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CLUSTERS AS A FACTOR INFLUENCING
REGIONAL POLICY AND COMPETITIVENESS

The regional policy is a priority of the European Union since too large disparities between
and within its member states have been remaining over the past decades, which results in huge
differences in regional competitiveness of the EU countries. This paper analyses the diverse
impact of clusters on the competitiveness of highly developed and lesser developed regions on
different stages of economic development in the world, EU and Latvia. The aim of this research
is to evaluate the impact of clusters on regional policy and competitiveness. Methods used in
the research include general and quantitative research methods. The methodological basis for
defining the determinants of regional competitiveness is the three-stage system of economic
development elaborated by the World Economic Forum. Firstly, the theoretical analysis of
regional policies’ features is being conducted in the EU. It also includes the analysis of the
development of theoretical approach of the regional policy and competitiveness, as well as the
systematisation of structural elements, indicators and factors influencing regional competitive-
ness. Secondly, it analyses origin and nature of the cluster from the economic theory perspective,
as well as provides an empirical assessment of the clusters’ impact on regional competitiveness
from in the world, EU and Latvia. Finally, the paper provides conclusions on research findings
about clusters’ interaction with regional policy and impact on competitiveness of regions in
different stages of development.
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Knacrepsl Kak (hakTop permoHaJbHOI MOJUTHKN U KOHKYPEHTOCTOCOOHOCTH

PernonanbHas nonuTuka siByisietTcs npuopureroM st EBporeiickoro Coio3a, oCKOJIbKY
CJIMIIIKOM OOJIbIIME TUCIIPONOPLUK Mexkny cTpaHaMu EC 1 BHYTpH 3TUX CTpaH OCTAIOTCS aKTy-
aJIbHBIMU Ha MPOTSKEHUM TTOCICTHNUX IECATUICTH, YTO IPUBOIUT K OOJIBIINM Pa3TMIMSIM Pe-
TMOHAJIBLHON KOHKYPEHTOCIOCOOHOCTH B cTpaHax EC, a Takke B JlatBun. B pamkax maHHOiT
CTaThM aHATM3UPYeTCs T GepeHIIMPOBAHHOE BIUSHUE KJIACTEPOB Ha KOHKYPEHTOCIIOCOOHOCTh
0oJiee pa3BUTHIX U MEHEE Pa3BUTHIX PETMOHOB, HAXOASIIMXCS Ha pa3HbIX CTAIUSIX 9KOHOMUYEC-
koro pa3sutusi B Mupe, B EC u B JlatBuu. Llenbio JaHHOro McciaenoBaHus sIBJISIETCSI OLIEHKa
BJIUSIHUSI KJIACTEPOB HA PErMOHAIbHYIO MOJUTUKY M KOHKYPEHTOCIIOCOOHOCTD IIPU MOMOIII
00IIIeHAyYHBIX M KOJIMYECTBEHHBIX METOIOB. METOI0IOrMYECKO OCHOBOM IJIsI ONpeaeaeHUs
JIETEPMUHAHT PErMOHATbHOI KOHKYPEHTOCITOCOOHOCTH SIBJISIETCS CUCTeMa TPEX CTaINii 9KOHO-
MHYECKOI0 pa3BUTH, pa3paboraHHas BceMupHBIM 9KOHOMUYECKUM (hopyMoM. B pamkax maH-
HOI CTaThbu MpOaHAJIM3UPOBaHbI, BO-MEPBbIX, XapaKTepHble 0COOeHHOCTH npoBoauMoii B EC
pEervoHaIbHOM MOJUTUKY, BKIIIOYAst aHAIM3 PA3BUTHsI TEOPETUYECKUX TIOIXOA0B K PerMOHAa b~
HO ITOJIMTHKE M KOHKYPEHTOCIIOCOOHOCTH, a TAKXKe CUCTeMaTU3alliIi0 CTPYKTYPHBIX 3JIEMEH-
TOB, TIOKa3aTeJieil M (PaKTOPOB PEerMOHATBLHOI KOHKYPEHTOCITOCOOHOCTH. BO-BTOPBIX, M3yUeHBI
CYLIHOCTB ¥ TTPOUCXOXICHNE KJIACTEPOB C TOUKHU 3pEHMST 3KOHOMUYECKOM TEOPHH, a TAKIKE TTPO-
BeJicHa SMITUpUYECKast OLIEHKA BIUSHUS KJIaCTEPOB Ha perMOHAIbHYIO KOHKYPEHTOCITOCOOHOCTh
B Mupe, B EBpocotose u B JlaTBuu. B pe3ynbrate uccienoBaHMsl CelaHbl BHIBOAbI O BIUSIHUU
KJIACTEPOB Ha PEerMOHAIbHYIO MOJUTUKY U KOHKYPEHTOCIIOCOOHOCTh Ha Pa3jIMYHbIX CTAIMSIX
5KOHOMMYECKOIO PAa3BUTHSI PETHOHOB.

KiroueBble ciioBa: perroHaIbHAs MTOJIUTUKA, PETMOHATbHAS KOHKYPEHTOCIIOCOOHOCTD, KJla-
CTEphI, BIUSIHUE.
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Introduction

The regional policy has become one of the European Union’s priorities as result
of widening regional disparities between its member states (Barca 2009). Many studies,
such as the Report on European Competitiveness (European Commission 2014), the
European Trade Union Institute (2011) and study of P. Pachura (2010) indicate huge
differences in regional competitiveness of the EU countries, as well as Latvia, which is
an important and unsolved challenge; comparison of the Gross Domestic Product
(GDP) per capita of NUTS2 regions in the EU shows that the smallest GDP is 16 % of
the EU average, while the greatest is 343% (European Trade Union Institute 2011).

Sustainable regional policy and competitiveness is crucial for the balanced develop-
ment of Latvia, especially, considering that important regional disparities, for example
in 2015, were at a similar level as fifteen years earlier in 2000. For example, in 2015
the GDP per capita in the Riga Region was almost three times bigger than in the
Latgale Region (Central Statistical Bureau of the Republic of Latvia 2019a).

The EU domestic regions differ not only in terms of GDP per capita, but also in
terms of such factors as the intensity of use of the Information and Communication
Technologies (ICT), which, in turn, directly and strongly correlates with the wealth
of regional inhabitants — as the use of ICT is lower, as lower is the income of regional
inhabitants and vice versa. Also, the use of ICT in the regions of Latvia shows a
considerable inequality. For example, computer and internet were accessible to 68—
69 % households of the Latgale Region in 2017, while in the Riga Region this indicator
was — 83-84% (Central Statistical Bureau of the Republic of Latvia 2019b).

The author analyses the diverse impact of clusters on the competitiveness of regions
in different stages of development in the world, EU and Latvia, as well as availability
and impact of cluster support instruments on the regional policy in EU regions and
Latvia. Clusters and their impact on the regional policy and competitiveness have
been a widely studied subject in theory and practice, especially starting from the
beginning of 1990s, when M. Porter (1990) laid the basis for development of clusters’
theory. Results of modern research provide evidence about essential and statistically
approved positive impact on regional competitiveness, including ability to innovate
(Solvell, Protsiv 2008), patents (Boasson, MacPherson 2001), employment (Delgado
et al. 2010), productivity (Rosenthal, Strange 2008), conditions of work and living
(Porter 2003), as well as average salaries and their increase (Matano, Naticchioni
2012). However, not much attention has been given to analysis of the impact of
clusters on the competitiveness and regional policy on unevenly developed regions to
try to prevent or to decrease these inequalities.

One of the first studies about localization of industries in the Baltic States was
done by A. Vanags, J. Basarova and N. Titova (2002) who compared trends of concen-
tration of economics activities in Latvia, Lithuania and Estonia, which reflected potential
for cluster development. Later, U. Osis (2004) in his work related the development of
clusters to particular regions of Latvia. During the last decade several doctoral theses
have been defended, which were researching relationships between clusters and regional
policy, and competitiveness. For example, V. Boronenko (2009) in her Doctoral thesis
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analyses the interrelation between clusters and competitiveness of regions in the world
and Latvia; A. Klepers (2012) in his thesis study the connection between clusters and
place-based development in Latvia; Z. Garanti and A. Zvirbule-Berzina (2013) analyses
possibilities for creation and development of regional clusters in Latvia, as well as
clusters as driving forces for regional development, while I. Kassalis (2011) examines
the impact of ports’ clusters on the economic development of Latvia. These studies
indicate that a successful cluster development is not possible everywhere, but require
particular preconditions to be present in specific regions. At the same time, there are
studies, which analyse competitiveness, clusters and regional policy from the perspective
of depressive regions (Pessoa 2013).

Scientific understanding of the concept of region is a part of the territory with a
special set of circumstances determined by nature, socio-economic situation, culture,
etc. This paper considers that the main research object of the regional economy is the
economic region. For the purpose of achieving the objective of this research, all
territories included in the analysis — states and groups of states — will be considered as
regions, because the science of regional economy views the region as a territory with
specific economy and sometimes borders of the economic region do not correspond
to administratively defined borders.

Methods used in the research include general and quantitative research methods.
General research methods: the monographically descriptive — an analysis of scientific
literature, research results and reports as well as normative documents; a retrospective
analysis of clusters development in the world, in the EU and in Latvia in a context of
a regional policy and competitiveness; the logical analysis and synthesis for developing
a model for assessing the impact of clusters on a regional policy and competitiveness.
Quantitative research methods: correlation and partial correlation analysis.

The methodological basis for defining the determinants of regional competitiveness
is the three-stage system of regional economic development used by the World Econo-
mic Forum’s Global Competitiveness Report (Schwab 2015). The nature of a cluster
and the evolution of cluster’s theories have been researched starting from the theory
of A. Marshall (1890) about the effects of specialization in the industrial development
regions of England in the 19th century, to the cluster theory created by M. Porter
(1990) in the 90s of the 20th century and further developed in the 21st century, which
signals about the impact of clusters on regional competitiveness and changes the
classical view on the nature of regional competitiveness.

The theoretical and methodological rationale for the regional policy in the
European Union is provided by the place-based theory, which the Organization for
Economic Cooperation and Development (OECD 2005) calls as a new paradigm of
regional policy. At the same time, in order to explain differences of the competitiveness
of the regions, an additional attention is paid to other theoretical sources related to
the geographical location of economic activities.
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Theoretical foundations of regional policy and competitiveness

The theory of a modern regional policy in the EU is grounded on a place-based
theory, or F. Barca’s theory referring to Professor Barca’s Report (Barca 2009). The
Report was worked out by a group of researchers and experts under the leadership of
F. Barca and contributed to the reform of the EU Cohesion Policy.

Nowadays the policy of a place-based approach is defined as a long-term strategy
aimed at overcoming the potential for permanent inadequate use of certain regions of
the EU reducing social exclusion level in specific locations through multi-level gover-
nance; supporting the supply of integrated products and services in a local context;
promoting institutional change. In Latvia, T. Muravska and L. Baltina have studied a
place-based approach and its reflection in the EU Cohesion policy planning and imple-
mentation (Baltina, 2014; Muravska, Baltina 2017).

The regional policy has a widespread economic or economic geography approach.
This is due to traditional practice of considering the region as a socio-economic complex,
as well as understanding of the regional development as a socio-economic development.
Although economic issues occupy most of this approach, the regional policy is not only
about the economy. Along with the economic policy it also involves the national politics.
Similarly, the regional development issues are not limited to economic issues only and
may be related to political decentralization issues.

By reducing the regional policy awareness, it can only be perceived as a territorial
projection of a country’s economic policy, and it loses its independence (McCallum
1979). Indeed, if the regional policy has an objective to optimize the socio-economic
development of a territory, which is only one of many tasks of a national economic
policy. Using this approach, the regional policy cannot be regarded as a particular
independent internal policy direction. According to R. Martin (1993) , other regional
policy directions are related to preserving the territorial-political system and to ensure
an effective balance between the powers of central and regional authorities, and the
use and control of resources, as well as relations and cooperation with other regions
(Martin 1993).

The European Commission implements the regional policy, mainly taking into
account the economic interests and development priorities of the EU Member States.
In this respect, the EU regional policy is an investment policy that supports the reduc-
tion of disparities or cohesion between the EU’s developed and less developed regions
by investing in creating new jobs, increasing competitiveness, promoting economic
growth and sustainability and improving quality of life to ensure the implementation
of the EU’s comprehensive strategy “Europe-2020”. For example, in the EU program-
ming period 2014-2020, it is planned to invest EUR 351 billion in EU regions for
implementation of the Cohesion Policy (European Commission 2013). The implemen-
tation of the EU Cohesion Policy is closely linked to the process of implementation of
the regional policy by the EU Member States’ institutions. The EU Cohesion Policy is
being implemented through three main instruments — the European Regional Develop-
ment Fund (ERDF), the European Social Fund (ESF) and the Cohesion Fund (CF).
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For the budget planning of the programming period 2021-2027 the EC proposes
to modernize the Cohesion Policy, which is the main EU investment policy, and is one
of the most important instruments for the expression of a solidarity principle. The EU
investment during 2021-2027 will be implemented according to the five main goals
(European Commission 2019):

1) smarter Europe: innovation, digitalization, economic transformation and support
for the small and medium businesses;

2) greener, carbon free Europe — execution of the Paris agreement, investment for
the transition to renewable energy and the fight against climate change);

3) more connected Europe — strategic transport and digital networks;

4) more social Europe — supporting high-quality employment, education, development
of vocational skills, social inclusion and equal access to health care;

5) Europe closer to citizens — supporting a place-based development strategy and
sustainable urban development.

Investment in the regional development will focus on the Objectives 1 and 2 and
will account for 65-85% (depending on the welfare level of a particular EU country)
from the ERDF and Cohesion Fund budgets (European Commission 2019). Under
the new Cohesion Policy, the investment will continue to target all EU regions, accor-
ding to the three defined categories: less developed regions, transition regions and
more developed regions.

The European Commission’s fifth report states: “Policies tend to develop mutually
dependent impacts. Without a proper coordination, the impact of any policy may be
much smaller and may even be negative. Consequently, the impact of policies should
not be maximized if a fragmented approach is applied and policy decisions are taken
in isolation” (European Commission 2010).

In order to address these problems, it is necessary to redefine regional policies,
emphasizing the rationalization of priorities to maximize the potential for development
of each region. To achieve this, it is important to transfer resources in favour of human
capital development, especially in less developed regions where higher returns can be
achieved, and to focus on creating a productive environment in order to improve
competitiveness of enterprises throughout the region.

Nowadays regional competitiveness has become one of the most important prere-
quisites for successful regional policy and economic growth in each country. However,
there have been many discussions, debates and publications on this topic, the Author
believes that a convincing theory to explain competitiveness at national and also
regional level still does not exist.

The emergence of the concept of “competitiveness” historically is related to the
emergence of a competition phenomenon in the economy during the era of capitalism.
If the competition is a particular type of economic environment, then the competi-
tiveness is the ability of an economic subject to exist in this environment. The actuality
and significance of competitiveness are increasing with the increasing competition in
the global economy, on the one hand, and with the integration of new countries into
the system of economic relations of the global market, on the other hand.
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The author follows the concept of regional competitiveness defined by the European
Commission: “Regional competitiveness is the ability of the region to provide an
attractive and sustainable working and living environment for enterprises and citizens”
(Annoni et al. 2017) and to some extent is an alternative to another approach proposed,
for example, by V. Kosiedowski: “Competitiveness of a region is the sum of competitive
advantages of all regional actors” (Kosiedowski 2018). However, the author’s position
is to perceive the competitiveness of market players operating in the region as a desirable
result of the regional competitiveness, not a prerequisite.

In the context of this research regional competitiveness is understood as a region’s
ability to create and sustain a competitive environment for the economy. This understan-
ding is based on the Porter’s theory, as well as on the results of many studies in regional
economics and is in line with the definition of the European Commission and, to a
certain extent, is an alternative to the approach that recognizes regional competitiveness
as a resultative value of competitiveness of market players operating in the region.
The systemic analysis of regional competitiveness provided the Author with a concep-
tual understanding about on the dynamic process of regional competitiveness by
conditionally dividing it into several phases: 1) the emergence of competitiveness;
2) the achievement of competitiveness; 3) the result of competitiveness.

As noted by the researchers at the Stockholm School of Economics in Riga, the
Baltic International Centre for Economic Policy Studies (BICEPS), in the report on
Latvia’s competitiveness: “the concept of competitiveness is too complicated to be
included in one indicator or even in a set of indicators” (BICEPS 2012). A number of
factors that determine regional competitiveness and their classifications are identified
in the scientific literature. Finding new factors in the area of regional competitiveness
and clarifying the existing ones is one of the most popular areas for research.

Historically, the system of structural elements of the regional competitiveness in
the economic theory was developed by M. Porter (1998a), who has named it the
Diamond model.

Each of the structural elements of the regional competitiveness, as well as their
common set, provides important preconditions for global competitiveness of regional
players. If a regional environment allows and supports faster development of innovation
and the accumulation of practical experience, regional operators can gain competitive
advantage. When the regional environment provides a better flow of information and
understanding of the needs of a particular product and / or production process, the
regional market participants can gain competitive advantage. If the regional environ-
ment forces market players to develop on an ongoing basis, they gain a competitive
advantage, as well as increase already existing advantages over time (Pellegrini 2006).

Applying the Porter Diamond Model in the practice of macroeconomic analysis,
it should be noted that regions are developing unevenly at different stages of their
economic development. This aspect has been explored in detail by the World Economic
Forum’s Global Competitiveness Reports (Schwab 2015) by dividing all regions into
five groups, which correspond to three main stages and two transitional stages of
economic development:

1) the stage of production factors, in which the GDP per capita is lower than 2000

USA dollars;
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2) the transition from the stage of the factors of production to the stage of efficiency,
in which the GDP per capita is between 2000 and 2999 USA dollars;

3) the stage of efficiency, in which the GDP per capita is between 3000 and 8999
USA dollars;

4) the transition from the stage of efficiency to the innovation stage, in which the
GDP per capita is between 9000 and 17000 USA dollars;

5) the stage of innovation, where the GDP per capita is higher than 17 000 USA
dollars.

The components of indices or sub-indices of the Global Competitiveness Index
are determined directly in accordance with the classification methodology of regions
and form the three factors, which play a decisive role in each of the three aforemen-
tioned main stages of the regional economic development: stage of production factors;
stage of efficiency; and stage of innovation. These are the basic conditions (institutions,
infrastructure, macroeconomic environment, health care and basic education), effi-
ciency enhancers (higher education and training, product market efficiency, labour
market efficiency, financial market development, technological preparation, market
size) and innovation / specialization factors, including clusters (business attractiveness,
innovation).

Table 1
The importance of regional competitiveness factors
at each stage of the economic development

Main factors of regional competitiveness

Economic development . .. Innovation and
Basic Efficiency e .
stages - o o specialization factors,
conditions, %  enhancers, % . o
incl. cluster, %
Stage of production factors 60 35 5
Transitional stage 40-60 35-50 5-10
Efficiency stage 40 50 10
Transitional stage 20-40 50 10-30
Innovation stage 20 50 30

Note: for the economies with a high dependence on mineral resources the per capita GDP
cannot be a decisive criterion for determining the stage of economic development.

Source: Sala-i-Martin et al. 2016.

As shown in the Table 1, for the regions that are on the stage of production
factors the most important factor (60%) for improving competitiveness is the increase
in efficiency (35%) and only 5% are depend on the innovation and specialization
factors. For the regions which are on the stage of efficiency the significance of the
basic conditions is reduced down to 40%, while the role of efficiency enhancers
increases up to 50% and becomes decisive, although the importance of innovation
and specialization factors at this stage is still very low — only 10%.
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Regions that are on the innovation stage and, where the role of basics conditions
and effectiveness enhancers is relatively high, the innovation and specialization factors
are particularly significant (30%), reflecting the fact that the innovation and speciali-
zation factors, including clusters, has the greatest impact on the regional competitive-
ness at this very advanced stage.

The impact of factors on any socio-economic phenomenon, including regional
competitiveness, may have different effects:

1) an incentive effect when a factor improves the state of the phenomenon or its
structural elements;

2) braking effect when a factor worsens the state of the phenomenon or its structural
elements;

3) neutral effect when a factor does not change the state of the phenomenon or its
structural elements;

4) characterizing effect, when a factor — an indicator the state of the phenomenon or
its structural elements, presenting it to the outside world and the participants
themselves.

Therefore, according to the author, factors determining the regional competiti-
veness depend on the stage of economic development of a particular region — as lower
it is, as more the regional competitiveness depends on the production factors. In turn,
at the highest stage of economic development, the innovation, including clusters, plays
a key role. Thus, clusters encourage the regional competitiveness, when the region is
at the highest — innovation stage of the economic development, while during the
efficiency state of the economic development, clusters indicate that the competitiveness
of region is increasing and needs an additional support from cluster development, but
during the stage of production factors of the economic development, clusters are non-
existent. In other words, on the stage of innovation clusters, which level of development
usually is high enough, promote and boost the regional competitiveness (Schwab
2015,2016,2017). On the lower stages of regional economic development clusters
do not play a promoting role for the regional competitiveness, but act as indicators of
a particular level of the regional competitiveness.

In Latvia, the clustering is a new process. The analysis of the experience of different
EU countries, as well as the findings of this research, permits the author to conclude
that the development of a cluster-based economy could form the basis for the long-
term development vision of Latvia’s economy.

The Latvian government has expressed its support for the European Cluster
Memorandum and recognized the importance of clusters in the National Develop-
ment Plan of Latvia for 2007-2013, in Latvia’s Industrial Development Guidelines
for 2004-2013, and in the National Innovation Program 2003-2006. Besides, the
Latvian National Lisbon Program 2008-2010 defines the need for the development
of clusters.
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Table 2
Clusters registered in Latvia and their location, 2018
No. Name of the cluster Cluster organization Location
1. Gauja National Park Association “Tourism Association of the  Pieriga — region
Tourism Cluster Gauja National Park” around Riga
2. Latvian Electronics and  Association “Latvian Electronics and Riga region
Electrical Engineering Electrical Engineering Industry Asso-
Industry Cluster ciation”
3. Sustainable Tourism Association “Latvian Association of Riga region
Cluster of Latvia Travel Agents and Operators”
4. Metalworking Cluster ~ Association “Mechanical Engineering Riga region
and Metalworking Industry Association”
5. Industrial Energy Association “PASSIVE HOUSE LATVIJA” Riga region
Efficiency Cluster
6. Clean Technology Association “CLEANTECH LATVIA” Riga region
Cluster
7. Pharmaceutical and Re-  Association “Association of Latvian Che-  Riga region
lated Industries Cluster ~ mical and Pharmaceutical Entrepreneurs”
8. Latvian Information Association “Latvian Information Riga region
Technology Cluster Technology Cluster”
9. Latvian Timber Latvian Timber Construction Cluster Pieriga region
Construction Cluster
10. Space Technology and  Foundation “Ventspils, Ventspils High Kurzeme region
Service Industry cluster ~ Technology Park 1”
11. Food Quality Cluster Non-profit organization “Latvian Food Riga region
Producers Federation”
12. Latvian Security and Association “Latvian Security and Riga region
Defence Cluster Defence Industries Federation”
13. Latvian Export Cluster ~ Association “Latvian Chamber of Com-  Riga region
merce and Industry”
14. Latvian Life Sciences’ Association “Association of Latvian Riga region
Sector Development Chemical and Pharmaceutical Entre-
Cluster LifeScience.lv preneurs”
15. Latvian Health Tourism Association “Latvian Tourism Asso- Pieriga region
Cluster ciation”
16. Green and Smart Green and Smart Technology Cluster Kurzeme region
Technology Cluster
17. Smart City Cluster Association “Automotive Association” Riga region
18. Print and Media Association “Latvian Printing Industries ~ Riga region

Technology Cluster

Association”

Source: created by the author based on the information available on the website of the Ministry
of Finance of the Republic of Latvia on EU funds (Latvijas Republikas Finansu
ministrija 2018) and cluster websites.
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The author considers that the recognition of cluster importance for the economic
and regional development by including them in the aforementioned policy documents
may have contributed to the fact that in the EU Structural Funds programming period
during 2007-2013 and also 2014-2020 targeted support for the cluster development
has become possible in Latvia known as the Cluster Support Program, which is co-
financed by the European Regional Development Fund (Latvijas Investiciju un attistibas
agentura 2018). When the support program was started there was only one officially
registered cluster in Latvia — the Latvian Information Technology (IT) Cluster. In
result of the provided support 18 registered cluster organizations have received finan-
cing for their projects during 2012-2018 (see Table 2).

Table 2 shows that the largest part — 72% — of the registered and supported
clusters of Latvia are located in the Riga region, while smaller part — in Pieriga — the
region around the capital city of Riga and 2 clusters in the Kurzeme region (the Western
part of Latvia). At the same time there are not clusters developing on the rest of
Latvia’s territory. The author considers that this is an important task of the both,
national regional policy makers, to support cluster development in all parts of Latvia
by promoting clusters and stimulating enterprises and other players to cooperate. The
promotion of the cluster development can help the regional and cluster support policy
of Latvia to merge.

The serious problem is approach by the governmental institutions used for the
selection of clusters for funding under the Cluster Support Program. There haven’t
been criteria established, which require a group of enterprises to become a real cluster
organization, which, in turn, had created a precedent for any association of SMEs
that meets the requirements of quality and compliance with the Cluster Support Program
to apply for the financing. For example, in 2017, the Latvian Export Cluster, which
was established by the Latvian Chamber of Commerce and Industry created the Latvian
Export Cluster consisting of enterprises representing different sectors, but aiming for
the same target — to increase their export capacity, and received a financial support
from Cluster Support Program. If the selection criteria of the Cluster Support Program
will not be changed then it can be considered that its purpose is not the creation and
development of new clusters in Latvia, but the provision of short-term funding for
SME’s projects. It also shows that there is a lack of information and understanding
about the nature and importance of clusters for the economic development.

There is only one cluster organization in Latvia — the Latvian Information Tech-
nology (IT) cluster, which was initiated in 2000 with the support of the EU PHARE
program. The Latvian IT Cluster acted under the Latvian Information and Commu-
nication Technology Association for around seven years after it became an independent
legal structure in 2007. Consequently, the cluster development in Latvia is at an early
stage and the awareness of the impact of clusters on regional policy and competitiveness
among policy makers and society at large is not yet sufficient. As the experience of
other European countries shows, the focus of each country’s and even region’s cluster
support policy may vary, the targeted application of support programs and funding is
mainly directed for those priority areas, which are based on comparative advantages.
The cluster development experience of other EU countries indicated that this process
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is greatly facilitated by the economic policy instruments. Therefore, the state support
for development of clusters is vital and, especially important in early stages of cluster
development.

The experience of different countries for facilitating the cluster development and
using the cluster’s approach for innovation, business and investment promotion, as
well as for improving the cluster policy implementation is very important for increasing
the regional competitiveness of Latvia, achieving national and regional specialization,
and exploiting more successful own competitive advantage. The fact that cluster
initiatives have been actively developing in Latvia demonstrates that enterprises are
beginning to recognize and use the opportunities, which are provided by clusters.

The concept of cluster and its interaction with the regional policy

The use of the term “cluster” begun simultaneously in several scientific sectors. In
economics, for the first time, the concept of “cluster” was introduced by M. Porter
(1990). He concluded that the emergence of one or more regional players in a regional
economy with a high level of competitive advantage contributes to an increase in the
competitive advantage of suppliers and consumers. M. Porter introduced the term
“sectoral cluster”, which is an informal union of sectoral and mixed regional markets’
shareholders, characterized by the increased competitive advantage as a result of their
interaction, as well as high production quality requirements. Nowadays competition
in the global market is implemented by forming the groups (clusters) of market
participants, but not with the help of separate regional market players, but by forming
groups (clusters) (Porter 1998b). In M. Porter’s view, the stronger the regions’ internal
market competition and the higher customer demands are, the greater is a probability
of the success of regions’ economic players in the global economy.

M. Porter’s cluster theory was analysed by another US scientist, M. Enright (1992),
who grounded the nature of the regional cluster and defined it as follows: “The regional
cluster is the industrial cluster where the cluster’s members are geographically close
to each other. The regional cluster is a geographic agglomeration of enterprises and
organizations, which operate at the same or several related sectors of economy”
(Enright 1992). In Latvia the concept of the cluster in terms of belonging to a specific
region was firstly mentioned in 2004 by U. Osis, an expert in cross-sectoral strategic
planning, in the report “On the national program of Latvian forest and related
industries” (Osis 2004).

Simultaneously, with the introduction of the term “cluster” in theory and practice
of the science of economics, first attempts to investigate regularities of the formation
of clusters were made. It should be taken into account that it was the beginning of the
economic globalization phase, stimulated by a rapid spread of new information tech-
nology, first of all the Internet. Thus, during this period, the formation of an information
society begun. M. Porter argued that the agglomeration has more prospects for success
in the present conditions of globalization than it is for separate market players. More-
over, the competitiveness of market participants is determined by the economic environ-
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ment where they operate (Porter 1986). By studying more than 100 industries’ competition
positions in different regions, M. Porter drew attention to the fact that in a global
market competitive economic subjects of a particular sector are usually concentrated
in the same region, and this is not necessarily coincidence. One or more economic
subjects reaching a competitive edge in the global market have an impact on the
surrounding environment of suppliers, consumers and competitors. On the other hand,
a favourable environment positively affects the further increase in competitiveness of
this economic subject. Ultimately, a “cluster” or a collection of economic subjects,
which operate in the same industry emerges, promoting the competitiveness of each
other as a result of mutual interaction (Porter 1990).

The appearance of clusters in the theory of economics was a result of the formation
of a regional economy. It is not by a coincidence that analysing clusters” history M. Porter
mentions the founder of the regional economy W. Isard (1956) who was leading deve-
lopment and institutionalization of the regional economy during 1950ies of 20®
century. The term “cluster” contains the territorial aspect, which became topical during
the period of regional economic development. Clusters can, therefore, be seen as a
form of an economic interaction, which has emerged in the context of regional economic
development.

The theoretical definition of the concept of “cluster” is a complex task that the
Author attempts to address in this research. The problem of the definition of a cluster
results from the fact that there’s a large number of cluster definitions, which makes it
difficult to identify the steps for developing theoretical guidelines of this concept,
which distinguishes it from other concepts. At present, the science of economics encoun-
ters difficulties for defining the concept of “cluster”. For example:

e different economic phenomena are understood by the term “cluster”;

e content wise there are similar terms, which are differently defined;

e it is not clear, how the cluster differs from other forms of the economic inter-
action.

Considering different definitions of the cluster and the fact that even the definitions
created by one author or institution differ during different periods, it would be logical
before starting with the scientific conceptualization of the concept of cluster first of
all to look at the primary source — works of M. Porter, who has introduced this con-
cept in the theory of economics. The most recent interpretation of the term “cluster”,
which could be appropriately taken for this study, is the definition found on the
website of the U.S. Portsmouth based Strategy and Competitiveness Institute of the
Harvard Business School: “The cluster is a network of interconnected enterprises,
specialized suppliers, service providers and geographical concentration of the
institutions involved in a particular sphere in a country or a region” (Institute for
Strategy and Competitiveness of the Harvard Business School 2018).

The cluster’s main features, which are based on the classical definition of M. Porter
(1998a), are:

1) the cluster is an economic subject, but it isn’t a legal person (the cluster’s members
are legal persons);
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2) although members of the cluster are legally independent, they are, however,
economically interconnected;

3) in terms of type of activity and economic status, the members of a cluster may be
different;

4) the cluster’s members are geographically close and function in the same region.

The main thing to be understood when defining and exploring clusters: the cluster
is one of the forms of economic interaction that lies between occasional market trans-
actions, on the one hand, and fusion and exposure on the other. Thus, the cluster is a
form of the economic interaction of members of the market, which at the same time
meets the following main requirements: 1) legal independence of the participants;
2) economic interconnection of the participants; 3) diversity of activities and statuses
of participants; 4) geographic concentration of participants in the same region.

A comparative analysis with other forms of cluster and market participants’ econo-
mic interaction allows us to conclude that a more distinctive feature of the cluster is
the diversity of its participants and their statuses, which indicates the expansion of
economic activity beyond the boundaries of a commercial production or the impos-
sibility to achieve economic efficiency without partnership with “non-production”
institutions. Another hallmark differing the cluster from other forms of market inter-
actions is their attraction to a particular region, which suggests that the emergence of
clusters in the science of economics and also in practice is linked to a necessity to
increase the competitiveness of a particular region in the context of globalization.
This gives a rise to the answer of question on the economic utility or advantages of
clusters as compared to other forms of economic interaction between market partici-
pants: the cluster is important because regional operators can compete in the global
market by organizing local production in clusters, i.e., to produce goods and provide
services for export. Exports are both a goal and an empirical, quantifiable measure of
the performance of a cluster.

By conceptualizing the concept of a cluster, one can also use the definition method
offered in the Swedish project “The Cluster Policies White book” (Andersson et al.
2004). The authors of this project, recognizing the objective ambiguity of the concept,
propose not to formulate it, but to indicate the main characterizing elements by which
the concept “cluster” can be identified. Unlike M. Porter, they offer a wider list of
such elements by adding the desirable cluster features: 1) specialization — the type of
core activity that determines the formation of a cluster; 2) competition and coopera-
tion — this combination reveals the link between cluster’s members; 3) cluster “life
cycle” — clusters and cluster initiatives are not a temporary phenomenon, they are
created with a long-term perspective; 4) innovation — the cluster participants are
involved in the technological, commercial and knowledge sharing process.

By synthesising studies of M. Porter and other scholars, such as the research and
quantification of the intra-industrial connections by A. Host et al. (Host et al. 2018),
as well as on the basis of comparative analysis of the forms of economic interaction,
a scheme for the “cluster” could be created (see Figure 1).
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Figure 1
Scheme of cluster’s features
| Features of cluster |
Mandatory features of the cluster Desirable features of the cluster
Legal independence of its members Competition and cooperation
Economic interaction between members Specialization
Variety and difference of types of activities Sustainability

and competences
Innovation
Geographic concentration in the same region

Source: created by the author based on Porter (1998a); Institute for Strategy and Competitive-
ness of the Harvard Business School 2018; Andersson et al. 2004.

The author offers a definition: the cluster is a form of an interaction between
legally independent, but economically related regional players with different statuses,
which is established for achieving competitiveness on the global market. This definition
was developed to clarify the most significant differences between the cluster and other
forms of economic interactions, i.e., the variety of diversity and statuses of its members,
as well as the attraction of a cluster to a particular region.

The characteristics of the cluster life cycle are closely linked to regional politics
and competitiveness. For example, clusters include affiliated industries that are impor-
tant for regional competitiveness. They can be, for example, specialized suppliers of
production components, production equipment, services and providers of specific
infrastructure. Clusters usually include production of complementary products and
side products for consumers, and particular channels, as well as similar skills, techno-
logies and/or they are mutually related by joint investment or raw materials. Many
cluster organizations involve in cooperation public administration — government bodies,
as well as higher education and research institutions, agencies, “brain centres”, voca-
tional education institutions, business support organizations, etc. that provides
professional and higher education, information, research opportunities and technical
support. Enterprises, which create such synergies, not only by competing but also by
cooperating on behalf of common interests, each create life cycles of clusters in its
field of activity. The cooperation can even exist in a highly competitive environment,
as these interconnected enterprises will, in turn, be linked to a different market target
group and will work with other partners.

To assess the cluster’s ability to influence the regional policy, first of all it’s necessary
to determine the existence of the cluster itself and its development potential in a parti-
cular country or region. International scientific studies on cluster’s identification
conducted by, for example, Swedish scholars G. Lindqvist, A. Malmberg and O. Solvell
(2003), O. Solvell, G. Lindqvist and C. Ketels (2009), as well as US scientist J. Cortright
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(2006), Polish scientists W. Kaminski and M. Mularczyk (2006), Danish scientists
T. Andersen, M. Bjerre and E. Hansson (2006) and Italian scientists M. Maggioni
and M. Riggi (2002) present the scientific basis for the application of economic
indicators (enterprises, labour, value added) which, depending on the availability of
statistical data, can be used to measure the territorial concentration of sectors, indus-
tries, sub-industries and clusters in countries, regions and others. etc.

The impact of a cluster on regional competitiveness in the world,
the European Union and Latvia

The theoretical and methodological basis for determining the impact of clusters
on regional competitiveness is reflected by M. Porter’s theory, in particular, the Diamond
model, which is the systemic model of regional competitiveness. One of the rhombus
peaks — the cluster, is one of the prerequisites for regional competitiveness (Porter
1998a). Therefore, it can be concluded that the cluster is a regional competitiveness
factor. However, given that the regions are in different stages of economic development,
which have different factors influencing regional competitiveness at each stage, it can
be argued that, for example, at the stage of efficiency, the cluster is not a factor, but
indicator of the regional competitiveness. This means that at the stage of efficiency,
unlike the innovation stage, clusters do not promote competitiveness (boosting influence),
but indicate that the region has reached a chaptericular level of competitiveness (charac-
terising effect) to be able to further develop and move to a higher stage of economic
development.

At the stage of production factors the main factors of regional competitiveness
are cheap labour and raw natural resources, at the next — stage of efficiency the main
factors of regional competitiveness are efficiency and productivity of producing goods
and services. At these two stages of economic development, the innovation, including
clusters, is of a minimal importance (see Table 1).

Thus, it can be assumed that at the stage of production factors and at the stage of
efficiency, the cluster is likely to be an indicator rather than a regional competitiveness
factor, because clusters appear only, when the region reaches a certain level of competi-
tiveness and at the same time indicates if the region is competitive enough and ready
to move to the highest level of the economic development — stage of innovation. At the
highest stage the cluster already contributes to the regional competitiveness and is a
regional competitiveness factor. This means that the regional economic development
stages must be taken into account when determining the impact of clusters on regional
competitiveness.

The Global Competitiveness Report (GCR) of the World Economic Forum provides
an empirical indicator measuring the State of Cluster Development, which, like the
Global Competitiveness Index ranks regions / countries according the development
of clusters. The indicator “State of the Cluster Development” measures the development
of clusters corresponding to the scale from 1 to 7 — from “no cluster” state to “clusters
are developed in many sectors” state. The State of Cluster Development is indicating
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the ability of a region to mobilize and attract key economic players to cooperate for

stimulating growth and developing innovation.

The author assumed that there is a correlation between the ranking of the compe-
titiveness of regions included in the GCR and the development of clusters. Therefore,
to empirically approve this correlation relationship and hence the effect of clusters on
regional competitiveness, the certain algorithm has been worked out:

1) regions participating in the global competitiveness ranking in 2015, 2016 and
2017 have to be selected; the form for determining the correlation relationship
between the cluster development and the competitiveness has to be chosen; the
mathematical direction and strengths of the correlation coefficient between the
competitiveness index and the State of Cluster Development indicator rankings
has to be calculated.

2) the analysis of correlation strengths indicated in point 1 per groups of regions
located at different stages of the economic development: the stage of production
factors; the stage of efficiency; and the stage of innovation must be performed in
order to determine the stage of economic development with the strongest and the
most significant.

3) the analysis of the correlation per groups of regions, which differ by their mem-
bership in the European Union in order to clarify whether this relationship is
stronger and more significant in the EU than outside the EU.

The implementation of such an algorithm allows empirically proves the impact of
clusters on regional competitiveness. For this purpose, the ranking of each region
according to the State of the Cluster Development and the competitiveness index, as
well as the stage of competitiveness of each region and its membership in the EU were
entered into the SPSS computer program for further processing and analysis.

According to the calculation the correlation between the two variables of the
analysed ratings is strong or moderate strong: in 20135, the correlation coefficient was
.744;in 2016 —.760; and in 2017 —.7335, as well as very significant, since the correlation
coefficient in all cases reaches the statistical significance level p < 0,01. In all three
periods the investigated relationship is positive — this means that as higher is the region’s
competitiveness index, as greater is the cluster development status indicator for this
region, or vice versa. Taking into account that the Spearman’s ranking correlation
coefficient does not indicate the “logical” (1) direction of this correlation, i.e., to
which the variable has a determinative role and, to which the variable has a resultative
role, this is necessary to use the above exaggerated theoretical substantiation indicating
that the type of impact of clusters on the regional competitiveness depends on the
stage of economic development of a particular region. In turn, the result of correlation
analysis is a quantitative measurement of the strengths of this influence.

This is possible that depending on the stage of the economic development of a
region, the correlation between its competitiveness and the development of clusters
may vary. It can be verified by dividing the data array into groups according to stages
of economic development of regions for calculating the correlation coefficient of
Spierman’s ranking between the region’s Global Competitiveness Index and the State
of Cluster Development of clusters for each group.
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Table 3
Correlation between the Global Competitiveness Index and
the State of Cluster Development of regions at each stage of the economic
development, Spearman’s rank correlation coefficient, 2015-2017

Economic development 2015, number of 2016, number of 2017, number of
stages regions — 140 regions — 138 regions — 137
Stage of production factors 465+ 525%% 396
Efficiency stage 419 443 A452%
Innovation Stage 761%* 716** 707

Note: * correlation is significant at a level of .05 on both sides of the statistical significance;
** correlation is significant at .01 on both sides of the statistical significance level.

Source: calculated by the author using SPSS computer program by data from Schwab 2015,
2016, 2017.

According to the calculations it can be concluded that exactly at the innovation
stage the correlation between the regional competitiveness index and the cluster develop-
ment status indicator is close and very significant (see Table 3). In other stages of the
economic development — the stage of production factors and the stage of efficiency —
the correlation between the Global Competitiveness Index and the State of Cluster
Development ranking indicator is moderate and less significant.

At each stage of the economic development, the average rank of both, the Global
Competitiveness Index and the State of Cluster Development varies considerably,
however, a statistically significant correlation between these two variables exists at
all stages, although it is much stronger at the stage of innovation, which is consistent
with data from the Table 2 and shows that at the stage of innovation specialized factors,
including clusters, affect regional competitiveness at the most — 30% compared to
10% for the efficiency stage and 5% for the stage of production factors.

Thus, in relation to the factors of production stage and the efficiency stage it can
be concluded that as higher is the level of competitiveness of the region, as higher is
the level of cluster development reached by a particular region. Conversely, as lower
is the level of competitiveness of the region, as lower is the development of clusters of
this region, is because low competitiveness also means poorer quality of the business
environment, where clusters could be created. In turn, at the stage of innovation the
level of the economic development of region and the cluster development are higher,
which also means that the competitiveness of a region is higher, because the clusters
at the innovation stage of the economic development of region contribute to the regional
competitiveness.

The focus of this article is on EU, thus, the correlation between the Global Compe-
titiveness Index and the State of Cluster Development should also be investigated
comparing the region’s belonging to the EU with those outside the EU. The result of
the correlation analysis carried out by the author shows that although the close and
statistically significant correlation between the Global Competitiveness Index and
the State of Cluster Developmental is observed both, for the EU regions and regions
outside the EU, it is still stronger for the EU regions during all three years of the
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research (2015, 2016, 2017). Thus, it can be assumed that the relationship between
the Global Competitiveness Index of regions and the State of Cluster Development is
a “European phenomenon”, i.e., more specific for the EU than for the rest of world.
This assumption can be verified by a partial correlation method, which helps to control
a possible impact of the stages of economic development regions on the correlation of
investigated variables (see Table 4).

The close correlation between the region’s competitiveness and the development
of clusters has been empirically proven using a correlation analysis involving more
than 100 regions included in the WEF’s research. According to the results of correlation
analysis the competitiveness of regions is related to the level of development of clusters,
however, the type of impact of clusters — boosting, braking, neutral or characterising —
depends on the stage of region’s economic development.

Table 4

Partial correlation* between the Global Competitiveness Index and
the State of Cluster Development of regions depending on the EU’s
membership, Spearman’s rank correlation coefficient, 2015-2017

EU bershi Spearman’s rank Statistical Number of
membership . o L .
correlation coefficient, r significance, p countries, n
2015, n=140
EU countries .750 .000 28
Non-EU countries 525 .000 112
2016, n=138
EU countries 734 .000 28
Non-EU countries 556 .000 110
2017, n=137
EU countries .832 .000 28
Non-EU countries 529 .000 109

Note: controllable variable — the stage of economic development of the regions.

Source: calculated by the author using SPSS computer program by data from Schwab 20135,
2016, 2017.

By examining a “clean” (without economic development stages) correlation between
the Global Competitiveness Index and the State of Cluster Development, it can be
concluded that a closer link for this relationship is indeed typical for Europe, although
it is also characteristic for the whole world. Also, it does not conflict with the fact that
the cluster theory and clusters themselves are “born” in America. While the US leader-
ship in terms of clustering of economics remains unquestionable, the other region of
the world where the impact of clusters on the regional competitiveness is particularly
pronounced, is the European Union.

For determining the impact of clusters on competitiveness of the Latvian regions,
first of all they should be grouped by to the stages of economic development according
to the World Economic Forum classification principle (see Schwab 2015).
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Table 5

The stages of economic development of the regions of Latvia, 2015
Regions of Latvia Ci;l?gol:;esr, ngllt{a Stage of the economic development

Riga region 20 551 Innovation stage

Pieriga region 9843 Transition from the efficiency stage

to the innovation stage

Vidzeme region 8061

Kurzeme reg‘ion 9047 Efficiency stage

Zemgale region 7274

Latgale region 6839

LATVIA in total 12 316 Transition from the efficiency stage

to the innovation stage

Source: created by the author according to the data of the Central Statistical Bureau of the
Republic of Latvia 2019a and Schwab 2015.

The analysis of the economic development and competitiveness of the statistical
regions of Latvia following the methodology of the World Economic Forum shows
that the only region of Latvia, which is competitive on a global scale is the Riga region
situated on the innovation stage (see Table 5). And from the global point of view the
whole territory of Latvia can be considered as being situated on the transition from
the efficiency stage to the innovation stage. Almost the rest of Latvia’s territory is in
the stage of efficiency indicating that its competitiveness on the global market is rela-
tively low (in a case of the Pieriga region, which is in the transition from the efficiency
stage to the innovation stage, the GDP per capita is still very close to the GDP per
capita at the efficiency stage).

In order to quantify the impact of clusters on the competitiveness of the regions of
Latvia, this is necessary to calculate the importance of clusters in regional competiti-
veness expressed by the export (which is a regional competitiveness indicator) along
with some other potential regional competitiveness factors (Gaglio 2015). The method
for the quantitative analysis of the impact of clusters on the competitiveness of regions
of Latvia was chosen taking into account that the empirical indicator of regional com-
petitiveness — the export indicator, is not calculated from other indicators, but is a
separately measureable indicator. The multi-collinearity of factors included in the
analysis was also taken into account. In result, a correlation analysis was performed
between the export by regions of Latvia and each individual probability factor of
regional competitiveness using the Kendel correlation coefficient (2). The correlation
analysis was carried out for all regions of Latvia together and for the individual regions
of Latvia, except the Riga region, in order to demonstrate that the factor influence of
clusters manifests itself only in the Riga region.

According to the correlation analysis, such factors as total industrial production,
State Cluster Development, number of scientific institutions and non-financial invest-
ment contribute to the competitiveness of regions of Latvia (see Table 6). As the non-
financial investment indicator correlates with the number of scientific institutions
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and the total amount of industrial output, it can be considered as an indirect com-
petitiveness factor. However, the other three factors, including the State of Cluster
Development, are significant factors for assessing the competitiveness of the regions
of Latvia.

However, the situation is different if we look at the results of correlation analysis
for the regions of Latvia, excluding the Riga region. In this case the only factor con-
tributing to regional competitiveness is the total amount of industrial production,
which is a factor that theoretically promotes the regional competitiveness on the stage
of efficiency. The factors, such as the State of Cluster Development and a number of
scientific institutions are innovation factors, which affect the competitiveness only in
the Riga region, which is on the stage of innovation. For time being clusters aren’t
expected to be a competitiveness factor in Vidzeme, Kurzeme, Zemgale and Latgale
regions due to a lower level of their development. In such economic and social environ-
ment clusters can develop and function indicating that a particular region of Latvia is
ready to move to the next — the highest stage of economic development, which is the
stage of innovation.

Table 6
The importance of various factors of Latvia’s regional competitiveness,
Kendel’s correlation coefficient with the regions’ export, 2015

Regions of Latvia Regions of Latvia
Regional competitiveness — including Riga region without Riga region
export — possible factors Correlation  Bilateral — Correlation  Bilateral
coefficient  significance coefficient significance
1 2 3 4 5

Tgtal 1n‘dustr1al output (EUR) per 943%% 005 900+ 037
1 inhabitant
Sta.te of Cluster Development, 880* 021 330 118
points from 1 to 10
.Sc1ent.1f1c institutions per 100 000 §29* 042 700 188
inhabitants
Non-financial investment (at
constant prices in 2016, EUR) .829* .042 .700 188
per capita
Innovative enterprises per 10 000 771 072 600 785
people ’ ’ ’ )
Gross Domestic Product (real
prices, EUR) per 1 inhabitant 600 208 300 624
Economically active enterprises
(per unit) per 1000 inhabitants 600 208 300 624
Total added value (real prices,
EUR) per inhabitant .600 208 .300 .624
Researchers (people) per 10 000 486 329 100 373

inhabitants

Sequel to Table 6 see on the next page
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Sequel to Table 6

1 2 3 4 5
Population density (persons) per 436 329 100 373
1 k2 . . . .
Employees (people) per 100 486 329 100 373
inhabitants ) ) ) )

Note: * correlation is significant at a level of .05 on both sides of the statistical significance;
** correlation is significant at .01 on both sides of the statistical significance level.

Source: the author’s calculations according to the data of the Central Statistical Bureau of
the Repubic of Latvia; State of Cluster Development of Latvian regions is estimated
by the author.

Based on the research of the impact of clusters on the competitiveness of Latvian
regions, the author has proved that clusters of the Riga region, which is at the inno-
vation stage, are an important factor contributing to the regional competitiveness. In
turn, almost the rest of the territory of Latvia (except for the Pieriga region located
around Riga) is at the stage of efficiency and, thus, is not competitive enough to
promote an active development of clusters. In order to increase the regional compe-
titiveness of Latvia, the most important factor is the productivity.

Conclusions

e The framework for the contemporary EU regional policy has been build based on
the place-based theory, which emphasizes the dichotomy “environmental prospe-
rity — human prosperity” in connection with the territorial redistribution of eco-
nomic activities; the distribution of EU regional policy financial instruments is in
line with its main objectives.

e The nature of regional competitiveness is expressed by the ability of the region to
create and ensure a competitive environment for economic development. This
conceptual understanding is based on M. Porter’s theory, as well as on the results
of many studies in regional economic science. It is in line with the definition of the
European Commission.

e Institutional and financial instruments of the EU regional policy are important
for the regional competitiveness. They are sufficiently effective being actively used
by supported territories, but these support instruments alone are not enough to
significantly increase their competitiveness. It is, therefore, necessary to use other
innovative regional competitiveness tools such as clusters.

e The system of the structural elements, indicators and influencing factors of the
regional competitiveness developed by the author includes the elements of regional
competitiveness, which constitute components of the regional competitiveness as
well as indicators, that characterize regional competitiveness or indicate the
achieved level of regional competitiveness) and factors, which in different ways
and with different force influence regional competitiveness.
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The main challenge related to regional competitiveness elements, indicators and
influential factors is that the elements, indicators and factors can simultaneously
play different roles. For example, any indicator can also act as an internal factor,
i.e. it doesn’t only characterize the regional competitiveness and indicate its level
for a particular region, but this indicator can also act as a factor influencing the
level of regional competitiveness.

Competitiveness factors depend on the level of economic development of the
region —the lower it is the more regional competitiveness depends on the production
factors. While in the regions with a high level of economic development, a key
role is played by innovations, as well as by clusters the impact of which on regional
competitiveness is defined as the incentive at the stage of innovation and as the
characterizing at the efficiency stage.

The term “cluster” originally appeared in the science of economics as a pheno-
menon of regional economics, emphasizing the aspect of regional localization in
economic interactions. The cluster is one of the forms of economic interaction
between the market participants. Two features: the diversity of types and statuses
of activities of its members, as well as geographic concentration in one region,
distinguish clusters from other forms of interaction.

The author offers the definition of cluster, which corresponds to the basic principles
for the definition of the term established by the Terminology Commission of
Latvian Academy of Sciences: the cluster is a form of interaction between legally
independent, but economically related regional market participants of different
statuses, which is created to achieve competitiveness on the global market. This
definition is created to clarify the key differences between the cluster and other
forms of economic interactions.

The practice of clustering in Latvia is relatively new and requires constant state
support. Starting from 2012, the most successful cluster initiatives in Latvia are
financially supported by the state managed Cluster Support Program. If the selec-
tion criteria of selecting clusters to be supported by this programme are not
improved, it can be considered that its aim is not the creation and development of
new clusters in Latvia, but the provision of short-term financing for the financing
of SME (Small and medium-sized enterprises) projects. In Latvia, the only one
cluster organization has been active in a long-term — the Latvian Information
Technology Cluster, which was officially established in 2007.

According to the author, the state support for clusters should be implemented in
two directions: 1) for competitive clusters in a form of direct funding for cluster
projects proposed by the potential or actual cluster members; 2) for uncompetitive
cluster initiatives, or for small, specific niche cluster initiatives, the stimulation of
the environment and the creation of such ecosystem which helps to create cluster
initiatives through training of entrepreneurs and employees, financing research
and cooperative activities, the internationalization of enterprises etc. When creating
the cluster support programmes and setting the conditions for participation in
calls, the responsible institutions should take into account the characteristics and
nature of the cluster in order not to result in the situations where support can be
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obtained by any groupings of joint undertakings stating common objectives, such
as to promote exports.

e The State of Cluster Development, as well as the trends of the economic activity
concentration, which are usually visible before cluster creation, in a chaptericular
territory can signal to regional policy makers about regional competitiveness
achieved and regional specialization. Only in those places where clusters have
already developed and operate, for example in Latvia clusters are mainly located
in the Riga region, their activities can influence the decisions of regional policy
makers.

e  Clusters are usually not developing at the stage of the production factors of the
regional economic development. At the efficiency stage, clusters are a regional
competitiveness indicator, which shows that the region has reached a particular
level of competitiveness, where cluster development can be promoted. While at
the stage of innovation, the clusters are a regional competitiveness factor and, as
the correlation analysis shows, their impact on the regional competitiveness is
strong and statistically significant (r =.727, p = .000).

e When studying the impact of clusters on the competitiveness of Latvia’s internal
regions, the Author has proved that it is precisely in the Riga region, which is the
only one in Latvia at the stage of innovation, where clusters are a significant factor
of the regional competitiveness, along with some other factors having an impact
on the regional competitiveness at the innovation stage. In the territory of Latvia
outside Riga, the most important factor for competitiveness is the productivity of
industrial production (r =.900, p = .037).

Notes:

(1) The author proposes a term to distinguish principally different directions of the nature —
“logical” and “mathematical”, which are always simultaneously analyzed in the process of
correlation analysis.

(2) The Kendel correlation coefficient is chosen due to the variability of the correlated variables.
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