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EXECUTIVE SUMMARY

he ambition for this report is to provide a

basis for improving the quality of cluster

initiatives to make them a better tool for
economic development. Based on a systematic
analysis of the best data available, we want to
provide a benchmark of current practices based on
the collective experience of the field in key areas
related to the operation and organizational struc-
ture of cluster initiatives. This is an ambitious goal
but italso stays clear from the even broader
question of whether cluster initiatives are the right
tool for economic development.

Cluster-based competitiveness projects, or cluster
initiatives (CI), have become an increasingly
widespread tool for economic development. At first
cluster initiatives were primarily associated with
advanced economies, with cluster based develop-
ment projects becoming popular in advanced
economies as early as the mid-1990s. However, Cls
were not adopted in developing and transition
economies on a larger scale until after year 2000
and since then several hundred Cls have been
implemented in these economies as well. Also,
international donor organizations have to a large
extent become involved in Cls, resulting in
numerous donor-initiated Cls. As a result, Cls in
developing and transition economies are consider-
ably younger than in advanced economies.

Transition economies, switching from a planned
economy to a market economy, are defined as those
within the scope of the European Bank for
Reconstruction and Development (EBRD).
Developing economies have a GNI per capita value

below $9,386.

SURVEY DATA

This report is based on a survey of 1 400 cluster
initiatives, including comprehensive data from 450
ClIs that completed the Global Cluster Initiative
Survey (GCIS) 2005. An eatlier study based on

GCIS 2003 was reported in “The Cluster Initiative
Greenbook” (available at www.cluster-research.org).

POLITICAL CONTEXT

In developing and transition economies economic
policy is typically centralized to the national level,
and there is usually little policy support relating to
competitiveness and clusters. Donor-initiated Cls
take place where the national policy support for
such effort is the lowest.

The profile of national economic policy and of the
role of clusters differ significantly. In developing
and transition economies, economic policy is
typically centralized at the national level, and there
is usually little policy support relating to competi-
tiveness and clusters. This might reflect a more
macro-oriented focus in these countries, such as
interest rate and currency stability and general
deregulation programs. Whether this is the case or
not, Clsare likely to face a policy environment
where there is less enthusiasm for government
intervention to enhance the competitiveness of
selected industry clusters. In developing economies,
the nature of the policy debate around competi-
tiveness and clusters resembles more the situation
in advanced economies. This is a first indication
that the model for cluster initiatives does depend
strongly on the overall economic conditions in
which they operate. Cls in developing countries
face very different challenges and often have
different types of specific objectives compared to
those in transition economices, and there is no
simple linear relationship from developing to
transition to advanced economies.

Donor-initiated Cls typically take place in settings
where there is less government attention to
competitiveness and clusters. This is a pattern that
continues to manifest itself throughout the data:
donor-initiated Cls take place in the most challeng-
ing settings, even relative to Cls in developing and
transition economies.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES



SOCIAL CONTEXT

In developing and transition economies, there is
usually less trust among companies and between
companies and government than in advanced
economies. Donor-initiated Cls take place where
the level of trust among participants in the
economy is the lowest.

OBJECTIVES

While advanced economies tend to focus more on
innovation and business environment improve-
ment, developing and transition economy Cls
usually place more emphasis on increasing value-
added and exports. For example, in developing
economies, donor-initiated Cls focus primarily on
supply chain development, followed by export
promotion. Increasing value-added and improving
the business environment are also frequent
objectives. In transition economies, donor-initiated
ClIs have a more narrow range of objectives,
focusing mostly on export promotion and increas-
ing value-added. This could indicate a more
narrow perspective on cluster development,
especially one drawing less on support from
government. In both situations, donor-initiated
Cls report significantly different objective struc-
tures than company- or government-initiated Cls.

ACTIVITIES

Activities of Cls can be divided into seven groups:
Joint production, Joint sales, Human resource
upgrading, Intelligence, Business environment,
Firm formation, and Joint R&D.

Lobbying for changes in the business environment,
such as regulations and policy, is more popular in
transition than in developing economies. Upgrad-
ing human resources is a field that is much more
prominent in developing than in transition
economies. Management training is particularly
popular in transition economies. Supply chain
development and joint logistics are particular to
developing economies. Supply chain development
isalso popular in transition economies. Firm
formation, on the other hand, is a type of activity
that is more prominent in advanced than in
developing or transition economies. What typically
separates advanced from the other is the high
importance that joint R&D has there.

MEMBERSHIP AND RESOURCES

Cls in transition economies have fewer companies
participating. Only 40% of Cls there have more
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than 20 company participants, and the median is
18. In developing economies Cls are larger - 51%
have more than 20 firms participating and a
median of 25.

Many Cls rely on various resources and infrastruc-
tures to conduct their operations. Most CI have an
office: 71% in developing, 62% in transition, and
75% in advanced economies. Websites are more
concentrated to advanced economies. Only 37% in
developing and 41% in transition economies have
awebsite, compared to 79% in advanced econo-
mies.

The Cl staff is somewhat bigger in developing
economies, with a median of 3 persons, compared
to 2 for transition and advanced.

CLUSTER FOCUS

In developing countries Cls often focus on “basic”
industries. In transition economies there is more of
a mix between industry types, but donors empha-
size “basic” industries more than other initiators.

In advanced economies, there is sometimes a
tendency to favor “high-tech” industries that are
considered attractive, using Cls to “build clusters”
rather than enhancing the competitiveness of
existing ones. In developing and transition
economies, in contrast, neither government nor
donors seem overly focused on such industries. For
donors the tendency might actually be the
opposite: sticking to agriculture and basic indus-
tries, while possibly neglecting opportunities in
capital intensive manufacturing.

In all economies, Cls target clusters that are
relatively strong and the main difference across
levels of economic development is that the
competitive position is stronger and the innovative
capacity is higher in advanced economies. In
developing and transition economies, donors target
clusters which are less developed than those
targeted by other initiators.

ROLE OF GOVERNMENT AND
FINANCING

In developing economies, Cls often have an
international initiator (international donor organi-
zations or international consultants). Government
initiatives are also frequent, while Cls initiated by
the business sector are less common. Other types of
initiators include academic institutions and
institutions for collaboration.



In developing economies international funding
(through donors and their implementing partners)
is usually the main source of income, while in
transition economies the largest share usually comes
from the business sector. Presumably, in transition
economies, some of the international funding
comes from EU, not only from international donor
agencies. In advanced economies, most of the
financing is provided by government. This pattern
is similar to the initiator pattern, and the initiator
clearly has a great influence on finance.

A dominating role of government that leaves
businesses on the sidelines of Cls is a major concern
in advanced economies. In developing and
transition economies the challenge is different.
While business tends to be involved, government
often lacks the capacity to do its part. Donors step
in where government is unable to act, but donors
seem to have no strategy to involve government
over time.

In developing and transition economies, govern-
ment influence decreases over time while business
becomes more important.

PERFORMANCE

In developing economies, donor-initiated Cls
measure much fewer indicators than in transition
economies, on average 4 compared to 9. We
recognize this pattern from quantified targets:
donor-initiated Cls are less likely to have quantified
targets in developing than in transition economies.

Developing economies score best in acquiring
funds and improving the business environment,
with export promotion being the third best area.
Cls in transition economies report their best results
in acquiring funds from government and interna-
tional organizations, improving business environ-
ment, and increasing innovativeness. Advanced
economy Cls perform best in increasing innova-
tion.

In all fields, transition Cls report better perfor-
mance than developing and advanced.

Increased cooperation among firms in the cluster is,
not surprisingly, the strongest impact on the cluster
reported in all economies — this effect lies more or less
in the nature of a CI. Beyond that, developing
economies report their best results in increasing the
economic importance of the cluster, promoting
growth and increasing the market reach of products
and services produced by the cluster. Transition
economies also report high impact in in-creasing

market reach and increasing the economic impor-
tance of the cluster. They also promote a positive
impact on the number of firms in the cluster.

Comparing economies, we find that developing
economies report overall better results than
transition in promoting cooperation and consider-
ably better than advanced in increasing the
economic importance, increasing market reach, and
widening the range of related and supporting
industries in the cluster.

FINDINGS FROMTHE
SURVEY

The structure of Cls needs to respect the different
context that is relevant in economies of different
stages of economic development; developing and
transition economies, for example, pose clearly
different challenges to CI practitioners. Further-
more, each cluster has its own specific barriers to
competitiveness. There is no single model that can
fitall CIs. Instead it is essential that each CI finds
the approach that will be most effective under the
given circumstances.

With the low levels of trust and economic policy
less oriented towards competitiveness and clusters,
Cls in developing and transition countries operate
in a much more challenging environment than in
advanced economies. Donor-initiated Cls operate
in situations where the environment is most
challenging. This fits their role of addressing
weaknesses that can not be addressed with domes-
tic resources alone. A sustainable intervention,
however, would also require an action plan to
address the underlying sources of these weaknesses
rather than just their consequences.

An often expressed concern in advanced economies
is that clusters are chosen as “strategic industries”
rather than because of their underlying position in
the location. There is little evidence of such
“strategic creation” of clusters in developing and
transition economies. On the contrary, the Cls
could potentially be more forward-looking in the
clusters they activate.

An often expressed concern in advanced economies
is that government (especially regional develop-
ment agencies) play too much of a role and do not
allow the business sector to set the agenda for the
CIL. This does not seem to be a problem in develop-
ing and transition economies, where government

generally plays much less of a role in Cls.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES
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Instead, in developing and transition economies
donors often step in to replace government as
initiator and financer of Cls. In doing so, they
sometimes fail to get government involved in the
CI, making it impossible to pursue many activities
that require government participation. This means
that donors may provide help where there are
weaknesses in the business environment, but they
fail to address the underlying sources of these
weaknesses.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

Donor-funded Cls are often influenced by their
need to provide measurable results in a short time,
often as little as three years. Aiming for short-term
results such as increased employment or exports
can actually be in conflict with long-term competi-
tiveness. Cluster initiatives are not the best tool for
such projects; they should be used when enhanced
long-term competitiveness is the goal.



SECTION ONE

INTRODUCTION

luster-based competitiveness projects, or

cluster initiatives (CI), have become an

increasingly wide-spread tool for economic
development. At first cluster initiatives were
primarily associated with advanced economies, but
over the last years several hundred Cls have been
conducted in developing and transition economies
as well. Several international donors have applied
the cluster concept in projects designed to enhance
the competitiveness of a selected business sector in
a particular geographic region.

Cluster initiatives operate in widely different
settings. Not only do they act in different social
and political contexts, but they also address
different industry sectors, each with its own
idiosyncratic problems and limitations. The
experience from an initiative dealing with wood
products in Gabon is very different from one
working with tourism in Egypt. This complexity
has made the search for a “best practice” an elusive
task. To overcome these obstacles to analysis,
systematic data is needed reflecting the experience
from cluster initiatives in many different settings.

The ambition for this report is to provide a basis
for improving the quality of the cluster initiatives
to make them a better tool for economic develop-
ment. Based on a systematic analysis of the best
data available, we want to provide a benchmark of
current practices based on the collective experience
of the field in key areas related to the operation and
organizational structure of cluster initiatives. This is
an ambitious goal but it also stays clear from the
even broader question of whether cluster initiatives
are the right tool for economic development. Based
on our experience we are convinced that in many
situations they are indeed a very valuable policy
instrument. But the data in this report is not
designed to answer this question, even though it
will enable a more informed discussion about this
issue as well.

KEY CONCEPTS AND
DEFINITIONS

The terms cluster and cluster initiative are often
used without clear distinction among them. In this
report, the term cluster refers to a group companies
and other institutions in related industries that are
co-located in a specific geographic region. It does
not refer to a specific project or a type of organiza-
tion. Clusters exist whether companies are aware of
it or not. We sometimes use the term underlying
cluster to stress that clusters exist independently of
any intervention, project or organization.

The term cluster initiative is used in this report to
specifically denote a cluster development project or
cluster organization. Any organized effort to
enhance the competitiveness of a cluster is thus a
cluster inidiative. Cluster initiatives can be stand-
alone, focusing on only one cluster, or they can be
part of a broader regional or national competitive-
ness strategy with multiple cluster initiatives going
on in parallel. In this report, we use the term cluster
initiative to refer to each individual effort, so thata
national competitiveness program with efforts in
textile, tourism, and agricultural products would
feature with three cluster initiatives, not one.

We use the term cluster facilitator to identify the
individual that manages the cluster initiative.

The basis for the geographical classifications of
continental regions, sub-regions, countries and
areas is the country and area list provided by the
United Nations Statistics Division.

In this report we also classify economy types. To
distinguish developing and transition economies
from advanced economies we have used two
sources. The term transition economies is used to
denote countries switching from a planned
economy to a market economy, and in this report
we define transition economies as those which are
the within the scope of the European Bank for
Reconstruction and Development (EBRD). This

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES 9
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includes the following countries in Europe and
Central Asia: Albania, Armenia, Azerbaijan,
Belarus, Bosnia and Herzegovina, Bulgaria, Croatia,
Czech Republic, Estonia, Georgia, Hungary,
Kazakhstan, Kyrgyz Republic, Latvia, Lithuania,
FYR Macedonia, Moldova, Poland, Romania,
Russia, Serbia and Montenegro, Slovak Republic,
Slovenia, Tajikistan, Turkmenistan, Ukraine, and
Uzbekistan. Countries in Africa and Asia are
excluded in this definition. It is notable that within
this group there are considerable variations in the
level of income.

To distinguish developing economies, we used the
World Bank Atlas method (July 2004), which is
based on GNI per capita. According to this
definition, low and mid income countries have a
GNI per capita value below $9,386, and we
classify those economies as developing, except for
the above mentioned transition economies.

All economies that fall outside the definition as
developing or transition are classified as advanced,
in other words high-income economies (OECD or
non-OECD) which are not transition economies.

PROJECT BACKGROUND

The Cluster Initiative Greenbook, published in
2003, was the first large-scale effort to identify and
compare cluster initiatives. Combining case
research with an international survey (the Global
Cluster Initiative Survey, GCIS 2003), it described
and analyzed the setting in which they are formed,
their objectives, and the process by which they are

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

formed and evolve over time. However, cluster
initiatives from developing and transition econo-
mies were considerably underrepresented, making
conclusions applicable primarily in advanced
economies.

Shortly thereafter, the USAID-commissioned
report “Promoting Competitiveness in Practice: An
Assessment of Cluster-Based Approaches” was
presented, providing a more detailed study of
cluster initiatives in developing and transition
economies. It was based on a combination of desk
reviews, interviews and field assessments, and

covered both USAID and non-USAID projects.

In autumn 2004, USAID commissioned the
research on which this report is based. The
objective has been to provide systematic descriptive
data on cluster initiatives in developing and
transition economies combined these with case
studies, and to point findings relevant for inter-
national donor organizations supporting cluster
initiatives in these economies.

REPORT STRUCTURE

The rest of this report is divided in two sections.
Section Two, “Survey Data from GCIS 2005,
presents the replies from the survey, comparing
replies from different groups of respondents. Section
Three, “Findings from the Survey”, discusses and
interprets some important patterns that emerge from
the statistical analysis.

The Cluster Initiative Greenbook
can be downloaded from
www.cluster-research.org

The
Cluster Initiative
Greenbook




SECTIONTWO

SURVEY DATA FROM GCIS 2005

n this section we first describe the methodolo-
I gies used to collect and analyse data on cluster

initatives in developing and transition econo-
mies. We then present how the respondents are
divided into different groups for comparisons. We
then present the actual survey data, begining with
the political and social setting of cluster initiatives,
followed by profiles of how they were set up and
how they operate, and finally how the respondents

assess their performance.

METHODOLOGY

THE SURVEY - GCIS 2005

The Global Cluster Initiative Survey (GCIS) was
first conducted in 2003 and focused almost
entirely on advanced economies. The GCIS 2005
is a first attempt to collect systematic data from a
large number of Cls in developing and transition
economies. Data for advanced economies have also
been collected, using the same survey instrument,
and are used for comparisons in this report.

About 1 400 CIs were identified worldwide using
internet searches, cluster-related reports, donors
and contractors, and practitioner networks (such as
TCI) as sources for respondent identification.
Respondents could also sign up on the survey’s
website.

We collected the data using an on-line question-
naire, sent out by e-mails addressed to the cluster
facilitator responsible for each CI, most of whom
had been contacted in advance. Within donor-
funded cluster programs, we tried to target the
person responsible for the industry level, not the
program level. The questionnaire included 23
pages and 71 questions, of which several had
multiple sub-questions. 713 respondents started
completing the questionnaire of which 450
reached the last page, taking an average of 51
minutes to do so.

Of the 713 partial respondents, 100 represented
developing economies and 76 transition econo-
mies.

As for all surveys, there is a risk of bias in the
responses. First, although a Spanish version of the
website and questionnaire was available, there is
probably a bias towards English speaking respon-
dents and countries. Also, recently initiated Cls are
probably under-represented. There could also be a
skewed selection in terms of performance: unsuc-
cessful or defunct Cls are more likely to be non-
respondents. Finally, as we rely on the cluster
facilitator to answer the survey, her or his bias will
also be reflected in the responses. (To reduce this
risk, respondents were assured absolute anonym-
ity.) Despite these limitations, to our knowledge
there no comparable data set that come close in
terms of describing cluster initiatives world-wide.
Moreover, the survey findings are consistent with
the 2003 Greenbook as well as with the case
studies and our previous experience in the field.

Two workshops with practitioners, one before the
survey and one after, were arranged to get further
input on which to base the analysis.

STATISTICAL METHODS

In the statistical analysis of the material, we have in
most cases applied Kendall’s zzu-6 to identify
correlations and applied independent sample #tests
to distinguish differences in averages between
groups. For grouping variables and forming
constructs, we have used factor analysis with
principal component analysis (eigenvalue cut-off
level 1) applying Varimax rotation with Kaiser
normalization.

RESPONDENT GROUPS

In this report, the data are cut in a number of
different ways to illustrate differences between
specific groups of Cls. The divisions are made

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES I



along four main dimensions: 1) the type of
economy where the cluster initiative takes place, 2)
the type of industry it targets, 3) the kind of actor
who initiated it, and 4) the age of the cluster
initiative, i.e. the initiation year.

First, the report focuses on Cls in developing and
transition economies, giving data also for advanced
economies for comparison.

The findings suggest that there are considerable
differences between developing and transition
economies. It is interesting to note that there is
often not a simple linear trend from developing to
transition to advanced economies, i.e. the replies
from transition economies are typically somewhere
between developed and advanced. Instead,
patterns are more varied, suggesting that Cls in the
three types of economies follow fundamentally
different rules and logics.

Most data in this chapter are therefore broken
down by economy type.

As many as 100
respondents in
developing countries
supplied complete or
partial supplies. For
transition economies
the corresponding
number is 76. The vast
majority of Cls,
however, are found in
advanced economies.
The repsondent
countries representing
the each economy type
are presented in Table
1.

Second, Cls also differ
widely in the type of
industry focus they
have, ranging from
agriculture to “high-
tech” industries like
ICT and biotechnol-
ogy. This has a large
effect on this how the
Cls evolves, so in some
cases we have also
broken down data by
industry type. We use
four main industry
groups, presented in

Table 2.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

Roughly two-thirds of the respondents could be
assigned to an industry group. The remaining are
either active in several industries of different types,
or we lack information about their industry focus.

Third, the type of actor who initiated the cluster
initiative has a strong influence on how it is
organized and operated.

Fourth, CIs evolve over time. Therefore, we have in
some cases found it useful to take age into account
when comparing Cls with each other. This is
particularly true when comparing the impact of
Cls since we can assume that the impact of a CI
will be greater the longer it is active.

Cls in developing and transition economies are
considerably younger than in advanced economies.
This reflects the fact that cluster based develop-
ment projects became popular in advanced
economies as early as the mid-1990’s, while Cls



were not adopted in developing and transition
economies on a larger scale until after the year
2000.

In developing economies 55% of Cls were started
in 2003 or later. For transition economies that
share is even higher, 72%, while the corresponding
share for advanced economies is only 28%. (See
Figure 1.)

Because the majority of Cls in developing and
transition economies have only been in operation
for a couple of years or less, it is difficult to assess
their long-term performance. In this report, we
shall only be able to suggest indicatively what
determines success in these settings. More defini-
tive conclusions are not possible at this point in
time.

Cl PROFILES

INITIATOR

In developing countries Cls often have a donor
initiator (international donor organizations or
international consultants). Government initiatives

are also frequent, while Cls initiated by the
business sector are less common. Other types of
initiators include academic institutions and
institutions for collaboration.

In transition economies the mix of initiators is quite
even, with the business sector as the most frequent
initiator (see box below).

In advanced economies, the Cl is typically initiated
by government, usually a local or regional develop-
ment agency. However, there are regional varia-
tions. In both North America and Australia & New
Zealand 41% are government initiated, in North-
ern Europe 47%, Western Europe 53%, and
Southern Europe as many as 61%. (A similar
breakdown for developing and transition econo-
mies is difficult due to the smaller number of
replies.) The breakdown of initiators for different
economies is given in Figure 2.

Figure 3 shows the age of CIs for different initia-
tors. Within developing and transition economies,
donor initiated Cls tend to be young (making the
petformance of donor funded Cls particularly

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES
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difficult to assess). The oldest Cls are usually
business initiated.

POLICY SETTING

The policy setting in which CIs are conducted can
vary considerably in terms of the degree of national
centralization. Clusters and competitiveness can
also be a more or less prominent feature in eco-
nomic policy and debate. (See Figure 4.)

There is a higher degree of centralization of
economic policy in developing and particularly
transition economies compared to advanced.

Partly this difference reflects the fact that many
respondents in advanced economies are active in
large countries with strong regional administra-
tions, such as Germany, UK, USA, Canada and
Australia.

Clusters and competitiveness is a less prominent
feature of economic policy and debate in transition
economies than developing and advanced.

Donor initiators seem to be active in policy settings
where national policy support is somewhat weaker,
whereas government initiates in policy settings
where competitiveness and cluster policy is more
prominent. (See Figure 5.)

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

INDUSTRY PROFILE

In developing economies, there is clearly a focus on
agriculture and food related industries and on basic
(typically labor intensive) manufacturing. In
transition economies there is a more even mix
including capital intensive industries as well as

“high tech” industries. (See Figure 6.)

In developing countries there is not much of a
difference between different initiators (see Figure
7A); all initiators are most active in agriculture,
food, and basic manufacturing. Government is not
involved in tourism at all. In transition economies
(see Figure 7B), however, the differences are
greater. Here, donor initiators are mostly active in
agriculture, food, and basic manufacturing.
Government, on the other hand, initiates Cls
mostly in capital intensive industries. Business is
often the initiator in “high tech” and advanced
services. As in developing economies, government
is not involved in tourism.

The tendency for donors to engage in basic
industries could partly be a country effect. Among
transition economies, donors are mostly active in
those with a less advanced economy.

These differences do not appear to be an age effect

since the target industries do not vary much
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between age groups, apart from a slightly lower
share of agriculture/food/basic manufacturing
among those initiated before 1999.

In terms of the “cluster strength” (see Figure 8), Cls
usually work with target clusters that are not very
mature, but have a moderate growth and a market
reach (measured on a scale from local to global) that
is at least moderately global. They are typically
somewhat important for the national economy as a
whole.

Clusters in developing and transition countries are
generally weaker than in advanced economies.
Their innovative capacity is lower, and their overall
competitive position is less strong. Related and
supporting industries are present to a lower degree,
and there are sometimes fewer levels of the value
chain present.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

In some aspects, however, they do not appear to be
weaker than those in advanced economies. The
market reach is on par with advanced economies,
and they display roughly the same rate of growth.

In developing economies, business initiated Cls
occur where there is a large number of firms and
several levels of the value chain (see Figure 9).
Opverall, business seems to be active in generally
stronger clusters than government or donor
initiators.

In transition economies, donor initiators stand out
even more. (See Figure 10.) They are active in
generally weaker clusters. For example, the market
reach is shorter, the innovative capacity lower, the
competitive position weaker and the business
environment less attractive.




Cluster initiatives are collaborative efforts, so trust is
obviously an important factor. Trust is overall lower
in developing and transitional economies than in
advanced (see Figure 11). The difference is
particularly high in terms of trust among firms. In
all economies, firms have more trust in other firms
than in government. Within developing and
transition countries (see Figure 12), business
initiated CIs occur where trust is high, especially
among firms, while donor initiators are active
where trust is considerably lower, particularly firms’
trust in government.

OBJECTIVES

Respondents were requested to select up to three
objectives that they considered to be most impor-
tant for the project. (See Figure 13.)

Increasing the value-added of production in the
cluster was considered an important objective in
both developing and transition economies,
followed by increasing exports and supporting
innovation. Supply chain development is also an
important objective in developing economies,
while attracting firms and investment is more
important in transition economies. As a contrast,

supporting innovation and improving the business
environment are the two most important objectives
in advanced economies, while export promotion is
rarely an objective.

Business and government initiators in developing
economies (see Figure 14A) usually focus on
increasing value-added and exports, while donor
initiators support supply chain development and
improving the business environment.

In transition economies patterns are different. (See
Figure 14B.) Here, donors focus on value-added,
exports and employment, while government often
focuses on innovation and commercializing
academic research (see also box on page 18).

One could perhaps say that in transition economies
donors have objectives similar to developing
economies, while government plays a role typical in
advanced economies.

ACTIVITIES

In the survey, respondents were presented a list of
25 activities often performed by Cls. They were
asked to indicate to what degree they performed
each activity, on a scale from “not done” to “main

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES
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activity”. Analyzing the responses we find that
activities can be divided into seven groups. Within
each group the activity levels of the activities are
correlated, so thata CI that performs one activity
will tend to perform also the others in the same
group. The seven groups are presented in Table 3
and the importance of each activity is given in

Figure 15.

Intelligence activities are equally popular in all
economies. For joint sales, the differences are
bigger. Branding of the region itself is more
prominent in advanced economies. (See also box

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

on page 19.) Lobbying for changes in the business
environment, such as regulations and policy, is
more popular in transition than in developing
economies.

Upgrading human resources is a field that is much
more prominent in developing than in transition
economies. (See also box on page 20.) Manage-
ment training is particularly popular in transition
economies. When human resource upgrading does
occur in advanced economies, it is typically in the
form of improving the education system.




Supply chain developmentand joint logistics are
particular to developing economies. Supply chain
development is also popular in transition econo-
mies. Joint production activities are generally less
important in advanced economies.

Firm formation, on the other hand, is a type of
activity that is more prominent in advanced than
in developing or transition economies. And what
typically separates advanced from the other is the
high importance that joint R&D has there: it s the
most popular activity (apart from generally
building awareness among cluster members).

PARTICIPANTS

One way of measuring the size of a Cl is the
number of companies that participate actively.
Some CIs have only a handful of company
participants while others are have more than a

hundred.

Cls in transition economies have fewer companies
participating. Only 40% of Cls there have more

than 20 company participants, and the median is
18. (See Figure 16.)

In developing economies, Cls are larger. 51% have
more than 20 firms participating, and the median
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is 25. There are comparatively fewer Cls in the
mid-range of 10-50 companies.

In advanced economies the numbers are even
higher. 71% have more than 20 participating
firms, and the median is as many as 40.

Partly the low number of participating companies
in transition economies is due to a lower penetra-
tion rate. Only 23% of Cls in transition countries
include at least half of the companies eligible to
join, compared to 32% in developing economies
and 40% in advanced. However, penetration rate
probably does not account for the whole difference
in the number of participating firms. Another
explanation might be that Cls in transition and
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developing economies simply work with smaller
industries.

In developing economies, the business initiated Cls
are clearly the biggest with a median of 62 firms,
compared to 16 for government and 20 for donor
initiated. This would agree with the earlier observa-
tion that business initiated Cls often occur in
clusters with many firms (see Figure 9). In transi-
tion economies the difference is not as great, but
the pattern is different. There the median for
business initiated is 17 companies, 19 for govern-
ment initiated, and 22 for donor initiated.

Among the participating firms in a CI, a smaller or
larger share of the companies can be vrey small or

small companies (see Figure 17). This graph is a bit



FIGURE 17. SIZE OF PARTICIPANTS
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complicated, so as an example, the dark blue area in
the first column shows that in developing countries
37% of Cls report that more than 50% of their
participating firms are micro enterprises.

In all economies there are usually fewer very small
enterprises (less than 10 employees, sometimes
called “micro-enterprises”) among the participants
than small companies. The lowest share is found in
transition economies, and the highest, somewhat
surprisingly, in advanced economies.

For small companies (10-50 employees), the
pattern is reversed. The highest share is found in
transition economies, the lowest in advanced.

For informal sector firms (enterprises operating
outside the regulatory system, the “grey sector”) is
low in all economies. The share is highest in
developing economies. However, an unexpectedly
high share is found in advanced economy. A closer
inspection shows that most of the high shares are
found in North America and Australia & New
Zealand.

In terms of foreign ownership, participants are
similar in all economies. There are slightly more Cls
in developing economies with a high share of
foreign-owned participants. (See Figure 18.)

The organizational form of the Cl is usually an
independent formal, not-for-profit organization.
Informal organizations tend to be more frequent in
developing and transition economies than ad-
vanced. (See Figure 19.)

In both developing and transition economies 46%
of Cls are membership organizations where
participants become formal members, compared to
64% in advanced countries. Among these mem-
bership organizations, 89% in transition economies
require members to sign a formal memorandum of
membership, compared to 60% in both develop-
ing and advanced economies.

FIGURE 18. FOREIGN-OWNED
PARTICIPATING COMPANIES
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INFRASTRUCTURE AND
RESOURCES

Many Cls rely on various resources and infrastruc-
tures to conduct their operations.

Most CI have an office: 71% in developing, 62%
in transition, and 75% in advanced economies.
Websites are more concentrated to advanced
economies. Only 37% in developing and 41% in
transition economies have a website, compared to
79% in advanced.

The Cl staff is somewhat bigger in developing
economies, with a median of three persons,
compared to two for transition and advanced.

Strategically many Cls rely on an individual (the
“director”, “manager” or similar) for formulating
strategies and setting the agenda. Similarly, many
ClIs have an individual who is responsible for
managing operations. In other Cls, these tasks are
performed by a group of people (a “board,

“leadership team”, etc) rather than an individual.

Operational managers are most frequent. In both
developing and transition economies 81% of Cls
have such a manager, compared to 86% in
advanced. Strategic managers are more rare: 65% in
developing, 43% in transition and 52% of Cls in
advanced economies. In 34% of Cls in developing
economies, the operational manager and the
strategic manager are

the same person, 22%

in transition, and 33% FIGURE 19. ORGANIZATIONAL FORM
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ACTORS AND ROLES

As shown earlier in Figure 3 we saw that in
different economies different types of actors take
the initiative to start the CI. For example, donor
initiators are most often the initiator in developing
economies.

In the initiation phase there are also some key
decisions to make. First, one must decide which
actors, e.g., companies, government agencies,
universities, industry organizations, to involve as
initial participants. Second, the CI decides on the
initial activities to undertake.

Figure 21 shows that although the decision to start
the CI may come from actors than business,
influence is quickly shifted towards business. In all
economies, business is most usually the most
influential actor in deciding initial activities. This is
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particularly true in transition economies. This
reflects an often expressed opinion that it is
essential that Cls are “business led”.

However, there seems to be a difference between
government and donors in terms of an early
transfer of influence to business. In developing
economies, only 30% of the Cls initiated by donor
initiators transfer decision rights about initial
activities to business, compared to 41% for
government initiated. In transition economies the
difference is even more striking. There only 21% of
initial initiators transfer power to business, com-
pared to 58% for government initiated Cls.

In developing and transition economies, there is
nota single example of a business initiated CI
having government or donors select initial activi-
ties. (It does, however, happen occasionally in
advanced economies.)

FINANCING

Economic contributions to Cls can take many
forms. The business sector often contributes
through the work they perform within the
activities of the project. This contribution may be
substantial although it will not be visible in the
form of financial transactions.

The CI nevertheless will have some sources of
income to cover the administration costs of the




organization and for covering costs related to the
activities.

In developing economies (see Figure 22), interna-
tional funding (through donors and their contrac-
tors and consultants) is usually the main source of
income while in transition economies the largest
share usually comes from the business sector.
Presumably, in transition economies, some of the
international funding comes from EU, and not
only from international donor agencies. In ad-
vanced economies, most of the financing is
provided by government.

This pattern is similar to the initiator pattern, and
the initiator clearly has a great influence on finance.

From Figure 23 it is clear that “the initiator pays”;
business initiated Cls get most of their income
from business, government from government, and
donor from donors. However, while business
initiated Cls also get a substantial funding from
government and vice versa, donor initiators hardly
receive any financial support from either business
or government.

Financing shifts towards business over time. As Cls
evolve, a larger share of their income is covered by
firm membership fees and sales of services to
companies. It is therefore interesting to break down
the Cls in two age groups: those initiated 2003 or
later, and those initiated 2002 or earlier (see Figure
24).

The two main patterns still remain. First we see
that for young Cls, the initiator is the main
financer. For older ClIs, financing shifts towards
business, but business provides more funding in
business initiated than in other Cls; government
provides more funding in government initiated
than in other; and donors provide more funding in
donor initiated than in other Cls.

Itis also clear that over time, government initiated
Cls, while shifting funding towards business, also
manage to increase donor funding. This shift is
much more modest for donor initiated Cls, and
donors provide the majority of income also in older

Cls.

One should note, however, that although these
differences are here presented as a “shift over time”,
itis in fact not possible to say from this graph if
they occur because an individual CI changes over
time (so that older Cls used to be similar to the
young ones today) or if older cohorts have always
had different funding patterns (and have not
shifted their funding since initiation). Further
analysis has shown that the latter is not the case.

TARGETS AND PERFORMANCE
MEASURING

Almost half of Cls have quantified targets (such as
“increase exports by 15% per year” or “generate
2500 new jobs in 5 years”). It is somewhat more
common in developing and transition economies
than in advanced, with 47% and 48% respec-
tively, compared to 41%. The patterns are ambigu-
ous when broken down by initiator. In developing
economies, donor initiators are more likely to have
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quantified targets, whereas in transition they are

less likely than business or government.

Many Cls also assess their impact by measuring key
indicators of how their industry performs. This is
particularly frequent in developing and transition
economies. In developing economies, Cls collect
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data within an average 6 areas, compared to 7 in
transition and only 4 in advanced economies.

In developing economies, donor initiated Cls
measure far fewer indicators than in transition
economies, on average 4 compared to 9 (see Figure
25). We recognize this pattern from quantified




targets: donor initiated Cls are less likely to have
quantified targets in developing than in transition
economies.

See also the box on page 24.

Cl DEVELOPMENT STAGE

Cls sometimes start out as time-limited projects. As
they evolve they may become an established
institution, which is less dependent on government
support or the work of key individuals. This is
often the normal evolution in advanced economies,
and the pattern appears to be the same in develop-
ing and transition economies. With age, they tend
to consider themselves permanent institutions; they
are also less dependent on single key individuals;
and they are more confident that they can con-
tinue even if there is change in government policy.

Looking at only young Cls in developing and
transition economies, government initiated Cls are
less sure of their survival in case of a policy shift
than those initiated by business or donors. (See
Figure 206.)

PERFORMANCE

In the questionnaire, respondents were asked to
asses what impact they had in three areas.

First, organizational performance was assessed in
terms of “meeting goals”, “living up to expecta-
tions”, and in negative terms of “not leading to
changes” or being “mostly talk, not much action”.
Also, the ability to meet deadlines and the project
becoming known to potential participants was

assessed.

Second, operational performance was assessed in
terms of those factors listed as objectives, such as
contributing to increasing exports or commercializ-
ing academic research.

Finally, economic performance was assessed by the
influence the CI had had on the underlying
cluster, such as helping to increase the growth of
the cluster or products being sold on a wider range
of markets.

This self-assessment was only done by respondent
Cls initiated in 2002 or earlier since we considered
that it would be difficult to establish any impact of
younger Cls.
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Since there are so few
CIs that have been in
operation for more
than two years in
developing and
transition economies, it
has not been possible
to break down perfor-
mance measures by
initiator in these
countries in a meaning-
ful way.

Cl ORGANIZATIONAL PERFOR-
MANCE

Results are overall best in transition economies. (See
Figure 27.) Cls there have met goals and avoided
disappointments better than in other economies.
Meeting deadlines has been most of a problem in
developing economies.

However, transition economies also score lowest in
terms of living up to expectations. So although
they meet their goals, they may also face higher
expectations than in developing or transition
economies.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

Cl OPERATIONAL
PERFORMANCE

Cls in transition economies report their best results
in acquiring funds from governmentand interna-
tional organizations, improving business environ-
ment, and increasing innovativeness. (See Figure
28.)

Developing economies also score best in acquiring
funds and improving the business environment,
with export promotion being the third best area.

Advanced economies Cls perform best in increas-
ing innovation.

In almost every field, transition Cls report better
performance than developing and advanced. The
exceptions are increasing employment and reduc-
ing competition where developing economies
report better results, and commercializing academic
research, where advanced economies perform
better.

Developing economies in comparison report less
impact than transition in all fields. (The only
exception is “reducing competition”, where they
report higher impact. This, unfortunately, from a

cluster perspective is a questionable achievement.)




ECONOMIC IMPACT

Increased cooperation among firms in the cluster is,
not surprisingly, the strongest impact on the cluster
reported in all economies — this effect lies more or
less in the nature of a CI. Beyond that, developing
economies report their best results in increasing the
economic importance of the cluster, promoting
growth, and increasing the market reach of
products and services produced by the cluster.
Transition economies also report high impact in
increasing market reach and increasing the eco-

nomic importance of the cluster. They also promote
a positive impact on the number of firms in the
cluster. (See Figure 29.)

Comparing economies, we find that developing
economies report overall better results than
transition in promoting cooperation and consider-
ably better than advanced in increasing the
economic importance, increasing market reach, and
widening the range of related and supporting
industries in the cluster.
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SECTION THREE

FINDINGS FROM THE SURVEY

his section revisits and anlyzes a number of

areas covered in the Survey Data section.

We highlight some of the aspects that have
interesting implications for cluster initiatives in
developing and transition economies. First we take
a closer look at the political and social context
where cluster initiatives take place. We then
examine the objectives they pursue. The selection
of clusters is another topic and, finally, we discuss
the different roles played by donors, business, and
government.

For convenience, the relevant graphs are repeated
in this section. For the complete set of graphs and
tables, please refer to Section Two.

DIFFERENT SETTINGS -
DIFFERENT MODELS

Cluster initiatives operate in widely different
settings. Not only do they act in different social
and political contexts, but they also address
different industry sectors, each with its own
idiosyncratic problems and limitations. The survey
asked cluster facilitators about the specific setting in
which their CI operates to identify the impact of
the setting on operational practices and impact of

the CI.

POLITICAL CONTEXT

*  Indeveloping and transition economies economic
policy is typically centralized to the national level,
and there is usually little policy support relating to
competitiveness and clusters. Donor-initiated Cls
take place where the national policy support for
such effort is the lowest.

The ability and readiness of government to
contribute in removing barriers to competitiveness
depend on the country’s economic policy agenda.
If competitiveness is high on the priority list and if
clusters are a familiar tool in economic development
policy, this can provide an environment where Cls

benefit from supportive action by government
agencies. Also, if competitiveness more generally is a
prominent feature of public debate, this could
pave the way for a cluster initiative.

Figure 30 shows four aspects of the policy environ-
ment. First, the degree to which policy making is
centralized is usually higher in developing and
transition economies. The national level of govern-
ment, rather than the regional or local level, drives
economic policy. For the transition economies in
our sample this could be driven by their small
country size, but for the developing economies
covered this argument does not hold. The central-
ization of economic policy is an issue because
clusters are inherently local/regional phenomena
that benefit from the involvement of government
agencies at the same geographic level. While such
organizations are often key drivers behind Cls in
advanced economies, especially in the EU, they are
less likely to be able to contribute in developing
and transition economies.

Second, the profile of national economic policy and
of the role of clusters differ significantly by the
economies’ stage of development. In transition
economies, competitiveness and clusters play less of
arole in economic policy. This might reflect a more
macro oriented focus in these countries, such as

FIGURE 30. POLICY SETTING
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interest rate and currency stability and general de-
regulation programs. Whether this is the case or
not, Cls are likely to face a policy environment
where there is less enthusiasm for government
intervention to enhance the competitiveness of
selected industry clusters. In developing economies,
the nature of the policy debate around competi-
tiveness and clusters resembles more the situation
in advanced economies. This is a first indication
that the model for cluster initiatives does not
develop linearly as economies progress. Cluster
initiatives do not simply add on more structure as
an economy become more prosperous, but seem to
move through distinctly different phases in this
process.

An interesting further observation emerges when
looking more specifically at Cls in developing and
transition economies by initiator. Donor-initiated
ClIs typically take place in settings where there is
less government attention to competitiveness and
clusters (see B and C in Figure 31). This is another
pattern that continues to manifest itself through-
out the data: donor-initiated Cls take place in the
most challenging settings, even relative to Cls in

developing and transition economies.
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SOCIAL CONTEXT

In developing and transition economies there is
usually less trust among companies and between
companies and government than in advanced
economies. Donor-initiated CIs take place where the
level of trust among participants in the economy is the
lowest.

A key characteristic of a cluster perspective is that it
allows a systemic approach, searching for drivers
and barriers to competitiveness not only within
each individual company or a single industry but
in dependencies within the industrial system as a
whole (for example, lacking parts of the value
chain, the quality of inputs, the efficiency of
distribution channels). It also opens a perspective
beyond the business sector: to seek solutions in
areas where government and the education sectors
play a key role, such as improving policies and
regulations, infrastructure, and the education
system.

Searching for and implementing solutions in such a
multi-sector environment requires trust between
the different actors involved. CI managers often
testify to the great importance of trust. (The first
Greenbook provided evidence that in advanced
economies, a high level of trust among firms is
correlated to better performance.) Therefore, it is
interesting to note that trust seems to vary in a
systematic manner (see Figure 32). Developing and
transition economies have consistently lower levels
of trust than advanced. Trust generally improves as
economic development is taking place although
trust between firms and government seems to be
even more strained in transition than in developing
economies.

Not only is trust generally lower in developing and
transition economies, donor-initiated Cls in these
economies take place where there is less trust even
relative to this low benchmark (see Figure 33). Not
surprisingly, the trust is highest in business-




FIGURE 34. OBJECTIVES
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initiated ClIs but even government-initiated Cls
score more higly than donor-initiated ones.

In a low-trust environment collaborative efforts
such as cluster initiatives face a clear challenge.
Potential cluster initiatives that could provide
significant benefits will not get started. And even
within cluster initiatives that have gotten under
way scarce resources might be needed to build the
trust that is required for more complex co-opera-
tion among cluster participants.

In the high-trust environment more typical for
advanced economies, Cls can develop action plans
from the outset in a collaborative open process that
involve all relevant players. Such a process is likely
to fail in the context of a developing or transition
economies where trust is largely absent. One
reaction is to follow an approach where the analysis
and the definition of an action agenda is largely left
to outside specialists, in particular donor organiza-
tions and specialized consultants they deploy.
Another reaction is to focus on activities such as
infrastructure upgrading or training courses for
entrepreneurs that rely less on the cooperation
between groups that are known not to trust each
other.

Cluster initiatives can be an important tool to
increase the level of trust over time. If that is one of
their main objectives, goals and activities have to be
structured accordingly. If cluster initiatives are not
specifically designed to increase the level of trust,
other efforts might be necessary to address this
issue. And the burden low trust puts on Cls
should be taken into account when setting
appropriate performance goals for a CL

environment investment costs research

THE RIGHT TOOL FORTHE
RIGHT OBJECTIVE

*  Indeveloping and transition economies Cls
usually have other types of objectives than in
advanced companies. There is more emphasis on
increasing value-added and exports and less
emphasis on innovation and business environment
improvement.

While all cluster initiatives are focused on improv-
ing the competitiveness and economic develop-
ment of their cluster, they set quite different
operational objectives to reach this overarching
goal. Figure 34 shows ten different objectives that
ClIs often pursue. Objectives in advanced econo-
mies usually have to do with enhancing innovation
and are often focused on the business environment
surrounding companies. In contrast, in developing
and transition economies, value-added and exports
are at the center and efforts are targeted more
directly at activities within companies.

The objectives for Cls in developing and transition
economies seem broadly in line with the most
pressing needs of the clusters expected to be
present. But the focus on internal company
sophistication versus external business environment
quality could also be linked to the absence of
strong local/regional government noted above.
Without such a counterpart, Cls are forced to focus
on those parts of the microeconomic foundations
of competitiveness that they can actually affect.

Within developing and transition countries, we
also break down CI objectives by the type of
initiator (see Figure 35A and B) that launched the
CL In developing economies, donor-initiated Cls
focus primarily on supply chain development,
followed by export promotion. Increasing value-
added and improving the business environment
are also frequent objectives. This seems to represent
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a well-rounded range of objectives, paying attention
to company, industry; and environment factors. In
transition economies, donor-initiated Cls have a more
narrow range of objectives, focusing mostly on export
promotion and increasing value-added. This could
indicate a more narrow perspective on cluster
development, especially one drawing less on support
from government. In both situations, donor-initiated
Cls report significantly different objective structures
than company- or government-initiated Cls. This
could signal a different approach by the donors ora
different selection of underlying clusters for a CI.

SELECTING THE RIGHT
CLUSTER FORA CI

Some cluster initiatives result from initiatives taken
by the business sector itself, and in those cases the
target industry is given from the outset. But when
government or donors are the initiators, they need
to select the industry (or industries).

TYPE OF INDUSTRY

* Indeveloping countries CIs often focus on”basic”
industries. In transition economies there is more of
a mix between industry types, but donors empha-
size “basic” industries more than other initiators.

CLUSTER INITIATIVES IN DEVELOPING AND TRANISITION ECONOMIES

Cls in developing economies usually target basic
industries, such as agriculture, furniture, and
textiles (see Figure 36). In advanced economies
there is a similar focus on “high tech” industries,
such as biotech and ICT. In transition economies
there is a more even mix between these types and
capital intensive manufacturing, such as automo-
tive or plastics. Tourism is sometimes the target in
developing and transition economies but rarely in
advanced.

These patterns may simply reflect the general
industry profiles in the respective economies.
Agriculture obviously plays a bigger role in
developing economies than in advanced. They
certainly refute the suspicion that Cls are being
used in developing and transition economies to
“create” clusters with no clear support in the
underlying business environment as would be
typical for a strategic industrial policy approach.

If we split up the Cls by initiator an interesting
pattern appears. In developing economies, initiators
act similarly to each other (see Figure 37A). They
all focus primarily on basic industries. Donors are
slightly less involved in capital intensive manufac-
turing, and government stays away from tourism,
but otherwise the differences are small.

In transition economies, however, initiators have
diverging preferences (Figure 37B). Again,
government does not initiate tourism-related Cls.
Donors are often involved in basic industries, while
government is more often targeting capital inten-
sive manufacturing. Business-initiated Cls often
occur in “high tech” industries.

In advanced economies, there is sometimes a
tendency to favor “high-tech” industries that are
considered attractive, using Cls to “build clusters”
rather than enhancing the competitiveness of
existing ones. In contrast, in developing and



transition economies neither government nor
donors seem overly focused on such industries. For
donors the tendency might actually be the
opposite: sticking to agriculture and basic indus-
tries, possibly neglecting opportunities in capital
intensive manufacturing.

These differences raise questions about how donors
select the clusters to target. Are the differences the
result of strategic choices that donors make? Are
donors choosing the optimal clusters to support or
should they change their selection strategy? One
reason for donors focusing on basic industries such
as agriculture could be their (and their contractors)
existing familiarity with those areas. If the donor
requests contractors to suggest suitable industries to
target and the contractors are not reimbursed for
preparing such a proposal, contractors would have
an incentive to evaluate industries with which they
are reasonably familiar, i.e., if their proposal is not
accepted they will not be reimbursed for costly
evaluations of unfamiliar industries.

Further research and case studies are needed to
shed more light on these questions. It seems quite
likely, however, that donors could improve the
impact of their Cls by taking a more conscious
approach towards cluster selection without falling
into the “strategic industrial policy” traps of the

past.

CLUSTER STRENGTH

*  Inall economies, CIs target clusters that are
relatively strong and the main difference across
levels of economic development is that the competi-
tive position is stronger and the innovative
capacity is higher in advanced economies. In
developing and transition economies, donors target
clusters that are less developed than those targeted by

other initiators.

The strength of a cluster can be measured along
many different dimensions. In the survey, cluster
facilitators were specifically asked about the
composition of the cluster (size, range of related
industries, levels in the value chain), development
(maturity, growth), integration (use of local
suppliers and customers, etc), and competitiveness
(position of companies, attractiveness of business
environment, innovative capacity, etc).

In all types of economies, Cls typically target
clusters that have a significant reach into global
markets and are of economic importance to the
national economy as a whole (see Figure 38). There
are surprisingly small differences reported between
clusters in developing, transition, and advanced
economies, but in advanced economies, clusters
tend to have a stronger competitive position and a
higher innovative capacity.
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FIGURE 39. CLUSTER STRENGTH, BY
INITIATOR
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For the transition and developing economies, the
survey data reveal systematic differences between
the clusters targeted by donors compared to other
Cl-initiators.

In developing countries (see Figure 39), donor-
initiated Cls target clusters that have fewer firms,
fewer levels of the value chain represented in the
clusters, and the economic importance of the
cluster to the nation as a whole is smaller. Business-
and government-initiated Cls systematically work
with more developed clusters. (See also the box on

page 35.)

In transition economies, there are other indications
that donors end up with noncompetitive clusters
(see Figure 40). Donor-initiated Cls there deal
with clusters that have lower sales to global
markets, less innovative capacity and companies
with weaker competitive positions. In addition,
they typically have a less favorable business
environment than business- and government-
initiated Cls. There are many factors that could
account for these differences in Cls initiated by
donors compared to others. When conditions are
favorable enough, Cls can occur spontaneously as
initiatives from the business sector itself or, if the
government policy is geared towards competitive-
ness, as government-initiated Cls. This could leave
donor intervention necessary only for the least
“susceptible” clusters. Another set of reasons has to
do with how donors themselves are evaluated,
which in turn influences their contractors’ incen-
tives. If a donor is under pressure to provide
tangible results in a short timeframe, this would be
an incentive to choose a small industry with
apparent shortcomings in terms of competitiveness,
rather than a large industry with an already strong
position and where only a closer analysis can reveal
which actions are needed to improve competitive-
ness further. The donors tendency to specify not
only which industry to target but also which
actions to take and which specific quantified targets
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FIGURE 40. CLUSTER STRENGTH, BY
INITIATOR

Transition economies

Average reply MBus. WGovt Don.
7
ll Bl IL
Global Innovative Competitive Business
market reach capacity position environ't

to reach within a limited timeframe (sometimes as
short as three years), suggests that this could indeed
be a reason why surprisingly weak and economi-
cally insignificant clusters are sometimes chosen for
donor supported Cls.

Regardless of the reasons, the findings raise some
important questions for donors. How do donors
actually go about selecting industries to target with
Cls? Which criteria do they apply? Finally, most
importantly, does the impact for which they are
aiming match the tools they are using? Further
research and case studies are needed to shed more
light on these questions. It again seems likely,
however, that donors could improve the impact of
their Cls by taking a more conscious approach
towards the underlying strength of the clusters
selected for a CIL.

DONORS, BUSINESS,AND

GOVERNMENT

A key strength of the cluster approach is its ability
to address all kinds of barriers to competitiveness,
whether they emanate from shortcomings in the
business sector, the government, or the education
sector. But although some form of involvement
from multiple sectors is usually a prerequisite for
successful cluster initiatives, the exact nature and
relative extent of each party’s involvement can vary
considerably.

LETTING BUSINESS TAKE THE
LEAD

*  Adominating role of government that leaves
businesses on the sidelines of CIs is a major concern
in advanced economies. In developing and
transition economies the challenge is different.
While business tends to be involved, government
often lacks the capacity to do its part. Donors steps
in where government is unable to act, but donors



seem to have no strategy to involve government that government needs to steps back and allow
over time. business to take the lead in order for the CI to
produce valuable results. Is there cause for similar

Inadvanced economies there is often a fear that concern in developing and transition economies?

government might be too influential. It is argued

Figure 41 shows that while government is by far
the dominant initiator of Cls in advanced econo-
mies, this is not the case in developing and
transition economies. In developing countries it is
instead donors who are the most frequent initiators,
and in transition economies Cls are often business-
initiated.

In the early stages of the CI, the initiator can
choose to retain control, or to involve other actors
in the early key decisions, such as selecting which
players to invite as the initial participants and
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which initial activities to undertake. Figure 42
shows which party was most influential in these
decisions.

In advanced economies, government plays an
important role in facilitating the launch of a Cl and
in participating in the CI over time. The danger,
however, is that government might remain too
dominant, taking operational decisions that should
be better left to businesses and the cluster at large.
In selecting initial participants, government is less
frequently the most influential party, and when it
comes to deciding initial activities, business is
usually the dominant part (Figure 42). This is a
pattern of “transfer of influence” that is often
mentioned as crucial in securing business-orienta-
tionina CL

In developing and transition economies, there is a
similar pattern. Government influence decreases
over time while business becomes more important.
But it is noteworthy that while government
influence declines strongly from initiation to
selection of participants, the corresponding decline
for donors is not as marked. This suggests that in
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the initial phase, government is quicker than
donors in handing over control to business. In the
longer run, however, donor-initiated Cls appear to
allow as much business sector influence as govern-
ment, or even more.

The more important challenge for donor-initiated
Cls in developing and transition economies,
however, is a different one. Donors enter when
domestic government institutions are too weak to
play their role in launching a CI and getting
involved. After a few years, government is still a lot
less influential in donor-initiated Cls than in
government-initiated ones. Government is an
important influence on the competitiveness of a
cluster and the quality of the cluster-specific
business environment. While donors can make a
contribution by addressing the effects of weak
government, a sustainable improvement requires
addressing the weakness of government institu-
tions, especially at the local and regional levels,
itself. Donors should have a clear strategy on how
to achieve this goal as part of their cluster and
competitiveness projects.
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