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Contents of Coaching 2 (Continued)

Part 2 A. | Cluster Analysis and Porters Diamond: What Makes a Region
Competitive?

Part 2 B. | Ecosystems and How to Measure Them
Part 3 | It's OWL - Entrepreneurial Ecosystems

Learning Outcomes
Understanding and Appreciating the Concept of Agglomeration and its Effects
Grasping Different Quantitative Approaches to Regions
Learning to Distinguish Between and Compare Different Theories and Concepts

Learning about Secondary Data Research and Evaluation in Regional Context
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Cluster Analysis and Porter's
Diamond



3 | Cluster Analysis and Porter's Diamond
Antecedents to Porter

Agglomeration (lat.: agglomerare = to pile up): a city and its vicinity
l.e. core city and suburbia

Farhauer & Kroll 2014: 256

Agglomeration from an Economic Perspective
"spatial concentration of elements (firms) in an area”

“agglomeration is the result and consequence of location advantages |...]
through the concentration of enterprises of similar industries (localization
economies) and different industries (urbanization economies)”

E.g. Industry Clusters, Shopping Malls, CBDs

It means as well the process of agglomeration and densification of urban
areas and business/industry zones and the dynamics behind

Gabler Wirtschaftslexikon n.d.
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3 | Cluster Analysis and Porter's Diamond

Antecedents to Porter: Agglomeration

Agglomeration effects are location advantages of 2nd kind
# natural endowments e.g. natural resources

Microeconomic effects within the firm (internal):
1 output at a location 1 economies of scale | overhead

Effects

Agglomeration effects

Internal effects

External effects

Static external effects:
Why do agglomerations exist?

Dynamic external effects:
Why are agglomerations growing?

static

dynamic

_—

MAR-Externalities

Jacobs-Externalities

Localization economies Urbanization economies

Porter-Externalities

1AW ‘ Farhauer & Kroll 2014: 55-57, 112-120: Bathelt & Gliickler 2002: 128
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3 | Cluster Analysis and Porter's Diamond
Antecedents to Porter: Localization vs. Urbanization

Localization Economies Urbanization Economies
» Effects of agglomerating a « Effects through diverse
certain industry regional economy
« spatial proximity of suppliers  Large and diverse base of
« Specialized workforce suppliers, workforce,

consumers

*  Mutual use of public goods
*  Mutual use of public goods

« Diversity in prices and quality
for consumer - diverse
demand

Farhauer & Kroll 2014: 55-57, 112-120; Bathelt & Gluckler 2002: 128
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3 | Cluster Analysis and Porter's Diamond
Antecedents to Porter: Knowledge Distribution and Transfer

MAR-Externalities

Jacobs-Externalities

Knowledge spillover Knowledge spillover
through agglomerating through diverse regional

a certain industry

e.g. face-to-face
contacts, spin-offs

economy

Farhauer & Kroll 2014: 55-57, 112-120; Bathelt & Gluckler 2002: 128

Types of Knowledge Transfer

Porter-Externalities

Knowledge-based externalities
same as MAR & Jacobs,

puts focus on internal competition
in agglomerations

- competition 1
- => Innovation activity 1
—>—>-> (regional) growth 1

Basic Transfer

Personnel Transfer Spin-Offs

Interactive Transfer

Warnecke 2016: 16

=
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3 | Regional Development Strategies

How It Does Not Work According to Porter

Regional Economic Development: Prevailing Approaches

“Build it and
“Open for “Big Game “The Next They Will
Business” Hunting” Big Thing” -
Come
* Improve the * Compete * Enter new high * Invest in large
general business aggressively for tech/ high growth infrastructure/
environment plants and new industries industrial zone
investments projects
« Attempt to match the « Zero Sum « Many competing Rarely offer a strong

for the same
industries - e.qg.
biotech, ‘creative
class’

policies of peers * “Winner's curse”

* Long lists of areas for . yigh cost, low return
improvement, with unless address

limited progress underlying
* Table stakes weaknesses * Very fow mgions
e have the assets to
* Neglects the existing o o0 in them
base

Porter 2014, Youtube.

=

8

advantage versus
other regions

Generic infrastructure
will not offset lack of
skills, other
weaknesses, and
absence of related
businesses
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3 | Clusters and Competition
How It Does Work According to Porter

Guiding Idea: An increasingly complex, knowledge-based, and
dynamic economy needs a new approaches.

Key factors in Cluster Theory: competition and cooperation

“A cluster is a geographically proximate group of interconnected companies and associated
institutions in a particular field, linked by commonalities and complementarities”

Geographic scope of a cluster can range from a single city or state to a country or even a
network of neighboring countries

Cluster boundaries should encompass all firms, industries, and institutions with strong
linkages, whether vertical, horizontal, or institutional

IAW ‘ Porter 2008: 215: Porter 2014, Youtube: Porter 1998
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https://www.youtube.com/watch?v=mF2CsUcwFrw

3 | How to Analyze a Region?
Method: Porter’'s Diamond / Case Study

* Presence of local policies and
incentives, such as intellectual
property protection, that encourage
investment and sustained upgrading

* Presence of open and vigorous local

competition
Context
for Strategy
and Rivalry
A
* Availability of high quality, * Presence of sophisticated
specialized inputs: Factor Demand gsgtg:‘rgrasndlng local

— human resources
— capital resources

Conditi Conditions
ondfions * Presence of local demand

in specialized segments

— physical infrastructure
— administrative infrastructure
— information infrastructure

that can be served nationally
and globally

* Presence of customer needs

~ scientific and technological A 4 that anticipate those elsewhere
infrastructure
— natural resources Related _and
Supporting
Industries

* Presence of capable, locally based
suppliers and companies in related
fields

* Presence of clusters instead
of isolated industries

Porter 2008: 260
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3 | Clusters and regional development
Clusters in the USA

Selected Regional Clusters of Competitive U.S. Industries

equipment and frninre

Boise wi llin
Sawmills Agricultural equipment  Minneapolis  west Michigan Western Massachusetts Boston
Farm machinery A Cardiovascular ‘Office and institutional  Folymers ‘ Mutual funds

Biotechnology
Seattle Telemarketing sarvices Rochester
Aircraft equipment and design Hotel rservations \ Michigan  !maging equipment \Szmm‘: e:nﬁ:m oking
Boat and ship building Credit card processi \w..,.,, Indiana Clocks '
Metal fabrication
COrthopedic devices Detroit
Auto equipmeant -l'!'-’ﬂ
Oregon o 7\ and parts nsurance
Hectrical measuring / Providence
equipment . . L Jewelry
Woodworking equipment ‘ s Marine equipment
Logging/lumber supplies New York City
HeonV " .. 4= TFinanclal services
Silicon Valley Adveris
Microelectronics o () 5 () g Q[ ) Publlshln:g
Biotechnology Multimedia
Venture capital Pennsylvania/New Jersey
Pharmaceuticals
LasVegas . . Pittsburgh
Armusement/casinos Advanced materals
Small airlines o Energy
North Carolina
Los An A Hous ehold furniture
Defens e/aerospace o . Synthetic fibers
Entertairment Wichita . Hosiery
Carlsbad Light arcraft ]
Golf equipment Farm equipment Baton Rouge! . Paints and coatings
Phoenix New Orleans n
Helicopters gazu Specialty foods Carpets
Sermiconductors eal estte
Electronic testing labs development  pOUheastTexas/ paghyiy vill
Optics Colorado Chombials Hespital management  South Florida
Computer Integrated Systems/programming Health technology
Engneering services Computers
Mining/oll and gas exploration
IAW Porter 2008: 245
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3 | Clusters and Competition

Mapping a cluster The California Wine Cluster Map
- Vannmkmg
How to identify a cluster? equipment
- Barrals
Grapestock ) State government agencies
(e.g., Seleqt Committee on Wine
Fertiizer, posticides, N Production and Economy) - Bottles
herbicides
- e Caps and corks
Grape harvesting | | v v P
equipment
> = Labels
Growors/ s Winerie_zs;"
Irrigation technology |- vineyards p;ggﬁ:_:gzg | Public relations and
advertising
- A % ] Smm ”I'iﬂl ns
\ [agﬂvthSbeaatm
x frade joumals)
California agricultural Educational, research, and trade l\,
cluster organizations (e.g., Wine Institute, ".| Tourism cluster
UC Davis, culinary institutes) \ {
Food cluster
Open Source Porter 2008: 217
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3 | Cluster Analysis: The Process |

An exemplary table of contents

The case of the California wine cluster Demand Conditions?
The Californian economy, The history of the California wine cluster
US wine consumption

Grape production

Growing regions Factor (Input) Conditions?

Vineyard operations
Wi i . :

ne prOdUCt'on . . Related and Supporting industries?
...(detailed aspects of wine production)

Distribution, Sales and Marketing, Technology development, Financing

Competition

Various competitors on a global scale Context for firm strategy and rivalry?
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3 | Cluster Analysis: The Process Il

Exhibit4 Singapore National Cluster Export Portfolio, 2001 to 2007

Methods

4.0% Change In Singapore's Overall |
. . World Export Share: -0.03% !
. Relles heaVIIy on Information Technology O Transportation Business ServicesO

Secondary Data and M| (1E%501%) | s Logstes
Document Analysis g |
g 3.0% E O Marine Equipment
. Providing/Starting with s 5 - pmduc.so
Historic Perspective 5 2
. § i Bublizhing and Print Oil and Gas
- Telling a Story: leaders 5 oo | Fussring snaFrnins
and pacemakers (e.g. the |} Communications Equipm §< Op,m @ erosPace Engines
president of a state who §  rox (PoverCemmonagment () L. s Q) A
. a Medical Devices ewelry, Frecious ) I arma s =N 5_ es ﬁvera e Yol n?
proposed a neW eCOnomIC a anal — N Light ;nd Metals and Cdlemgli—Tobawo Export Share: +1.50%
% ybeal Instrumen Electrical Construction Services

d Products

strategy)

I
I
]
|
1.0% OEntertain.me.nt . i O Production Technology
H otor Drven Producss i(e) riesy Machinery
i Processed Foods
I
I
1

. . . O
° Case StUd Ies Wlth 0.5% Communication Services (0) Aerospace Vehicles and Defense
. ) Metal. Mining and Manufacturing Forest Products
explorat|0na| Character Fishing Products Sporting. Recreational and Chidren's Goods
Building Fixtures and Equnpment o Q% Agricultural Products
0.0% i APPE"El oTextlles Automotive . . . .
. V|sua| |Zed Secondary -0.75% -0.50% 0.25% 0.00% 0.25% 0.50% 0.75% 1.00% 1.25% 1.50%
I , _
d ata Change in Singapore's world export market share, 2001 — 2007 of USS7 Billion =

Source: Prof. Michael E. Porter, International Cluster Competitiveness Project, Institute for Strategy and Competitiveness,
Harvard Business School; Richard Bryden, Project Director. Underlying data drawn from the UN Commeodity Trade
Statistics Database and the IMF BOP statistics.
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3 | Methodological implications of Cluster Analysis

and Porter's Diamond

Example Demand Conditions in the Wine Cluster: Secondary Data

Exhibit1 World Wine Market Consumption by Major Country, 1996
Total Per Capita 1996 Imports® 1996 Off-Premise Consumption”
1996 %o of %o of Import Yo of Value %o of Retail
Gallons CAGR 1996 CAGR Gallons  Country Waorld Value World per Country Sales Sales per

Country (mil) 1991-96 Gallons 1991-9% (mil} (volume)  (volume) ($ mil) (value) Gallon (volume) ($ bil) 750 ml
France 940.7 (0.7%) 16.12 (1.2%) 138.7 14.9% 10.1% $520.0 4.6% $372 71.8 $14.07 $3.69
taly 866.5 (1.4) 15.14 (1.5) 7.9 0.9 0.6 155.0 14 19.72 85.9 5.38 1.35
U.s. 541.8 3.4 2.01 2.4 939 17.3 6.8 1,554.5 135 16.56 78.3 10.54 6,22
Germany 500.2 (0.1) 6.10 (0.6) 206.8 59.3 214 1,848.7 162 623 79.5 5.62 3.01
Spain 404 .2 (1.9) 10.19 (2.0) g 7.8 2.3 80.2 07 253 434 0.85 1.26
Argentina 358.2 (5.3) 1017 (6.5) 1.3 0.4 0.1 126 0.1 935 85.0 1.73 1.14
South Africa 221.0 (2.6) 5.21 (4.7) 4.4 2.0 0.3 9.5 0.1 217 66.1 0.45 0.31
UK. 1687.9 1.7 322 1.5 195.5 104.1 14.1 20772 182 1062 80.0 7.41 568
Portugal 155.0 0.8 15.80 0.9 15.4 9.9 1.1 51.0 04 331 90.0 0.73 219
Romania 1426 1.3 6.29 18 1.5 1.1 0.1 18 00 121 NA NA NA
Russia 117.4 NA 0.79 NA 66.1 56.3 4.8 386.8 34 585 83.0 2.58 2.08
China 111.0 6.9 0.09 5.5 2.8 2.5 0.2 447 04 1612 NA NA NA
Australia® B7.3 1.6 4.83 0.5 3.8 4.3 0.3 492 04 1306 429 1.3 2.98
Switzerland 9.4 (0.3) 10,99 (1.3) 49.0 61.7 3.5 603.6 53 1232 62.8 0.94 3.53
Austria 70.3 0.2 867 (0.6) 8.5 12.0 0.6 734 056 868 74.2 1.93 6.03
Hungary 68.7 (2.8) 6.83 (2.3) 1.4 2.0 0.1 32 00 23 NA NA NA
Belgium-Lux. 61.5 0.3 5.81 (0.1) 64.4 104.8 4.6 680.2 6.0 1056 56.5 1.08 3.89
Chile 60.5 (1.4) 4.20 (3.0) 0.2 0.3 0.0 1.0 00 6.35 54.7 0.45 1.02
Brazil 50.4 (7.6) 0.37 (8.8) 6.2 10.4 0.4 431 04 647 NA NA NA
Netherlands 53.7 (2.8) 345 (3.4) 57.4 106.7 4.1 561.2 49 978 NA NA NA
Canada 53.7 2.2 1.81 1.1 45.8 85.3 3.3 385.0 34 541 7549 1.45 4.18
Japan 53.0 8.5 0.42 5.2 29.0 54.7 2.1 5141 45 17.74 38.3 0.5 6.00
Other 691.2 (3.8) - - 267.3 38.7 19.2 1,7476 153 6.54 NA 20.55 2.93
World 5,885.2 (0.6%) — — 1,389.7 236 100.0% $11,403.8 100.0% $8.21 NA $77.65 $2.91

Sources: Food and Agricultural Organization (FAO) of the United Nations and Furomeonitor (for off-premise corsumption data).



3 | Methodological implications of Cluster Analysis
and Porter’'s Diamond

Example Demand Conditions in the Wine Cluster: More Secondary Data

Exhibit2 Wine Consumption in the United States (millions of gallons)®

1997 % Change
1996 1997 % of Tofal 1996-97
By Type
Table
California 339 336 64% (1%)
Other table 104 126 24 21
Dessert & fortified a2 31 8 2)
Sparkling 30 30 6 1
Total 505 523 100% 4%
By Origin
California 375 arz2 T1% (1%) - -
Other stales 9 40 8 @ Exhibit 3 Domestic California Table Wine Revermes by Price Category, 1985-1997 (in billions)®
Foreign wine imported in bottles
Italy 34 36 7% 7% 199237 CAGR
France 21 27 5 25 $5.0
Chile 10 12 2 18 ‘ \ ”
i Lusury (3525 per bottie) 20%
Awicalie 8 T ' o Ultra premium ($14-525) 1%
Other countries 18 17 3 5 $4.0
Subtotal a6 el 189% 14% Total
5 jum (57-514) 17%  premium
Foreign bulk wine bottled in U.S. 1 13 2 ++ uper premium ($7-514) sa——
Total 505 523 100% 4% $3.0 13%
Source: Adapted from Gomberg Fredrikson & Associates, “1997 Armual Wine Industry Rewview,” '
Gomberg-Fredrikzon Report (February 28, 1998): 17-12. $2.0 - Popular premium ($3-57) 9%
$1.0
Jug (<§3) 3%
$0.0
1985 1287 1989 191 1293 1995 1267

Source: Adapted from data from the Robert Mondavi Corporation and Gomberg, Fredrikson & Associates.
*Revenue to California wineries; excludes whelesale and retail mark-ups.
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3 | Methodological implications of Cluster Analysis
and Porter’'s Diamond

Example Early Findings from Deduced Data

Demand: Demand for wine is growing in the US
Domestic Competition: California is the biggest wine producer in the US

International Competition: main global competitors on the US wine market are
ltaly, France, Chile, Australia

Profitability and Margins: premium wine products offer increasingly higher
revenue than jug wine

—> Takeaways for Cluster Members: Growing market and increasing demand for
premium wines ask for better technology, innovation and better firm strategy to
gain/keep market shares
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3 | Methodological implications of Cluster Analysis
and Porter’'s Diamond

Relevant variables, indicators and research methods

Operationalization / Indicator Research Method and Sources of Information
Demand Conditions < Quantity vs. Sophistication/Quality: and Industry reports, statistics on various scales, when

demanding local costumers (Size and quality of  derived from historical conditions see path dependency
the market)

* Unusual local demand in specialized segments
that can be served globally

Context for Firm » Local context encouraging investment and Industry reports, newspaper reports, when derived from
Strategy and Rivalry sustained upgrading historical conditions see path dependency

+ Strong competition among locally-based rivals Expert interviews with entrepeneurs and intermediates
Related and » Presence, quantity and quality of capable, locally- Industry reports, regional statistics
Supporting based suppliers,
Industries * Presence, quantity and quality of competitive

related industries

Path dependency * Assumption: foundation of succesful clusters Historical statistics, yearbooks, chronicles, memoirs =
often lie in the past: historic conditions? Learnings document analysis
and possible transfer from other regions?

Important actors » Strong, outstanding personalities, pushing the newspaper reports, expert interviews
cluster development with their personal
involvement

RUHR
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3 | Methodological implications of Cluster Analysis
and Porter’'s Diamond

Relevant variables, indicators and research methods

Operationalization / Indicators Research methods and Sources of Information

Factor (Input)
Conditions

Broad Overview of
Data Pools

(By Source of
Origination)

Factor (input) quantity and cost
natural resources, physical infrastructure

human resources (workforce) and qualification
capital availability

administrative infrastructure

Information (technology) infrastructure
scientific and technological infrastructure

Factor quality and specialization

Supranational

EuroStat (NUTS-Regions) and other EU Reports:

e.g. Regional Competitiveness Index, Flash
Eurobarometer Survey

OECD; G8 etc.

IMF, World Bank, World Economic Forum: e.g.
Global Competitiveness Report

Global Entrepreneurship Research Association

National

National Data Bureaus and Statistical Offices (or
any type of institutionalized data aggregators)
Publications by Ministries: e.g. DeStatis; U.S.
Clustermapping Tool, U.S. Census Bureau

Document analysis, Industry reports, regional statistics

National and international statistics for measuring
competition and success

Public announcements and reports

when derived from historical conditions see path
dependency (next slide)

e.g. number of high skilled employees, number of
research facilities, patent output, research budgets,
grow rates, number of start-ups, share of industry X in
national/global competition,

consumption of a good...

Local and Regional
* Local Archives and Libraries, Reports, Documents,
(Business) Newspapers

Data from the Private Sector (Treat with Caution!!!)
* Market Research Institutes and Consulting Firm
Publications: e.g. Niehlsen, Statista, Deloitte



3 | Cluster Summary

Cluster Theory..

is based on assumptions and findings on agglomeration of economic activity
suggesting predominantly positive effects of clustering similar or related
economic value creation.

provides a suitable concept for diagnostic purposes: valuable instrument for
assessing a region and determining relevant actors, events and resources. This
is particularly suitable for analyzing a region’s status quo and the process that
produced the status quo (historic perspective).

Cluster Analysis..
is largely based on secondary data from various sources.

is able to deliver potent results for guiding leaders and policy-makers in
trying to ameliorate regional competitiveness: goal of successive upgrading.

can be applied to a diverse portfolio of economic activity and industries.

frequently points out how clusters perform differently, are in different stages of
their development, and are impacted and guided by their respective histories.

provides a rather rigid framework for collecting information on economic
activity and making sense of it.

involves the cluster diamond and cluster map.
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3 | Coaching 2 (Part 2 A: Clusters)

Learning Outcomes

Understanding and Appreciating the Concept of Agglomeration and its Effects
Grasping Different Quantitative Approaches to Regions
Learning to Distinguish Between and Compare Different Theories and Concepts

Learning about Secondary Data Research and Evaluation in Regional Context
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