. : e Crosscluster spillovers; .
competitive Internationalization; ; . Innovativeness,
Core . N new innovation . HVE LTSS
L strengths; Learning; SRR internationalization
objectives L . : opportunities; hidden . )
Productivity innovativeness . . and industry focus;
. industries
improvement of
companies
Funding of
cluster Public + Private Public + Private Public + Private Public + Private
development

Source:Author’s development
Now we will describe the key highlights of the cluster policy in each identified evolutionary period.
[. 19891 1999: Grounds building

This period is associated with the bringing of the cluster concept into the regions and setting the
grounds for its intensive implementation. By the end of the 1980s the Ministry of Economic
Development and Competitiveness was looking for the new ways to boost regional strengths. It wa
clear that earlier launched innovation and technoledpted programes couldn’t give full

strengths to maintain the economic pace of the regional growth. Furthermore a®@bewtde
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considered as a transformation period, the cluster policy was seen more as a supporting tool 1

create the basis for the future challengethe 21st century.

Around the same time the cluster as a concept was actively studied in academic circles and als
promoted by Michael Porter as a tool to identify the industrial and sector strengths of the territory.
The officials of the Basque Governmenitiated the study identifying clusters in the region. This
study was followed by the programme, which aimed to raise general awareness (on the cluste
concept, the existence of companies from similar sectors and potential, which could be extracte
from possible cooperation with other companies in the sector) among the companies of the
identified existing, or potential, clusters. Setting upsfinancing and providing informational

support for cluster organizations was seen as a mechanism to achiseegbals.

The main programmes, which were covering the cluster development, were the Basque
Competitiveness programme (1991), Industrial Policy Framework §199%) and Industrial
Policy Framework (1998999).

[I. 20007 2005: Improving and polishing

Around 2000 a review of the cluster policies functions as well as its general necessity was initiated
This was the first significant review of the existing mechanisms and actions to stimulate the
economic competitiveness based on the cluster approach. Durnginie many discussions

regarding the effectiveness and the purpose of the cluster policy took place. This period can be als

strongly labelled as the first possible turning point for the existence of the cluster policy.

The outcome of these discussicarsd reviews was the decision to maintain the cluster policy,
although with significant changes. The organizational ardrdmation structure within the cluster
associations was changed. It started to be more organized and the employees” role ansl positio
were more clearly defined. Furthermore, the associations started to design their sectors and acti
strategic plans and justify their activities in order to receive public funding. Finally the cluster

initiatives started to be open to all the desirecheatic agents from a certain sector.

The cluster policy was supported along the following programme: Interinstitutional Plan for

Economic Promotion (200R003), Science, Technology and Innovation Plan (2G0004).
[l 200671 2012: Giving new opportunities

After the long debate and decision making in the previous period of cluster policy, in this third
period it was made clear that cluster policy is justified. One of the possible contributions to such
justification was number of European and worldwide studied spreading of the cluster policy as

an effective tool for the strengthening of economic potential. Another reason might have been the
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interest showed towards cluster building on the national (Spanish) level agmigl2006 in Spain
cluster policywas mostly the responsibility of regional authorities. Since then on the national level
some cluster policy mapping initiative were suggested and were represented by Ministry of
Industry, Tourism and Trade through the Directorate General for Small andiidthterpises
(DGPYME) (Mller 2007. The main objective is the creation of a competitive and business
enhancing environment for enterprises. This programme is known under the name: Innovative
Business Groupings (IBG) identification and registratiderewith in the third period of cluster
policy evolution, the discussion and all policy relevant modifications were connected with the
desire to maximize the potential from the existing and possible clusters by organizing a more resul
based cluster policyAnother crucial element within the new trends in terms of cluster promotion
was the highlighting of the technological cooperation between the companies and all other relevar
institutions as a source of innovation. That is why by observing all measiniel, were taking

place on the regional and cluster associations” levels, we labelled this period as discovering hidde
chances or, in other words, discovering new sectors and potentials of the clusters in order to crea

new strengths for the Basque econy.

During this periodca. 2008)policy notions such as pidusters appeared. The idea of-phasters

has evolved from earlier existing Quality programme, which came to arbetyghoduced several
potential setors within the Basque economy, whiokaled continued attention and suppont

order to maintain theistrengthson regionaland nationalevels (Interview 1L, 1l). Furthermore,
another cluster policy trend has also appeared, namely the stimulation e¢lastss collaboration

(ca. 2011). Finimhg the links between existing clusters were also seen as an effective way to gain
new potential for companies and later for the region as a whéecluster policy was supported
within the following programmes: Competitiveness and Social Innovatior/ Pleogramme (2006

2009) and within it Innova Cooperation initiative, Business Competitiveness Plan {201(3),
Science, Technology and Innovation Plan (2Q070).

IV.  Since 2013: Reorganizationaand re-focusedindustrial boost

The last period, which was identified by us, is considered to have started in late 2013. The mai
features of the fourth cluster policy period is associated with the change of the Government in 2012
and the desire to review the performance of the suppereclusters andn this wayredefine the
sector priorities of the region, -adlocate operational activities to SPRI whilaligning regional
strategy with EU thematic and funding prioritiédoreover egioanl institutionsvere in need to
introduce a nuier of policy managing changes.g. along term planningor thematic policy
prioritization, while having interest imccessg European funding within the Cohesion policy
20142020 or Europe Horizon 2020
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It is still a little bit early to make comprehewvis statement about forthcoming changes, as at the
time when we conducted the interviews the new policy discussions and most of the decisions wer
only in development. Nevertheless, we managed to identify three main changes, which are about 1
take placen cluster policy in the BasqueoGntry: the management and communication with the
cluster organizations, the funding for cluster associations and strategic prioritization of clusters anc
the promotion of their internationalization. We will describe thenglka in more detail in the Part
Policy cevelopment stagef this Chapter6. All in all this means a clear government desire to be
less involved in themplementation of the cluster policy programmes and focus more on their
general planning. The reasons for this are seen in the lack of clustertentrggerts within the
Basque ®vernment authorities on the one side and the matureness of the asstmbperate
effectively independently on the otheide. Another important change connected to the high
number ofclusterorganizations ands a consequencdifficulties not only in managing them but

also in setting priorities for their role withinehregional development. It is especially relevant
within AEur opean § nwheres Iots iofadttentione is doi esgivencte dhe

strengthening of the selected industrial capacities of the region.

To concludeon the above policy periodswe can se that the cluster policy in éhBasque Guntry

by passing through different evolution stages has 1) always kept the focus on several key industri
sectors, 2) managed to stimulate diversification of traditional sectors, 3) was open to introduction o
new models within the development of thest&r concept itself, 4) has used cluster policy as an
important element to stimulate innovation and other way round and finally 5) responded with the
cluster policy to the needs of the changing sectors within its own economy.

2.4.Reviewing stags of cluster policy process

In this part of the chapter, we are going to do addapth study of the 7 stages of the cluster policy
process in each of the above mentioned 4 periods of the policy evolution. While presenting the
policy stages we will keep in mind the idiéied key factors, which are important for the effective
policy making leading to economic development of the region. The detailed information on the
methodology of the policy stages is reflt inChaptes 3 and Dof this thesis. The summary table

of the main findings from each policy stage in each of the periods can be foundhimnidneO.

2.4.1. Discussion initiation stage

By the 1990s the industrial and economic development of the B&3guetry was in decline.
Landart etal. (2005) mentionethat at that time there was an opinion that the Basque economy had
lost its traditional competitive advantages in regard to the bled@nomy. Atthis time (1990s)

# COMMUNICATION FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EL

ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGiaé¢anFmdadiial Renaissance
(COM/2014/014 fingl http://eur -lex.europa.eu/legatontent/EN/ALL/?uri=CELEX:52014DC0014

130


http://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX:52014DC0014

most of the industrialized countries started to compete inteigimology or highguality products

and reither of these could be offered by the Basque produtbrswas espeially requiredof the
Basque @untry since th&pain’s entrance to the European Union in 1986. In order to achieve new
competitive strengths, the Basque economy needed to redefine its appreaohdmic planning

and thinking.

At the same time it was also the moment when Michael Porter hasabierly promoting the new
model for defining economic competitiveness based on the clustgort which was later
expressed in one of his earliest books fACon
concept reachekey officials from the Basge Guntry during their study trip to the United States
(OECD 2007a; Ahedo 2004) (Interview 1E). As a result of this trip and with a strong
encouragement of one of the government officials, Jon Azua, the discussion within the Basque
Government to start theuster policy was launched. In reference to Esteban (2007) Michael Porter
himself made a visit to the Basqueo@htry and convinced the Minister of Industry of the
effectiveness of the project. Based on Torres and Lagendijk (2000) the logic or arguiniveht foe
concept of clusters presented by Porter was the continuation of-sdettted approach, which
already existed in the Basquewtry but in a more systematic and structural way. Herewith the
application of cluster based support for the territat@velopment would have been basically the

continuation of already existing industrial structure.

Although many policy makers were convinced with the model suggested by Porter, there were
others, criticizing the cluster concept and supporting the ide&rarfger innovation support. These
alternative points, agorres and Lagendijk (2000) mention, had the idea of more horizontal and
general support of the business environment and with a stronger promotion of R&D, education ant
marketing. Furthermore, theupporters of the alternative to cluster approach thought that if the
supporting sectors were chosen incorrectly, it might lead to poor allocation of the resources ant
further destabilize the economy. HPorter supporters strongly argued against thesgpdDn the
contrary they were sure, that without sector specification the general financial support would be ¢
waste of money, as the region wouldn’t be able to develop a certain kind of specialization, whick
was important for the technological and qualitpgrade of the products and services. Another
aspect of the discussion, in reference to Torres and Lagendijk (2000), was centered on the role
domestic and foreign companies within the Basque economy. The core of the debate was the fe
that if the clster related SMEs would follow the lead of the big compantete still not beingable

to face internsonal competition, the BasqueoGntry could lose not only big players, but the whole
regional competitiveness as wellhese discussions ended with the decision to contract Porter’s

founded company Monitor Group to conduct a study reflecting the current economic situation in
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Basque country, its competitiveness especially in a long term perspective, main challenges an

opportunities, and the identification of existing and promising clusters (Aranguren 2010b).

An alternative to the cluster approach, which was tried out in other B&mudry as well as in

Spain was the opening of the regional market to foreign companms.tdhded to stimulate
demand and create additional strengths within the companies and then in the region as a whole. Tt
concept was actually also implemented in parallel to the cluster policy, but it hasnt achieved the
desired success. The main reaasmmentioned by Torres and Lagendijk (2000) were the terrorist
attacks from the political group ETA in the region, which were hindering the foreign investments.
Only after thelatesttruce the Basque dlintry managed to recover its positive image andttact

the foreign investment.

By the beginning of the second evolution periodthe cluster policy in the BasqueoGntry had
already led to the establishment of several cluster associations, which were in operation for aroun
7 to 10 years. This, along witflobal trends, caused the initiative to make a review of the cluster
policy, its effects and make a decision regarding it further continuation or discharge. These debate
were developed mostly in governmegtated circles with strong feedback from theistbr
initiatives. During this stage most of the discussions were based on the existing academic researt
and communication with national and international experts by additional involvement of consulting
companies to conduct economic analysis of the redjiolevelopment. Although neither the
funding for cluster project support nor the operation of cluster associations was stopped,
nevertheless the whole period from 2001 to 2004 was centered on study and reconsideration of tt

cluster policy implementation.

Just before 2006, which we mark as thied period of the cluster policy, the existing discussions
and consideration in terms of the further character of the cluster policy started to result in certair
concrete measures and actions. Herewith the discussage of this period is seen as a strong

follow up from the previous, second period and can’t be explicitly highlighted.

In 2013/14 another round of discussion regarding the cluster policy effectiveness and its future ha
been initiated. Thigorth and the latest periodis also connected with the change in the tjali
governance of the Basquehtry. Another reason for the increase of the discussion round was the
worldwide popularity of the concepts effectiveness and big potential in terms ohsmgethe
territorial competitivenesgiere the discussions were primarily set with the aim to inquire how the
cluster policy could be improved in order to achieve its maximum input. The grounds for these
discussions were international cluster and clystdicy related studies. Furthermore, as in 2006 the
Deusto Foundation together with the support ef Basque Gvernment have launched a research

institute aimed at the study of the Basque competitiven€xgestra, its reviews and experts were
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actively involved in the development of the policy approach. Finally the strong involvement of

business groups and clusters associations should be also stressed.

Summing up the discussion stage in the fourth periodsf the cluster policy we should strebsit

during the whole time Basque Government intends to have and maintain the communication witt
the business sector. Thus, until around 2005 these discussions were quite loose and essentially tc
place with the leading companies and technological enlerthe latest periods of the cluster
policy the higher attention is given to SMEs and their integration into the discussion. Furthermore,
the annual regular meetings of cluster associations are starting to be real discussion and informatic

sharing forms and platforms for most of the regional representatives.

2.4.2. Economy andcluster analysis stage

Around 1990 along with the initiation of discussions ogasure to choose in the Basquzu@try,

the government together with the local province council of &&kla Diputacion Foral de Bizkaia)

and the Bilbao Financial Development Society (Sociedad Promotora Bilbao Plaza Financiera)
decided to contract the Porter’s consulting company Monitor group to conduct an analysis of the

Basque economy and clusters (MilR007).

The study (Monitor 1991) was conducted in about a year and its main results were releases in tr
newspaper Economiaz in 1991. In reference to Landart et al. (2005) the basis for the analysis ust
for conduction of the study by Monitor Group wasalytical works developed by Michael Porter.
This study utilized several methodological approaches and was conducted in several stages. Tl
focus of the study apart from analysis of clusters was also aimed at evaluation of the genere
situation in terms focompetitiveness of the Basq@auntry. As a result two big challenges were
observed: the weak business culture and entrepreneurial atffodes, Lagendijk 2000)The
existing business culture was seen as individualistic and not entrepreneurial (Bdanga and
Ozerin (1997), cited in Torres, Lagendijk 2008)nong further important weaknesses wére
mismatch between the technological expertise and efficiency with marketing efforts, as many higt
guality products were sold undpriced in the foreigmarkets, e.g. under the names of other brands

or through retailergTorres, Lagendijk 2000). As Torres and Lagendijk (2000) explain the main
reason was again the lack of business culture, in particular the lack of competitive experience
among the businessector, which was the result of the market closeness and strong public
regulation. Finally, one of the most essential drawbacks of the BaSquatry’s business
environment was the absence of links or cooperation between companies, universities atd resear

institutions. The exception was Modragon University that had strong industrial ties.

The further focus of the study (Monitor 1991) was on the identification of existing or potential
clusters. As Aranguren (2010b) mentions the process of cluster idefioiinsisted of 2 parts: after
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the identification of around 50 potentially international sectors, the sectors were grouped in clusters
which were then revised by putting additional information, such as their weight in regional
economy, share of employmemumber of companies, linkages and ability to establish them
(vertically & horizontally), nature of competitive advantage and costs of improveifteatfinal

cluster selection included 11 clusters, among which 6 were seen as very competitive and 5 witl
competitive potenti al (OECD 2007) . I n the ¢
systems marked by vertical (supply chains) and horizontal relationships: to customers, commot
resources, and particularly t edatetall(20QpynentionT o r
the natural character of clusters and their possible competitive advantages, which can be created
the short term and in accordance with demand on international markets, were playing an importar
role by further cluster selaoh. This cluster selection was later used only as guidance for the
government’s decision on the selection of clusters for their financial suffiertthe release of the
study’s(Monitor 1991)results a publigrivate platformwas established with the main purpose to
decide, in cooperation with business, on common sectors/ clusters to receive further public suppo
(Esteban 2007). The main point was the desire to find out the reaction of the companies with regar
to the clusteconcept and inquire on their willingness to participate in such an initiative. As Landart
et al. (2005) think government was trying to push the cluster policy in the region but without taking

a compete lead in the establishment of clusters.

The selectiorof the final clusters for the programme support was conducted by the government
based on three sources: the study results (Monitor 1991), the opinion of the business sector and t
interest of the government officials. Although it seems to be transparéndlear the decision on

the sectors for further public support was often criticized by numerous regional actors. The basis fo
the criticism was the involvement of big and regionally influential companies and research centers
(Torres, Lagendijk 2000)Codke and Morgan (1998) express their opinion on cluster selection
being done in a fArather secretive fashioeno
proposed clusters only three were initially seledf®@&ECD 2007a) Thus, due to the developed
criticism, the sectors were revised and a new, extended list of clusters, which created the basis for
more diversified Basque economic development policy, appeared?@ast cevelopment stage
Chapter6). In 1996 a mieterm evaluation, produced by the Monitor Group, presented the results

from the group working with leading companies in defined clusters.

In the second periodof cluster policy evolution extensive debates regarding the termination or
prolongation of the cluster supporting programme in the BaShqumtry took place. Since this
period we can find numerous studies produced by SPRI and other external and ixfeertalie
regional studies, e.g.orres and Lagendijk (2000) éragon et.al (2004 An extensive review of

key publicationss presentedn Table21. Based orthe interviews, we assume that some consulting
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companies, e.g. Deloitte, Boston Consulting Group or Accenture might have been contracted tt

perform the analysis as wélhterview 1).

In 2006 the research academic institute OrkeBasque Institute of the Competitiveness was
establishedlts main aim is to perform analysis on the competitiveness, innovation and cluster
promotion and to assist regional actors on their way to bwléave in the regionSincethe third

period of the cluster policy, many more studies related to cluster and economic analysis have bee
conducted due to this institute. Not all of therare explicitly used to modify the existincluster

policy in the Basge untry, but they often serve as a side or an independent guide for
government, business and the public to inform on the current and forthcoming trends within the
regional economy. The Basque Country Competitiveness fepehnich is published every second
year, serves as an example. The report is based on the methodology developed by the institute
experts and along with the general review of the BaSlijue nt r y6s competi ti ve
includes independent paraghs on the key components of the regional competitiveness together
with the recommendations for the regional policy. The increasing number of publications might
have to do on one side with the regional actors” demand for the information and on trsédether
with the action research / participatory methodological apprpeatticedby the researchers of the
institute. Besides publications, within the international cooperation framework of the European
Cluster Observatof§the institute has also createaithown tool for the identification of clusters

especially for the Basqu@ountry and Spain.

At the same time, the selection of qmlesters for public support was also increasingly initiated at
the Government level based on the results from the Qulitgrammes, which were in place from
1992 up to 2003. The selection of jmlasters was done based on the outcomes of these
programmes (the new sectors were showing strong internationalization or export potential) and ir

the consultation with key represatives from these sectors (Interview, 1N, 1L).

In the fourth period of the cluster policy Orkestra was also involved in responding to the new
cluster policy targets, e.g. regarding the promotion of the dyoster cluster collaboration. The
analysis wee requested and used in the framework of the programme initiated by the two bordering
chambers of commerce (Gipuzkoia and Bayonne), Bihartean. Traditionally involved institutions,
such as SPRI or Technalia also continue delivering reports and studies,cahibe used by the
government in their planning. Especially SPRI is currently actively involved in the review of the
cluster policy and the performance of clusters aneclusters in the lasts years. The objective of
this review is to redefine the exisj competitve clusters in the BasqueoGntry and align them

% For more information see
http://orkestra.deusto.es/index.php?option=com_fabrik&c=form&view=details&ltemid=265&fabrik=12&tableid=12&
rowid=242&lang=en

% For more information sebttp://www.clusterobservatory.eu/index.html|
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with regional industrial specialization strategy up to 2020. Furthermore, the developed Busines:
Internationalization Plan 20312020 includes a briedconomic review of the Basqueothtry and

moreover, the international comparison with benchmark regions is made.

In the Table 21 below you can find the list of the most relevant economy and clusatysan
performed in the Basqueo@ntry with the aim to define, +&djust or polish the existing cluster

policy.

Table 21 Core studieson clusters and cluster pdicy in the Basque @untry during the period

19861991
Year Study
- Circulo de Empresarios Vascos (Enero 1986): Informe sobre la Politica Industrial, Bilbao
1986 - Del Castillo, J. (Primavera 1986): La Politica Industrial del Gobierno Vasco, Ekonomiaz

Vitoria-Gasteiz
- Departamento de Economia y Planificacion (1989): Inversién Industrial en el Pais Vasco: Ev

1989 Reciente y Perspectiva, Servicio Central de Publicaciones del Gobierno Vasco;¥i#staz
1991 - Monitor Company (1991): La ventajampetitive de Euskadi. Fase I: Identificacién del potencia
competitividad. Ekonomiaz, n° 21, 1-:269.
1994 - Gobierno Vasco (Junio 1994): Una Vision para el Futimograma de Competitividad de Euska
Samper S.A.
1995 - SPRI (1995): Analisi€structural de la Economia Vasca 198®4. Perspectivas para el Perio
19961999, Bilbao
1996 - Monitor (1996):Programa de competitividad. Resumen de conclusiones de los grupos de tra
los clustersMonitor Consultancy, Madrid.
1998 - SPRI (1998)Gestién tecnolégica de las empresas vascas. SPRI, Bilbao
- Torres, K. and Arnoud Lagendijk (2000): f
2000 al . edition, Restructuring I ndustry a hahdomd,
pp. 143161.
- Plaza, B. (2001): Politica Industrial de la Comunidad Auténoma del Pais Vasco20®B]1
Economia Industrial, n°® 335/336, 2000MV
2001 - Taylor, Sandra and Philip Raines (2001):
Cluster Building in the Basque Country an
#48, European Policies Research Centre, University of Strathclyde, September.
- Navarro A.M. (2002): El Analisis y la Politica de Clusters, Universidatibnoma de Madrid,
2002 Madrid _ _ _
- Porter, Mi chael (2002) : AfBasque Competiti
2002.
- Aranguren, M. J. & Navarro, . (2003): AL
Ekonomiaz 53, 9113
2003 - Larrea, M. (2003) : AClustres y territorio
Pa2s Vascoo. Ekonomiaz, nU 53.
- Navarro (2003): AAnS8Slisis vy pol?2ticd de cl
- Aragon, C., Aranguren, MJ., et al.(2004): «A Methological Approach for Cluster Poli
2004 Evaluation: the Basque Country Case» Paper presented in 8 the EUNIP Annual Intert
Conference, Birmingham 2004
2005 - Esteban, Juan Manuel (2005) : AfBasdwok G&ou
Brussels, Belgium, October 2005.
- Azua, J.M. (2006): Politica Industrial y Competitividad: el caso del Pais Vasco, Boletin Inforr
Techinit 321, Pais Vasco
- Aranguren, M. J.; Larrea, M. ss&cluptexswa spatial netwbrl
2006 in the Basque Countryo in Pitelis, C; Sud
the development of economies.
- Ahedo Santisteban, Manu (2006) : i Bu ness

S i
and Catalonia(1992 0 04) 6, European Urban and R&8%i on
- Navarro, M. et al. (2007): Indicadores y analisis de competitividad local en el Pais Vasco,
2007 Servicio Central de Publicaciones del Gobierno Vasco
- (OECD2007a, p290)
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Year Study
- Orkestra (2008): Informe de Competitividad del Pais Vasco. hacia una propuesta Unica d
Basque Institute of CompetitiveneBgusto Foundation
- Aranguren, M.J. (2008): Identificacion de clisteres en la CAMBAsque Institute o
Competitivenes®eusto Foundation
- Cuesta, A.; Albisu, B. (2008): La demanda, la oferta y el clister de las Tecnologias
2008 Informacién y la Comunicacién en la CAPV, Orkestra Serie Competitividad, Basque Instit
Competitivenes®eusto Foundation
- Valdaliso J.M. et al. (2008): Los origenes histdricos del cluster del papel en el Pais Vast
legado para el presente, OrkestEausko lkaskuntza
- Report to the Basque Parliament (June 200
ladeslocaliaci - n productiva: riesgos para | aecol
- Orkestra (2009): 2nd Report on the Competitiveness of the Basque Country: Towards an ir
based competitive stage, Basque Institute of CompetitivedesstoFoundation
- Aranguren, M.J. et al. (2009): Asociaciones clister de la CAPV: desempefio y retos, Basque
of Competitivenes®eusto Foundation
- Santiago M. Loépez et al. (2009): Los origenes histéricos del cluster de electrénica, inform
comunica®nes y su legado para el presente, Orkedfiesko Ikaskuntza
- Aranguren, M.J. (2010): Evaluacion de politicas clu®asque Institute of CompetitiveneBgusto
Foundation
- Aranguren, M.J. et al. (2011): Identificacion de clisteres: un poodes investigaciéaccion,
Orkestra- Instituto Vasco de Competitividad Fundacién Deusto
- Valdaliso J.M. et.al. (2011): Los origenes histdricos del cluster de la industria maritima en
Vasco y su legado para el presente, Basque Instit@eropetitivenes®eusto Foundation
- Orkestra (2011): Informe de Competitividad del Pais Vasco 2@dsque Institute o
Competitivenes®eusto Foundation
- Valdaliso J.M. et al. (2012): El cluster de la industria aeronautica y espacial del Pais
origenes, evolucién y trayectoria competitiva, Donostia: Eusko lkaskuntza ; Instituto Vas
2012 Competitividad- Fundacion Deusto
- Aranguren, M. J. et a[2012): Estrategias para la construccion de ventajas competitivas regic
El caso del Pais Vasco, M#al Pons. Ediciones Juridicas y Sociales. Madrid
- Orkestra (2013): The Basque Country Competitiveness report 2013, Deusto University; |
Institute of CompetitivenesBeusto Foundation

2009

2010

2011

2013
Source: Author’s development

Concluding the economy andcluster analysis stage we want to highlight that despite the
extensive highly informative studies and reviews produced before, during and after the
implementation of the policy programmes, it seems that the knowledge coordination level betweer
some of theregional actors, who are directly involved in the analysis, is still weak. In addition,
apart from the reports on Basque competitiveness and the annual reports delivered by involve
organizations (cluster associations, SPRI, government) there is no alystepproach to economy

and cluster analysis.

2.4.3. Policy review stage

In the first period of cluster policy evolution an extensive review of the previously existing
policies, programmes and measures was done. Moreover it was necessary as the new policy w
offering completely new and a more demand based and industry diversification approach. Based a
the interviews and as partially seen in the previbaisle21 a number of studies on the analysis of

the previous policies were conducted in the period 1986 to 1989. Furthermore, as soon as th

decision was taken to implement cluster policy the review of previously existing measures anc
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policy instruments toolplace. The study (Monitor 1991) not only reviewed economy but also

provided the regional experts with the critical points and suggestions for further pghloyations

Prior to the introduction of the cluster policy in the Bas@aeintry, as earlier entioned in the
policies review(Graph 14)the socieeconomic development of the region was mainly within the
frameworks of two types of policies: industrial and technology/ innovationTdrereview of the
instruments was mainly conducted within these frameworks. In the mi@0s the public support

was maoe targeted towards the traditionahature but declining sectors, where employment was
numerous. Furthermore, as stated by Torres and Lagendijk (2000) the promotion of companies
strengths was done thugh the technologgush model. This technology push model based on the
OECD (2007a) was dominating the temi&b development of the Basqueothtry in the 80s and
consisted of programmes supporting the firms by the development of their technology.rAnothe

element of these policies was the creation of technological parks.

What changed in the 90s with the beginning of the cluster policy was the decision to suppor
institutions, which would try to promote competitiveness of SMEs in particular sectors. These
strategic changes as the result should also improve the overall strengths of the region. Furthermor
cluster policy represented a demand oriented rather than technology or innovation promoting typ:
of policy in the view of the public officials (Torresagendijk 2000). Except faskeptics who
wanted to continue public spending exclusively on technology promotion, the majority saw the
promotion of clusters as a complementary, and more defined approach, to the previously develope
set of technology orientkinstitutions. Moreover, clusters would have been filling the gap in
regional support infrastructure as further promotion of innovation activities and technology would
allow the region to compete in numerous sectors (Torres, Lagendijk 2000). The onkasetire
selection of the right sectors. This issue was solved by trying to create a-poitiviate platform

for the establishment of cluster initiativeSeeing clusters as a missing so calledi c o mp | et
mod el of t ec hn o frommglgmam sidp gf econbrndy m{glt bavedseryed as a decisive
component convincing enough to decide on the launch of the cluster policy at the beginning of
1990s. Additional to the above mentioned reason in reference to Torres and Lagendijk (2000) th
significant fator for policies approval was the consensus of the Basque Government with the role it
had to take within the further promotion of the cluster policy. In particular the benefits were the
possibility on one side to keep on being an important player witigionmal development due to
having a role of moderator and initiator of the newly established cluster associations, and on anothe
side to have less responsibility for the effectiveness of the policy (as all activities within the
established cluster organtmns had to be developed by the companies and other institutions

themselves). It was important both for the public and private sector, as one of the weaknesse
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which were identified in the Monitor report (1991) was the strong dependence of busineisefrom

government and inability of private sector to have an independent entrepreneurial culture.

The second extensive review of the cluster policy took place in 2000 (Aranguren 2010b). This
indicated thesecond periodof the clusteipolicy evolution in theBasque ©Guntry. It finished with

the decision to continue with the concept of cluster promotion. Moreover the attention to the
support of the cluster initiatives in the following third period further increased. The basis for the
reviewing of the previousqgbicies and approaches towards the depelent of the BasqueoQntry

was the Lisbon Strategy and the demand to increase utilization of local knowledge and technology
It was especially relevant for the Basque companies, which were still predominantigdothieir
strengths on the basis of foreign technology. Herewith the strategic review, which included exerts o
the business, research centers and technology was done. We don’t know the precise details of tl
review as the report wasn’t accessed by useNleeless along with other factors the review of the
existing policies resulted in a significant change with regard to general policy planning and cluster
policy as well. The core modification was the desire to unify certain policy activities and create a
more general regional development planning. This resulted in the development of genera
Competitiveness Framework Strategy for 2@03 4. Within this framework the cluster policy was
further supported.

In the third period of the cluster policy evolutiorthe review of the existing cluster policy took
place around 2006. The main reason for this policy review was connected with the termination of
Quality Programmes, which were assisting export oriented sectors since 1993. Apart from classice
reviews of prgious programmes, which take place on the regular basis before the development of
the new one no specific analysis on clusters or economy were done. gsintieetimen 2007 the

first overall academic analysis of the Basque Competitiveness was perfoumtbérfore, around

2008 additional numbeaf new clusters were identified. In tiseoperatiorwith business in several

of these sectorso calledpre-cluster associations were established.

The review of the cluster policy as well as other developmentigslbefore the beginning of the
fourth period was influenced with the need to adjust to the European policy trends on the
specialization and diversification in the framework of the Cohesion policy-202@ and Smart
Specialization StrategieSome of theaction plans proposed by the Basque Government already
include a multilevel review of existing policies on business, entrepreneurship promotion, etc.
Furthermore, SPRI in collaboration with Government is also developing a new approach to cluste
enhancerant. The policy review is done based on gwoperationwith managers of cluster
associations, quantitative indicators of cluster performance and their alignment with the

forthcoming plans for regional development in the next 6 years.
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To concludewe acknavledge that the review of previous programmes is done almost in all periods
of cluster policy. At the same time no clear and structured cluster policy review has been performet
until the recent years. We expect that it will be altered with the revieweaflygster performance

and cluster prioritization taking place at the moment.

2.4.4. Policy cevelopment stage

The main aim of the development stage is in elaboration of the grounds for further implementatior
actions. The basis for the development stage iritheperiod of cluster policy evolution was the
study conducted by the Monitor Group (1991), the discussions held among the politicians anc
businesses. The outline of these decisions served as the guideline for the concreate instndments
was indicated in th€ompetitiveness programme 1991 1995 which was the part of théeneral
Framework for Industrial policy 1991 i 19957 (Graph 14).The main objective of the newly
developed programme based on OECD (2007a), Landart et al. (2005), Atagbn(2010) and
Mualler (2007) was the enhancement of regional competitiveness through the promotion of
collaboration between firms and research centers. The collaboration would enhance innovation an
innovation would lead to strengthening competitivendssorder to achieve the objectives the
actions had to assist in overcoming the core weaknesses (OECD 2007a) such as the poor marketi
of local products, especially internationally, and the absence of coordination among companies
universities and otheegional institutions (OECD 2007a; Esteban 2007). Furthermore, as we have
already mentioned, the decision to develop regional policy based on the clusters had to address t

demand side of economic development and make a certain industrial specialmat@régions.

Within the Competitiveness programme the cluster policy was implemented through following
actions: identification and promotion of the clusters in defined priority sectors by establishment anc
financial support of sector focused institms§ c | ust er associations) as
2005, p.15, and Gometarrafiaga 2009; Aragon et al. 20J@pmoting cooperation between firms,
research centers, etc. in assisting them in search for common projects and providing knowledge c¢
more effective marketing, internationalization and sector treBdgeban (2007, @1.0) mentions
further potential activities of these associations:

1 To gather and spread strategic information

1 To identify strategic challenges and potential synergies

1 To evalate the potential synergies identified

1 To identify and promote cooperation groups with common interests in order to generate

cooperation projects

" For more information see
http://www.politi caindustrialvasca.net/PIGV/politicaindustrial en.nsf/0/FDC1563542344594C1256F390026E0F7/$file
/1.1MGA9195+eng.pdf
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As such the Competitiveness programme was exposing the notion of clusters, the need to see t
economy througithe prsm of the clusters and stressititge focus on the following 8 priority
clusters (Landart et al. 2005, 15; Aranguren 2010b, BO; Muller 2007, pp7i 9):

1. Household appliance€(in 1992)
2. Machinery tools (Cl in 1992)
3. Value-added steel (Clin 2@)
4. Port of Bilbao (Cl in 1995)
5. Aerospace (Cl in 1997)
6. Paper (Clin 1998)

7. Automotive components (Clin 1993)
8. Food (Clin 2009)

The aim was to establish in each of the identified sectors a new sector organization, labelled as
cluster association. More on the character and style of these institutions is presented in the pa
Policy implementation stagef Chapter6. It is interesting that the above mentioned list of the
selected priority clusters in Competitiveness programme -19995 includes only three clusters
(household agm@nces, machinery tools, port of Bilbao) primarily identified by the Monitor study
(Monitor 1991), the other five were selected based on the political interests. That is why in the
Competitiveness programme launched in 199additional sectors (OECD 2007jp.287 288;
Torres, Lagendijk 2000) were included. They are:

1. Telecommunication (Cl in 1996)
2. Energy(Cl in 1996)

3. Environment (Cl in 1995)

4

. Business management and knowledge (CI in 1996)

Referring to Torres and Lagendijk (2000) the implemergedhpetitiveness programme wasn’t
optimally developed, as it was very amhisolacked focus, had introduced too many new concepts
and institutional entities. Moreover government officials were very arobitigith the policy
results, in the sense that thegd expected to see theogresdrom the implemented measure in the

short term, which however can’t be expected in terms of cluster promotion.

At the same time, despite certain criticism, the launch of the cluster based approach has managed
influenceother existing pro;gmmes and plans in the Basqueu@try. In particular théndustrial
Technology Plan 1993 1996not only included such notions as clusters, but had also stressed the
need to support the articulation of technology demand through tteralusrking groups. The plan
mentioned three types of projects, whichreveontributing to developmentf estronger links

between cluster associations and technology centers. They were (Torres, Lagendijk 2000):
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a) Generic projects proposed by the technologyters, to improve athange their technology
profile
b) Generic projects proposed by the cluster organizations or other sectorial grdopmest
future technology needs
¢) Individual projects presented by individual R&D units of firms, possibly Hoperaton
with the technalgy centers or the universities
These projects had to improve the interaction between the technological centers and companies,
also lead to more transparency and more structured provision and dissemination of technolog
support. Sirmar advantages were also expectedtfier companies in the region. It was clear that
one of the purposes was to establish clusters and link them with technology which was perceived i

other programmes as well.

The Industrial Plan 199699 as well as theScience and Technology Plan 1992000 had
included and considered the earlier principals defined in cluster policy in Competitiveness
programme 1991995. In particuladNTEK innovation and technology programme 19977

2005 was seen as an economic instrumeiithin the above two mentioned plans to support
research, development and innovation activities within the priority clusters. This meant that the
companies would be subsidized for the development of projects along the thematic areas, define

for the esthlished clusters.

Thereforethe Competitiveness programme supporting clusters has continued its implementation in
the BasqueCountry without any significant changes until the development of Itier-
Institutional Plan for Economic Promotion 200003, which is already associated with thecond
period of Basque cluster policy evolution. The plan stressed three main pillars (Basque Country

Competitiveness Atlas 2015):

1 Infrastructure: Creation of the competitive context
9 Structural change: Acting on existimglustrial structure

1 Industrial promotion: Development of new industrial structures

Due to this plan the Basque Government expressed itoramnt to develop the projects focusing on
knowledge, quality and cooperatioralong three defined thematic areas: inaten,
internationalization and investment (Basque Country Competitiveness Atlas 2015). Along with it,

increased attention was set on two sectors: energy and tourism.

After the review of the cluster approach in 1999 the decision was taken to contintleewdthster
supporting policythus through improving the organizational structure and the work of the cluster
association (Aranguren 2010b) (Interview 1H). In particularly cluster managers had to improve

their reporting of the implemented and plannedvdids in order to justify their support from
142



government authorities (Interview, 1L). Moreover this planning had to be oriented e yJga8s

for sector development and 2) on the annual basilecting the cluster association’s activity and
include tematic lines (innovation, internationalization and investmenitentified by the
associations. As these changes are closer connected with the implementation stage of the clus
policy process, they will beistussed in more detail in thef Policy implementation stagim
Chapter 6

Another important plan, which was addressing ¢hester development as a metnstrengthen
internationalization was thénternationalization plan 20002004 It explicitly highHighted the
increased chances for internationalizatiaa promotion ofcollaboration and cooperation between
companies and other regional economic agents. Similar to the first period of cluster policy
evolution, also in the second period of policy evantihe support for clusters was reflected in
Science,Technology and Innovation Plan20017 2004 along with the already in forc®TEK
Programme launched in 1997, where the technology centers were pushed to develop generic
research projects to address timerests of companies in industrial clusters in the region.
Furthermore, as the coordination of cluster policy was transmitted to Division Quality and
Innovation, the cluster issues were also addressed in several programmes related to Quali
Infrastructue, in particularQuality Plan 20007 2003 During this period one of the regional
agencies, EuskaiBasque Quality Foundation (Fundacion Vasca para la C&ljdadhs actively

involved in the communication with clusters.

In 2003 a new approach towards the regional economic and technological development wa
launchedlts core feature waa long term strategic vision, whit¢tad to build clear priorities for all
economic agents in the Basqueudtry. It was also during the s when several East European
countries entered the European Union and posed new competitive challenges for the old membt
states. TheCompetitiveness Strategy Euskadi 2018as associated with thé“ZTransformation
period (Graph 124 of the Basque Quntry. It identified the following core pillars for regional
development in the next decades (Basque Country Competitiveness Atlas 2015):

Constructing the society of information and knowledge
Turning the Basque Country into a referent within the Europesearch and technology
area

1 Extending the Total Quality Principle as a form of organization management

The specification of the Competiéness Strategy for the Basqueu@try was reflected in The
Business Competition and Social Innovation Plan 2008009 (PCEIS) and the Science,
Technology and Innovation Plan 2010 Both of them along the general industry and technology

% For more information sebttp://www.euskalit.net/
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support included the promotion of clusters. They mark the start dfitideperiod in cluster policy

evolution in the Basque CountB008)

In particular the PCEIS Plan 20062009 strongly highlighted the need for cludtased vision for

the region and the need to extract more potential from the application of this development approact
A significant novelty in the developed strategy arddnpwas the need to generate regional
knowledge and capacities to enhance tbenpetitiveness of the Basqueoudtry. The defined
thematic areas were productivity, innovation, creativity, generation of knowledge, capacity to adapt.

internationalization oracial cohesion (Basque Country Competitiveness Atlas 2015).

Cluster and sector based strategies were at the heart of the developed competition model within tt
Business Competition and Social Innovation Plan 2Z0@®09. This meant that specific lines of
action were created for the promotion of clusters, which were specified in the "Business
Competition and Social Innovation” document: Rules for Strategy and Lines of Actian”
reference framework for PCEIS 206@2609. One of the activities was relatedtte establishment of
OrkestraBasque Institute of Competitivened3a(t2.2.6. Universities and research institutiais
Chapter6). Further actions were related to deepening and widening the cooperation of clusters
between themselves and with other regional agents. Strategic planning for cluster associations w:
further highlighted as important for their effective existence. Moexiipally these principals

were expressed in tHBINOVA Cooperacion Initiative, which was launched in 2007 within the
Science, Technology Plar2007 - 201Q As mentioned irthe Basque Country Competitiveness
Atlas (2015) the central objective of the progbme was to At o integrat
innovation particularly affecting knowl edge
Specifically Innova Cooperacion was developed along the following principals (Basque Country
Competitiveness Atlag015):

Promoting and articulating cooperation within the Basque Innovation System systematically
Strengthening and reinforcing the creation of cluster breaking with the confusion that cluster
is cluster association

Renewing agents' commitment to coopemats a key vector for innovation

Boosting innovation opening up new fields for cooperation innovation and new methods for

making it happen

This is also the programme which stimulated the need to promote not only existing priority clusters,
but also give pportunities to promising sectors and clusters. It was especially necessary as during
the earlier Quality Plan (20€@003) several potential sectors were identified and the Government

was looking for tools to continue the support for these sectorsaawell f mover un poc

(boost or reshuffle a bit existing sectors)o

144



new precluster associations since 2008. Along with-gltesters the initiative for intecluster
collaboration was alspronounced since 2009. Within this initiative the idea was to establish an
organization or institution (selected by the cluster initiatives), which would unite different existing
cluster initiatives and look for possible links and projects between thieentafional behind it was

the thought that there are some open global niches with possible big potential for Basque companic

to compete (Interview 1B).

The third period of the cluster policy finished with the cluster supporting strategies outlined in the
Business Competitiveness Pladeveloped for year20101 2013 Here the role of the clusters,
technological centers and the cooperation between them for competitiveness and growth was furth
stressed. The general model for the development expressead thighplan was built on three
horizontal lines: Companies (as drivers of transformation), Governance (as the motor for the
transformation), Competitiveness (resort for the transformation) and three vertical thematic lines:
open economy, economy which r#novative, entrepreneurial, and technologically advanced, and
sustainable economy. Within it, clusters were building a contributing ipathe established
horizontal competitiveness pillar. Moreover the promotion of clusters was seen not only as ar
instrument of creating a competitive economy but also an economy that could take a lead. The
horizont al action | ine, |l abell ed as NACooper s
the promotion and development of clusters. The previously deciaitéative to stimulate pre
clusters was continued. The plan was very clear and precise in the actions to be taken, thus a |
ambitious considering it had only three years for implementation. Moreover, it has already includec
the milestones to measure timeplemented results. Finally, the plan had clearly indicated a) the
participants from business as well as research institutions, who were involved in the discussions ar
development of the plan, and b) the responsible parties within the government analgont
administration. Although the Competitiveness Strategy Euskadi 2015 is still in force, which makes
several programmes to be connected to them, it is clear that the new transformation period in th
policy planning has been launched. Along with te&ewvance of knowledge, technology and
innovation the revitalization of industry is essential for economic growth and territorial
competitiveness. For the Basque country’s private and public sector it means facing anc
overcoming new global, digital, techwogical and industrial challenges. Embracing these
challenges the Basque Government has already managed to stress the role and promotion of clust
within several newly developed programmes. Along withSbience, Technology and Innovation

2015 and Plan Euskadi for Sustainable Society 2015in particular the Business
Internationalization Plan 201471 2016incorporates the main principals for cluster promotion and
integration into the system. Clusters are seen as central to innovation and knowledge byilding b
taking the role of the forum for networking and knowledge exchange with the aim to reach the right

partners and develop innovational projects built on -sp#irs between multiple sectors and
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clusters. Moreover clusters should be integrated in the gl@baé chains by stimulating unique
partnerships all over the globe and enhance internationalization of companies. The plan is very we
elaborated, includes contribution of other public institutions on the regional, province and municipal
levels. It has amulti-level scheme (European, Spanish and Basque administrative level) of
programmes in force, funding context is also taken in consideration. With these inspirations the

fourth period of the cluster policy development is associated.

In addition to thesethe Basque Government together with SPRI has developed more specific
strategy for further cluster promotion. As of August 2014 the strategy is in development. At the
same time its main aspects have been shared with us and include (Interview 1I, 1l9: 1) th
narrowing of existing cluster associations, 2) strong focus on advanced manufacturing, industry an:
energy, 3) internationalization and technological development and 3) stronger integration of cluster:
in the development of plans (the drafts of indukttiaompetitiveness plan is being shared with
cluster association and their comments are being incorporéatetthe next yearsmostly following
clusters will recived priorityenergy, automotive, aerospace and maritime. Possible mergers can be
between following clusters: household appliances and Habic (includes forestry and furniture/ office

related equipment) or logistic and port of Bilbao.

Summing up on the policy review we can highlight significant progress in the specificity of the

programmes and their objectives. Moreover there is a higher involvement grade of regional actor
in the development of plans. In addition the plans are closer harmonized between each othe
Newertheless, the feeling of continuity of the main pillars and actions across and within each new

plan is still very loose.

2.4.5. Policyimplementation stage

Implementation stage makes the review of the concrete actions, which were taken towards th
achievemenobbjectives indicated in the programme papers in relation to the cluster policy. However
it is often very difficult to make a clear separation between the implementation elements, which
were written down in the programme plan itself and the concrete actwiich have taken place.
Nevertheless here, based on our developed methodological framework, we have tried to highligl
the most relevant activities. In order to make the report more structural in the review of the
implementation stage we will first pregea general approach in terms of selected instruments to
strengthen, develop and promote clusters and then within each instrument, we will discuss it:

evolution over the four identified periods of the cluster policy.

The final objective of the clusterggramme as we already mentioned was the promotion of general

regional competition through strengthening of existing and/ or promising clusters in the region. The

strengthening of these clusters was seen as possible due to stimulation of cooperation amor
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companies in certain sectors, labelled as clusters, and technological centers. This cooperation wou
stimulate the development of companies” new products and improve their managing and/ o

production processes and as a result increase their competitivegiessilly and internationally.

Herewith on the regional policy level basically two main instruments were selected to strengthen
the clusters in the regions:

I.  Establish and suppottuster associations
ii.  Stimulate and fund the developmentpobjects in the cooperationbetween companies

and/ or technological centers

Mainly, these two instruments with certain modifications have been the core of the phlisyein

the Basque Quntry during the last 20 years.

|. Cluster Associations

Thefirst period of the cluster policy implementation consistedwb phases: 1) 1991995 and

2) 199671 1999 In thefirst phase, when the policy was launched under the framework of the
Competitiveness proramme (199295) only sectoral priorities were set and the guwent
expressed the desire for companies to cooperate within these sectors. In order to facilitate thi
cooperation it was recommended to establish cluster supporting @asspsations, where
companies could exchange experience, knowledge and look dgcppartners (Miller 2007;

OECD 2007a)Thusthe main role of cluster associations was to be a sectoral/ cluster facilitator.

In order to establish this cluster association the Department of Economic Development anc
Competitiveness (at that time underotirer name, for more informatioRart 2.2.1 Basque
Government and Administratio@hapter § created working groups, which were composed of
officials from different divisions of the Basque Administration and representatives of the leading
companies. The working groups in each sector/ cluster had almbgtracchical structurelThese
groups represented closed networks of companies due to strict mieimb&re aim behind it in
reference to Torres and Lagendijk (2000) was to create and educate the expert groups, which wou
be acting as mentors for the whole industry. The type of work these working groups were doing is
to gather under the framework ofrpeular workshops and to discuss sector relevant issues. From

these by the year 2000 independent operational cluster associations had been established.

Representatives from the Basque Government, also known as public servants were technicians fro
the Basque Administrationmainly from the Department for Economic Development and
Competitiveness. They were specially trained and educated so as to have competence in order
help companies to understand the cluster concept, realize its benefits and kg thaviocal
knowledge stimulate the right people in the companies to create projects. Their number was base
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on the number of cluster associations. Their responsibilities included visiting and/ or guiding the
meetings of the working groups, maintaining taat with the people attending these sessions,
ensuringattandanceand low rotation of companiesepresentationso that the knowledge and
awareness of the cluster concept is sustained (OECD 2007a; Esteban 2007). The Monitor group w.
also actively involed in the arrangement of the working groups and the evaluation of the first
results in 1996. As a result of the communication and awareness raising within the first clustet
supporting programme following clusters associations have been established (dma2Quob,

p. 90):

1992 ACEDE Household appliances
1992 AFM Machinery tools

1993 ACICAE Automotive

1995 UNIPORT PortBilbao

1995 ACLIMA Environmental Industries

= =/ =4 A

The full list of the existing cluster initiatives can be found inAmaex 7 andGraph79. We agree

with the view of Landart et al. (2005) and Miiller (2007) why thet the establishment of cluster
associations was faster in the sectors which had already established their industrial organization. F
them it was easier to understand the cluster approach and transform/ adapt their vision to this ne

type of policy.

Theactivities of the cluster associations in this period of time included the organization of meetings
with the purpose of sharing knowledge between the participants, identification of the company’s
needs and problems, education management, etc. Thinglraf the possible strategic plans was
also initiated,but it was mainly doneon a volunteer basis. However, due to high novelty of the
concept, at that time nandependent behavior of companies as well as not really understanding the
reason for their collaboration with their competitors, not much progress neither in the establishmen
of associations or in the development of the cooperation took place.consequenagovernment

had to take practive action and stimulate companies to form cluster initiatives (Landart et al.
2005). In order to enhance the communication as well asecatign between the companies and

the public sector, in the second Competitiveness programme, launched in 1997, more strategi
collaboration with the Department of Economic Development has been introduced (Landart et al
2005).

This led to more structuraand organized coordination between the Basque administration /
Government and clusters in teecond phasef the first period of cluster policy. Representatives
of the Basque Administration established the matrix approach for looking over the cluster

as®ciations which was built in the following way: 1 servant per cluster association and 1 per
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thematic area and general coordinator. In addition to their earlier functions appeared the need t
attend the Boards of Directors meetings, and other Committeengseetvhich were established
along the newly defined themes (Esteban 200Hese committees are built up of special
employees of the cluster association together with the representatives from the selected membel
As cluster initiatives advanced in théimction, these officials turned from being gactive to be

more passive listeners and actors within the decisiaking processes of these associations. Apart
from Government representatives there are also competent officials form technological Thigters.
organizational structure of the cluster associations was similar for all policy priority sectors apart
from machinery tools (here coordination of activities was conducted by the industrial organization
Asociacion de Fabricantes Maquinas HerramierA&$/)) and more serviceriented clusters, such

as environment, business knowledge and telecommunication. In the latter, the management wz
done in reference to Torres and Lagendij k (:
like e.g. one bigelecommunication company in case of the telecommunication cluster. During this

second phase following cluster associations have been established:

1996 GAIA Information and Technology Communication
1996 Conocimientdusiness Knowledge Management
1996 Enegia/ Energy

1997 HEGAN Aerospace

1997 FMV Maritime/ Ship Building

1998 Papel Paper

= =/ =4 A A -2

Since around 2000, during the second period of the cluster policy, cluster associations opened the
membership to all interested companies, but some still maintained some restrictions (Muller 2007)
They were managed by the Secretariat, which was nordibgtéhe government. Then there were a
boarder number of sectogelated actors participating in the projects and cluster associations (OECD
2007a; Mduller 2007). The funding for the cluster associations was provided by the government
along with annual feesyhich had to be paid by the members. This established a matrix based
organization structure between the Government and cluster associations (with slight modifications

which has been maintained until 2013.

During the second period another set of clustgsociations was establishéthere number is

however significantly lower:

1 2004 EIKEN Audiovisual
1 2005 ClusterTIL Transporty & Logistic
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During the second period of policy evolution the number of activities performed bterclus
associations has increas@duller 2007):e.qg. strategic reflections, consensus building, creation of
formal committees, designing action plan. While the cluster initiatives started to be more mature
they were alsaelfresponsible for the developmaeritthe strategic business plan (often taking the
basis sector analysis produced by Porter’s study) and even turned into being mandatory for a
cluster associations (Muller 2007; Landart et al. 2005). The activities and the projects had to b

evolved aroud following 3 core thematic lines (Torres, Lagendijk 2000):

1 Technology & innovation;
1 Quality management;

1 Human resources development

In the third period, the structure of coordination between government and cluster associations wer
maintained, althoughvith the further opening of the membership to the association on the diverse
local, regional and even national agents from the similar sectors. At the same time not all of then
were similarly involved in the promotion of particular clusters. More detatherkey institutions
involved in the cluster policy building was mentionedPart Regionalinstitutions involved in the

cluster policy makingf Chaptere.

The general strategic action and project lines of listed cluster associations are often the same, .
they are developed under the guidance ofGbeernment, but are then modified and adjusted on
the initiative level. Although the structure of the association has stayed similar, the thematic area
have been modified during the last years and in the year 2014 are related to following: quality anc
internationalization, technology and innovation, education. Promotion of cooperation between
existing members and attraction of the new members are the two main activity lines, which are
aimed at the development of the sector. There is also an extra develoarieeal line: education
(Aragén et al. 2010). Cluster associations were also in charge of developing strategic secto
planning for 34 years along with annual activity proposals and rep®tisir main purpose is to
facilitate the achievement of theategic goals and justification of financing for the planed actions.
Furthermore, annual plans also serve as providers of the information on the current status of th
clusters, its members, conducted activities, budget and resources spent (Landart086;al. 2
Aranguren 2010b; Tecnalia 2011).

Organizational structure of the cluster associations has undergone some changes by maintaining
core structure. The operational part of the cluster association is composed of a director, who is
manager of the assiations and several employees, responsible for certain strategic lines. The main
aim of the manager is to make strategic planning for the cluster organization, create bette

coordination within and between other regional agents (Aragon et al. 2010). fAgrartthe
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director/ manager there is also a General Assembly (Asamblea General), which takes place annual
and includes all members of the cluster association. At this assembly the strategic plans ar
presented and are aimed at informing about the pabstfathcoming trends within the cluster
association. This Assembly selects the Board of Directors (Junta Directiva) that is actively involved
in the elaboration of the cluster association’s strategic development. The Board of Directors cal
work closely wih the technical representatives of the Basque Government. The main aim of public
servants in the third period of cluster policy was to have a general overview of the activities and
new trends lines, which are happening and are developed in cluster &mse.cks such, they are

able to establish special links between the government and members of the associations and ensi
that cluster associations develop along the general regional strategic areas and in other ways as¢
the Basque Government in settititge development focuses, which go along with market and

companies” needs.

Along with early establishedluster associationsjnge 2009 anew type of the associations has
been created. The new grlister associations represent the natural strong masgpigrt oriented
sectors, which can be of strategic interest for the Basque country. At the same time these secto
were lacking the cooperation between its sector companies. Herewith the establishment o
association in these sectors had to primarily foonsthe stimulation of the cooperation. The
promotion and enhancement of these potentialclugters is aimed at strengthening new and
promising sectors of the economy, especially in the wave of Regional Specialization Strategies.
addition it was consieted that support for the prasmg new clusters would alseeinforce
traditional existing sectors (Aragon et al. 20I)ese associations also received public support but

in smaller amount, and have also introduced annual fees for their members. Tdiratooris

further performed by the Department of Economic Development and Competitiveness, thus the
funding canalso come from other departments, e@epartment of Transportation or Department

of Health. During this period following cluster associasidrave been established:

1 2009 FEAF Iron & steel, foundry
1 2010 BBC Biosciences

1 2009 Alimentacion Food

1 2009 HABIC Habit & constract

1 2009 SIFE Forging & casting

M1 2010 Herramex Hand tools

1 2010 SIDEREX Cider

1 2010 ERAIKUNE Construction

1 2012 Langune Laguages
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1 2012 MAFEX Railways

The main activities of the cluster associations realized during the third period are the following:
assist companies in their technological development and process innovation, learn to apply ne\
business models and upgrade in their business managemegmdrtsnpmarketing, trade regional,

national and international, training of personnel, expansion of member companies to new segmen
and geographic markets, stimulate relationships with technology centers and leading internationz

universities, etc.

In 200 - 2010 the Basque Government also stimulated development ofcinséer cooperation
between different related clusters. The realization of Hcltester activityhad tobe coordinated
through the organization, whose representatives had to be selgcadidchuster associations. Its
main purpose was to identify the needs of each cluster and try to find possible cooperative links
between them. Nevertheless initiative was launched it has received limited support among the
regional assoctans. In the fist discussion foucluster associations represented by around 8
companies were present (Interview 1L). Although the idea of-cltestering was seen to be
interesting, in reality it is the companies who have to be addressed and not the managers of tt
cluster. Moreover it was the period of the economic crisis and many companies by not realizing
clear benefits of such initiative were preoccupied with other more relevant aspects. Nevertheless
several successful intetuster projects have been initiated. eTimost successful example is
between the maritime and energy clusters (Basque wind enEmjiga offshoré’).

In the fourth period of cluster policyall cluster associations haw®ntinued receiving public
support. At the same time based on the conducted interviews (1L, 1l, 1B, etc\éheseveral

significant changes, which are to be taken in terms of cluster policy.

First of all the, coordination and communication with clusters have been transmittedregional
development organization, SPRI. On the basis of this organization the matrix of experts is
established. This matrix has taken a similar role to the earlier existed matrix of the Department o
Economic Development and Competitiveness. lalttitere are around 13 people, each of them is
responsible for up to 2 clusters. SPRI is able to offer companies more technical, networking anc
internationalization related opportunities. At the same time the Basque Government will still be in
charge of te development on a normative basis and funding. However, the decision on the funding
will be taken by the special executive commission, which will review the plans of the cluster
associations. Secondly, the number of existing cluster associations isewvide®l and narrowed.

Less successful cluster associations are to be merged with other associations. The level of succe

% For more information sebttp://energia.siccluster.com/sicc/verFicha.do?idficha=27065&ididioma=1&1=
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of the cluster association is seen through the number projects in cooperation, the capacity il
strategic planning and implementationdathe weight in regional economy. Thirdly, the annual
action plans have to be developed more precisely and focused, as the number of activities is limite
to around 30. Finally, the funding for the cluster association is also to be revised.faimesation

is reflected later undéfinancing.
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Graph 17 Evolution of coordination and communication between Basque Government and clusters (period | Alll/ 1V)
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Table 22 Evolution of the key implementation instruments of the clustepolicy in the Basque

Country
Period/
Element of the ! I 1l : 1
implementation (19891999) (2000-2005) (200062012) (since 2013)
Government High High to medium Medium Lower medium
involvement
Cluster
associations
Closed Closed to open Open Open to all
Membership institutions from
sector
Types Priority Priority Priority & pre Priority
Funding Mixed Mixed Mixed Mixed
1992 ACEDE 2004 EIKEN 2009 FEAF
1992 AFM 2005 ClusterTIL 2010 BBC
1993 ACICAE 2009 Alimentacion
1995 UNIPORT 2009 HABIC
1996 GAIA 2009 SIFE
Cluster 1995 ACLIMA 2010 Herramex
Association 1996 Energia 2010 SIDEREX
1996 Conocimiento 2010 ERAIKUNE
1997 HEGAN 2012 Langune
1997 FMV 2012 MAFEX
1998 Papel
Technology & Technology & Internationalization, Internationalization,
innovation innovation Quality, Quality,
Quality Quality Technology & innovation, Innovation,
Thematicareas | management management Education Education
Human resource: Human resource:
development development
Organization of Strategic Assist companies in thei Assist in the
meetings with the reflections, technological developmer internationalization
purpose of consensus building and process innovatior activities (marketing,
knowledge sharin¢ between member: learn to apply new busines trade), education ir
between the and other regional models in managemen business
o participants, institutions, support in marketing, trad management,
Activities identification of the creation of formal regonal, national and trainings, workshop,
company’s  need committees on international, training ol fair trades
and problems, thematic ares personnel, expansion ¢
education designing  action member companies to ne
management plan segments and geograph
markets
Projects
Productivity & Technology, Innovations, social impact Internationalization,
Thematic focus | innovation Quality, Business knowledge generation marketing
Generic Projects Management
Type 2; Cooperatior SupplyDemand, Inter-clustering, Training, Inter-clustering,
Projects; Cooperation, Know-how transfer Know-how building
Name Individual, and transfer
Integrated Projects
Government + Government + Government + companie Public institutions +
Involvement of| leading companies leading companies + technological & researcl companies +
other + technological centers technological,
organizations centers innovation &

Source: Author’s development

research centers
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Il. Co-operation projects

One of the special roles and activities of the cluster association within the cluster policy was to
establish the cooperation links between the technological and research centers and companie
These links can be either in the form of simple dialog, butenasirably in the form of real

projects developed in cooperation between regional agents.

These project$n cooperatopntan be either funded by companies themselveaeve public
funding. Aforementioned aspect should be specificly addressed irmélses.first of all, as it
represents a general instrument for all clusters and also companies outside of clusters, thi
instrument is highlighted not only in the clustetated (competitiveness) programme, but also in
others, particularly in Science & Glenology Plans and finally it composes the prime objective of

the cluster policy in the BasqueoGntry.

Most of the projects are being developed through the cluster associations, nevertheless simile
projects can take place outside the cluster initiatilegn the leading institution is not a member of

a cluster and is strong enough to lead other project participants.

In the first period within the General Framework of Industrial Policy 19911995 (Basque
Country Competitiveness Atlas 2015) main projeotsclusters had to be focused on creating and
maintaining relations between cluster companies and leading research centers in order to establi:
systems to increase companies” productivity and to strengthen regional competitiveness. Th
support for clusterelated projects could be received if projects were proposed within the policy
vector line Promotion of Investment. Here some of the cluster sectors (car industry, aeronautics
could get specialized sthiring, and the environment industry were also read as being

favorable to receive investment as well.

Furthermore, in order for the projects from technological centers to receive funding witRilarthe

for Industrial Technology 19937 1996they had to be adjusted to the needs of clusters in priority
industrial sectors. In order to achieve higher participation from clusters, the changes were
introduced in the typology of the R&D projects in the Industrial Technology Plan they were
Generic Projects Type “lproposed by the Technological Centers andeTgp by clusters. These
generic projects were made up almost 50% of the funding within generic projadie 23).
Moreover the cooperation amtlividual projects were kept and their funding was further increased

with keeping the focus on cluster sectors
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Table 23 Generic (type 2), individual & in cooperation projects per cluster, 1993 1996, the
Basque untry

Year 1993 1994 1995 1996
Project per cluster Ind. Coop. Ind. Coop. Ind. Coop. Ind. Coop.
Machine Tools 161 208 227 140 199 82 295 130
i::éf;?gg Householc ¢, 46 55 131 81 100 36 67
Automotive 11 288 25 300 73 313 94 234
Aeronautics 27 - 38 12 7 58 19 125
Ef&gﬂ?ﬁ;ham% 252 77 299 264 338 277 370 395
Environment - - 91 - 102 38 93 122
Other 267 - 208 - 113 85 250 156
Total 780 619 943 847 913 956 1157 1229

Type 2 generic
projects (share of tota 31% 61% 55% 49%
generic projects)
Amount (million

538 891 1,234 3,901
pesetas)

Source: Basque Government, Plan for Industrial Technology 199396 (Basque Country
Competitiveness Atlas 2015, 5p6)

The projects proposed within tii&eneral Framework of Industrial Policy 19961 1999stressed
the need to involve and extend the number of institutions for cooperation. Herewith not only
technological centers or cluster companies had to be involved but also e.g. universities. Cluste
related projects were advocated within two actions lines of the Policy Framework: Achievement of
Competitive Context and Structural Change of the Companies. New industrial model for economic
development composing three core priorities had direct impact othéneatic areas of cluster
association within which projects and knowledge had to be developed, namely Technology &
innovation, Product Quality and Business Management. Apart from creating a Business Knowledge
cluster association the Strategic Reorientatoil Operational Techniqgues Programme (RETO)
were superficially created on the demand expressed by clusters to support them in development a
guidance of business projects. Theience and Technology Plan 1992000 Plan similar to the
previous one (1993996) was also created with intention to align the needs of clusters to
technological centers. Almost all types of suggested projects were cluster related:[Sepplyd
projects, adapting the generic research of the Basque Technology Network (allianeEnkbe
research institutions) to the needs of clusters; Cooperation Projget®loped with the technology
centers, agents of the Basque Technology Network and companies, Individual Projects
determined to assist individual companies and a new tyiegrated Projects combination of
generic supphdemand projects and cooperation projects. The distribution of grants per cluster can
be found inAnnex11. The INTEK Programme, which was launched within the Plan 192000,

was also continued in the subsequecience, Technology and Innovation Plan 2062004

157



Since the launch of the general Competitiveness Forum Euskadi 20Xarnkiéidn to knowledge
based economic development has taken place. The project developed within the Plans of th
Competitiveness Forum 2015 indicates thiird period of cluster policy. Business
Competitiveness and Social Innovation Plan 200B8009stressedhe consolidation of competitive
strengthsin suchnew projects, leading to more specialized and at the same differentiated economic
development, were pushed. Clusters were further placed at the heart of the competitiveness, at tl
same time business aliad to be developed considering social issues and the values in order to
promote social innovation. The impulse for generating knowledge and innovation related projects
through intercluster cooperation was the INNOVA cooperatioitiative within the ation field
AMaking the Business B &deace mechnelogyandlpnevatiort Rlan e 0
20071 201Q Here the supported projects nedtb be developed not only along previously defined
thematic horizontal areas of internationalization, dquatechnology, but also vertical education

and with intention to stimulate initiatives between different clusters as well. Furthermore, projects
had to be more result oriented and stimulate diffusion of science, technology and innovation. The
initial INTEK Programme supporting different cluster related projects has been split in three
sectorial ones, The GaitékinnoteK’, Ikertu?, Hedat®. The aim of each of these programmes is to
enhance the competitiveness by stimulate networking and knowledge excraogg different
actors from diverse sectors in specific science, technology and innovation projects. In most of then
cluster companies, especially SMEs are able to apply for funding. The type of support can be fo
operational cost, training, equipmentrghase, etc. Also particular attention is given to knowledge

exchange or information transfer through networking.

Passing to the lagourth period of cluster policy evolution this trend has been contindéuk
Science, Technology and Innovation Plan 201&nd Business Internationalization Plan 2014
2016will run out introducing a new one marking year 2020. Projects strengthening cooperation and
aiming at social innovation and sustainable economy will be further supported. The priority of the
collaborative projects is given to SMEs and the companies aiming to go outside the regions.
Education and knowledge exchange will be further priorities. Herewith, projects between clusters

and educational institutions are especially desirable, as this type of campstgiports both sides

" For more information see

http://www.politicaindustrialvasca.net/PIGV/politicaindustrial en.nsf/0/B549484C373B994BC12576E300555F04/%file
[3+GAITEK vBN.pdf

" For more information see

http://www.politicaindustrialvasca.net/PIGV/politicaindustrial _en.nsf/0/A6209B2A14C23788C12576E300555FE2/$file
[4+INNOTEK/3-EN.pdf

"2 For more information see

http://www.politicaindustrialvasca.net/PIGV/politicaindustrial en.nsfACEE884FCE4D7B3C12576E3005560BB/$file
[5+IKERTU_vBN.pdf

3 For more information see
http://www.politicaindustrialvasca.net/PIGV/politicaindustrial_en.nsf/0/F76E4E331987F47AC12576E300556199/%file
[6+HEDATU_ vBN.pdf
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simultaneously. Reduced unemployment can be achieved through better alignment of companie
needs with educational profiles of graduates. Moreover the projects bringing external knowledge tc
be integrated into regional innovationkieneficial. Although the interlustering initiative wasn’t

very successful, generally inteluster projects between companies of different clusters are very
welcomed and should be developed not only on the regional, but alseregiorzal level. This Wi

also increase the international standing of Basque industry. Even considering the difficulty of
projects application and granting on the European or international level many Basque companie
and clusters are very interested in these types of collatmor&ased on interviews (Interview 1F,

1G) international collaboration is more enriching and innovadiaven. Moreover the clusters as

well as companies see many more possibilities for development of new projects and products on tf
supranational levelOn the national level several intergional ceoperations have been developed.

Finally it was stressed that regardless of the period of the cluster policy evolution the initiation of
projects, their development and their success is very case by case Das initiative can come

from any side of the collaboration: cluster manager, technical center or companies.

Financing

Financing of the cluster related programmes and policies come from several sources. Th
Department of Economic Development and Competitiveness was the main source of funding for th
priority cluster associations and some projects developed within thene. fdoently, along with

the establishment of several prleister associations, the contribution of other Departments, like
Education, Linguistic Policy and Culture or Health has also appebhtgdt is still weak. The
contract between each cluster assamiat and the Department is sigrnaahualy(Mdller 2007). In
reference to (OECD 2007a) public funding support covers up to 60% of internal and up to 50% of
external costs of cluster associations. The rest of the needs are funded by the companies, as some
the services delivered by cluster associations have to be paid for above the membership fee. Tl
projects within the cluster association’s thematic lines or agendas of the policy plans, that ar
proposed by (neimembercompanies and/ or other regionalaas can be additionally funded from

other programmes.

In light of the changes since 2014 each cluster association iaakeal calls for the presentation of
their action plans in order to receive the funding (convocatoria). The action plans should ulud

to 30 activities. In additioto this the cost dedicated per organization will be based on the labour
involved, character of the cluster and number of projects and herewith the necessary amount c
labour involvemente.g such big cluster as ACICAE e¢ed EUR 188,25 while EIKEN almost

half less,Dias De Alda 2016 Overall the Basque Government annually spends arguiri 1,800

thsd for 1L priority clusters and EUR 600 thsd fot fire-clusterorganizations (Interview 1L(Dias

De Alda 2015)¥orexample, automotive clust@he presentation of plans takes place in the form of
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an executive commission, which is composed of specialists from SPRI and the Department o
Economic Development and Competitiveness. The plans are reviewed and along wiitoressol

are returned to the cluster associations. The evaluation of plans is fully performed by SPRI. The
payments are released in two stages, the second half after the evaluation of actions. Before the lat:
changes hte funding of cluster associations waased also on the annual projects, which were

presented to the commission (el convenio), but its role was only administrative.

Concluding on the policy implementationwe can highlight that in the BasqueoGntry two main
general approaches have beencteteéto implement cluster policy: 1) establish cluster associations,
and 2) support collaborative projects, which align the capacities of research/ technology centers t
the needs of the companies. Although the main approach to the implementation watlygener
similar over the last years, it has been also slightly modified in order to improve different

coordination, financial and communication aspects of cluster development.

2.4.6. Monitoring and evaluation stage

When reflecting monitoring and evaluation stage veee mainly referring to the macro level
(connected with general regional planning) of cluster policy making. Nevertheless we should alsc
highlight that there is another micro level (connected with the analysis done by cluster associations
for the policystudy, which will also be specifically included in our review. At the same time it
should be stressed that evaluation stage oftemsides with the economy, cluster analysis or
policy review stageln particularpart of the information, especially regarg the performed studies

or analysis has been already mentioned in the earlier policy stages. Specifically for the analytica
studies sedable 21. Here we will hi ghlight the inforn

monitoringodo stage.

In thefirst period of the cluster policy evolution, the developed competitiveness progra@@ie 1

T 1995 as the cluster initiatives were initiated predominantly by government administration, they
were also in charge of controlling and monitoring of these processes. We consideoritiating

of the cluster policy implementation was already presenits first period. In particular the
monitoring took place througbovernment officials and monitoring group expeatsanging and

then attending different working groups and thematic committees within the cluster associations
Nevertheless, as it wasrew concept, which had claateristics of a piloproject, no specific

monitoring indicators were developed.

This was however improved already in the next Programme 1B8#D. Moreover, in terms of

developed cooperation based R&D, technological projamtitoring had also been implemented

towards the end of the first cluster policy period. SPRI had to deliver an annual report indicating the

amount of financial support provided for the projects per cluster association, especially within the
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INTEK programne 19971 2005. For this period of the programme implementation SPRI was
tracking the change in subsidizing per type of project per cluster.

The firstevaluation of the implementeéhstruments within the BasqueoGntry in terms of cluster
policy wasper f or med by the Moni t or Prdgmantauwe competitividhd® 9 6
Resumen de conclusiones de los grupos de trabajo de los climeitor Consultancy, Madrido . The
report was centered on the main achievements of the first yearsobfigher policy implementation

and stated key recommendations for the further steps of the policy. This built the main basis fol

further development of the clusteupporting programme 199999.

The second largevaluation of the cluster policy took placin around 2000. It was connected with

the end of the previously existing industrial policy framework and with already almost 10 years of
cluster poliy implementation in the Basqueo@ntry. By the end of the 90s even Michael Porter
was visitingthe Basque Country several times in order to inquire on the progress of cluster policy
implementation and provide the regional government official as well as other regional agents with
his guidance or recommendations in terms of policy effects and/ or improvement

Moreover sincghe end of the 90s the Basqueudtry started to be an extremely interesting region
for many experts in economics and policy studies in terms of clusters and cluster policy building.
Herewith thesecond periodof cluster policy is very close associated with humerous visits from
academia and other expert groups with the aim to learn and evaluate Basque cluster policy. Some

their analyses were later integrated in the policy buildiing most relevant are:

! Sandrag T. and RainesP.( 2001) : ALearning to Let Go:
Cluster Building in the Basque Country an

Paper #48, European Policies Research Centre, University of Strathclyde, Septemb

T Aranguren, M. J. & Navarro, . (2003): i
val or &konomiazdb3, 9013

1 Larr ea, M. (2003) : AClustres 'y territori.
Aut - noma del Pa2s Vascoo. Ekonomiaz, nU 5

T Nwarro (2003): AAn8lisis y pol2tica9de cl

These studies were dominantly done based on interviews with different regional representatives.
The main results of the studies wsteessinggenerally positive trends in the implementation of the
cluster policy, but also highlighted the need to develop a better alignment of the existing principals

of the cluster policy programme with the actual needs of the companies. The evidence for sucl

“The Competitiveness Programmnidain conclusions from the cluster working group
Pt 2NISNE aAOKI St 6HAnHOEZ &. | & lntedSn BilbaorIpiSni 18 April2@goEam ¢ = t 2
2007a
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corclusions was seen in low level of-operation, projects or alliances between the companies.
Increase of intefirm relations with stronger focus on the needs of companies had to be stronger
addressed to improve the effectiveness of the cluster policy.

These studies resulted in significant changes in the second and then thirdopediaster policy
evolution. These changes influenced the operation of the cluster associations and their relation wit
the Basque Government. Based on report from Tecnalidlj2@ue tothis evaluation in 2000
Basque ®vernment launched a more systematic monitoring of the cluster policy based on annua
strategic plans, which had to be provided by cluster initiatives. The development of the strategic
plans has further improvedhé monitoring and planning of the activities. During 20@005 as
mentioned by Miller (2007) each existing cluster organization had to make a strategic reflection or
their achieved results and propose new areas of their developviarix of dvil servans wasalso

involvedin associations in the form of participation in the thematic committees.

Thethird period of the cluster policy started after the period of extensive study done on the cluster
policy not only by the government, but also by independesgarchers and research institutions.
Many of the recommendations provided in the studies were taken into consideration. For example
it was clear for the Basque Government that in the rapid wave of establishing a knowledge base
economy the Basque instiions, as well as they themselves, were in need to improve their strategic
long term policy planning in order to optimize their financial resources and programmes. This was
associated with the long term vision in Competitiveness Strategy Euskadi 20therikare, it was

clear that they would need to establish their own academic institution, which could inform and
assist them in developing new economic models for the region (Basque Country Competitivenes
Atlas 2015),e.g.Basque institute of Competitives®e Orkestra. With the establishment of Orkestra

a constantevaluation of clusters, cluster associations and cluster policy as well as the general
competitiveness strategy and plans within them was possible. Along with its numerous publication:s
(Table2l) it launched an online cluster mapping tool and produces biennial reports of the Basque

Competitiveness.

Indeed, in this period of cluster policy the Basque Government itself was very interested in
performing not only individual studies but more on a systematic and generalized basis. As ar
example can serve the Deloitte Report to the Basque Parliament diage®0D8, which was based

on an extensive analysis of the delocalization of risk for the main clusters of industrial activities
(I'nforme al Parl amento Vasco (2008): AEstud
laeconomia vasca y estrategiass dr espuest ao, Del oitte). The m
the intention to use the maximum from existing clusters and already implemented mekseires.
technical staff from the Basque Administratimas awareof numeous indicators and approaches

and was aiming to apply themrm the end as mentioned in Esteban (20@f)e seen dominantly
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At he number and quality of the pr wijhacttategici n
f o c u sl6) aqthe.most relevant, because it reflects the cramsn betweenclusters and
technical centers

On thelevel of cluster associationsthe evaluation and monitoring also took place. Since then
associationsvereobliged to produce annual plans, in which dethkey data of their association
together with further actionsere reflectedThis annual report serves both as an evaluation and a
monitoring element and is used to develop thematic lines within the cluster associations as well a
competitiveness plan. Inghtors included in the reporting are related to measurement of
Aconfi dence among agents, public/ private <co
strategi c c| (DEGDe2007ap i290r I tadgditian tonjoantitative indicators cluste
managers try to keap personcontact and monitoring with the members of the associations (visits

at least once a year) (Interview 1G).

These interests in quantitative measurement can be traced to one of the latest Busines
Competitiveness Plan 202D13. The plan contains clear information on the general vision and
model for the Basque regional development and the role/ positioning of clusters within it.
Furthermore it already includes precise stated action lines and responsible persons for the
implementation.It also indicates the expected milestone indicators per year, which should be
achieved by cluster associations, namely the number aflpster associations, number of progect
within the strategic lines, number of agreements developed within the horizontal and vertical
priority lines, éc. a well asall other programmes and plans, which publically accessible and

distributed among the cluster associations as well as @lesant institutions.

In regard to thedourth period of cluster policy evolution it is still too early to report on some
novelties in terms of alternative approaches to monitoring and evaluation. It is clear that the Basqu
Development Agency, SPRI, wibe much more involved in the monitoring and evaluation of
cluster associations, at the same time whether the manner of evaluation and monitoring will be

modified is not clear.

Summarizing there are a range of evaluation and monitoring actions being takspecially as
mentioned by Storey (2000, 2004, cited in Aragén et al. (20091(ppl) there were certain
monitoring activities, such as internal evaluation of planning and budget control, however all these
evaluation measurements and actors haveen mkentical during the whole period of time and are
still not systematic enough in order to have a clear traceability of the cluster policy implementation,

especially its effectiveness and impact on economic development in the region.
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2.4.7. Policyimprovemenstage

During the last 20 years, after the establishment of the first cluster supporting activity, the
instruments and the form of the regional cluster policy hasermtinedthe same. Most of the
changes or modifications that have been introduced duniegluster policy have already been
mention in thePartEconomy anctluster analysis stagendPartPolicy review stagén Chapter 6

Here we will focus only on the most relevant in the view of our theoretical framework.

By the end of thdirst period of the cluster policy with the Monitor (1991) performed review of the
cluster policy, the Basque Government was very interested in thiesreSthe first implementation
years and was very eager to contribute to its improvement. At the same time Government official
as well as business circles had their own strategic interest in the regional development. Thus, tr
recommendations were onpartially integrated into the policy. Several main changes took place.
The annual agreements between the Government and cluster associations were established. Clus
strategic and annual plannimgereensured. This was explained and seen as justifietidst of the
clusters initiatives. Furthermore, as initially recommended stronger integration between innovation.
technology centers, academia and companies took place. Particularly in the Science and Technolo
Plan 19971 2000 fii ncl usi omd og$y sutnel nvaetrisci t a @ Tooas,c h
Lagendijk 2000) was stressed. Along with it technological centers started to become more

integrated into the processes of education, innovation, industry development.

In the second periodof cluster policy futher improvements took place. The central point of these
modifications was the alignment of thematic areas for the regional strategic planning to the
companies” needs and vice versa. This was the basis for the establishment of working committees
specifc areas, e.g. internationalization, technology and quality in the Basque cluster associations
Moreover, the recommendations regarding the improvement of the public funding scheme anc
establishing more balanced financing for cluster policy actions anddiegly and science
activities were also revised. Both industrial as well as technological plans were based on the san
economic model for the regional development. Finally the Basque Government also followed the
initial recommendation of the first Monit@tudy on Basque Competitiveness and further reduced
its involvement in the coordination and decision making of the cluster associations. Nevertheles:
the technicians were still visiting the committees and attending meetings but mainly with the aim of
gatheing information rather than influencing internal decisions. Cluster associations themselves
have matured in managing their activities. The open membership offered better opportunities fo
technological centers to create projects with SMEs, which largekyresources for the conduction

of their own innovation.
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The third period of cluster policy in the region was associated with extensivamsplovement,

which led to following core changes. First of all public institutions as well as companies ttarted
be more open for sedvaluation. Some evaluation measurements were included both in the
competitiveness plans as well as in reporting of the cluster associations. Moreover
recommendations provided by the European Commission on general regional plammeng
stronger integrated in the policy. The need for regional specialization as mentioned in RIS3
strategies was reflected through the support ofcluster association initiatives and inter
clustering. Finally government communication with clusigso@tionswent from a clear toplown

to more bottorrup approach. This opinion is also supported by Muller (2007). This can also be seen
in the organizational structure of managing and coordinating cluster pa$icgsince 2014 SPRI

overtookthe communicatiornd coordination role with cluster associations.

Generally, we can state that the major part of the changes was integrated based on the pre
conducted evaluations and recommendatidin® changes tended to be explained through public
pressreleases, acceabgity of plans. In the last, fourtltluster policy period, we can also see the
trend towards stronger community involvement in the policy development and modification.
Nevertheless, the political interest of certain industrial groups is still prestmd region and has a
strong effect on hindering some vital improvements in the policy making. Cultural and historical

reasons also block eaperation between the companies, especially in bordering regions.

2.4.8. Factors importantduring the whole process of cluster policy

The factors, which are important for all stages of the cluster policy process, haven't been the san
over the last 20 years. Thus as the development of the factors in each period of cluster polic
evolution is easierttrace on an individual basis, we see it justified to make the review of this part

based on the factors and periods within them.

The Basque Government has taken a leading role in the development, implementation an
modification d cluster policy in the Bsque ©untry over the last 20 years. Moreover the
Department of Economic Development and Competitiveness especially has always indicated it:
political support for the development of the cluster policy. Particularly at the launch of the policy
programme tlh involvement of the officials from the administration was very active and
informative. Even the change of the political parties at the head of the Parliament in 2009, from
EAJPNV to PP, didn"t reduce the support of the existing cluster policy. Moreas/arentioned in

the interview (Interview 1Lj until 2013 cluster policy was seen as a Government responsibility.

The long term existence of the cluster policy can also be associated wgtblitival stability over

the last years. Since 1990 up to 2Q@B8 same political party, EABNV, had the majority in the

Basque Parliament and could dominantly form their Government. At the same time it should be
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mentioned that in the first period of the cluster policy political stability in the region was hindered
due to the activities of the Basque separatist group Euskadi Ta Askatasuna (ETA, or Basqu
Country and Freedom) (ldoiaga 2006), which was causing numerous armed attacks on differer
institutions and killing of more than 800 people related to policy makdigr a number of
declaredceasefires, which were then broken again, the peak of the activities during the 90s cause
not only political instability but also negatively influenced the imaf¢he whole regionsThe
actions of ETA was especially hinderifgy attracting foreign investment during the first period of
regional transformation (Interview 1H). The latest ceasefire was declared in 2010 and is still in

force, moreover since in 2011 the group announced a cessation of its armed activities.

Due to tle autonomous stat&ernika status) of the Basquewtry the governing institutions in

the community have one of the highest levels of independence in (@pagon et al. 2010)Apart

from the official status the Basque Government and its Administrdims developed and
maintained itsstrong character in the region’s regulatio@ooke and Morgan (1998Yhis was
especially the case during the first period of cluster paialution in the Basquediintry. Since

the second period of the cluster policy Besque Government tried to reduce its engagement and
decision making in many economic processes and give the private sector more freedom in actin
independently on the market. The further reduction of the Government participation can be seel
especially inthe final fourth period of the cluster policy, when the Basque Development Agency
has started to be strongly involved in the activities of cluster associations. Nevertheless Basqu
Government deliberately tries to reduce its influence in the regionalsadiehavior, it is still
considered to be a strong decisimiaking institution in the Basqueddntry.

As already mentioned in tHeartHistorical overview of public policy interventiond Chapter6 by the

start of the fourth period almost all kextors from the triple helix: government, companies,
research centers/ institutions were actiyayticipating in the cluster policy making (Graph15).
Nevertheless, it hasn’t been always like this and the engagement of each side is still unbalanced.
the first period of cluster policy mainly government was actively pushing the prigater 40
establish cluster associations. The technological centers based on Science, Technology ar
Innovation plans were also motivated to participate. Thus, the real cooperation between the
companies and technology centers took place only in the seanat pf the cluster policy
(Interview 1F). Moreover, even by then companies were still very skeptical in term®pérating
with what they called the fAcompetitorso frc
opinion the balanced involvement all actors of the triple helix has taken place since the third

period of the cluster policy making, but it is still not optimal.

Similar trends as in the involvement of the triple actor’s in the cluster policy making can also be

observed in respect todleollaboration, commitment and motivation of the economic agents
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the Basque Quntry. Although the Basque oBernment, together with its supporting agents or
partners on the community level, has expressed its long term commitment and motivation from the
beginning, the same cannot be said for technological centers or companies. Especially in the firs
period of duster policy implementation the technological and research centers were not strongly
committed or motivated to collaborate due to extensive financial support from the Basque
Government. Only since the second period of the cluster policy as the develagnpeofects

within the certain thematic lines, was required, this motivation has increased. The same scenari
can be observed for most of SMEs, where lack of motivation was obvious due to involvement of
mainly big and/ or leading companies in the clusigsociations in the first period of the policy.
However their interest and commitment has increased with the launch aflyster initiatives
toward the beginning of the third period.

At the same time the Basque@try was always considered to hamestworthy relations among

its population and institution&steban(2007 and Aranguren(2010b) have explicitly mentioned
that trust bawveen the actors in the Basqueoudtry was one of the most important values
contributing to cluster policy. In several inteews (Interview 1F, 1L, 1C, 1E) it was also
underlinedthat even until now(2014) many agreements or projects can be first arranged on the

basis of trust relations between the agents, and are only formalized later.

Finally if motivation or commitment wagsot always present between the economic actors, the
communication anddialog among the key agents has always taken place. The dialog between the
actors of the triple helix takes place in both official and-aoffitial form. First of all due to the

small <ale of the territory and small rotation of the positions within the government, public or
research institutions the people of these organizations can develop and maintain close relations wi
each other. This is further complemented by different soc@kgsional and entertaining public
events, such ™“Boundiflu&stdagsenwith I nnobéds,que
where the experts from different fields have the possibility to meet on regular bases, exchange ar
communicate on relevant topids addition to these, since the beginning of the cluster policy,
technicians from the Basque Government were first participating in the working groups, then in the
Board of Directors of the cluster associations and finally in some of the Committeestioentiadic
areas.There are numerous (n9afficial meetings and visits among the members of the cluster
associations, e.g. Annual Assembly, where the strategic reports atesteoperationajears and

the forthcoming action plan is highlighted. Finatiyjce the third period of cluster policy evolution

the representatives of technological centers and companies have also been involved in the c

drafting of regional strategic plans.

® For more information sebttp://www.innobasgue.com/home.aspx?tabid=1606
""For more information sebttp://www.innobasque.com/home.aspx?tabid=790
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2.5. Policy important factors explicitly mentioned by regional actors

We want to mention severdhctors, which were considered as important for the effective
implementation of the cluster policy in the Basdimuntry and werespecifically mentioned by

the interviewers.

The role ofpeopleand the relations between people énéeen highlighted several times (Interview

1G, 1H). Human relations are especially relevant for the development of projects between
companies and institutions, as the cooperation develops among people within these institutions ar
not entities. In the exaple given by one of the interviewees from cluster association (Interview 1G)

it was highlighted that the change of the more-gtive persons in charge of the cooperation has

significantly increased the number of projects.

The education of the young gneration is considered to be a top priority, especially in the coming
years (Interview 1C, 1H, 1K). The education curriculum must be aligned to market needs and be
more business or industry related. This tendency will ensure high employment rates aiith here

economic growth in the region.

Another important factor for the effective cluster support both on the regional as well as on the leve
of clusters is theclear explanation cooperation form/ types and constant reporting on the
sectorfor cluster members (Interview 1H, 1C). At the beginning of the 90s afidee companies

in the Basque Quntry were not aware of the possibility of cooperation with other companies from a
similar sector, as they viewed each other regardless of produprocess specification as
competitors. The process of learning (which took place due to introduction of cluster policy)
Afopened the eyeso of many companies. Dheg t o
might come from the same sector, they caninwelved in absolutely different elements of the

production chain ands a consequentigematic norstrategic cooperation can be beneficial for all.

As we already mentioned along with the cluster policy several other important policies wexe in th
implementation in the Basqueo@ntry. Based on the opinion of several interviewers (Interview 1A,
1B, 1F) permanenindustrial focus along with technological and innovation supportwere
important contributing factors for successful economic growth over thgdass. The absence of
one or the other would lead decrement ofesults.

Finally, apart from the welleveloped programmes and policies, all regional actors must be aware
that economic, cluster, businedsvelopmentare permanent processs which need consistent
monitoring and i mprovement. The awareness ar

cosas para hacer (there is always thousand t
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2.6.Summary on the review ofcluster policy

Cluster policy in the Basqueountry has been launched at the beginning of the 1990s and is still in

force. Over the course of more than 20 years of implementation, cluster policy has experienced

number of modification and changes. At the same time ibtaastained its main principals, namely

the enhancement of the cooperation between companies and technological centers with the aim
foster innovation and technological process, which should lead to economic strengthening of the
region. Moreover clustdsased economic development has created a sectoral development focus

within theBasque ©untry in which its core competitive strengths are grounded.

In the cluster policy (asf September 2014) adictors from the triple helix are involved Graph

15). Nevertheless, this has not always been the case. The initiative towards thebelsester
economic development was initiated from the governmenidéoyn, level and then overtaken by

the ompanies and other institutions, such as technologic and research centers. The policy no
largely consists of a bottom up approach with further support of the Basque Goverkiaent.
important $rategic changes in the Basqueudtry were connected with thelection and new

representatives the Government/ Ministeries

Based on the review of éhcluster policy in the BasqueoGntry we identifiedfour periods in

cluster policy evolution. They ang 19891 1999: Grounds building, 1) 2000 2005: Improving

and polishing, IIl) 2006 2013: Giving new opportunities and IV) Since 2013:rRe&nagement
boost able20). Based on these periods we can see Yio&ugon of the cluster policy, which goes
along the evolution of the main sectors of the Basque economy. Furthermore, the influence o
global and European policy and markets trends is also evident. At the same time the business al

political groups try talign the local interests with the external demands.

We have also done-gepth analysis of eadtage of the cluster policyprocess in each period of
the policy evolution. Thé&nnex9 andAnnex 10 arebased on the develeg policy framework and
includemain insights on each of the pofistage and period. Broader conclusions will be presented

at the end of thi€hapter6. Influence of cluster policy on regionaleconomic development

The review of the cluster policy has given us deep insights in the character of tkee pblsty
making in the Basquedtintry. At the same time, another objective of our study is to investigate the
cluster policy implications for the regional economic development. In this part of the chapter we are
analyzing the way selected factors have influencesh@unic development in the BasgGeuntry

over the last 20 years. Moreover based on the identified periods of the cluster policy we will try to
make links between the economic development and implemented cluster policy in the region. Mair
conclusion can béound in the summary part. Nott the further analysis available statistic data
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does not always cover theach evolutiorperiod of cluster policxcompletely. As a consequence

observation periods were adapted to available data.
3.1.Economic development andyrowth

The Basque country has always been seen as one of the industrially strong autonomou
communities in Spain. This can be also clearly reflected in its economic indicators. Moreover it is
considered that this autonomous community has improved its mioamd industrial strengths in

the last 20 years, especially due to its industrial and general competitiveness programme based
clusters and innovatiofFaifia et al. 2010)In this paragraph we will focus our attention on the
review of the main indicats, which are related to economic growth: value and growth of GDP,

GDP per capita and other relevant indices.

In the 1990sbased on th&DP per capita the Basque Guntry was only theseventhwithin Spain
(Graph 18), while neighboring and/ or industrially strong regions, e.g. Navarra, Catalonia, Rioja,
were showing much better results in terms of the GDP qy@tac Nevertheless the Basqueu@try

was sill better positioned than the Spanistal.

Graph 18 GDP per capita, Spanish pesetasSpain and Spanish autonomous communities,
1990
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Source: Authors” development based on INE, OECD, 2014

21 yearslaterthe Basque Quntry managed to increase its economic strengths and have bt up
highest real GDP per capita (Graph19) in Spain.Furthermore, in 2011 the BasgGDP per
capita was not only the highest in Spain but was also higher than EU 28. Its strong growth is
observed especially starting from 2000. As such when in 2000 it was only 1% higher than EU28, ir
2011 it was 22%, and just before financial crisis i02027% Graph80).
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Graph 19 GDP per capitaEUR, constant prices (year 2005)Spain and Spanish autonomous
communities, 2011 and 1995
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Graph 20 GDP and GDP per capita growth (based ofEUR, constant,year 2005), Spain and
Spanish autonomous communities, 1995 to 2011
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Moreover, arong Spanish regions the Basqueu@try has also shown tieghest GDP per capita
growth from 1995 to 2011 which is 43% Graph20). Similar high rate has been observed only by
Galicia Asturias, Cantabria, which are neighboring, autonomous communities in the north of Spain.
At the same time the change of GDP (47%) from 1995 to 20&teishigher than the change of
GDP per capita. Nevertheless there are many other regions, such &s MerBalearic Islands and

Madrid, which hae managed tbeatthe Basque Guntry in this indicator.

Observing theannual GDP growth ratesand comparinghemwith the national, we see that the
GDP growth rates in the Basqueutry aregenerally lower than the Spanishtotal (Graph21). If

we make a year/peridolased analysis of the GDP growth rat@saph21) we can ee that starting

from 1989 t01993 the economy of the Basqueudtry was in stagnation, and to a greater extent
that that of Spain as a whole. From 1981 ud8i89the growth rate wasny twicehigher than the
national, other than alwayssignificantly lower. After 1993 to almost 1999 we can finally see the
rising trend of GDP growth in the Basquen@ntry resulting in even higher théime ratesof Spain
especially in the last 3 years before 1999. The period from 2000 almost up to the beginning o
finandal crisis in 2008 can be considered as stadelelopmentin particular in the second period

of cluster policy evolution from 2000 2005 the average GDP growth rate is the highest in
comparison to all other observed periods. In the third period ofeclpsticy implementation the
averageannualGDP growth rate despite being higher than the Sparashnalis still significantly

lower than in the first observed period. Moreover the disparity between higher and lower rates is
also large. The two obviowdownturns are connected with the latest financial crisis 2008 and with
oil, Russian and Asian financial crises in 19999. Shortly before and during the financial crises
2008 national and regional growth rates aligned and experienced a similar de@ptdeogrowth

rate. At the same time the Basqueudtry seems to have made a faster recovery from the last crisis
than Spain. Finally during the whole period of observations from 1981 to 2011 the highest annua
growth rate inthe Basque Guntry was 5.95%ni 1989 and since the launch of the cluster policy
5.45% in 1998. Both of these indicators are higher than any of those taking the &utahisi the

same time thdowest rates in the Basqueothtry are also lower than any of Spanish ones, and
occurred dring the crisis year of 20004.43%. On average, during the period of cluster policy
implementation (1992011) the growth rates for Spain were higher than Basque ones, 2.28% to 2%

respectively.

Finally one of the ighest growth rates the Basqueudtry experienced was during the first period

of cluster policy, notably between 1997 and 2000.
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Graph 21 Annual GDP growth rates, Spain and the Bague Country, 1981-2011
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Apart from economic growth, which is traditionally measure@&DP growth rateand GDP based
indicatorsit can beviewedfrom the perspective of multiple other indices. A review of these indices
gives us a broader view on economic development, especially in terms of the Basque positiol
within national, European aradherlevels

Based on the recently proposedex of overall competitiveness (RCIJ® 2013 (developed by the

Joint Research Center, Aoni/ Dijksra 2013) the Basqued@ntry has RCI Index of 0,175, which
places the region in thaiddle-green groupwith indicators between 0 and20 Apart from Madrid,

no other regio in Spain falls into this or a higher group.drsimilar group as the Basqueutry

we can also find some leading German, French, Swedish and Austrian regions. In addition th
cumrent positioning of the Basqueolntry isabove EU averageand is one ofhte indicators of
region’s good economic development over the last years.

Our picture will be more complete by observing some selectethdidators of this RCI index as
well. There are three overall siricators. In terms of the first one, which is rahasic”®, the
Basque @untry is ranked as 135out of 262) with a score 0D,057. Comparing to other Spanish

regions the Basqu@ountry is better positioned, and in comparisothe European regiorisin the

® For more information see
http://ec.europa.eu/regional_policy/sources/docgener/studies/pdf/6th_report/rci 2013 report final.pdf
"“Basel on RCI 2013 index the basic groups is composed of indicatorsimgfés: basic education, health,
infrastructure, macroeconomic stability, instifohs

173


http://ec.europa.eu/regional_policy/sources/docgener/studies/pdf/6th_report/rci_2013_report_final.pdf

middle one. In the further stibdex, which is thefficiency®, the Basque Quntry is placed in 63rd
(out of 262) position with 0,459 points. Againeafthe Madrid area, the Basqueubtry is leading

in national and above average in EU terms. The sarmatisih is reflected in thennovation®
category. Althouglthe Basque 6untry takes only 140rank (0,143 score), it is still within the EU
average. Finally we also want to mention éhspecificity of indexes usage, considering their

compositional and coplex character.

Summing up this pat of economicdevelopment we can clearly see ¢hbetter performance of
Basque ©untry in terms of almost all indicators with respect to the whole picture of Spanish
regions, whereas in EU termsaverage or slightly above average. Furthermore, the period based
observation of Basque economic growth shows a generally positive trgredjadly in the 90s,
which correspond to the first period of the cluster policy. Apart from this we can also see high GDP
rates since 2003 and up to the latest criSisch performance of the Basqueudtry can be
associated with several issues: effecapglication of technological, industrial and cluster policies,
significant independence in terms of policy regulation and tax collection and a historicaly well
built industry exploration. At the same time although we have a 20 year period for the afiservat
of the economic indicators during this time several crises have strongly hindered the developmentz
trends within the Basque economy. This complicates the data analysis and the generalization ¢

conclusions especially regarding the influence of thstehypolicy.

3.2.Factors of influence

In the theoretical framework we have identified several main factors influencing economic
development. In this part we will review these factors independently over time and based on the
identified periods of the clustewolicy evolution observe their relation with economic growth and

attempt to establish the links between the periods of cluster policy and their performance.

3.2.1. Factor capital and industrial focus

As mentioned in the theoretical framework, capgatonsidered to be one of the significant factors
influencing economic growth. While analyzing this we will mainly refer to three indicators:
Disposable household income (amount of money, which is in the position by households aftel
payment of an incomeax), Gross Fixed Capital Formation (GFCF, equivalent of spending on
capital stock, such as equipment, machinery or land improvements, reflecting net increase in fixe

capita) and Gross Value Added (GVA, measures the net value of goods and serviceseint diffe

% Basel on RCI 2013 index tredficiencygroups is composed of indicators refielg to: market size, labour market
efficiency, high education, training & lifelong learning
8 Basel on RCI 2013 index thienovationgroups is composed of indicators refieg to:innovation, business
sophistication, technological readiness
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sectors, or on other words GDP extracting taxes and subsidiaries). Definitions are proposed by th
World Bank 2014.

Similar tothe GDP per capita the Basqueubtry is also a leading autonomous community in
Spain in terms of household income per higa2011 Graph22). Although this top positioning has
been the case since 1995 (then the region was only bettered by Navarra), still the incredse rate
disposable household income per head is the highest in Spain, 39% since 1995 to 2011. It is high
than Spanisigrowth of 25% and Navarra 30%.

Graph 22 Disposable household income, per head, constant prices EUR, Spain and Spanish
autonomous communities, 1995 and 2011
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Due to the availability of data only from theayel 995, the average indicators for the first period of
cluster policy are not fully comparable with the other periods. Nevertheless, if we compare Basque
household income for the different periods we can see that both in the first and the second period ¢
cluster policy the rates were almost the same and higher than in the third period, namely (6% an
4% for 1995 to 1999 and 2000 to 2005 respectively, and 2505 to 2011) (Owrtalculations

based on data OECD, 2014).

In terms of Gross Fixed Capital Fortiwa as a pemntage of GDP (25%) the Basqueudtry
generally experienced one of the lowest rates in comparison to Spain and other Spanis
communities Graph 23). Almost the same situation was observed in 1995 when the Basque
Country after Madrid was second from bottom in terms of the GFCF as a share of GDP (22.2%)
Such low rates are characteridte industrialized countries, with low but steady GDP growth rates.

In terms of GFCF as a share of GVA, which is a more common measuremeapitai factor, in
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2007 the Basque region showed a similar trend. If in 1995 the share of GFCF was 20.5%itin 2007
was only 2% higher, whereas other regions the average rise is around 9%. At the same tim
generally after rapid growth of GFCF percentage of GVA from 1997 up to 2000, the Basque
companies have further experienced a steady increase of invested as$ets theeproductive

process until 2004.

Graph 23 GFCF as a share (%) of GVA, 1995 and 2007, dras a share (%) of GDHRn EUR,
current, 2007, Spain and Spanish autonomous communities
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Referring to Gross Value Added measurement of all purchased goods and services it can be se
that the change from 1995 to 2010 wasn’t very signific&ragh 24), only about 3.%.
Nevertheless the Basquewhtry is still in top ranking among Spanish autonomous communities in

terms of GVA per worker.

176



Graph 24 GVA of total activities, per worker in EUR, constant (year 2005), Spain and
Spanish autonomous communities, 1995 and 2010
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Source: Authors” development based on OECD, 2014

Reviewing the composition of the GVA per sector (ISIC Rgwe again state that Basqueutitry

hasa very strong industrial base, which in 2011 composed 27.53% of the total GNANh25).

Only several other Spanish regions have a similar industrede of their economy, Navarra with
30.87% and Rioja 28.58%. At the same time the industrial composition of the Basque economy
has decreased over the observed years. In 2000 it was almost 31.5% but in 2005 it had decreasec
28.55%, although in absdkiterms it has shown increa3#is trend was deliberately chosen by the
BasqueGovernment and was also one of the results of the cluster policy, which was aimed at
promoting diversification, in particular through the support of not only traditional rsecfahe
Basque economy. In the forthcoming years due to proclamation of industrial renaissance, both b
European Commission as well as in the recent Science, Technology and Innovation or Busines
Internationalization Plan of the Basque Government tinideiecy might take another turn. In terms

of the manufacturing share within the Basque industry, the situation is similar to the industry sectol
in total. This means that with 23.89% in 2011 the region was third place in the rankings, behind the
communitiesof Navarra and Rioja, at the same time showing a general decline from 28.54% in
2000 Graph85). Among the important service related sectorsh&f Basque Guntry business
services, electricity, water and gas supply should also be mentioned for their high growth rates. O
the contraryi a steady decline has been noticed in market services and constant but slow growth ir

norrmarket services, which is also claimed by Faifia et al. (2010).
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Graph 25 Sectoral GVA as% of total GVA, Spain and Spanish autonomougommunities,
2011
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Graph 26 Growth rates of GVA total and industry, the Basque @untry and Spain, 20011
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After the deep drom the industry sector especially the Basque economy managed to overcome the
financial crises faster than Spain, both in terms of total GVA and the industry sector in particular
(Graph 26). Especially,the industry growth rates are significantly higher than in thecpses
periods. The industry GVA growth rates with the exception of the year 2009 had an average rate c
around 2%, whereas GVA totél 2.3%. The Basque average growth rate in all other sectors is
similar to national (Spanish) ones, whereas in terms of the industry setterrates are higher.

This again implies the strong industrial specialization of the Basque economy

3.2.2. Labour and humancapital

The Basque Quntry is a small scale region, as is reflected in its population and labour force. The
total population is slightly above 2 million people (2 167 166, INE 2014), which in 2013 made
around 4.7% of the Spanish total. Moreover thiseslrathe national total has even decreased since
1999, when it was around 5.2%.

Generally over the last 20 years, from 1990 the population increase was only in 2.3%, which is on
of the lowest in comparison to other communities of Sp@iagh27). In the third period of the
cluster policy (from 2006 to 2012) the population increase seems to be the fighbstBasque
Country (2.6%), whereas in the first period (from 1990 to 1999) on the contrary, a decreasing trenc
of the population is observed. The reason for this can be related to the high rate of migration an
political conflict within the region.

Graph 27 Period based increase of population, in percentage, Spain and Spanish autonomous
communities, 1990 to 2014, 1990 to 1999, 2000 to 2005, 2006 to 2012
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The population pyramidor the Basque @untry also shows typicab European Union countries
demographic problem based on low birth rates and increased elderly popuataph £8).
Nevertheless, the births in the last years are higher than the ones for the beginning of the 1990s a

up to the financial crisis in 1998.

Graph 28 Population pyramid, the Basque Muntry, 2014 (left) and 1990 (right)
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Despite the low increase in the populatorer the last years in the Basqueubtry, the region is
the leading group of regions based on the numb&bwiur forceas a share of the total population
(Graph29). In 1999 the labour force was 44% of population, in 2083%.

Graph 29 Labour force total, as a% of population, total, Spain and Spanish autonomous
communities, 999 and 2013
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Source: Authors” development based on OECD, 2014

We have also observed the growth rates of lalaod population in the Basquethtry from 2000
to 2013 Graph30) and can see that until @0 the Basque @intry experienced higher and lower
growth peaks in terms of labour force, while the growth rates for population were slightly but

constantly increasg. The situation changed in the period from 2006 to 2012.
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Graph 30 Growth of population and labour force, theBasque Muntry, 2000 to 2013
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With a high shee of labour force, thBasque @untry in 2013 had a bit higher unemployment rate
(15.84%) than the EU17 (11.9%, OECD 2014) and also the EU28 (10.8%, Eurostat 2013). At the
same time within Spain the Basque region has the lowest unemployment rate (and apart fror
Navarra also lows long term unemployment ratebrigph31). This can be associated with better
ecoromic performance of the Basqueoutry relative to other Spanish regions and due to the
region’s strong traditional industrial base, which is ableffer better conditions to maintain

employment.

Graph 31 Unemployment and long term unemployment rate, Spain and Spanish autonomous
communities, 2013
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If we observe the evolution dfie unemployment rate over the last 20 years, we can clearly see its
significant decline: from almost 26% in 1993 to around 12% in 2G2aph32). This drop was

very significant in the first period of the cluster policy, when the decrease was more than 10% (fromr
1993 to 1999). After the period of stable rates, between 2001 and 2004, the declining trend
continued but lasted only until the beginning loé financial crises. Although in the third period of
cluster policy the unemployment rates went up, as we mentioned they still stayed lower than the

Spanish and most of other Spanish autonomous communities.

Graph 32 Evolution of unemployment rates, theBasque untry, 199371 2012
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The Basque Quntry was also in the group of Spanish autonomous communities with the highest
labou productivity with 57.87thsd in 2010, moreover this trend of having one of the highest
productivities has been maintained since 199aph33). Nevertheless, as particularly highlighted

by Orkestra, Basque Competitiveness Report Summary (2013) such high productivity rates are
more to do with cutting jobs, which is also characteristic of other Spanish regions.

Graph 33 Labour productivity ( GDP thsd. EUR current, per employeg, Spain and Spanish
autonomous communities, 1995 and 2010
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Source: Authors” development based on OECD, 2014
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Graph 34 Change of labour productivity based on periods, Spain and Spanish autonomous
communities, 1995 to 2010, 1995 to 1999, 2000 to 2005, 2006 to 2010
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Nevertheless, the increase of labour productivitynf 1995to 2010 in the Basqueddntry was also

one of the highest in SpaitGfaph34). At the same time it is still lower than the Spanistal.
However, we think that the Spanish increass accompanied by jobs eliminatidrhis might less

be the case for other autonomous communities, notably Galicia, Asturias and Cantabria that have
higher increase than the Basqueu@try. In the second ped of cluster policy the increase of
productivity was the highest in comparison lioother periods in the Basqueo@ntry. At this time,

while referring toGraph 21 and Graph 31, the unemployment was almost stable and the GDP

growth was to obseevas well, which could signifgroductivity increase in Basque region.

In 2013 similar to GDP perapita the BasquedLintry also had the highest gross total labour costs
(Graph35). At the same time this leading position has also been maintained since at least 2001.

Graph 35 Labour costs, total gross per year, EUR, Spanish autonomous communities, 2001
and 2013
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Graph 36 Labour cost gross period based change, in ¥gpanish autonomous communities,
2001 to 2013, 2001 to 2005 and 2006 to 2013
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An increase of almost 29% in labour costs @01 to 2013 irBasque Guntry can be observed

and is also one of the highest in SpaBrgph 36). Higher percentages were observed for such
regions as Murcia, Balearic Islands and Castil®ancha. At the same time the increase was also
similar from 2001 to 2005, as for the period, @20 2013. Thegrowth of the labour costs is an
important input element influencing the increase in price of products or services produced by the
region. Although this increase in labour costs is positive as it may assist the Basque producers 1
compete imrmore highvalue groups of products, it can be risky, as the countries with lower labour
costs may compete with the Basqueu@try producers. However, as we will later see, Basque
producers are starting to offer more technology intense and high valuectsroahich shoulde

competitiveon the international market.

Finally referring to sub ndi cat or ALabour mar ket ef fici
Ccompetitiveness (RCI) 2012uGnoni, Dijksra 2013the BasqueCountry falls in the middle group,

with -0.02 taking 146 place out of 262Thereforeby driving the mainconclusion from the
reviewed factors we can highlight that the population and labour development in the Basque
Country during the last years was positive especially in comparison to the Spanish trend.
Nevertheless, considering the high unemployment ratessaldptimal productivity trends, the
issues related to the labour market should be stronger addressedcdriteseiod of cluster policy

is especially associated with th&p indicators for the labour markelevelopment in the Basque
Country.
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3.2.3. Education, technology and innovation

The Basque Guntry has the highest share of labour force with tertiary educatimomg other
Spanish regions, which is also higher than the EU28. It means that over 52% of all labour capita
has been graduated from the psstondary education, including not only education at universities,
but also technical colleges, etc. (OECD deiom)( Graph37 andGraph87). This is also one of the
reasons, why the Basq@euntry took 18 place with 1.22 pointsinthesibn d e x cat egor
Education & Lifelong | earning: summary desc
index of overall competitivenesRCI) 2013 (Annoni, Dijksra 2013).

Graph 37 Education level as a share of labour force, Spain and Spanish autonomous
communities, 2013
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These high ratesf labour force with tertiary educatidand to indicate the high capacity of labour

to innovate and be practive in knowledge creating and sharing, stimulating technological and
innovation progress within their companies and institutions. Neverthelessidering the high
industrial share within economy and based on the interviews (Interview 1H) the need for more
technically speialized graduates and expemuse of the problems, which can aris¢he search of

this labour force fohigh paid jobs, whih might not always be offered by industry and lead to a
mismatch between the offer and demand on the labour market and high unemployment or migratio
rates. This could be particularly the case for the Basmuentry companies, whose production
facilities are still located in the region. The recruitment of high paid labour force is justified for
technological product development, but in production might lead to rising costs and demotivation
among employees.
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The high share of labour force with the tertiaducation has not always been the case, but rather
was a result of education reform and the promotion of education and knowledge accumulation ir
the last years, especially since the second period of the cluster policy (since&@pbB8 below

clearly indicates this change. In 1999 the share with tertiary education was lower than with the
elementary (35% to 44% respectively), in 2005 (by the end of the second cluster policy period) the
rates were already other way rouind 7% to 32% resmively. The share of labour force with the
secondary education has staghaost the samever the last 20 yeais21%.

Graph 38 Evolution of education as a share of labour force, thBasque Muntry, 19992013
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At the same time in 2013 based on the total enrollroktite population (21%) the Basqueudtry

was placed in the middle comparing to other autonomous communities of Gpanm39).

The level of education is an asset of the region that significantly influences the quality of the labour
force and the economic development. Apart from this, education is an impoctantrigacting on
technological progress, innovation and scientific developments, which in their turn contribute to
development of the economy. Herewith we support the opinion of Sanchez (2008), who
acknowledges the contribution of high education levellabhdur market dynamism to the positive
progress in terms of several innovati@hated indicata; such as number of patentsraph88).

Mor eover, she considers human resource deve
devel opmento (@®&)8nchez 2008, p.
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Graph 39 Total enrollment as % of population, Spain and Spanish autonomous communities,
1999 and 2011
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In light of innovation oriented policy, which was accompanied by the industriatlastér policy,
in the Basque @Quntry the analysis of the indicators relatedhe innovation and technology is in

particular of great interest (Sanchez 2008; Torres, Lagendijk 2000).

Considering te number of patent applicationse of the most frequemeasurement for innovation
progressthe BasqueCountry during the last decades has managed to make a sigrigiganvhile

having around 1 patent application per million inhabitants in 1990 to one of the highest in Spain in
201071 63.04 Graph88). Nevertheless, it is still lower than in most of the other EU 17 countries.

Graph 40 Evolution of PCT patent applications per million inhabitants (fractional count; by
inventor and priority year), Spain and the Basque untry, 1991-2010
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Reviewing the development of the PCT patent application per million inhabitants based on definec
cluster policy periods, we cdrace a significant constant increase over the last 20 y@eapl{40).

At the same time the higher rise of PCT patents can be observed towardl tbé tee second
period of cluster policy. During the same period the deviation between the Spanish and the Basqu

patent density starts to be more expansive.

Graph 41 Evolution of total R&D expenditures as % of GDP, Spain andthe Basque Muntry,
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Due to intensive practive science, technology andriovation policy in the BasqueoGntry, the
expenditures for R&D are also very highraph88). In 2010 R&D expenditures we2e03% of the
regional GDP. Based on this indicator the Basque community is positioned third after Madrid and
Navarra, and is also very close to EU28 average. The average percentage of R&D expenditure ov
the last 20years in the BasquedQntry is also fgh1 1.5% of GDP and places the region in the
leading group based on the share of investments in the regional innovation system. The highe:
R&D expenditure as a share of GDP can be observed in the period sinceG28064(1). At the
same time as it was the period during the financial crises the GDP went down, while the
expenditures were maintained or further increased, which could be an explanatiighef
expenditure rates as a share of GDP in the period since 2006. A majar thadeoexpenditures in
the Basque @untry is due to businesectorR&D expenditures (1.64% as of GDP) and is the
highest among other communities in Spain. In the studythef period based evolution of
expenditures we focused only on R&D expenditures in business sector, as they are the most releve
in relation to cluster policy. The change in business R&D expenditures has the same tretads as t
expenditure in the BasqueoGntry. In particular, they grew from 0.87% of GDP in 1995, to 0.88%
in 1999, 1.17%n 2005 up to 1.64% in 2010 (Own calculations based on OECD 2014)
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Graph 42 R&D expenditures per type, 2009, Spain and Spanish autonomous communities
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An important component for such a noticeable techncébgmprovement in the Basqueo@ntry is

the involvement of high professionals in research and development field, which is one of the highes
in Spain based on rates of R&D personnel as a share of employment in@p843). The trend

is similar to the one showed by the Basque R&D experadituFhe period based increase of the
R&D personnel was also similar to expenditures” trend and was also higher in the years since 20C
(Graph86). Assuch in 2002 and in 2006 the share of R&D personnel in business sector composec
1.12% and 1.36%, while in 2009 it was almost @n calculations based on OECD 2014)

In the framework of techrogical improvement the Basqueotnhtry managed to take laading
position in terms of high and medium high technology manufacturing as@repii89). In 2008,

with around 40% of total manufacturing alonwgh Aragon (39.8%), Catalonia (424 and Madrid

(41%) the Basque @lintry was one of the leading regions not only in Spain but also in Europe. A
similar, or evermore progressivéend, can be observed in terms of knowledge intensive services
as a sharefatotal services. Here the Basqueubdtry with 47% is second after Madrid (50%).
Moreover, the Basque innovation system has stimulated from 1996 to 2008 the highest rate c
change in terms of high and medium high technology produs#$o Graph90). At the same time

if for the high and mediurhigh technologies the highest growth was observed in the second period,
from 2002 to 2008, in the case of knedfe intensive services the rate was higher in the first
period. The years from 1996 to 2002 are also associated with the extensive change in the educati

and knowledge related areas, which could be the cause of these trends.
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Graph 43 R&D personnel as a share of employment, Spain and Spanish autonomous
communities 2009
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Finally, although the innotan performance of the Basquewhtry appears to be better than most

of other communities in Spain (in all innovation related indicators: patent density, share of
employees in R&D sector or R&D expenditures), it is still average or below average in comparison
to the European level. This can be supported by reviewing thmdgatas of the hdex of overall
competitiveness (RCI) 2013 (Annoni, Dijksra 2013ut ©f 259 countries the Basque@try took

153 place with-0.73 points and is located in the middle group regarding Technology. The same
situation is also seen in terms Béchnological readiness of regional household7 points and

159 place out of 269. Significantly better performance is attributed to theaitiow indicator in the
Basque ©untry: 93 place with 0.05 points.

3.2.4. Clusters

Clusters,developed in the Basqueountry, are the result of historical processes accompanied by
supporting public activities developed in the framework of industrial and technological policies.
These activities claim to have had a positive influence not only on cluster developmenalgobut
on the enhancement of general emoic development in the Basquewtry as a whole. Up to
August 2014 has defined 11 priority clusters and 1icjusters associations, whiekdress set of

key sectors(clusters) important for the regional develo@nt. The full list of the clusters
associations and clusters can be found able 48 and in Annex 7. The identification of these
clusters was based on the results proposed by analytical {iokstor Group 1991and from the
discussions among business and political groups. Most of thaseersl reflect the classical

definition of clusters proposed by Porter and are based on the sector’s value chains (Interview 1F
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In all of these sectors, in the framework of the cluster policy cluster supporting associations/
initiatives have been estatitied. Therefore we assumed that if the cluster policy had been

implemented effectively these established cluster association should have led to strengthening ar
further growth of the sectors defined as clusters by the Basque Government. At the sane time w
know that cluster associations might be established differently to natural clusters sectors and lead
other type of the results. This is to be reviewed in this part. There are different approaches ftc
measure cluster§performance) We will estimate thesluster progress mainly based on value of

exports, employment in the sectors and number of establishments.

The review of the cluster data based onekport value, which was provided by OrkestBasque
Institute of Competitiveness, suggests a high vahare of the filowing clusters in the Basque
Country Graph 44 and Table 48): metal and manufacturing, automation, production
technology, engines and equipment, heavy machinery, oil and gas, forestijhe Basquenetal
manufacturing cluster in 2011 based on the number of employees also enters the top 25 biggest
clusters in Spain. This fact on@gain highlights the old tradition and the importance of this
industry in the region (European Cluster Observatory 2014). At the same time therpublic

private supporting organization in this sector. The reasons behind it were first of all, the desire tc
diversify the Basque economy from this sector and second of all, the preexistence of strong groug
of companies with high level of cooperatiamhich didn’t needed or expresses the need for extra
support. However, in its two sutbuster groups:dundry products and iron and steel manufacture
two precluster associations have been established since 2009, FEAF andr i&dfitomobile /
automotive sctor is anotherpriority cluster in the Basqueddntry; it is actively supported by the
government, companies and public since the first years of the cluster policy. Moreover in reference
to Faifia et al. (2010) and numerous interviews (Interview 1l, Bf,18) it has a substantial
influence on the competitive environment of the Basque economy. kslistbrs can be grouped

into: automotive parts and engines assembly. Thexists a cluster association established to
support the automotive cluster, ACICAE. The importance oétiexgy sectoris alsoseen from the

data review. Energgluster has also been supported from the early beginning of the cluster policy.
At the same time theurrent focus of the cluster is not only in oil and gas, but also in energy related
technologies and products. The prioritization of the energy sector is one of the main focus lines o
the Basque RIS3 Strategy. The sector also has its cluster asso&iatgia. Ohe of the sulzlusters

within the production technology cluster machine tools and accessorieds, also a very relevant
sector for the Basque economy. The firsstdu association in the Basqueudtry was established

in this cluster, AFMForestry sectordi dnét have its cluster assaocq
notion of preclusters. Although HABIC cluster association addresses not only issues related to

forestry, it is still able to provide significant sector specific inputs for comega development,
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especially in terms of giving a clearer picture on potential consumers. Withientfiees and
equipment clusteronly theelectrical household appliancesub-clusterwas seen relevant by the
Basque Gvernment. It has its own cluster association, ACEDE, as well, but generally the cluster is
not very dynamichough potentiallycould create more competitive strengths through links with

other existing clusters.

Another important group of clusters is éectronics, aerospace and environmengectors In all

these sectors cluster associations were established in the first years of the cluster policy, moreov
they are also seen as priority ones. At the same timadimspace sectowasn’t a traditionally
strong sector in the beginning of 90s, it managed to increase its weight within the Basque econom
especially as a result of the deliberate government cluster supporting activities (Franco et al. 2012
Starting from the third andhithe fourth period of the cluster policy evolution the aerospace cluster
has grown in matureness and started to bedssiéloping. Aircrafts and firearms are the two most
relevant sukclusters within it. In theelectronics there is also a cluster suppng association,
GAIA. lIts origin is from the earlier existing sector associations. The electronics sector is very
closely related to numeus other sectors in the Basqueugtry. It is especially relevant in the
framework of latest policies, e.g. Basque tinformation Society 2012015, and the possible
linkages that the cluster can develop with others to enhance advanced manufacturiig, etc.
addition themaritime sector has also managed to overcome the challenges of the last 20 years due
to its speciakation in high value products and improvements in productive process management.
such the cluster showed sustainably good performance, which is also 2 stars rated based on the s
marking system developed by European Cluster Observaiatyig 27). It also has its cluster

association, FMV, established since 1997.

The dominance of most of the priority clusters based on their regional share of total export value
has been maintained over the last 20 years. The top 10 clusters in 2012 composed around 75% &
top 553% of the Basque exports (Orkestra Tools 2015).Gitawh44 below shows main clusters

in the Basque economy in 2012.
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Graph 44 Clusters in theBasque @untry based on export valuedata, EUR, 1995, 2012
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Although most of the leading clusters have maintained their dominance over the last years th
diversification of theeconomy also took place, as the new sectors and clusters have grown in
weight during the last year$dble24). This is also possible to see through #xport share of top

10 clusters in the Basque economy, which has fallen from almost 83% in 1995 to 75% in 2012
(Orkestra Tols 2015) Among the priority clusters, which established their cluster associations in
the first years of the cluster policy, iranicular paper and hand toolssector have experienced

serious decline with degase in employment and turnoyEaifia et al. 2010)
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Table 24 Change in % of export (based ontotal export value) the Basque @untry, 20121995,
20001995, 20062000, 20122006

Cluster sector 2012-1995 2000-1995 2006-2000 2012-2006

Metals and manufacturing 4+ -3,504}% -4,824%¢ 1,810 -0,49
Automotive 4 3,454 8,664} -1,234% -3,97
Production technology 4k -1,504}F -2,390> -0,344r 1,22
Engines and equipment 3 -3,694} -3,490> 0,205 -0,40
Heavy machinery 1 3,644}F -0,644} 0,824 3,46
Oil and gas 1 1,634} 1,144 2,114k -1,61
Forestry 4k -1,384} -0,614} -0,80= 0,04
Agriculture 4 1,29=> -0,07=> -0,144}¢ 1,50
Prefabricated buildings = -0,414) -0,69=» 0,120 0,16
Plastics = 0,30 -0,01=> 0,23 0,09
Lighting and eq. electric s 0,98 0,06=» 0,194 0,73
Food %+ 0,58 _0,044r 0,62 0,01
Construction = -0,035 -0,220 0,06 0,13
Instrum. analytical 1 0,85 0,25 0,094 0,51
Fishing = 0,07 0,18 -0,475 0,36
Chemistry 4k -1,43c» -0,29> -0,484}% -0,66
Aerospace vehicle = 0,390 0,345 0,105 -0,05
Eqg. building {3 -0,54=> -0,370 0,05=> -0,21
Eq. communication (=3 0,364 1,114 -0,85> 0,10
Jewelry = 0,47 0,345 0,075 0,06
Energy 1 0,63c» 0,244} 0,51 -0,12
Furnishing 4k -0,87— -0,114} -0,58> -0,18
Aerospace engine 4 0,62 0,230 0,205 0,19
Art. Sports and leisure = -0,11 0,03 0,03 -0,17
Textile 3 -1,404) -0,91=> -0,45 0,04
Marine Equipment = 0,104 2,284} -1,875> -0,31
Biopharmaceutics = 0,26 0,120 -0,035> 0,17
Graphics = -0,335 -0,14> -0,125> -0,08
Clothing = 0,03 -0,03=» 0,02 0,03
Medical instruments = 0,06 0,04 0,075 -0,05
Tecn. information (=3 -0,34- -0,06> -0,07=» -0,21
Footwear = -0,07> -0,08= 0,015 0,00
Leather = -0,04> -0,05=> -0,015> 0,02
Eq. reproduction = -0,09=» 0,00 0,120 -0,21
Coal = 0,02 0,01=> 0,00 0,01
Tabaco = 0,00=> 0,00=> 0,00 0,00

Note: up green arrow >0,5%; horizontal yellow arrow between 0,5%%%6, down red arrow <0,5%; methodological

classification of cluster sectors is proposed by Orkeédasque Institute of Competitiveness

Source:Authors” development based on data provided by Orkestra (original dat&dsNrade y
la AEAT)

In reference torable 24 the increased export value share since 1995 to 2a8h2ve seen in all
earlier leading clusters such asitomotive (3.45%), heavy machinery (3.64%), oil and gas
(1.63%). Furthermore, the rise was also seen in such clustegriaslture (1.29%) andfood
(0.58%), lightning and electrical equipment (0.98%), energy (0.63%) andaerospace engine
(0.62%). The cluster review on the basis of the identified cluster policy periods has shown that by
the end of the first period (192900) most of the leading clussenave shown a loss in their share

within the regional export value in favor of smaller scale clusters. This similar trend was pursued in
194



the second period (20#D06), whereas three leading clusters: oil & gas, heavy machinery &
metals and manufacturingave renewed their portion within the exports. At the same time some
middle scaled clusters have further increased their export scale, e.g. food or energy. In the thir
period there was almost no significant change by most of small and medium sized, chstdrss

probably due to general reductiongiobaltradeas of thefinancial crisis.

Another measurement to identify and observe the development in clusters is basgaament

data. However, as we do not have long term aggregated employmenfatatiysterswe made

only a short review of the employment in sectors based-88 Alassification. Along with other

data and indicators it will assist us in providing a better and deeper review of sectors tand clus
development in the Basqueohtry. Réerring to Table 25 we can see the highest number of
employees in such sectors aadie and repair of motor vehicles, construction, metallurgy and

metal products, education, public administration and defense seicesas well as in different

other types of services. From 1995 to 2012 the highest increase was observed particularly in suc
sectors as consultancy and technical activities tfth@g, electrical equipment and material (1.8
timeg, recreation and cultal activities (1.7Aime9, informatics (1.2imeg and scientific research

and development (2.4me9. This is exactly the areas, in which fotive government support
through science, technology and innovation, as well as cluster policy has beerdtahgéte same

time we can see also the progress in many of the service related sectors. This is a global trend sin
the endof the 90s.

Indeed, the Basqueolntry, and its cluster policy in the earlier years has dedicated less attention to
the role ofservices and service related industries in their pogrammes. In the period from 2006 to
2012 we can see the negative trends in terms of employment in most of the industry Eeetors.
rationalefor these is the financial crisis, which has had stronger ivegapact on industry and
export oriented producers in all countries of the world. The promotion of interrelation between the

service and industry sectors should stimulate faster improvement of the situation.
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Table 25 Number of employees per sector, the Basque Country, 2012

Sector / Year " 2012 2012/1995 1999/1995 2005/2000 2012/2006
Trade; repair of motor vehicles 132279=> 1,20 1,1 1,24} 0,9
Construction 68285 1,20 1,20 1,34 0,7
Metallurgy and metal products 68245 1,15 1,25 1,14} 0,8
Education 677525 1,500 1,25 1,15 1,2
Public administration and defense 56668, 1,2 1,00 1,1 1,1
Support service 543664 2,44 1,60 1,30 1,0
Hostelry 51549 1,5 1,100 1,1 1,1
Household activities 498584F 1,80 1,200 1,30 1,2
Health Activities 44256 1,40 1,00 1,1p 1,2
Consultancy and technical activities 412494 2,74r 1,7 1,35 1,1
Transportation and storage 40405 1,200 1,1p 1,134 0,9
Other services 24647 1,5 1,1y 1,200 1,0
Social Activities 23880 1,40 1,15p 1,15y 1,1
Machinery and equipment 20513 1,200 1,200 1,13 0,9
Rubber, plastic and other non-metallic 197954} 1,00 1,1 1,14} 0,7
Electrical equipment and material 197954 1,80 1,20 1,00 1,3
Financial and insurance activities 195114} 0,90 1,04} 1,04} 0,9
Agriculture, forestry and fishing 174764 0,74 1,04} 0,94} 0,9
Transport material 168225 1,15 1,2 1,04} 0,9
Food industry, beverages, tobacco products 14399 1,20 1,15 1,14} 0,9
Furniture and other manufacturing 138384} 1,00 1,24} 1,04} 0,8
Recreational and cultural activities 130894} 1,7 1,2cp 1,2cp 1,1
Timber, paperand printing and reproduction 12814} 1,00 1,15 1,04} 0,7
Informatika 121414¢ 1,95 1,55 1,24} 1,0
Other professional activities 107744 2,00 1,500 1,2cp 1,0
Scientific research and development 68374p 2,40 1,32 1,1= 1,4
Real estate activities 6113 1,50 1,20 1,44} 0,8
Water supply and Sewage 6094, 1,5 1,150 1,1 1,1
Publishing, image, radio and television 57110 1,10 1,15 1,24} 0,8
Chemical industry/ 8. Pharmaceutical 44763 0,74 1,04 1,04} 0,7
Computer products & electronics 44763 1,05 1,205 1,04} 0,7
Telecommunications 2841 1,3 1,1 1,13 0,9
Textiles, clothing, leather and footwear 26194} 0,70 1,04} 0,94} 0,7
Electricity, gas and steam 23284)F 0,94F 0,97 1,14} 0,9
Manufacture of coke and refined petroleum 1150 1,34 0,90 1,2cp 1,1
Mining and quarrying 5404} 0,70 1,13} 0,94} 0,7
Total 951139 1,3 1,1 1,1 0,9

Note: up green arrow >=1.5; horizontal yellow arrow between <lahéd, down red arrow <=1; 88 classification

Source: Authors” development based on Eustat, 2014

Another approach to map and ebge cluster development is to use tluenber of establishments

in defined sectors or clusters. This we will also use for our analysigiue to data availability,

only two years will be compared: 2011 and 200&h(e 26). At the same time we also take into
consideration the weaknesses of this measurement method, which can be misleading. In some of t
industries despite having the high numbethaf companies, their turnover can be very low and on
the contrary only several big companies can make the biggest export or GDP contribution in the
region. This could be particularly the case for the Basque economy as almost 45% employees a

working for ompanies, which are composed of up to 2 employ@ezph45).
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Graph 45 Share of establishments as of
number of employees, the Basque
Country, 2014, Source: Eustat, 2014

Studing he number of companies is also relevant
particularly to see types of clusters withhigh
numbers of SMEs. This is particularly relevant
consideringone of the aims of thcluster policy in
the Basque G@untry i promotion of SMEs
collaboration and competitiveness. Referring to the
Table26 we can further see in 2011 the large share
of previously mentioned cluster sectors, such as
metal manufacturing,  building  fixtures,
agriculture. At the same time due to this type of
indicator other clusters come to be more evident, in
particulartourism and hospitality (3686 entities),

media and publishing (2789), entertainment

(1863), maritime (1058),furniture (764) orlT (660). In most of these clusters we can also find a

priority or precluster associations. Such coherence with existing cluster assogimakes clear

that the sector and cluster promotion was mostly based on the perspective / existing industrie

capacities of the region. The available data can also provide us information for the change takin

place as a result of the second or thirdqaeof the cluster policy. We can see that the increase in

number of establishments is often observed in theclpister sector, e.dgourism and hospitality

(+167 entities)transport and logistics (+107 entities) obiotech (+17).
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