BENCHMARKING EN UNION EUROPEENNE ET A L’EST DE L'UE/
BENCHMARKING IN THE COUNTRIES OF THE UNION AND IN THE EAST OF THE EU

BENCHMARKING OF LOCAL PRODUCTION SYSTEMS IN EASTERN EUROPE
AND UKRAINE/

Vitalina KURYLIAK®, Thor LISHCHYNSKYY®, Mariia LYZUN’, Nataliya KOMAR®

Introduction

The economic crisis and consequent numerous social, economic and political problems had
increased regional disparities in all countries, without exception, and require for the search of
possible ways of their neutralizing. The main task of modern public policy should be launching
of innovative development of the national economy. In this regard, creation of innovative local
productive systems could be considered as the suitable instrument in terms of selecting the
proper strategy for socio-economic development and balanced government support, that will
successfully adapt the stakeholders to the new market conditions.

Thus, the main purpose of current paper is to conduct the comparative analysis of local
productive systems’ preconditions and activities in the countries of Eastern Europe. In the
theoretical paragraph, the concept and structure of LPS will be considered and their role for
innovative advancing is discussed. The paper will illustrate the preconditions for LPS
development according to the 3-star approach of European Cluster Observatory. The
peculiarities of national LPS-supporting policies will be compared also for Eastern European
countries. Besides the LPS initiatives in the selected countries (Poland, Slovakia, Ukraine) will
be investigated more detailly.

Theoretical backgrounds

Local production systems (LPS) could be defined as the territorial agglomerations of economic,
political and social agents focusing on a specific set of the economic activities, mutually
connected, albeit incipient and with general innovative orientation (Lishchynskyy, 2016).

Thus, LPS are structures, which combine the best features of agglomeration economies acting
globally. However, it should be noted that “LPS” is not a canonic term — in Eastern European
countries it’s different analogues are used, most common of them is “cluster” (see Table 1).

Regardless from the tittle, the LPS are exploiting the general benefits of territorial
concentration, in particular the lower transport costs, the scale effects in production, the
proximity of firms engaged into similar or interconnected activities and other gravity forces that
leads to the formation of the agglomeration. But in spite of traditional forms of agglomeration
(such as metropolitan areas or industrial districts), the LPS have clear cooperation links (along
with competition) between its members and innovative focus.

The traditional forms of agglomeration are gradually losing their comparative advantages.
Being rather "clumsy™ structures, they are not always able to response on the rapid changes in
the global environment, especially in light of the recent crisis events. The later unfavorable
situation at the energy market has led to the suspension of the huge number of industrial
facilities which set the poverty line population of many monoindustrial mining or steel cities.
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interconnected and interdependent association of various sectors of the economy that emerged
and developed in a particular area”. Thus, it is rather a Marshallian type of agglomeration’s
definition.

Indeed, economic policy of the Soviet Union in the mid- 1960s, which included planning of the
economic development based on the spatial principle, has got many points in common with
modern cluster approach. For example, the Office of Tractor and Agricultural Machinery of
Kharkiv public farm complex, in addition to traditional vertically integrated production,
includes also technical schools, colleges, and specialized design institutes. Similar associations
were observed in chemical, textile, paper and wood processing, construction materials
industries, etc. However, it is not correct to equate a LPS and a SMC, because the second one is
much broader term, which covers both LPS and industrial districts, which are common regional
concentrations of certain industry without any clear innovation and cooperation focus. Besides,
implementation in the conditions of centralized economy is rather different from the market
one.

The preconditions for LPS development we would assess in this paper using the 3-star approach
of European Cluster Observatory. According to the methodology a number perspectives are
important to evaluate whether the presence of employment in specific industries belonging to a
cluster category within a given region reaches sufficient ‘specialized critical mass” to develop
the type of spill-overs and linkages that create positive economic effects. The evaluation criteria
(the ‘stars’) are: size (more than 15,000 employees at a location); specialization (a region is
more specialized in a specific LPS category than the overall economy across all regions, i.c.
specialization quotient of more than 1.75) and dominance (a LPS accounts for a larger share of a
region’s overall employment — 7% or more).

According to the analysis conducted by Ketels and Solvell (2006) to find out the number of
regional LPS that have gained stars across all NUTS-2 regions of Eastern Europe, Warsaw
(Poland) tops the list, gaining stars from 16 regional LPS while Ostrava (Czech Republic)
comes at the bottom with just 2 regional LPS meeting any of the star benchmarks (Figure 3).
The average number of stars achieved by any of these regional LPS gives a sense of the level of
concentration in a region’s economy activity. Prague City (Czech Republic), Székestehérvar
(Hungary), Kosice (Slovak Republic), Prague Region (Czech Republic), and t.6dz (Poland)
register the highest number of stars per LPS for regions with at least five clusters meeting one of
the star benchmarks, indicating a relatively high concentration of cluster activity within a few
regional LPS.
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Table 2. Comparative analysis of LPS-supported policies in Eastern Europe

Countr Year  of Precision Level of Tvoe Responsible
y launching implementation P institution
Bulgaria | 2004 Not explicit | National Sectoral Ministry of
Economy
Explicit  (in
Czech . 2005 Fhe frames of National Horizontal Ministry of Industry
Republic innovation and Trade
policy)
iXplflmt (H} Ministry of
Estonia 2006 the Trames ol National Horizontal | Economic  affairs
nnovation ..
) and Communication
policy)
Hungary | 2007 Explicit National Horizontal Ministry of
Economy
Ministry of
Economics -
Latvia 2005 Explicit National Sectoral Department of
Entreprencurship
and Industry
Explicit  (in
Lithuania | 2008 Fhe frames of National Sectoral Ministry of
mnovation Economy
policy
Explicit (part
Poland 2006 of  Reform Natlpnal / Horizontal Ministry of
Programme Regional Economy
2020)
NOt explicit Ministry of
(intograted Economy Trade and
Romania | 2010 within National Bottom up nomy
) . Business
industrial ;
) Environment
policy)
Slovakia | 2005-2009 | Notexplicit | N/A N/A N/A
1999 No . "
Slovenia | longer in Not  explicit National Sectoral Minustry of
now Economy
place
Ukraine | N/A Not explicit | N/A Bottom up | N/A

Source: authors’ compilation based on Barsoumian et al. (2011), European Cluster Observatory

At the end of 2015 Polish Agency for Enterprise Development (PARP) identified more than 130
LPS in Poland, which are defined as specific collaboration forms involving geographically
concentrated institutions and organizations, mainly enterprises operating in the same or related
industries.

All identified LPS have in total almost 6,000 participating entities of which enterprises account
for 78%. The largest number of LPS are active in the following sectors: ICT, energy/renewable
energy and construction, as well as in healthcare. Significant number of clusters represent metal
industry, production technologies, tourism and business services.

In order to achieve the goals of LPS policy outlined by the Polish Cluster Policy Group (in
Polish legislation LPS are mainly named as “clusters”, though term “LPS” is rather common in
research papers), in 2014 the PARP, in collaboration with the Ministry of Economy and external
experts, developed a set of criteria and drafted procedures for appointing Key National Clusters.
The methodology was based on the desk research of available national and international sources

20




to propose criteria and validation requirements which eventually underwent consultation with
ministries, institutions and the general public.

The profile of a Key National Cluster (see the list of them in Table 3) resulted from combination
of expectations towards the best clusters in different states, especially European, and the actual
performance of Polish clusters.

Criteria address the following aspects:

(1) Cluster size and structure (number of participants, especially SME and large companies); (
2) Employment;

(3) Joint activities of cluster participants and internal collaboration;

(4) Geographical concentration of cluster participants;

(5) Cluster specialization;

(6) R&D;

(7) Innovation performance;

(8) Resources (physical, human, financial, etc.);

(9) Presence of the cluster and its companies in foreign markets;

(10) National and international visibility of the cluster;

(11) Cluster coordination services and management (Source: Polish Innovation Portal).

Table 3. List of Key National Clusters in Poland

Name of the cluster | Location of
.. Status
Cluster name | Industry organisation the cluster . .
. . valid until
(coordinator) coordinator
Stowarzyszenie  Grupy
Aviation -y Przedsigbiorcow
1 Valley aviation Przemysli  Lotniczego Rzeszow 30.09.2018
"Dolina Lotnicza"
POhSh . . City Consulting Institute . 30.09.2018
2 | Aluminium metal casting Katowice
Sp. z 0.0.
Cluster
Mazovia ICT Stowarzyszenie Rozwoju 30.09.2018
3 Cluster ICT Spoleczno- Warsaw
Gospodarczego "Wiedza"
4 | Interizon ICT Fundacja Interizon Gdansk 30.09.2018
Eastern Polskie  Stowarzyszenie 30.09.2018
5 | Construction construction Doradcze 1 | Bialystok
Cluster Konsultingowe
manufacturing 30.09.2018
Metal of machines, .
. . Centrum Promocj1 | .
6 | Processing devices  and o ) Bialystok
Innowacj1 1 Rozwoju
Cluster tools for
industrial use
Green 30.09.2018
Chemistry Stowarzyszenie
7 West chemical Zachodniopomorski Szczecin
Pomeranian industry Klaster Chemiczny
Chemical "Zicelona Chemia"
Cluster

Source: Polish Innovation Portal

Despite the fact that Poland's interest in the implementation of cluster initiatives and cluster
formation constantly and dynamically grow, today there are barriers connected with the
clustering of Economy of Poland. They are: low level of confidence among entreprencurs and
the lack of desire to create cooperation between firms that is connected with the probability that

21



the ideas can be stolen; lack of regional and local policies to support industrial clusters;
financial barriers (including high taxes on association); lack of traditions of dynamic
entrepreneurship.

Slovakia

There is no explicit LPS policy in Slovakia. However, there are references to LPS formation in
other types of policies. LPS are mentioned as important policy instruments to increase
competitiveness and innovation of enterprises in the Slovak economy. These can be found in the
Innovation Strategy for the Slovak Republic for years 2007 — 2013 for example (Barsoumian et
al., 2011).

The LPS in Slovakia have been formed either spontaneously using specific features, potential or
sources of regions or have been formed around multinational firms (usually they also represent
the most important source of FDI for the hosting region, as well for the Slovak economy as a
whole), which decided to do investments in Slovakia (¢.g. automotive LPS in Trnava, Bratislava
and Zilina region). Their business activities have attracted a lot of other firms, especially sub-
contractors firms, as a part of their own value chain.

Most of LPS have character of technological, tourism or knowledge alliances. In the recent
years, a formation of LPS in the creative industries has been observed, too. In the case of these
LPS, Bratislava region takes an important role. It is one of the leading European regions from
the point of view of concentration of employment in the creative industry. Approximately more
than 5% of workers are employed in this sector that indicates a significant specialization. In
addition, about 46% of all businesses in the creative industries are located in Bratislava region
and approximately 91% directly in Bratislava. Currently, as the most perspective sectors of the
creative industry are considered design and software programming (Ministertstvo hospodarstva
Slovenskej republiky, 2013, p. 27).

LPS, unlike other associations in Slovakia, may not be formally established (as a legal form)
and they are also able to operate on an informal basis. In case of Slovakia, the special legislation
on business alliances does not exist, even the Slovak legislation does not know the term “LPS™
or “cluster”. Thereby the LPS in Slovakia, if the firms engaged want to organize themselves
formally, have to choose their legal forms within the already existing legislation. Based on it,
the LPS organizations have a form of interest association of legal persons or civil association,
which are registered in the Register of Interest Associations of Legal Persons or in the Evidence
of Civil Association and they govern priority by the Civil Code and by the Act on the
association of citizens. However, the legislation of these associations is general and does not
take into account any specifics of LPS initiatives (Kramarova et al., 2014).

The legally existing cluster organizations in Slovakia (including both active and inactive acting
initiatives) are listed in the table below (Table 4). Mainly, they operate in the fields of
automotive industry, IT technologies, electronic industry, energetic industry (the most important
industries from the point of view of FDI of the Slovak Republic, logically for the hosting
region, too) and tourism.
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Table 4. LPS initiatives in Slovakia

Official name OfRe ion Year 0‘] Official name of clusterRe ion Year  of
cluster (in Slovak) g foundationf(in Slovak) g foundation
BITERAP Kosice Region [2004 Klaster Smolenice Trnava Region2010

IAutomobilovy  klaster

Klaster cestovneho ruchyl

Slovensko Trnava Region[2007 Kosice Turizmus Kosice Region 2010
Kosice IT Valley Kosice Region 2007 Stavebmeky klaSterTrnava Region|2010
Slovenska
ABC -  Academic[Bratislava Klaster HOREHRONIE Banska
) : 2007 zdruzenie cestovnehoBystrica 2011
Business Cluster Region .
fruchu Region
. . . Energeticky klaster| .
7 (@aict Zilina Region 2008 presovskeho kraja Presov Region 2012
. Banska Klaster pre  podporu
¢druzenie  cestovncho Bystrica 2008 inovatlvnych a zelenych{Trnava Region2012
ruchu Balnea . L
Region echnology
1. slovensk stro'arskyBanska
, Y J Bystrica 2008 Klaster TOPOECANY  |Nitra Region [2012
[klaster .
Region
Elektrotechnicky klaster . [Narodny energeticky[Bratislava
- zapadne Slovensko Trmava Region2008 [klaster NEK Region 2012
Klaster cestovnehol flflic}ll klasterr 1301\(/121 c(;l};fihTr neln
ruchu - zapadne(Inava Region[2008 cehinology pre hakiadaniq ‘renc 2012
s prasnymi anorganickymiRegion
Slovensko .
odpadmi
Klaster LIPTOV -
zdruzenie  cestovnehoZilina Region 2008 Klaster MONOCRYSTAL [Zilina Region 2013
ruchu
Fnergeticky  klaster Trnava Region[2009 Slovak IT klaster Treqcln 2013
zapadne Slovensko Region

Klaster TURIEC - Trnavsko-mviavsk
zdruzenie  cestovnehoZilina Region 2009 AVSRO-IY]avSKy Trnava Region2013
strojarsky klaster
ruchu
Slovensky plastikarskyl, .. . Klaster pre akumulaciel .. .
lklaster Nitra Region 2009 encraic 2 OZE INitra Region [2013
Klaster ORAVA Zilina Region [2009 1. spissky klaster Kosice Region[2014
Dunajsky vedomostny|Bratislava Klaster HuculskaBanSka
. 2010 . Bystrica 2014
[klaster Region Imagistrala ;
Region
Encrgeticky — Klastety, 01 Regionf2010 Ell\/1[<(t)rcr1n“l§ili-t KlaStermpr:tBraﬁSlava D014
CENTROPE g Elfy OMOBIIL - a  SMATR cgion
Klaster AT+R Kosice Region[2010 Potravinarsky klaster Nitra Region [2014
. Banska ~
Klaster pohramcnychBys trica 010 Zcleznicny dopravnyPresov Region 2014
hradov : laster
Region

Source: Kramdrova et al. (2014). The Cluster Initiatives (No. 0902966). International Institute
of Social and Economic Sciences.




Ukraine

In spite of absolute absence of political support’, some LPS still managed to be developed in
Ukraine. The first attempts to create the clusters began in 1998. Nowadays there are above two
dozen of LPS at the territory of Ukraine. The main of them are presented in Table 5. As it is
seen, the arca of their location is rather limited — the lion's share of all clusters function in 3
regions (Khmelnytskyi, Ivano-Frankivsk and Kharkiv), which necessitates the active
development of the regional economic policy in this arca.

The first efforts to create LPS in Ukraine (in national practice they are traditionally called
“clusters”) were made by enthusiasts of science and business in the mid-1990s. They had
created in Khmelnytskyi region the Association “Podillia Pershyi” (“Podillia the First™) headed
by the rector of the Podillia National University Radomir Silin. The "Godfather" of
Khmelnytskyi cluster project was an American businessperson Wolfgang Price, who was in
Ukraine as a volunteer of "Peace Corps". He managed not only to spark with his idea the
working group of local economists and managers, but also to involve technical assistance of the
World Bank. By 2005 the Association contributed to the formation of five clusters:
construction, clothing and food — in Khmelnytskyi, food and tourism — in Kamianets-Podilskyi.
In addition, a green tourism business network was created based on several small businesses in
the village Hrytsiv (PPA official website; Borsekova et al., 2016).

Table 5. The main LPS in Ukraine

Region LPS tittle and sector
+ Khmelnytskyi construction cluster;
v Khmelnytskyi sewing cluster;
.| #+ Khmelnytskyi touristic cluster;
Khmelnytskyi +»» Kamianets-Podilsk touristic cluster;
+¢  Cluster of the eco-agrotourism in Grytsive, Shepetivka district “Amulet";
« Fruit cluster «Podilsk apple».
I + Cluster “Suziria” (manufacturing of souvenirs) ;
Fvani-. " « Cluster “Manufacturing of ethnic products Prykarpattia” (manufacture
Tanxivs products from sheep's wool) .
Kharkiv ¢  Cluster of swine breeding and meat products;
¢ Cluster in the Euroregion “Slobozhanshchyna™
Cherkasy +  Cluster of green tourism and ethnic products
Rivne ¢+ Cluster of wood Rokytne district
Kyiv ¢ Cluster “Slavutych” (attending Chornobyl nuclear station area)
Kherson « Transport-logistics cluster «Southern gateway of Ukraine»
Poltava ++  Cluster of ecological clean baby food based on organic farming
Odesa ¢ Cluster of organic farming and green tourism in Danube region
Poltava +  Cluster “Gogol’s places in Poltava™

Source: Lishchynskyy (2016)

® There is no even legal definition of LPS, though the term is used in several laws (in national practice, the LPS are
named as “clusters™)
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Summarizing the above mentioned it should be noted that the various agglomerative and
innovative structures in Ukraine are at the carly stages of its formation and their effectiveness is
far from optimal. Particularly the challenging is regulatory and legal framework, which should
create favorable conditions for cooperation of business, government, science, education, civil
society groups within the LPS. The term “LPS”/“cluster” is rather common in a variety of the
government programs, but still there is no even legal definition of it. The Laws of Ukraine "On
the innovation activity", "On scientific and technical activity", "On priority directions of the
innovative activity in Ukraine", "On special investment and innovation of technology parks"
should be adapted in accordance with the practice of European Union.

The first steps towards the development of the cluster strategies have already being done by the
national Government. In October 19, 2010 the Ministry of Economy of Ukraine has developed a
decree “On the establishment of the Working Group on the cluster development in Ukraine.”
However, the proposed initiatives of the created working group, unfortunately, have not found a
real support at the national level yet.

Conclusions

Benchmarking of world practices and the development of regional growth strategy on the basis
of LPS can guarantee not only the survival of traditional heavy industrial centers in Eastern
Europe, but also ensure favorable conditions for emerging small and medium enterprises, which
can be competitive in national and world markets.

In general, it should be noted that various agglomeration and innovation structures in Eastern
Europe are at the early stages of their formation and their effectiveness is usually far from
optimal. Particularly, one of the biggest challenges is the improvement of the regulatory and
legal framework for most of the considered countries. It should create favorable conditions for
the cooperation of businesses, government, science, education, and civil society groups within
the clusters.

The LPS processes in the Eastern Europe evolve primarily in these sectors: agriculture, tourism,
business services, construction, food technology, IT and financial services. The most adapted to
the clustering of the economy among the considered countries is Hungary. At the moment 150
industrial LPS operate there that unite more than 2,000 companies. Industrial parks have some
privileges: infrastructure, reduced tax. Thus, the clusters of Hungary provided 57% of
workplaces, 40% of GDP and 18% of the country's exports. The experience of socio-economic
transformations in countries of Central and Eastern Europe and in some republics of the former
USSR, the practice of implementing cluster initiatives attracts attention in Ukraine.
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Abstract

The paper aims to to conduct the comparative analysis of local productive systems’
preconditions and activities in the countries of Eastern Europe. The concept and structure of
LPS is considered and their role for innovative advancing is discussed. The paper illustrates the
preconditions for LPS development according to the 3-star approach of European Cluster
Observatory. The peculiarities of national LPS-supporting policies were compared also for
Eastern European countries. Besides the LPS initiatives in the selected countries (Poland,
Slovakia, Ukraine) were investigated.
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