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PREFACE 

 

The present monograph is the result of theoretical and empirical research carried 

out under Project ―Functioning of the Local Production Systems in the Conditions 

of Economic Crisis (Comparative Analysis and Benchmarking for the EU and 

Beyond)‖ (FOLPSEC). The research leading to these results has received funding 

from the People Programme (Marie Curie Actions) of the European Union‘s Sev-

enth Framework Programme FP7 /2007-2013/ under REA grant agreement  

N 295050. 

The establishment and functioning of local production systems was studied 

through a process-based approach. Such an approach allows for aggregation of the 

research findings on continuity and outreach of both scientific ideas and their ap-

plied aspects in countries in and outside the EU. Studying the impact of the global 

economic and financial crisis on the establishment and functioning of local pro-

duction systems posed a stimulating challenge to all participants. 

A look at the list of references would lead one to believe that there are numerous 

and diverse sources of information on local production systems. However, the 

authors noticed a lack of systematic research on the topic that simultaneously syn-

thesizes the existing knowledge on the topic and points to ideas and issues related 

to the economic, political, legal, institutional, and social environments that influ-

ence the development of LPS. It was precisely this lack of systematic research that 

determined the structure of the monograph. The results are presented in three 

chapters, each independent and complete in and of itself, but still related to the 

other two through an overreaching concept. 

Chapter I presents theoretical concepts and ideas on the establishment, function-

ing, and development of local production systems within the context of sustaina-

ble development, including the idea of LPS as forms of territorial organisation of 

production. A common variation of LPS – clusters – is also discussed. In addition 

to systematizing fundamental theories on LPS, the chapter offers empirical evi-

dence of their evolution and identifies conditions and critical success factors for 

their creation, development, and functioning.   

Chapter II is dedicated to the impact of several universal and persistent features 

(characteristics) on LPS typology: number of constituent entities, type of integra-

tion between constituents, scope of activities and geographical factors, stage and 

level of development, level of technological advancement, competitiveness and 

innovation capacity, etc. The chapter also presents various distinctive characteris-

tic of LPS in Poland, Slovakia, and Russia and highlights the role of large corpo-
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rations in the development of LPS in Siberia, as studied on the basis of empirical 

evidence.  

Chapter III contains the results of empirical studies on the functioning of LPS in 

the unstable environment created by the economic crisis. A comparison between 

project countries in the EU (Bulgaria, Poland, and Slovakia) and outside the EU 

(Russia and Ukraine) emphasizes the specific aspects of the research problem in 

each country. The study utilises a single framework, albeit with slight variations 

by country in terms of conditions and policies related to the functioning of LPS. 

The framework includes: 1) economic, social, and political environment, 2) insti-

tutional arrangements and legal framework, including the degree of protection of 

intellectual property, 3) environmental conditions, 4) role of the state, 5) local 

self-governance, and 6) various stakeholders in the establishment, functioning and 

development of LPS. 

We would like for our book to reach a wide audience, which is why we have cho-

sen an electronic format that facilitates access to the major conclusions of our re-

search. The book may be as useful to the economic policy makers at regional and 

country levels in the EU as it is to the beneficiaries of their policies. As academ-

ics, we also hope to reach teachers and students of Economics, Industrial Man-

agement, and Management of Regional Development. Under the current pro-

gramme period (2014-2020), each of these reader groups can help overcome the 

institutional barriers to the development of LPS and advance the work towards 

their establishment and functioning – work based on universal and sustainable 

implementation mechanisms backed by innovation. 
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I. THEORETICAL CONCEPTS SUPPORTING LPS 

1.1. Main ideas for the functioning and development of LPS  

1.1.1. Global territorial development conditions 

The crisis of the model underlying the development of large-scale production, 

mass consumption and huge vertically integrated multinational corporations initi-

ated rapid and deep economic and social changes in Western Europe. Globalisa-

tion is the main challenge faced by all economies, irrespective of their size and 

stage in development or transcreation
1
. 

As an economic phenomenon globalisation does not concern societies or nation 

states but transnational corporations, markets and market operators – the main 

actors in the development of a global system linking and subordinating individual 

economies. Operating under pressure to survive, they must evolve and constantly 

adjust to changes, which they themselves have provoked. Corporations did not 

become global overnight. In fact, they have undergone a long and complex pro-

cess of adjustments and adaptations that paved the way to global operation
2
. 

Globalisation blurs the traditional and familiar division of the world into a centre 

and peripheries. Nothing is as clear and unambiguous as it used to be and relation-

ships undergo significant changes. The old division into a centre and peripheries 

studied at global scale is much less clearcut and the ―space-territory‖ is evolving 

into a multi-fold space composed of integrated elements of various sizes. Social 

and economic territory is significantly more uniform at global scale and much 

more segmented locally. In developed countries, sectoral economic operations in 

regions become more and more similar. Local discrepancies intensify and extreme 

the wealth of neighbours extreme poverty.
3
 

Globalisation is accompanied by regionalisation understood in two ways. On the 

one hand, it is about the development of international regional groupings (interna-

tional regions), on the other hand, it is about the deepening the regionalisation of 

national economies. These processes coexist becoming the leading platform for 

economic transcreations. Development processes shifted from national level 

(which dominated in the Fordism era) towards international and regional ones. 

Development relations and mechanisms at national scale are pushed out by the 

global and regional dimension. Consistently, globalisation works to change the 

                                                 
1
  A. Jewtuchowicz, Terytorium i współczesne dylematy jego rozwoju, Publishing House of the 

University of Lodz, Lodz 2005, p.5. 
2
  Ibidem, p. 12. 

3
  P. Veltz, Mondialisation, villes et territoires, L‘économie d‘archipel, PUF, Paris 1996, pp. 55-58. 
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balance of power among the key actors on the political, economic and spatial sce-

ne. The functions of nation states evolved and their competences were redistribut-

ed between two levels of power. Empowered local and regional communities and 

international organisations have thus gained in importance
4
. 

On the one hand, globalisation leads to increasing production internationalisation, 

which breaks down local space. On the other hand, it increases the importance of 

the local level in economic development. Our prior thinking in terms of national–

international is being replaced by an analysis of global-local relations. In the 

1980s the motto ―think global, act local‖ was formulated, meaning in practice the 

emergence of networks of autonomous   communities (countries, regions) that are 

independent of one another but coordinate their actions in order to protect shared 

values (e.g. environmental protection at global scale). Later, the motto was re-

versed to ―think local, act global‖ to reflect the stronger conviction that global 

actions may not be successfully delivered unless thinking in local categories.
5
 

1.1.2. Globalisation – a link between the global and the local aspects  

of development 

One of the causative factors of globalisation was related to the development of 

corporate strategies connected with the enhanced importance of global competi-

tion and innovation. In economic terms, the most fundamental change in produc-

tion organisation does not exist in accelerated trade exchange but in the fact that 

production takes place in many places at any time. Important features of globali-

sation consist, on the one hand, in spatial dispersion of business activities (on a 

global scale) and, on the other hand, international coordination of these activities.
6
 

Thus, the fundamental element of contemporary globalisation is not about making 

the production or market processes uniform, but about a global approach to exist-

ing divergences. Global corporations are not looking for uniformity but for a ho-

listic approach to various national or regional contexts and adopt strategies to con-

trol these divergences.  

Globalisation is closely linked to territorial development as it contributes to the 

valuation of specific competences in various areas necessary to maintain produc-

tion and innovation. The more business competitiveness depends on innovation-

based production, the greater the differences in location are important. The phe-
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nomenon is called ―glocalisation‖
7
 as it stresses the complementary aspects and 

the concurrent nature of developing globalisation, and the increasing importance 

of local development.  

In economics, glocalisation combines two notions: globalisation and location. 

Location decisions were and still are one of fundamental strategic choices of any 

enterprise. Globalisation has not eliminated the importance of location for compe-

tition as M. Porter
8
 concluded in his writings. Although companies must compete 

at a global scale and inputs, such as raw materials, capital and knowledge freely 

circulate across the world, location remains to play a crucial role in building up 

competitive advantage. A company must make a decision about where it should 

locate each of its operations and how many locations there will be. In practice, 

there are various combinations resulting from preferences of the management and 

adopted business strategies taking account of factors such as technology, human 

resources, taste, government policy, markets, scale of operations, and the presence 

of the most cost-effective resources of raw materials.  

Location decision is largely motivated by the perspective of achieving a competi-

tive advantage resulting from being a part of a community, which is the most con-

ducive to innovation and enhanced effectiveness in the region.
9
 Globalisation, on 

the one hand, accelerates the rhythm and imposes fast speed on the economy, 

which in a short-run and at high uncertainty restricts all predictions, but, on the 

other hand, competitiveness in real economy exposes local resources that may be 

generated and exploited only under relatively stable and sustainable conditions, to 

a game.
10

 We mean here location-specific elements, such as: employees‘ skills, 

trust in relations between actors, collective ability to control technical systems.  

On the one hand, glocalisation identifies the role and the place of the dynamics of 

local development and the importance of local activities for globalisation; on the 

other hand, it demonstrates the importance and place of global processes in devel-

                                                 
7
The term ―glocalisation‖ was disseminated by A. Morita, one of the CEOs of Sony, it combines 

two notions: globalisation and localisation and was used in official Japanese documents; it is 
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gospodarczy, [in:] Wiedza, innowacyjność, przedsiębiorcość a rozwój regionalny, ed. A. Jewtu-
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opment strategies of a given territory
11

. It allows us to understand how global 

economy becomes rooted in historical territorial structures and how it uses and 

transforms local resources (Fig.1.1). 

 

Figure 1.1. Interdependences and intertwining of global  

and local dimensions 

 

Source: A. Jewtuchowicz, Terytorium i współczesne dylematy jego rozwoju, Pub-

lishing House of the University of Lodz, Lodz 2005, p. 40. 

Considerations over glocalisation include two separate, but complementary view-

points. The first concerns the reasons and consequences of a company‘s (usually 

global or international) location; the second draws attention to conditions of the 

opening of a territory and its integration with the rest of the world and to the poli-

cy of improving its attractiveness. Each of these approaches is equivalent to the 

two theoretical notions: proximity and availability interpreted as features of glo-

calisation resulting from advancements in new ICT. They strengthen local devel-

opment and facilitate global processes.  
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Proximity is a complex phenomenon that is strongly linked to territory. It has an 

impact on certain features of the local production system and serves as the basis of 

the idea of endogenous growth. In glocalisation, proximity describes the presence 

of the local plane in the global one. It explains, first of all, the importance of ex-

ternal effects (agglomeration) at locations where globalisation intensifies. Availa-

bility is connected with the notion of a network and ―...is reflected in the possibil-

ity of almost immediately linking two points in the globe, which were previously 

distant‖
12

. Availability explains how the global platform combines with the local 

one and assigns a specific role to production factors, which cannot be purchased 

or transferred to another location. They include, for example, local entrepreneur-

ship community treated as a collective ―producer‖ of innovation, intellectual capi-

tal or culture, broadly understood, inherently linked to a specific location and its 

history. 

1.1.3. Network-based organisation of the economy  

Acceleration and changeability, so characteristic of our times, require a different 

organisation and structure of the economy. This is so as neither the market nor 

their hierarchical structure ensure proper coordination. Hierarchical organisation 

works when the market is stable but fails dramatically under conditions of contin-

uous changes as it is too rigid to adjust to rapid market changes.
13

 

At present, the economy is built based on intertwining chains of social, political 

and economic relations. Castells defines networks as ―... a collection of nodes 

connected with one another‖ and highlights their natural flexibility and easy ad-

justments to current requirements, the features of which are decisive for the sur-

vival in a fast changing environment. Besides, networks improve the differentia-

tion and help the control, distribute risk between many partners, improve access to 

technology, enable the acquisition, transmission, selection and control of increa-

tion, etc.
14

 Networks are present in all areas of economic and social life and net-

work-based structures perform better than vertically integrated enterprises and 

centralised bureaucracy.  

The notion of a network is complex and reflects the entire complexity and rich-

ness of the relations of humans involved in various types of activities. Networks 

are also a multi-dimensional notion. D. Maillat, M. Quévit and L. Senn, describe 

                                                 
12
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five dimensions from the perspective of which networks can be characterised and 

analysed:
15

 

 organisational dimension; from a theoretical viewpoint, a network of in-

novations goes beyond limits delineated by the relations company-

market; it is a specific organisation alternative to the market and hierar-

chical economic organisations, which enables its actors to reduce transac-

tion costs;  

 time dimension; network suggests the existence of a system of stable re-

lations between various actors based on knowing each other and on mu-

tual trust; these relations evolve over time; 

 cognitive dimension; knowledge and the ability to operate in a network 

are something more than the mere sum of individual competences; it is a 

way to acquire collective knowledge in an organisation; the emergence of 

an environment enables the use of knowledge dispersed among entities, 

which cannot be transferred to others and which is contained in tech-

niques that enable finding new solutions when people are confronted 

with specific circumstances, problems or tasks;  

 normative dimension; each network has got its own, more or less formal-

ised, rules of conduct; these rules specify the scope and space of common 

actions allowing for greater stability vis-a-vis the changes in the envi-

ronment; 

 territorial dimension; territorial proximity of partners in a network is 

beneficial for a company, when it needs easy access to technological, fi-

nancial and commercial increation; besides, an enterprise should present 

itself in a network as an effective partner offering benefits to others; this 

position comes from the culture and "industrial atmosphere" of the place 

where it is based.  

Networks can take different forms: formal and informal, established for the mere 

exchange of increation or for joint production and trade. They come in various 

forms, constantly evolve and may be of dual nature, i.e. they may refer to both 

enterprises in a network and network in enterprises.
16

 

For companies the need to enter a network is a simple consequence of globalisa-

tion, which makes them constantly search and discover new relations among solu-
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tions offered by contemporary technology and possible customer‘s needs.
17

 Thus, 

a company must acquire new skills, which will transform it from a rigid, hierar-

chical structure in a relatively loose network organisation, where each point repre-

sents a unique combination of these skills. Allen Scott described the process, 

where spatial systems of the Fordist era (vertically integrated) are replaced by 

loose groupings of companies seeking minimum transaction costs.
18

 In fact this 

leads to network organisation, which is an industrial and territorial organisation at 

the same time. Such networks cover the entire world, which, on the one hand, 

provide a company with the possibility to exploit local resources (mainly 

knowledge and technology) in a coordinated way in places where they exist and, 

on the other hand, they enable servicing segmented markets by offering products 

and services adjusted to local requirements.
19

 

Networks enable the companies‘ quicker access to new resources and services and 

the reduction of the ―irreversibility‖ of costs connected with vertical integration. 

They allow for flexible and mutual exchange of economic partners. A network 

provides group solutions to technical and organisational problems. Thus, there is a 

sort of ―collective‖ actor considered as a system of mutual relations between eco-

nomic and social partners guided by certain goals. Spontaneity and creativity 

coming from collabouration give them collective advantage in a new, more de-

manding economy of new technologies. 

In an economic community representing a high density of relations, an entrepre-

neur can more easily find a partner operating in geographical proximity and he 

meets more people being supported by institutions acting to foster network effi-

ciency. If a network is active, a company will find sources of funding, innova-

tions, educational opportunities, increation, etc. In real life, as stressed by B. Pec-

queur, entrepreneurs are simultaneously engaged in various formal and informal 

networks.
20

 The latter are much more difficult to detect as they concern primarily 

personal relations, characteristic of the local culture and provide an indispensable 

supplement to institutional networks. Informal relations develop flexible chains of 

relations without any precise ramifications, which mobilise capital and human 

energy.  
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Networks develop as voluntary manifestations of entrepreneurs‘ needs. The pro-

cess results from active transcreation of the entire community and the understand-

ing of benefits of cooperation, in particular in using new technologies. Experience 

shows that local authorities play a significant role together with public and private 

institutions and big enterprises. 

1.1.4. Territory and territorial development  

Changes in the organisation of enterprises appeared in the period 1970-1980. 

These were related with the emergence of new production spaces, replacing a 

competitive model of operators‘ behaviour with a new idea of collabouration and 

cooperation. A new paradigm appeared: the territory.
21

 

In the territorial paradigm of development, a territory is not distinguished accord-

ing to geographical and administrative criteria but it is a space shaped by history 

with a specific institutional and organisational system. I. Pietrzyk stresses that 

―the notion of a territory exceeds physical space and is interpreted as a space 

―constructed‖ (in French ―construit‖) by a given community with its own history 

and culture, accumulated knowledge and skills together with its institutions and 

networks of relations among all actors of social and economic life‖.
22

 A territory 

is not identified by its size or borders but by its organisation. It is most of all the 

product of actors linked by a common goal.
23

 It is defined through the actors who 

identify themselves with it, through their joint actions and, in fact, it emerges from 

actors‘ organisations. A. Jewtuchowicz, interprets a territory as an active subject 

with its own organisational logic, which may either mobilise or restrict the devel-

opment of its operators.
24

  

The concept of a territory and its role in social and economic development is radi-

cally different from traditional interpretations of space and local development in 

the economic theories. The approach shows how a given space provides dynamics 

and own autonomy in the development processes. In this approach, space ―gener-

ates‖ economic dynamics and equips it with its specific features. Space is no 
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longer interpreted as a static location of resources and economic operators and the 

shift is made towards its dynamic identification through the relations and in-

volvement of local actors and social and institutional capital. From an economic 

point of view, space is neutral while a territory integrates or contributes to the 

integration of economic actors. Space is the platform of market mechanisms, 

while a territory is the source of resources. In the first case, the relation with com-

panies is one-way and refers to benefits enjoyed by companies from factors avail-

able in the space. When the factors get exhausted, a company usually seeks a new 

location and delocalises. In the case of a territory, relations with enterprises are 

mutual, more complex and take time.
25

 

The notion of a territory  recently developed in economic sciences and includes 

the idea of organisation, policy, economics and the society with its historical, 

ideological, sentimental dimensions extended with beliefs. A territory is a histori-

cal construct, which in its specific development path acquired its own technical 

and human potential. G. Garofoli defines it as ―an area where market exchange 

meets social forms of regulation; an area which determines various types of pro-

duction organisation and innovation capacity (both with reference to products and 

processes), leading to diversification of the output offered on the market based 

not only on relative costs of factors.‖
26

 Thus, a territory is treated as a form of 

economic organisation, as a place of collective and localised economic processes. 

One of the fundamental notions and the cornerstone of the idea of territorial de-

velopment is proximity, which conditions the dynamics and level of development 

of a territory. Proximity is a complex, multi-dimension term and in literature we 

can find many concepts which are ascribed to it.
27

 Proximity, in all its varieties, 

has become the central category in modern economic sciences. As we can read in 

Ph. Cooke, the forecasts of the decline of the significance of distance and ―the end 

of geography‖ originating on the basis of new inventions and the Internet era were 

largely exaggerated.
28

 Advancements in the means of transport and communica-

tion technologies have surely transformed cooperation and coordination of activi-

ties among economic actors, which does not mean, however, that they have au-

tonomously removed the importance of physical proximity and replaced the ‗face-

to-face‘ contact. 
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Many authors dealing with theoretical studies
29

 have distinguished different types 

of proximity:  

 Cognitive proximity - understood as a kind of similarity and ability to 

communicate, using the same language typical of a given community.
30

 It 

is the ability of the organisations to learn from each other and to assimi-

late new knowledge, the ability to communicate, understand and process 

knowledge. In cognitive proximity, organisations have the same back-

ground of knowledge and experience and by sharing them they may learn 

from each other and develop new knowledge resources. As stressed by R. 

Boschma, it is not only the question of how fast and how effectively in-

creation and knowledge are acquired but mainly the question of expand-

ing the limits of cognition.
31

 

 Organisational proximity - refers to the economics of transaction costs. It 

says that the organisational structure of the economic activities (e.g. net-

works, clusters, integrated corporations) defined, among others, by the 

level of autonomy, types of relations or levels of control, importantly de-

termines interactive learning and knowledge exchange.
32

 Organisational 

proximity is understood as a specific organisational solutions, both with-

in an entity and in external relations. These solutions not only create 

mechanisms of transaction coordination but are also the driving force for 

knowledge and increation transfer in the world of high operational uncer-

tainty. Organisational proximity identifies the ability of an organisation 

(company, administrative unit, network, community, environment, etc.) 

to cooperate and to undertake common activities. 

- Social proximity – it results from economic relations deeply embed-

ded in social context, and importantly impacts on the economic per-

formance of te organisations. Social proximity refers to the roots of 

organisations and relations based on family and friendly ties. Social 

ties, friendship, common experience, loyalty or mutuality, together 
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with the social context of economic relations and behaviours lead to 

better economic performance.  

- Institutional proximity is based on interpretations under the new insti-

tutional economics. Institutions defined as collections of common ties, 

procedures, recognised principles, rules and regulations of relations 

and interactions between entities are perceived as the primary deter-

mining factor of development. As a result, institutional proximity is 

interpreted as common rules of the game developed by common cus-

toms and rules (informal institutions) and the legal system providing 

the framework for economic operations (formal institutions). These 

institutions provide the foundations for the coordination of economic 

operations, contributing to the exchange of increation, cooperation, in-

teractive and collective learning. Institutions provide a sort of ―glue‖ 

for joint actions, reduce uncertainty and transaction costs.
33

 Formal in-

stitutions are usually established at a supra-local level (legal rules), 

while informal institutions are strongly localised and connected with 

the territory (e.g. cultural rules, habits). Institutional proximity condi-

tions the scope and way of coordination of market behaviour of opera-

tors or organisations. 

- Geographical proximity is interpreted as spatial distance, physical dis-

tance between economic actors. It is the source of direct contact and 

enhances the intensity and density of relations between operators. The 

same location in a given production system generates many positive 

external effects, which become less important when spatial distance 

increases. Benefits of geographical proximity were identified and ex-

plained by earlier trends of economic geography under the theory of 

agglomeration and that of externalities.
34

 

Geographical proximity plays an important role in building other types of proxim-

ity. It may complement, reinforce and often even initiate social, organisational, 

institutional or cognitive proximity. Geographical proximity may compensate 

weakness or deficit of spatial proximity and, mainly, of institutional proximity. It 

facilitates the development of informal relations, coordination and transfer of rela-

tions from one organisational context into the other; it strengthens the develop-

ment of ―embedded‖ relations between entities. Hence the analysis of geograph-

ical proximity should be conducted in connection with other, non-spatial dimen-
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sions of the phenomenon.
35

 Various types of proximity are closely interrelated 

with one another; they complement one another and inter-depend on one another. 

Each of them may instigate positive and negative development mechanisms of 

knowledge and increation resources. 

New development paradigm originates from and cumulates many permeating the-

oretical approaches. The territorial approach exploits mainly multi-dimensional 

analysis of proximity and resource-oriented issues focused on specific and generic 

assets and resources. These two theoretical trends helped identify the trajectory of 

territorial development and demonstrate the logic of shifting from agglomeration 

through specialisation to specificity in spatial development. These three phases of 

spatial development are: 

1. Agglomeration phase characterised mainly by geographical proximity 

and a concentration of more or less heterogeneous activities in space; 

2. Territory of specialisation based on geographical and organisational 

proximity (accumulation of knowledge in the area of specialisation); 

3. Territory of specificity exploiting geographical, organisational and insti-

tutional proximity
36

 

The interdisciplinary nature of the territorial paradigm of development is an indis-

putable advantage of the approach contributing to the complexity. Territory is 

identified and described as
37

: 

  an abstract space defined by the borders of a network and the activity of 

the entities of which it is composed and that operate within it; 

 a historically shaped location with a strong social and institutional con-

text, defined by its development path (evolutionary approach); 

 a location developed by the actors representing the logic of an ―active 

space‖, identified and created by the entities that operate within it; 

 a place where economic activity and relations between partners are gen-

erated and where the cost of economic transactions are reduced;  

 a location of specific resources and social capital indispensable for 

knowledge development (in particular interactive learning), innovation 

processes and technology transfer; 
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 a place with its own method of coordinating the behaviours of individual 

entities and managing change (governance). 

A new development paradigm does away with the functional logic of social and 

economic life and tries to place development processes in a local context, using 

the resources and actions of the local community
38

. In the territorial approach 

space is ―improved‖ with the new content of social and cultural values and traces 

of local history. This space is clearly different from the geographical space as it 

contains elements of the social phenomenon, where its actors have a link to eco-

nomic, cultural and historical values
39

. Contrary to the classical interpretations of 

space, territory is based on interactions between actors. They identify places and 

define coordination methods (Figure 1.2). The territorialisation of the develop-

ment mechanisms and processes offers unlimited opportunities for different tra-

jectories of local development, which derive from internal relations, common in-

terests or abilities to develop common resources
40

. 

Figure 1.2. Changes in spatial relations and mechanisms 

 Internal relations 

Geographical space Location  Interaction Coordination 

Space = territory Interaction Location Coordination 

Source: B. Pecqueur, J. B. Zimmermann, L’Economie de proximites, Hermes Sci-

ence Publications, Paris 2004, p. 30. 

According to this approach the territory is a place where resources and entities are 

jointly generated, and increation, knowledge and skills are accumulated. It is a 

source of innovation and economic success for the individual operator. Thus terri-

tories – significant forgotten development factors as labelled by the OECD
41

 – 

regain their importance. Territory becomes a fundamental resource, which deter-

mines sustainable development.  

1.1.5. Corporate location strategies and territorial development  

By distinguishing between a space and a territory we may conclude that local 

development is a specific type of development with the local community becom-

ing its primary enabler. Consistently the notion of ―space-location‖ is being re-
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placed with the notion of ―space-actor‖ (even when a territory is not an actor it-

self or in the literal sense). Development is not interpreted as an outcome of trade 

but as a result of a complex system of relationships between actors concentrated 

in a given geographical space with its own culture and history. The specificity of 

a territory becomes its competitive advantage, which is decisive not only for its 

development but also for a given type of production.
42

 

Interdependences between a company and a territory radically change. We mean 

here not only the role of big enterprises in shaping its structure, but also groups of 

small companies understood as a specific organisation. These relations are mani-

fested in space in various territorial forms of industry organisation, such as dis-

tricts, technopoles, growth poles, etc.  

Examining the relationship ―territory – company‖ we aim to understand the rea-

sons, for which enterprises select a particular location for their operations, refer-

ring us directly to the theory of location. Corporate location decisions are closely 

linked with the identification of factors of spatial competition which, in turn, leads 

to the analysis of territorial dynamics and organisation.  

The definition of a territory clearly shows that we may not split these two types of 

relationships. It is the interaction between both industrial and spatial organisation 

that creates a territory. The need for a comprehensive analysis of these relation-

ships results from the complexity and convolution of the contemporary world. It 

derives from the fact that: globalisation strategies are also diversity-based; living 

conditions and externalities have become important criteria for corporate location 

decisions; they contribute to interdependences between enterprises and their local 

environment, and finally, that enterprises are embedded in given area as a result of 

people getting attached to a territory, to its history and culture. All of these pene-

trate one another and make us consider the construct of territorial industrial sys-

tems as a combination of two organisational logics, which have and generate their 

own rationale: territorial organisation and industrial organisation.
43

 

Globalisation is based on the division of labour within a broad network but it may 

equally be associated with concentrations in privileged locations which create new 

relationships between a company and a specific region. Thus, we encounter the 

problem of ―territorialisation‖ of companies, i.e. linking the success of a company 

with the success of a region and vice versa, arriving at a situation where the suc-

cess of a region becomes a decisive factor of its competitiveness. This presents 
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local authorities and politicians with a specific challenge. Their activities may no 

longer be restrained to a single act of location of a new enterprise; instead they 

must be continuous, conducive to the involvement of the enterprises in regional 

structures and in the valuation and renovation of local resources, in particular 

technological ones. In other words, authorities and politicians are confronted with the 

need to integrate global logic and strategies (industrial) with the logic of territorial 

development.  

In classic approach, the economic analyses of the relations between enterprises 

and a territory were conducted in accordance with location theories (the role of 

distance or market areas). These theories turned out to be little useful in explain-

ing location strategies of big industrial holdings. In globalisation, factors such as 

distance or market size have become less important.  

The collabouration of an enterprise with the territory in which it is based is an 

issue considered by J.B Zimmermann in the categories of a company‘s mobility, 

which the author calls ―nomadism‖ or its ―loyalty‖ vis-à-vis a region.
44

 According 

to the author, nomadism is an inherent feature of an enterprise and, more im-

portantly, it is an indispensable feature, which allows companies to quickly re-

spond to changes in competition in their environment. Companies, as J.B Zim-

mermann goes on to say, ―... constrained by their production cycles and technolo-

gies and influenced by evolving competition in their industries, analyse their loca-

tion-specific conditions.
45

 It is a location-delocation game, which nowadays alarms 

political authorities and public opinion.‖ Nothing may prevent an enterprise that de-

cides to change its location.  

When analysing the spatial behaviour of companies, P. Veltz
46

 notices that strate-

gies applied by them are influenced by their contradictory expectations. On the 

one hand, they want to exploit common resources linking themselves with a par-

ticular location but, on the other hand, they want to be independent in their loca-

tion decisions. Based on that, we can distinguish two strategies adopted by the 

companies, referred to as the ―entry-exit‖ strategy or as a ―loyalty‖ attitude. 
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A similar distinction was adopted by I. Pietrzyk.
47

 The author identified two de-

velopment strategies that were followed by territorial units and economic opera-

tors: low and high. The ―low‖ development strategy consists of the exploitation 

of, mostly traditional, location factors, e.g., the choice of production location mo-

tivated by low costs resulting from cheap labour, available infrastructure, raw ma-

terials, etc. In this case, the enterprises do not get involved in the development of 

a given territory and may easily transfer the production. Such attitude is equiva-

lent to the ―entry-exit‖ strategy. 

The ―high‖ development strategy may be related to the ―loyalty‖ attitude. It con-

sists of the building-up of a competitive advantage, which contributes to the gen-

eration of specific resources. The effort of the enterprises focuses on the devel-

opment of collabouration (market and non-market-based) with other operators 

(companies, financial institutions, research, technical, educational centres, etc.), 

developing ―neighbourhood‖ networks and social capital (based on relations) and 

the striving of companies to integrate with the local business community and their 

engagement in the development of specific resources. 

In this context, an important element of the analysis is the fact that for the compa-

nies the costs of entry into a territory may not be separated from the costs of exit 

(immediate or future). On the one hand, the stability of the environment and nu-

merous cooperative relationships that generate specific resources, reduce the un-

certainty in companies‘ operations and strengthen their competitive position. On 

the other hand, specificity reduces flexibility, restricts choices of location and de-

termines development strategies and, having exceeded a certain threshold, may 

increase the risk of becoming a ―prisoner‖ to the network of relationships, not 

only because of regulations but also as a result of social or social and political 

relationships. 

J.-B. Zimmermann (1998, p. 218) stresses that we may not juxtapose nomadism 

and embeddedness of companies in a given area as they represent different mo-

ments of the same process. A territory is, on the one hand, necessary for the enter-

prises to develop technologies and implement production modifications and, on 

the other hand, it develops its own logic of development inscribed in the dynamics 

of change. Paradoxically, these relationships reveal smaller dependence of a terri-

tory from companies as the process accumulates resources, mainly technological 

ones, which enhances its cohesion and reduces sensitivity to crisis resulting from 

a company‘s delocation. 
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Such an approach enables a better understanding of the problem of mutual rela-

tionships and independence of a company and of a territory. An enterprise‘s inde-

pendence is expressed by its ability to delocalise and to leave the location, in 

which it currently operates, while a territory‘s independence is its ability to ac-

commodate losses relating to the company‘s exit. A territory‘s independence de-

pends on the density and intensity of economic and social relationships among 

local actors, which are decisive for its own development dynamics. 

The territorial strategy of ―entry-exit‖ type is based on the minimisation of costs 

of both entry and exit. All efforts are directed towards making the location more 

mobile. There are two fundamental threats of the strategy which threaten the 

proper development of a territory: instability and the risk of falling into the spiral 

of competition (by reducing prices) with other entities pursuing the same policy. 

The ―loyalty‖ strategy maximises relationship-based externalities, which compen-

sate the high costs of exit. It highlights institutional regulation and extra-market 

collabouration. The strategy also involves some risks. It may lead to over-

specialisation, which provokes conformism and closure often leading to the loss 

of the local, specific environment. 

1.1.6. The territory – a source of innovation 

Nowadays, a territory is no longer identified exclusively as physical space inter-

preted by traditional economic location theories as a factor of development de-

fined in terms of the cost of land, workforce or transport. Territory is no longer a 

location and accumulation of resources and capital but it is now an organisational 

form that reduces uncertainty and risks, provides increation and cumulates and 

transfers knowledge and skills. It is interpreted as a place where innovation re-

sources and technological capabilities of operators are generated. Main develop-

ment factors of contemporary economy such as increation, knowledge or innova-

tion may be generated, exchanged and effectively exploited only in an appropriate 

regional environment. Territorial development mechanisms, together with opera-

tions of multinational corporations or R&D units, are considered important 

sources of innovation. 

Relationships between the development of a territory and innovation are interde-

pendent. A territory‘s development is defined by the resources of knowledge and 

innovation, while the development of the ability to innovate in individual opera-

tors is determined by the innovation capabilities of a territory. Creating innovation 

no longer depends exclusively on the individual abilities of an enterprise but on a 

network system of territorial nature. On the other hand, the development of a re-

gion and its competitive position is strongly conditioned by the innovativeness of 

its resources and the individual operators based within it. Sustainable competitive 
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advantage may be achieved only in regions where knowledge resources and inno-

vation capabilities develop dynamically and continuously.  

Innovation processes are territory-, system- and culture-specific. They place em-

phasis on collabouration and trust emerging from cultural context and regional 

community as a background for the creation, absorption and diffusion of 

knowledge and innovation. They suggest that a regional community generates 

many intangible resources that are decisive for the building of regional innovation 

capabilities. These resources are a specific territorial capital originating from so-

cial relations, norms, values and interactions inside a community. The presence of 

the capital helps entrepreneurs overcome shortages of market mechanisms or re-

duce market costs. 

A region or, more precisely, its characteristics and specific potential help reduce 

the risk of innovation for a given economic operator, facilitate the absorption of 

knowledge and offer opportunities for interactive learning and exchange of expe-

riences. A regional community, however, is not self-sufficient in developing in-

novative processes. Knowledge and innovation creation and exchange are based 

on networks and on internally generated and externally available potential. It 

needs openness and strong relations with the environment and depends on the 

readiness and ability of regions to collabourate.
48

 

Territory and territorial development mechanisms are perceived as sources of in-

novation and provide the basis for interpretation of modern concepts and models 

of innovation. Territorial mechanisms of innovation are explained in the context 

of an innovative milieu, learning region, regional system of innovation, innova-

tion cluster or the above-mentioned proximity paradigm.  

Among theoretical approaches to innovation, the leading role rests with the idea 

of an innovative milieu. It negates the assumption that innovation is largely de-

termined by science and technology advancements. In this perspective, innovation 

is, to a large extent, the effect of the environment in which an entity operates, its 

source being the environment in which a company operates, not the company it-

self.
49

  

D. Maillat defines the innovative milieu (Fr. milieu innovateur), as a territorial 

organisation, which gives origin to innovation. It is a territorially-oriented collec-

tion in which interactions of economic operators, connected with their multilateral 

transactions, enhance learning and innovation. Consistently, they create externali-

ties, specific for innovation, which lead to increasingly perfect forms of collective 
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learning and resource management.
50

 The main characteristics of an innovative 

milieu include: (1) territorial framework understood as a result of collective inter-

actions, learning and adaptation, collective social and economic product; (2) spe-

cific organisational dynamics, which enable the flow of knowledge, including 

tacit knowledge, in social and institutional networks, and various types of social 

and vocational mobility; (3) learning dynamics, reflected in the ability and will-

ingness of all actors, as an integral part of an innovative milieu, for rapid change 

and responding to changing conditions leading to a better adjustment of their op-

erations to the requirements.
51

 

The idea of a cluster is important for the analysis of innovation in regional con-

texts. Its essence consists in coexisting relations of collabouration and competi-

tion, present in different dimensions and among various entities. The precondition 

here is also local or regional embeddedness of the entities within the cluster and 

their main industries. A cluster is defined and created as a result of a concrete lo-

cation in space, which generates its value and development potential.
52

 It is close-

ly linked with the territory in which it operates, deeply embedded in social and 

institutional context typical of a concrete spatial and economic structure. Non-

commercial relationships, based on the exchange of market increation or tacit 

knowledge are decisive for innovation clusters. 

A popular theoretical approach where we can trace references for creating and 

developing innovation is the idea of a ―learning region‖. It is based on studies and 

analyses of learning (individual and collective) in a region. Considerations focus 

on cooperation, which creates added value in the form of knowledge pools and 

mechanisms for learning. R. Florida, the originator of the idea, assumes that ―learning 

regions‖ operate as warehouses of knowledge and ideas, providing a favourable envi-

ronment and infrastructure in support of knowledge and increation flow.
53

 

From the viewpoint of regional innovation policy, the idea of a regional system of 

innovation played a fundamental role. Generally speaking, it is a system of enti-

ties, interactions and events which, as a result of synergy, develops in a concrete 

territory and improves its ability to create, absorb and diffuse innovation. A re-
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gional system of innovation is a collection of interactions between universities 

and R&D units, economic operators, education, finances and public authorities, 

which supports adaptation and collective learning. Its operations are based on 

network links and an innovative milieu.
54

 The innovative system is closely coordinat-

ed with public authorities, which provide the ―link‖ for all individual operators.  

Entities in a cluster, innovative milieu or a regional system of innovation have 

much higher abilities to absorb, produce and diffuse knowledge and innovation. 

Relationships in these structures and spatial proximity facilitate the creation and 

exchange of new ideas, concepts, and increation. Spatial proximity enables con-

tinuous learning and the rapid dissemination of knowledge and increation. Direct 

relations, often informal, enable monitoring an industry or competition and 

benchmarking one‘s operations against competitors. These structures generate 

new businesses, the so called spin-off and spin-out businesses manifesting the 

maturity of these territorial forms of innovation.  

These structures are embedded in their respective territories. Such territorial em-

beddedness is especially important for innovation and becomes institutional, 

structural and relationship-based.
55

 Institutional embeddedness is about the impact 

of regulations and rules, taxes, subsidies, legal framework, infrastructure, educa-

tion, research, labour market, etc. Structural embeddedness refers to the network 

and results from the density and sustainability of interactions between entities. 

Relationship-based embeddedness emerges in the context of large social networks 

and the strength of local ties, which translates into collabouration and relation-

ships between entities. As a result, the way that territorial structures of innovation 

operate depends on the combination and coexistence of geography, social net-

works and relations between organisations. 

1.1.7. Governance– a model of territorial management 

Governance embodies a new way of thinking about development, which results 

from changing reality. The notion is rather flexible and changes depending on the 

area and scope of studies. The main question posed by the governance, to which 

we seek an answer, is: how should societies develop nowadays, in an open and 

globalised world? Governance is the outcome of democracy and describes com-

munities of independent people, living within democratic systems in relative 

wellbeing and having numerous relations with the external world. Such a society 

calls for management methods that are different from the traditional ones. That 
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society is based on dialogue and compromises, and implies a reality where every-

thing is negotiable, where there is a genuine debate and where it is assumed that 

negotiations take place between equal partners and lead to reasonable compromises.  

The term of governance is not entirely new. It was one of the key notions used by 

R. Coase and O. E. Williamson in their theory of transaction costs. Alongside a 

traditional hierarchy or market-based company they identified other indirect forms 

of partner collabouration, which enabled the reduction of transaction costs gener-

ated by the market. Additional papers on governance in enterprises always 

stressed two aspects: understanding an enterprise as a dynamic unity; and as a 

structure of regulations, which manages and coordinates transactions enabling the 

minimisation of costs by taking into account the interests of various groups of 

actors (shareholders, managers, employees...). 

The concept of governance, places the factor analysis on the first place. In other 

words, it focuses on factors that contribute to the stabilisation of the economic and 

social structure. It concerns mostly customs and other institutional forms of inter-

action, which stimulate or restrict the actors in the process of cooperation and cre-

ation of specific combinations and ties
56

. 

The 1990s saw a period of heated debate on territorial ―governance‖, which for-

mulated the theses on public development policies revealing features of a collec-

tive game (in terms of game theory), where mediation between competitive inter-

ests and cooperation of different organisations are the main determinants. These 

policies are founded on the cooperation of public organisations that are engaged in 

the exchange of resources and concentrated around a specific area of State inter-

vention
57

.  

Under modern conditions of globalisation and glocalisation, local self-

governances support some concrete interests and motivations of individual actors 

to combine resources and potential in a way that enables achieving common 

goals. As stressed by S. Barczyk, attention shifts from: ―who receives what‖ to: 

―what is going on collectively and what should be done collectively‖. ―Thus, the 

key question is: How, under (the conditions of) high complexity and uncertainty 

of operations, can actors join resources to achieve common goals (within the 

community of common interests)?‖
58

.  
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The nature of governance refers to indirect forms of regulation, neither purely 

commercial nor purely public. Considering all aspects of actors‘ operations – eco-

nomic, social and political – it helps to articulate private interests and identify the 

essence of public good. ―The art of governance consists of merging particular and 

general interests to arrive at synergy effects. The point is to make acting in favour 

of common goals conducive to the achievement of individual goals and, by fa-

vouring individual interests, to strengthen the development capabilities of a re-

gion‖
59

. The involvement of institutions, in particular local public institutions, 

guarantees coherence between economic efficiency and social justice. In other 

words, governance focuses on institutions‘ skills to negotiate and enter into trans-

actions (which must involve public, private and social partners) for the develop-

ment and implementation of their development policies.  

Governance is not the synonym of management. Both notions refer to the expres-

sion of will, to goal-based activities and to the system of the rules of the game. 

However, the idea of management is connected to the official power that is 

equipped with enforcement measures (e.g. police), which guarantee the execution 

of the adopted policies. Governance results from the implementation of common 

goals. The goals may or may not be inscribed in legal and formal mechanisms. 

Governance is about behaviours of human organisations. It takes account of offi-

cial regulatory mechanisms but it also covers the informal sphere, through which 

entities and organisations accomplish their own interests. It is a system of rules 

based on the game of relationships among humans and on the laws and sanctions 

resulting from it.
60

 

Governance is defined as a system of organisation and maintenance of competi-

tion, where emphasis is placed on creativity. Co-management is not only about 

identifying and delivering goals, it is also about the development and protection of 

the development game. The point is not just to manage but also to decide on the 

rules of the game and to guarantee that they are applied properly. The State is no 

longer the beginning (identifying rules) and the end (final supervision of their 

application) of the social processes. Control mechanisms, instead of being com-

pletely imposed by the State may, at least partly, be chosen by their users.
61

 

The notions of management and co-management are interrelated. They differ 

mostly with respect to the environment in which they develop. Governance is the 

child of globalisation and democracy, which by bringing civic freedom and liber-

ties gives them the opportunity to decide upon their own development. For gov-

ernance the problem is to stimulate and manage diversity, which becomes the fac-
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tor of creativity and positive changes. It negates hierarchy, which does not stand 

the test of time in the era of rapid changes. The State develops norms and rules in 

management and co-management policy should ensure the correctness of the rules 

of the development game
62

. 

Governance highlights network, partner, innovative, and process-based develop-

ment. These may be interpreted as a set of various circumstances within which 

actors create their own spaces. These spaces are mobile and open, and they are 

often based on maintaining numerous and evolving relations.  

Cooperation and participation are the primary features of governance (and democ-

racy) and they give an individual the opportunity to get involved in development. 

According to governance, a human being is not a ―material‖ to be used, but an 

asset, whose desires should be supported and met. The participation of individuals 

is thus indispensable. In democracy participation is ensured by elections, associa-

tions and media. In governance it is ensured by the involvement in common pro-

jects, in which everybody may and should benefit.  

Modern democracy includes a contradiction that is hard to eliminate. On the one 

hand, democracy is depicted as a society of freedom, which is the precondition for 

creativity; a free man is much more productive than a constrained one. On the 

other hand, democracy may not operate and survive if individuals do not surren-

der part of their freedom in return for higher values. 

Governance faces the same dilemma. It is defined as constant negotiations be-

tween equal interests and various concepts. Co-management is based on rules of 

the game, which are perceived and integrated as a result of understanding the 

principles of common actions. They become a sanction, a stimulus or a privilege 

without the need to be formalised. We are speaking then of the rules of social dia-

logue and of routines and procedures resting within the area of habitual and cus-

tomary actions.
63

  

Matching and coordinating resources takes place in a concrete space within a ter-

ritory. Governance needs a space for the game, an arena for relationships and 

transactions among actors. In governance, besides public institutions, there are 

independent agendas, which are collective arbitrary and supervisory institutions.  

Governance needs transparency. Transparency is one of the dimensions of the 

present democracy. In co-management everything must be discussed and negoti-

ated. Hence the importance of audits, rating agencies and national and interna-
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tional surveillance agencies tasked with monitoring compliance (for example 

compliance with environmental regulations). 

As we read in S. Barczyk ―The major challenge facing the participants of the 

game may be formulated as a question: how can we update the efficiency of exer-

cising power in opaque realities of territorial institutions. The system of powers 

understood in structural terms, based on democratic political mandate of the local 

government must be reinterpreted (...). Instead of asking, what a local self-

governance decides based on its mandate, we should legitimately ask: do, and if 

yes how, the actors in the local development game combine their resources under 

the conditions of high complexity and uncertainty, and, whether they together 

develop and achieve identified goals.‖
64

 

Governance becomes a way of exercising power and delivering development poli-

cy, which involves more and more stakeholders in the governance processes. It is 

the result of various ways of planning and delivering development goals in a giv-

en territory, worked out by citizens and private and public organisations. The pro-

cess is continuous and reformulates divergent (often contradictory) aspirations of 

individual groups of stakeholders to select common goals, which will enable 

common actions. 

In governance, entities, which identify themselves with a given space (not admin-

istrative structures), actively participate in shaping the development policy 

(through common actions). A territory defines the regulatory mode and coordina-

tion of the behaviours of its participants. It is a new alternative to the classical 

way of spatial management, a new way of acting together and developing rela-

tions between economic system and local politics. It is, on the one hand, co-

management through cooperation and, on the other hand, co-responsibility of all 

the actors in the territory for its development.  

1.2. Conditions for development, objectives and benefits of LPS 

Operating conditions for LPS evolve in respect of time and space. At present, they 

are determined mostly by the network development paradigm and by the logic of 

innovation processes. Networks have become the basic form of organisation, their 

characteristics impact the system dynamics, scope and scale of operations and the 

efficiency of cooperation among entities within the system. On the other hand, 

market requirements make market participants maintain innovation capabilities at 

an appropriate level. The overall complexity of innovation (the fact that it is non-

linear) forces the engagement and contribution of many participants. The process-

es are of a territorial nature, and innovative and creative business circles are nec-
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essary as a framework for building local production systems. The presence and 

smooth performance of systems (not only of individual economic operators) are 

most often decisive for the competitiveness of the entire local structure. Local 

production systems determine the competitive advantages of territorial units 

bringing numerous benefits for both the local system and its participants. 

1.2.1. The network as an LPS organisational method 

Contemporary economies are dynamic and versatile due to external rather than 

domestic circumstances. Though meta-systems at a global scale are still a futuris-

tic idea, globalisation has certainly revolutionised interdependences among eco-

nomic systems of individual countries. New techniques and technology enable the 

exchange of almost anything between any two persons and locations. The two 

main dimensions – time and space – have not disappeared in an IT society but 

have become subordinated to the logic of a network and to the structure of the 

flow of capital, technology and increation. Space, as observed by R. Domański, 

with the advancements of the social and economic progress, has become ―a rela-

tional space, able to process impulses or to refract them, to disseminate innovation 

or to create obstacles to them, to adjust to the dynamics of processes in which it is 

involved. (...) among companies, administration, scientific institutions and social 

organisations; value added is created together with new resources‖.
65

 

To respond to the challenges of our times with respect to competitiveness and 

development of regions, entities operate in network-based arrangements. A net-

work, as pointed out by A. Jewtuchowicz, ―is a collection of selected relations 

with chosen partners that forms part of companies‘ market relations. The main 

driving force behind it is the wish to reduce the uncertainty of operations.‖
66

 New 

nodes of the network emerge when necessary, depending on the adopted strategy.  

Many theoreticians in their considerations of the milieu use the term ―network‖, 

arguing that it is the primary form and way of its organisation.
67

 In this context, a 

milieu is perceived, firstly, as a network of local actors, among who we can list 

producers of goods and services, scientists, politicians and other entities operating 

in the region. Secondly, the milieu is based on a network that is a node in an 

intput-output system. A network embedded in the local milieu offers the possibil-

ity to control and coordinate actions necessary to create innovations that would be 
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important and noticed by the market, innovations that are decisive for the compet-

itiveness of the milieu and its actors. Innovations are milieu-determined but, at the 

same time, the milieus exist in regions where innovations are created.
68

 

Networks can take different forms and natures. ―Links between elements in a 

network structure are nothing but channels of direct communication for people 

who are task, not power, oriented. A network is created to acquire and process 

knowledge as quickly as possible. Multilateral and mutual increation is a precon-

dition for cooperation, i.e. for the existence of a network‖.
69

 A concentration of 

entrepreneurship, competence and knowledge provides positive synergy effects to 

each and every one of the collabourating parties. A network as a flexible and open 

method of coordination with no rigid frontiers, allows for external effects, such as 

benefits from the agglomeration of companies for the society of the region.  

In a regional development context, the notion of a network is closely connected to 

an entrepreneurial network, which takes different forms and constantly evolves. In 

general terms, networks can be divided into: intra-organisational and inter-

organisational ones.
70

 R. Reich distinguishes several of the most common entre-

preneurial networks, such as: independent profit centres, external partnerships, 

internal partnerships, franchising or pure agency arrangements.
71

 These are exam-

ples of two types of networks: companies in a network and networks in companies. 

D. Maillat identified some types of SME networks based on their origin. Firstly, 

he mentioned a possibility for a network to be built-up around a big company.  

Secondly, according to him, a territorial network may emerge as an outcome of 

local traditions. Thirdly, we may speak of a network created by a big company as 

a result of its, deliberately applied, so-called decomposition strategy. Finally, he 

concluded that a network may be created by the so-called incubation, where busi-

ness incubators, technology and science parks, other companies, local authorities 

and other organisations act as incubators.
72
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The theory of the network is also closely linked with the theory of polarisation.
73

 

It is particularly important from the viewpoint of contemporary regional conver-

gence or rather, for many regions, from the viewpoint of the conclusion, that such 

a convergence does not exist. In these circumstances, a network may be an effi-

cient infrastructure for the transmission of regional development. According to P. 

Veltz ―the growth of poles depends on their ability to join the mainstream and 

networks, to reap the benefits connected with points where networks cross, to cre-

ate nodes, etc.‖.
74

 Thus, the main determinants of an effective network are: flexi-

bility (adjustment capacity) and complementarity of its elements. It is typical of a 

network that between its nodes (besides the formal, regular or relatively enduring 

relations) there are often emergency alliances and informal contacts. 

Network structures are encouraged and motivated by the drive of individual oper-

ators to achieve a competitive advantage. Networks facilitate communication and 

generate diverse and dispersed technological innovation, production, organisa-

tional, and managerial competence in one place and time. It is rare for a single 

company, especially of a moderate size, to find all of these competences com-

plete, particularly in light of the requirements of the global market. These compe-

tences are the starting point for achieving competitive advantage on the market.
75

 

Thus a network is ―an organisational arrangement of companies‖, which enables 

them to deliver three fundamental objectives:
76

 

1. benefiting from economies of scale through the coordination of production, 

marketing, and R&D with other network participants; 

2. taking control over the market of complementary products - an indispensa-

ble element to be able to respond quickly to external changes; 

3. acquiring strategic control of directions in which the complementary produc-

tion develops, which enables the constant innovation of own products.  

A network mitigates, or completely eliminates, the hierarchy among its partici-

pants and replaces it with a new organisational horizontal structure, where the 

economic success of a company is perceived as a resultant of elements such as: 

partnership, cooperation, mutuality, and business environment. ―Network is a 

global concept, with an advantage, however, compared to the local approach, as it 

accommodates small and medium dimension, includes it in all of its characteris-
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tics, offers it the possibility to communicate, to come out of isolation and to inte-

grate with networks of the contemporary world.‖
77

 The building and survival of 

the network organisations is based on the mutual benefits of their elements. This 

is concompanyed in key functions identified in the theory of network, such as 

reciprocity and interdependence but, at the same time, loose of coupling and pow-

er.
78

 

1.2.2. Innovative and creative entrepreneurship milieus as a condition  

for LPS development 

Dynamics and social and economic development of a territorial unit are deter-

mined by the competitiveness of its economic operators. It does not mean, howev-

er, that the environment is passive vis-à-vis the economic operators based in a 

given region. The fact is that location decisions are nowadays strictly dependent 

on the quality of the environment and on the development of the entrepreneurial 

milieu. The presence of systems such as networks of businesses, business envi-

ronment institutions, public institutions and relationships among them, availability 

of adequate labour resources, technical and social infrastructure ensuring appro-

priate living standards, are all decisive factors for the attractiveness of a business 

location.  Already at the beginning of the 1990s G. Benko highlighted the im-

portance of non-material factors that impact on the attractiveness of investment 

locations, pointing to aspects such as: human capital, universities and research 

centres, the ―charms of landscape‖, transport infrastructure, benefits of agglom-

eration, services and political and business climate.
79

 Their presence improves the 

potential competitive opportunities of companies and in fact provides the competi-

tiveness for the entire system, milieu or region. The idea of entrepreneurial milieu 

is based on a partnership among three fundamental groups of actors: public sector, 

private sector, and civic sector. Partnership is based on and reinforced by the abil-

ity to maintain the dialogue among these groups. 

Intangible properties of a given location as business location factors were noticed 

in the context of the evolutionary changes in the Ford‘s system of production or-

ganisation aimed at flexible specialisation. In literature, A. Marshall is usually 

mentioned as the promoter of the idea of a milieu as in his work Principles of 

Economics he formulated the concept of an industrial district. By identifying its 
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characteristics, he laid the foundations for the entrepreneurial milieu. He conclud-

ed that ―the mysteries of the trade and industry become no mysteries; but are as it 

were in the air, and children learn many of them unconsciously. Good work is 

rightly appreciated, inventions and improvements in machinery, in processes and 

the general organisation of the business have their merits promptly discussed and 

disseminated: if one man starts a new idea, it is taken up by others and combined 

with suggestions of their own; and thus it becomes the source of further new ideas 

and innovation.‖
80

 Although entrepreneurs and organisations are fundamental for 

local development dynamics, it is the milieu that is needed to explain the devel-

opmental processes, especially when we speak of knowledge-based develop-

ment.
81

 A. Marshall, drawing attention to the properties of a milieu, also stressed 

that it generates an industrial climate which effectively impacts production capaci-

ties and economic growth by means of specialisation and, most of all, due to the 

uniqueness of local human and social capital. 

D. Maillat, O. Crevoisier and B. Lecoq define the entrepreneurial milieu as a lo-

calised collection, shaped and integrated within a network, equipped with material 

(e.g. infrastructure and enterprises) and immaterial (e.g. skills and  knowledge) 

resources, disposed and managed by many local actors (companies, public and 

private institutions).
82

 ―The entrepreneurial milieu is thus a spatial notion where 

the proximity of operators is its causative factor‖ but it does not suffice. It is also 

a cognitive, social and economic category.
83

 

M. Storper adds that it is a diversified system of regional institutions, norms, and 

practices leading to the improved innovativeness of participating entities.
84

 

A milieu has its own culture which results from its long-lasting tradition and his-

tory. As a product of knowledge and skills, a milieu is characterised by the pres-

ence of a localised system linked with cooperation – competition type of relation-

ships between its actors.
85

 Cooperation – competition  relationships – are, on the 
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one hand, based on market logic but, on the other hand, they are the result of for-

mal and informal norms connected with the proximity of the actors, their common 

customs, traditions and conventions deeply rooted in the system of mutual expec-

tations of partners operating in the same milieu.  

Such interpretation is supplemented by A. Malmberg, who invokes the features of 

a milieu: production structures, technological infrastructure, culture, and institu-

tions. According to him ―a milieu can be perceived as a network of entities (other 

companies or organisations) with which a company cooperates or as general 

framework of a company‘s operations: institutional structures, social merits, polit-

ical culture, etc.‖
86

 

A milieu, as pointed by A. Jewtuchowicz, is not restricted by administrative divi-

sions ―coherence is explained by a clearly identified and place-specific set of be-

haviours. It has its own culture, technical knowledge, norms and values linked to 

economic activity (...) It has its own operational logic and learning capabilities‖.
87

 

―Milieus emerge as social and economic creations which, when being set up, gen-

erate the economic development dynamics of the region. In other words, milieus 

are organised more efficiently when they are more territorialised. Organisation 

dynamics of local actors depends on the dynamics of local milieu‖.
88

 

The entrepreneurial milieu is identified with the territory representing a certain 

degree of coherence based on:
89

 

 shared behaviour norms resulting from cultural background; 

 institutional similarities;  

 economic structure; 

 collective organisation and coordination of actions. 

The coherence results from both formal and informal interactions between eco-

nomic operators and surrounding institutions. The local nature of social relations 

and social consensus importantly reinforce the milieu by shaping common indus-

trial objectives, jointly developed or similarly applied ways of solving economic 
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and technical problems. The entrepreneurial milieu ―coherently joins the system 

of production, technical culture and economic agents. Coherence is explained as 

clearly identified behaviours specific for a given group. Entrepreneurship, organi-

sation, corporate behaviour, the way technology is applied, understandable market 

rules and skills are integral elements of the milieu and preconditions for its devel-

opment.‖
90

 

For the economic operators the value of the entrepreneurial milieus lies in their 

usefulness and practical mindset. These features have a highly efficient impact on 

the innovation of operators in the milieu. P. Aydalot highlighted that a well-

organised milieu can generate innovations and take over the technical progress. 

This is when milieus become incubators of innovations. Researchers stress that 

milieus are not created by companies but rather adequately developed local mi-

lieus are the precondition for establishing of companies. Such a viewpoint was 

examined and elabourated in the mid-1980s by researchers from the GREMI 

group
91

. At that time, the concept of a milieu was considered against the dynamics 

of innovation processes and the term innovative milieu was formulated. The term 

resulted from analyses designed to explain how good institutional support in a 

region, including R&D centres, public institutions and companies that cooperate 

among themselves, may enhance the innovativeness of a region and, consequent-

ly, its development. The innovative milieu has been defined by GREMI as ―the 

complex network of mainly informal social relationships in a limited geographical 

area, often determining a specific external ―image‖ and a specific internal ―repre-

sentation‖ and sense of belonging, which enhance the local innovative capability 

through synergetic and collective learning processes‖.
92

 The theory emerged from 

the observations of GREMI who demonstrated that most innovations are non-
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linear and are composed of dynamic interactions which, as a result of feedbacks, 

create and disseminate innovation.
93

 

The milieu, as a space of regulations, is mostly important for small and medium-

sized economic operators, which often lack financial, organisational and techno-

logical capabilities to build-up and sustain cross-border business relationships, 

which are decisive for competitiveness (especially in a strongly globalised econ-

omy). Local milieus are fundamental for the creation of competitive potential to 

be discounted on international markets. In this case, we can observe a symbiosis 

between the local and global sphere where there are both large and small compa-

nies among the actors. Values are built by local operators and actors are legitimat-

ed by entrepreneurial circles. This is the framework that gives rise to different 

forms of production organisation with strong territorial links which, as pointed out 

by D. Maillat, are also involved in global activities. ―(…) Local dimension sup-

ports global dimension through territorialisation‖.
94

 The presence and develop-

ment of global networks is based in big urban centres. These milieus are, firstly, 

able to generate leaders who can effectively compete on external markets and sec-

ondly, they are attractive locations for economic operators acting globally. In both 

cases, the milieus get in touch with the global dimension, which provides them 

with technologies and innovations that are preconditions for long-term develop-

ment. D. Maillat and N. Grosjean, by making a reference to ―embeddedness‖ em-

phasise that territorial embeddedness, perceived as a form of organisation, is one 

of the determinants of global processes.
95

 J. C. Perrin defined the phenomenon as 

―territorialisation‖, underlining that a company‘s identification with the realities 

of the local environment and their awareness of being a part of local space are 

important elements in the accumulation of local (specific) resources and, as such, 

they may be decisive for the development of a region.
96

 

M. Storper is of the opinion that the concept of a milieu is a territorial version of 

the term ―embeddedness‖ as used by the American economist and sociologist M. 

Granovetter.
97

 The term reflects the interdependence between the economy, eco-

nomic growth and social relationships. In this case, however, these are not identi-
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cal concepts as M. Granovetter did not initially refer to geographical space and 

spatial proximity in his construction. However, the concept is not in opposition to 

other elements, on the contrary, spatial dimension complements it in a coherent 

way.
98

 Embeddedness refers mainly to the ―role of specific personal relations and 

networks thereof (rather than general economic merits) and institutional agree-

ments and economic relationships based on trust between given enterprises and 

within them‖.
99

 Embeddedness is based on trust resulting from positive experi-

ences that have led to partners‘ mutual benefits. These merits increase in im-

portance as it turns out that embeddedness is critically important in industries 

where market competition is based on new technologies and high quality prod-

ucts.
100

 In these industries, product life cycles are short and they require the en-

gagement of costly R&D activities for economic operations while the main strate-

gic resource – knowledge – is often hidden and unarticulated.
101

 The local embed-

dedness of companies reinforces the milieu by developing the sense of common 

economic goals and social understanding, common ways of perceiving economic 

and technical challenges, and a common approach to problem solving. Social and 

economic relations in a territorial dimension determine the development of institu-

tional and informal support to innovation, and reinforce human resources by 

strengthening skills and qualifications and by the dissemination of articulated and 

tacit knowledge. Employers become a part of the local milieu rather than of a giv-

en company. The milieu impacts the development of technology through learning 

by doing, applying and interacting, which raises the innovation capabilities of 

local actors.
102

 

In the 1990s, attention was also drawn to the fact that some milieus determine the 

development of their regions despite the absence of an acknowledged level and 

significant scale of innovativeness. The observation referred mainly to milieus 

based on traditional sectors and industries generally considered to have a low lev-

el of innovativeness (in respect of the engagement of technology and R&D for the 

development of their main products, such as construction, retail banking, educa-

tion, and real estate). Studies in this field (conducted since 2007 by the NESTA 

group) demonstrated that certain areas of activity, commonly considered mature 

and therefore of little impact upon development, should be re-appreciated as they 
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may also create innovations that are difficult to measure, but allow for competing 

on the market. The conclusion is that the so-called mature sectors are also produc-

tive in a knowledge-based economy. However, innovations in these sectors are 

not identified in a classic way, as they represent the features of hidden innova-

tion.
103

 These conclusions also concompany the high importance of the creative 

sector for regional development, where creative thinking and its effects are hard to 

capture but are valuable for creating innovations.
104

 These observations, however, 

provided a premise for the re-interpretation of the concept of ―smart specialisa-

tion‖ currently adopted as one of the pragmatic ways of implementing the EU 

cohesion policy.
105

 

In parallel to the analyses of the ntrepreneurial milieu, studies have been conduct-

ed on another type of a milieu, which nowadays is listed as one of preconditions 

for regional innovation/innovativeness. In the 1980s, G. Törnqvist in his essay 

entitled ―Creativity and the renewal of regional life‖
106

 introduced the notion of a 

creative milieu. According to the author, the presence of three types of resources 

is characteristic for the areas included in the creative milieu: 

 a large body of increation readily transferable within such an area; 

 a body of knowledge and the capability to accumulate it over time; 

 expertise in specific types of activities. 

The simultaneous presence of the above resources and capabilities within a given 

territory leads to the development of the fourth resource, i.e. creativity. This is 

interpreted as a creative capacity leading to the development of new forms and 

values, both material and immaterial
107

. Creativity is about divergent thinking, 

which generates ideas. Innovation is about convergence focused on the selection 

and implementation of new ideas into economic processes. Creativity may be 

identified with the production of ideas, while innovation means the ability to im-

                                                 
103

 Hidden Innovation. How innovation happens in six ‗low innovation‘ sectors, Research report: 

June 2007, NESTA (National Endowment for Science, Technology and the Arts) p. 20; C. Ab-

bott, P. Barrett, L. Ruddock, Sexton M.(2007), Hidden innovation in the construction and prop-

erty sectors, RICS Research paper series, vol. 7, n
o
 20. 

104
 Besides creative sectors, the concept of hidden innovation indicates that sectors considered 

mature and, as such, of little impact upon development processes, should be re-appreciated. 

These sectors are also productive in a knowledge-based economy but innovations are not identi-

fied in a classic way as they are hidden innovations. Hidden Innovation. How innovation hap-

pens..., p. 20; C. Abbott, P. Barrett, L. Ruddock, M. Sexton (2007), Hidden innovation..., op. cit. 
105

 Research and Innovation Strategies for Smart Specialisation, Cohesion Policy 2014–2020, 

European Commission 
106

 G. Törnqvist(1983), Creativity and the renewal of regional life, [in:] Creativity and Context 

[ed.], A. Buttimer, Lund Studies in Geography. B. Human Geography, no. 50. 
107

 G. Törnqvist(1983), Creativity and the renewal... 



53 

plement them.
108

 Creativity is the precondition for innovation but it is innovation 

that maximises the human potential of cities and regions.
109

 In this perspective, 

both creativity and innovation have their economic value.
110

 

Ch. Landry defines the creative milieu as a part of a city or a region, which is a 

creative cluster. It is a location with all the hard (technical) and soft (social) infra-

structure conducive to the dissemination and transfer of ideas and inventions. The 

creative milieu is a place where entrepreneurs, intellectuals, artists, clerks, etc. 

have appropriate conditions for cooperation, where face-to-face relations help 

create new ideas, products, services and institutions, which can importantly con-

tribute to economic success
111

. ―The new approach to the development of econo-

my centres in territories leads to the creation of creative cities and creative clus-

ters. (…) Creative cities and regions are areas where sharing knowledge and expe-

rience takes place relatively free of limitations.‖
112

 

Developed (mature) entrepreneurial milieus are able to create systems. Propor-

tionally to their scope of impact, they may generate local production systems 

which, due to their nature, are often called territorial production systems.
113

 The 

notion of territorial production systems is interpreted in broader terms as it is not 

only limited to the local dimension but also covers the region. In English besides 

the term local production systems, nowadays the notion of local clusters is used 

interchangeably.
114

 

1.2.3. Objectives and benefits of LPS 

The milieus evolve, as well as the market conditions (demand and supply, compa-

nies‘ objectives but also the policy of business environment institutions), change. 

However, the previous studies of local production systems let us distinguish the 

frequently recurring objectives, which determine the organisation of LPS and help 
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to achieve benefits of their members. The objectives are focused on the following 

groups
115

: 

 research and relations; 

 political operations;  

 commercial cooperation;  

 education and training;  

 innovations and technologies; 

 market expansion; 

 access to specialised resources of institutions in the milieu; 

 access to increation and market analyses; 

 attracting new talents (intensified effects of concentrating resources stra-

tegic for an industry and for a region). 

These objectives differ in respect of time, space and industry. Usually, the more 

innovative a sector is, the more often the objectives focus around the acquisition 

and use of knowledge and commercialisation of innovation. However, in sectors 

dominated by the so-called mature industries (considered to be of low innovative-

ness) the objectives also evolve over time and focus on improving the efficiency 

of the use of the intellectual capital in the milieu. This is well evidenced by the 

results of a cyclical study conducted in Poland entitled Benchmarking of clusters. 

Its first edition took place in 2008, the second in 2012. We may observe that the 

objectives of young (usually of low innovativeness) clusters were not binding in 

their nature, as they focused mostly on projects for joint promotion and fundrais-

ing. An analogous study of 2012 shows an improved quality of the social capital 

in such systems. As a result, at present the most frequently quoted objective in-

cludes joint projects leading to innovative solutions and new technologies, and 

also the improved flow of increation and knowledge. That, of course, does not 

mean that priorities have shifted completely, as external funding and promotion or 

lobbying for related activities (e.g. increased market importance of the brand of a 

cluster and of a region; better cluster position as a partner for external actors (e.g. 

public authorities, market environment institutions)) still remain important objec-

tives.
116
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These facts concompany the rationality behind the innovation policy focused on 

local production systems. However, the policy focused not only on the so-called 

highly innovative industries is based on the assumption that only they represent 

innovative capabilities. The policy may also relate to other industries, which may 

become competitive as a result of the so-called hidden innovations. 

Local production systems develop various entities and institutions organised 

around common objectives. The efficiency of such innovative milieus can be 

achieved due to the presence of the:
117

 

– benefits of proximity; 

– benefits of socialisation. 

The benefits of proximity allow, firstly, to diminish the costs of small enterprises 

compared to large ones (element of static productivity) and, secondly, they facili-

tate the generation, dissemination and absorption of innovation (element of dy-

namic productivity). Examples of static productivity include: diminished costs of 

production as a result of external factors, infrastructure and services addressed at 

specialised sectors; reduction of costs of transactions and of the market presence 

due to the improved flow of increation; reduction of the cost of promotion, such 

as increation and impulses, sent out by the milieu to the environment (a type of 

―quality certificate‖). Examples of dynamic productivity include: imitation, coor-

dination and mutual control of production units. The benefits of socialisation re-

sult mostly from the improved innovation capabilities of a milieu achieved 

through the:  

– collective practice covering the local labour market and fostered by in-

ternal mobility of competence within the milieu; 

– cooperation between companies, which helps transfer the competence 

and the so called tacit knowledge
118

 between companies; 

– socialisation of risk. 

These factors, as observed by R. Camagni, play a dual role. On the one hand, they 

reduce uncertainty in the innovation processes (typical of competitive milieus) 
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and on the other hand, they minimise obstacles to change. A milieu rich in 

knowledge and human resources and highly capable of creating innovations is 

also able to create a new social and economic reality.
119

 

At present, scientists, politicians, entrepreneurs and other market participants are 

all interested in LPS. This interest, particularly on the part of the entrepreneurs, is 

due to measurable effects of such an organisational arrangement. It is also the 

outcome of benefits and successful cluster initiatives reported in both  traditional, 

low innovation industries (in Northern Italy, Germany, Switzerland, etc.) and in 

highly innovative sectors with a large share of R&D activities (Silicon Valley,  

Sophia Antipolis, Cambridge, Route 128, etc.), concompanyed by many cases all 

over the world.  

The creation of a network is promoted and motivated by the drive of individual 

operators to achieve a competitive advantage. Within the LPS, business partners‘ 

forces and operations become integrated, which brings the effect of the economies 

of scale, provides them with a better market insight, not only at regional or na-

tional but also at global level and, consistently, internationalises their opera-

tions.
120

 Successes of operators active in a given area within the LPS attract fol-

lowers, imitators and competitors but also motivate and support local entrepre-

neurship leading to the establishing of new companies.
121

 

A mature local production system ―is a collection of selected relations with cho-

sen partners that forms part of companies‘ market relations. The main driving 

force behind it is the wish to reduce the uncertainty of operations.‖
122

 This is why 
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these systems mainly operate as specific networks of companies that facilitate 

communication and generate, in one place and time, differentiated and dispersed 

technological (innovative) production, organisational, and managerial competenc-

es. Thus, one of the main benefits of being a part of a well-operating and organ-

ised milieu is the increased productivity achieved by e.g. access to specialised 

production factors (workers, suppliers, clients, specialist increation, institutions). 

Besides, it is rare for one company, especially a small one, to have all of these 

competences complete and up to the requirements of the international market. 

Having these competences is a starting point for achieving a competitive ad-

vantage on the market.
123

 We may quote here the results of global studies on clus-

ters (as one of the types of LPS)
124

 published in The Cluster Initiative Greenbook. 

They showed that 85% of respondents agree that operating in a cluster improves 

their competitiveness, while 89% of respondents reported in general an overall 

better performance, and only 4% reported negative opinions.
125

 

Technical and technological progress combined with increasing competition, on 

the one hand, and the wish to expand, on the other hand, force companies and 

manufacturers (especially SMEs) to innovate, which is the precondition for oper-

ating on the market.
126

 Entrepreneurial milieus organised as LPS offer opportuni-

ties to enterprises, which are unable to capture the entirety of the innovative pro-

cesses and may deploy external competences and develop their links with the en-

vironment. These links are of both market (based on formal agreements and con-

tracts), and non-market nature (based on conventions, trust, commonly shared 

behaviours and culture). LPS also facilitates the dissemination and creation of 

innovation by generating a competitive environment and climate, which encour-

ages innovation by reducing the risk (facilitating experimentation) through the 

reduction of operational costs compared to isolated companies.
127

 

Moreover, a network mitigates, or completely eliminates, the hierarchy among its 

participants
128

 and replaces it with a new organisational horizontal structure, 
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where the economic success of a company is perceived as a result of elements, 

such as: partnership, cooperation, mutuality and the environment of a company.
129

 

As pointed by A. Jewtuchowicz, a local production system (also a cluster) is ―a 

form of organisation of enterprises‖, which allows them to achieve three funda-

mental objectives:
130

 

– to control the market of complementary products, which is necessary to 

be able to respond quickly to external changes; 

– to control the strategic development directions of complementary produc-

tion, which enables the continuous innovations of own products; 

– to benefit from the economies of scale by coordinating production, mar-

keting and research with other network participants.  

A. Marshall also emphasized that enhanced productivity is not only the outcome 

of the economies of scale observed in large enterprises but may also be achieved 

by smaller companies through the benefits of agglomeration
131

 and organisation 

generated by a network arrangement (in this case by an industrial district). A. 

Marshall had already noticed that such organisation helps by creating a local la-

bour market, in particular it stimulates generating new competence. It enables the 

quick supply of specialised input and the reduction of transaction costs. Due to the 

interpersonal relations and the proximity of auxiliary industries, and as a result of 

mutual specialisation in an industrial district, the division of labour deepens in 

accordance with the hypothesis of enhanced productivity.
132

 

Summing up, the advantages of the agglomeration and organisation of companies 

in local production systems may be divided into two groups: hard and soft bene-

fits. The effects of LSP firstly impact the resources and their quality, increased 

attractiveness and specificity. Hard benefits mean that the members of a cluster 
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make better investment decisions, conclude better business transactions and re-

duce costs connected with production and employment. Soft benefits result from 

the possibility for learning and the flows of tacit knowledge by, e.g. benchmark-

ing and sharing a network, which leads to innovation, imitation and improve-

ments. Hard benefits include: more efficient organisation of the supply chain; en-

hanced productivity; facilitated access to resources; minimisation of costs; im-

proved efficiency; higher quality; and joint ventures. Soft benefits commonly in-

clude: common vision; planning; cooperation between companies and creation of 

a network; transfer of technologies and innovation dissemination of tacit 

knowledge and know-how; as well as more possibilities for the professional ca-

reer of human capital in the region.
133

 

The local milieu, from which economic operators obtain their strength, are partic-

ipants in the LPS in addition to entrepreneurs. The milieu contains strategic re-

sources for companies from the territorial network, which help them attain com-

petitive advantages on external markets, both collectively and individually.
134

 

Theoreticians and practitioners dealing with regional development agree that the 

development of local production systems sends out many positive impulses to the 

region. Its effects can be divided into direct and indirect benefits. The list of indi-

rect benefits of LPS includes: 

– enhanced interest in the national economic policy for regional and local 

possibilities to generate development as a counterbalance to attempts to 

solve economic problems exclusively at macroeconomic level; 

– more effective use of public resources allocated for state aid – higher 

proportion of horizontal and regional aid with minimised sectoral and in-

dividual aid; 

– learning how to manage change and implement the idea of governance in 

the public sector in collabouration with the private sector, R&D and 

NGOs; 

– creating local and regional partnerships, which result in sharing re-

sources, capabilities and experiences among entities involved in the part-

nerships to achieve a common goal;
135
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– initiating and supporting the so-called seed capital to provide funding to 

companies and to support entrepreneurship in order to eliminate subsi-

dies; 

– improved efficiency of invested public resources by investing in infra-

structure designed to support the competitiveness of local production sys-

tems. 

Direct benefits include: 

– improved regional competitiveness reflected in, e.g. higher living stand-

ard of its inhabitants, reduction of unemployment and creating new jobs; 

– human capital development; 

– accelerated development of technical, social and business environment 

infrastructure; 

– social capital development through the support of development of net-

works of companies, building trust and real social dialogue; 

– support for cooperation between large and small companies and exerting 

an impact upon the territorialisation of foreign companies; 

– attracting foreign direct investments and their location in the region; 

– creating new, small and medium-sized companies (successes of operators 

within the LPS attract followers, imitators and competitors but also moti-

vate and support local entrepreneurship and lead to establishment of new 

companies
136

); 

– building the brand for the region; 

– support for the development of region-specific resources; 

– support for the creation and efficient operation of Regional Innovation 

Systems. 

Local production systems ―generated‖ by innovative or creative entrepreneurship 

milieus represent unique characteristics that are decisive for the development of 

their competitive capabilities. The situation can be compared to a spaceship that 

remains in orbit because its gravitation is counterbalanced with centrifugal force. 

Likewise enterprises in contemporary economy are subject to the centrifugal 

force, i.e. globalisation. However, there is a counterbalance that helps them main-
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tain relative stabilisation, understood as a long-term presence on the market, 

which can be compared to the force of gravity, i.e. the power of the territory. Lo-

cal production systems have their territorial ―origin‖ (nature) and are products of 

the organisation and characteristics of entrepreneurial milieus, which are crucial 

for their competitive capabilities. 

1.3. Critical factors for the success of LPS 

In the present study local production systems success factors are derived on the 

basis of the experience of developed and successfully applied cluster strategy for 

whiskey production in Scotland, for the development of relations between compa-

nies in a given sector and their ability to create and maintain a network interaction 

to achieve dynamic objectives in Germany, Denmark, Sweden and Norway, and 

in other developed countries
137

, as well as for sanitary ware and fittings, for elec-

trical equipment and the manufacture of cables and wires in Bulgaria. The induc-

tive approach has been applied. Irrespective of the specificity of the factors with 

significant influence on LPS establishment and development in different coun-

tries, these can be grouped by type of impact on their development, which was 

discussed at the beginning of this study. 

1.3.1. Critical success factors for the creation and functioning of LPS in EU 

member states  

LPS development depends on the availability of specific resources in the regional 

systems. Each regional system has its endogenous potential, which is an essential 

prerequisite for socio-economic development. The supranational, national, region-

al and local development strategies in the EU member states are focusing on the 

approaches for its effective use. The endogenous potential could be characterised 

not only by its material nature but also by its intangible one. The first group of 

tangible assets comprises the availability of natural resources (resource potential 

degree of absorption, the level of its usage), concentration/deconcentration of pro-

duction and market structures (quality of industrial buildings and construction in 

use, technical and social infrastructure, market structures degree of development 

and its trends), geographical location, the cultural heritage of the regional system etc. 

The intangible assets directly related to the technological development of busi-

ness entities in LPS are also essential for LPS establishment and development. 

They could comprise: technical and technological factors (intellectual capital ca-

pacity, changes in the value system, interaction between education and science) 

on the one hand, and the economy of the regional system, on the other hand, (in-

                                                 
137

 H. Katrandziev, S. Tonkova, E. Cvetanova (2014); Local Production systems in countries in 

EU. Comparative Analysis. ; Sofia; UNWE, pp. 66-97 



62 

vestment policies and priorities of the technical and technological changes). A 

significant influence on LPS establishment and effective functioning are the nor-

mative legal factors (state of the law and degree of approximation with the Euro-

pean legislation, efficiency of the judicial system to comply with the European 

standards for working conditions, environment, training and staff development at 

European level). Last but not least one should emphasize the traditions, values and 

norms shared by the local community, as well as the interaction between the 

stakeholders in order to achieve maximum transparency and honesty for the pub-

lic, the people who live in the area where LPS are operating
138

, combined with 

investors policy commitment to local issues related to education, infrastructure, 

and integration of LPS business entities that are partners to the investment results 

in the abovementioned areas. 

In the member states of the EU, there are good practices in the field of the endog-

enous development and spatial-economic interaction: Germany - Baden-

Württemberg region, the region of Wales in the UK, the region of Grenoble- Me-

lan, the region of Turin, Northeastern and Central Italy and others. The economic 

growth of the regions of Northeastern and Central Italy is due to the extraordinary 

coincidence of a number of circumstances: Both Northeastern and Central Italy 

have well established infrastructure; these areas are inheritors of a great tradition 

in the field of local government; the economic activities specialisation allows for 

production processes‘ fragmentation in small and medium-sized enterprises that 

have achieved sustainable technological autonomy; strong expansion of small and 

medium enterprises performing even tertiary functions; expansion of the activities 

of enterprises without socially insurmountable conflicts; highly skilled workforce. 

Taking into account the Italian experience one could conclude that LPS develop-

ment largely depends on the possibility of the human capital to implement its pro-

duction function. In order to do so, a strong political will is required, motivated 

not only by the principles of economic efficiency, but also by the principle of ter-

ritorial solidarity. 

In Bulgaria, the spontaneous processes of endogenous development and spatial-

economic interaction are still less common. However, the experience of the estab-

lishment and development of regional clusters forms through the incorporation of 
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business entities in the municipality of Sevlievo
139

, (as a variety of LPS), will be 

shared. The development of regional cluster forms of companies is a prerequisite 

for a successful partnership with local authorities to achieve a competitive ad-

vantage. The initiative for their creation belongs to the business. However, the 

role of local authorities in the process should not be underestimated. Local author-

ities can not only speed-up the process of regional clusters establishment by creat-

ing a favourable investment climate, but can also directly participate in the clus-

ters. All participants in the regional industrial clusters have complementary inter-

ests, there is interdependence between them, their business strategies are harmo-

nised, thus balancing their objectives and interests, and they share the same values 

and management practices. 

In the Sevlievo municipality the economic boom is related to the following cir-

cumstances: 

 the favourable location of the municipality;  

 its well-developed and diverse potential combined with gained experi-

ence and traditions that result in the multi-sectoral economic develop-

ment of the municipality;  

 the adaptive capacity of different economic sectors to the local, national 

and international business environment;  

 the key sector in the local economy is industry, which has the highest 

growth potential;  
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 a high share of manufacturing in net incomes from sales and a steady 

trend of relative preservation of its contribution to the gross production of 

the municipality and the region;  

 the enterprises of the processing industry determined the shape of the lo-

cal economy;  

 production processes in leading companies allow for phase fragmenta-

tion, which is a powerful provocateur for the development of new enter-

prises as first, second and third order subcontractors;  

 the investment policy of the municipality aims to promote local, national 

and foreign investors by creating a favourable investment climate. 

As a result of the endogenous and spatial-economic interaction the Sevlievo Mu-

nicipality has become a local production system, i.e. there is cooperation between 

the companies not only in a narrow, but also in a broader sense. It affects not only 

the forms of conscious cooperation (consortia or service centres), but also cooper-

ation as a result of the power of intuition, i.e. cooperation prompted by the sub-

conscious mind, in terms of building trust and common ground in the relationship 

between companies. As a result of the relationship between the companies and 

between the businesses and the territory, the economic agglomeration becomes a 

key to the companies‘ population - strategic suppliers from Germany and Italy are 

attracted. In this respect, an important role is performed by the business associa-

tion "Sevlievo 21
st
 Century", which proved to be a catalyst for economic stability 

and favourable business climate and a benchmark for public-private partnership in 

the country.
140

 

In Scotland, a strategy has been created for the development of business clustering 

in different regions, supported by the governmental development agency - "Scot-

tish Enterprise" and "Highlands and Islands Enterprise". It is applicable to sparse-

ly populated mountain and island regions, and concerns the production of whis-

key. In this case the critical success factors are
141

:  

 the availability of ideal natural conditions (including water); 

 workers are capable and there is a tradition of making whiskey; 

 related and supporting industries such as bottling, cooperage, distribution 

and packaging, have been developed; 
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 the industry is dominated by a few large companies, but they face strong 

competition from similar products and substitutes on the alcohol market;   

 the existence of the government regulation, especially the condition that 

the product with the brand name "Scotch whisky" must be distilled in 

Scotland has led to regional industry clustering in four main areas (Spey-

side, Highland, Lowland and Islay), with the most favourable conditions; 

 increasing employment through the development of the main, related and 

supporting industries. 

The high level of cooperation and network relationships in the industry, which are 

crucial for the development of a successful cluster, are also typical. The key insti-

tution supporting the networking is the Scottish Whisky Association (SWA), an 

organisation representing all major players in the industry. It also supports the 

connections to other structures and encourages the companies in the sector to 

work together to create synergy in their activities. An example of the latter is the 

creation of lobbies and the conducting of independent policy oriented towards the 

protection of the image and reputation of the brand "Scotch Whisky". The SWA 

has an important role in the development of the cooperation between industry and 

the Heriot-Watt University in Edinburgh, where courses for brewing and distilling 

are organised
142

. 

In Germany LPS are usually distinguished from the other cluster structures be-

cause they agglomerate the economic activity around specific local resources, 

traditional industries and/or business relationships to include in the system addi-

tional sectors and/or new activities that make the economic structure more com-

plete and to expand the opportunities for the regional system development. In this 

case the integration consists of: the relationship between companies in a given 

sector; their ability to establish and maintain an interactive network; their ability 

to collabourate to achieve dynamic goals. Thus, the integration is an indicator of 

the capacity of the system to start up new activities in different but complemen-

tary sectors. In this respect, the production integration allows the increase of the 

competitiveness of LPS based on the relation "quality of production - production 

integration", and generates economies from the local production scope. More pre-

cisely, production integration has a positive impact on the following areas: 

 quality improvement and reinforcement of the reputation not only of the 

particular products and services but also of the relevant territorial unit as 

a whole, due to the transfer of positive image; 
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 customer loyalty creation as a result of LPS high production quality that 

occurs in a positive attitude towards a specific location.  

For example, in Nuremberg areas with relatively high importance to the region 

that have potential for future development are selected. Their selection is made 

with the participation of representatives of Trade unions, the Chamber of Com-

merce, regional and local business organisations and associations, as well as rep-

resentatives of the Bavarian region. One of the first results is the Plan for the Eco-

nomic Nuremberg Region
143

, in which the conceptual directions for regional de-

velopment have been marked, are as follows: Medicine, Pharmaceuticals and 

Healthcare, Communications and Media, Energy and Environment, Transport and 

Logistics, New materials and Sources of raw materials. The selection of the 

above-mentioned areas has been carried out on the basis of two criteria: the first - 

areas that have relatively high importance to the region; and the second – that 

have potential for development.  

In Germany "local stakeholders" have a key role to play in LPS establishment and 

development not only because they are implementing regional strategies and plans 

but also because these stakeholders are directly involved in their development. 

That approach in local governance leads to what Courlet
144

 calls "social activities" 

where "local stakeholders" interact and contribute their own skills and resources 

to the socio-economic development of the territory. Storper
145

 also stresses that 

stakeholders‘s active participation in local governance is facilitated by the social 

capital. Social capital contributes to regional development by encouraging the 

exchange and dissemination of knowledge, ideas and know-how and by provok-

ing a relationship of trust between "local stakeholders", thus increasing local 

competitiveness and attractiveness. Examples of specific public measures to pro-

mote the cluster and network development in Germany are: 

 BioRegio-Competition: This competitive environment is the basis for the 

establishment and strengthening of a regional infrastructure for biotech 

companies in a limited number of regions ("strengths strengthening");  

 BioProfile and InnoRegio - innovative regional development nuclei, 

learning regions. These measures aim to improve the existing secondary 

strengths through intensification of network connections and create a 

unique profile in the different regions; 
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 Peak cluster – competitive environment of the Federal Ministry for Sci-

ence and Research, First tour 2007/2008: It relies on the strategic devel-

opment of high-performance clusters of science and economy, in order to 

accelerate the incorporation of ideas into products, processes and ser-

vices; 

 Bio industry 2021 - Competitive environment cluster for the develop-

ment of new products and methods in industrial biotechnology, as of 

2006;   

 Cluster Offensive Bavaria (as of 2006): Oriented towards promotion of 

19 cluster platforms (networking, communication skills), but not for in-

dividual actors‘ potential transcreation i.e. networking is based on the 

foreground;  

 Regio cluster North Rhine-Westphalia, Hesse offensive cluster, Higher 

competitive conditions in the Federal Saxony, Regional cluster competi-

tive environment in Baden-Württemberg, promoting regional networks 

Mecklenburg-Forpomen, Cluster initiative in Central Germany: Initia-

tives of individual federates, incl. initiatives beyond their limits, started 

in 2007/2008 for the promotion of clusters and network connections, etc. 

These measures encourage networking in certain technological fields or advanced 

branches, as well as between the existing concentrations of businesses, higher 

education institutions, non-university research institutes and other supporting or-

ganisations (innovation active promotion through further development of existing 

regional configurations of actors). The objective of these measures is to equalize 

existing regional gaps in economic structure, through the instrument of building 

clusters and contribute to job creation within the industrial policy for added value 

increase. Expectations regarding the results are based on the assumption that by 

applying innovation and economic-policy measures it is possible to: 

 create a critical mass of companies, higher education institutions, etc., as 

a prerequisite for the development of local production systems;  

 excite and stimulate growth and intensify cooperative exchange process-

es between the cluster structure participants and as a result, to realise pol-

icy stability, effectiveness and efficiency of economic processes through 

levelling the innovative capacity within a national or international per-

spective. 

In Denmark, particular attention is paid to the development of local innovation 

systems in the furniture industry and wireless communications. The economic 

growth in the regions where these sectors are developed is due to the establish-

ment of stable and flexible inter-relationships based on a high level of trust be-

tween partner businesses, local norms and established practices of dialogue be-
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tween company managers and workers in the local community, as well as to the 

formalisation of the cooperation between companies and universities through the 

establishment of an Association. Product line experimentation and rethinking are 

based on the ideas of workers who become a key mechanism to companies‘ inno-

vation. In other words, a major source of innovation are the interactive innovation 

activities carried out through the vertical network interaction between manufac-

turers and their suppliers, as well as through the horizontal interaction network 

leading to the provision of more diverse product lines. The sustainability of these 

relationships in local production systems is achieved by sharing the common val-

ues and standards for the management of the companies in the cluster structure. It 

could also be achieved through the region's traditions in entrepreneurship, the arti-

sanship of products belonging to a single economic community and local solidarity. 

In Southern Sweden, where some of the largest food producers in Sweden are 

located, LPS establishment and functioning is based on new technologies. These 

LPS have a high capacity for innovation and growth as compared to the traditional 

food industry. Around the University of Lund there are some large companies 

involved in research and development in the field of healthy food and food sup-

plements. These companies interact with the university, the traditional food pro-

ducers and local research institutes in the field of healthy products marketing. 

Typically, for food production, LPS provide a wide range of innovative support 

for the food sector. 

In Southeastern Norway leading forces in the local electronics industry are: the 

system of intermediaries in e-business companies and the companies for industrial 

manufacture of components, details etc. These cooperate with national and inter-

national research organisations, universities and other clients. The cluster struc-

ture is characterised by networks between staff in different companies as well as 

by the mobility of the workforce. Since most of them are specialised manufactur-

ers of components and software they play an important role in the innovation pro-

cess, the transfer of prototypes in real production or in addressing common tech-

nological problems. 

In the Sevlievo LPS, Bulgaria places emphasis on the ability of the companies to 

implement obvious advantages - increasing productivity and profitable competi-

tive positions. The significant improvements in the last two points are the result of 

the relationships established between geographically related companies that gen-

erate semi-formal networks. These networks make it possible for businesses in the 

municipality to perform much wider and more complex functions in comparison 

with the individual companies. Such an agglomeration supports the emergence 

and operation of the so-called regional system of self-financing mechanisms. In 

fact, the economic viability of the municipality of Sevlievo depends both on the 
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internal diversification of the production in vertical and horizontal lines and the 

change in the structure of product supply and demand. In particular, it is deter-

mined by: 

 the interlinking of businesses that are leaders in the cluster networks, and 

many other companies and organisations that are technology related or 

are performing service and maintenance activities, transport services and 

logistics, applied research; 

 the ability of the companies to derive maximum benefit from external links, 

through logistics platform organisation and SAP centre establishment;  

 the important social mission of the companies. Their mission is an engine 

of their business by investing in: modern waste water treatment equip-

ment, thus caring for the environment and the health of the workers; 

health care when buying modern equipment for diagnosis and treatment; 

cultural heritage for its development and conservation; Christian values 

preservation. Investments in infrastructure are considerable: construction 

of a gas pipeline; investments in a fibre optic cable to improve telecom-

munications in the municipality; building of own four-star hotel; devel-

opment of vocational and language education; development of sports; 

 the ability of the companies to adapt to the inevitable structural changes 

over time
146

, including development and implementation of the concept 

of production and distribution integration at national and international 

level.  

Companies‘ cooperation in the cluster network aims at integrating their efforts to 

enhance the competitiveness of the regional industry in compliance with the re-

quirements and the pressure of the European markets. As a result of the cluster‘s 

functioning and development a technological synergy effect is achieved through 

the production of related products and services, and assemblies and details. The 

companies in the cluster cooperate not only between themselves but also with 

local authorities in order to improve the technical and social infrastructure. They 

make use of the common opportunities for human resources‘ educational and 

qualification improvement, for advertising and promotion of products to attract 

investors. 

Residents of the Sevlievo Municipality are strongly attached to their native land. 

They cherish traditions and respect the experience of their predecessors. They also 

appreciate the capabilities of the scientific and technological progress in order to 
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achieve economic and social progress
147

. The Sevlievo Municipality is a model of 

endogenous development in the country
148

, accompanied by increased and effi-

cient use of natural, economic and human potential combined with the provision 

of a high level of services to the population and economic entities. All of this 

leads to increased productivity and competitiveness of the regional economy
149

. 

According to Vassil Kanev, Managing Director and Chairman of the Board of 

Directors of "Ideal Standard - Vidima" AD
150

 there is no exact recipe for success. 

He underlines the following two major factors: 1. cohesion between the policy of 

"Ideal Standard - Vidima" AD and the Municipality management policy; 2. the 

presence of a management team characterised by will and professionalism, con-

viction of all company staff. But this is not enough. The Managing director con-

tinues: ―….maximum transparency and honesty towards the society, compliance 

with European standards and labour conditions, joint long-term strategy, staff 

training and development, compliance with the European criteria – these criteria 

are essential. We have developed a policy of investors‘ commitment to local is-

sues such as education, health, infrastructure and other social issues, i.e. a bal-

anced approach for the investor and for the region.‖ 

The analysis of the presented case studies of EU countries allows us to conclude 

that the LPS model permits the realisation of sustainable local development, 

which is based on: increasing competitiveness and attractiveness of the territorial 

unit; quality promotion of local goods and services; provision of a better quality 

of life for the population. The technical and economic, as well as the social and 

environmental challenges that shake the world, are changing the spatial behaviour 

of the business entities. There is a growing flexibility in the behaviour of the busi-

ness entities in the choice of raw material sources. In no lesser extent various 

forms of flexibility of these entities could be observed regarding the mode of 

transport for raw materials, applied technologies and the depth of their processing. 
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1.3.2. Strategic study of the LPS business entities claims to the regional  

environment across the entire "formulation requirements – feasibility  

requirements" chain  

Constantly changing conditions foster the spread of activities on intra-regional, 

national and supra-national level. It should also be noted that the factors that drive 

changes do not act in one way or unimpeded. For example, the update of the 

products of technological innovation and their life cycle shortening, combined 

with the continuous updating of the production factors, create new problems relat-

ed to the human factor and its ability to adapt
151

. Business entities are faced not 

only with the need to adapt to the regional environment, but also to actively par-

ticipate in the process of creating the necessary conditions for its future develop-

ment. The internal regional environment can in some cases emanate messages of 

"absorption" of the business initiatives, and in other cases - create barriers of 

technical, organisational and psychological character. Technical barriers correlate 

most often with the unsatisfactory level of technical infrastructure, while the or-

ganisational barriers mainly affect the management systems and are related to the 
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imperfect work of the public administration. As to the psychological barriers, they 

most often result from insufficient training of the population in the region to adopt 

the innovations.  

Regional marketing is the instrument through which the region's notion is en-

riched in specific aspects. The purpose of marketing is to build trust in the region-

al environment among economic agents, a purpose achieved by building an image 

based on increation presented through the perspectives of both the present and the 

future. Regional marketing facilitates the identification of the niche in which a 

community is different from the others. The determination of LPS business enti-

ties‘ claims to the environment is inevitably linked to its strategic learning as a 

fundamental element in the chain "formulation requirements– feasibility require-

ments". The fragmented direct and indirect studies on the internal regional envi-

ronment and the prospects for its development carried out by the entities that 

make decisions to expand and build new LPS entities lead to the creation of a pos-

itive or negative idea in this environment. In the process of studying the environ-

ment, business entities consider, among other things, the assumption that the past 

behavior of a variable affects one's expectations about its future behavior. 

Business entities able to plan the trajectory of the development of a variable, can 

use a much wider range of increation than that contained in its past development. 

They form their predictions of regional environmental changes based on the most 

important and significant economic and non-economic data. The way they will 

react to the expected changes in the regional environment largely depends on the 

type of regional economic policy followed. Business entities, forming LPS, are 

directly involved in local development and have common interests in terms of 

regional dynamics in the future. In particular, they consider not only the realities 

of the internal socio-economic space. To a greater extent the business entities are 

turning their attention to the potential possibilities for the variation of the target 

orientation in the space development. These possibilities do not appear automati-

cally. They are synthesized as a result of continuous research and applied work. 

As a rule, local strategies, plans, programmes and projects are developed on the 

basis of the results of preliminary studies. The business entities carry out their 

activities in compliance not only with the image they have built in terms of intra-

regional environment, but also with the role that they have been assigned or is 

assigned to them in terms of implementation of regional environmental develop-

ment activities. The search for support about regional development among the 

business entities and the public is a major task for the regional authorities. Much 

more significant, however, is the need to seek the likely effect of the planned ac-

tion by the regional authorities and the unique contribution of the stakeholders 

(business entities and public) on the process of strategic planning and the strategic 



73 

plan implementation. The indirect effect of this should be sought in the LPS com-

petitiveness improvement, not only at national, but also at supranational level.  

Among the key points that characterise the connection thus presented is the re-

evaluation of the planning process logic. Until the beginning of the XXI century 

in most cases it was based on the motion of the planning process from the present 

to the future. Challenges of modern times require us to seek a release from that 

predetermination. The right direction here is the implementation of the strategic 

perspective for the development of the intra-regional environment based on the 

motion from the future to the present
152

. The main subjective factor for the realisa-

tion of the strategic perspective for the development of the intra-regional envi-

ronment based on the motion from the future to the present is the regional authori-

ties‘ administrative capacity. A targeted survey of national strategic reference 

frameworks of the Balkan countries in terms of priorities shows that the adminis-

trative capacity is present directly or indirectly. Greece (one of the oldest member 

states) as well as Romania (one of the newest member states) defines the adminis-

trative capacity building as a direct strategic priority. For Bulgaria the priority is 

presented indirectly. Undoubtedly, the implementation of the strategic priorities 

will depend on the administrative capacity of the countries.  

1.3.3. Key organisational factors for the success of LPS business entities   

The profound and complex changes in the conditions of the business environment 

of today‘s LPS make it extremely difficult to guarantee their existence and to en-

sure their long-term success. The orientation of the organisational goals towards 

such performance indicators as income, profitability and liquidity is insufficient, 

because these indicators deteriorate quite rapidly and the leadership of the organi-

sation is unable to respond in due time. This is due to the fluctuations of those 

operational variables that result from realised earlier changes. In connection with 

the development of increation systems for organisation management that supports 

the process of selection of key variables for success, Daniel stated that the success 

of a particular market in a given sector depends on some small number of domi-

nant factors (three to six). He says that they are ―key activities that the organisation 

needs to perform extremely well in order to ensure its successful existence‖
153

. 

LPS business entities‘ key success factors should be included in the strategic 

planning process. Disregarding them can turn the results achieved by the organisa-

tion into casual and short-dated. Thus, on the basis of the conducted strategic 

analysis, as a starting point for organisation‘s strategy development factors for its 
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success are formulated. On the other hand, the definition of (strategic) success 

factors could be considered as an independent diagnosis method in the context of 

the strategic analysis. 

Success is a positive result from an effort or is the occurrence of a desired impact. 

In other words, success is the achievement of a goal. Moreover, it should be noted 

that the perception of the success, or respectively of the failure, depends to a great 

extent on the harmony between the result achieved and personal expectations, 

rather than on the absolute amount of the achievement itself. This is the reason for 

the difficulties in the objective measuring of the success, as it is a subjectively 

perceived phenomenon. Achievement that exceeds the expected level is seen as a 

success otherwise it is marked as a failure. Thus, success could be defined in a 

broader context as the degree of achievement of the objective operationalised with 

the help of indicators. 

More complicated is the determination of the degree of achievement of the goal 

by means of several indicators. In that case it is necessary to make a summary 

assessment. Using that assessment the cumulative final result is obtained and is 

based on the individual values of a set of indicators. Only then is it possible to 

determine the degree of achievement of the goal by implementing an appropriate 

grading scale. Thus, one could conclude that success is defined as determined by 

the extent of achievement of the goal determined by means of appropriate indica-

tors. Moreover, each of the indicators could be a complex value, i.e. it could in-

corporate several sub-indicators. Key success factors are variables that form the 

basis of the competitive strategy of the organisation and can therefore not be spe-

cifically defined. They are characterised by several particularities:  

 Key success factors are variables that affect in a given way both the suc-

cess and the failure of the organisations in LPS. They have a decisive 

impact on the success of the organisations in LPS. Therefore their num-

ber is limited to those variables for which there is a cause and effect rela-

tionship between them and the success of the organisation;  

 Key success factors influence both the long-term success of the organisa-

tions and their long-term performance; 

 Key success factors could be defined by using different measurement 

scales, allowing their operationalisation while developing effective or-

ganisational strategies.  

Organisation‘s key success factors identification is connected with problem solv-

ing that are inherently characterised by a growing complexity. It is determined by 

the variety of internal and external causes for realisation of the organisation and 

the interdependencies between them. Thus, the following principles should be 
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applied: gradual detailed description and aggregation of success factors; objective 

coordination of success factors; temporal coordination of key success factors. 

Central to the development of an effective strategy is the analysis of the organisa-

tion‘s strategic potentials for success. They include all that are specific to the or-

ganisation‘s product and market prerequisites for success during the period being 

considered. Their creation requires a long period of time in which the necessary 

production capacity, market shares and distribution channels are established
154

. 

Thus, through mastering important and dominant skills it is possible to realise in a 

long-term perspective better results than the competitors. Accordingly, the strate-

gic potentials for success were associated with substantive requirements for pro-

duction, and the quality and skills of the labour force of the organisation. In addi-

tion, they are determined vis-à-vis the competitors and their existence is linked to 

the inability to be easily copied by them. Last but not least, the strategic potentials 

for success include a small number of critical conditions and skills of the organi-

sation, which over time could be subject to changes under the influence of the 

environment in which the respective business unit operates. 

Fig. 1.3. presents the interdependencies between the strategic success factors 

(SSF) and the strategic potentials for success (SPS). The coordinate axes represent 

the defined strategic success factors (SSF1 to SSF6), which are used to present the 

strategic potentials for success of the organisation (points A, B, C, D, E and F). 

Figure 1.3. Relationships and dependencies between strategic success factors (SSF)  

and strategic potential for success (SPS) 
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In conclusion, it should be emphasized that the socio-economic development of 

LPS is determined by their endogenous potential. That potential is influenced by a 

variety of factors that differ in strength and direction: natural resources, manufac-

turing, technical and social infrastructure, market structures, geographical location 

and cultural heritage of the regional system, national, regional and local develop-

ment strategies in the European countries, technological factors, regulatory and 

legal factors, education system in the country and others. Therefore, the develop-

ment of effective strategies for LPS development requires identification in due 

time of  the key success factors  that could be combined in an appropriate way 

with the potential of the organisations involved in the relevant LPS. This, in turn, 

is a viable means of ensuring LPS long-term ascending development in terms of 

resource constraints, including time shortage, variability and unpredictability of 

the business environment. 

1.4. LPS as a form of territorial organisation of production  

Interest in territorial forms of production organisation is currently at its peak, both 

among researchers striving to describe and explain various phenomena and among 

practitioners, representatives of authorities, entrepreneurs and experts involved in 

developing the idea. That, however, has not always been the case. During the first 

two or three decades following the World War II, industrial policy programmes of 

most countries were dominated by the conviction that the primary source of eco-

nomic and social development of a territory was not the very territory itself and its 

specific resources but an accumulation of investment projects of large manufac-

turing enterprises. The crisis of the Fordist system of production organisation 

based on huge vertically integrated industrial organisations and multiplier‘s effect 

of economic phenomena, the idea of growth poles and spatial division of labour, 

and the regional development theory, have made everybody aware of the need to 

take account of local factors in analysing industrial dynamics. Many studies, 

which consider these factors, conducted by different research teams and covering 

various, often economically and culturally distant areas, resulted in a variety of 

ideas and notions, often alternative, competitive or complementary
155

, which have 

as their common starting point the concept of the Marshall industrial district and 

the territorial external effects dating from the 19
th 

and 20
th

 centuries.  
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1.4.1. The Marshall district 

The above-mentioned concepts were presented by A. Marshall in his famous work 

―Principles of economics‖
156

 as a result of many years of study and theoretical 

considerations on the relationship between ―the division of labour and economies 

of an organisation‖. Marshall, who studied clusters of small companies in, e.g., 

the textile and metallurgy industry in Birmingham and in Manchester, and noticed 

external benefits resulting from the agglomeration of companies linked with verti-

cal cooperation linkages but, at the same time, fiercely competing within the same 

industries. ―19
th

 century industrial districts described by A. Marshall were clusters 

of small companies, which were craft-based specialising in the production of par-

ticular products and interlinked by tight subcontracting networks, often organised 

on the basis of family relations, dependent on initial capital accumulated within a 

local community and capable of manufacturing products meeting specific, indi-

vidualised, often luxury, needs‖
157

. Based on these observations, Marshall devel-

oped the idea that increasing productivity is not only the result of the economies 

of scale discounted by a big enterprise, but may also be achieved by agglomera-

tion and organisation economies generated by an industrial district as a cluster of 

small cooperating companies.  

In the opinion of A. Marshall, the economic development reveals increasing spe-

cialisation tendencies of enterprises and their individual workers as good work 

organisation improves labour productivity. ―This certain unity is set forth in the 

general rule, to which there are not many exceptions, as the development of an 

organism, whether social or physical, involves the increasing subdivision of func-

tions between its separate parts on the one hand, and on the other a more intimate 

connection between them. Each part gets to be less and less self-sufficient, to de-

pend for its wellbeing on other parts, so that any disorder in any part of a highly 

developed organism will also affect other parts‖
158

.  

According to Marshall, the presence of an industrial district in a given territory 

brings benefits, which more or less directly translate into the development of this 
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very territory and of the enterprises operating in it. ―Co-located companies in re-

lated industries attract suppliers and buyers, which leads to agglomeration econo-

mies‖
159

. The agglomeration of the companies favours the development of the 

local labour market. ―Employers are apt to resort to any place where they are like-

ly to find a good choice of workers with the special skills that they require; while 

men seeking employment naturally go to places where there are many employers 

who need such skills as theirs and where they are therefore likely to find a good 

market.‖
160

. The development of a local labour market stimulates the acquisition 

of expertise and the development of new competence. ―When an industry has thus 

chosen a locality for itself, it is likely to stay there for a long time: so great are the 

advantages which people following the same skilled trade get from near neigh-

bourhood to one another. The mysteries of the trade become clear
161

. Besides, if 

somebody has capabilities required for managerial jobs or for some categories of 

particularly complex physical work, sure enough he will be quickly assigned to do 

the job that he is apt to when in the neighbourhood there are many companies, 

where he may look for a job (position). Thus his talent will be quickly and surely 

developed.‖
 162

 As a result, there emerges a pool of workforce representing skills 

meeting the needs of the enterprises of an industry that dominates in a given dis-

trict. The development of a particular industry within a specific industrial district 

implies the development of its subsidiary industries, which generates additional 

savings. “And presently subsidiary trades grow in the neighbourhood, supplying it 

with implements and materials, organising its traffic, and in many ways conduc-

ing to the economy of its material. Again, the economic use of expensive machin-

ery can sometimes be attained to a very high degree in a district where there is a 

large aggregate production of the same kind, even though the individual capital 

employed in the trade is not very large. Subsidiary industries devoting each of 

themselves to one small branch of the process of production, and working for their 

neighbours, are able to keep machinery of the most highly specialised character in 
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constant use, and to make it pay its expenses, though its original cost may have 

been high, and its rate of depreciation very rapid.‖
163

. 

The so developed specialisation in an industrial district ―also contributes to the 

development of local cultural identity and a good climate for business understood 

as common good, supporting and stimulating the development of the economic 

activity in the district‖
164

. To describe such a situation, A. Marshall coined a new 

term in the dictionary of economics, i.e. ―industrial atmosphere‖, which facilitates 

the acquisition of specific skills by disseminating innovation through frequent 

exchanges of increation among local actors
165

. We need to stress that ―industrial 

atmosphere‖ is intangible, difficult to measure and assess, but its presence within 

a given territory, within a given district, is fundamental for proper operations and 

development. Its importance can be concompanyed by the fact that for A. Mar-

shall the ―industrial atmosphere‖ became one of the production factors, equal to 

land, capital and labour
166

. 

Clustering a large number of companies in a specific territory also allows for the 

flow of increation, new ideas and practical solutions, which can inspire further 

ones. ―If the total population of the companies in the core industry is small, little 

people improve production, invent new machinery and methods. But when the 

total population of people interested in the same subject area is big, many of them, 

because of their intelligence and nature, create new ideas. Each new idea is sought 

and improved by many minds, each new experience, accidental or deliberate, pro-

vides food for thought and new suggestions not to some but to many people. 

Hence in a localised industry, new ideas propagate quickly and each new idea can 

be useful for practical improvements‖
167

. In any experience, competition contrib-

utes to the above-mentioned spirit of innovation.  

The external benefits discussed above were grouped by A. Marshall in his analy-

sis of industrial districts into three main groups. The first included specialisation 

economies resulting from the division of labour among companies complementary 

in their operations and production processes, which enable them to acquire high 

competence in one of the production stages and the economies of scale. The se-

cond group gathers increation and communication benefits resulting, on the one 

hand, from common production of non-standard goods and, on the other hand, 
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from the high mobility of workers who were attached, not to the company where 

they were employed, but to the district as a geographically distinguished area. 

Their mobility enhanced the diffusion of innovation. Finally, one should mention 

the benefits resulting from the easy access to a large pool of skilled workers and 

job seekers, i.e. benefits of a large supply of labour
168

. 

Besides benefits, A. Marshall noticed some threats to the development of a district 

embedded in external and internal factors. ―A district which is dependent chiefly 

on one industry is liable to extreme depression, in case of a falling-off in the de-

mand for its produce, or of a failure in the supply of the raw material which it us-

es.‖
169

 Except for a reduced demand for products and too low supply of raw mate-

rials, A. Marshall also points to, e.g., reduced prices that impact the cost of transport 

which, in turn, facilitates the flow of ideas between concrete distant locations; 

strategies of businesses that may be inconsistent with the strategy of the area 

where they operate; stagnation, which undermines the ability of a district to inno-

vate and is caused by the inability to share knowledge within a given district
170

. 

The development of the idea of ―Fordist industrial paradigm‖ in the 1920s, men-

tioned at the beginning of the Chapter, sent the idea of an industrial district into 

almost complete oblivion for several dozen years. The situation changed when 

Italian economists and sociologists made an attempt to explain the phenomenon of 

the development of the ―Third Italy‖. 

1.4.2. The “Third Italy” district
171

 

The end of the 1960s in the North-Eastern and North-Central regions of Italy wit-

nessed an intensive proliferation of local industrial clusters, often in small towns 

and rural areas. These observations revived the notion of an industrial district, 

which was used to describe these clusters in the Report of the Tuscany Regional 

Institute for Economic Planning (Instituto Regionale per la Programmemazione 

Economica della Toscana – IRPET) in 1969.  Considering that it was the time of 

―indisputable triumph of mass production and large enterprises‖, the ―statement 

that large enterprises are not the only form of production organisation and that 
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companies should be analysed in the context of the area in which they operate‖ 

was innovative and went against the mainstream
172

. 

Research on Italian industrial districts was pioneered by G. Beccattini, A. 

Bagnasco, C. Trigilia and S. Brusco, who in their considerations revisited the no-

tion of an industrial district referring directly to the already forgotten A. Mar-

shall‘s concept.  

Although the dynamic development of the SME sector was one of the characteris-

tics of the post-war development of Italy, particularly in the Central and Southern 

regions dominated by family businesses, contrary to the companies from the 

South of the country, businesses operating in the ―Third Italy‖, i.e., in the regions 

of Emilia-Romagna Tuscany, Umbria, Veneto, Fruli – Venezia Giulia, Trentino – 

Alto Adige, were largely open and flexible in their operations, export-oriented and 

amenable to innovation and new technological solutions, which would help them 

achieve a competitive advantage. Their openness to collabouration with local pub-

lic administration and working in a network with small producers was also im-

portant. The operating style adopted by these companies guaranteed a high quality 

of production, flexibility and quick adjustments to evolving market needs and 

gave positive cost and price-related outcomes. The ―Italian model of ―micro-

industrialization‖ embodied in Terza Italia is presented as a natural form of eco-

nomic organisation, different from the often pathogenic family-based system of 

the South but also from the gigantism so typical for the huge corporations of the 

North‖
173

.  

The above mentioned G. Becattini described an Italian style industrial district as 

―a social-territorial entity characterised by the active presence of a community of 

persons and a population of companies in a given historical and geographical 

space where a perfect osmosis exists between the local community and the com-

panies. The most important trait of the community is its relatively homogenous 

system of values and views, which is an expression of the work and activity of the 

family. A common system of values constitutes one of the preliminary require-

ments of the preconditions for the development of the district and of the essential 

conditions for its reproduction. Parallel to this system of values, a system of rules 

and institutions has to be developed in such a way as to spread these values 

throughout the district and to support and transmit them through generations. The 

market, the company, the family, the church and the school are some of these in-
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stitutions, but they also include local authorities, the local structures of political 

parties, cultural, religious and artistic bodies. That does not mean the conflict of 

interests is absent among the members of the district but the overriding principle 

is their subordination to a higher, common interest. Each company specialises in 

one or a few stages of a district-specific production process. Usually they come 

from the same industry, which vertically integrates all the production processes in 

a given field
174

. A district is not a closed enclave, on the contrary, the precondi-

tion for its survival and development lies within its links to the external world‖
175

. 

W. Sengenberger and F. Pyke
176

, in trying to characterise an industrial district, 

started by specifying what it definitely is not. According to them, an industrial 

district is definitely not a group of enterprises defined as a simple concentration of 

companies operating in a given restricted area. An industrial district is more than a 

selection of completely different production and service enterprises organised in 

industrial clusters. What is specific for an industrial district and what distinguishes 

it from an industrial cluster is the way in which its members are organised. How-

ever, probably the most important and specific feature of an industrial district is 

the presence of a strong network of small companies which, through specialisation 

and subcontracting, share the work required to produce certain goods. Specialisa-

tion increases the productivity in individual companies within the district and that 

of the district as a whole. The specialisation linked with subcontracting raises the 

potential of the collabourating enterprises. As a result, costs of production within 

a district decrease. W. Sengenberger and F. Pyke came to the assumption that for 

small companies in a district an issue equally important, (e.g., improved produc-

tivity or reduced costs of production), is the feeling that they do not stand alone, 

which affects the safety of their economic operations. Each individual company is 

an equal part of the district and as such will not be left on its own at difficult times 

because its failure will mean the failure of the complete network of enterprises. 

Hence, in their opinion, when looking for the sources of both success and failure 

of individual members of a district we should start by analysing the situation of 

the district and its operational mode.  
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In the literature there are many attempts to comprehensively present and define 

the phenomenon of an industrial district through enumerative listing of its charac-

teristics, which are also essential preconditions for its establishment and functioning. 

G. Garofoli
177

 highlights seven of the most important structural characteristics of a 

district, which include, first of all, the well developed division of labour among 

companies – members of the district. The division results in a dense network of 

intra-industry and inter-industry production interdependences, which reduces 

transaction costs between local companies. According to G. Garofioli, an industri-

al district also reveals strong production specialisation at company level, which 

stimulates the accumulation of specific knowledge, facilitates the implementation 

of new technologies and fosters the economic independence of individual entities 

by increasing work productivity. Another feature is the multiplicity of local eco-

nomic operators, who together are much more capable of, e.g., finding solutions 

to arising production problems. For that to happen and to share conclusions or 

problem solutions, we need an efficient system of increation exchange in the dis-

trict. The system should ensure a quick and efficient flow of increation, which 

would allow the knowledge of individual operators to be transformed into the 

―common economic heritage‖ of a district. The fifth characteristic is the absence 

of a leading company that would dominate the district. Tradition and knowledge 

embedded in history and transmitted from generation to generation within the 

local community should result in high vocational skills of workers employed by 

the companies in the district. The final condition to be met for an industrial dis-

trict is the development of direct relations among its members. By this he does not 

only mean relationships between enterprises, but also contacts between enterprises 

and service companies or enterprises and R&D units. These mutual contacts 

should ease the exchange of increation and the dissemination of technological and 

organisational solutions, which should lead to constant improvements in district 

productivity. 

According to V. Capecchi we are dealing with an industrial district when:
 178

 

– The production system is flexible enough to be able to adjust relatively 

quickly to the differentiated customers‘ needs and, in specific cases, to 

quickly prepare and manufacture the products demanded by a customer; 
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– there are many small and very small businesses representing the same 

production flexibility; 

– some of these companies sell their products directly on the market, while 

other focus on the processing or manufacture of parts for a future final 

product, i.e. there is phase-specific specialisation; 

– businesses are divided into those that sell final products and subcontrac-

tors but the division is flexible and at any moment, if need arises, they 

may become either a sub-supplier, a subcontractor or the originator of the 

final product; 

– relations between companies shift from competition to collabouration, 

which means that the companies do not fight with one another but try to 

find markets for new products without destruction or adverse effects in-

side a given industrial district; 

– it is possible to distinguish a zone, a geographically limited area where a 

certain type of production prevails;  

– there is a strong link between the district as a production location and its 

external world, which is a mix of family, political and social life. 

The increasing popularity of the idea of an industrial district was behind the intro-

duction into the Italian economic statistics of the idea that districts are identified 

on the basis of two criteria: ―strong concentration of employment in certain areas 

(the so called local systems of industrial work), distinguished on the basis of the 

observations of the commuting to work and the share of people employed in a 

given industry exceeding the average share of employment in that industry for the 

whole country. In the Italian economic statistics, areas that meet both criteria are 

referred to as industrial districts and the industry that is most often represented 

decides on the district specialisation.‖
179

 

Studies of Italian industrial districts gave an impetus to similar studies in other 

countries, particularly in the United States and in France. One of their results was 

the thesis that researchers dealing with new forms of regional growth are inclined 

to unify them and consider them another example of an industrial district.  

1.4.3. Types of “new” industrial districts 

One of the pillars of the Californian school of economic geography, M. Storper, 

based on broader observations at the beginning of the 1990s decided to distinguish 

a new, specific type of district, which he labelled a technology district. As exam-
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ples of such districts he listed the Silicon Valley, the district of Modena in Emilia-

Romagna and the haute couture district in Paris. His understanding of a technolo-

gy district as a subsequent quality stage of the classical industrial district, modi-

fied by the introduction of some innovative changes, was adopted by many re-

searchers. More or less at the same time similar conclusions were reached on the 

other side of the Atlantic Ocean by representatives of the French school: C. Cour-

let and B. Pecqueur
180

. They considered the ―technology districts to be the second 

generation of localised industrial systems equivalent to the Marshall industrial 

districts‖
181

 and, contrary to the Italian industrial districts dispersed and embedded 

in the artisan tradition. These districts are mostly incubation systems based in cit-

ies. Another difference is the fact that their driving forces are big manufacturing 

enterprises and/or R&D units. In this case, SMEs become less important and are 

complementary vis-à-vis the two earlier mentioned groups of entities and the sys-

tem as a whole. 

Technopole (Fr. le technopôle), i.e., technology poles and technopolis (Fr. la 

technopole) are specific types of technology districts. The term technopole was 

born in France at the beginning of the 1960s but it entered the terminology at the 

beginning of the 1980s. A technopole is ―a selection of enterprises, mostly small 

and medium-sized, offices, labouratories and manufacturing entities structured in 

a high quality environment. [...] Technology poles projects are based on the idea 

of ―a proliferic mix‖. […] Pierre Laffitte (the founder of Sophia Antiopolis) de-

scribes them as: Advanced technologies, research centres, enterprises but also 

financial institutions gathered in one location, which facilitates personal contacts 

between various circles and produces synergy effects where new ideas may 

emerge, together with technical innovations, which encourages the creation of 

new businesses.‖
182

 The notion of a technopolis
183

 came later and is broader than a 

technopole. ―It is a modernised version of a technopole city in conditions of ne-

oliberalism and decentralisation. It is a technology pole – or a collection of tech-

nology poles, and a city that plays the role of regional polarisation and combines 

the power of innovation and capabilities of regional development in one place and 

time.‖
184

 In simplifying, we may say that a technopolis is a city that is the source 
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of technology innovation, which initiates economic development. Technopoles 

may develop on their own (e.g., Silicon Valley or Route 128) based on the exist-

ing micro-system of innovation dependent on relationships between research and 

industry or in a planned way (as an outcome of an industrial policy adopted by the 

government of a given country) aimed at ―creating a context favourable for gener-

ating knowledge and technology and developing hi-tech products.‖
185

 This latter 

path was followed by technopolis like the above-mentioned French Sophia Anti-

opolis or the Japanese ―science city‖ of Tsukuba. 

In the United States, in parallel to studies on industrial districts, representatives of 

the Californian school of economic geography, mainly A. J. Scott, M. Storper, and 

R. Walker, developed the approach based on the transaction costs theory. To start 

with, researchers took an interest in ―metropolis in fact megalopolis, which they 

later recognised as a collection of various districts. These researches led to the 

formulation of the Coase-Wiliamson-Scott paradigm, according to which an in-

dustrial organisation is the effect of the impact of the costs of the internal organi-

sation of a business and the cost of transactions between companies. Clustering 

companies in the same location minimise transaction costs‖
186

. ―A company may 

be inclined to integrate vertically not only because of the economies of scale but 

also due to the ―benefits of diversity‖, i.e., seeking benefits in managing many 

production processes resulting from integration‖
187

. Since the increasing im-

portance of benefits resulting from diversity favours the flexibility of a production 

system over the concentration in large enterprises taking advantage of the econo-

mies of scale, spatial Fordist systems (vertically integrated) should give way to 

clusters of enterprises seeking minimum transaction costs.  

A. J. Scott came to the assumption that a metropolis with big production units is 

the heart of a district. Thus, he termed his concept a ―flexible production agglom-

eration‖. According to him, the emergence and development of production sys-

tems as identified in his concept, besides cooperation, proximity of location, dense 

network of mutual communication mixed with competition, relies on two more 

indispensable elements: an appropriate policy of public authorities and specific 

social and cultural conditions, such as developed cooperation networks of various 

economic institutions and informal social norms, which encourage local actors 

into the entrepreneurship.  
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M. Storper, similarly to A. J. Scott, was of the opinion that non-economic factors, 

which he called untraded interdependencies between entities involved in econom-

ic activity, were most important for the development of a given area. ―There are 

formal and informal rules of social life, behaviours and customs which coordinate 

actions in a regional economy. [...] This is a capital outside of the traditional insti-

tutions and factors mentioned in the textbooks of economics. The capital, accord-

ing to Storper, is the real source of success of regional capitalism.‖
188

 M. Storper 

was convinced, ―that it is impossible to transfer interdependencies detected be-

tween companies and business environment organisations in Italy. The system of 

relationships depends on the institutions in their capacity of behavioural patterns 

shaped throughout centuries in a given community, which was also observed by 

R. Putnam. However, the conclusion concerning the immobility of such forms of 

organisation is not completely pessimistic. It suggests a recommendation that each 

territory may have a different form of industrial links with external organisations
189

. 

Both Storper himself and other researchers starting from this assumption were 

making attempts to develop a complete typology of the new industrial districts.  

M. Storper and B. Harrison
190

 based their typology of the new industrial districts 

on the classification of districts, developed for this purpose, according to the rela-

tionships between production operators in a given district, their organisation and 

management. The idea was to facilitate the identification of the endo- or exoge-

nous driving force of the development of a given district
191

. As a result, seven 

types of new industrial districts were listed, such as: 

– primary industrial districts with extensive, non-hierarchical local indus-

trial links and limited extra-local sales relations; 

– districts with extensive local and extra-local links, non-hierarchical in prin-

ciple; 

– districts dominated by large local companies, with extensive local links 

and extensive, non-hierarchical extra-local links; 

– districts with limited local links and extensive, non-hierarchical extra-local 

links; 
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– districts dominated by large companies with extensive local links and ex-

tensive, hierarchical extra-local links; 

– ―cathedrals in the desert‖, i.e., districts dominated by large companies 

with limited local links and extensive, hierarchical extra-local links; 

– districts with extensive hierarchical local links and limited extra-local links
192

. 

The Italian textile districts in Prato and Carpi and the French shoe district in Ro-

mans are examples of the first type of new industrial districts. The best known, 

high-tech Californian districts in Silicon Valley and Orange County were classi-

fied as the second category, and the aviation industry district in Southern regions 

of California as the third category. In other cases examples were given such as, 

the French district of Oyonnax (type four), the Japanese district of automotive 

industry Toyota City (type five), the high-tech district in Montpellier (type six), 

and the automotive industry district in French Sochaux-Montbéliard. 

Another typology of districts was developed by A. Markusen
193

 based on the surveys 

conducted in the first half of the 1990s over regions located mainly in the US, Brazil, 

South Korea and Japan. Taking as starting point the assumption that not only indus-

trial organisations based on small and medium-sized companies can be an effective 

form of local development in a given area, A. Markusen, besides Marshall‘s district 

and its Italian variety, distinguished three additional types of districts:
194

 

– the hub-and-spoke district, where regional structure revolves around one 

or more industrial or service corporations that collabourate with a group 

of smaller enterprises, which are either their suppliers or benefit from the 

presence of major corporations and agglomerations, and of urbanised 

economies related to it (alternatively we may speak of stronger or weaker 

links between companies in the district); 

– the satellite industrial platform - comprising mainly branch plants of ab-

sent multinational corporations; small companies in the district usually 

supply auxiliary services, however, links are related to dominant branch-

es of multinational corporations; it is also hard to speak of any relations 

among branches in the district as these are linked mainly with their head-

quarters where all important decisions are made and, possibly, also with other 

branches of the same multinational corporation based outside of the district; 
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– the state-centred district concentrated around one or more state institu-

tions also referred to as a state-anchored district; institutions are domi-

nant entities in the district, surrounded with small and medium-sized 

companies, which take care of the needs of the state institutions; the dis-

trict is similar to the hub-and-spoke one; however, dominant institutions 

may be ―self-sufficient‖ and do not use the services of local businesses; 

in such cases the structure of a district is closer to the satellite platform.  

Examples of the first type include American Seattle and Brazilian San Jose dos 

Campos. The second type is represented, e.g., by the American Research Triangle 

Park and South Korean Kumi. The Brazilian Campinas and the Japanese Tsukuba 

are districts centred around big state institutions. 

More or less in parallel with A. Markusen, S. O. Park
195

, who collabourated with 

her, presented his typology of the new industrial districts by distinguishing nine 

types of the expanded and modified A. Markusen‘s typology. The first type is the 

already described classical Marshallian district. The second is the supplier hub-

and-spoke district dominated by big enterprises, which, on the one hand, are 

strongly linked with local small suppliers and, on the other hand, are equally 

strongly linked with suppliers from outside of the district. Big enterprises in the 

centre of the district become a sort of intermediary between small local business-

es, which supply them, without enough potential to enter external markets. In the 

third type of districts, customer hub-and-spoke, these relations are reversed. Dom-

inant big enterprises from the district are strongly linked with suppliers from out-

side of the district and have equally strong links with small local customers. Satel-

lite districts are the fourth type and are already described in the typology of A. 

Markusen. Districts of the fifth and sixth type are developed varieties of types two 

and three, where, in the case of a developed supplier hub-and-spoke district, rela-

tions with local customers are stronger and in the customer hub-and-spoke district 

links with local customers are reinforced. As a result, small local businesses re-

duce investment costs and the system of mass production dominating in the dis-

trict gradually evolves into flexible production. Such transition (to the developed 

form of a hub-and-spoke district) is possible directly from the level of the Mar-

shallian district with one or more big enterprises operating at national or interna-

tional level. When in a satellite district there is a network of links between 

branches of external corporations and local small suppliers or customers, we are 

dealing with districts that S. O. Park labels in his typology as customer satellite 

districts (if small local businesses are customers) or supplier satellite districts (if 

small local businesses supply certain goods used by branches of external, often 
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multinational corporations, based in the district). The peak of the evolution is the 

pioneering high-tech district, where small, medium and big companies whose 

suppliers and customers are inside and outside of the district, live in symbiosis 

and collabourate although sometimes they are competitors. In such a system pro-

duction is flexible and the labour market is integrated with a highly flexible avail-

able workforce. There are no clear leaders in the district that could dominate the 

operations of other businesses making their survival dependent on their own deci-

sions. That probably explains why it is easier to arrive at such a district based on 

developed hub-and-spoke districts rather than developed satellite ones. 

In his considerations on the new industrial districts S. O. Park stresses that a dis-

trict at a lower development level does not have to develop into a higher, more 

perfect form. There are various reasons, such as big enterprises leaving a district, 

which may make a new industrial district regress. 

1.4.4. The local production system (cluster)
196

 

The idea of local production systems and the concept of clusters usually identified 

with them are at present the most popular and the most intensely researched and 

developed approaches to the emergence of location-specific organised production 

systems. The territorial specificity in areas where local production systems 

emerge prevents us from speaking of one, ideal or optimum LPS model as we are 

dealing with their unlimited diversity or even multiplicity of spatial varieties or 

configurations within one territorial system
197

. 

In general, ―local production systems are groupings of companies from related 

industries that cooperate with one another, and state institutions, industrial organi-

sations, R&D centres, universities, and vocational schools concentrated in the 

same region‖
198

. C. Courlet defines a local production system as ―a system of 
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businesses centred in proximity around one and the same industrial activity. These 

businesses maintain relations among themselves and with their socio-cultural en-

vironment. These are not only commercial relations but also the exchange of in-

creation and creating positive external effects for a collection of companies‖
199

. 

According to I. Pietrzyk, ―a TPS-type of production organisation is best suited to 

production processes segmented into phases and products, which implies a dense 

network of interdependences among businesses and an intense exchange and 

transfer of increation
200

. The system helps to reduce transaction costs and improve 

the flow of increation, promotes the exchange of expertise, knowledge, and skills, 

together with the free exchange of new ideas so valuable for technology creation. 

[...] generates positive external effects, thus creating conditions for social and 

economic growth‖
201

. Needs, motives and benefits that are collabouration drivers 

for the businesses in a local production system are presented in Table 1.1. 

Table 1.1 Needs, motivations, and benefits of inter-enterprise cooperation 

Needs Motivations Benefits 

1. Need to combine compe-

tencies and take advantage of 

know-how of other enterprises. 

2. Distribute the onus of tech-

nological research and share 

resulting knowledge. 

3. Offer better quality prod-

ucts and more diversified 

lines. 

4. Increase competitiveness to be 

able to enter external markets. 

5. Strengthen purchasing 

power. 

6. Share resources, especially 

underused ones. 

7. Divide risks and costs in 

the generation of new oppor-

tunities. 

1. Generation of profit that 

cannot be obtained inde-

pendently. 

2. Stricter control of resources 

and competencies needed for 

innovation. 

3. Synergy of economies of 

scale in production, market-

ing, and R&D. 

4. Strengthening the ability to 

react to external shocks. 

5. Control over potentially 

promising markets. 

6. Economies of scope and 

emphasis on product differen-

tiation. 

7. Reduction and rationaliza-

tion of R& D spending. 

Marketing 

1. New profitable product 

lines deriving from product 

development. 

2. Reduction of costs and 

more efficient advertising. 

Personnel 

1. Better personnel policies. 

Purchasing 

1. Discounts from buying 

large quantities of raw mate-

rials. 

Production 

1. Reduction of costs through 

the development of new pro-

duction processes. 

 

Source: M. S. Nagano, A. Iacono, E. E. Filho, Cooperation, interaction and learning in local pro-

duction systems: Evidence in Brazilian companies, African Journal of Business Management Vol. 

4(12) 2010, p. 2463. 
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M. Porter, a representative of the Anglo-Saxon school of thought, when present-

ing his idea of a cluster, based it on a system of economic growth, which he de-

veloped and which is referred to as Porter‘s diamond or rhombus. It is composed 

of four primary elements that ensure the competitive advantage. ―Firstly, they 

include classical production factors, such as the accumulation of capital, skilled 

labour force, technical and communication infrastructure. Secondly, cluster de-

velopment is stimulated by the demand, mostly related to the regional markets, 

but also by the possibility to compete on external markets. [...] The third element 

includes the presence of related and supporting industries, which create the net-

work of collabouration and competition in a region. The final element is the eco-

nomic strategy of businesses and the cluster, which should be adjusted to the con-

ditions of global competition and the economic structure of the region. Porter 

places the cluster against the social and institutional conditions specific for a giv-

en culture and economic structure.‖
202

 According to M. Porter, a cluster ―is de-

fined as a geographical proximate group of inter-connected companies and associ-

ated institutions in a particular field, linked by commonalities and externalities. 

[…] Clusters differ vastly in depth and sophistication, however, their constituents 

are: end-product or service companies, suppliers of specialised inputs, compo-

nents, machinery and services, financial institutions and businesses in related sec-

tors. Clusters often include companies in downstream industries, producers of 

complementary products, specialised infrastructure providers, government and 

other providers of specific training, education, increation, research and technical 

support (such as universities, think tanks, vocational training providers) and 

standard setting agencies. Government agencies that significantly influence a clus-

ter can be considered to be a part of it. Finally, many clusters include trade associ-

ations and other collective private sector bodies that support the cluster mem-

bers‖
203

.  

According to A. Hsaini
204

, the foundations of the economics of a local production 

system, i.e., the source of its productivity, consists mainly of agglomeration in 

external economies, in other words, in the continuous assessment of space and 

benefits. Agglomeration economies are defined as benefits of a transaction that 

come when a business is located in a big enough industrial agglomeration. Ag-

glomeration economies result from strong links among local companies. They 

also increase the importance of the division of labour leading to: greater speciali-

sation, implementation of new technologies and improved productivity of the lo-

cal system; reduced unit costs of production and/or increased output, potential 

expansion of the market at national and international levels; reduced costs of mar-
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ket entry. Finally, as we have already mentioned, agglomeration economies are 

also related to: an organised local labour market with high mobility of skills and 

competences among the businesses; labour relations based on individuality and 

knowing one another within a given community. Flexibility is then the key to the 

success of the local production systems. It makes the businesses within a system 

quickly adaptable to changing market situations and helps them respond to the 

evolving customers‘ needs. The proximity of companies in the system reduces the 

costs of logistics and transactions while mutual communication becomes not only 

less costly but more effective. Local purchases minimise the need to maintain 

inventories, eliminate costs of transport and shorten the delivery time
205

. Being a 

part of a territorial production system enhances the innovations in the individual 

companies of the cluster
206

. The above is feasible by combining rivalry and colla-

bouration in the relations between the businesses. ―Studies (….) showed that col-

labouration is feasible not only between complementary businesses but also be-

tween competing ones. It consists of solving the problems faced by all companies, 

such as the adoption of new standards, improved production techniques developed 

by the same labouratory. Cooperation in research and seeking new markets or 

exports of goods which develop the idea from local to global may be critical‖
207

. 

Such operational strategy may be especially fruitful for small companies, which 

individually do not have enough potential to make investments connected with it. 

The improved development of the companies within the system is also influenced 

by a specific ―pro-innovation climate‖ in their environment, which impacts all 

enterprises. The geographic proximity and the above mentioned climate facilitate 

the flow of increation and knowledge which is ―in the air‖ in a given territory.  

Universities and other R&D institutions as well as those offering support to entre-

preneurship and technology transfer are vital for the process of inovation. Howev-

er, the faster progress in science and technology also means higher costs of re-

search and development works. A vast majority of economic operators are not 

able to allocate sufficient resources necessary to benefit from the scientific 

achievements. Access to missing finances should be provided by both commercial 

and quasi-banking institutions in a given territory or by other sources e.g. venture 

capital funds) which specialise in funding the commercialisation of new techno-

logical solutions and the initial stages of business activities or product develop-
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ment. All of these entities should provide a proper institutional environment for 

companies within the system, conducive to its further development. 

The adequate use of the territorial potential is also very much dependent on the 

public authorities, particularly local, which are directly responsible for decisions 

and actions undertaken with a view to improve it. On the one hand, they should 

provide freedom to the entrepreneurs but, on the other hand, they should regulate 

the development of the elements decisive for the establishment and growth of the 

local production system, i.e., the development of network of mutual links, partner 

relations and a climate of trust. Representatives of local authorities should coordi-

nate all pro-development activities in a given area. We do not mean a situation 

where local administration would manage or supervise the system and its actors. 

Local authorities should not impose any concrete solutions but provide an incen-

tive for desired changes and activities connected with them, offering assistance in 

their delivery. 

The above-mentioned university-industry-government cooperation, which creates 

the so called Triple Helix
208

, is very important for creating innovation and assist-

ing the competitiveness of the businesses within a cluster. The point is not just a 

simple increation exchange but also the possibility to learn from one another and 

to take up roles traditionally assigned to entities from another sector (e.g., univer-

sity entrepreneurship or developing education capacity in companies). The social 

capital, understood as ―a collection of characteristics of society organisation, 

which includes: trust, norms and linkages, which may improve the efficiency of 

coordinated activities‖
 209 

largely determines the development of such relations 

within a territory.   

Bearing in mind that each local production system is unique, we may, however, 

distinguish certain types thereof. For example Pecqueur
210

 distinguished two basic 

types of LPS: a system of dispersed industrialisation and a system-incubator. The 

first one could be found in rural areas with a dense population and inhabited by a 

large number of young, active people. This LPS is also typical for enterprises that 

support crafts embedded in local culture, thus developing towards ―industries of a 

complete production‖. Finally, the system of dispersed industrialisation is based 

on the dynamics of the internal dominant and the strong interactions between the 
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economy and society. It develops without break downs, differently from the incu-

bator-system. The system-incubator could be found mostly in urban settings. The-

se are companies located in zones of reconversion to remobilise locally accumu-

lated capabilities to develop new production in the future. Within the system-

incubator the companies have an important role to play. Local community and 

other local actors join the system with some delay by getting involved in activities 

initiated by the companies. As we have already mentioned, the system-incubator 

is different from the first type as its companies adopt technologies, which develop 

stepwise and are based on break downs in referring to local skills.  

Based on the criteria of size and ownership of operators within the clusters, J. 

Meyer-Stamer distinguished three categories: 

 clusters close to the Italian industrial districts with the best known exam-

ple being the famous American Silicon Valley. Such clusters are domi-

nated by small and medium-sized enterprises that are specialised and 

which strongly compete but at the same time develop a system of net-

works based on trust. These factors enable flexible specialisation, high 

productivity and create significant innovation potential; 

 hub-and-spoke clusters with big enterprises hierarchically linked with a 

wide group of SMEs (e.g. Seattle – Boeing or Toyota City). Such clusters 

are largely based on the power of the corporations but its operations are 

flexible and they exploit cost advantages; 

 satellite clusters with a dominant share of SMEs dependent on external 

companies, where location economies result from lower costs (e.g., the Re-

search Triangle Park in North Carolina or the Manaus region in Brazil)‖
211

. 

Another typology of local production systems was developed by D. Maillat
212

, 

whose starting point was that ―the organisational forms of the territorial produc-

tion systems may be characterised following two main lines of thinking, i.e. func-

tional logic and territorial logic. Businesses following the functional logic are or-

ganised hierarchically and vertically (decisions come from the top management). 

They place various functions (conceptualisation, production, sales, etc.) in differ-

ent geographic locations to reduce the costs of production (labour, transport, taxes 

etc.). The territory is just the location, they do not integrate with it and its role is 

passive. Contrary to it, the territorial logic aims at the territorialisation of the 

company, i.e., at its inclusion into the territorial production system. Companies 

are organised in horizontal networks and the system is harmonised by the envi-
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ronment‖
213

 with the territory playing an active role as companies are integrated 

with it and contribute to its growth. In developing his typology of local production 

systems, D. Maillat used two additional criteria, i.e. the integration of the value 

added chain and the intensity of the relations among the companies in the region. 

In the first case we may speak of a complete or partial integration of the value 

chain in one business or dividing it into several companies located in a given terri-

tory, which helps distinguish systems with big enterprises representing various 

types of production and systems composed of individual enterprises or branches 

of corporations. The second criterion helps to separate the systems with interac-

tion dynamics from those which are not complementary or where there is an in-

terdependence among the operators.  

Based on the above criteria, D. Maillat arrived at four types of territorial produc-

tion systems (see Figure 1.4.).  

Taking account of the abundance of organisational forms of territorial systems 

and even their numerous spatial configurations, M. Quévit and P. Van Doren de-

veloped a typology of possible development trajecttories of production systems 

depending on their relations with a given territory:
214

 

– trajectory of science-based development, oriented towards technological 

creation as a result of the cooperation between R&D labouratories and 

high-tech companies; its success depends on the: proximity of the re-

search centres, availability of labour at university level, existence of net-

work of links among companies focused around specific technologies, 

and substantial support of  

– R&D by the state; 

– trajectory based on the strategic role of enterprises or big industrial com-

panies in the globalisation, based on external effects, connected with the 

ability to organise production at global level; its success depends on the: 

development of higher order services, diversified and quick communica-

tions with the world and control of increation and existence of economies 

of scale connected with the metropolitan functions; 

– trajectory based on the so called rupture/filiations logic, i.e., rupture (of 

the up-till-now development) and filiations (with skills); in this case the 
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trajectory is based on the existing industrial organisation and acquired 

skills, which exploit technology diffusion to modernise its production 

and diversify the output; it is typical of regions facing industrial restruc-

turing where technological innovations may re-orientate the production as-

sets to new types of production directly affiliated with the acquired skills
215

; 

– trajectory of ―dispersed‖ development based on the endogenous potential 

of the local community; it uses local production traditions based on local 

links among companies and services. This type of territorial organisation, 

not oriented at technology development or high-tech production, tries to 

integrate with the globalisation of the economy by using technology in-

novation and flexible forms of local production and economic operations.   

Fig. 1.4. Types of territorial production systems 

 

Source: D. Maillat, Globalizacja, terytorialne systemy produkcyjne i środowiska innowacyjne, 

Rector’s Lectures No. 52, Cracow University of Economics, Krakow 2002, p. 8. 
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The authors of the typology stress that the multiplicity of spatial configurations in 

territories may instigate several development trajectories and their interaction may 

start a new spatial dynamics specific for a given territory. 

Concluding remarks 

It is difficult to find one, universally accepted and binding definition of a local 

production system. Neither is there one, complete typology including all possible 

forms of their establishment and development. However, one could assume that 

there is a common conviction that local production systems are positive and bring 

benefits to its members and to territories. This is why the idea is accepted not only 

by researchers but also by business people and public authorities, especially at 

local levels. Understanding the idea and learning about benefits from its applica-

tion is very important, considering the fact that a local production system should 

be established as a bottom-up arrangement. Attempts to impose the local produc-

tion system as a top-down system usually fail, as it does not stand the test of time 

and dies before being fully developed. 

1.5. The development of the economic theory in the area of the cluster forms 

of production 

The nature, content and conceptual apparatus of the clustering processes and their 

relationship to the concept of new regionalism are uncovered. The methods of 

determination, together with the competitive advantages related to the enterprises‘ 

cluster development and the cluster policy in depressed regions are formulated.  

The criteria that can be the basis for clusters‘ target selection are adduced. The 

importance of the industrial cluster atmosphere in the region and of the humanitar-

ian infrastructure is presented. 

1.5.1. Problem definition  

In economics there are a lot of "eternal" problems in all ages and for all people, 

which do not lose their relevance. Production, land, wealth, labour, capital, de-

mand, supply, price, income, expenses - these and several other categories have 

been studied, thus deepening the knowledge about them. Among them, equal by 

value is the performance issue, caused by the production organisation, in which, 

since the time of Plato, representatives of social sciences have shown great inter-

est. Different studies gave new meaning to the Adam Smith‘s system of produc-

tion, which included the territorial factor and substantiated the thesis that the divi-

sion of labour opens the possibility for public welfare within a limited area. Fac-

tors that encourage progress in local border production systems were investigated 

by Marshall in the second half of the nineteenth century. In ―Principles of eco-

nomics‖ (Principles of Economics, 1890-1891), he showed that the reasons for 

localisation are related to the natural conditions and the patronage of the court. 
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Nowadays, the latter can be interpreted as the creation by the government of con-

ditions for capital inflows. The supply of basic tools, materials and means of 

communication arises around specialised subsidiary companies. This simplified 

scheme has significantly deteriorated today, but in a general it is obsolete. Moreo-

ver, in the context of globalisation, the problem of the territorial production organ-

isation has exacerbated, taking into account the creation of alliances and mergers 

of companies, which are able to integrate the universal and local territorial ad-

vantages and achievements.  

ANALYSIS OF RECENT RESEARCH AND PUBLICATIONS. Studies on cluster-based ter-

ritorial distribution attracts the attention of many foreign researchers, especially of 

those working on the concepts of "new international economics", "new interna-

tional trade" and "new economic geography". Among them are Becattini, 

Boschma, Brennan, Breschi, Duranton, Elsner, P. Krugman, Cooke, Lundvall, 

Malerba, Audretsch, M. Porter, Puga, Storper, Feser, M. Feldman, Hill and others. 

Most of the publications are exploring the specific directions of the cluster organi-

sation. Cluster policy problems have caught the attention of several Ukrainian 

scientists and practitioners. In terms of clusters‘ implementation, the most famous 

works are presented by A. Annenkov, A. Varyanychenka, M. Voinarenko, N. 

Vnukova, V. Geets, B. Zheruha, V. Zaremskoho, V.Zakharchenko, V. Ivchenko, 

I. Kosach, A. Kuzmin , A. Melnuk, A. Olejnik, B. Paton, S. Sokolenko, C. Stupak, 

L. Fedulov, O. Himenka, O. Yashkin. Clusters‘ issues are covered by the publica-

tions of several regionalists (especially the cross-border cooperation), such as: I. 

Bakushevych, N. Blazhevych, N. Vnukova, V. Demchenko, T. Miller, N. Mikula, 

V. Podvysotskui. However, we can not see systematically analyzed and summa-

rised results in the studies of foreign scientists. Nevertheless, the analysis of the 

fundamental issues associated with the theory and methodology of cluster estab-

lishment and functioning and the adaptation of Western models for Ukraine has 

not been performed. 

1.5.2. Development of theoretical and methodological principles of the func-

tioning of cluster-type production systems and their integral representation 

The economic processes‘ globalisation has not decreased the importance of the 

local relationship. Vice versa, the need for finding new forms of localisation of 

the economic relations in the sphere of production, capable of being organic, but 

also a relatively autonomous part of the global economy, has intensified. One of 

these forms are the clusters which, although present in the economic history, have 

gained significant importance in our time and require a new thinking to meet the 

challenges of today. This task has been implemented within the concept of the 

―new regionalism‖, which is particularly popular among the economic geogra-
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phers and representatives of related sciences
216

. It shows that regional develop-

ment should be based primarily on internal competitive advantages that are real-

ised in the local economy and on the benefits of the cross-sector production under 

the transfer of significant powers carried out by the regional authorities. Thus, 

different corporations could be developed and could compete with other regions 

in creating favourable conditions for economic activities according to the laws of 

science, increation and innovation potentials. 

However, according to some estimates, yet has been not enough insightful publi-

cations, which would critically analyzed the theoretical and practical components 

of the cluster concept in the system of the new regionalism 
217

. This lack of re-

search partly explains the present situation, in which the "cluster" remains in dif-

ferent fuzzy and randomly interpreted concepts, which lacks scientific clarity and 

consistency. Finally, as noted by Steiner, "the pretty fuzzy nature of the clusters 

creates problems in developing their theoretically sound definition, empirical 

evaluation, recommendations for policy and evaluation of their effectiveness"
218

. 

Despite this situation, the generally successful practice of using the cluster approach 

in the management of regional and local economies provides enough reasons for giv-

ing it priority in comparison with previous forms of local production systems.  

The relationship between the new regionalism concepts and the cluster system of 

spatial production organisation could be of general and special nature. New re-

gionalism is developing primarily as a global trend, and it clearly occur at interna-

tional level. Its form is a collabouration of governments and non-state actors from 

the businesses and the civil society
219

. The concept of new regionalism reflects the 

multilevel processes in the international relations in certain segments of the global 

space. They are flexible and can develop both in width (like BSEC) and in depth 
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(the movement of the "Europe of regions" within the European Union). In the 

concept of new regionalism, the cluster form of production systems‘ organisation 

should be seen as the economic component of the territorial distribution of pro-

duction related to the interests of the region in terms of providing a high life quali-

ty. At present, the cluster production organisation is acknowledged at national and 

supranational levels, thus concompanying its growing role in the world economy. 

This was reflected in the legislative and governmental decisions of a number of 

European and North American countries. Among them are the Government's De-

partment of Trade and Industry of Great Britain
220

, the Organisation for Economic 

Cooperation and Development
221

, and the European Commission
222

. These 

measures were directed towards: support for R&D, establishment of cluster organ-

isations, attracting venture capital and development of the cluster identity among 

joint ventures. On September 4
th
 2012, the Law of Ukraine "About the industrial 

parks" came into force. The law provides for the establishment of the first ten indus-

trial parks. People support the cluster form of economic relations, focusing their ef-

forts primarily on the use of the competitive advantages of the entities with geograph-

ic proximity, thus ensuring high productivity, growth and leadership in innovation.  

The basis of all discussions on the meaning of the clusters was identified by M. 

Porter and was formulated by him back in the eighties of the last century. In his 

vision, "clusters are a geographic concentration of interconnected companies and 

associated institutions in a particular field. Clusters encompass a series of con-

nected industries and other entities important from the point of view of competi-

tion. They include, for example, suppliers of specialised inputs - components, 

equipment and services, and providers of specialised infrastructure services. Clus-

ters also often extend vertically - down the value chain - all the way to distribution 

channels and buyers, and horizontally - to manufacturers of complementary prod-

ucts and companies in industries related by type of labour, technology and pro-

duction resources. Finally, many clusters include governmental and other institu-

tions - universities, agencies on standardisation, think tanks, suppliers from the 

field of vocational education and trade associations - that provide specialised edu-

cation and professional services, increation, research and technical support"
223

. 

Taking as a starting point the definition of M. Porter, we can develop the idea of a 
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cluster due to the variations in the business combinations, taking into account lo-

cal or regional, sectoral or inter-sectoral, national or international, knowledge-

oriented or applied principles. At the same time, the viewpoint of M. Porter that 

clusters can be tied to the region or appear at national level, should be accepted.  

The development of the cluster production organisations in qualitative and quanti-

tative aspects attracted the attention of various specialists. It is clear that, first of 

all, the cluster is the object and subject of research in economics and geography 

areas. It the studies carried out from economic point of view the emphasis is 

placed on sectoral and inter-sectoral relations and those inherent in competition
224

. 

On the other hand, for the geographers (taking into account their professional 

competence), problems of economies agglomeration in the industrial area and the 

spatial concentration of production and businesses, are much more important
225

.  

Looking back at the history of the economic thought, the concept of the geograph-

ical cluster theory grew out of the industrial area (Industrial Districts) taking into 

account the development within rigid territorial limitations. This solved the problem 

of finding such competitive advantages, which cover the competitive benefits of an 

open economy. Alfred Marshall identified two efficient production systems: large, 

vertically integrated production unit and concentration of many small factories that 

specialised in carrying out certain phases of the overall production process within a 

given territory. The issue of the industrial area received a more detailed develop-

ment in the research of ―post-ford‖ flexible specialisation carried out by G. Bekatti-

ni. In his interpretation, they take the form of functional density in industrial ag-

glomerations, in which are integrated the interests of the society and the business
226

. 

Under the concept of A. Marshall, the benefits of the industrial agglomerations are 

formulated by modern researchers. They define three possibilities for reducing the 

costs of local origin: growth of intermediate and ancillary industries, which provide 

specialised services; development of skilled labour pool; development of the neces-
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sary infrastructure and other collective resources
227

. This approach is now comple-

mented by factors related to knowledge and increation spillover
228

.  

However, in the context of the intended transition to a knowledge-based economy, 

in more modern works we can see different approaches used, which emphasize 

the effects of knowledge and increation flow. The organisation of the cluster pro-

duction systems in our time requires the definition of their competitive advantages 

and the development of a system for using them. The current practice in solving 

this problem is based on the so-called "Diamond" model of competitive ad-

vantages also known as the "diamond of competitive advantage", developed by M. 

Porter, which is based on statistics of more than 100 companies
229

. The Porter‘s 

system defines the key elements of the environment that affect its international 

competitiveness. It is clear that the cluster establishment and the process man-

agement are related to competitiveness potential, which is provided by the ele-

ments of the diamond. Their interpretation in relation to the clusters identified by 

K. Shtainle, G. Schiele, and K. Mittsner is as follows
230

: 

1. Factor conditions can be divided into "basic factors" such as natural re-

sources and unskilled labour, and "higher-order factors" such as highly qualified 

personnel, for example engineers and scientists. Competitive advantages largely 

depend on the availability and effectiveness of higher-order factors that are unique 

to clusters and are difficult for other actors to imitate; 

2. In this perspective, the presence of highly experienced clients is im-

portant, as it affects the quality standards, innovations and technological progress 

of the nation; 

3. Availability of related and supporting industries is also important, as they 

can be used for the exchange of ideas, knowledge and skills. The availability of 

local suppliers and companies that use similar or identical technology to produce 

complementary products, provides for the development of cost-beneficial cooper-

ation, such as joint ventures, able to develop R&D projects; 
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4. Company strategy, structure and competition play an important role in the 

diamond model of M. Porter. The provision of a strong basis for local competitors 

is one of the main incentives for innovation and modernisation. 

These four determinants form a correlated and dynamic complex, where 

each element affects the other three. The simultaneous presence of all factors, 

combined with bilateral interdependence between all determinants, creates an en-

vironment which promotes the establishment of clusters. 

Clusters‘ creation is not a mechanical process, leading to changes in existing 

partnerships or giving priorities to regional or local companies to place orders. 

The cluster organisation is usually caused by the need of a greater or a lesser 

change in the internal organisation of the enterprises-members of the association. 

In addition they need to adapt their goals and mission. At first, the leading enter-

prises are trying (and often unsuccessfully) to assume additional orders. At the 

same time, they are enlarging themselves, and to a certain extent are subordinating 

the subcontractors. Relatively new in this process is the establishment of business 

groups, which are acquired or newly opened by one business owner, irrespective 

of the industrial and quantitative differences between them. 

At present, in the economic science there is no a developed theory under which it 

would be possible to predict the impact of the cluster organisation on the devel-

opment of the enterprises involved in its structure. Apparently, for the majority of 

the companies, this development is related to changes in their internal organisa-

tion, size, number of employees, management etc. The empirical analytical calcu-

lations and studies are based on experience and organisational knowledge. Often 

the changes are not related to the available resources of the company and its man-

agement. Therefore, many enterprises, being part of a given cluster, (despite their 

different subject specialisation) legally belong to the same owner. This provides for 

the acceleration of the cluster establishment and adjustment of its effective function-

ing.  

Studies show that the establishment of business groups occurs in two ways. The 

first one is through the creation of new companies or the acquisition of existing 

ones, which reflects the impact of the industrial agglomeration on the organisa-

tional forms. In the same time, we can see the trend of wider prevalence of groups 

in the industrial areas, rather than abroad. In addition, the groups in the industrial 

districts are less diversified and more spatially concentrated than the groups be-

yond the industrial districts
231

.  
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The organisation of the cluster forms has not yet reached the level of develop-

ment, which allows national specifics, (for example in the multinational compa-

nies) and the differences between them (determined mainly by sectoral factors) 

will not be considered. Within that context, Fezer and Bergman developed the 

idea of national cluster templates
232

. The basis of their theory is provided by the 

defined by M. Porter ―factor-creating‖ values with prevailing linkages in the re-

gion 
233

. While creating a cluster, they serve as a "roadmap" for the planners of the 

regional development. Thus, all members of the cluster could take advantage of a 

triple effect related to the industry competitive advantages, the competitive ad-

vantages of the region and the synergistic derivatives. This cluster strategy should 

be based on the competitive advantages of the region without losing the sectoral 

advantages related to the obligatory "cultivation" and initiation of new activities.  

As the American experience shows, the use of national cluster patterns has great 

prospects in regions that are experiencing fewer clusters. In the USA these are the 

textile clusters in the South-Eastern regions
234

. The Centre for Economic Educa-

tion and Research of Cincinnati (Ohio State) has developed an identification of 

the industrial clusters in order to focus the efforts on the economic development. 

It has formulated six criteria that can be the basis for target clusters‘ selection
235

: 

• a cluster should provide high average wages, positively impacting local 

revenues; 

• a cluster should provide a strong basis for employment (percentage of em-

ployees in a particular cluster region) and for success (except for those regions 

that are trying to shift to another industry); 

• a cluster should cover an area that is not limited to the development of the 

local economy and create or expand the export base in order to attract outside capital 

to the region, thus contributing to its economic development on multiplier basis; 

• a cluster should include public enterprises and local authorities, indicating 

its strong presence in the region in relation to the national economy; 

• a cluster should contribute to the growth of the employment of the population; 
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• a cluster should contribute to a significant increase in the economy, due to 

the use of local factors. 

In the development of local level cluster policy the size of the country, the indus-

try branching of the economy and the regional specialisation are taken into ac-

count. Thus, the number of clusters and their specialisation should be defined. For 

certain areas of the country with high industrial concentration the previous eco-

nomic development is also taken into account. This is of particular importance for 

the well-known and internationally competitive clusters. This technique has been 

successfully used in Brazil for large clusters, and for local production systems, for 

example: the aviation cluster EMBRAER in São José dos Campos, the cluster in the 

field of telecommunications equipment in Campinas and several other clusters in 

traditional industries such as footwear, furniture, ceramics, textiles and clothing
236

.  

In Ukraine it can be adopted for clusters of aviation, metallurgy and some manu-

facturing industries. In general, the establishment of cluster-type organisational 

associations is applicable to the science-oriented sectors and sectors with real 

growth prospects, using the "economies of scale" ideology. As to the traditional 

sectors, this legal form is not essential for them. 

Studies on cluster problems pay undeservedly little attention to the territorial as-

pect. Today we could not be entirely satisfied with the reference to M. Porter, re-

garding the limitation of a cluster by a certain territory. As a rule, under this 

statement there is a hidden subtext - for the cluster creation a defined administra-

tive unit should be elected. The epistemological roots of this understanding lie in 

the practicality of the founders, for whom it is easier to deal with a minimum 

range of officials. However, the success of the cluster is related to a flexible ap-

proach because in some cases the cluster borders may not coincide with the ad-

ministrative division. In the spatial approach should prevail the delimitation of the 

territorial competitive advantages that you can use for successful functioning of 

the cluster. Among them one could mention: avoiding high costs in the dense ur-

ban environment, transport facilities, availability of skilled labour, access to in-

creation resources and more. 

Marshall has studied the tendency of transition from dominant significant rela-

tions between companies of one industry, to the creation of small, committed to 

each other and vertically integrated groups of companies, which are largely hid-

den for the external environment and form a kind of "export economy". Marshall 

Cook summarised the idea as based on three key elements of proximity: territorial 
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concentration of subcontractors; freely available skilled labour; rapid formal and 

informal communication through shared knowledge of companies, employees and 

society. Marshall described the concept of collective knowledge within the indus-

trial zones as "industrial atmosphere", which you can also define using the phrase 

"knowledge (about production) is in the air"
237

.  

While discussing the meaning of the "industrial atmosphere" concept, it should be 

noted that for A. Marshall, it has predominantly intellectual and spiritual content. 

For him it is  predominantly a socio-economic climate, which exists in a given 

location, with its formal and informal customs, traditions, direct and indirect in-

volvement in production and business. For example, in Ukraine this kind of 

knowledge in the field of coal industry is typical for Donbass; marine affairs - 

Odessa, forestry - Ivano-Frankivsk, vegetables - Kherson, sugar beet and potato - 

Ternopil etc. Without rejecting the industrial components of the atmosphere men-

tioned above, in nowadays the territorial space related to the clusters is crucial, as 

in the "industrial atmosphere" prevails the pervasive taste of creativity.  

Efforts to create an attractive investment climate expand the orientation of the 

public authorities in setting-up favourable conditions for business in national, re-

gional or even local areas. In this respect, clusters are developing as a form, in 

which the best results in the competition for the development of high-tech indus-

tries and products could be achieved. Active participants in the cluster are pri-

marily small and medium enterprises. However, multinational companies are also 

interested in this form of production organisation, as they are looking for coopera-

tion with cluster companies taking into account the new competitive advantages 

of local character. 

Cluster form of production, became very popular, due to the big effectiveness in 

the use of new knowledge and the development of innovative technologies and 

products. The experience of the Silicon Valley shows, that within the global circu-

lation of scientific and technological achievements, local leaders are appearing 

around highly productive systems, which become successful in global competition 

context. Lessons from the Silicon Valley indicate that the clustering advantages 

for companies can be detected from the development of specialised agglomera-

tions with a sufficiently broad geographic network. Companies located in the cen-

tre of the cluster, should use local assets, borrowing also global resources from the 

key flows of knowledge, increation and skills. 

The viability of the innovative clusters is largely dependent on the infrastructure 

related to the human resources. Particularly important role in the functioning of 

the clusters is played by the scientific and educational institutions that have a 

unique value for the local development. Ideally, in the areas, covered by the clus-
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ter, the scientific and educational institutions should be among the global leaders. 

Besides offering to the cluster companies new ideas, these institutions get orders 

from the business, provide the necessary experimental basis and receive funding 

for the development of research and training activities. 

The above presented cluster organisation can be particularly important for 

Ukraine. With the reduction of funding for science and education, and the increas-

ing liability of local authorities in terms of unemployment reduction and new 

jobs‘ creation (especially for young people), efforts should be focused on the de-

velopment of local industrial structures of regional character. The most promising 

approach in this respect is to promote and encourage university research in the 

development of new innovative products. In this regard, the cluster policy should 

take into account the international experience in regional centres development. 

Particular attention should be paid to the new generation of professional research 

companies and universities. A key factor may be the inclusion of trans-

disciplinary research networks with sufficient resources. 

The local dimension of the cluster relationships (incl. these with scientific and 

educational institutions does not play the dominant role. Studies show that a high 

level of competitiveness could be achieved through the development of external 

(incl. international) relations
238

. Thus, analysing the activities of the cluster soft-

ware, Oslo Isaksen shows that at the initial stage of the association the direct con-

tacts and the interaction between consulting companies, customers and suppliers 

are very important. The spatial proximity facilitates the face-to-face knowledge 

sharing. However, these benefits for the "new" cluster should be considered as 

"embryonic", as the further growth of the created potential will require the devel-

opment of foreign economic relations and broader institutional support
239

.  

In economics, we still have a "white" spot, which is the problem of the cluster 

policy for peripheral (depressed) regions. The vast majority of scientists focus on 

finding the forms and mechanisms of creation and functioning of clusters in de-

veloped regions, with strong R&D and manufacturing resources. As to the de-

pressed regions or the regions that due to some new trends emerging from crisis 

need revival at least in the traditional areas of activity, the adaptation of the clus-

ter forms to their enlargement objectives is not well explored. Currently, in the 

literature on regional issues one dominant point of view is that the economy can 

revitalize the disadvantaged areas through appropriate policy knowledge and in-
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novation
240

. We can also see the development of research on the recovery of the 

old industrial regions. For them, as the analysis shows, the problem is not so much 

related to the lack of adequate institutional saturation (institutional thickness), but to 

the legacy of collective thinking, based on old technology and «ways of doing»
241

.  

Possible solution was given by G. Grabher, using the phrase "cognitive lock"
242

. 

The way out is clear: the cluster must adopt innovative solutions, thus providing a 

way out of its traditional creative fields. It means, that the old habits should be 

taken away, thus leading to the release from the past, that in the authorship of 

Johnson is called ―institutional forgetfulness‖
243

.  

The initial conditions for the development of regional clusters are often related to 

the classic version of their origin or creation
244

. The possibilities for cooperation 

within a metropolitan business region should be clarified, despite the presence of 

competition between them. An important part of the cluster policy should be the 

establishment of a network of local service providers and customers for large en-

terprises through outsourcing of some of their functions. A special role is played 

by the universities and research institutions able to contribute to the implementa-

tion of an innovation policy. As a consequence, we could expect the participation 

of different small and medium sized enterprises. Finally, a system of vertical or 

horizontal cooperation within the region should be developed.  

The new theoretical approaches to the development of cluster production systems 

are based on the concepts of the evolutionary and institutional economics and 

transaction. With this in mind, the often used theoretical system (comprising flex-

ible specialisation, social construction, domestic, local or regional labour markets, 

regional networks) is focused on the environment model. While talking about the 
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regional level, three approaches to create clusters can be used. In the publications 

of Hanson, Glaeser, Scott, Storper we can see the development of the functional 

organisation idea, in which the flexible specialisation and cooperation in the area 

of scientific and technological development are dominant 
245

. Another option is 

presented in the research of Bramanti, Harrison, Gordan, Johnson, Gregersen, 

Morgan, Ratti, Shtorper
246

. It consists of introducing social and creative colla-

bouration that focuses on regional patriotism, based on the exchange of increation 

through personal relationships and building an environment of trust. Among the 

scientists in economic geography cluster systems with local dimensional shape 

(spatial entity) are discussed
247

. They give priority to the physical factors and the 

cultural advantages of the territory, taking into account its business climate and 

the willingness of the population to change. 

Concluding remarks 

1. Discussions on the cluster organisation of the production systems are 

developed in the European and American scientific literature with a focus 

on the new challenges faced by the world economy. They are associated 

with the theories of "new regionalism" and "new geography". The 

organisational mechanism developed provides for the use the competitive 

advantages of the entities‘ geographical proximity without losing the 

advantages of the globalisation benefits, thus ensuring high productivity, 

growth and leadership in innovation. 
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2. Clusters‘ establishment requires changes in partnerships for the benefit of local 

enterprises, subordination to the leading enterprises in a given cluster, 

development of business groups with involved and newly established companies. 

3. The feasibility of clusters‘ establishment depends on different criteria 

related to: ensuring a high average wage, employment basis development, 

export potential creation, national business leaders‘ involvement, and local 

economy growth. 

4. Cluster policy should be focused on new knowledge implementation and 

development of innovative technologies and products that fit the human 

resources‘ infrastructure, especially scientific and educational institutions. 

5. Clusters are considered an effective form for depressed areas‘ development 

and revitalization (rebirth) of old industrial regions. 

1.6. Main LPS theories: The concept of agglomeration economies and its evo-

lution from the perspection of LPS’s functions 

1.6.1. Agglomeration economies as a main factor explaining the spatial con-

centration of economic activities 

In general, agglomeration economies are external benefits resulting from the clus-

tering of population, facilities, production, services, trade, etc. in a small area. 

From a macroeconomic point of view, agglomeration economies impact on the 

usefulness of businesses and households, although these entities, being recipients 

of external effects, have no impact upon their intensity. In graphic representation, 

in relation to a single company, when these effects are missing, optimum output 

would be established at the point, where marginal profit curve intersects the  mar-

ginal cost curve of economic activity (see Q1 on Fig.1.5.). However, if operations 

of company A are influenced by other economic entity, marginal cost can be re-

duced  (e.g. when spatial concentration of businesses representing one industry 

leads to the emergence of a higher number of subcontractors, who, under the pres-

sure of intensified competition, reduce prices of their products). Then, as a result 

of externalities, company A may offer consumers Q2-Q1 more goods at lower 

prices by P1-P2 (see Fig. 1.5.).
248

 

The term ―externalities‖ in this sense was introduced to economics by A. Marshall 

in his work ―Principles of Economics‖. Analysing the problems of industry con-

centration and possibilities to reduce unit costs of production, he distinguished 

two types of benefits connected with increased output, i.e. internal economies 

dependent on the resources of individual businesses, their organisation and man-
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agement efficiency and external economies resulting from general economic de-

velopment.
249

 Gradually, division into the so called pecuniary and technological 

externalities was introduced.
250

 Pecuniary externalities appear when profits of one 

group of companies depend on the size of production and outlays made by other 

economic operators. They act directly through the market and with the intermedi-

ary of the price mechanism.
251

 Technological spillovers mean that the entrepre-

neurs, by their production-related activities, directly impact the operational condi-

tions of other entities, i.e., externalities appear when the production of one com-

pany also depends, besides internal factors, on the production of other companies. 

These interdependences add-up to market mechanism and, because of that, they 

are difficult to measure using classical economic methods.
252

 As R. Domański 

observed, technological externalities are often a ―black box‖ containing the im-

portant competence of complex non-market institutions, whose role and im-

portance are strongly highlighted by economic geographers and spatial analysts.
253

 

Fig. 1.5. Optimum output in the presence of external benefits 

 

 

 

 

 

 

 

 

Source: A. Jewtuchowicz, Efekty zewnętrzne w procesach urbanizacji i uprzemysłowienia, Acta 

Universitatis Lodzensis, Lodz 1987, p. 68. 
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In the literature we can also come across the division into public and private ex-

ternalities.
254

 If economic interdependence impacts only a few operators we are 

dealing with private externalities. When it impacts a substantial population, exter-

nalities become public and, as such, represent the characteristics of public goods, 

which justifies the development of the public sector in the economy.  

The concentration of businesses and households in a relatively small space re-

mains one of the main sources of external economies. It is a situation where the 

users get access to various benefits, leading, e.g., to the reduction of unit cost of 

production, market expansion, operating in a better developed labour market, en-

suring a variety of consumer choices or exploiting the economies of scale when 

infrastructure is used by a relatively numerous group of users. In economic terms, 

agglomeration economies are the most fundamental way of explaining why eco-

nomic activities tend to concentrate in space. The economic rationale behind 

forming big groups of population and businesses surely lies in the higher produc-

tivity and increasing returns, which they ensure to their participants.
255

 

1.6.2. Classification of agglomeration economies 

The reasons for the concentration of economic activities can be divided into those 

that remain exogenous in relation to space and those that are endogenous (see Fig. 

1.6.) with agglomeration economies belonging to the second category. Sources of 

exogenous economies do not refer to externalities but to aspects connected with 

the geographic location, which impacts minimally on the costs of transport, prox-

imity of raw materials, etc., i.e., with location factors analysed by classical loca-

tion theories usually from the perspective of a single company or a single house-

hold. Sources of endogenous economies are usually divided in literature into those 

resulting from economic specialisation and those from the diversity of economic 

structure. The first are referred to as Marshall-Arrow-Romer (M-A-R)
256

 agglom-

eration economies, or just Marshallian effects, while the second ones are called J. 

Jacobs-type effects.
257
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Economies of the first type are usually attributed to the following sources:
258

 

1. A labour market that is rich in skills as a result of the economic speciali-

sation of a given area; 

2. The easy access to companies manufacturing particular goods or render-

ing specific services within forward and backward cooperation linkages; 

relatively low prices of these goods and non-traded local inputs; the ease 

of establishing forward and backward cooperation linkages; 

3. the increation and tacit knowledge spillovers referred to by A. Marshall 

as ―industrial climate‖ leading to better innovativeness. 

Figure 1.6. Classification of reasons for the concentration  

of economic activities – agglomeration economies 

 

 

 

 

 

 

 

 

 

 

 

Source: B. T. McCann, T. B. Folta, Location Matters: Where We Have Been and Where We Might 

Go in Agglomeration Research, “Journal of Management”, Vol. 34 No. 3, June 2008, p. 534. 

The size and quality of the labour market are important for the entrepreneurs seek-

ing skilled workers and for the working population. Companies searching the 

market to find highly skilled workers, facing the need to constantly adjust their 

offer to customers‘ needs, are looking for flexible labour markets, where their 

searches are quick and do not involve excessive cost. Such labour markets are 

usually situated in big urban agglomerations. On the other hand, highly skilled 

employees, the most demanded on the labour market, usually invest substantial 

financial resources in developing knowledge and skills. Looking for a job in ag-
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glomerations, which offer better chances of finding a satisfying job, allows them 

to discount their intellectual capital more quickly. 

The dense concentration of many suppliers and demanders in a given space leads 

to a situation in which uncertainties are compensated by the diversity of partners, 

ensuring the quick access to needed resources. Hence the global increase in the 

importance of face-to-face contacts as a way of reducing uncertainty and building 

mutual trust among potential partners in a constantly evolving environment. As a 

result, the ease of searching for business partners is important both in financial 

(lower prices caused by competition) and technological terms. Even in times of 

rapidly developing transport and communication technologies leading to signifi-

cant reductions of costs of virtual transactions, direct contacts with a view to con-

cluding contracts and agreements between companies still remain a vital element 

that is decisive for the reduction of transaction costs.
259

 

Finally, spatial proximity of a large number of entities linked with a dense net-

work of bilateral relationships creates conditions necessary for the fast and fre-

quent exchange of increation. Specialised regional economies are areas of intense 

knowledge dissemination, which supports innovation and generates growth in the 

long-term. Companies are involved in formal and informal cooperation arrange-

ments, which support their interactions and contribute to the building of mutual 

trust and to achieving common economic objectives.
260
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Besides the supply-side effects, demand-side benefits are important constituents 

of the Marshallian agglomeration economies. Concentration of businesses and 

households in space guarantees a higher demand, connected not only with better 

access to demanders (benefits for  suppliers) but also with reduced demanders‘ 

cost of looking for suppliers (benefits for demanders). This element of external 

economies was already discussed by A. Marshall and gradually attention was paid 

to the fact that demand-side agglomeration economies will be particularly visible 

in these sectors of the economy, where the ability to directly learn about the fea-

tures of a product is vital
261

 and where product variety is wide.
262

 On the demand 

side there is also the utility mechanism of CES (constant elasticity of substitu-

tion).
263

 Nevertheless, the statement that agglomeration economies on the demand 

side result in reduced transaction costs of matching sellers and buyers is the sub-

ject of relatively little interest among the economists. This is mainly due to methodo-

logical limitations, since analyses are in most cases limited to models including two 

businesses operating on linear markets (in terms of space)
264

 under the assumption of 

equal distribution of demanders and no ex-ante market needs analyses.
265

  

Contrary to the above type, the agglomeration economies of J. Jacobs focus on 

positive aspects relating to the diversity of economic structures. Such economies 

are external vis-à-vis the economy but endogenous for the examined spatial ar-

rangement (city, selection of cities, region, etc.). They emerge when one type of 

economic activity contributes to the enhanced marginal productivity of other types 

of activities as a result of the proximity of their locations (cross-product increas-

ing returns). It is also worth pointing out, that these types of agglomeration econ-

omies not only reduce the ―cost of searching‖ (e.g., suppliers, demanders, goods 

needed by consumers) but also creates possibilities for coming across situations 

that may give rise to an impulse or inspire an innovation. The above is demon-

strated by studies that attempt to link the classification of agglomeration econo-

mies with product and industry life cycles. There is a clear tendency, following 

which, M-A-R externalities increase with subsequent maturity stages of an indus-

try, while Jacobs externalities observed in young industries diminish in more ma-

ture sectors or even record negative effects. Young industries tend to select loca-
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tions of high diversity, where the environment is conducive to innovation and 

creativity even if they come at a high price; mature industries prefer cheaper loca-

tions with high specialisation-bound benefits and relatively substantial market-

places (see Table 1.2.).
266

 

Table 1.2. Agglomeration economies and the dynamics of the life cycle of products  

and sectors 

 

 

Industry life cycle 

Young  Mature 

 

 

 

Urbanisation 

Cost of 

production 

factors 

High prices of land 

High salaries and wages 

Congestion 

0 

0 

0 

 - 

- 

- 

Knowledge 
Skilled labour force 

Knowledge infrastructure  

+ 

+ 

 0 

+ 

Market 

reality 

Access to big marketplaces 

Access to demanding marketplaces 

0 

+ 

 + 

0 

 

 

 

 

MAR  

agglomeration  

Cost of 

production 

factors 

Low cost of adjustments on the 

labour market 

Low cost of inventories 

Low cost of transport in value add-

ed chain 

0 

0 

0 

 + 

+ 

+ 

Knowledge 

Skilled labour force 

Easy dissemination of knowledge 

in industry 

Easy joint efforts for innovation in 

cases of collabouration within value 

added chain 

0 

+ 

0 

 

 + 

+ 

+ 

 

 

Market 

reality 

Easy access to specialised suppliers 

and demanders 

0  + 

 

 

Jacobs  

agglomeration 

Cost of 

production 

factors 

Large diversity of products and 

services 

Avoiding a too narrow  perspective 

+ 

0 

 0 

- 

Knowledge 
Easy dissemination of knowledge 

across industries 

+  0 

Market 

reality 

Reduced changeability of demand 

and supply 

+  0 

―+‖ – expected positive effect 

―0‖ – change is not expected/ economies and diseconomies set off 

―-‖ – expected negative effect 

Source: F. Neffke, M. Henning, R. Boscha, K.-J., Lundquist, L.-O, Olander The Dynamics of Ag-

glomeration Externalities Along the Life Cycle of Industries, “Regional Studies”, Vol. 45.1, 2011, 

p. 54. 
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In the classification of agglomeration economies one more type needs to be men-

tioned which is named after E. Hoover
267

 - urbanisation economies. These are 

economies resulting from the urban development processes, which translate into 

the higher utility of their users resulting from the economies of scale. In this con-

text, urbanisation economies should be considered in the broadest category com-

pared against the former ones, which covers, e.g.,
268

: transport arrangements and 

the reduction of costs of transport (urban areas as transport hubs); rich and diver-

sified labour markets offering benefits to both employers and employees; econo-

mies of scale when it comes to the use of technical and social infrastructure and, 

therefore, diminishing marginal costs and charges for its use; developed institu-

tional environment (universities, research centres, fund-raising organisations, 

etc.); and more rapid dissemination of knowledge, which leads to higher innova-

tion and creativity. 

We must stress that, as in a single company, economies of scale in production, 

having reached a certain level, may become diseconomies of scale. In addition, 

location economies may, by assuming negative marginal values, lead to net ag-

glomeration diseconomies in various locations. Agglomeration diseconomies in-

clude: increased prices of construction land (as a result of increasing income and 

demand for real estate), diminishing profitability of companies as a result of in-

creasing wages, congestion, diminishing quality of public services, environment 

or, e.g., enhanced scale of social pathologies. 

Consistently, while in the initial period of development of a city or region we can 

observe increases in its inhabitants and users due to increasing labour productivity 

and marginal utility of households, after a certain threshold has been reached, a 

reverse phenomenon may occur. Thus, we may propose a thesis that a decision on 

location within an agglomeration or outside of it is taken by a business or a 

household based on the analysis of the overall balance of agglomeration econo-

mies and diseconomies.
269

  

We should also add that, with reference to the analysis of agglomeration economies 

or diseconomies, technological progress (in transport, construction, communication 

technologies and social innovation) plays an important role. With the passing of time, 

this factor may delay the moment that agglomeration diseconomies become tangible 
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(e.g., developments in automotive industry or efficient collective transport in an ag-

glomeration is allowed to choose locations distant from the centre). 

1.6.3. Empirical evidence and the evolution of the agglomeration economy 

concept (towards a dynamic approach) 

In spite of abundant theoretical achievements in the area of spatial concentration 

of economic processes and its long history, empirical studies on agglomeration 

economies started relatively recently (in the 1980s).
270

 Among the most often cit-

ed groundbreaking works we may list the studies of Anna Lee Saxenian on the 

phenomenon of the Silicon Valley (1994)
271

, Michael Porter‘s surveys of clus-

ters
272

 or the works by G. Beccatini and his collabourators from the University of 

Florence, which ―refreshed‖ the Marshallian concept of an industrial district with 

reference to the so called ―Third Italy‖.
273

 The works devoted to innovative mi-

lieus of the research group GREMI
274

 headed by Ph. Aydalot cannot be overesti-

mated. These surveys focused mainly on the social context of the economic pro-

cesses based on case studies of the Silicon Valley, Cité Scientifique based south 

of Paris or in regions of the ―Third Italy‖.
275

 Besides, many detailed analyses con-

cerning selected industries were drafted by economists and representatives of 

management sciences.
276
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The issue of agglomeration economies is a very complex one and nowadays the 

difficulties of measuring it are often highlighted, particularly in relation to the so-

called spillovers and other, non-pecuniary externalities. The majority of empirical 

studies conducted within the framework of urban and regional economics con-

company the impact of agglomeration economies, mainly of the M-A-R type, as 

they detect a positive correlation between the concentration of businesses repre-

senting the same or similar industries and indicators such as work productivity, 

the number of start-ups or increased employment in an industry.
277

 Studies that 

link economic activity concentration and prices in a given industry seem particu-

larly reliable. For example, studies by B. T. McCann and G. Vroom revealed that 

agglomeration economies may lead to a situation where, paradoxically, new en-

trants into the same industry in the same location make the incumbents raise their 

prices as they will treat the entry as an opportunity, not a threat.
278

 

Similar empirical evidence comes from the studies of urbanisation economies. For 

example, Stuart Rosenthal and William Strange concluded in their analyses that 

the doubling of population in a given area increases work productivity at a rate of 

3-8%.
279

 Comparing the two types of agglomeration economies in empirical stud-

ies does not let us decide unambiguously which one prevails over the other.
280

 The 

advantage comes from the presence of auxiliary factors, such as the industry spe-

cific for a given area, diversification of the economic structure in the territorial 

unit in question, structures of markets on which businesses operate
281

, industry life 

cycle
282

, number of businesses in the industry, sensitivity to costs of transport
283

, and 

also, for example, at which geographic level the analysis takes place.
284
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In general, however, the overview of studies that point to the tendency to agglom-

erate, concompany the tendency while the overview of studies which make an 

attempt to prove the impact of agglomeration on productivity does not deliver 

such clear-cut results.
285

 Location economies are not easy to analyse as the rela-

tively easy-to-measure high concentration does not always reflect the real dynam-

ics of relationships in a given industry. For example, in many traditional industries 

there may be many businesses employing many workers, however, concentration 

indicators in such cases will tell us nothing about the level and mechanisms of 

their cooperation. In other words, concentration indicators measure only the eco-

nomic specialisation, not the dynamic location economies.
286

 

In practice it means the need to continuously look for various research approaches 

and methods, often of a qualitative nature and based on sciences other than eco-

nomics. Thus the accomplishments of institutional economics may make a valua-

ble input in explaining economic phenomena in space. 

This is important because, as with social and economic advancements, the identi-

fication of the concentration of human activities in space (agglomeration) is not 

more than the first stage in modern spatial analyses. G. Colletis and B. Pecqueur 

drew attention to the above by distinguishing three stages of regional develop-

ment, i.e. agglomeration (clustering), specialisation, and specificity.
287

 The crea-

tion of clusters (agglomeration) consists of the concentration of various activities 

in a given geographic space. At this stage of development, pecuniary agglomera-

tion economies, relatively easily measurable, prevail. Specialisation is based on 

the presence of an organised economic structure in a given territory, dominated by 

one industry or one product. At this stage, technological externalities gain in im-

portance. These effects are reflected in the presence of educational centres linked 

with the territorial specialisation, technical centres and other institutions and enti-

ties providing technical assistance, developing joint export strategies, etc.
288

  

Importantly, as long as the agglomeration stage is dominated by individual inter-

ests of participating actors, the stage of specialisation witnesses the emergence of 
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―coordination among economic actors, which contributes to the creation of a sort 

of ―public good‖ linking the strategies of all entities‖.
289

 At this stage we can see 

the prevalence of the institutional factors over the pecuniary externalities. 

Figure 1.7. Stages of territorial development and the evolution  

of the concept of agglomeration economies 

 

 

 

  

 

 

 

 

 

 
Source: own studies based on A. Jewtuchowicz, Terytorium i współczesne dylematy jego rozwoju, 

Publishing House of the University of Lodz, Lodz 2005, pp. 130-134. 

 

The most advanced stage of the economic activity concentration and territorial 

development is the one of territorial specificity, meaning the ability to produce 

unique good, facing no competition and inherently linked with a specific produc-

tion process and concrete territory. The ability results from coordination within 

the territory in question, which engages all of the local actors (businesses, authori-

ties and other institutions).
290

 

The above is an attempt to highlight the evolution of the concept of agglomeration 

economies, which initially focused on the measurable effects of a concentration of 

people and businesses. Particularly, a productive branch of studies on agglomera-

tion economies of this kind was initiated in 1980s by P. Aydalot. He promoted the 

setting up of an international research group aimed at specifying the conditions for 

the emergence of the so-called innovative milieus in agglomerations.
291

 According 
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to B. Gruchman, GREMI sourced three disciplines from the achievements, i.e. the 

theory of economics of collective actions, sociology when it comes to the concept 

of social capital, and institutional economics and rules of conduct (formal and 

informal).
292

 Thus, it preferred the dynamic analyses over the static ones and 

stressed that the essence of agglomeration economies in increasingly complex and 

innovation-oriented economic systems depends on mutual trust, the sense of cohe-

sion and belonging, the opening-up to cooperation and synergy as well as the in-

dividual and team input into the good reputation of a given area. All of these con-

tribute to the strengthening of the ability of a given milieu to generate innovation 

and open external innovative impulses.
293

 In other words, the concept of agglom-

eration economies clearly evolved towards institutional trends in economic anal-

yses, mainly the economics of proximity.
294

 

Considerations about agglomeration economies and their role in the concentration 

of economic activities and people should be supplemented with the observation 

that the phenomenon is the principal method of explaining why various versions 

of the so-called ―territorial forms of production organisation‖ emerge.  

With reference to other (also local production systems) manifestations of the 

mechanism of agglomeration economies, we need to refer to their roots as embed-

ded in the works of Alfred Marshall, who coined the term of the so-called indus-

trial district, as a way to explain the increasing work productivity resulting from 

the proximity of businesses.
295 

The merger of economic, social and cultural re-

sources of an area in question within a district creates an additional development 

factor that is equally important as traditional factors of production. Since that 

moment, the concentration of businesses is no longer perceived as only a group of 
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separate economic entities based in a given area, but as a network based on mutu-

al relations and trust, with clear external effects of cooperation. 

The idea of industrial districts provided the basis for works on many other forms 

of production organisation in space.
296

 Among them we can mention the concepts 

of neo-Marshall industrial districts (known also as Italian industrial districts)
297

, 

new industrial spaces
298

 or the concepts of local production systems.
299

 Other de-

rivative concepts include: innovative milieus (Fr. milieux innovateurs
300

), regional 

systems of innovation
301

, the concept of a learning region
302

, or the theory of clus-

ters as disseminated by M. Porter
303

, often criticised by many authors.
304

 

A. Jewtuchowicz distinguishes five important forms of territorial production or-

ganisation claiming that, with the advancements of research in many countries and 

by various research groups, the phenomenon has only recently became the object 

of systemic research, with the first attempts of a synthetic approach.  In general, 
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we may distinguish some categories of works with clearly emerging ―schools of 

thought‖, which can be grouped around the notions of: an industrial district, a 

technopol (technological district), and local (territorial) production systems. In 

addition to these three basic categories, two more concepts deserve our attention: 

clusters and diffused entrepreneurship (Fr. l’entreprisation diffuse).
305

 The latter 

describes the situation of transforming post-communist countries, where the disin-

tegrated vertical integration arrangements in their economies are replaced with a 

large number of small and medium-sized companies
306

 . 

ІІ. TYPOLOGY OF LOCAL PRODUCTION SYSTEMS 

There is a differentiation between an industrial district (ID) and a local production 

system (LPS). Becattini defines an industrial district as a ―spatial concentration of 

small and medium-sized enterprises concentrated in industrial sectors and special-

ised in different phases of the production process, which contribute jointly to a 

specific production identified as the district‘s industrial product.‖ He also noted 

that ―an industrial district is a socio-spatial organisation characterised by the ac-

tive co-existence of an open community (society) of individuals and the enterprise 

sector. The fundamentals of the district‘s economy lie in external economies of ag-

glomeration, which are strongly embedded in space and are characterised by strong 

irreversibility since they stem from the district‘s historical and social structure.‖  

French researchers define LPS as ―a system of enterprises grouped in close space 

around one of many industrial activities‖, ―a territorial union of economic, politi-

cal, and social actors, whose efforts are focused on a specific group of interrelated 

activities‖. 

2.1. Types of LPS  

One of the most famous typology is suggested by Markusen (1996). According to 

this typology there are four different types of industrial clusters: the first one is the 

Marshallian and Italianate type; the second is the hub-and-spoke; the third is 

known as satellite industrial platforms, and the last comprises the state-anchored 

clusters. (Fig. 2.1). 
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Figure 2.1. Types of LPS based on the Markusen concept 

 

Markusen‘s descriptive typology specifies various criteria such as:   

(a) the configuration of the companies;  

(b) internal or external orientation, or the embeddedness of companies within their cluster and with 

agents outside the cluster;  

(c) governance structures; 

(d) the role of the state;  

(e) the role of large companies;  

(f) extent of cooperation and types of business relationships (Fig. 2.2.).  

 
Figure 2.2. Markusen’s typology of clusters 

 

Source: Manuel Portugal Ferreira1, Fernando Ribeiro Serra, Benny Kramer Costa, Emerson A. Macca-

ri4, Hergos Ritor Couto 5, Impact of the Types of Clusters on the Innovation Output and the Appropria-

tion of Rents from Innovation, Journal of Technology Management & Innovation  vol. 

7  No. 4 Santiago dic. 2012, J.Technol. Manag. Innov. 2012, Volume 7, Issue 4 
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2.1.1 Clusters based on number of constituent companies 

 Saturated clusters- there are a large number of companies in the cluster operat-

ing in different industries and regions (Cluster for health tourism – Bulgaria). 

 Unsaturated clusters – there are a small number of companies in the clus-

ter and the cluster‘s market share as a rule is not great (Inter Moda Trad-

ing Cluster). 

2.1.2. Clusters based on type of internal integration 

 Vertical clusters are characterised by the presence of a relationship be-

tween the participants in the value chain, which includes: suppliers, man-

ufacturers, retailers and end customers (Inter Moda Trading Cluster). 

 Horizontal clusters occur in industries in which competing companies 

cooperate. In this case, although there is a competition between the con-

stituent companies, they unite and cooperate in a number of areas: logis-

tics, innovation, marketing, etc., (cluster green freight transport). 

2.1.3. Clusters based on level of internal integration 

 Micro-clusters are characterised by integration at the level of the compa-

ny. In this case, there is a group of companies that are located close to 

each other, allowing them to achieve the necessary level of coordination 

(Cluster "culinary arts and hospitality").  

 Mezo-clusters – clusters are established on the basis of  integration be-

tween close (related) industries, which means that integration takes place 

at the level of industry (Renewable Energy Cluster). 

2.1.4. Clusters based on depth and breadth 

 According to their depth, clusters are divided into deep, shallow, and 

clusters with an unspecified depth: 1) the deep clusters are distinguished 

by the presence of a large number of companies vertically integrated with 

each other (Bulgarian marine cluster); 2) shallow clusters are distin-

guished by a small number of vertically integrated companies and are re-

lated to pronounced horizontal integration (Inter Moda Trading Cluster); 

3) clusters with an unspecified depth are determined by the inability to 

identify vertical linkages; 

 According to their width, the clusters are: 1) broad clusters that include a 

relatively large number of companies/industries (Black Sea Bulgarian 

Cluster); 2) in terms of horizontal relationships narrow clusters consist of 

one or several industries/companies (Cluster electric cars). 
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2.1.5. Clusters based on scope of activity 

 Clusters with a rich business activity: cluster members perform most, if 

not all of the activities in the industry, thus adding to the value chain and 

related industries (marine cluster Bulgaria); 

 Clusters with limited activity – a narrower set of activities that are per-

formed in the cluster‘s borders (Cluster Metal Casting). 

2.1.6. Clusters based on geographical determinants 

 Geographical configuration: The ‗ideal type‘ of cluster would be a single 

localised agglomeration of companies in the sector(s) comprising the 

cluster. Such single location clustering does occur, but in most cases a 

given sector is likely to have more than one cluster. Such multi-location 

clusters or ‗subclusters‘ may be of roughly equal size and importance, or 

may form a type of ‗hub and spoke‘ arrangement, in which one cluster 

dominates the others. There may also be links between sub-clusters, or 

between the ‗hub‘ cluster and its various ‗spokes‘;  

 Geographical scale: Clusters can vary considerably in a spatial context. 

Some may be highly localised within a small geographical radius (Veter-

inary Practice Cluster; Smart Consult), while others may spatially be 

quite extensive and more diffuse, perhaps extending over quite a large 

regional area; 

 According to their geographical significance there are clusters with re-

gional significance (Construction cluster Montana), national significance 

(Cluster photo style, French Telecom and Television cluster) and interna-

tional significance (Black Sea energy cluster). The basis for their classifi-

cation into one of these groups is related to the geographical boundaries 

within which they conduct their business. 

2.1.7. Clusters based on date of establishment and stage of development 

 According to the industrial base that is at the heart of their creation: the 

first type of clusters are those that are formed as a result of (economic) 

development of the region within the borders of which they operate 

(Welcome cluster-Varna); the second type can occur as a result of the pur-

poseful targeting of external investments to the region (Srednogorski Indus-

trial copper cluster-Pirdop);  

 From the point of view of the leading reason that justifies their creation, 

clusters can be established on the basis of: natural resources (Cluster 

Wellcome Varna); skilled labour (English e-cluster); key technology and 
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knowledge (Cluster electric cars); similarity of the markets; manufactur-

ers of similar products (cluster in the field of PVC and its derivative 

products); educational and research institutions; the policy for the eco-

nomic development of the region (State); random events.  

2.1.8. Clusters based on level of development 

Based on these aspects the following types of clusters can be seen:  

 In the living clusters the companies possess the necessary level of local 

knowledge, specialised labour force and external economies and they are 

able to use these as a comparative edge in the marketplace. The members 

of these clusters are also internationally competitive. These clusters have 

a high research-development and innovation potential (Elektrocars Cluster); 

 The emerging clusters have the critical mass of companies in a certain 

industrial area which is suitable to push some advantage of the clusters, 

although the interconnections and increation flow are not yet well devel-

oped. The emerging clusters can have their own infrastructure and R&D 

capacities, but they may not be enough to ensure the success of the clus-

ter. The reason for that can stem from the lack of: knowledge in most of 

the local companies, interactions between the companies and other ac-

tors, common future vision and trust (Inter Moda Trading Cluster); 

 Potential clusters possess the basic elements and factors to create a suc-

cessful cluster, although it is necessary to deepen and strengthen them in 

order to feel the positive effects of cooperation. In the most cases the 

basic steps are missing, because the actors do not identify the possibili-

ties for the creation of a cluster; 

 We can also distinguish clusters governed by politics. In these cases the 

central or regional government picks a sector or industrial area to con-

tribute to the cluster development processes through the existing critical 

mass or the existing knowledge;  

 Dream clusters are mostly governed by politics. In these clusters the nec-

essary critical mass and all other important elements which are crucial 

preconditions to the organic development of a clusteare are missing. In the 

case of dream clusters the potential to develop a living cluster is very low. 

2.1.9. Clusters based on sources of competitiveness 

 the first group contains clusters, in which the source of competitive ad-

vantage is the  value chain as a whole (a cluster of renewable energy 

sources);  
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 the second group contains clusters whose competitiveness is determined 

by a specific competence-key technology, know-how, experience, inno-

vation and IP/other (Cluster electric cars, innovative and environmental 

technologies – green building).  

2.1.10. Clusters based on capacity for innovation 

This classification is related to the previous one, but in this case innovation is re-

garded as a major source of competitive advantage. On this basis we can identify 

clusters with a high innovation capacity (Cluster Ev) and clusters with low inno-

vative capacity (culinary arts and hospitality cluster).   

 2.1.11. Clusters based on technological level  

 Low-tech clusters – In general, benefits are the lower level of initial in-

vestment for new business initiatives, development, upgrading skills and 

flexibility of the workforce; specialisation of the participants; control 

over the value chain and others. These clusters need institutional support;  

 High-tech clusters – the name indicates that the basis of these clusters are 

high technologies which enable the manufacturing of high-technology 

products. These clusters occur in high-technology parks and their estab-

lishment is carried out with the active involvement of the local or state 

authorities, usually as a result of purposeful conducted policies. State in-

tervention is seen as a necessary but not sufficient condition (―Smart 

Cluster‖);  

 Virtual clusters – they are the last generation of clusters, which have aris-

en on the basis of the development of increation technology and the In-

ternet. The new technologies allow the connectivity of companies from 

different countries and let them carve out a functioning system. The es-

tablishment of such a cluster is suitable for areas and activities that are 

based on knowledge, in which geographical proximity is not relevant. 

Due to the nature of traditional industries, the creation of virtual clusters 

is possible to a significantly lesser degree (Bulgarian E-Cluster). 

2.2. LPS in Poland – main characteristics 

Undoubtedly, local production systems are nowadays one of the most important 

constituent elements of the improved competitiveness and innovation of the Polish 

economy. For reasons pertaining to their organisation (partnership and colla-

bouration of many circles), they provide a joint platform to the formerly isolated 

worlds of universities/science, public sector, and the economy.  
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Clusters are one of the most popular forms of territorial production organisation, 

often identified in the literature with local production systems. Probably due to M. 

E. Porters‗s popular definition of clusters, they have become synonyms of any 

territorial form of production organisation. We can see this, firstly, in policies 

designed to support geographical groupings of companies and entities, which col-

labourate with one another. The notion is largely used by the EU institutions and 

their units responsible for industrial and innovation policy and for supporting 

SMEs
307

 and the policy is referred to as the cluster policy.
308

 

 
Figure 2.3. Number of active local production systems and new cluster  

initiatives included in benchmarking in Poland in the period 2009-2012 

 
 
Source: own calculations based on data from two cluster benchmarking studies in Poland. 
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 French and partly Italian academics are important exceptions to the rule. Although recently they 

approved the English term ―cluster‖, they always stress that the phenomenon itself has been 

identified and analysed much earlier in France and Italy. 
308

 For the purpose of the FOLPSEC project, clusters are defined as a way of reflecting all princi-

pal characteristics of local production systems. Hence the term ―cluster‖ used in this chapter 

should be interpreted with the reservation that the authors identify it with the LPS. 
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In the view of the above, studies devoted to clusters, their typology and character-

istics multiplied in the Polish policy supporting the clusters and in analytical and 

research activities. Benchmarking is the most frequently used method to survey 

clusters, both in Poland and in Europe. ‖Research entitled Cluster Benchmarking 

in Poland‖
309

 was conducted twice in Poland, in 2010 and in 2012, providing a 

good overview of the development and operations of local production systems.
310

 

Characteristics and typology of local production systems in Poland presented in the 

surveys are based mainly on the above mentioned analysis
311

  and on authors‘ exper-

tise as researchers involved in many projects and studies on clusters in Poland.
312
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 The survey was initiated by the Polish Agency for Enterprise Development, the Polish central govern-

ment agency dealing with programmes focused on economic development, support for innovation and 

research in SMEs, regional development, fostering exports, human resources development and the use 

of new technologies. (Benchmarking Reports: Deloitte, Cluster Benchmarking in Poland – 2010. Sur-

vey report, Polish Agency for Enterprise Development, Warsaw 2010. Available at: http://www. 

parp.gov.pl/files/74/81/380/9762.pdf. Accessed 04.08.2012; Hołub-Iwan, J.(ed.), Cluster Benchmark-

ing in Poland – 2012. General report, Polish Agency for Enterprise Development, Warsaw 2010.  

Available at: http://www.pi.gov.pl/PARPFiles/file/POLISH_INNOVATION_PORTAL/Clusters/Raport_ 

eng.pdf. Accessed on 04.08.2012). 
310

 Making reference to the survey is justified by at least three reasons. Firstly, the sample, although non-

representative from the point of view of statistics theory, includes clusters active in Poland that are per-

forming quite well and, importantly, with a good understanding of the objectives of operating within 

local production systems. Secondly, the survey was already conducted twice, i.e., it is becoming cycli-

cal, which allows us to draw conclusions in a long-term perspective. And thirdly, the authors were a 

part of the team of experts that developed  research methodology and thus feel authorised to dissemi-

nate the results of the analysis and, on the other hand, they accept full responsibility for the nature and 

results of the survey. 
311

 Benchmarking methodology applied to clusters in Poland analyses internal and external determinants 

of cluster operations and is based on the list of several dozen detailed indicators grouped in key areas. 

Importantly, benchmarking methodology is based on a complex combination of qualitative and quanti-

tative methods of gathering increation and data by two independent experts for each analysed issue, i.e., 

the so called methodological triangulation (see Denzin N. K., 2009, The Research Act: A Theoretical 

Introduction to Sociological Methods. Aldine Transaction, Chicago, p. 301). Hence, benchmarking of 

local production systems, both in 2010 and in 2012, covered four areas: 1.cluster resources, 2. in-cluster 

processes, 3. cluster performance, and 4. growth potential. In addition, the survey conducted in 2010 

included the strategic orientation of local production systems in Poland. In each analysed area results 

achieved by local production systems covered by the survey, served as the basis for calculating a mod-

el, the best performing hypothetical cluster. The model (benchmark) was than compared with average 

results for all entities, which allowed us to compare analysed LPSs with both the ―best‖ and the ―aver-

age‖ entities becoming a reference point for more detailed analyses. 
312

 Major publications and research projects:  Mapping Clusters in Poland 2008 (A. Nowakowska, Z. 

Przygodzki, M. E. Sokołowicz), Polish Agency for Enterprise Development, Warsaw 2008; NGPEx-

cellence Cluster Excellence in the Nordic Countries, Germany and Poland (M. E. Sokołowicz - inter-

viewer-expert), 2010-2011, Danish Ministry of Science; Nowakowska A., Przygodzki Z., Sokołowicz 

M., Mapping clusters in Poland. A comprehensive methodological approach, [in:] Theoretical and 

practical aspects of urban and regional development, ed. T. Markowski, M. Turała, Polish Academy of 
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Because of the nature of the arrangement, identification of local production sys-

tems is a major research challenge. Qualitative methods (based on calculating the 

location quotient or input-output analysis) usually produce superficial results and 

conclusions must be extended with primary data collected from qualitative and 

expert studies.
313

 The above difficulties lead to divergences and allow only an 

estimate of the population of local production systems. Based on studies and ac-

cumulated knowledge so-far we may conclude, however, that at the turn of the 

first and second decades of the 21
st
 century in Poland there were ca. 50 local pro-

duction systems and ca. 70 of the so-called cluster initiatives, i.e., projects at very 

early stages, with respect to which we cannot unequivocally anticipate their future 

shape (see Fig. 2.3.).
314

  

Local production systems can be identified in each region (voivodeship) in Poland 

with relatively minor spatial differentiation. Nevertheless, we can observe that 

the relatively largest population of local production systems is based in well de-

veloped regions (Wielkopolska, Lower Silesia, Pomerania) and in the Eastern 

regions of Poland. In the latter location, clusters operate mostly in traditional in-

dustries with some exceptions, among which the most spectacular is the cluster of 

aviation technologies Aviation Valley in the region of Subcarpathia (Podkarpack-

ie) based in Rzeszow. 

                                                                                                                                      
Sciences Committee for Spatial, Economy and Regional Planning, Warsaw 2009, pp. 265-280; 

Nowakowska A., Przygodzki Z., Klastry, [in:] Ośrodki innowacji i przedsiębiorczości w Polsce. Raport 

2010, ed. K. B. Matusiak, PARP, Warsaw 2010, pp. 167-176; Przygodzki Z., State of Play and Sectoral 

Differentiation of Clusters in Visegrad Group Countries and in Germany in the Context of Increasing 

Competitiveness, Comparative Economic Research, Volume 15, Number 1/2012, ss. 61-81; 

Nowakowska A., Przygodzki Z., Sokołowicz M., Benchmarking of clusters In Poland. The concept, 

methodology, application aspects and results, Management & Gouvernance. Entreprises – territoires – 

societes, Cahiers Internationaux du Reseau PGV nr 7/2012, pp. 63-78; Sokołowicz M. E., Cluster poli-

cy in Europe as a tool of supporting „cooperating entrepreneurs‖, [in:] Martin. C. Rkibi, T. 

(eds.), L‘Entrepreneur face aux politiques Publiques Européennes, Travaux Scientifiques du Réseau 

PGV, PGV / ISLA Campus Lisboa, Lisboa 2012, pp. 242-259; Sokołowicz, M. E., Strengthening 

Cluster Policy Cooperation in Europe: looking ahead to a new policy agenda. Conference report. 

Available at: http://www.pi.gov.pl/PARPFiles/file/POLISH_INNOVATION_PORTAL/Tresci_stale/ 

Polish_Presidency_Conference_Report.pdf. Accessed 16.08.2013; A. Nowakowska, BIOS – Budowa 

Skutecznego Otoczenia Innowacyjnego Biznesu – project commissioned by the Polish Agency for En-

terprise Development (2010-2011). 
313

 For more advantages and disadvantages of quantitative and qualitative methods of identifying clusters 

and the complexity of LPS identification methodologies see: Nowakowska, A., Przygodzki, Z. 

Sokołowicz, M. E., Mapping Clusters in Poland. A Comprehensive Methodological Approach, [in:] 

Markowski, T., Turała, M. (eds.), Theoretical and Practical Aspects of Urban an Regional Develop-

ment, Polish Academy of Sciences – Committee for Spatial Economy and Regional Planning, Warsaw 

2009, pp. 265-280. 
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 Nowakowska, A., Przygodzki, Z. Sokołowicz, M. E., Mapping Clusters…, op. cit. 
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Figure 2.4. Dynamics of the established local production systems in Poland 

 

Source: Own composition, based on: Deloitte, Cluster Benchmarking in Poland – 2010. Survey 

report, Polish Agency for Enterprise Development, Warsaw 2010. Available at: 

http://www.parp.gov.pl/files/74/81/380/9762.pdf. Accessed on 04.08.2012; Hołub-Iwan, J.(ed.), 

Cluster Benchmarking in Poland – 2012. General report, Polish Agency for Enterprise Develop-

ment, Warsaw 2010. Available at:http://www.pi.gov.pl/PARPFiles/file/ POLISH_ INNOVATION_ 

PORTAL/Clusters/Raport_eng.pdf. Accessed 04.08.2012 

When it comes to the age of the local production systems, most of them are rela-

tively young. For the two editions of Cluster benchmarking in Poland, their repre-

sentatives declared that the majority of such networks were created in the period 

2006-2008. 

The dynamic development is certainly the outcome of active regional and central 

government policies, as well as of many programmes open for such initiatives and 

originating to a large extent, from the EU funds for enterprise development. Con-

sistently, a vast majority of the LPS are at initial stages of their development. On-

ly several clusters can be considered mature, with a relatively stable network of 

collabourators and external links producing measurable market effects.  

In Poland, local production systems were mainly initiated by private sector 

operators, who created clusters on their own or took part in their development. 

This is the path followed by ca. 40% of LPS. 

http://www.pi.gov.pl/PARPFiles/file/POLISH_INNOVATION_PORTAL/Clusters/Raport_eng.pdf.%20Accessed%2004.08.2012
http://www.pi.gov.pl/PARPFiles/file/POLISH_INNOVATION_PORTAL/Clusters/Raport_eng.pdf.%20Accessed%2004.08.2012
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Figure 2.5. Initiators of local production systems in Poland 

 

Source: Own composition, based on: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit.; Hołub-

Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit. 

The R&D centres and the public sector were also active in initiating clusters. One 

could observe the tendency for clusters establishment (as common ventures) by 

universities, businesses and the public sector. 

Figure 2.6. How local production systems are created in Poland 

 

Source: Own composition, based on: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit; .Hołub-

Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit. 

Local production systems develop either as bottom-up initiatives resulting from 

the needs of the business community or as top-down initiatives (launched by the 

public sector) or as a result of the mix of the two. In recent years the number of 

bottom-up initiatives significantly increased, concompanying entrepreneurs‘ 

enhanced interest in this type of collabouration. 

The clusters included in the survey are composed mainly of enterprises, which 

represent more than 75% of all entities involved. The remaining group are busi-

ness environment organisations (7-8%), R&D centres (8-9%) and other units of 
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local government or private individuals. In most cases, local production systems 

include enterprises, business environment organisations and R&D centres.  

Figure 2.7. Participants of local production systems in Poland 

 

Source: Own composition, based on: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit.; Hołub-

Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit. 

Figure 2.8. Enterprises by the size of employment in local production systems  

in Poland 

 

Source: Own composition, based on: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit; 

.Hołub-Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit. 

Local production systems in Poland are dominated by micro (employing up to 9 

people) and small (employing up to 49 people) enterprises. The share of medium-

sized and big companies is decreasing, which additionally reinforces the domina-

tion of micro and small businesses in the Polish clusters. 

The above figure is concompanyed by the results of another comparative survey, 

which analysed local production systems operating in Denmark, Finland, Iceland, 

78%

8%

8%

6%

Benchmarking 2010

Enterprises

Agencies supporting 
enterpreneurship

R&D sector

Other 74%

7%

9%

10%

Benchmarking 2012

Enterprises

Agencies supporting 
enterpreneurship

R&D sector

Other



137 

Germany, Norway, Poland, and Sweden.
315

 In accordance with the results of this 

benchmarking exercise, in 2010 the average size of a cluster in Poland did not go 

beyond 50 participants, while in Germany and Denmark there were on average 

100 participating entities and in Finland ca. 250. However, in the opinion of the 

Authors of the survey, the size of Polish local production systems is comparable 

to similar arrangements operating in Sweden or Norway (see Fig. 2.9.). 

Figure 2.9. Comparison of the size of local production systems  

in selected European countries 

 

Source: Own composition, based on: Lämmer-Gamp, Th., Meier zu Köcker, G., Christensen, T. A., 

Clusters Are Individuals. Creating Economic Growth through Cluster Policies for Cluster Man-

agement Excellence, VDI/VDE Innovation + Technik GmbH, Berlin 2011, p. 19. Available at: 

http://fivu.dk/en/publications/2011/files-2011/clusters_indhold_web_v2.pdf. Accessed on 

05.08.2013. 

It is worth noting that Polish local production systems emerge in various sectors 

of the economy and it is difficult to identify a clear pattern. The analysis of domi-

nating sectors in Polish clusters indicates that LPS from both traditional and inno-

vative sectors appear here. Among LPS functioning in the country, many operate 

in technology and knowledge-intensive branches, such as: IT, the aviation indus-

try, medical sciences, biotechnology, energy, automotive industry and printing or 

marketing related services. However, the other group of clusters has emerged in 

low-technology sectors such as: food processing, construction, hotels, catering 

and tourism.
316

 This dichotomy may be a consequence of the ―urban/non-urban 

areas‖ division. The clusters, whose core is located in bigger cities, operate in 
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more innovative sectors while in weakly urbanised or rural areas – traditional 

clusters prevail.  

However, it is difficult to define the level of innovativeness, using only statistical 

data and services classification.
317

 It must be stated that in some cases, clusters 

whose core derives from low-technology branches, have also declared an in-

volvement in research and development of new technologies. 

The activity of Polish clusters, as perceived by regions in which they are based, 

remains largely differentiated. We can detect, however, a strong correlation be-

tween the industry in which a cluster operates and the regional specificity, eco-

nomic history of the region or its industrial focus in the past. The Lodz Region 

can be used as an example. In that region one cluster was identified in textile and 

clothing industry, typical for the capital city of the region. Another cluster is relat-

ed to the film industry tradition of Lodz. In this region there are also 2 LPS deal-

ing with fruit processing in areas famous for such activities. 

Similar industry specialisation can be observed in Subcarpathia, where 2 clusters 

were identified in the aviation industry developed on the basis of the long-lasting 

tradition of the region; in the Warmia-Mazurian region clusters exploit the natural 

concentration of food processing businesses in this area of high quality food pro-

duced in the most environmentally-friendly part of the country. Concentration of 

furniture companies is connected, among others, with access to raw materials 

(timber). Renewable energy clusters emerge in regions naturally predestined to 

such business activity. In West Pomerania there is a marine cluster and a cluster 

focused on chemical industry, which are well established in the region. The IT 

industry is the least ―resistant‖ to regional specificities, as its inclinations to de-

velop local cooperation relationships among businesses are equally strong in any 

region. Polish clusters are deeply rooted in the traditions and the past of their re-

spective regions, and their growth is very much determined by the economic sit-

uation of the immediate neighbourhood. As shown by the studies, 85% of the 

clusters considered regional conditions, potential and traditions important or fun-

damental for their growth.
318

 

2.2.1. Strengths and directions of changes in the LPS competitive potential in 

Poland 

Concerning the competitive potential of LPS in Poland, resources are the main 

area of benchmarking analyses. In the light of the survey of 2010, the area was 
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 Like OECD‘s High Technology Sector and Products Classification or Knowledge Intensive 

Services (KIS) used by Eurostat. 
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 Nowakowska, A., Regionalny wymiar procesów innowacji, Publishing House of the University 

of Lodz, Lodz 2011, p. 157. 
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categorised as problematic due to low average scores of all sub-areas
319

: human 

resources and ―know-how‖ in the cluster, infrastructural and financial resources. 

At that time only very few clusters revealed a strong potential of internal re-

sources. The survey conducted two years later indicated positive changes in all 

sub-areas.  

The biggest changes took place in the sub-area of ―infrastructural resources‖, 

where in 2010 the model (benchmark) value was the lowest and the average value 

was low in any case. At that time, the value was indicative of the initial stage of 

development of clusters in Poland. Collabouration with R&D units, which usually 

offer their labouratory space to clusters has been organised, but only a few opera-

tors could benefit from it. The upward trend in the assessment of the infrastructur-

al resources should be, first of all, attributed to the improved availability of offic-

es, conference rooms and labouratories for cluster operators and the wider use of 

ICT in the internal communication of the LPS. 

Figure 2.10. Average and benchmark values for “cluster resources”  

in 2010 and in 2012 in Poland 

Benchmarking 2010 

 

Benchmarking 2012 

 

Source: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit, p. 47;  

J. Hołub-Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit, p. 74. 

In 2010 businesses and other participants in the LPS assessed the potential of their 

own human resources and knowledge relatively highly. Unfortunately, these 

resources were not exploited enough and did not translate into enhanced competi-

tiveness and improved cluster performance. In the context of the results of 2012, 

scores in this category changed, the least remaining a significant challenge. This 
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element directly impacts the innovative potential of Polish LPS compared to LPS 

innovativeness in other countries.
320

 Big and mature clusters actively coordinated 

by the leaders, particularly when it comes to building relationships between busi-

nesses and R&D units, are evaluated with the highest scores, independently of the 

industry in which they operate. 

Similar situation and trends are observed for the sub-area ―financial resources‖. 

In both 2010 and 2012 the distance between the average value and the benchmark 

was significant and the recorded progress was minor. Representatives of the in-

cluded in the survey LPS, when identifying the barriers to their development, 

most usually mentioned the need of financial support from public authorities. The 

majority of the difficulties and the limited operational scale were explained by the 

lack of both sufficient financial resources and possibility to finance joint projects 

and ideas. A survey conducted in 2012 shows that small and young clusters main-

ly use their own resources, while big and mature ones much more frequently and 

to a larger extent seek external sources of funding. This is mainly true for units 

coordinated by a skilful network broker. 

Another area of benchmark analysis deals with the  processes identified within 

LPS. The operational activity of clusters was assessed in the following sub-areas: 

market activities, marketing and PR, internal communication and the creation of 

knowledge and innovation. The indicator-based assessment of the area significant-

ly improved over the recent two years. The average score given to the analysed 

clusters increased by 36%.  

In 2010, the score was moderate and its relatively high level was due to activities 

in marketing and public relations, characteristic for the initial stages, charged with 

little risk and not requiring considerable financial investment. Moreover, despite 

the fact that the creation of knowledge and innovation is a proper task for an LPS 

in the more mature stages, the score was relatively high. That can be explained by 

the undertaking of joint initiatives in training, study visits, participation in confer-

ences or their organisation and the exchange of experience among members of the 

cluster in question. These activities are usually not strictly related to the transfer 

of product or technological innovation. 
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Figure 2.11. Average values and benchmark values for the category  

“cluster processes” in 2010 and in 2012 in Poland 

Source: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit, p. 75; J. Hołub-Iwan, J.(ed.), 

Cluster Benchmarking in Poland – 2012…., op. cit, p. 46. 

Comparing the picture of local production systems generated in 2010 with the 

results obtained in 2012, we should stress that the biggest change was recorded in 

communication in clusters. The average score in this sub-area increased by 66%. 

In 2012 average scores for all of the LPS in categories such as: differentiated 

communication tools, meetings of participating entities, efficiency and effective-

ness of exchange of knowledge and increation or diffusion of silent knowledge 

were relatively close to the models. In particular internal communication in clus-

ters in the last two years was strengthened by building and developing various 

platforms for internal communication. These platforms often offer many conven-

ient and necessary tools that facilitate not only the communication among network 

participants, but also the managing of joint projects or e-learning tools. External 

communication, exchange of knowledge and increation among clusters, gained in 

importance. The best examples are initiatives undertaken by clusters in 2012, such as:  

 “Discussion subjects for cluster managers PL” (klastering@lists.man.  

poznan.pl)  - a discussion platform, place for the exchange of knowledge, 

increation, discussion, opinions on cluster operations or their present in-

dividual needs and problems; 

 “Polish Clusters Employers’ Association” (www.klastrypolskie.pl) – an 

important platform for clusters‘ cooperation with their environment. The 

platform joins coordinators of economic clusters, cooperation links and 

cluster initiatives in Poland. The organisation is formally registered as an 

employers‘ association.   
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Positive changes, although much more limited, were also observed in marketing 

and PR. Progress occurred mainly in implementing and using communication and 

promotion tools. We may speak of professionalization of management. Clusters 

improved their systems of visual identification. In 2012 every third cluster in Po-

land had a professional logo book while in 2010 a logo book was available for 

less than 5% of local production systems. Clusters‘ participation in fairs and exhi-

bitions also improved on average and their joint promotional activities intensified 

(leaflets, brochures and advertising in the media) . 

In the assessment of processes within LPS in 2010 market activity scored the 

lowest. Usually the reason was low or zero awareness of the possibilities and con-

ditions for implementing projects in this area and the relatively low internal com-

munication intensity in 2010. Uncertainty and the lack of trust made the partici-

pants of clusters rarely use joint channels of supplies of goods and raw materials. 

The lack of ability to communicate internally, an important condition for getting 

know your business partner often leading to enhanced trust and minimisation of 

transaction costs, rarely produced positive development processes.
321

 In the initial 

stage of the development of local production systems, that condition is one of the 

principal objectives of their operations. In 2012 market activity of clusters slightly 

increased but it still calls for improvement as the distance between the average 

and the model value continues to be significant. First of all, LPS got much more 

involved in organising joint distribution channels for their participants and took 

much more care for developing joint offers addressed to external clients. 

The final element assessed in clusters was the sub-area of creating knowledge 

and innovation. The situation slightly improved. Positive tendencies are reflected 

mainly in joint works on innovative products and technologies. Little progress 

was recorded in organisation and marketing innovations. Processes linked to staff 

education (joint training courses, workshops, conferences, study visits), both in 

2010 and in 2012, were assessed as relatively high as they represent the primary 

area of pro-innovative activities in clusters.  

Performance is the next element of the benchmark analysis. Assessment in this 

area lets us draw conclusions about the efficiency of LPS in Poland. Here, unfor-

tunately, the evaluation is clearly and uniformly negative. In none of the assessed 
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ganisation (avoiding high ―internal‖ transaction costs). 
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sub-areas (human resource development, competitive position, improved innova-

tiveness or internationalisation) clusters made any progress. In the survey of 2010 

most clusters were at their outset. However, despite the improved organisation of 

the network and the advancement to mature development, the results of 2012 did 

not improve and even slightly dropped in all sub-areas. In addition, average values 

were very low. In two sub-areas (cluster internationalisation and competitive posi-

tion) model values significantly increased meaning the best clusters improved 

their performance. On the other hand, in terms of benchmarking, distances be-

tween the average and the model expanded, which shows that the clusters reflect-

ing relative stabilisation (stagnation), increased the distance to the leaders. 

Figure 2.12. Average values and benchmarks for “cluster performance”  

in 2010 and in 2012 in Poland 

Source: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit, p. 119; J. Hołub-Iwan, 

J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit, p. 102. 

We should also note that, in both 2010 and 2012 particularly low benchmark and 

average value were identified in the sub-area improved cluster innovativeness 

and competitive position. The score is even lower when we take into account that 

quite a large percentage of LPS already achieved relatively high levels of organi-

sational maturity. The low assessment of the ability to improve the competitive 

position is mainly the result of limited capacity to generate spin-offs and start-ups 

together with little engagement in investment and R&D. There were also some 

positive, however minor, changes. Scores for the models and average values in 

both editions of the benchmarking exercise were relatively low. 

Internationalisation of clusters in 2010 most frequently took the simplest form 

of exports. The scale of export activity measured against the share of exports in 

sales of cluster‘s products remained small until 2012. We must note, however, 
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2010 to 89% in 2012. The most unfavourable tendencies were observed in the 

sub-area human resource development, where the average values of the model 

and the average in the studied population of clusters diminished in both years. The 

result was largely influenced by reduced investments in human resources. On a 

positive note, it is worth highlighting that despite the unfavourable conditions in 

the context of the global economic crisis, 70% of the recorded LPS increased em-

ployment in core entities of clusters. 

The fourth area analysed in the course of benchmarking was the growth poten-

tial. In this area four sub-areas were distinguished: regional predispositions, pub-

lic policy favouring the development of clusters, institutional surroundings, and 

leadership in the cluster. Comparing the results of 2010 and 2012 we may con-

clude that there is a positive tendency as model and average values increased for 

all sub-areas.  

Values connected with leadership in clusters scored particularly high. The score 

was the combination of the following elements: coordinator‘s strength and posi-

tion in a cluster, coordinator‘s ability to initiate cooperation and LPS active exter-

nal involvement. According to respondents, in 2010 cluster facilitators had the 

largest impact on the shape and development of the cooperation network.  

Figure 2.13. Average values and benchmark values for the area  

“growth potential” in 2010 and in 2012 in Poland 

Benchmarking 2010 

 

Benchmarking 2012 

 

Source: Deloitte, Cluster Benchmarking in Poland – 2010…, op. cit, p. 150; J. Hołub-Iwan, 

J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit, p. 134. 
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In the opinion of the respondents the surroundings of the clusters (regional and 

institutional), are also important for fostering the competitive capacities of local 

production systems. The regional environment positively influences competitive 

capacities. Average scores increased, although to a limited extent, over the two 

monitored years. An increase was observed for the scores of the potential, natural 

resources, business traditions of the local community, availability of human capi-

tal, regional investment activities, and the openness of local community to coop-

eration. The more favourable assessment of the institutional activities in 2012 

compared to 2010 was mostly determined by the positive opinion concerning the 

openness and quality of the R&D sector in the region and, to a smaller extent, by 

the easier access to financial resources allocated to the clusters. The score given to 

the adequacy of training, advisory and IT services compared to the needs of LPS 

slightly deteriorated. 

The lowest scores among the sub-areas of the growth potential, both in 2010 and 

in 2012 were recorded for the policy pursued by public authorities with a view 

to clusters‘ development. In this sub-area the distance between the model and the 

average value is also the longest. The increase in the average score compared to 

2010 is relatively minor. To a large extent this results from the fact that in Poland 

pro-cluster policy at regional level is a new area for the public authorities. Only 

some regions carried out actions to foster the competitive potential of LPS.   

2.2.2. Innovation in Polish LPS 

Innovation commitment of clusters in Poland largely varies and depends mainly 

on the structure of their membership, development stage and industry. Pro-

innovation activities, in various forms and scope, were declared by ca. 80% of 

clusters in 2012
322

 and only 20% in 2010. These results concompany the increas-

ing market maturity of LPS in Poland, and are especially favourable for the group 

of mature clusters (at the growth stage) with stable and sustainable types of coop-

eration. Small clusters operating in traditional industries remain indifferent to re-

search and innovation activities.  

Almost half of the clusters operating in Poland are active in industries categorised 

by the OECD as high or medium-innovative.
323

 In most cases their core industries 

include: IT, aviation, telecommunications, environmentally-friendly power gener-

ation or medicine. The structure of clusters by industries shows the big innovation 

potential of their members.  
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 Hołub-Iwan, J.(ed.), Cluster Benchmarking in Poland – 2012…., op. cit, p. 66. 
323

 It is hard to unequivocally conclude the level of innovation using only industry-specific classi-

fication as there are clusters that conduct research in new technologies and new products while 

operating in low-innovative industries (e.g., food processing or construction). 
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Polish clusters focus their activities on two main areas: joint marketing activities 

(advertising, fairs and exhibitions, trade missions) and joint initiatives in the field 

of human resource development (training courses, workshops, conferences, 

knowledge and experience exchange). In this context direct R&D activities to-

gether with innovations‘ implementation or technology transfer are important but 

still remain secondary for the clusters.  

For LPS we can observe a strong involvement in areas that directly contribute to 

innovation and to the development of resources of formal and informal 

knowledge. In 2010, 80% of clusters in Poland declared that the key benefit of 

being in the structure for them consists of the access to tacit knowledge that facili-

tates establishing business relations and provides access to unofficial increation, 

which shortens time and reduces the cost of executing market transactions. In 

2012, almost 90% of clusters declared they would undertake steps in this area.
324

 

It is a positive sign that such benefits are the essence of LPS arrangements and a 

classical field where entities operating in clusters may achieve an advantage; these 

are also grounds for new products, processes and technologies. 

In the area of creating knowledge and innovation, joint training courses, work-

shops, sectoral conferences or study visits remain the leading type of clusters‘ 

activity. For less than 75% of LPS, creating cognitive proximity and building 

common pools of knowledge resources are the major areas of activity.  

Although pro-innovation activities of Polish clusters are still underdeveloped, 

within the last two years we can observe high dynamics of positive changes in this 

area. For example in 2010 only 10% of the clusters in Poland owned legally pro-

tected innovative solutions while in 2012 more than 40% of the clusters declared 

such innovations. In total, LPS in Poland declared 752 innovations protected with 

IPR in 2012.
325

 

Positive changes were also observed with respect to joint R&D projects. In 2010 

only 20% of the clusters were involved in R&D projects financed by external 

sources, while in  2012 the activity was declared by almost 70% of the clusters. In 

the dominating group of clusters these are the first (and single) attempts to devel-

op joint innovative solutions. They are carried out mostly in LPS with R&D units 

within their structures, which receive external financial assistance for such under-

takings.  

The trend is also concompanyed by the share of R&D expenditure in total spend-

ing on innovation in the core of the cluster. In six cases R&D expenditure share 
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exceeded 25% in the past two years.
326

 On the other hand, almost half of the clus-

ters do not allocate their own resources to R&D.  

The main areas of direct innovative activities in clusters are the joint development 

of innovative products and technologies, which for almost 30% of LPS are the 

primary activities. Compared with the survey of 2010, this activity area improved 

the most (the highest increase in benchmark value). Interestingly, clusters focus 

less on marketing and organisational innovations, mainly because of the diversity 

of the entities in the cluster are the difficulties of the implementation. 

Compared to 2010, employment in R&D in the cluster core diminished slightly. 

The drop is symbolic and connected mostly with the verification of market com-

petences of the research staff. Performance of Polish clusters is not very satisfac-

tory when it comes to establishing innovative companies. In 2012 start-up and 

spin-off companies operated in only five clusters.
327

 

In the last two years, the availability of labouratories for cluster members signifi-

cantly improved. In 2010 ca. 80% of the clusters declared poor or zero access to 

such infrastructure, while in 2012 ca. 40% of the clusters assessed their own ac-

cess as ―good‖ or ―very good‖, while for 35% of the clusters the access was mod-

erate but satisfactory.  

The structure of clusters is dominated by enterprises and various supporting or-

ganisations (Chambers of Commerce and Industry, development agencies, local 

and regional authorities). R&D units represent ca. 10% of the entities in the clus-

ter and the percentage has not changed recently. Units from the research industry 

rarely play a leading role in clusters. Only in some cases they are the leading part-

ners and animators of the cluster‘s activities.  

Clusters with R&D units are usually more mature in terms of organisation. R&D 

specificity promotes the professionalism of the relationships, competence and 

forms of communication. Hence clusters with R&D in their structures are more 

formalised in their operations and organisation (which is reflected, e.g., in a big-

ger number of staff in administrative positions within the cluster: coordinator, 

office staff). 

Innovation in a cluster correlates with its size. Bigger clusters have bigger scope 

of activities connected with launching new products, technologies, and processes. 

The correlation between the types of entities in a cluster and the innovation activi-

ties is also clear. Naturally, clusters dominated by an R&D unit perform much 

better when it comes to the creation of knowledge and innovation. 
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Optimistically, more than half of the clusters declare that joint innovation and 

R&D activities remain one of their primary objectives in a long-term perspective, 

although at present they are not at the forefront of their activities. Clusters declare 

the wish to implement joint innovation and investment projects in the future, de-

velop knowledge and technology transfer, strengthen cooperation relationships, 

progress in international cooperation and internationalisation of clusters, which 

will become leading areas of their activities in the future.  

Concluding remarks 

In Poland clusters are a relatively young economic phenomenon. Although their 

position and economic performance will gradually improve, they still seem poor 

and need significant support. Analysis of the development of LPS in Poland has 

revealed their strengths and weaknesses. One of the major strengths is the in-

volvement in developing internal communication, which enables the build-up and 

exchange of tacit knowledge and experience among cluster members. Various 

forms of creating joint competence and knowledge (through the organisation of 

joint training courses, workshops, sectoral conferences) rank high on the list of 

cluster activities in Poland. In most analysed cases one of the key success factors 

in clusters is the strong position of LPS leaders, the so called cluster facilitators 

and their active involvement in the building of a sustainable competitive position. 

Participation of cluster members in creating innovation and technology transfer 

also gains in importance. Polish clusters are especially successful in joint market-

ing activities (brochures, marketing campaigns, fairs and exhibitions, common 

logo books). Recent years also witnessed significant improvement in the internation-

alisation of clusters. Almost half of them operate on at least 10 foreign markets and 

only a few clusters in Poland operate exclusively regionally or domestically. 

In recent years the catalogue of various tools used to support the development of 

clusters significantly expanded (cluster policy) and they are available at local, 

regional and national levels. These support instruments were financed mainly un-

der the EU cohesion policy in the period 2007-2013. Public intervention measures 

were used particularly efficiently by animators and members of Polish LPS for the 

development of knowledge and competence (human resource development). Simi-

lar conclusion can be drawn for the use of financial resources for the development of 

infrastructure in clusters, as in the last two years the availability of labouratories, of-

fices, conference rooms, and other in-cluster infrastructure significantly improved.  

It should be stressed that the majority of active LPS in Poland are differentiated in 

regional terms, which makes it impossible to present their uniform and transparent 

typology. In some parts of the country, LPS operate similarly to classical Marshal-

lian industrial districts or Italian industrial districts (e.g. small LPS in Eastern Po-

land dominated by microenterprises), but there are technology-driven clusters, 
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where a leading R&D unit is a broker and facilitator  (e.g., in Wielkopolska and in 

its capital city Poznan) or hub-and-spoke clusters dominated by big multinational 

corporations (e.g., the world famous aviation cluster in the region of Subcarpa-

thia). That should be considered as a positive and promising development in the 

context of building smart specialisation of Polish regions. Clusters in Poland are 

relatively strongly linked with the potential, raw materials, and traditions of the 

local community, in which they are embedded. The only exception to the rule is 

the IT industry, which develops dynamically in all Polish regions. 

Among the weaknesses (or rather future development challenges) of Polish local 

production systems we should primarily list their still low innovativeness. Major 

barriers to the development of LPS in Poland include: 

 low propensity of the entrepreneurs to cooperate and  lack of trust be-

tween business partners (low level of social capital);  

 misunderstanding when it comes to cooperation and strong competitive 

culture, which prevents from perceiving cooperation as an opportunity 

for joint development or for improving an individual competitive posi-

tion; 

  weak and immature cooperation networks with weak instruments en-

couraging the intensification of individual activities;  

 lack of experience and cooperation formulas with R&D units, both in or-

ganisational terms and in intellectual property rights; 

 reluctance of R&D units, funded from the central budget, to get involved 

in market undertakings, which require modifications of the operational 

mechanisms and changes in their organisational culture and routines. 

The above factors clearly indicate that the priority in LPS support in the near fu-

ture should be to stimulate cooperation and to initiate steps for confidence build-

ing between entrepreneurs and other operators in existing and emerging clusters.  

Finally, an important challenge, often considered a priority by entities responsible 

for the development of entrepreneurship in Poland, is to enhance LPS internation-

alisation. The objective, similarly to fostering innovation in clusters, will be the 

key (and justified) direction in support of LPS in Poland in the financial perspec-

tive 2014-2020. 
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2.3. LPS in Slovakia  

2.3.1. Automotive clusters in Slovakia 

The development of the automotive industry in Slovakia and its integration into 

the important global automotive centres began in the early 1990s when the Ger-

man company Volkswagen AG decided to start car production there. The creation 

of a supply chain started with the arrival of Volkswagen, and thus further invest-

ments into the automotive industry supported the supply sector. Slovakia had 

started a new path of development of industrial production, above all in the sec-

tors of automotive and engineering. The implementation of the second important 

wave of investments in the automotive industry took place in the period 2003-

2005 thanks to the arrival of two other world-known automotive companies: PSA 

Peugeot Citroen and KIA Motors. 

For the automotive cluster are needed
328

 concentrated groups of independent, re-

gional associated companies and related institutions with the potential to increase 

their competitiveness.  

Their characteristic threats are: 

- competition and cooperation;  

- knowledge or traditional focus;  

- geographical concentration with potential global impact;  

- specialisation, common technologies, skills and products; 

- cooperation with universities and colleges; 

- cooperation with financial institutions;  

- cooperation with centres of technology transfer; 

- international networking. 

Participating companies compete, but also deal with similar issues (staff training, 

access to the same supplier, collabouration with research and development capaci-

ties, etc.) and share common resources. Thanks to cooperation in these areas they 

can overcome their limitations and gain a competitive advantage. 

Membership in the Automotive cluster brings:  

- improvement of economic results by collective expenses;  

- progressive increase of innovation and technological capacities;  

- promotion of the members at international events;  

- better access to new markets and an increase in export activities;  

- EU funded projects consultancy;  

- added value for investment attractiveness;  
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- research and innovation technologies boost;  

- human resources quality increase;  

- company specialisation improvement.  

According to the Slovak Ministry of Economy, the automotive production in the 

Slovak Republic is concentrated in three regional clusters (see Fig. 2.14. with 

suppliers). The first and strongest cluster is in the western part of the country, 

where both the VW and the PSA factories are located. The second regional cluster 

is in the northern and central part of the country, and is related to the Kia Motors‘ 

plant. The third cluster is in east part of the country, with the Kechnec industrial 

park in Końice housing several key suppliers, including Gertrag Ford transmis-

sions and Molex.
329

  

Figure 2.14. Automotive production in the Slovak Republic 

 

Source: Beniak, J. Slovak automotive industry: Present and future vision, 2010, p. 20.  

The automotive cluster is typically built around a skeleton of the value chain link-

ing the producer of cars with its suppliers, educational institutions, schools, etc., 

and these may be further linked with manufacturers of specialised industrial 

equipment, electronics, plastics, rubber and textiles.  

The structure of the supply network is illustrated by Fig. 2.15. Some of the com-

panies in the industry enlarge their activities in research and development, which 

enables them to be more flexible to customers‘ demands. The support of innova-
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tion is becoming very important in Slovakia, not only in the field of the automo-

tive industry, but also for other sectors of industry such as electrical engineering, 

ICT, chemical industry, etc.
330

 

The main areas of activity
331

 of the automotive clusters, beside car production, in 

Slovakia are – E mobility, bio fuel, hydrogen/methanol fuel cells, educa-

tion/automotive managerial academy, networking and services for SMEs, and 

cooperation in EU projects and funds.  

Figure 2.15. Structure of the supply network 

 

Source: Automotive industry. 2013. Sario. p.13  (p. 6) 
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Opportunities for the development of the automotive clusters are found in the 

support and development of the supply base of local companies with the aim of 

building-up own research and development units. Other important fields are: sup-

port of students e gifted in technical sciences, implementation of Lean principles, 

costs reduction, processes optimisation, development of innovative activities in 

plants, support for project networking, participation FP7 research projects, devel-

opment of e-mobility strategy and cluster initiative development. 

2.3.2. Creative-industry LPS 

Creativity has become a motivating force of economics. Nowadays, the develop-

ment of creative industries significantly influences the growth of GDP and de-

clares its importance in regional and local development. Human creativity has 

become the motivating force of the economic development in the world. It is a 

process of generating ideas, expressions and forms, either when looking for new 

ways of tackling existing problems, of re-interpreting existing realities or search-

ing for new opportunities
332

. Creativity is the building stone of the creative econ-

omy. The creative economy is defined as industries that have their origin in indi-

vidual creativity, skill and talent, and which have a potential for wealth and job 

creation through the generation of ideas, products and/or services (The Office of 

Cultural Affairs & Special Events, 2010). The creative economy has the potential 

to generate income and jobs through promoting social inclusion, cultural diversity 

and human development
333

. It embraces economic, cultural and social aspects 

interacting with technology, intellectual property and tourism objectives. It is a set 

of knowledge-based economic activities with a development dimension and cross-

cutting linkages at macro and micro levels to the overall economy. It is a feasible 

development option calling for innovative, multidisciplinary policy responses and 

interministerial action. At the heart of the creative economy are the creative indus-

tries
334

. Outputs of the creative economy and its industries generate a creative sec-

tor. The development of a creative sector can mean a new dimension and source 

for the territorial development that brings new forms of innovations, creativity, 

partnerships and networking. To develop a creative economy successfully, it is 

necessary to know the region or place and to support key creative economy fac-
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tors: leadership and participation, awareness and education, infrastructure, in-

vestments and policy
335

. 

Cultural and creative industries, which flourish at local and regional levels, are in 

a strategic position to link creativity and innovation. They can help to boost local 

economies, stimulate new activities, create new and sustainable jobs, have im-

portant spill-over effects on other industries and enhance the attractiveness of re-

gions and cities. Creative industries are therefore catalysts for a structural change 

in many industrial zones and rural areas with the potential to revive their econo-

mies and contribute to a change in the regions‘ public image. They should be in-

tegrated into regional development strategies in order to ensure an effective part-

nership between civil society, businesses and public authorities at regional, na-

tional and European levels
336

. Without the direct involvement and participation of 

all of these subjects, it is not possible to talk about the sustainable and market ori-

ented development of the territory
337

. 

Creative industries are a typical phenomenon of modern economies, and ―they are 

moving from fringes to the mainstream economics‖. The urban nature of creative 

activities suggests that creative industries are not homogeneously distributed 

across the territory and such urban local production system (LPS) as large cities 

and metropolitan areas should be more specialised than others, showing character-

istics of Creative LPS. In order to use an operational definition of the creative 

production systems, Lazzaretti, Boix, and Capone defined the creative LPS as 

those with a high concentration of creative industries or LPS with a high concen-

tration of companies or employees in creative industries. Locality, region and the 

city are important actors which should play an important role in developing and 

attracting talents. Creative industries tend to concentrate mainly around large and 
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medium cities, forming creative local production systems
338

. There are a few 

types of creative local production systems, and the two most common should be 

regarded as creative cities and creative clusters.  

In the creative cities and creative clusters, the important elements are local and 

regional governments and their approach to the management and policy. Local 

and regional governments play a vital role as they are in the position to provide an 

attractive place for creative professionals to live and work, as well as to develop a 

supportive regulatory environment that encourages sustainable creative indus-

tries
339

. Through the participation of government at all levels the social condi-

tions, representation, labour market and employment for creative people, together 

with living and residential environments, amenities, clusters and incubators, in the 

creative territories are developed and built, including the potential effects of social 

and economic displacement
340

.  

Creative cities and regions are areas where the sharing of knowledge and experi-

ence takes place relatively free of limitations. Creative cities and regions share 

some key features. These are:  

(1) enable and promote interaction and openness at all levels;  

(2) promote innovative cluster interactions that might lead to unexpected syner-

gies and outcomes; and  

(3) encourage creative universities and their partnerships with other innovative 

clusters
341

. 

According to Kloudová, a creative city is a place where a person likes to live, 

where a creative environment is established and where cultural and sport possi-

bilities are supported by the local administration. A creative city can be seen as a 

territorial unit where economic, social, cultural and political networks develop 
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because of favourable conditions that stimulate different forms of creativity. The 

urban concentration of companies improves productivity for two reasons: on the 

one hand, it constitutes a source of competitiveness and it stimulates the spread of 

specialised products. On the other hand, it strengthens creativity and innovation 

thanks to the flow of new ideas and know-how. This place is characterised by 

openness, tolerance, cultural background, non-corrupt environment and higher 

concentration of creative personalities. The creative cities should include places 

that build their development on scientific potential (for example the Silicon Val-

ley) or on cultural or another creative assumption. A creative city is an urban 

complex, where cultural activities of various sorts are an integral part of the func-

tioning of the city‘s economic and social life, and includes intellectual capital ap-

plied to products, processes and services
342

. Florida says that ―regional economic 

growth is driven by the location choices of creative people – the holders of creative 

capital – who prefer places that are diverse, tolerant and open to new ideas‖
343

.  

Across the world, the creative sector is booming. Economic development agencies 

everywhere have identified the creative industries as a growth sectors, and most 

are supporting them through some forms of cluster-based development strategies 

that understand these sectors in both cultural and business terms. Creative clusters 

are places to live as well as to work, places where cultural products are consumed 

as well as made. They feed on diversity and change and so thrive in busy, multi-

cultural urban settings that have their own local distinctiveness but are also con-

nected to the world. According to Kloudová, the creative cluster is very important 

for the development of the creative economy. The creative cluster connects pri-

vate and public activities and helps the development of a creative city or creative 

region and is also able to enforce creative ideas. The results of the creative cluster 

initiatives concompanyed their meaning and now this approach is also used for the 

creation and enforcement of new and creative initiatives, creative cities and products.  

The conceptual basis for the creative clusters can be found in the work of Porter, 

who is probably the most important and influential author of the cluster theory. He 

defines a cluster as ―a geographic concentration of interconnected companies and 

associated institutions and companies, connected in specific areas, which are 

common as well as complementary‖
344

. 

A creative cluster that is able to concentrate relevant actors and to create an envi-

ronment suitable for creative ideas enforcement, is undoubtedly the important 
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factor which should help to enforce creative products, creative companies, to help 

create creative cities and to develop creative economy. 

According to De Propris, a creative cluster is a place that brings together a com-

munity of creative people, who share an interest in innovation but not necessarily 

in the same subject; a catalysing place where people, relationships, ideas and tal-

ents can spark off of each other; an environment that offers diversity, stimuli and 

freedom of expression; a thick, open and ever-changing network of inter-personal 

exchanges that nurtures individuals‘ uniqueness and identity
345

.    

In Slovakia, as well as in other European countries, the creative sector is booming 

and the development of creative industries attracts increasing attention. In this 

context we can also see the activation of creative LPS in Slovakia. In 2013, the 

second biggest city in Slovakia Końice, became the European Capital of Culture, 

which was an initial opportunity to create and develop the first real creative city in 

Slovakia. One of the activities within the project Końice - European Capital of 

Culture for 2013, was the establishment of the first creative cluster in Slovakia. 

The establishment of that cluster in this territory was based on the attractive en-

dogenous potential of the territory that includes quality human resources including 

creative classes, universities and research institutions, rich cultural and historical 

heritage, developed industrial production, existence of IT cluster etc. Cooperation 

among private, non-profit and public sector has been improving in last years. All 

these characteristics based on the endogenous potential, supported by positive 

external influences (European Capital of Culture 20013) through synergy effect 

created suitable conditions for the establishment of creative orientated LPS.  

2.3.3. LPS with a dominant industrial company 

According to many theoretical concepts of regional development which are deal-

ing with any form of LPS the importance of large companies for the regional de-

velopment is undeniable. The importance of large, especially industrial, compa-

nies as innovative poles of regional development in the Slovak Republic is also 

stressed by the National Council of the Slovak Republic (National Strategy for 

Regional Development for 2007-2013)
346

.  

Examples of such LPS with a dominant industrial company in Slovakia are: ŅP 

Group, automotive clusters (VW, KIA, Peugeot-Citroen).  
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The corporate functions show that a big industrial company could influence the 

development of a region in various fields. Its impact on employment in the region 

is certainly not negligible (in comparison to small businesses) taking into account 

the recruitment of hundreds and often thousands of workers, not only from the 

region where the company is located, but also from surrounding regions. A big 

company can often seem like the only entity undertaking various activities that are 

beneficial for the region as a whole, especially when one looks at the fact that 

local governments generally suffer from a lack of financial resources required to 

implement these activities. 

Generally LPS with dominant industrial company could be based on
347

: 

 market demand; 

 business opportunities and access to new markets; 

 diversification of non-industrial activities; 

 competitive pressures; 

 more effective production and supply of inputs. 

Market demand means that the industrial company reacts to the growing de-

mand for its outputs through: creating of / or step into the group of companies 

which carry out their activities in the same / or in similar business fields. In this 

consortium the big industrial company could be the most important leader.  

Market demand may not only be caused by industrial demand but may also be 

caused by company‘s employees and their families. Most company employees 

live in the same area where the company is located, respectively in its attraction 

zone. It needs to meet the growing needs of the population in terms of technical 

and social infrastructure. In such situations a large company seems to be capable 

of arranging or at least contributing to the realisation of such activities. Demand 

could be strong factor for the starting of LPS establishment  and coordination by 

an industrial company that is not strictly oriented on industrial production only. 

On the other hand, practical experiences show that these LPS are often strongly 

linked to the success of the big industrial company. 

Business opportunities and access to new markets mean creating new fields in 

industry where a big industrial company can spread its activities. A typical exam-

ple could be the IT sector. Another common reason is to penetrate into a new 

market in new countries or to be closer to customers. 

Diversification of non-industrial activities can be realised if the big industrial 

company is successful at the market. Thanks to the sufficiency of financial capital, 

such  a company may have a tendency to set up subsidiaries not only in the areas 
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in which it usually operates. The diversification of the business activities may 

help big industrial company to settle the crisis in the industrial sector. Good ex-

ample could be the investments in tourism – creation of new jobs could help to 

solve regional unemployment.  

Innovations and education of employees positively influence the competitive-

ness of the big industrial company and the region. ―Large companies in the region 

have well established concepts and methods of education as well as access to in-

novation. Usually in these areas they have created strategic development docu-

ments, or at least defined additional procedures or plans. They also have an exten-

sive network of institutions with which they collabourate.‖
348

 For this purpose, the 

big industrial company sets-up vocational schools and supports students who want 

to improve their education and skills at college/university.  

A company that focuses on industrial production (e.g. metallurgy) tends also to 

focus activities on the modernisation of production and investments into research 

and development with a focus on the development of new materials and the opti-

misation of the technological parameters of the production. Modern technology 

requires skilled personnel to operate it, thus creating space for the creation of new 

jobs and cooperation with research institutes and universities. In order to maintain 

and strengthen their position on the market large companies continue to invest in 

increation technology and communication infrastructure. 

Innovative activities are conducted mainly in large companies and companies that 

cooperate with each other. Similarly, the Slovak national strategic reference 

framework for the period 2007-2013
349

 pointed out the importance of the innova-

tion clusters in industry and services which use and develop the innovative poten-

tial of the local resources and are able to find their market space in a competitive 

environment. If the region has a rich industrial tradition it is possible to expect 

development of the domestic innovation potential in it. 

In recent years, the percentage share of companies with innovation activities in 

Slovakia is growing steadily. More than 50% of the innovative activities are real-

ised in large companies with 250 or more employees, following the fact that a 

large company has more capital, financial and human resources. ―Large compa-

nies show a higher degree of financial stability and better business planning. 

Therefore they are more suitable recipients of financial assistance aimed at the 

absorption of innovation…‖.
350

 The situation is also similar in companies outside 

the EU, for example in Norway. The probability that the company will innovate in 
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Norway is directly proportional to its size. The bigger the company is the more 

innovations are realised.
351

 Big companies have more options to produce a wider 

range of products. In fact there are various processes within the company which 

can increase the chance - at least somewhere in the company - to create appropri-

ate conditions for innovation. 

Effective input delivery system - done through establishing or localisation of 

suppliers near the big industrial company (often as majority stockholder). When 

the companies are using the same internal regulations and IT systems this could 

contribute to a better delivery system. This also helps to eliminate risk and priori-

tize other customers, so the supplies are better protected. 

Big industrial company could negatively influence th region for example through:  

limiting wage settlements in the region, professional application only in certain 

areas, political and business lobbying, more significant effects during the econom-

ic recession in the industry and its impact on the region. 

2.3.4. Industrial Parks 

An industrial park is a type of real estate development purposely designed and 

zoned to house industrial and manufacturing buildings. They provide favourable 

conditions for the development of entrepreneurial activities.   

Industrial parks are typically located away from residential and commercial areas, 

and in locations where land is relatively less expensive. These locations are 

equipped with communications and utility networks (water, gas, electricity, 

transport, telecommunication, drainage, etc.); in some cases, there are production 

halls already prepared. Industrial parks‘ areas are proprietary and are devoid of 

old burdens. 

The industrial parks in Slovakia are regulated by Act No 193/2001 supporting the 

establishment of industrial parks. The Act defines an industrial park as an area 

defined by urban planning documents on which industrial production or services 

provision by one or several businesses is carried out. The industrial parks are es-

tablished by municipalities or regions on their own land. This territory must be 

equipped with primary technical infrastructure (water, gas, power, transport, tele-

communication, sewage, etc. 

The Slovak government will provide state financial assistance to the local council 

or authority that wishes to establish a new Industrial Park.  The subsidies from the 

national budget are granted to municipalities or regions to build the technical in-
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frastructure necessary to create an industrial park and as reimbursements for the 

land which could be claimed for the establishment of the park. A grant aimed at 

infrastructural equipment that is necessary for the establishment of an industrial 

park could reach up to 70 % of the total costs. The local/regional authority must 

have a contract in place with a new business entrepreneur for the use of the park. 

The readiness of the sites is not the only benefit for the potential investor. If the 

investor fulfils the legal conditions, he may also be given investment aid. Region-

al investment support and support for employment in investment projects is pro-

vided, as well as support for industrial production projects, technology centres, 

strategy services centres and research and development centres. 

Investment aid in support of the initial investment and job creation is provided in 

the form of: 

 subsidies for the acquisition of long-term tangible fixed assets and long-

term intangible assets; 

 relief on income tax; 

 contribution to the creation of new jobs; 

 transfer of immovable property or exchange of real estate property at a 

price lower than the general market value of the assets. 

 

The scale of services is variable and depends on the number of the companies in 

the park and the specific investors requirements. Standard services provided inde-

pendently from the industrial park significance and type include: protection of 

property, transportation and technical infrastructure maintenance.  

The industrial park may be managed by the municipality or by a private company. 

Park supervision might be guaranteed by a company which offers to residing en-

trepreneurs a set of services (accounting, marketing, loan assistance, investment, 

development and legal advisory services, etc.). 

Industrial parks have become a popular way for local/regional authorities to foster 

business development. In the hope of attracting companies to their regions, some 

municipalities and regional governments invest in industrial parks. High capital 

costs are crucial for industrial parks and local/regional authorities are usually only 

able to cover them with the help of national and international funds.  However, 

there are also a few private industrial parks set up mainly by foreign developers. 

Several industrial parks have been established in each of the eight Slovak regions 

thanks to co-financing from the EU and state budget. Some of them have been 

established as a result of big investor interest, which encouraged the decision of 

related businesses to locate in the park. Industrial parks are usually classified as 

―brown‖ if the park is established on existing but disused facilities of former 
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companies or ―green‖ if developed in a new area.  Brown parks have been given 

special attention in last years because of revitalizing a local brown field industrial 

zone.  Lots of newly built green industrial parks have been set up on very fertile 

land without any long-term conception of development. In the east of Slovakia 

some of the new parks are not getting enough investors to move in. 

There are different park specialisations - a science/technology park, research park, 

eco-industrial park, logistics parks, etc.  A Science and Technology Park is an 

initiative based on the promotion of commercial research results and development 

by small and medium businesses, functionally and economically based on the de-

velopment of real estate (land, buildings, and networks). For example, The Cen-

tral European Park for Innovative Technologies Bratislava is very closely linked 

with the Slovak University of Technology. The year 2013 can be considered as a 

breakthrough in support for science parks and high-tech centres established at 

universities because the Ministry of Education has allocated funding to build eight 

science parks.  

2.3.5. Industrial symbiosis 

Industrial symbiosis is a voluntary cooperation of enterprises that aim to optimise 

production costs and improve the environment via the use of by-products and 

wastes generated by some enterprises as production inputs for others, the sharing 

of increation, services, utilities, energy, and other resources. It has been defined as 

a process engaging ‗traditionally separate industries in a collective approach to 

competitive advantage involving the physical exchange of materials, energy, wa-

ter, and by-products. The keys to industrial symbiosis are collabouration and the 

synergistic possibilities offered by geographic proximity‘ (Chertow 2000).
352

 In 

other words, the industrial symbiosis is a group of local companies, communities, 

and other actors exchanging energy, water, by-products and waste (Wolf, 

2007).
353

 

Chertow (2007)
354

 distinguished between two models of industrial symbiosis de-

velopment – a planned model and a self-organising (spontaneous). The spontane-

ous development of industrial symbiotic networks happens rather rarely, and its 

emergence requires a long period of time. The development of spontaneous net-

works is dependent on the way that the social, economic, technical and political 

conditions embedded in the geographical settings support or influence the indus-
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trial by-product exchanges. If they are more proactive, there is more chance of 

development (Mirata, 2005; van Beers et al., 2007; Baas, 2008). 

There are several forms of planned industrial ecosystems, where companies are 

interconnected via the integrated use of energy, waste material or by-products. 

Eco-industrial parks are known to be the most widespread form of artificial mod-

elling of symbiotic systems, whose functioning implies the existence of close in-

ter-company connections that resemble the ties typical for natural ecosystems. As 

a rule, the development of an eco-industrial park is limited by the borders of one 

industrial agglomeration. An alternative approach to the creation of planned inter-

company networks involves the combining of businesses located in different re-

gions but looking for the establishment of symbiotic ties for a variety of reasons, 

beginning with the natural desire to exploit win-win situations among firms. How-

ever, planned eco-industrial initiatives have resulted in many failures. A coordina-

tive function was found to be undoubtedly helpful only to accelerate number and 

complexity of new exchanges working from an established base (Jacobsen, An-

derberg, 2005).
355

 

Later the third - middle-out approach to industrial ecosystem development was 

defined by Costa and Ferrao (2010).
356

 It is an interactive process wherein the 

government, industries and other institutions can influence the context conditions 

in order to motivate and support business synergies.  

The activities of industrial symbiosis can be oriented at a single dominant industry 

or multi-industry. A majority of companies belong to a single industry and gener-

ally use similar resources and generate similar products, co-products, by-products 

and residuals (Chertow, Ashton, 2004).
357

 

According to the characteristic features of the exchange there are five different 

waste exchanges: within a facility, company or organisation; among companies 

co-located in a defined eco-industrial park; among local companies that are not 

co-located; and among companies organised ―virtually‖ across a broader region 

(Chertow, 1999; 2000; Ehrenfeldt and Chertow, 2002). For all types of industrial 

symbiosis initiatives industrial ecologists usually distinguish between greenfield 

development, meaning the development of a new park or network, and brownfield 

redevelopment, which refers to the restructuring of an existing park (Wolf, 
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2007).
358

 The flow of exchanges within the system of industrial symbiosis is pre-

sented in Fig. 2.16. and is comparable with the classical, linear system of produc-

tions. 

The main idea of industrial symbiosis as a part of industrial ecology is to reduce 

virgin material and energy inputs by utilizing waste, by-products, and waste ener-

gy through exchanges among relevant stakeholders (Korhonen, Snäkin, 2003).
359

 

Figure 2.16. The difference between classic approach in the production  

and industrial symbiosis 

 

Source: UNDP, 2011. 

However, at company level, the motivation behind most of the exchanges is relat-

ed to: reducing costs by seeking income-producing applications for unwanted by-

products and waste; producing innovative products and process changes; increas-

ing revenue, diversifying business; managing risk (Laybourn, Morrisey, 2009).
360

 

The emergence of the multilateral resource sharing in the form of industrial sym-

biosis could be promoted by the local environmental regulations. 

In the Slovak Republic, a few examples of industrial symbiosis networks can be 

identified (e. g. Detva). They were not established primarily as eco-parks or other 
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forms of industrial symbiosis, but they have developed over decades and their 

roots are in the historical and economic development of Slovakia. 

Nowadays, the first conceptual incentives to study the conditions of industrial 

symbiosis in the Slovak private sector appeared under the project REPROWIS. In 

2010 – 2011, within the project, research among 500 small and medium enterpris-

es eas carried out. The aim of the project was to identify the possibilities to con-

nect the businesses in the field of inputs, outputs and free capacities. The results 

show that only seven entities from 500 businesses have implemented the system 

of environmental management – ISO 14 001. The most common forms of envi-

ronmental pollution are: waste production, air pollution and water pollution. Lack 

of interest or lack of increation about techniques for reducing negative environ-

mental impacts have been identified as the most common barriers to the imple-

mentation of eco-innovation processes in the companies. Companies‘ priorities 

oriented towards environmental protection are absent,  as the companies prefer the 

financial aims – profit. The environmentally friendly activities are realised only if 

they cost nothing. On the other hand, the survey shows positive attitude among 

the respondents to support and implement the ideas of industrial symbiosis in their 

activities. 52% of the companies would like to join the system of industrial sym-

biosis; 18% of the respondents are able to join after more detailed increation on 

the level of their participation. Research findings indicate the problematic issues 

of industrial symbiosis implementation in the Slovak Republic. But the positive 

and perspective approach of the respondents indicates that the potential of indus-

trial symbiosis could be developed in Slovak regions (Project REPROWIS, 

2013).
361

 

2.3.6. Biomass LPS 

Energy demand in many countries is growing rapidly and energy is considered as 

a cross-cutting issue that contributes to the achievement of all of the Millennium 

Development Goals. Decisions taken in the energy sector in the coming years will 

have long-term consequences for the investments, society and global climate. Ac-

cording to the Renewables Energy Directive the overall share of energy from re-

newable sources in 2020 in the EU shall be 20%.
362

  

Biomass as a form of renewable energy is seen as a source with the greatest po-

tential. Biomass can be considered as an important resource to enable extensive 

product competitiveness of the agricultural sector, which contributes to important 

                                                 
361

 Study of Application of Industrial Symbiosis (Is) As a Tool to Reduce Production Waste. Pro-

ject REPROWIS. Accessed: http://reprowis.eu//img/files/IS-Study.pdf; on 02.09.2013. 
362

 Directive 2009/28/EC, 2009. Online: http://eurlex.europa.eu/LexUriServ/LexUriServ.do?uri= 

Oj:L:2009:140:0016:0062:en:PDF 

http://reprowis.eu/img/files/IS-Study.pdf


166 

areas of the economy, such as: reducing unemployment, rural revitalization, sus-

tainable development and improving the quality of the environment. 

Especially in rural areas, bioenergy has a chance to support development, because 

it can exploit the stock of biomass, both agricultural and forest. Placing bioenergy 

plants in appropriately selected areas will create jobs in different sectors – man-

agement, research or services. In this way, bioenergy can become a driver of local 

and regional economy. It is possible that the creation of a bio-cluster, especially a 

biomass LPS, will encourage the innovative behaviour of other entities. Exported 

energy can further stimulate the economic activity in the region. Benefits are re-

lated to the improvement of the infrastructure, but also to the reversed migration 

due to better opportunities and better environment than in urban areas. These ac-

tivities may contribute to the diversification of the rural areas and to the increased 

resilience of the rural system.  

Entities in biomass LPS are faced with many problems related to the lack of initial 

increation and knowledge on new technologies. The lack of experience in imple-

menting similar projects is also a significant barrier to achieving socio-economic 

development. 

These problems could be mitigated if the biomass local production system really 

operates and is a part of a regional innovation system. This would mean that the 

entities directly engaged in production, processing, storage and distribution of 

biomass (for example heating equipment operators) could be associated within a 

network of LPS comprising: 

 consulting institutions (project documentation, financial and technical 

advice); 

 universities and research institutes (e.g. undertaking studies on biomass 

productivity in specific areas focused on the specific conditions for bio-

mass production (as it happened in the Meili mountain in China)
363

;  

 regional institutions, associations, local and regional authorities and civil 

society, as illustrated in Fig. 2.17. 

 

The practical benefits of this proposed biomass LPS are related to: better and fast-

er transfer of increation between involved actors; effective advising; exchange of 

experiences, networking, more effective solutions to unforeseen operational prob-

lems; streamlining the operational processes; saving transaction costs. To achieve 

this, the processes of starting and managing the LPS, focused on the biomass, 

should be reconsidered. 
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Primarily an analysis of the resource base, method of obtaining energy from bio-

mass and energy production cycle should be carried out. Other important parts are 

mainly: management of the project, feasibility study, business plan and other 

technical and economic studies. 

 
Figure 2.17. Proposal of biomass LPS 

 

Source: Own proposition. 

When choosing a method of energy production from biomass, it is necessary to 

analyse the resource base available in the region. The creators of the biomass LPS 

must determine what the annual needs of biomass are, what its monthly fluctua-

tions will be, and evaluate the logistics (transport, electricity and heat). Imports of 

biomass from longer distances are not a problem nowadays, but significantly af-

fect the cost of primary raw materials and at the same time reduce the potential to 

lower greenhouse gas emissions. 

Choosing a technology for energy production would be significantly affected by 

the nearest raw material base. In areas with higher animal production, as well as in 

urban areas with a shortage of primary raw materials and high potential use of 

bio-waste, it is preferable to produce biogas and then install cogeneration units, 

which will combine the production of electricity and heat. Mountainous areas and 

areas close to the timber industry should aim at the production of heat from wood 

products (pellets, chips, briquettes). A similar scenario is possible even in regions 

with high agricultural production, where the main residual material is straw. The 

decision about the combined production of electricity and heat in biomass LPS 
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depends on the connectivity to a power line and the cost of technology. In this 

case, it is appropriate to use the gasification technology. 

The selection of the mode of production of energy from biomass is followed by 

the analysis of the collection chain – transport – storage. These factors affect the 

economic and technical factors of the project. According to Sims, transport cost is 

the most variable part of the cost of primary raw materials.
364

 An ideal case is an 

integrated collection of biomass. Transport of biomass plays an important role in 

the energy production cycle. With the intensification of the use of bioenergy, local 

and possibly regional materials may not be enough. Transport may include the 

hidden costs of wear of road infrastructure, higher emissions from vehicles etc. If 

taxes in the territory are increased, it could cause adverse reactions in the use of 

new energy sources. Therefore, creators must always demonstrate the contribu-

tions of new source together with all costs that might arise in the future. 

Reducing the humidity of primary raw material is considered an important part of 

its logistics. The water content in the solid mass is different for different types of 

wood and organic crops and reducing moisture always brings a higher added val-

ue. It is optimum if the process is carried out at the place of biomass collection to 

avoid increased costs of transport. If an LPS area starts to grow plants to produce 

biomass, it will means regular collection from certain land and therefore the de-

pletion of soil nutrients and minerals. To promote sustainability, it is necessary to 

return nutrients to the soil (for example through ash). Each combustion process 

creates a certain amount of ash, which depends on the type of the biomass. 

Creators of the biomass LPS should be ready to provide increation and answer 

questions concerning the construction of LPS focused on biomass (method, time, 

use of technology) for example:  

 how and which way the biomass will be transported;  

 what is the level of noise produced by traffic and transport mechanisms; 

 final price for consumers;  

 security of energy supply;  

 employment opportunities or other economic benefits;  

 impacts on local environment and so on. 

Without a systematic approach to biomass and renewable energy in general, it will 

be difficult to increase the share of energy from renewable sources in the long-

term perspective. Therefore, the processes of starting and managing a biomass 

LPS should be well considered. 
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2.3.7. Tourism-oriented LPS 

In the time of globalisation, the tourism industry belongs to the most significant 

sources of economic and social development. According to the statistics of the 

European Union it generates over 10% of EU GDP (directly or indirectly) and 

recruits 9.7 m citizens in 1.8m businesses.
365

 The main benefits that flow from the 

development of tourism are higher employment, sustainable regional develop-

ment; conceptual use of natural and cultural heritage. 

Tourism is connected with the destination (territory) which is composed of vari-

ous entities as natural sources, cultural and historical sources, entrepreneurs and 

organisations of public and private sector, provided services and goods consumed 

in the tourism industry (Patúń, 2012, p. 58)
366

. To develop tourism, it is necessary 

to create the product of the destination. If this process is effective, it involves all 

relevant actors from the public, private and also non-profit sector. All of their ac-

tivities should be controlled and managed from the quality, time and content point 

of view.  

The developed cooperation of all mentioned stakeholders can culminate in estab-

lishing a tourism local productive system or a cluster as a dominant orientation of 

all activities within the territory. Tourism production system includes all econom-

ic activities and actors that contribute to the production and distribution of tourism 

products and services, i.e. products and services that generate tourist experiences; 

social groups, cultural features, physical elements that are incorporated into tour-

ism products and services; agencies for regulating the commercial behaviour, so-

cial externalities associated with such production and distribution (Britton, 1991, 

p. 455–456).
367

 The tourism production system is defined by high concentration of 

small and medium sized companies with specialisation in the tourism industry. 

These features very much comply with the Porter‘s theory of clusters and indus-

trial districts (Porter, 1980, 1985). 

The topic of the tourism cluster is researched by many experts; e g. Montfort 

(2000), Jackson, Murphy (2002), Beni (2003), Ferreira (2003), Capone (2004), 

Costa (2005) etc. All authors agree that the tourism cluster is associated with a 

limited geographical area with involved in tourism activities interconnected active 

partners (e. g. companies, institutions, service‘s providers, suppliers, policy mak-

ers, universities, competitors etc.). The cooperation among the partners combined 
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with excellent management of the network, and coordination of the production 

chain can generate the original product – a touristic destination as a competitive 

advantage (Beni, 2003, Ferreira, 2003). 

Based on the type of relations between enterprises and institutions a tourism clus-

ter can be established as a horizontal or a vertical one. The horizontal tourism 

cluster consists of strategic alliances, where agreements can be in the form of 

agreements between enterprises that have the same principal activity (i.e. among 

enterprises in the field of entertainment, transport and catering) and in the form of 

agreements between enterprises working with the same group of customer satis-

faction, but offering different product components to the customers. The vertical 

tourism cluster is created as a strategic net with unilateral supplier-customer rela-

tion among the partners in such a way that the activities of the agreement are ful-

filed by one of the parts, which gives its output to the others in exchange for a 

payment (Rodrigues, 2001, p. 307).
368

 

Cluster‘s main element is the collabouration. However, the natural competition 

and rivalry is inevitable for the future cluster development especially for the inno-

vation process, which bring the higher added value not only for the customer but 

also for the involved actors. (Kindl da Cunha, S., da Cunha, J. C., 2005). 

The issue of the conceptual tourism development is a very current topic in Slo-

vakia. The first efforts to establish a tourism cluster appeared in 2008, in the 

Liptov region. The creation of the cluster was initiated from the bottom (from the 

clustered entities). Later this idea was also developed in other parts of Slovakia (e. 

g. Orava, Turiec, Vysoké Tatry). The first clusters were aimed at marketing activi-

ties, promotion of destinations, preparing strategic development plans in the field 

of tourism, developing regional products and creating product packages for the 

guests. The clusters interconnected entities from the private sector (e. g. aqua-

parks, hotels, ski-parks, thermal parks, etc.), local municipalities that represents 

the largest cities in the regions where the cluster is situated,  non-profit organisa-

tions. The tourism clusters also cooperate with research institutions and universi-

ties, so they have become important holders of innovations. 

Because of the organisational inadequacies and lack of financial sources for tour-

ism development radical changes have been adopted at national level. Slovak na-

tional authorites demonstrated the importance of tourism development by adopt-

ing Act No 91/2010 on the promotion of tourism. Its implementation initiated the 

establishment of local and regional tourism organisations. The organisation‘s 

tasks are oriented at the development and creation of products, attracting domestic 

and foreign customers, marketing and promotion activities, destination branding, 
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planning and coordination tasks, selling the destination, development of tourism 

infrastructure (Kuhn, Tomáńová, 2011).
369

 

Nowadays, there are 34 local and 3 regional organisations for destination man-

agement. The destination management interconnects the entities from all econom-

ic sectors in the field of tourism, or the actors that can influence the tourism de-

velopment in the territory. It plays the role of coordinator and manager of tourism 

development based on the partnerships and the participation of the members in-

volved (actors in tourism in the territory). The main tasks of an organisation are 

to: elabourate the conceptual documents for the tourism development and its im-

plementation; promote the destination, realise marketing activities; create, pro-

mote and manage the tourism products; create and maintain the integrated increa-

tion system; prepare and submit projects for tourism development. The organisa-

tions are responsible for declaring their activities to the Ministry of Transport, 

Construction and Regional Development of the Slovak Republic (Act No 91/2010 

on the promotion of tourism).
370

 

One of the examples is the local tourism organisation "Central Slovakia", which is 

responsible for the tourism development in the region of Zvolenská kotlina. The 

local tourism organisation "Central Slovakia" is the key coordinating body in the 

field of tourism for the region with dominant cities - Banská Bystrica, Sliaĉ, Zvo-

len (see: www.centralslovakia.eu). 

2.4. Challenges in the development of local self-governance in Russia 

Local self-governance in accordance with the Constitution of the Russian Federa-

tion is one of the elements of the political state system that ensures the implemen-

tation of the principle of democracy. Local government is characterised by certain 

signs of government institutions and institutional settings. The social and state 

nature of the local self-governance institute makes it a central link in the mecha-

nism of interaction between civil society and the state. This is the main role of 

local government in any state
371

. 

The essence of the state nature is such that in the absence of effective mechanisms 

to limit the power of the state it will always seek to centralize its power, which in 

its extreme situations leads to authoritarianism. But under the conditions of high 

globalisation of the modern world and its increation openness an authoritarian 
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state becomes an international pariah and eventually due to the pressure of domes-

tic and external forces its strength falls. 

The paradox of the coexistence of state and local self-governance is that their at-

tempts to increase their influence at the expense of each other lead to the violation 

of the balance of interests and to a general weakening of their power and the con-

fidence of the population. Centralisation of power in the Central apparatus of the 

state and the absence of a constructive dialogue with the society leads to decisions 

that do not reflect the interests of the society, which ultimately results in social 

development destabilization. In any developed country, the issues concerning the 

mechanism for the prevention and overcoming a state power crisis are always on 

the table. As shown by the experience of many centuries, such a mechanism is the 

local government. 

Local government cannot be regarded as a substitute of governmental authorities. 

Developed local self-governance is a sign of a strong state power. At the same 

time, a strong local self-governance, undertaking the problems concerning life 

support at  local level, contributes to the strengthening of the state power as well 

as to the effectiveness of its management. The Institute of local government plays 

an important role in the development of civil society since all civil rights and ac-

tive manifestations of public initiatives are born and ultimately implemented in 

local communities. Local government has its own managerial apparatus acting on 

the basis of laws and regulations and it may form the budget and establish and 

collect taxes. 

Key activities of the developed local government are as follows: 

 to stimulate the growth of budget revenue and the rational use of the ex-

penditure part of local budgets; 

 to provide minimum living standards for the population; 

 to improve the quality of the living environment of the local population; 

 to contribute to the strengthening of the Institute of local self-governance 

by the effective exercise of its powers. 

Despite the fact that, in accordance with the legislation, local self-governance has 

a financial autonomy and its own managerial apparatus, in practice, it is so tightly 

intertwined with the state structures that it actually performs the functions of a 

representative of the state authorities at local level. This situation is due to both 

subjective and objective reasons. As to the subjective reasons, they, as it has al-

ready been mentioned, are determined by the nature of its power and its pursuit of 

accretion. As far as the objective reasons are concerned, the main one is that at the 

present stage, for the vast majority of the municipalities, there are no conditions 

for the creation of a self-sufficient local budget, which is a consequence of an un-

http://www.multitran.ru/c/m.exe?t=611589_1_2&s1=%E3%EE%F1%F3%E4%E0%F0%F1%F2%E2%E5%ED%ED%E0%FF%20%E2%EB%E0%F1%F2%FC
http://www.multitran.ru/c/m.exe?t=5569577_1_2&s1=%E0%EF%EF%E0%F0%E0%F2%20%F3%EF%F0%E0%E2%EB%E5%ED%E8%FF
http://www.multitran.ru/c/m.exe?t=5571954_1_2&s1=%F7%E0%F1%F2%FC%20%E1%FE%E4%E6%E5%F2%E0%20%E4%EE%F5%EE%E4%ED%E0%FF
http://www.multitran.ru/c/m.exe?t=5569577_1_2&s1=%E0%EF%EF%E0%F0%E0%F2%20%F3%EF%F0%E0%E2%EB%E5%ED%E8%FF
http://www.multitran.ru/c/M.exe?t=4119626_1_2&s1=%F3%F1%E8%EB%E5%ED%E8%E5%20%E2%EB%E0%F1%F2%E8


173 

acceptably great spatial differentiation at the level of the socio-economic devel-

opment of the country. This differentiation is manifested, first of all, at the level 

of the subjects of the Federation. 

Table 2.1. presents the differentiation index of some of the main macroeconomic 

indicators for the subjects of the Federation in 2010 (according to official statis-

tics). The index is calculated based on average per capita indicators for 2010. On-

ly the index of investment differences was calculated on the basis of the average 

per capita indicator of investment costs for a period of ten years (2001-2010). Pre-

sented in the table are two subjects of the Federation from each Federal District 

that differ in their financial and economic potential. The population trend of the 

subjects of the Russian Federation may serve as the integral indicator of this dif-

ferentiation: in the relatively prosperous Russian Federation subjects population 

increases or, at least, population size does not change. The more under-developed 

the region is, the greater is the decrease of the population. The Republic of Dage-

stan is characterised by demographic processes that are quite different from all-

Russian ones. The data in this table show, first of all, that there is no effective 

regional policy in the country, and if the existing tendency persists, it will have a 

negative impact on the overall economic development of the country and its posi-

tion in the world economy. 

But the real differentiation in the quality of life of people is still higher as each 

subject of the Russian Federation is characterised by heterogeneity of the spatial 

socio-economic development. For example, in Novosibirsk oblast, population, 

industrial potential and infrastructure are concentrated in Novosibirsk and Novo-

sibirsk agglomeration, while the rest of the municipal entities are characterised by 

underdeveloped transport services, backwardness of social services, low density 

and low incomes of the population.If we consider only rural municipal entities, 

we‘ll see that the maximum average monthly earning (in Iskitim district) is 1.6 

times higher than the minimum (in Ust-Tarksk district). 

The average monthly earning in Ust-Tarksk district is as much as 0.52 higher than 

that of the Novosibirsk oblast. The lowest average monthly earning (in Kuibyshev 

district) is 3.3 times less than that of Novosibirsk rural district. Among rural dis-

tricts (with the exception of the Northern district where oil is produced) the max-

imum average per capita investment in two years is in Maslyanino district, which 

is 11.6 times higher than the minimum one (in Kuibyshev district). The analysis 

of the level of investment costs in rural municipal entities primarily suggests that 

the tendency toward differentiation in the development of the municipalities will 

persist in the years to come. 



174 

Table 2.1. Index of differentiation of the main macroeconomic indicators  

in the regions of Russia in 2010 (per capita) 
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1. Russian Federation 1.00 1.00 1.00 1.00 1.00 1.00 0.98 

2. Moscow 3.00 2.32 1.83 1.52 1.07 1.42 1.10 

3. St. Petersburg 1,40 1,30 1,29 1,60 1,16 1,31 1.03 

4. Ivanovo Region 0,35 0,58 0,62 1,06 0,96 0,39 0.92 

5. Moscow Region 1.0 1.18 1.21 0.94 1.06 1.02 1.07 

6. Arkhangelsk region 1,13 1,02 1,05 1,06 1,24 1,51 0.91 

7. Pskov region 0,47 0,67 0,69 0,73 0,95 0,37 0.88 

8. Republic of Kalmykia 0,37 0,39 0,55 0,65 0,86 0,50 0.99 

9. Krasnodar region 0,73 0,88 0,77 0,75 0,92 1,13 1.01 

10. Republic of Dagestan 0,43 0,70 0,48 0,46 0,76 0,50 1.15 

11. Republic of Ingushetia 0,16 0,50 0,61 0,89 0,84 0,21 0.88 

12. Republic of Mordovia 0,49 0,53 0,56 1,17 0,73 0,69 0.95 

13. Samara region 0,80 0,61 0,69 1,02 0,96 0,72 0.94 

14. Sverdlovsk region 0,82 1,17 0,94 0,77 1,02 0,78 0.95 

15. Yamal-Nenets district 5,51 2,21 2,51 2,84 1,51 1,25 1.03 

16. Republic Of Tyva 0,37 0,53 0,83 1,07 0,94 0,22 1.00 

17. Novosibirsk region 0,70 0,85 0,87 0,93 0,98 0,65 0.99 

18. Magadan region 1,31 1,45 1,74 2,71 1,58 1,36 0.89 

19. Jewish Autonomous 

Region 
0,60 0,80 0,94 1,11 0,96 0,99 0.92 

 

The integral indicator of the level of socio-economic development of territories 

companies the socio-economic strength - population dynamics relationship: in 

comparison with 2000, in 2010, population increased only in cities; in all rural 

areas population decreased, and in two municipal districts with the lowest level of 

socio-economic development the population decreased by almost a quarter. 

The spatial heterogeneity of the socio-economic development of the country in 

general, and of each subject of the Federation in particular enables us to talk about 

the great originality of the Russian federalism. Not by chance there appeared the 

http://www.multitran.ru/c/m.exe?t=2657859_1_2&s1=%E1%FE%E4%E6%E5%F2%ED%FB%E5%20%F0%E0%F1%F5%EE%E4%FB
http://www.multitran.ru/c/m.exe?t=2657859_1_2&s1=%E1%FE%E4%E6%E5%F2%ED%FB%E5%20%F0%E0%F1%F5%EE%E4%FB
http://www.multitran.ru/c/m.exe?t=3397682_1_2&s1=%C5%E2%F0%E5%E9%F1%EA%E0%FF%20%E0%E2%F2%EE%ED%EE%EC%ED%E0%FF%20%EE%E1%EB%E0%F1%F2%FC
http://www.multitran.ru/c/m.exe?t=3397682_1_2&s1=%C5%E2%F0%E5%E9%F1%EA%E0%FF%20%E0%E2%F2%EE%ED%EE%EC%ED%E0%FF%20%EE%E1%EB%E0%F1%F2%FC
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concept of ―unitary federalism‖
372

. Translated, this means, that the Russian state is 

federal in form and unitary in content. 

The Constitution adopted in 1993 was simply obliged to create a legal framework 

for the establishment of local government. In 1995, a law was adopted ―About 

general principles of local self-governance organisation‖. However, the lack of 

real community participation practice in solving issues of local importance affect-

ed the quality of the law itself. It lacked certainty in such fundamental issues as 

the territorial boundaries of local government, financial independence and cooper-

ation with regional authorities. 

In 2003 a new law on local self-governance was adopted. Nevertheless, problems 

concerning local self-governance still remain unsolved due to the fact that there 

are no objective preconditions for the proper functioning of the overwhelming 

part of the Russian municipal entities under the terms of local self-governance. 

Probably, local self-governance system should be established step-by-step, its 

development should take more time, with regional specifics being taken into ac-

count. In this case it would be appropriate to use different types of fiscal relations 

for the territories with the status of a municipal entity and territorial-

administrative units, which, through the strengthening of the economic and fiscal 

potential could also obtain the status of municipal entities and, accordingly, more 

autonomy in solving problems concerning the development of their territory.he 

main financial source providing for the fulfilment of the expenditure commit-

ments and the implementation of control functions by the state, a city, a town, or a 

village, is its budget. Needless to say, that budgeting is very time consuming, 

complicated and contradictory. The trouble is that the ideal model of the fiscal 

system creation does not exist, and each country finds its own approach, which 

corresponds to its peculiarities, state structure, as well, as to its economic, finan-

cial and social relations. Russia is still in search of its model for fiscal system cre-

ation and this is not surprising, because issues concerning the economy model still 

cause heated debate. By declaring the state to be an ineffective owner, the private 

sector has privatised mineral raw resources without delay. As a result, the public 

sector of the economy has been sufficiently reduced, primarily developing in the 

economy are base materials sectors, and due to all these the Russian budget today 

depends on the free market oil price. For such a large modern state this situation is 

abnormal, so the task of structural reconstruction of the economy and the creation 

of modern high-tech sectors are a priority. All of this requires technological mod-

ernisation and the development of modern native engineering. Unfortunately, 

there are no creditworthy entities that are interested in such modernisation. The 
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interest of the state is explained by the instinct of self-preservation, because only 

the transition to innovative development will ensure its national independence and 

economic competitiveness. But most financial resources are concentrated in the 

hands of raw companies that do not need this modernisation with all its risks. Pro-

spects for technical retooling of the economy are complicated by the low invest-

ment grade of the state. The governmental authorities express deep concern as to 

the low investment grade of the state and to the outflow of its capital abroad. Ac-

cording to expert estimates, in the first quarter of 2012 capital outflow amounted 

to $42 billion. Of great interest is what the share of the state and state-owned cor-

porations is in this amount. 

As far as the creation of the fiscal system of the state is concerned, broadly speak-

ing, there are two main approaches based on two different principles – the princi-

pal of centralisation and that of decentralisation. A centralised system implies the 

concentration of all the taxes and levies at the upper level of the state budget sys-

tem and its subsequent distribution between regions in accordance with certain 

rules, with political factors being taken into account. A decentralised system as-

sumes that assigned to each level of the budgetary system - federal, regional and 

municipal - is its own system of taxes and levies. 

In the modern world an underdeveloped state uses only one approach in its pure 

form – a completely centralised or a fully decentralised system of  state budgeting. 

Generally, a mixed system combining both principles in various proportions is 

used. For instance, the U.S. budget system is largely decentralised. In the U.S.A 

the main municipal tax is an individual property tax, which is over 20% of the 

local budgets (over 50% in Canada). Municipalities closely follow issues concern-

ing the collection of individual property tax and are greatly interested in its in-

crease. It should be pointed out that the American model does not exclude some 

redistribution of the federal budget funds between the states and their municipali-

ties. This redistribution is carried out mainly in the form of grants for the imple-

mentation of municipality social projects. 

In Russia a primarily decentralised approach is absolutely unacceptable due to the 

following reasons. Firstly, the excessive differentiation of the regions in terms of 

socio-economic development and the concentration of wealth in few well-known 

places means that the use of such a model will only lead to further widening of the 

gap between the regions and to the impoverishment of the majority of the munici-

pal entities of Russia. Secondly, in Russia the land tax and individual property tax 

do not fulfil the role that they play in the Western countries. This is because 1) 

there are often no properly registered real estate units for taxation and 2) the un-

willingness of the citizens themselves to put their own property rights in order, 

since this requires time and money, which may exceed the costs of the property.  

http://www.multitran.ru/c/m.exe?t=611589_1_2&s1=%E3%EE%F1%F3%E4%E0%F0%F1%F2%E2%E5%ED%ED%E0%FF%20%E2%EB%E0%F1%F2%FC
http://www.multitran.ru/c/m.exe?t=617994_1_2&s1=%EC%F3%ED%E8%F6%E8%EF%E0%EB%FC%ED%FB%E9%20%ED%E0%EB%EE%E3
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The use of a mainly centralised approach actually contradicts the principles of the 

democratic state, the main feature of which is the active participation of the citi-

zens in the management of the socio-economic development, and especially in 

solving matters of local importance. Nevertheless, it is this approach that is used, 

as the difference of potentials and the infrastructure gap of the regions of Russia 

objectively require significant reallocation of funds from economically developed 

regions to the backward ones. Paradoxes of Russian federalism may lead to a situ-

ation where the region that companyly stands on its feet in one second may turn 

into a backward one, although nothing changed in its economy. This happened to 

the Omsk region, where the head office of ―Sibneft‖ was registered. Then it was 

reregistered in St. Petersburg, and the budget of Omsk region lost almost 40% of 

its income, at the same time the budget of Saint-Petersburg – acquired it. In 2011, 

the head of the company ―Wimm-bill-Dann‖ changed his residence from Moscow 

to the Republic of Kalmykia and paid 2.3 billion rubles to the Republican budget. 

You can only be happy for Kalmykia, which does need funds for the development 

of its economy and infrastructure. However, it is abnormal, because the fiscal system 

of a large developed state should not depend on someone's formal registration. 

Still more clearly, paradoxes of the Russian fiscal system are manifested in Mos-

cow where head offices of most of the major corporations of the country are regis-

tered, and the budget amounts from them are much bigger than those of the other 

subjects of the Federation, where the city authorities have the ability to pay extra 

to pensioners, teachers, and above all - to the judges. It may be that some other 

centres of the subjects of the Federation would have such an opportunity, but they, 

unlike Moscow and St. Petersburg (the economy of which is not burdened by ag-

riculture), have serious obligations to their rural areas, which are also inhabited by 

people, and these people are feeding the country and ensure its food security. 

The current practice of local budget creation is not to bring into balance income 

and expenditures but to reduce the amount of expenditures up to the level of in-

come, so the budgeting is limited to the disposition of funds for the most emer-

gence needs. Bodies of local self-governance have to carry out a selective ex-

penditure financial policy. Under these circumstances, the very opportunity for 

carrying out a responsible fiscal policy, improving the quality of services, imple-

menting effective cost control and attracting investment for the development of 

the municipalities is lost. It is not a coincidence that when speaking about local 

self-governance, as a rule, only the powers of local authorities are meant and al-

most nothing is said about its liability to the population. But under circumstances 

where almost all municipal units are subsidised, local authorities are primarily 

dependent on the superior authorities, rather than on local communities.  

http://www.multitran.ru/c/m.exe?t=1786556_1_2&s1=%F1%E1%E0%EB%E0%ED%F1%E8%F0%EE%E2%E0%F2%FC%20%E4%EE%F5%EE%E4%FB%20%E8%20%F0%E0%F1%F5%EE%E4%FB
http://www.multitran.ru/c/m.exe?t=1786556_1_2&s1=%F1%E1%E0%EB%E0%ED%F1%E8%F0%EE%E2%E0%F2%FC%20%E4%EE%F5%EE%E4%FB%20%E8%20%F0%E0%F1%F5%EE%E4%FB
http://www.multitran.ru/c/m.exe?t=5565458_1_2&s1=%EE%F0%E3%E0%ED%20%EC%E5%F1%F2%ED%EE%E3%EE%20%F1%E0%EC%EE%F3%EF%F0%E0%E2%EB%E5%ED%E8%FF
http://www.multitran.ru/c/m.exe?t=4539599_1_2&s1=%EF%EE%EB%E8%F2%E8%EA%E0%20%F4%E8%ED%E0%ED%F1%E8%F0%EE%E2%E0%ED%E8%FF%20%F0%E0%F1%F5%EE%E4%EE%E2
http://www.multitran.ru/c/m.exe?t=4539599_1_2&s1=%EF%EE%EB%E8%F2%E8%EA%E0%20%F4%E8%ED%E0%ED%F1%E8%F0%EE%E2%E0%ED%E8%FF%20%F0%E0%F1%F5%EE%E4%EE%E2
http://www.multitran.ru/c/m.exe?t=5697063_1_2&s1=%FD%F4%F4%E5%EA%F2%E8%E2%ED%EE%E5%20%F3%EF%F0%E0%E2%EB%E5%ED%E8%E5%20%E7%E0%F2%F0%E0%F2%E0%EC%E8
http://www.multitran.ru/c/m.exe?t=3578049_1_2&s1=%EF%F0%E8%E2%EB%E5%F7%E5%ED%E8%E5%20%E8%ED%E2%E5%F1%F2%E8%F6%E8%E9
http://www.multitran.ru/c/m.exe?t=5664195_1_2&s1=%EE%F2%E2%E5%F2%F1%F2%E2%E5%ED%ED%EE%F1%F2%FC%20%EF%E5%F0%E5%E4
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The fiscal system in its current state is, no doubt, in need of serious changes, and 

those changes should be result-oriented and capable of solving the following 

tasks. 

Firstly, it is necessary to reduce counter flows of funds. Norms of federal tax de-

ductions into the local budget are established in such a way as to exclude the 

withdrawal of excessive taxes, because if such a situation emerges it will generate 

counter flows. 

Secondly, fiscal policy should be capable of forming an autarkic budget at the 

expense of its own sources of income in cases when the taxable capacity of a terri-

tory is rather high. If this takes place, then the conditions for real liabilities of lo-

cal government authorities to the population will be created. 

Thirdly, fiscal sharing should stimulate local self-governance interest in develop-

ing income basis and permit it to encourage its growth. 

The state is actually interested in the development of fiscal processes, since the 

possibility of the local government to display initiative and its independence are 

the additional resource of the management system to improve its effectiveness. 

The analysis of present-day financial and economic relations has no sense at all, 

since the Russian statistics consider some kind of virtual economic functions. For 

example, 40.4% of income tax from consolidated returns to the federal subject 

budgets is formed in the Central Federal District, with Moscow‘s share being 

equal to 29% and the total share of Yamal-Nenets and Khanty-Mansijsk Autono-

mous Districts being only 5.8%. Proceeding from the obvious disadvantages of 

modern fiscal practices, as well as from common sense, it would be, apparently, 

appropriate to entirely assign income tax to the federal level. In this case, ―restless 

urge for change of place‖ of large corporations would not influence the stability of 

regional budgets and greater justice of financial and economic relations would be 

ensured. Probably, at last, the government will pay back the profits from offshore 

accounts, all the more that at present there is no economic justice to make them. 

At the same time, it would be justifiable to transfer individual income tax predom-

inately to the budget of the territory where a person lives. The point is that cur-

rently there is a considerable labour migration, especially between the major cen-

tres of the subjects of the Federation and the surrounding small towns and rural 

areas. In this case, the return of individual income tax to the budget of the territory 

where the enterprise is registered does not reflect the relationship between the 

labour quality and that of the living environment of employees. A worker and his 

family enjoy all the services financed from the local budget (housing and public 

services, system of education, health, transport) without participating in the crea-

tion of the financial base for their maintenance and development. 

http://www.multitran.ru/c/m.exe?t=1933360_1_2&s1=%ED%E0%EB%EE%E3%EE%E2%FB%E9%20%EF%EE%F2%E5%ED%F6%E8%E0%EB
http://www.multitran.ru/c/m.exe?t=3673155_1_2&s1=%D5%E0%ED%F2%FB-%CC%E0%ED%F1%E8%E9%F1%EA%E8%E9%20%E0%E2%F2%EE%ED%EE%EC%ED%FB%E9%20%EE%EA%F0%F3%E3
http://www.multitran.ru/c/m.exe?t=2701711_1_2&s1=%EE%F5%EE%F2%E0%20%EA%20%EF%E5%F0%E5%EC%E5%ED%E5%20%EC%E5%F1%F2
http://www.multitran.ru/c/m.exe?t=2701711_1_2&s1=%EE%F5%EE%F2%E0%20%EA%20%EF%E5%F0%E5%EC%E5%ED%E5%20%EC%E5%F1%F2
http://www.multitran.ru/c/m.exe?t=4282806_1_2&s1=%ED%E0%EB%EE%E3%20%ED%E0%20%E4%EE%F5%EE%E4%FB%20%F4%E8%E7%E8%F7%E5%F1%EA%E8%F5%20%EB%E8%F6
http://www.multitran.ru/c/m.exe?t=4786264_1_2&s1=%E6%E8%EB%E8%F9%ED%EE-%EA%EE%EC%EC%F3%ED%E0%EB%FC%ED%EE%E5%20%F5%EE%E7%FF%E9%F1%F2%E2%EE
http://www.multitran.ru/c/m.exe?t=4786264_1_2&s1=%E6%E8%EB%E8%F9%ED%EE-%EA%EE%EC%EC%F3%ED%E0%EB%FC%ED%EE%E5%20%F5%EE%E7%FF%E9%F1%F2%E2%EE
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For a long time vain discussions concerning a more objective assessment of such 

taxes as those on land, property and luxury have been conducted. Those who are 

interested in preserving the existing status quo, and are taking decisions, are trying 

to convince the public that the revision of taxes won't yield any tangible results. 

Naturally, the question arises, why these taxes that are competently used in other 

developed countries will give nothing to the budget of the Moscow region where 

the real estate is much more expensive than in the USA. 

At the same time, it is obvious that to improve the efficiency of the socio-

economic development of the country, regions and municipalities, it is necessary 

to improve the entire management system and not only the part that relates to fis-

cal relations
373

. The main resource determining the socio-economic well-being of 

the state and its regions is an effective management system and the Russian man-

agement system has great untapped reserves. 

2.4.1. Regional production system driven by innovation-based development: 

the case of Siberia, Russia. 

Siberia is a vast region of Russia which is located to the east of the Urals. At the 

present time the Siberian Federal District (SFD) includes 12 regions of the Rus-

sian Federation. Its territory makes up 30% of Russia‘s territory, its population – 

20 million people. Russia‘s main natural resources are concentrated on the territo-

ry of Siberia such as: ferrous and non-ferrous materials, oil, gas, coal, timber, gold 

and diamonds. Its gross regional product makes up 11% of Russia‘s GDP. Miner-

als and metals which are mainly produced behind the Urals make up over ¾ of the 

Russian export.     

However, natural resources are losing their role of the main competitiveness fac-

tor in the contemporary world. The ability to create knowledge and to transform 

new knowledge and technologies into products and services for the national and 

global markets is becoming the main competitive advantage in the knowledge-

based economy.  

Recently, considerable efforts have been made to establish the Russian innovation 

system at national as well as at regional levels. These efforts were mainly made 

by the top i.e. by the state. At the same time while the achieved results don‘t meet 

the expectations in full, the system problems still remain. Moreover our situation 

became worse from the point of view of the Russian innovation sphere of global 

competitiveness. Some evaluations of Russia‘s situation given by the international 

community can be found below.  

                                                 
373

 Marshalova A.S., Novoselov, A.S..  Methodological Issues: Creation of a New System of Re-

gional Government.‖ Regional Research of Russia‖, 2013, Vol.3. - No.1,  pp.83-89. 

http://www.multitran.ru/c/m.exe?t=616233_1_2&s1=%F1%E8%F1%F2%E5%EC%E0%20%E0%E4%EC%E8%ED%E8%F1%F2%F0%E0%F2%E8%E2%ED%EE%E3%EE%20%F3%EF%F0%E0%E2%EB%E5%ED%E8%FF
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Table 2.2. Russia’s position in international ratings 

 2008 2012 

The Global Competitiveness Index 51 67 

The Global Innovation Index 54 51 

The Human Development Index 73 55 

 

We can note that our position in this rating is far below that of the leaders (more 

than 140 countries have been ranked), and the development is rather slow and 

uncertain.  

The global experience shows that the innovation development is determined by 

the interaction of institutions, organisations and individuals who create 

knowledge; ensure the implementation of new knowledge in technologies; and use 

new technologies to manufacture products and services. The character of such 

interactions, roles and functions of separate participants (the most important of 

them being the state and the created infrastructure) outline the innovation system, 

its national, regional and industrial characteristics.   

The Local Production System (LPS) concept has strong interrelation with the Na-

tional Innovation System (NIS) concept. Thus we can study the functioning of 

national and regional innovation systems as types of LPS focused on innovation 

development.  

In recent years the conception of national and regional innovation systems has 

been actively developed and studied in many works
374

 (Lundvall, 1992; Block, 

Keller, 2008; Cooke, 1992). A range of international centres, in particular SPRU 

(Great Britain), CIRCLE (Sweden), UMIC (Great Britain), etc. have focused their 

research on these problems. Among the Russian researchers a great contribution 

has been made by the works
375

 of N. Ivanova (2008), L. Gokhberg (2003), I. 

Dezhina (2011), V. Polterovich (2009), N.Kravchenko & G.Untura (2011), etc.  

                                                 
374

 Block F., Keller M. (2008), Where Do Innovations Come From? Transcreations in the U.S. 

National Innovation System, 1970-2006. The Increation Technology & Innovation Foundation. 

2008; Cooke, P. (1992), Regional innovation systems: competitive regulation in the new Eu-

rope. GeoForum, 23: 365-382. 
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 Ivanova N.I. [et al.], (2008), An analysis of innovation policy and the evaluation of its results 

/Innovations, 2008,  7.-P.44-60; Gokhberg L.М. (2003), Russia‘s national innovation system 

under the conditions of the ―new economy‖ / Voprosy ekonomiki. 2003. No 3; Dezhina I. 

(2011), Features of the Russian "triple spiral" relations between the state, the science and the 

business / Innovations. -SPb.:JSC Transfer, 2011, No 4.-P.47-55; Polterovich, V.М. (2009), A 

problem of forming a national innovation system/Economics and mathematical methods, No 2, 
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In the literature on regional innovation systems the main attention is given to the 

description and analysis of relations between the educational system development, 

innovation activity and economic results of separate territories. Most works are 

based on the comparative empirical research of different regions that leads to the 

creation of general regularities and specific characteristics of regional develop-

ment. In the work of Doloreux, Parto
376

 (2000) some examples of such research in 

Europe and Canada are given. The study of regional innovation systems is often 

related to success stories of regional clusters or regional chains of innovation 

companies
377

 (Asheim, Gertler, 2004). 

Another direction of research is focused on the evaluation of the institutional envi-

ronment influence on the innovation development of territories. The research re-

sults are grounds for the development of an innovation policy. (Cooke, Me-

medovic, 2004; Mani, 2004)
378

.  

Such research, commonly results in the conclusion that for each innovation region 

there is a specific combination of success factors, institutional characteristics and 

political initiatives, thus no unified model explaining the success of the innovation 

system development could be developed.   

The scientific and innovation potential of Siberia is represented by a range of 

world-scale scientific achievements, a well-developed system of education and 

training and a developed production complex including a knowledge intensive 

economic sector.    

The generation of new knowledge is mostly determined by the academic activity 

of the research institutes, and the system of secondary and higher education. Cur-

rently over 400 organisations are working in the R&D sector of the Siberian Fed-

eral District (SFD) and the number of personnel involved comes to over 58 thou-

sand of people.  

                                                                                                                                      
2009, 3-18; Kravchenko N.A., Untura G.A. (2011), Possibilities and Prospects for Siberia‘s In-
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Concerning the comparable quantitative indicators of science employment, Sibe-

ria as well as Russia have been dropping behind the world leaders regarding quali-

ty indices such as: scientists‘ age structure, scientific effort financing and effec-

tiveness. 

The average age of researchers in the SFD is 49 years old and the share of scien-

tists in the age range 50-70 years is over the half of the researchers‘ total number. At 

the same time in the USA the share of scientists of this age does not exceed 25%.  

Eight Siberian universities are included in the top 500 universities of the world
379

 

but they are ranked in the fourth hundred.  33-40% of the universities and research 

institutes have access to up-to-date educational and scientific Internet portals.    

The Siberian economy is mixed. Its traditional industries are based on 3-4 techno-

logical waves. Some enterprises in the processing industry use the equipment and 

technologies of 5-6 waves, for example, laser equipment and technologies, accel-

erating equipment, electron-beam and photochemical technologies; biotechnolo-

gies; catalytic technologies; coal deep-processing technologies and coal chemis-

try; increation technologies, etc.    

The knowledge intensive sector of the Siberian economy is represented by the 

aerospace industry; production of fuel and power engineering equipment; produc-

tion of communication facilities including space and telecommunications; instru-

ment engineering; production of medical equipment and others. 

The share of high-tech mechanical engineering (production of machines and 

equipment, production of electrical equipment, electronic and optical equipment, 

production of transport vehicles and equipment) in the structure of the Siberia‘s 

processing industries is small – 11.4% (in the Russian Federation - 20.2%). In the 

total industry structure the share of high-tech industries is 8% in Siberia (in the 

Russian Federation – 13%, in the European Union – 16%). For the last 15 years 

the gap between the developed countries in the field of the high-tech industries 

has increased.   

At present Siberia‘s traditional industries are not characterised by high innovation 

activity due to the special features of the industry structure as well as a result of 

many other factors. 

Innovations in the real sector of the Siberian economy (innovation activity of en-

terprises, implementation of new products and number of advanced manufacturing 

technologies in use, exchange of technologies) are developing more slowly than in 

the Russian Federation. In the SFD the foreign trade turnover resulted from ex-

                                                 
379

 In total 65 Russian universities were included in the Global University Ranking, 3 of them are 

ranked in the top 300 and the others – in the top 400. 
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porting and importing technologies and engineering services is 6.6% of the do-

mestic indicator. Siberia, as well as Russia, is a net importer of technologies.  

The incomparable lag of the Russian (and Siberian) enterprises from the foreign 

ones judging by the innovation activity indicator can be explained by the fact that 

in the developed regions of the world there is a developed multi-component inno-

vation system. In Siberia this system is still being formed.    

The business sector demonstrates an extremely low demand for innovations. The 

existing competition is increasing based on other other factors. The low demand 

for innovations is caused by many problems, for example: inertia of the industry 

structure with the predominance of medium and low-tech industries; engineering 

backwardness and out-of-date production facilities; lack of qualified personnel; 

insufficient development of market institutions and infrastructure etc. We can as-

sert that innovations are not a competitive advantage under the conditions of the 

deformed competition, when the short-term frame of corporate development is 

dominating. In fact the state is almost the only source of internal demand either 

directly or by means of the state economic sector. At present the demand for in-

novations is stimulated by the government first of all by establishing state corpo-

rations and constraining large companies of the state sector.     

The problems in the innovation sphere are well known, they are deeply rooted and 

they affect the economy as a whole. The functional capabilities of the current in-

novation system turned out to be limited: there is growth (although not always 

effective) in spheres where the use of state resources and capabilities is possible. 

According to the domestic statistical data (Table 2.3.) while science and innova-

tion costs are obviously going up, the effectiveness of these costs is going 

down
380

. Although the number of patents and the number of newly created ad-

vanced technologies have considerably increased, the share of companies imple-

menting innovations and the share of innovation products to be implemented re-

main almost at the same level.  

Statistical data
381

 (Indicators, 2012; Regions of Russia, 2012) demonstrate that 

there are no significant movements in the innovation development in Siberia and 
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in Russia as a whole. Although there are increasing total volumes of expenditures 

for R&D, the intensity is decreasing. The number of personnel involved in R&D 

is also decreasing which creates important threats for the perspectives of long-

term development. The results of the innovative activities of the corporate sector 

are not very optimistic. 

The leading European countries demonstrate opposite dynamics. The intensity of 

innovation costs (% GDP) in Russia consists of 1.09%, As to some other countries 

we have the following data: Japan in 2008 – 3.45%; European leading countries 

such as Finland – 3.87%, Sweden – 3.42%, Denmark – 3.06%. 

Compared to the average level of EU countries our enterprises show over five 

times lag as per the innovation activity level.  

There are positive trends in the innovative development in Russia and Siberia but 

the processes are rather slow.  

Table 2.3.Indicators of Russia’s Siberian and European Union innovation development 

 Russia Siberia EU-27 

Years/ 

Indicator 

2008 2011 2008 2011 2010 

R&D internal costs, % GDP 1.04 1.09 n/a n/a 2 

Number of personnel involved  

in R&D, thousand people 

761 735 53.9 52.7 1560 

Number of granted patents,  

thousand pcs. 

31.5 30.9 2.1 1.8 54.4 

The share of organisations imple-

menting engineering innovations  

in total number of organisations 

 (industry), % 

9.6 10.4 7.7 8.8 52.9 

The share of innovation products, 

works, services in total volume of 

products  (industry), % 

5.1 6.1 2.1 2.2 Germany -14.1; 

Finland – 9.3 

 

Compared to the average level of EU countries our enterprises show over five 

times lag as per the innovation activity level.  

There are positive trends in the innovative development in Russia and Siberia but 

the processes are rather slow.  

Priority innovation projects of Siberia’s development   

During the last few years significant investments were put into the development of 

a new innovative sector of the Siberian economy. Those projects were supported 

by different state-owned funds among which the ―ROSNANO‖ JSC is the larg-
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est
382

. The increation about the approved investment projects dealing with the 

production of innovative products and services is summarised in Table 2.4.  

By the end of 2010 seven projects have been supported on the territory of Siberia 

(Novosibirsk -3, Tomsk - 1, Krasnoyarsk – 1 and in Irkutsk region - 1).  

Table 2.4. ROSNANO projects in the Siberian Federal District 

Project Investments, 

bln rubles 

Implementation 

period 

Actual status  

in 2013 

1. Expansion of  nanoink production for 

digital ink-jet printing and production of 

UV-LED-technology based printers  

1.36 

 
2010 Production started 

2. Production of oxide ceramic coatings 0.355 2010 Production started 

3.Domestic production of  state-of-the-art 

lithium-ion batteries  13.8 2010-2015 Production started 

4. Nanostructured non-metallic coatings     2.44 2011 Production started 

5. Large-scale production of polysilicon 

and monosilane  
29.1 2009 - 2013 Postponement 

6. Collagen-chitosan nanocomplexes 0.76 2010 - 2011 Postponement 

7. The infrastructure of technopark 

―Academgorodok‖ development 
11.7 2008 - 2014 

In progress ac-

cording to the plan 

 

The implementation of these projects has met a number of problems such as: 

- insufficient consideration of the innovation risks related to the immaturi-

ty of the innovative technologies and the uncertainty of the market re-

search for new products;  

- poor study of alternative innovative projects in the absence or underde-

velopment of the domestic market for innovations; 

- low willingness of private investors to take high risks associated with in-

novative projects in underdeveloped  hedging and insurance mechanisms;  

- lack of flexibility of tools and mechanisms of state support and in the 

provision of long-term government support, which leads to delays in pro-

jects‘ implementation.  

Noteworthy is the fact that the timing of the implementation of many projects was 

delayed for several years. During this time, the market conditions, the level of 

market competition and global prices for similar innovative products have radical-

ly changed. 
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The Siberian large-scale business is generally oriented to the purchase of import 

equipment and at the same time R&D knowledge is in a great demand abroad. It 

means that foreign companies in fact commercialise the scientific achievements 

and transform them into a product which is in demand on the market, thus getting 

the most of the added value. So the capitalisation of the highly intellectual re-

sources is performed outside of Siberia and Russia and the considerable means of 

the business sector are eliminated from reproduction processes of the domestic 

R&D sector.  

The above-listed projects supported by JSC ROSNANO already being imple-

mented in Siberia, are to be considered as the beginning of the future Siberian 

innovation production. It is necessary to emphasise that the development of the 

Siberian innovation sphere can not only be based on large projects. Institutional 

changes aimed at the increase of social and business activity, motivation for com-

petition, and reduction of transactional costs are also required. 

One of the most significant factors located mainly within the managerial influence 

of regional authorities is the forming of the innovation related to: favourable insti-

tutional environment, support for the development of business initiatives and 

small businesses, search for investors, lobbying for the interests of the Siberian 

territories. 

There are no simple recipes for competitiveness. Creating a ―knowledge econo-

my‖ is not only a goal but a means to increase the level and quality of life and it is 

therefore necessary not only to supplement the targeted parameters by indicators 

that reflect changes in the system of norms and values, culture, mentality and tra-

ditions of the Russian population, but also to develop special programmes to 

achieve the objectives of social innovation. 

2.5. Cooperation of companies within LPS and its influence on innovative 

behaviour  

Each company in its activities inevitably cooperates with many economic actors. 

The forms and types of such cooperation depend on technology, market structure, 

external environment and many other factors. Individual companies get definite 

serious advantages through integration with their competitors and partners. Coop-

eration covers vertical and horizontal links and could be arranged in different 

ways. These vary from strong hierarchical to flexible market schemes.  An at-

tempt to analyse such relations is presented in the paper. Research is based on the 

postulates of institutional economics. Company, market and hybrid forms are un-

derstood as basic types of economic organisation of cooperation between separate 

units. The beginning of the paper is devoted to the theoretical background of the 

inter-company cooperation. The main attention is paid to the business associa-
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tions. The empirical part is based on a special survey which was developed with 

the participation of Siberian innovative companies. The total amount of respond-

ing companies is 65. A general assessment of the inter-company cooperation ef-

fectiveness and business association membership has been carried out.  Some 

characteristics of companies‘ behaviour were compared with their attitude to co-

operation and participation in the associations. 

2.5.1. Approaches to inter-company networks studies 

Network types of cooperation between market agents play an important role in the 

modern economy of developed countries. The theoretical background of compa-

nies‘ networks is related to basics of the new institutional economics. Classical 

analysis should start from O. Williamson‘s (Williamson, 1981) approach
383

, pre-

senting companies and markets as alternative forms of economic organisation. 

The company here deals with a hierarchy and strict mechanisms of relations‘ 

regulation, while the market is associated with free flexible schemes. At the same 

time Williamson didn't limit his explanations to just two-dimension system. He 

also suggested various hybrid variants of organisations. Differences between mar-

ket, hybrid and hierarchy are presented by the types of contracts which regulate 

the economic activities of the main actors. The design of a given contract, its du-

ration, number of details, and level of internalisation of governance mechanisms 

depend on companies‘ characteristics, their activities and assets involved in con-

tracting. The level of transaction costs is also taken into account while making 

decisions on the form of organisation. Assets‘ specificity, bounded rationality and 

post-contract opportunism play an important role in this process. Inter-company 

network cooperation could be understood as an example of hybrid-type relations. 

These are based on long-term detailed contracts and therefore in some points act 

as the hierarchy. On the other hand it is not correct to interpret the hybrid schemes 

as company analogues. Regulation and management inside the companies differ 

from the regulation between independent actors. Companies which join hybrid 

forms in general remain separate and independent.  

Inter-company networks appear as a result of integration processes which take 

place at many industrial markets. M. Shersheva shows that networks have differ-

ent genesis (Shersheva, 2006)
384

. Elements of the hierarchy could be introduced to 

market type organisation. Some transactions previously regulated only by the 

market could be managed by means of the detailed contract. Special instruments 

are used in order to prevent opportunistic behaviour and to adapt to the changing 
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external environment. A process of so called ―quasi internalisation‖ takes place in 

such cases.   

On the other side the company in some cases reacts to external challenges by the 

―externalisation‖ of several functions.  A hybrid-type of cooperation is the result 

of this process. Outsourcing and restructuring could be mentioned as examples. 

Here we formally observe disintegration but in fact it is a new type of integration.   

The genesis and background of the network influence its creation and operation. 

Types of inter-company interaction 

Network cooperation is based on the neoclassical contacts which are rather flexi-

ble and give definite freedom to the participants. Coordination and cooperation 

are arranged in a definite structured way but potential conflicts are still possible. 

Any company joins several networks simultaneously. These relations gain special 

importance under an unstable economy. The probability of opportunistic behav-

iour naturally increases under crisis when established stable relations are de-

stroyed.  Companies try to achieve two goals: to save existing relations and to 

create new chains. This has special relevance to the suppliers. Y. Popova ex-

plained that the experience of Russian companies in the 2008 crisis proved this 

tendency
385

. (Popova, 2010). The Russian economy provides an interesting prac-

tice of network cooperation. Pure market forms of economic organisation couldn‘t 

develop successfully within the Russian environment. Most companies use long-

term contracts with their main partners. A number of empirical works aimed at 

studying such an experience that appeared in recent years. Most of them deal with 

the nature of the network cooperation and its results. Y. Popova describes the re-

sults of a large scale survey and shows that most companies incur additional fi-

nancial costs when they build networks (Popova, 2010).  Usually these costs are 

related to financial privileges which are granted to the network partners. Major 

instruments used in practice include discounts, loans, and changes in delivery 

schedule. Investments in partners‘ business are very seldom used. Many compa-

nies consider that partnership relations help to consolidate resources and increase 

competitive advantages. It should be noted that in most cases cooperation devel-

ops vertically. Most marker agents don‘t trust horizontal partnerships. Very often 

existing networks help to find new partners. 

It should be pointed out that empirical data reflect the controversial nature of net-

work cooperation. On the one hand they certainly provide great assistance to 

companies and help to solve many problems. On the other hand they limit compe-
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tition by limiting the entrance of new companies, thus acting as barriers to entry. 

They also act as a platform for new conflicts and contradictions between existing 

members.  

Network cooperation is very important for the innovative companies. Dissemina-

tion of increation, exchange of resources, feedback, and innovative projects are 

implemented within the networks. Their high flexibility and adaptability are very 

important for complex products promoted under the high uncertainty of the exter-

nal environment
386

 (Popova, 2010). It is important to note that gaps between dif-

ferent stages of the innovative process could be decreased within the networks.   

There are several types of inter-company cooperation. One of the initial and ―soft‖ 

stages of integration is presented by the business associations (BA). A brief analy-

sis of BAs and their role in the Russian economy is presented below. 

Business associations as a form of cooperation, their role in the Russian 

Economy 

BAs are non-profit organisations which operate on voluntarily basis and bring 

together the efforts of different entities and entrepreneurs. The general aim of a 

BA is to coordinate the entrepreneurial activities and to represent joint interests. 

BAs pay much attention to the relations with state authorities. 

Associations of economic agents could be found in any economy. A. Roy (2005) 

in his paper
387

 gives the shortest definition for association. He defines it as aggre-

gation of separate individuals or organisations; such aggregation has an official 

name and its members don‘t get any direct financial compensation for participa-

tion. This explanation is very broad; it is possible to find associations almost eve-

rywhere. Even religious units could be understood as associations. We consider 

only those associations which are founded by business entities and entrepreneurs. 

Only such associations could be called business associations. 

A BA as any integration deals with different groups‘ interests. In each case the 

members get definite advantages compared with the autonomous operation. On 

the other side coordination is related to explicit and hidden threats. There is al-

ways a possibility for conflicts and violations. The role and place of BAs together 

with their ability to combine the interests of different partners are determined by 

the general level of economic development and business environment.  
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Traxler (2010) proved that BAs changed greatly under the globalisation process-

es
388

. Based on data from developed countries he showed that big companies are 

interested in not only BA membership but also in attracting small companies. He 

suggested that ―managing ability‖ is the most important factor of a BA.  

There are different approaches to access the role of BAs in the economic devel-

opment of a given market and national economy
389

 (Russian corporation, 2009). 

Some authors prove that BAs have a rather negative influence on the economic 

development. According to several approaches their role decreases with market 

development and at some stage they may disappear. Only in developing econo-

mies BAs are effective and have real influence on companies‘ performance and 

decisions. We consider that this point of view is debatable. Certainly the role of 

BAs and their influence are related to the general level of economic development 

and common norms of business.  In developing countries associations often exe-

cute important function related to the implementation of government projects and 

programmes. The Brazilian association of agricultural producers is a good illustra-

tion of such practice. This association cooperates effectively with the state; it has 

some non-financial privileges and obligations to involve all producers. Effective 

exchange relations are developed within the association.  However in well devel-

oped countries the associations also play an important role. The experience of 

Germany (IT association and others) provides a good example. Moreover BAs are 

important parts of civil society, their existence, role and character indicate the 

general level of democracy and economic development.  

A. Zudin proves that the associations perform two important functions
390

 (Zudin, 

2009): 

– support of the market - they help to protect ownership rights and promote 

the interests of different participants; in the developing countries the as-

sociations could protect partly from ―state failures‖, improve the quality 

of state governance and provide reliable insurance for property rights. 

– supplement to the market - they have some influence on companies 

members; this function is actual for both developed and developing mar-

kets.  
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Business associations play an important institutional role. They are part of the 

general management system, provide market coordination, different intermediate 

and increational services to their members etc.  

The institutional potential of the associations in any economy depends on several 

basic factors. They include: 

- The density of members (high density means that most companies are in-

volved in the association; its efficiency is likely to be high in such case); 

- The range of selected instruments and motivations in use (they could 

have financial and non-financial form); 

- The system of decision making (effectively developed structure minimis-

es the possibility of potential conflicts).  

Several main types of BAs are determined (Zudin, 2009): 

1. Pure business associations; 

2. Unions of employers (they deal mainly with labour relations); 

3. Trade or trade-industrial chambers which present the interests of the en-

trepreneurs from a given region.  

The third type is characterised by the heterogeneity of its members which causes 

difficulties in the development of a common position and limits the variety of 

services. BAs of this type implement different tasks defined by governments and 

state authorities. The first two types could be arranged at national or industry lev-

el. They could have a mixed inter-industry and inter-regional nature. Their main 

function is to regulate horizontal and vertical competition. They could represent 

the interests of and provide selected services to their members. The homogeneous 

type of membership makes it possible to find coherent positions.    

Examples of each type of BAs can be found in any country. Their forms depend 

on historical, cultural, geographical, economic and other conditions. In developed 

countries BAs were formed during a long period and passed several stages of de-

velopment. BAs also play an important role in the structure of Russian industrial 

markets. 

As already mentioned, the tendency for cooperation of business entities could be 

observed not only in market economies. Unions of entrepreneurs could be found 

within the administrative system. The Chamber of Commerce and Industry pre-

sents a good example of such practice. Such associations didn‘t play an important 

role in the economy in Soviet times; they couldn‘t provide effective cooperation 

between businesses and government. However, their existence formed favourable 

conditions for modern forms of entrepreneurial unions. Various associations, un-
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ions and agglomerations appeared during the transition period. Their creation was 

initiated either by state authorities or by business. Empirical data show that most 

of modern associations in Russia appeared after the 1998 crisis
391

 (Russian corpo-

ration, 2009). The objective necessity of consolidation of separate companies‘ 

efforts was realised during this period. Consolidation became possible partly due 

to the widening of the planning period. There are some empirical data which show 

the role of BAs and could help to understand motivations and effects of compa-

nies‘ participation in BAs. We would like to pay attention to the results obtained 

by researchers from the High School of Economics in Moscow (Russian corpora-

tion, 2009). Conclusions are based on data collected for more than 1000 Russian 

manufacturing companies.   

In general Russian associations cover rather a small share of companies. Most of 

them have small management teams; there is no definite relation between the 

companies‘ role within the association and the market share. If we compare these 

characteristics with key BAs success factors which were mentioned above, we can 

see that there are no grounds for Russian Bas‘ high effectiveness. Certainly sever-

al exceptions could be found. There are selected examples of very efficient BAs. 

Several types of BAs can now be observed on the Russian markets: 

- The ―ministry type‖ unions (Russian Union of Entrepreneurs and Manu-

factures, Chamber of Commerce and Industry) - they act as real minis-

tries and operate based on hierarchy and bureaucracy, use classical ad-

ministrative methods; 

- Associations operating as an ―attachment‖ to a ministry - they provide 

different services for various businesses. They are diversified and have a 

heterogeneous nature. It is difficult to combine interests of different 

companies within such associations. The Russian touristic union is good 

example;   

- Self-regulating organisations - they have a high potential for cooperation 

between business and state. Unfortunately this potential is not used; 

- Full industrial agencies - they have a homogeneous character, could mo-

bilize resources and implement collective actions. Usually they cover 

from 50 to 95% of markets‘ participants. The Russian brewing associa-

tion is good example of this type.  

We can see that Russian BAs can mainly be referred to BAs of the first and the 

second type, according to the common classification. 
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A number of interesting papers deal with the role of BAs in transition economies. 

Their results show that in a transition environment BAs act as an institute which 

substitutes or complements personal relations. Companies use membership as an 

instrument of effective lobbying. In this case BAs help corruption development
392

 

(Zudin, 2009).  

Results of empirical research on the manufacturing companies‘ performance with-

in the period 2002 -2009 show that in general the number of companies which 

take part in the activities of different associations increases. BAs membership has 

a positive correlation with active market strategy and re-structuring. In most cases 

dynamically developing companies with a strong market position are interested in 

BAs. Successful companies usually have membership in BAs. Many exporting com-

panies join BAs. There is a positive correlation between BAs membership and inno-

vative activities.   

More than a half of the medium size companies and large companies are members 

of different associations. The level of small businesses consolidation is lower. 

There are regional differences in the attitude to BAs. In metropolitan areas and big 

cities companies are more active. Companies operating at local markets are less 

interested in joining BAs.  

The relationship between the level of market competition and the tendency to join 

BAs is not simple. It was found that competition between Russian companies and 

companies from CIS, as well as between foreign companies operating in Russia 

doesn‘t influence the membership in BAs. However, companies competing with 

companies from Eastern Europe, Baltic countries and China show a tendency to 

join BAs. 

A BA‘s membership gives definite advantages. Most of the companies consider 

that these advantages include the possibility to interact with government, influ-

ence the legislation improvement, obtain increation about future decisions, and 

improve adapting capacity. Various channels of dialogue with government are 

used. The channels include expert and consulting counsels with representatives of 

regional and municipal authorities. It is important that participation in BAs pro-

vides sustainable contacts with government structures, gives opportunities to ob-

tain financial and non-financial privileges and use administrative resources.  

It is interesting to note that more and more companies consider that BA‘s mem-

bership is valuable and useful. In 2002 most companies indicated that there is no 

effect of BAs. Now the situation has changed. A positive assessment of the partic-

                                                 
392

 Zudin A., 2009. Associations – Business -  State «Classical and Modern forms of relationships - 

High school of economics, Moscow WP1. 



194 

ipation in BAs is common. Companies consider that participation has a special 

value when cooperation with government exists.  

The case of each BA is very specific. Its history greatly influences its activities. 

However, in some cases BAs go through great changes. Associations initially cre-

ated by state administrations are usually transformed later. Associations created 

by ―red directors‖ correct their priorities later. Empirical data show that associa-

tions established by businesses are more effective. They have strong reputation.   

E. Yasin (Companies and markets, 2010) considers that industrial BAs attract 

active companies and could represent the interests of the business
393

. Such struc-

tures under a favourable environment could become real instruments of quality 

standards introduction, companies at new markets promotion, personal trainings 

etc. Usually they involve market leaders but nevertheless they also provide sup-

port to other companies. 

By summing up the description of the current Russian situation it is possible to 

state that BAs in general play important role in the Russian economy and have a 

high potential for development. Heated discussions on the role and perspectives of 

self-regulating organisations take place in the academic and expert community of 

Russia.  We consider that BAs‘ perspectives are not so clear. In general business 

companies don‘t agree that such organisations are necessary and effective. Nega-

tive opinions are very common. The results of a special survey are presented on 

special site (Self-regulated organisations). They show that 76.5% of respondents 

consider that the advantages deal only with state authorities. Producers and con-

sumers don‘t feel any positive influence from such organisations.   

Examples of each type of BAs can be found in any country. Their forms depend 

on historical, cultural, geographical, economic and other conditions. In developed 

countries BAs were formed during the long term and passed several stages of de-

velopment. Each industry and market deals with the specific experience of BAs 

development.   

We study the inter-company cooperation in general and the valuation of BAs by 

companies, using empirical data from Siberian innovative companies. Some re-

sults are presented below. 

2.5.2. Inter-company cooperation among innovation-based companies  

in Siberia  

The main idea of research on small innovative business development in Siberia is 

described in a joint paper of researchers from the Institute of Economics and In-
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dustrial Engineering in Novosibirsk
394

 (Kravchenko, Kuznetsova, Yusupova, 

2009). A special survey was developed and used. The total amount of responding 

companies is 65. Empirical results are shown further. Part of the questionnaire 

deals with possible measures for innovative companies‘ support. A number of 

instruments were suggested, top managers or owners from small innovative com-

panies were asked to estimate how important each instrument is. Two stages of 

company‘s life cycle were determined: the stage of creation and the stage of de-

velopment. Initially the sample was divided into two groups: 

Group 1 – ―leaders‖ – companies working at national and international level and 

producing products that are new for Russia or even for the whole world; 

Group 2 – all the other companies.  

The importance of each measure was supposed to be estimated for each stage. 

BAs membership was among such measures of support. The scale from 0 to 10 

was used for the estimation of BAs‘ importance. It turned out that company lead-

ers gave higher general average scores. It is necessary to point out that the differ-

ence in scores between leaders and all other companies appeared only at the stage 

of creation. At the stage of development scores of leaders and other companies are 

the same. All companies consider that the importance of a BA increases at the 

stage of development, compared to the stage of creation.  

The general results of the estimation are presented in Table 2.5. below. 

 
Table 2.5. Average scores of BA importance 

Companies General average Stage of creation Stage of development 

All sample 4,60 4,22 4,96 

Group 1 4,89 4,91 4,96 

Group 2 4,33 3,62 4,96 

Source: author's calculations 

The division between leaders and others was not taken into account in the next 

stages of research. All companies in the sample were analysed together.  

The survey includes many characteristics of the companies. We selected several 

factors and looked at their influence on the estimation of the role of BAs. These 

selected factors include: year of company‘s foundation; market; novelty of product. 

Relationships found are described below. 
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Year of foundation 

Three groups of companies were formed from the whole sample according to the 

period of company‘s foundation. 

1 – companies founded before the crisis of 1998;  

2 – companies founded during the crisis (1998 till 2000); 

3 – companies founded after the crisis ( 2000 – to now); 

Estimations given by different groups reflect the influence of external environment. 

We discovered that higher scores were given by companies founded during the 

unstable crisis time. This relation refers to both stages of company‘s life. Such a 

result reflects the potential of BAs, their ability to solve problems and to resist to 

the challenges of external instability. It turned out that companies which were 

created during successful years gave higher scores for the importance of BAs at 

the stage of development. We can propose that coordination and integration with 

other companies at the market becomes more important as a company grows.  

Product novelty  

The level of product and technology novelty was studied in the next step. We should 

note that this factor was taken into account for the determination of the leaders.  

For the novelty we used a 5- level scale  

1- traditional product; 

2- new for the company; 

3- new for the local market; 

4- new for the Russian market; 

5- new for the global market. 

Average scores were calculated for companies producing products of each type of 

novelty. If a company produced products of several levels the biggest index was 

used. Such scores were calculated for 5 groups of companies.  

The influence here is not very transparent. We discovered that informal coopera-

tion and increational support provided by BAs is more important for companies 

dealing with traditional products and products new for local and national markets. 

Companies oriented to global markets also consider BAs as rather effective sup-

port instrument. Average scores here are lower for the third and the fourth levels 

of novelty. There are some differences between life cycle stages. The importance 

of BAs increases at the stage of development for companies with the third and the 

fourth levels.  

Scale of market 

The scale of the market where a company operates was examined during the next stage. 
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A 5-level scale for market size was used. 

1 – Novosibirsk oblast; 

2 – Siberia; 

3 – Russia; 

4 – CIS; 

5 – The whole world.  

Again average scores were calculated for companies oriented to each type of mar-

ket. If a company operated at several levels the biggest index was used. Similar to 

the previous step scores were calculated for 5 groups of companies.  

The results show that companies working in the Siberian market consider that 

associations provide important support at the stage of development. In general the 

wider the market is the higher is the average score. The results of our analysis are 

presented in more details in our paper
395

 . 

We also tried to study several other types of cooperation. Besides business associ-

ation membership we distinguished several other measures of innovative compa-

nies support. Almost all of them reflect to some extent the cooperation with other 

agents.  Preliminary results are presented below. They show the company's atti-

tude to two instruments of support: ''cooperation with large companies''; ''coopera-

tion with R&D institutions and universities''. 

Another question of our survey was related to companies‘ success analysis. Re-

spondents were asked to evaluate different factors according to their influence on 

the company's success. We have chosen one of them – ''cooperation with other 

enterprises and institutions''. A scale from 0 to 5 was suggested for the evaluation 

of these factors, so the maximum score could be 5. 

Accordingly, we have chosen three characteristics which directly reflect the part-

nership relations between innovative companies and large enterprises, and re-

search institutions. Table 2.6. below contains increation about the average scores 

obtained. 

As we can observe, the innovative companies in general do not give maximum 

scores to the analyzed factors. Markets leaders consider cooperation to be more im-

portant than other companies do. All companies gave higher scores for all factors at 

the stage of development, compared to the stage of creation. It is possible to suggest 

that partnership relations play an important role in companies‘ development. 

The answers were compared to such characteristic as product novelty. As men-

tioned earlier we defined 5 possible levels of novelty.  

                                                 
395

 Yusupova A., 2011. The importance of innovative companies associations: The case of Siberia 

// A Global Economy / M.P. van der Hoek. - Papendrecht : Forum for Economists Int.,. - P. 102-115. 



198 

Table 2.6. Average scores of factors’ importance 

Companies 

 
Stages of life cycle 

Factors under analysis 

Factor 1 Factor 2 Factor 3 

All sample 
Creation 1,86 1,87 2,84 

Development 2,56 2,28 3,04 

Group 1 (''leaders'') 
Creation 2,21 2,35 3,09 

Development 2,71 2,61 3,36 

Group 2 (―others‖) 
Creation 1,52 1,42 2,62 

Development 2,42 1,96 2,74 

 
Factor 1 (support measure) – ''cooperation with large companies''   

Factor 2 (support measure) – ''cooperation with R&D institutions and universities'' 

Factor 3 (success factor) – ''cooperation with other enterprises and institutions'' 

Source: author's calculations 

We suggested that the higher the level of product novelty is, the more innovative 

is the company. So novelty reflects the innovative activity. Our aim was to find 

out relations between these characteristic and the acceptance of the high im-

portance of partnership relations. A correlation coefficient was chosen as indicator 

of the relationship. The results are presented in Table 2.7 below. Coefficients 

were estimated for both groups of companies (leaders and others) and for both 

stages of the life cycle.  

Table 2.7. Coefficients of correlation between product novelty level  

and scores of analysing factors 

Companies 

 

Factors 

 

Stages of life cycle 

Creation Development 

All sample 

 

Factor 1 0,14 0,10 

Factor 2 0,31 0,19 

Factor 3 0,18 0,21 

Group 1 (''leaders'') 

 

Factor 1 -0,32 -0,32 

Factor 2 -0,23 -0,53 

Factor 3 -0,05 0,17 

Group 2 

(''others'') 

 

Factor 1 0,13 0,22 

Factor 2 0,38 0,27 

Factor 3 0,21 0,13 

Factor 1 (support measure) – ''cooperation with large companies''   

Factor 2 (support measure) – ''cooperation with R&D institutions and universities'' 

Factor 3 (success factor) - ''cooperation with other enterprises and institutions'' 

Source: author's calculations 
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Each figure in the table shows the coefficient of correlation between the novelty 

level and the average score of the relevant factor. If a coefficient is less than 0.25 

we consider that there is no link between the characteristics analyzed. If a coeffi-

cient is more than 0.25 and less than 0.35 we consider that the link is weak. If a 

coefficient is more than 0.35 we can say that the characteristics are correlated. 

Results for the whole sample differ from those obtained for separate groups of 

companies. Thus, if we look at the whole sample we can only point out the exist-

ence of weak positive correlation between the novelty level and the scores given 

to cooperation with R&D institutions and universities. All other coefficients 

turned out to be insignificant. We can suggest that there are no other relations be-

tween the level of company‘s innovative activities and its attitude to the im-

portance of the analyzed factors. 

More interesting interpretations could be developed for separate groups of com-

panies. If we take group 1 – market leaders we can find that 3 coefficients (out of 

6) are significant. The correlation in all cases is negative. The higher the level of 

novelty is the less is the  importance of the selected factors. The strongest correla-

tion was found for ''cooperation with R&D institutions and universities'' at the 

stage of the company's development. This could be explained in the following 

way: leaders do not show a tendency to cooperate with official R&D institutions 

under the current situation. Two other significant figures reflect a weak correla-

tion with the cooperation with large companies both at the stage of creation and at 

the stage of development.  

Though our results reveal that market leaders give relevantly high scores to assis-

tance (increational and other) provided by business associations, at the same time 

they demonstrate a tendency to separate.  

Two coefficients turned to be significant for the other group of companies which 

are not leaders. We could suggest that positive correlation exists between the nov-

elty level and companies‘ cooperation with R&D institutions and universities. 

This correlation is stronger at the stage of creation, compared to the stage of de-

velopment. So relations with research institutes positively influence the innovative 

behaviour of the companies which are not market leaders.  

In general our results show that the innovative companies understand the im-

portance of cooperation and partnership relations ambiguously. The influence of 

cooperation on the innovative activities of small companies and medium size 

companies is also ambiguous.  

Concluding remarks 

Our research is not yet finished. It is extremely difficult to obtain relevant data. 

Nevertheless it is possible to state now that inter-company cooperation really 
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plays an important role in the creation of the market infrastructure in Russia. Var-

ious instruments, forms and methods are used by companies in order to build such 

cooperation. Business associations provide a good opportunity for expressing 

companies‘ interests. They help to build civil society. Our results show that in 

general innovative companies consider that the role of BAs is rather significant. 

They give high estimations to increational support which is provided by business 

associations. We have found that the companies which operate in wide markets 

and produce highly innovative products (the market leaders) give higher estima-

tions to BAs than the other companies.  

The results of our research show that partnership and cooperation with large en-

terprises and research institutions play relatively significant role in innovative 

SMEs development, but at the same time there is no well defined correlation be-

tween the  company‘s attitude to cooperation and its innovative behaviour.  

2.6. Technopoles: Analysis of the international experience and lessons  

or Russia 

In recent years in the world of regional development much attention has been paid 

to the functioning of the local production systems (LPS). This was particularly 

relevant in the context of the global economic crisis, when the survival of the re-

gions at different levels of development depends on the capabilities of their self-

development and good governance. 

Local production systems are widely understood – these could be regions of dif-

ferent types and rank, including municipalities, industrial centres and industrial 

nodes, territorial-production clusters, free economic zones, a variety of innovative 

combinations, regions of new development, etc
396

. In spite of this broad definition 

of LPS they should have a number of essential characteristics, such as: economic 

viability of the territory (especially the presence of economic potential sufficient 

for self-development), manageability and institutional factors (presence of institu-

tional mechanisms for decision-making in the area, thus providing, in particular, 

training of qualified personnel, tax, financial, organisational and other support for 

development, conducting research and innovation). 

Some forms of LPS strengthen the innovations and the investment sector of the 

regional economy, thus providing greater competitiveness of its industries. 

Among these LPSs are primarily technoparks and technopolises. 

                                                 
396

 Lombardi M. The evolution of local production systems: The emergence of the ‗invisible mind‘ 

and the evolutionary pressures towards more visible ‗minds‘. // Research Policy, 32(8), 2003. – 

Р. 1443–1462. 



201 

In Russia, which recognised the need to build an innovative economy, there is 

much interest in foreign experiences on the implementation of technoparks and 

technopolises, the main purpose of which, in our opinion, is the foreknowledge 

and the advancement of various innovations. 

High-technology branches have a high rate of scientific and technical progress. 

Therefore, manufacturers have high interest in scientific knowledge; they are in-

terested in contacts with science. In addition, high technologies do not constitute 

separate and isolated clusters. In many cases they are inter-connected and enrich 

each other. Complex usage of high technologies needs fundamental research, 

which open new fields of application of new principles and ideas. 

Over the last 25-30 years, developed countries have gained considerable experi-

ence in innovation. Various forms of scientific development introduction in pro-

duction have been observed. Among them of particular interest is the production 

organisation in industrial parks and technopolises. A technopark is an agglomera-

tion of high-tech companies, grouped around a large university, institute and la-

bouratory. The main objective of the park is to reduce the time of introduction of 

scientific ideas into practice. Parks have special infrastructure (buildings, con-

structions, telecommunications), which along with certain tax benefits is available 

to new companies. Technopolis are scientific-industrial towns, placed near a ma-

jor industrial centre, based on a tight integration of the scientific base and a diver-

sified production structure. The idea of building technopolises originated from 

Japan in the early 80s. 

The first university technology park appeared in 1947 in the United States in Bos-

ton. The first ten years of its experience were very successful, and as of the ‗70s 

of the twentieth century the number of technoparks increased significantly. 

Despite the significant differences in the economic conditions in different coun-

tries, there is one universal cause for organising industrial parks in universities. 

This reason lies in the fact that in order to guarantee the most favourable condi-

tions for development, the universities create a multi-funding system for their ac-

tivities. The first principal component of this system is the state (federal) funding 

for training and research activities. The second component is the completion of 

the budget by performing university scientific research. The third component is 

conducting educational activities on a commercial basis (provision of different 

educational services). The fourth component is the industrial activity of a tech-

nical college. The fifth component is related to international relations, funding 

from international programmes, sponsorship etc
397

. 
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The "Science Parks" (a form of integration of science and industry) are classified 

as regional scientific and industrial complexes. Two phases are clearly seen in the 

development of the "science parks": 

 First phase - the 60s of the last century, when the majority of "science 

parks" appeared in their "homeland" (USA), and when their basic forms 

appeared in some Western European countries - UK, France and Germany.  

 Second phase - the 80s of the last century, when the second generation of 

"science parks" appeared in the USA and Western Europe. "Science 

parks" appeared also in countries where they did not exist before (in Ja-

pan and other Asian countries). In addition the variety of "parks" replen-

ished with new varieties
398

.  

"Science parks" can be generally divided into three types - American (USA, UK), 

Japanese, and mixed (France, Germany). 

The American model of industrial parks has three types: 1) scientific and techno-

logical parks; 2) "research parks", which differ from the first by the fact that their 

innovations are developed only to the stage of the technical prototype; 3) "incuba-

tors" (USA), and innovation centres (in the UK and Western Europe), in which 

the universities host the start-up companies by providing them (against modest 

rents) with access to accommodation, labouratory equipment and services. 

The largest and the most famous park in the United States is Stanford (Silicon 

Valley). It is located on the University lands leased for a term of 51 years to high-

tech companies. In 1981 there were 80 companies and 26,000 employees in that 

park. Among the companies one could mention: three major agencies (U.S. Geo-

logical Survey, hyper-giants of Electronics (IBM, Hewlett Packard)); the aero-

space company ("Lock-Hid"), chemical and biotechnological companies. In the 

early ‗80s a new form of technology parks appeared in Western Europe (focused 

on the needs of the small high-tech enterprises) – the innovation centres, similar to 

the American "incubators." Their mission is to connect ideas and inventions with 

entrepreneurs and capital, to attract public and private funds, to provide a ―start-up 

period" for new innovative companies
399

. The functions of the innovation centres 

cover different stages of the innovation process, in particular promoting the transi-

tion from an experimental production to commercial development of new prod-

ucts. A number of innovation centres are run by local authorities. One could men-

tion  the European Network based in Brussels. It brings together about 40 innova-

tion centres from different countries.  
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The "Science parks" of France can serve as an example of a mixed model of "sci-

ence parks". This model is based on the Japanese and the USA models. In particu-

lar, the largest of them, "Sophia Antipolis‖, is located on the Riviera, on an area of 

over 2,000 hectares. In the mid-eighties the land was sold to companies and research 

organisations. The maximum number of employees was about 6000 people. 

The Japanese model of "science parks" the technopolis, in contrast to the parks, 

involves the construction of entirely new cities, and focus the research on pioneer 

and advanced science-intensive industries and industrial production. In addition, 

an important feature of the technopolises is that they attach great importance to 

the construction of the social infrastructure. In addition great attention is paid to 

progressive ideas of urban development incl. local traditions and everyday comfort. 

The project "Technopolis" in Japan was adopted in 1983. The impetus for the cre-

ation of the concept of Japanese technopolises was related to the difficulties that 

the country was going through after the second energy shock that occurred in 

1979. Within that period the heavy industry in Japan was in a depressed state, and 

the traditional policy of the government was not effective. Small businesses, 

which employed 90% of the labour force, suffered bankruptcy.  

New developments in the Japanese economy in the early 80's (structural re-

building, aimed at eliminating the existing territorial and sectoral imbalances, the 

transition to intensive economic growth model based on the use of the achieve-

ments of NTP, soft tech development, etc.), have forced the government to radi-

cally revise many of the strategic directions of its policies and to make the STP 

factor a key not only to general economic, but also in the regional plans
400

. 

The basis of each technopolis is the so-called incubator of new technologies (or 

research centre). A Technological Incubator in the industry is a technique used by 

the Government for the establishment of enterprises that have key influence on the 

growth of venture capital industries and on technology development. In different 

countries the term "incubator" has several different shades. For example, in the 

USA the incubators are large companies that help small businesses. In Japan these 

are small companies that are able to quickly develop new projects. 

The technopolises differ significantly from the research complexes. If, for exam-

ple, the American technoparks are usually based on one or two technologies and 

industries, the technopolises have a broader techno-specialisation. In the technop-

olis, the rapid development of knowledge-intensive base industries should then 

give an impulse to progressive growth of the economy of certain regions and the 
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country's economy as a whole
401

. Thus, the technopolis is a form of territorial or-

ganisation of the economy, which is based on a scientific centre that acts as the 

"incubator" for new ideas. These ideas should be picked up later by experienced 

companies, which then put them into finished products and develop the technolo-

gy for their production. Furthermore, this technology is transferred to large indus-

trial enterprises. The advantages of such a connection are the rapid introduction of 

scientific achievements into life, and their commercialisation (Fig. 2.18.). 

Figure 2.18. Production organisation in the technopolis 
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In fact, the development of the concept of the technopolis in Japan meant the use 

of the principles of the polarized development, but at a qualitatively different, 

modern level. Having similar to the previous regional programmes target ("dis-

charge" areas of concentrated industry, primarily the Pacific industrial belt, at-
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tracting capital and production capacity to the province) the project "Technopolis" 

fundamentally differs by the method of tasks realization
402

 

The tasks of a technopolis are: 

1. to adapt the existing industrial structure of the regions to a more flexible 

response to the emergence of technological innovations, i.e. to increase 

the share of knowledge-based industries, to stimulate the development of 

scientific and research organisations and to encourage the development 

of educational institutions that train professionals for them; 

2. to stimulate the socio-economic development in the relatively backward 

regions through the revitalization of high-tech industries in these regions; 

3. to locate most of the high-tech industries beyond the large metropolitan 

areas (Tokyo and Osaka); 

4. to assist small and medium-sized companies to enhance their technical 

capabilities and the competitiveness of their products. 

Technopolises‘ establishment is related to the establishment at regional level of 

close contacts between local authorities, local scientific capacity and private capi-

tal. The integration of these forces is necessary to carry out a joint policy of com-

plex regional development. Basic requirements of the technopolis‘s development 

policy are
403

:  

1. the programme of development of each technopolis should be part of the 

state programme for socio-economic development (coordination of the 

interests of the state and region); 

2. the latest achievements of science and technology within the  industrial 

production should be taken into account; 

3. specialists‘ training of should be carried out by a local university or col-

lege. (the technopolis should be hosted in a city, which has at least one 

university). 

Each industrial complex, in turn, should be based on a research centre and devel-

oped infrastructure (Fig. 2.19.). 

The Research Centre is designed to identify new areas of science and technology 

(predicted NTP), to develop and introduce new technologies into production and 

to train highly qualified professionals. The infrastructure should provide efficient 

production and research activities. It should ensure the promotion of  finished 

products and products to consumers. Emphasis is placed on high-speed transport, 
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the advantages of which lie in the fact that the production of high-tech industries, 

which should be developed in the technopolis is much smaller per unit of value 

and, accordingly, the share of transportation costs in the cost of production is low-

er. In addition, high-tech production is not dependent on the introduction of large 

masses of raw materials such as heavy industry and chemical industry. At the same 

time, the speed and timely delivery of raw materials and finished products is crucial. 

Figure 2.19.Technopolis general structure  
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The adoption of the concept of a technopolis as a basis for regional policy was 

followed in Japan by its legislative embodiment, i.e., by establishing a legal 

mechanism for regulating the development and implementation of the technopolis 

projects. The law on the technopolis was adopted in Japan in 1983. According to 

this law for each technopolis a plan should be developed. The preparation of this 

plan is carried out by local authorities of the region in which the technopolis is 

expected to be established. The plan of the technopolis should define: the geo-

graphic size of the technopolis (an area reserved for the technopolis should not 

exceed one thousand hectares); the specific objectives of the industrial complex, 

based on the use of new technologies; the main indicators for long-term planning 

of the industrial and socio-domestic infrastructure (including means of communi-

cation); the financing from private enterprises etc.  

Thus, the general requirements for each technopolis are as follows: a low degree 

of territorial concentration of production and population; a city of a type that 
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could become an industrial centre; presence of at least one higher education insti-

tution (university or college), whose curricula should include courses on the de-

velopment of knowledge-based industries; well-developed transportation network; 

presence of crossings and airports. 

Accordingly, when evaluating each project of a technopolis one should analyse 

the following questions: 1) whether a technopolis can be based in the area; 2) 

whether the plan of the technopolis corresponds to the main areas of national de-

velopment; 3) whether the realisation of this plan gives the greatest effect on this 

very area. 

Creating a technopolis covers an extended period of time and comprises four stag-

es: preparatory stage, creation of the basic infrastructure, development of the 

technopolis, commercial stage. State regulation measures on the establishment of 

technopolis can be divided into two groups
404

: control measures used by federal 

agencies and control measures used by regional authorities. 

The control measures used by federal agencies include measures of direct regula-

tion, such as: approval of the specialisation and the technopolis programme; fi-

nancial participation in the creation of the technopolis basic infrastructure; fund-

ing for national research programmes on the development of key high-tech prod-

ucts and technologirs; special loans for specific scientific and technical projects, 

which are returned only in the case of commercial success of the new technology 

or product; placement of government research labouratories in the technopolis; 

partial funding of basic research at universities and other research organisations of 

the technopolis; financial support for the new priority industries, providing them 

with special purpose loans; accommodation of government (including military) 

orders, etc. 

Measures of indirect regulation include:  promotion of R&D (i.e. special tax cred-

its, accelerated depreciation of assets, preferential leasing of public funds, etc); 

promotion of innovation, namely, a partial exemption from taxation of risky busi-

ness; education; tax-exempt insurance reserve funds; provision of subsidies; free 

access to the equipment and patents that are in the public domain; public consulta-

tions; establishment of increation and other service centres and services; assis-

tance in training and retraining of personnel; provision of an agreement with pri-

vate banks to provide organisations and enterprises with technopolis preferential 

loans; assistance for the integration of researchers and manufacturers in unions 

and associations; conclusion of agreements on joint scientific and technological 
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projects; adoption of temporary exemptions in the legislation (limiting competi-

tion law, protection of the domestic market, the new high-tech products, etc.). 

The main trend in the contemporary policies for state regulation of the processes 

of technopolis‘s creation and functioning in the developed countries is the gradual 

replacing of direct measures (including financial) by indirect methods (promotion of 

private investments in the technopolis in reducing the share of public investment). 

The Japanese economy is also characterised by a tendency of a gradual reduction 

of government regulation and expansion of local governance. In the planning and 

construction of technopolises the principal role, as it has been already noted, is given 

to local authorities. For example, prefectures and cities are developing programmes to 

create technopolises and allocate up to 2/3 of funds for their construction. The central 

authorities should deal with strategic and structural issues,and with measures to sup-

port R&D systems and knowledge-intensive industries in the economy. 

The control measures used by regional authorities include: measures of direct reg-

ulation (development and implementation of a technopolis programme); basic 

infrastructure construction funding (including transport and increation networks); 

funding priorities for STP; creation of advisory bodies; financing of regional cen-

tres, centres of technical documentation etc.  

Indirect regulatory measures, used by regional authorities, are: providing benefits 

to local taxes; establishment of low prices of land and real estate for science and 

technology, and industrial companies in the technopolis; low prices for the rent of 

the regional property; discounts on electricity used by companies, provision of 

credits and establishment of tax relief for scientific, technical and industrial activi-

ties in the technopolis, incl. companies in transition to a new specialisation; provi-

sion of low-interest loans to companies located in a technopolis; creation of re-

gional funds for re-specialisation assistance; development of priority directions for 

scientific and industrial activities, venture capital companies, moving professionals, 

companies and capital from other areas; ensuring equal access to the use of common 

structures in the technopolis; counselling and other assistance to regional increation, 

advisory and financial centres and centres of technological leadership. 

The government financed the project "Technopolis" mostly indirectly. Only about 

1.5 billion yen from the central budget were allocated to technopolises annually. 

At the same time, the "Law on technopolis" provided to the project participants 

fairly substantial tax and credit incentives to encourage business and research ac-

tivities in the technopolis. Thus, 5 years after the beginning of the programme a 

system of accelerated depreciation for the high-tech companies was introduced, 

which allowed companies to deduct after the first year 30% of the cost of equip-

ment and 15% of the value of buildings and structures. In addition, for the first 5 
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years in the technopolis the tax on new investment in equipment wass reduced by 

30% and the tax on buildings and structures - up to 15%. There was also a full or 

partial exemption from tax on capital equipment for research and development. It 

was permitted to include in the column "loss" of the companies the budgets of the 

new legal entities. 

Special financial assistance was provided to small and medium-sized companies 

involved in the programme. A corporation, financing small and medium-sized 

companies, provided them with loans on favourable terms - a rate of 2.7% per 

annum with maturity of 15 years. By estimates of MITI, the average cost of build-

ing a technopolis is about 550 billion yen ($2.4 billion). 

The efficient creation of technopolises is impossible without external support, i.e., 

without the participation of the state (in particular through the development of 

state regional programmes). Japan realised that the Silicon Valley was supports by 

the large-scale programmes of the U.S. Department of Defence and NASA.  

The concept of creating technopolises in Japan's regional policy is an attempt to 

recreate the concept of "polarized" development on a higher level corresponding 

to the era of rapid development of scientific and technological revolution. In gen-

eral, the idea of technopolises as regional research and production systems that 

promote economic development in peripheral regions is certainly rational. Similar 

complexes with different names have become increasingly widespread in many 

industrialised countries. 

Foreign experience on the establishment of industrial parks and technopolises 

seems to be very useful for Russian conditions
405

. This is particularly important con-

sidering the economic crisis and the focus on an innovative path of development. 

At the same time, creating an innovation economy in Russia, including the devel-

opment of innovative local production systems, such as technoparks and technop-

olises, faces a number of difficulties, without the overcoming of which the hope 

for success is problematic. The main difficulties, in our view, are: 

1. a highly monopolised market and, consequently, low level of competi-

tion. Under these conditions the large companies-monopolists are not interested in 

innovation. The task of the state to create a competitive environment and incen-

tives for the development and implementation of innovations is not fulfiled. It is 

especially important to create conditions for attracting private investment to the 

innovation sector, as only public funding is not enough. As the world practice in 

developed countries shows, private investments in innovation are much higher 
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than the state ones. It seems that the problem of stimulating innovation could be-

come an important tool for public-private partnerships. 

2. weak applied science; its significant collapse in the post-Soviet period 

put constraints to the introduction of innovations in the production and commer-

cialisation of innovations. The problem of the development and implementation of 

innovative projects in Russia is not new and is primarily related to the lag of the 

existing system of economic management and long-term prediction together and 

the lack of proactive approach. Without the development of a new strategy it is 

difficult to navigate in the innovation space. 

3. absence of a coherent long-term national science and technology policy; 

uncertainty of priorities in innovation. The business will not invest in innovations 

without such a policy and clarity of the perspectives. Strategic directions of scien-

tific and technological development should be defined at state level in compliance 

with global trends and taking into account national reserves, capabilities and 

needs. In addition, a system of maximum preferences for the innovative priorities 

(financial, fiscal, technological etc.) should be designed. 

4.  the necessary legal environment and general rules for stimulating inno-

vation, return on investment security, intellectual property protection, establish-

ment of relationships between the investor and the owner of an innovative idea are 

not in place. In foreign practice, these tools are created and operate efficiently, 

thus stimulating private investments in high technologies. 

5. inflexible tax and financial state policies in the field of innovation; lack 

of tax incentives for private investors and funds; high lending rates for the pro-

jects, not included in the cost of R&D costs, etc . 

6. presence of various administrative and other barriers to development and 

innovation. The high level of corruption inhibits innovations at all stages.  

Thus, it is a necessary to develop the necessary state mechanism for development 

and innovation, taking into account the interrelated economic, legal and institu-

tional elements that encourage investments in innovations. 

The attractiveness of the technoparks and technopolises for enhancing regional 

development in Russia is a possibility not only to strength the investment and in-

novation sector, to encourage the interaction of science and industry, to restruc-

ture the economy with orientation towards high-tech industries (and as a conse-

quence to reduce production costs and improve the competitiveness), but also to 

raise the level of the socio-economic development and to improve people‘s life. 

2.7. The role of large corporations in LPS: empirical evidence  

from the Russian economy  

The processes of real industrial markets emergence and creation have occurred in 

the Russian economy in the last 20 years. The level of economic activity of large 
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enterprises and level of dominance (market power) of one or several companies 

are among the most important market indicators. This dominance plays a crucial 

role for many local production systems. Large corporations play a key role in the 

economic development of many Russian local production systems, since they 

provide jobs, maintain all facilities, and determine the general situation. One can-

not overestimate the contribution of the large corporations at national and regional 

levels. The present structure of most of the markets in Russia and the market 

structure in general are related to the activities of few large companies. The leading 

position provides the market power of a company. It is important to determine wheth-

er there are such market leaders and if so – how stable is their leading position. 

In this sub-chapter an approach to the analysis of the company‘s leading position is 

proposed. By using that approach, we analyze the ―sustainability‖ and the ―stability‖ 

of the leading position and therefore the market power on the industrial market. 

 

2.7.1. General characteristics of market leadership 

Large corporations play an important role in the economy of most countries and 

regions.  They make significant contribution to the main economic indicators 

creation, get key market positions, and their performance has great influence on 

the development of national and local economies. These companies have extended 

investment potential. The historical background and the contemporary integration 

processes form the very specific conditions in Russia. Under such an environ-

ment, the role of the leading companies is especially important. Our estimations 

show that in 2007, the total turnover of the 20 largest companies was equal to 

37% of GDP. The similar indicator for 10 of these companies was equal to 28%.  

In 2010, after the crisis, these figures increased and were about 38% and 30% 

respectively. 

Fig. 2.20. shows the share of 1, 3, 5, 20 and 50 of the largest companies in a total 

turnover of 400 national leaders – conditional concentration ratios CR1, CR3, CR5, 

CR20, CR50.  

Results show that large companies are very different. In 2011, the first 20 compa-

nies (out of 400) formed about 50% of the total turnover. It is possible to note that 

most markets are characterised by the existence of definite leaders. It should be 

mentioned that the shares of 5, 20 and 50 leaders decreased during the period 

2000-2011. CR1  and  CR3 coefficients increased, but their value is influenced by 

many non-market factors incl. strong state support of selected companies. 
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Figure 2.20. Concentration of the set of 400 Russian corporations  

which are leaders in turnover, %  

(estimates based on the data provided by ExpertRa agency) 

 

 

Source: Author’s calculations 

The broad descriptive model of the industrial market development was conceived 

by Edward Mason and developed by Joe Bain. It is well known as the Structure – 

Conduct – Performance Paradigm.
406

 Any industrial market structure is described 

by several basic structural indicators. The level of economic activity of large en-

terprises and the level of dominance (market power) of one or several companies 

are among such indicators. Concentration is one of the main characteristics of the 

market structure. It reflects the number of companies on the market and it shows 

how much they differ from each other. Concentration is related to the level of 

competition and the market power of selected companies. It is known from the 

economic theory, that for the competitive markets the level of concentration 

should be rather low. At the same time competition leads to the companies‘ con-

solidation and the increase of concentration.
407

 

A limited number of large companies concentrate the main part of the economic 

activities. N. Collins and L. Preston analysed changes in the lists of the American 

leading corporations since the beginning of the 20
th 

century.
408

 They found that 

this list was not stable. Changes were explained by many factors, but the most 

important role had the demand. The list of U.S. market leaders became more sta-

ble in the middle of the 20
th 

century, due to thev following reasons:  

 the positions of large companies became stronger;  

 the rate of demand changes decreased; 
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 the management became more professional; 

 the economic activities got diversity in character. 

The present structure of many markets in Russia and the market structure in gen-

eral are related to the activities of a limited number of large companies. The lead-

ing position provides market power for a company. It is important to determine, 

whether there are such market leaders and if so – how stable their leading position 

is. The set of leading companies could be created on the basis of different criteria. 

It is possible to form a group of top (10, 20, etc.), companies – leaders, according 

to the level of sales, profit, cost of assets, value added etc. In each market, many 

groups of leaders can be defined. These sets may include the same or different 

companies. According to our definition, the ―sustainability‖ of the leading posi-

tion of the company means that this company is included into the set of leaders 

more than once, i.e. it is included in more than one group. If a leading position is 

sustainable, it is defined on the basis of various criteria. If the leadership is unsus-

tainable, groups of leaders are very different. 

―Stability‖ of a company‘s leading position in our approach means, that it remains 

in the group of top companies for several (more than one) years (it reflects long-

term leadership). 

By summing up the definitions described above, we could formulate, that the 

leading position of the company is sustainable and stable, if this position is based 

on various criteria in a long term period. If such companies could be found at the 

definite market, the leadership at this market is sustainable (or stable) and it would 

be possible to make forecasts on market‘s further development and main tenden-

cies. We suggest a special calculable indicator – sustainability (stability) coeffi-

cient (CS): 

 

minmax

min
1

NN

NNfact
CS




  

where:  

N fact – real number of leading companies included in all sets; 

N min – minimal possible number of leading companies included in all sets; 

N max –maximum possible number of leading companies included in all sets. 

These coefficients vary from 0 to 1. If a coefficient is equal to 0, it means that the 

leadership is unsustainable (unstable). If it is equal to 1, it means that the leader-

ship is absolutely sustainable (or stable). It should be noted that a coefficient char-

acterises the market situation in general and it is relevant to the whole market. 



214 

The main aim of the present study is to analyse the positions of Russia‘s largest 

corporations and to determine the character of their leadership. Thus, the dynam-

ics of these indicators in a long-term was studied and national and regional mar-

kets were compared. Based on the assumption of the classical industrial econom-

ics, we looked at the stability and sustainability of groups of leading Russian 

companies. Empirical data were presented using annual rating Expert 400, provid-

ed by the ExpertRa agency. We have chosen the following years: 1995, 2000, 

2005, 2008, 2009, 2010, 2011. This time interval includes periods of economic 

stability, as well as unstable ones.  

For each year, groups of companies with the highest levels of turnover, gross 

profit and level of capitalization, were formed. Then, the compositions of these 

three groups were compared.  It was assumed that if a company is a leader on the 

market according to several criteria, its position is sustainable. The existence of 

such companies shows that a market structure is formed and trends in its devel-

opment may be forecasted, based on the performance of the leading companies. If 

the groups of leading companies do not intersect, the leadership on the market is 

unsustainable and the market structure is uncertain.
409

 

2.7.2. Leadership in Russian and Siberian corporations 

We took two sets consisting of accordingly: 20 and 5 leading companies. The sta-

bility of the leadership was estimated by comparing the leading sets, formed for 

different years. The leaders were determined according to the turnover. Analyses 

were carried out for the national economy and for the Siberian region. Results are 

presented in Fig. 2.21. and Fig. 2.22. 

Results show that in general, the sustainability of the leadership in Russia was 

rather high till 2008. This means that the same companies were the leading ones, 

according to different criteria. This situation indicates that: the market structure 

was rather mature; the level of competition under such structure could not be 

high; the competition was far from perfect. Large corporations had high market 

power. This is relevant for the sets of 20 leaders, as well as for the sets of 5 lead-

ers. The sustainability of the 5 leaders was slightly lower than that of the 20, ex-

cept the data for the year 2000. We consider that this could be explained by non-

economic factors.  

In 2009, the coefficient of leadership sustainability decreased for the group of 20 

companies and increased for the group of 5, but in 2010 all coefficients decreased 

significantly. Such dynamics could be explained by the reaction to the general 

instability under the crisis and the post-crisis environment. It became difficult for 

                                                 
409
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the companies to keep their leading positions in all directions. In 2011, the econ-

omy‘s revival caused a new increase of coefficients.
410

 

Figure 2.21. Sustainability coefficients (SC) for Russian and Siberian leaders 

 

Source: Author’s calculations 

 

Siberian companies show a different picture. In general, the coefficients of leader-

ship sustainability are lower than the national ones. This is observed for both the 5 

leaders and the 20 leaders. In consequence, the positions of the regional leaders 

are weaker, and at regional level more competitive structures are developed. In 

addition, the reaction to the crisis revealed sooner at regional level. Already in 

2008 SC for the 20 leaders decreased significantly and SC for the 5 leaders was 

even equal to 0. Indicators‘ growth was observed already in 2010, which also re-

flects a more quick reaction to general changes compared to national markets.  

The dynamics of national and regional coefficients was different at national and re-

gional level. In some years they even demonstrated opposite movement. The differen-

tiation between national and regional markets is more pronounced for the groups of 5 

leaders. We could propose the existence of regional economy specificities. 

Leadership stability for a long term period is presented in Fig. 2.22. These data 

are less relevant to the crisis influence. In general, stability indicators are rather 

high. It is possible to assume that the indicator for Russia would be even higher 

without state interference (the case of the state-owned Ukos company) 

                                                 
410
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Figure 2.22. Stability coefficients for Russia and Siberia 

 

Source: Author’s calculations 

Siberian leaders‘ stability was lower compared to the national ones. Tables 2.8 

and 2.9 show some characteristics of the leading corporations. As we can see most 

of them operate in strategic areas of the economy, such as oil and gas sector. The 

level of competition at these markets is not high. In 2005, 9 out of 20 leading 

companies operated in the oil and gas sector, while in 2011 – 8 leaders belonged 

to this sector. In general, most of the leading corporations operate in the fuel ener-

gy complex. Besides, the leaders‘ list includes well known national monopolists, 

such as Russian Rail Ways and Sberbank. 

Table 2.8. Industrial characteristics of 20 Russian leading corporations  

(number of companies within each industry) 

2005 2011 

 Oil and gas –  9 

 Banks – 1 

 Non ferrous metallurgy   – 1 

 Telecommunications  and communications – 3 

 Electrical power engineering – 1 

 Ferrous metallurgy – 4 

 Food industry – 1  

 Oil and gas – 8 

 Banks – 2 

 Non ferrous metallurgy  – 2 

 Chemical and petrochemical industry – 1 

 Telecommunications  and communications – 2 

 Electrical power engineering – 2 

 Ferrous metallurgy – 2 

 Precious metals and diamonds industry – 1 

Source: Author’s calculations 

 

The industrial specificity is reflected in the levels of the calculated indicators of 

stability and sustainability of leadership. The list of the Siberian leaders includes 

companies which belong to the national giants. They conduct regional expansion, 

thus tending to widen the areas of influence.  
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Table 2.9. Industrial characteristics of 20 Siberian leading corporations  

(number of companies within each industry) 

2005 2010 

 Oil and gas – 2 

 Non ferrous metallurgy   – 3 

 Telecommunications  and communica-

tions, IT – 1 

 Electrical power engineering – 3 

 Ferrous metallurgy – 3 

 Transport – 2 

 Coal and turf industry – 6 

 

 Oil and gas –  2 

 Non ferrous metallurgy   – 2 

 Telecommunications  and communications, IT – 1 

 Electrical power engineering – 4 

 Ferrous metallurgy – 1 

 Transport and logistics – 2 

 Coal and turf industry  - 3 

 Trade – 2 

 Banks –1 

 Manufacturing– 1 

 Precious metals industry – 1 

Source: Author’s calculations 

Siberian leading corporations also belong to strategic areas, but only a few com-

panies operate in the gas and oil industry. As it was shown earlier, the levels of 

leadership stability and sustainability are also lower for the Siberian companies.  

 

Concluding remarks 

The existence of clearly defined leaders is an important characteristic of any mar-

ket. The positions of the leading corporations, their role and market power, are 

significant factors of the market structure. Our research is based on data provided 

by a Russian rating agency. We showed that most national and regional leaders in 

Russia operate in highly concentrated markets, with a low level of competition. 

There are several other ratings of leading companies. It is necessary to mention 

the Global 2000 rating, which is based on Thomson Reuters Fundamentals 

Worldscope data and is constructed with the help of the FactSet Research sys-

tem
411

. This rating takes into account the same indicators: turnover, gross profit 

and capitalisation, with only increation on public companies trading on the stock 

market being used. 26 Russian corporations were included into the 2000 set of the 

world biggest companies in 2011, while in 2012 this number increased and 

reached 28. All of these corporations were included in the analysis presented in 

the study, as present research is based on the similar criteria. 

Most of the largest corporations were observed to operate in strategic areas of the 

economy. They perform in highly concentrated markets, characterised by specific 

types of competition. Companies‘ attitude to competition (real and potential) is 

understood as a very important determinant of their performance, which has sig-
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nificant influence on decision-making and strategic choices. Though most Russian 

markets do not demonstrate perfect competition, these questions are considered by 

Russian researchers to be extremely important.  

Most Russian enterprises are considered by the High School of Economics (HSE) 

to take it into account the competition in the processes of decision-making.
412

 On-

ly a small part of the companies included in the studied sample (10-20%) did not 

take into account any competition. The main competitors are: other Russian com-

panies, foreign companies, which sell their products on Russian markets and for-

eign companies having their production units in Russia. It was shown that if the 

company competes with any foreign agents (both with and without production in 

Russia), it attempts to restructure, to introduce new products, to improve technol-

ogies and to develop marketing schemes. Competition with domestic rivals moti-

vates the corporations for passive restructuring, abandoning of unprofitable prod-

ucts and staff layoff. Companies operating on competitive markets usually have 

great expectations concerning the institutional environment.  

Each corporation tends to obtain dominant market position and to improve its 

competitive advantages. This could be achieved by getting higher positions on the 

lists of leaders and developing stable and sustainable leadership.     

The search of ways of effective resistance to main competitors is traditionally 

considered to be the most important goal of any company. Competitive tension 

may be reduced considerably through the integrative processes which are ob-

served in many markets. There are several interesting papers devoted to this is-

sue.
413

  The establishment of various business groups is one of the results of these 

processes. 

Researchers from HSE showed that business groups in Russia operate as holdings, 

based on common stock ownership, as corporations with one decision-making and 

control centre, as an official financial industrial groups, and as strategic alliances 

which are arranged for some large-scale projects. This tendency is also typical for 

many other countries.  
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According to CEFIR data, at the beginning of the 21
st 

century, the largest business 

groups in the world employed 42% of all labour resources and controlled 39% of 

sales.
414

 In highly profitable industries, this share is even higher. 85% of all shares 

circulating on the stock market deal with companies which are members of 8 main 

business groups. A joint research of the World Bank and the High School of Eco-

nomics revealed that 32% of all companies (among 1000 respondents) are mem-

bers of business groups. Integration leads to the re-setting of the real companies‘ 

boundaries. This may be explained partly by an undeveloped institutional envi-

ronment. Another important factor influencing the integration is globalisation, that 

creates serious motivations for effectiveness increase, and provides new possibili-

ties. However, it is rather difficult to characterise all effects of globalisation for 

the large Russian corporations.
415

 Some of them could be negative. 

Another important factor for the entrance to new markets is the economy of scale. 

Thus, large corporations could be more successful at the international markets 

than their smaller competitors.
416

 

Finally, it is necessary to mention several issues concerning the perspectives of 

corporations‘ future development. Two key factors for the development of Rus-

sian corporations could be defined here: 1) the increasing role of the state (both in 

formal and informal ways) and 2) the increasing share of the stock market in fi-

nancing corporations‘ projects.
417

 These factors are related to: a rather strict state 

regulation in strategic industries; limited involvement of foreign agents‘ in these 

industries; simultaneous attraction of multinational corporations and long-term 

foreign investors to nonstrategic areas; integration processes‘ intensification. In 

the long-term, the following developments are expected in Russia: an increase in 

the general level of competition; long-term strategic investors‘ presence on Rus-

sian markets; growth of Russian corporations and their transcreation to multina-

tional companies; an increase in the share and role of external financial sources.  
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2.8. Comparison between innovative and strategic priorities of small  

and large companies in Russian LPS 

Industrial companies are the core of the local or national innovation systems. 

However, large, medium and small enterprises differ significantly in their role in 

the innovation process, resource potential, strategic priorities and objectives. The 

study focuses on the comparative analysis of the strategic priorities of the innova-

tive activities of Russian companies of different size.  

The complexity of such an analysis is due to the low availability of increation. 

This appears as a consequence of imperfect innovation statistics, increation close-

ness of Russian companies and their unwillingness to disclose the innovation side 

of their business. 

In the matching process we used: 

- State Statistics official data; 

- data collected through a special study of small innovative companies lo-

cated in Novosibirsk Scientific Centre
418

; 

- data collected through a special study on small innovative companies 

participating in the project ―Competing for the Future Today: a New Innovation 

Policy for Russia‖; 

- research carried out by the rating agency ―Expert RA‖; 

- inputs for the RSPP report ―The Competitiveness of Russian Business 

and its Development in the Near Future‖; 

- research carried out by the New Economic School (NES) and the Centre 

of Technology and Innovation PriceWaterhouseCoopers. 

The heterogeneity of data sets used in the present research and the differ-

ent approaches to data collection and analysis cause the incorrectness of the com-

parison between the specific parameters‘ numerical values. Nevertheless we were 

able to identify some general facts and trends. 

2.8.1. Innovative behaviour and strategic priorities of companies 

In order to characterise the features of the innovative behaviour, depending on the 

scale of the business, we have divided the companies into three types: small inno-

vative companies; large and medium-sized companies with a traditional business 

model; and major innovation-driven companies with integrated business models 

(companies with research and production units). 

Small innovative companies are extremely important in developed market-

oriented countries, since they act as the main institutions providing effective trans-
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fer of fundamental research to real economy. Our analysis of the of the small in-

novative companies located in the Novosibirsk Scientific Centre showed that the 

majority of the companies could be characterised either as spin-off companies or 

as specialised suppliers
419

.  

Spin-offs are newly established small companies, who have recently separated 

from the major research labs or parent companies. Usually at the start of their ac-

tivities such companies rely heavily on the ―mother‖ organisation. This can be in 

the form of direct financial support or shared infrastructure. The later means that a 

small company is allowed to use premises and/or the research and production base 

of the ―mother‖ company or of the research institute on favourable terms. The 

typical behaviour model for such companies is the innovative entrepreneurship − 

selection and pilot exploration of scientific and technological ideas.  

Specialised suppliers are small companies that provide important contributions to 

complex manufacturing systems in the form of equipment, tools and software. 

Innovative objectives of such small companies deal with the design and produc-

tion of  specific elements required by the large companies.  

Large and medium-sized companies with a traditional business model are charac-

terised by the structure of commodity output and supply chain. Certainly, the stra-

tegic focus of such companies on the operational efficiency and financial perfor-

mance affects their innovation priorities. The research of large Russian compa-

nies‘ innovative projects, carried out by the ―Expert RA‖ agency, showed that the 

majority of projects aim to increase the quality of traditional products or to up-

grade them to higher price segments. In general, large companies‘ products on 

Russian and international markets tend to take place in the price range between 

the products from China and the products from the USA and Europe. Almost all 

of the surveyed companies were focused on the Russian market. Almost all pre-

sented projects are related to innovations‘ improvement. Unfortunately, ―pioneer-

ing‖ projects aiming to establish leadership in high-technology industries or create 

new markets are missing in the sample
420

.  

Thus, the characteristics of the innovative behaviour of large companies with a 

traditional business model include incremental product and process innovations. 

Major innovation-driven companies with an integrated business model have tradi-

tional production units and innovative units in their structure that are involved in 

the development of new high-tech areas. Unfortunately, there are very few busi-
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nesses in Russia, that can be classified as major innovation-oriented companies 

with an integrated business model. The most vivid examples are Rosatom State 

Nuclear Energy Corporation, Russian Technologies State Corporation, Corpora-

tion (AFK) ―System‖, and Federal Grid Company UES. 

The innovation priorities of the major innovation-oriented companies with inte-

grated business models are consistent with the hybrid model of behaviour, which 

combines the traditional model with an innovative entrepreneurship. 

The typical innovative behaviour models of different groups of companies are 

summarised in Table 2.10. 

Table 2.10. Models of innovative behaviour 

Type of company Characteristics of the innovative behaviour 

Small innovative companies 

-Spin-offs Innovative entrepreneurship - selection and pilot exploration of 

scientific and technological ideas 

- Specialised suppliers  Design and production of the specific components  

 
Large and medium-sized companies  

Large/medium-sized compa-

nies with traditional business 

models  

Incremental product and process innovations  

Major innovation-driven com-

panies with integrated busi-

ness models 

The hybrid model (traditional model  + innovative  

entrepreneurship) 

 
Source: adopted by the author 

2.8.2. Innovative activity of large and small businesses – a comparative analysis 

According to statistics, during the first decade of the 21
st
 century, the innovative 

activity of Russian industry remained low: the number of enterprises that carried 

out innovations is in the range from 9.3 to 10.6% of the total number of enterpris-

es. The highest values of the indicators of the innovative activity are typical for 

the Russian high-tech sectors (telecommunication equipment, aircraft and space 

vehicles, etc.). In 2009 the corresponding value approached the European average 

and reached 29%
421

. 
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In the analytical report ―Russian innovation index‖, dedicated to the evaluation of 

the status of the Russian innovation system components it is showed, that the in-

novation activity of an enterprise directly depends on its size (see Table 2.11.).
422

 

Table 2.11. Innovation activity by the size of the businesses 

 

Number of 

personnel 
<50 50 - 100 100 - 200 250 - 500 1000 - 5000 5000 - 10000 >10000 

The share of 

innovative 

companies 

(%) 

1,2 4,6 7,0 12,5 39 70 76,6 

Source: adopted by the author 

Thus, the innovative activity of small businesses in Russia is much lower than that 

of the large ones. However, a number of recent studies have shown positive dy-

namics of the share of small enterprises implementing technological innovations. 

Leaders in the innovation activities are the enterprises in the chemical industry 

(11.3%) and also enterprises producing electrical, electronic and optical equip-

ment (10.9%).  

The reasons for the low innovation activity of Russian companies are rooted in the 

sectoral structure of the economy, as well as in the lack of sufficient incentives for 

innovations. The low competition level in the dominant part of Russian markets 

reduces the motivation for their design and implementation. The lack of resources, 

typical for the Russian enterprises, also has a negative impact on their innovative 

activity.  

Russian companies are spending much less on innovations than their foreign 

competitors in the relevant sectors. As a result, active enterprises never have 

enough resources for innovations. 

According to the study of the rating agency ―Expert RA‖
423

, before the crisis, the 

share of R&D expenditure in the revenues of the largest Russian companies (rat-

ing ―Expert-400‖) was about 0.5%, or 4-6 times lower than that of foreign com-

panies. In the two last years, this index has fallen by more than a half to 0.2% of 

total revenues. Leaders in terms of R&D investments in Russia are the machine 

building companies, but even among them, the ratio of R&D expenditures in rela-

tion to the revenue does not exceed 2%. In less technologically advanced sectors 

of the economy the gap is even larger. For example, for Severstal Group the ratio 
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of R&D expenditures in relation to the company's revenue in 2009 amounted to 

0.06%, while the value of the same indicator of the metallurgical corporation 

ArcelorMittal was 10 times more. According to some estimations, the corporate 

spending on R&D in Russia was rapidly recovering in 2010. However, the return of 

the innovative activity of the large Russian companies to the pre-crisis levels would 

only mean the conservation of the gap with the world's technological leaders. 

The entrepreneurs consider underfunding to be the major cause for the sluggish 

innovative activity of the enterprises. According to statistics, in 2009 74% of the 

total expenditure on innovation in the industry as a whole, were own funds of the 

enterprises. The budget support provided only 3.4% of these costs 
424

. Our study 

concompanies that this trend holds for small innovative companies. 98% of the 

respondents used own funds to finance innovations. Among other sources of fund-

ing, the majority of the respondents pointed bank loans and public and partners 

funds. 

In general, for the Russian industry the share of the innovative products in the 

total sales amounted to 4.6% in 2009. However, it should be noted, that such a 

low value of the index is related to the crisis in the economy. In the preceding five 

years, this indicator showed a higher value. The share of fundamentally new 

products in the total industrial production in Russia is very small, less than 0,1 of 

the percent. The value of this parameter in the high-tech sector is slightly higher 

(0.5%). 

The survey carried out by the High School of Economics found that only 5% of 

the large innovative companies believe that their products are new to the world 

market
425

. 

The innovative activity of large Russian companies is focused primarily on the 

acquisition of machinery and equipment provided by foreign manufactures. Even 

the mega-companies, employing over ten thousand people, prefer to import key 

knowledge from abroad. The main reason is the deep technological gap, thus the 

adoption of an overall strategy is perceived as the only alternative
426

. Data show 

that a high percentage of the companies from the group of innovation-active 

(34.6%) did not carry out any activity related to the creation of new knowledge 

(research, development, design)
427

. In most of the cases the dominant strategy is 

oriented towards passive technological borrowing. Although most researchers 
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agree that the borrowing and adaptation could become the main sources of a rapid 

catch-up technology development, the experience of the advanced innovative 

countries testifies that borrowing must be accompanied by the creation of addi-

tional new knowledge. In terms of ―ability of companies to borrow and adapt 

technologies‖, Russia had 41
st
 place out of 133 in 2009

428
 . 

For the small enterprises, the average value of the index of the share of innovative 

products in the total goods and services produced is less than the total for the in-

dustry. In the manufacturing industry, the share of the innovative products is 

1.5%. Somewhat better is the situation in the chemical industry (4%) and in the 

production of electrical and optical equipment (5.4%). 

In our study, using two basic parameters (level of products‘ novelty and orienta-

tion to the national or international market), we distinguished a group of 26 com-

panies (30% of respondents), which we call ―leaders‖. For such companies, the 

predominant source of technological innovation is the ―privatisation‖ of academic 

results and the development of products and processes in rapidly growing sectors 

(specialised software, scientific instrumentation, biotechnology, electronics, etc). 

The average assessments of the level of the produced goods/services‘ novelty for 

the leaders are rather high: 61.5% of respondents believe that their products are 

new for the Russian market, and 50% - new to the world market. The relatively 

high level of the novelty of the products of the leaders is accompanied by the im-

plementation of the strategy for ―high quality at a high price‖. In general, the 

leaders are following a more proactive approach - they tend to be more open to 

the outside world and are willing to cooperate with other actors of the innovation 

system
429

. 

2.8.3. Incentives for and barriers to innovation 

A number of surveys of Russian companies clearly demonstrate that in general the 

Russian economic environment does not generate sufficiently strong incentives to 

increase the innovative activity of the companies. However, factors that motivate 

the companies to innovate are essentially determined by their industry and the 

characteristics of the markets. According to companies‘ executives, only two sec-

tors of the Russian economy (the food industry and the ICT sector) have relatively 

high incentives for innovation in combination with sufficient resources. In the 

majority of industries including oil and gas, electronics, automobiles, infrastruc-

ture industries, the level of incentives for innovative activity is estimated as very 
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low. The innovative activity of the companies is negatively affected by such in-

dustry factors as: low requirements for innovativeness of products and services in 

the domestic market, complexity of the access to the global markets and low level 

of intellectual property protection
430

.   

One of the main objectives of our study on small innovative companies located in the 

Novosibirsk Scientific Centre, was to identify the main barriers for their development 

and growth. In the questionnaire, we pointed out typical barriers, which were estimat-

ed by respondents on a 5-grade scale (5 – the most important, 0 – insignificant).  

As the most significant barrier, respondents indicated the lack of financing for 

business creation and development. Financing is the key factor for all small busi-

ness. The majority of the new companies are low-budget start-ups launched with 

personal savings and contributions from friends or relatives. The second barrier is 

the shortage of qualified staff. Staff limitation becomes more important, as the 

company moves from introduction to growth stage of its life cycle. Inadequate 

laws, innovations‘ high costs and the uncertainty in the demand for new products 

were also recognised as significant obstacles to business development
431

 .   

Under the project ―Competing for the Future Today: a New Innovation Policy for 

Russia‖, a survey covering executives of small innovative companies and repre-

sentatives of medium and large businesses, was carried out. In the survey, the 

managers were asked to name three major obstacles restricting the innovative de-

velopment of their companies. As the main obstacles to innovations, the repre-

sentatives of small businesses indicated the lack of available funds within the 

company, the low availability of external financing and the costs and risks associated 

with the innovations. 18% of respondents considered as significant obstacle to their 

innovation development the lack of qualified personnel. The ranking of the barriers 

for large and medium enterprises shows very similar results (Table 2.12.)
432

. 

Thus, we can draw a general conclusion that the major barriers to the innovative 

development of Russian companies are: financial and demand constraints, imper-

fect institutional environment and human potential. 
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Table 2.12. Most important barriers to the innovative development 

 Small business, Novosi-

birsk 

(score on a 6-point scale) 

Small Business  

(% of respondents who report-

ed this factor)  

Large/Medium Business  

(% of respondents who report-

ed this factor) 

1 Lack of financing  (3,2) Lack of available funds within 

the company (60%) 

Lack of available funds within 

the company (62%) 

2 Shortage of qualified staff  

(2,8) 

Low availability of external 

financing (50%) 

High costs of innovation (33%) 

    

3 Inadequate laws  (2,7) High costs of innovation (40%) Low availability of external 

financing (33%) 

4 High costs of innovation 

(2,4) 

Uncertain demand for new 

offerings (24%) 

Uncertain demand for new 

offerings (23%) 

5 Uncertain demand for 

new offerings (2,3) 

Shortage of qualified staff 

(18%) 

Shortage of qualified staff 

(19%) 

Source: adopted by the author  

Concluding remarks  

Although major business is at the heart of the Russian innovation system, most of 

the largest Russian companies focus their innovations on the domestic market, by 

implementing a strategy of passive technology adoption. The contribution of 

small businesses to the innovative development of the country is still fairly low, 

but the results of different surveys and prominent success stories of small innova-

tive companies show that a cohort of small innovative companies, with products 

that meet world standards of novelty and aiming the global markets, has an im-

portant role to play.  

Cooperation among the participants in the national innovation system is crucial 

for its effective functioning. The increasing contribution of small businesses to the 

innovative development should be supported by creating an innovative infrastruc-

ture and fostering the demand of innovative products from the big businesses and 

the state. 

2.9. Comparative analysis of the conditions necessary for the creation and 

functioning of clusters and territorial – industrial complexes 

2.9.1. Main advantages of clusters 

World practice has a wide range of different forms of economic organisation on 

the territory. Among these, in recent years the great interest in Russia is manifest-

ed in the implemention into regional development practice of free economic 

zones, industrial parks and technopolises, as well as regional production clusters. 

All of these forms are a special case of local production systems, the creation of 
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which in the world regional development in recent years received much attention. 

In this case, the production cluster is considered to be one of the most important 

tools in the areas of resource mobilisation for rapid economic growth, competi-

tiveness improvement and diversification of the regional economy. 

The cluster approach is one of the relatively new management tools in regional 

development. It creates opportunities for the region and the business to survive 

and develop in the transition to a post-industrial and innovative development 

model. Considerable importance is given to the clusters in the conditions of the 

current economic crisis. 

The founder of the cluster approach is a prominent American economist, M. Por-

ter
433

. He defines a cluster as a group of localised geographically interconnected 

companies - suppliers of equipment, components, specialised services, infrastruc-

ture and research and development institutes, universities and other organisations 

that complement each other and reinforce the competitive advantages of the indi-

vidual companies and the cluster as a whole. According to Michael Porter, in to-

day's economy, especially in the context of globalisation, the traditional division 

of the economy into sectors or industry loses operationality. Clusters come out on 

the top as a system of interactions of companies and organisations, whose im-

portance as a whole exceeds the sum of its parts.  

The competitiveness of the country should be discussed through the prism of the 

international competitiveness not of its separate companies, but of its clusters, 

combining companies of various economic activities. Within that context, the 

ability of these clusters to make effective use of the internal resources has a fun-

damental importance
434

. 

One of the main conclusions made by M. Porter, is that the more developed clus-

ters in a given country are, the higher are the living standard of the population and 

the competitiveness of the companies. This conclusion has been very attractive to 

the governments around the world. It encouraged them to choose the cluster ap-

proach as an effective instrument of the economic policy. Thus, the presence of 

strong clusters in the economy of the country is able to provide a high level of 

competitiveness of the national economy as a whole and its individual regions. 
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Although the cluster policy in each country depends on the specifics of the state 

economic policy, at the same time, you can select a number of characteristic fea-

tures of the clusters. First of all - this is the territorial localisation of the majority 

of the economic entities - members of the cluster system (suppliers, manufactur-

ers, consumers, elements of the production infrastructure, research institutes, etc.), 

related to the process of value creation. In this case, the relation of all cluster 

members should be based on the long-term coordination of their interactions with-

in the framework of the production programmes, innovative processes, etc. Equal-

ly important is the presence of a large company - a leader that determines the 

long-term economic and innovative strategy for the emerging of its geographical-

ly-based production system in the region. It should be emphasised that an im-

portant feature of the clusters is their innovative focus that defines the priorities 

for selecting areas and objects to form a cluster. 

The contribution of the clusters in the creation of the competitive advantages of 

the regions of their localisation consists, above all, of the possibility to ensure 

effects caused by the territorial concentration, specialisation and cooperation of 

production. In this case, the cluster approach assumes that the competitiveness of 

each individual member of the cluster is largely related to the competitiveness of 

the other participants, members of the same value chain, or providing a more fa-

vourable external environment of the process of creating value. 

In general, an important feature of the cluster approach is the emphasis on the 

positive synergetic effects of the territorial agglomeration, i.e. proximity of con-

sumer and producer, network effects and the diffusion of knowledge and skills 

through the migration of staff etc. In other words, a common territory and rela-

tionships through the production of the end products contribute to the accumula-

tion of the "critical mass" of the capital in the region, including human, scientific, 

innovation and production capabilities. As a result of this process, the relationship 

between the cluster members has a stronger impact on the level of productivity 

than the scale of each of the participants. Therefore, the organisation of clusters 

usually does not require additional public investments, thus contributing to the 

development of priority economic activities through clustering, combining small, 

large and medium-sized companies in a single complex. 

Strengthening the competitiveness of the cluster is primarily achieved through the 

ability of the principal entities of the cluster to implement innovations, which in 

turn is accompanied by an increase in the productivity through: increased speciali-

sation and outsourcing of non-core production and other functions, increased em-

ployment by attracting new businesses to the region, expansion of the boundaries 

of the cluster through the involvement of new activities,  support to innovation 
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(with emphasis on the development of small and medium-sized businesses). Thus 

the clusters become a flexible and efficient form of organisation of the production. 

The growth of close relationships between the economic entities - cluster mem-

bers can more effectively solve various problems related in particular to: the or-

ganisation of joint research and development; the facilitation of the access to new 

technologies and other innovations; the distribution of possible financial and other 

risks in the various forms of joint economic activities, including joint access to 

world markets; lower transaction costs in various areas due to the increased trust 

among the cluster members; sharing of assets and knowledge; training of qualified 

personnel due to increased contacts with world level specialists etc. 

In recent years, many countries have used the cluster approach for the develop-

ment and regulation of their national innovation development programmes, using 

various forms of incentives (especially suitable for small innovative companies): 

direct funding, provision of loans without interest payments, targeted subsidies for 

research and development; establishment of funds for innovation, taking into ac-

count the potential commercial risk; free record-keeping of applications of indi-

vidual inventors; patent attorneys‘ free services; reduced government fees for in-

dividual inventors, etc.
435

  

2.9.2. Cluster policy in Russia 

The Concept Cluster Policy in the Russian Federation is developed and approved 

by the Government of the Russian Federation in 2008. A number of other docu-

ments, considering the clusters as a regulation tool (at federal and regional levels), 

leading to the establishment of conditions for the modernisation of the production 

and strengthening its competitiveness in global markets have been adopted as 

well.
436

 A number of publications are devoted to the clustering problems of the 
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Russian economy
437

. They outline the major position of the cluster approach in 

relation to the conditions of Russia. 

The declared cluster policy in Russia has a clearly defined regional aspect. It is 

considered as one of the conditions for the development in a given region of pro-

ductions that are competitive in the world markets, thus creating conditions for 

modernisation of the industry and building-up of an innovative economy. Im-

portant role in supporting the development of clusters belongs to municipal and 

state authorities. These authorities are responsible for: implementation of 

measures for regulatory and legal support; use of mechanisms to stimulate the 

investment activity on the territory; use of fiscal instruments; provision of increa-

tion assistance, etc. Ultimately, the creation of clusters is aimed at improving the 

competitiveness and innovative capacity of the businesses, developing small and me-

dium-sized businesses and promoting the diversification of the national economy. 

The cluster approach is able to strengthen the competitiveness of the economy as 

a whole by strengthening the position of the individual regions on which territory 
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the industrial clusters are operating. Clusters, therefore, act as a sort of ―points of 

growth‖. When the development of the established clusters can expand, the model 

becomes more complex, but they can also be narrowed, coagulated and disinte-

grated. Such cluster dynamism and flexibility could be defined as another ad-

vantage compared with other forms of production organisation on a territory. 

But even more important is the impact of the geographic concentration on the 

improvement of the production processes and implementation of innovations 

within the cluster. All companies of related industries in the cluster make invest-

ments in specialised, but related technology, increation, infrastructure and human 

resources, leading to a massive rise of new companies. This is explained by the 

fact that modern competitive advantage is related to the development of  the tech-

nology, management, product promotion etc. Thus, further successful develop-

ment of the competitiveness of the economic system is possible through the inte-

grated use of the cluster mechanism combined with modern theories of innovation 

development. In this case, the cluster form of organisation leads to the creation of 

a special form of innovation - the ― gross product innovation‖. This innovation is 

the product of several companies or research institutions that can accelerate their 

network of relationships spread within the regional economic space
438

. 

The interaction between the cluster members gives them certain advantages. So, 

the benefits gained by regional authorities in the implementation of the cluster 

approach consist of the fact that the cluster can focus on the problems and benefits 

of the economy. Management bodies of clusters, which may include representa-

tives of government agencies, have access to diverse and concentrated increation 

on the activities of the enterprises, the state of the economy and the labour market, 

which significantly reduces the amount of the analytical work carried out by the 

authorities. The advantages obtained by the business structures are associated with 

a significant decrease in the number of the barriers to enter the markets and lower 

costs due to the economies of scale. The entrepreneurs are given new opportuni-

ties to solve emerging problems and choose ways to overcome them. The interac-

tion with regional and municipal authorities can find new methods and means of 

resolving the problems related to the competence of the region. Using the influ-

ence and prestige of the cluster, business and regional authorities can jointly seek 

the most effective ways to promote their initiatives, including the preparation of 

draft laws and lobbying at federal level
439

. 
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Cluster technology development appears to be an important instrument of regional 

policy, which provides a range of regional opportunities for economic growth. In 

particular, they include: 

1) emergence of effective mechanisms of interaction between government 

and business; 

2) positive impact of the cluster on the competitive environment of the region; 

3)  transition of science and education achievements in the highly profitable 

economic sector; 

4) gradual integration of the regions into the global economic system; 

5) strengthening the economic independence of the region; 

6) promotion of the development of small and medium-sized businesses in 

the region; 

7) increase in the number of companies around the cluster leading to in-

crease in employment, wages, contributions to the budgets of different levels; 

8) economies of scale and agglomeration effect, which create "locomotives" 

of growth impulses for the development of other regions. 

2.9.3. State support for the establishment of clusters 

Concrete steps in the implementation of the cluster approach in Russia were made 

following the implementation in 2012 by the Ministry of Economic Development 

of a competitive selection of programmes for the development of innovative re-

gional clusters. Applying for a competitive selection involves the joint participa-

tion of the organisation and the coordinator of the regional and municipal authori-

ties. The criteria for selecting programmes of the clusters were: scientific and 

technological potential of the cluster; educational potential of the cluster; the pro-

duction potential; quality of life and development of industrial and social infra-

structure areas of localisation of the cluster; organisational development level of 

the cluster. 

94 applications were submitted, of which 25 winners were selected. The winners 

were divided into two groups. Each of the two groups was supposed to use differ-

ent mechanisms of state support, especially financial. The first group, comprising 

13 clusters, could rely on subsidies from the federal budget of the Russian Federa-

tion on the territory these clusters were established. The second group (12 clus-

ters) were included clusters whose programmes of development needed further 

elabouration, and support through grants for the first phase was not provided
440

. 

The distribution of regional clusters by federal districts, federal entities and cities 

is given in the Table 2.13. It can be seen that the economic policy of the govern-
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ment is aimed at helping the most prosperous regions that belong to the so-called 

―points of growth‖. In the South Federal District and the North Caucasus Federal 

District there were no territorial innovation clusters supported. One cluster was 

supported in the Urals, as well as in the Far East. The Privolzhskky Federal Dis-

trict became the leader in the number of supported clusters, as well as in the per-

centage of the selected and declared clusters. The second position was taken by 

the Central Federal District, and the third – by the Siberian Federal District. 

In addition to these measures of state support for the development of clusters, it is 

expected that other tools will be used, such as
441

: 

 support for the implementation of programmes for the development of pi-

lot clusters in the framework of federal and state programmes of the Russian 

Federation; 

 implementation of programmes for cluster development institutions such 

as: the State Corporation "Vnesheconombank", the Foundation for Assis-

tance to Small Innovative Enterprises in Science and Technology, Open 

Joint Stock Company (JSC) RUSNANO, JSC (Russian Venture Compa-

ny) etc.; 

 participation of large state-owned companies (such as JSC (Russian 

Railways) JSC (IDGC Holding) (Russian network)) implementing the 

programme of innovation development in the activities of the pilot clus-

ters; 

Table 2.13. Distribution of regional innovation clusters  

by Federal Districts of Russia 

Federal  

district 

Submitted 

requests 

Clusters are supported  

by subsidies 

Clusters are supported  

by other measures 

Central 26 4 (Obninsk in the Kaluga region, 

Zelenograd in Moscow, Dubna 

and Pushchino of the Moscow 

Region) 

2 (Troitsk in Moscow,  

Dolgoprudnyi and Khimki  

in the Moscow region) 

North-West 11 1 (Saint Petersburg) 2 (Arkhangelsk Region,  

Saint Petersburg) 

Privolzhsky 22 5 (Sarov in the Nizhny Novgorod 

region, the Republic of Moldovia, 

Nizhnekamsk in the Republic of 

Tatarstan, Samara region, Dimi-

trovgrad in the Ulyanovsk region) 

4 (Nizhny Novgorod Oblast, 

Perm Territory, the Republic 

of Bashkortostan, the Ulya-

novsk Region) 

South 9 0 0 

North Caucasus 0 0 0 
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Federal  

district 

Submitted 

requests 

Clusters are supported  

by subsidies 

Clusters are supported  

by other measures 

Uralian 6 0 1 (Sverdlovsk region) 

Siberian 18 3 (Zheleznogorsk in the  

Krasnoyarsk territory, Novosi-

birsk region, Tomsk region) 

2 (Altai Territory, Kemerovo 

region) 

Far Eastern 2 0 1 (Khabarovsk Territory) 

Of all 94 13 12 

 

Concerning the resource support, the creation of clusters can be funded through: 

federal programmes and targeted investment programmes; R&D; funds from the 

Investment Fund of the Russian Federation and the Regional Development Fund; 

means from the Bank of Development and Foreign Trade; funds for special eco-

nomic zones and technology parks; venture capital funds; funds allocated for the 

implementation of national projects; funds for the development of small business. 

According to the opinion of researchers and experts
442

, these are just suggestions, and 

the future will show how they will be implemented. In general, we can note a positive 

tendency in the economic policy of the country associated with the emergence of a 

new instrument of state innovative policy in the form of regional innovation clusters.  

2.9.4. Clusters and territorial-production complexes 

The cluster theory developed by M. Porter has much in common with the concept 

of the territorial-production complexes (TPC), proposed by N.N. Kolosovsky
443

 in 

the middle of the 20
th 

century, which received further development, particularly in 

the studies of M.K. Bandman and his School
444

. The concept of the TPC is based 
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on the justification of the effectiveness of the rational territorial concentration of pro-

duction and the integrated development of all elements of the economy, population 

and the natural environment within a limited area. The doctrine of the TPC is regard-

ed as one of the components of the theory of location of the productive forces and the 

territorial organisation of the economy. The essence of the latter is to find ways to 

ensure the greatest effect due to: 1) the rational territorial division of labour, 2) the 

concentration of effort (investment, various resources, etc.) on the territory within a 

certain period of time and 3) the rational organisation of the regional economy. 

The implementation into practice of the TPC economic development ideas, com-

bined with the implementation of specific projects for the establishment of TPK as 

a form of spatial organisation of the productive forces, began in the USSR in the 

50‘s – 70‘s and continued in the 80's to the early 90's. During this period, a num-

ber of large scale TPC in different parts of the country was created. During the 

Soviet period, TPC were considered the most advanced form of territorial organi-

sation of the productive forces. They were especially widespread in Siberia. 

In the Russian literature, the notions of cluster and TPC are often overlapped. At 

the same time, in spite of a certain similarity between them, there are a number of 

significant differences. Let me show the main differences between these two 

forms of production organisation in the area (Table 2.14.). 

The Territorial-production complex (TPC) is understood as a combination of pro-

ductions which: 1) are located in a limited and compact territory; 2) are geograph-

ically and technologically connected; 3) comprehensively use local labour and 

natural resources; 4) are created in order to contribute to the solving of some large 

problems of national importance
445

. 

Table 2.14. Distinctive features of clusters and TPC 

Specification Cluster TPC 

1. Essence and genesis Cluster - a product of market forces. 

The basis for the creation of clusters 

is a business initiative. 

A set of interrelated manufacturing 

and service companies (including 

the creation of technologies and 

know-how), market institutions, etc. 

TPC - the product of a planned 

economy. 

A set of interrelated industries 

(industries of specialisation and 

completing sub-branches). 

The main thing - the production, 

the criterion - minimisation of 

                                                                                                                                      
lov. - Novosibirsk: Nauka, Sibirian Branch of the Russian Academy of Sciences, 1988. – 270 p.); 

Burmatova O.P. Economic geography and regional studies: Educational and Methodic Com-

plex. – Novosibirsk: SAPA, 2001. – 203 p.); etc. 
445

 Burmatova O.P. Economic geography and regional studies: Educational and Methodic Com-

plex. – Novosibirsk: SAPA, 2001. – 203 p. 
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Specification Cluster TPC 

 

The main thing - communication for 

improving the competitiveness and 

maximizing profits. 

Clusters - the socio-economic creation 

costs of social labour. 

TPC - technical and economic 

creation, a form of organisation of 

the productive forces in solving 

major regional economic problems. 

2. Territorial planning The clusters do not form in advance, 

they are created by the agreement of 

entrepreneurs when the main pro-

duction already exists 

TPC planned from the beginning 

as a complex. They were built in 

such a way that all are calculated 

in advance 

3. Destination Cluster - a method of improving the 

competition of the regional econo-

my in the market environment. A 

cluster can only occur where there is 

a certain business environment 

Complexes - is, as a rule, ap-

proach to the development of the 

territory, or method supplements 

the existing structure of the re-

gional economy 

4. Competitiveness The presence of internal competitive 

environment, the significant pres-

ence of the cluster in the global 

economy, in the presence of his 

strong competitive position in the 

global market  

The administrative-command 

system of planning and manage-

ment. Lack of competition 

5. Basis of the relation-

ships and their char-

acter 

Economic feasibility. 

Vertical and horizontal integration 

Technologically - production 

relationship between enterprises. 

Vertical and horizontal communi-

cations 

6. Scale of facilities 

and management 

The cluster must include, along with 

large, small and medium-sized en-

terprises, venture companies, re-

search institutes, universities, etc., 

as well as the supervisory authority 

for the development of the cluster as 

a whole 

At the core - large (often - a verti-

cally integrated enterprise) pro-

duction facilities, which are usu-

ally not susceptible to innovation, 

inflexible and slow to change. 

Industry specific management 

(State Planning Committee, min-

istries, central administrations) 

7. Industry specialisa-

tion and orientation 

High-tech industries, focused on the 

final consumer 

Branches of the mineral resources 

sector and heavy industry-

oriented manufacturer in the 

framework of solution of major 

national economic problems at 

the national level 

8. How it all begins Modernisation of existing structures As a rule, with zero. In most 

cases, TPC advocated as a meth-

od of developing new areas 
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Specification Cluster TPC 

9. The integrating 

factor 

New knowledge, the various innova-

tions that ensure competitiveness 

cluster, increation and communica-

tion networks providing exchange of 

increation, ideas and know-how 

Items of industrial and social 

infrastructure. The lack of increa-

tion flows between enterprises 

10. Structure Network, the horizontal structure of 

the ―core – distribution‖. 

As a rule, brightly expressed as a 

separate branch with adjacent services 

The hierarchical structure of the 

―industrial centre - the complex – 

region‖. 

Large-scale inter-industry complex 

11. Competition be-

tween enterprises 

High Low (usually absent completely) 

12. Factors and con-

straints limiting the 

growth of the main 

production 

Skilled, creative thinking frames - 

carriers of knowledge and skills 

Deficient capital production as-

sets. Manpower - one of the fac-

tors of productive forces 

Source: Own composition with use of publications
446

  

More fully, TPC can be defined as a combination of interrelated, steadily and pro-

portionally developing productions of various sectors of the economy that: 

1) are established for the joint solution of one or more of the major econom-

ic problems (and therefore stand out clearly due to the size of the production and 

specialisation in a country and its economic region); 

2) are concentrated in a limited, necessarily compact territory (with the nec-

essary size and resources) and participate in the solving of given problems; 

3) make effective use of local resources; 

                                                 
446

 Zuckerman V.A. Challenges and opportunities of clustering as a method of enhancing the inno-

vation processes. - Access: http://uiis.com.ua/conf_76/; Innovative development of the industry: 

the cluster approach. / Under the red. A.V. Babkin. - St. Petersburg.: Publishing House of the 

Polytechnic University in 2011. - 484 p.; Pilipenko I.V. Cluster Policy in Russia: possibility of 

implementing and competitiveness of regions. // VIII Socratic reading «Post-industrial transcre-

ation of the old industrial regions of Russia». / Proceedings ed. V.A. Shuper. - Moscow: Eslan, 

2011. - P. 177-211. Access: http://www.innoclusters.ru/uploaded/docs/pilipjenko.pdf/; Pili-

penko I.V. Conducting cluster policy in Russia. - Access: http://www.biblio-

globus.ru/docs/Annex_6.pdf; Shvetsov A.N. Integration mechanisms of acceleration of territo-

rial development. // Theory and Practice of systemic change: T.22. - Moscow: KomKniga 2006. 

- P.160-180; Semenova E.A. Creation of an effective cluster policy as a basis for a strategy of 

innovative development. Presentation at the Institute of Scientific Increation on Social Sciences 

of the Russian Academy of Sciences (ISISS RAS) «Modernisation of Russia: key challenges 

and solutions». - Access: http://www.riss.ru/index.php/analitika/1563-formirovanie-effektivnoj-

klasternoj-politiki-kak-osnova-strategii-innovatsionnogo-razvitiya#.UjgcUCsa2Hs. 
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http://www.riss.ru/index.php/analitika/1563-formirovanie-effektivnoj-klasternoj-politiki-kak-osnova-strategii-innovatsionnogo-razvitiya#.UjgcUCsa2Hs
http://www.riss.ru/index.php/analitika/1563-formirovanie-effektivnoj-klasternoj-politiki-kak-osnova-strategii-innovatsionnogo-razvitiya#.UjgcUCsa2Hs
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4) have a single production and social infrastructure; 

5) ensure compliance with the requirements of environmental protection 

and restoration of natural resources; 

6) contribute to human resources development. 

From the above interpretation TPC are regarded as a form of spatial organisation 

of the productive forces that solves important regional cross-cutting issues of na-

tional importance. Thus, the basic object of study in TPC is the production, viewed 

within a limited area in close relationship with the rest of the economy, social is-

sues and the environment. 

In the process of TPC creation, a number of deficiencies were revealed. These 

were connected with the existence of the administrative-command system, as well 

as with the conditions under which the practical implementation of the concept of 

TPK has been carried out. Among these the most important are: 

1)  TPC creation is carried out in the absence of a unified long-term pro-

gramme; 

2)  sectorial approach implementation  in the creation and financing of com-

plex objects; 

3)  lack of an effective mechanism for TPK components interaction, includ-

ing: 1) the relationship between different industrial enterprises; 2) the relationship 

between the companies, on the one hand, and the territory represented by the local 

authorities - on the other; 

4)  limited use of the economic mechanism. 

The creation of the TPC has to take into account the complexity of the territorial 

development (proportionality, infrastructure, environmental and social problems). 

The derogation from the principle of the territorial development complexity and 

the prevalence of departmental approach led to the emergence of unsustainable 

forms of accommodation, disproportions in development between sectors of spe-

cialisation, industries and service industries, and to reduced efficiency of produc-

tion in the TPC. 

Thus, the socio-economic system that provides for the creation of the TPC is able 

to create the necessary conditions for the set-up of comprehensive long-term ob-

jectives, as well as for the territorial organisation of the productive forces. Unfor-

tunately, that system was not able to provide the necessary conditions for effective 

practical solutions, because market relations and competition have been kept to a 

minimum. Nevertheless, despite the fundamental differences between the TPC and 

the clusters (Table 2.13.), the experience in TPS forming could be useful in terms 

of creation of regional clusters. Within that context, the existing economic reali-

ties, together with the wider use of economic methods of regional development 
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regulation and the established system of governance at all levels, should be con-

sidered (Table 2.13.). The methodological approach of the TPC concept could be 

used in market conditions, in particular for the assimilation of new regions. 

Concluding remarks 

Each cluster is characterised by its own features of occurrence and development. 

The logic of the implementation of the cluster policy takes into account the pre-

requisites of each particular region, on the territory of which a cluster is formed. 

Among them we can mention: 

 availability of key owners and companies for the development of a clus-

ter which potentially are interested in cooperation in the framework of the cluster; 

 high level of technological innovation of enterprises and organisations; 

 high competitiveness of enterprises and organisations as potential partic-

ipants in the cluster in the global market; 

 authorities interest in the clustered version of the regional economic de-

velopment and the expansion of cooperation and collabouration; 

 constant support for the development and improvement of the existing 

business infrastructure; 

 availability of a highly skilled professional education system. 

 

Any cluster in the process of its creation and development goes through a number 

of stages of the life cycle
447

: 

1) agglomeration (in the region there are a number of companies and 

other actors); 

2) cluster emergence (a number of participants, which are located in a 

limited territory, start to cooperate around a core business and implement common 

activities through the establishment of partnerships); 

3) cluster development (new members implementing the same related ac-

tivities in the region are involved, new connections between new members are 

established); 

4) mature cluster (forming of a certain critical mass of actors, developed 

relationships both within and outside the cluster); 

                                                 
447
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5) cluster transcreation under the influence of the changes in technology, 

markets, etc. Cluster‘s viability  depends on its ability to generate innovations and 

to adapt to changing conditions. A cluster can be transformed into one or more 

new clusters that are concentrated around other activities). 

In general, the level of development of the various clusters largely determines 

national competitiveness and clusters‘ creation and functioning support re-

gions‘self-development. The cluster model of the economy of the region and of 

the state as a whole, may be in Russia an important tool of regional policy, allow-

ing diversification of the economy, an increase in the competitiveness, innovation 

orientation and promotion of regional development. Within that context it is nec-

essary to create mechanisms for integration of science, technology and produc-

tion, thus allowing the connection of innovation with production; to assist the 

transcreation of new knowledge into competitive products and services, and non-

market public goods. An important problem is the creation of a system of man-

agement of the innovation processes, in order to ensure effective links between all 

cluster members. 

2.10. Local production systems in Ukraine 

2.10.1. Economic challenges related to the establishment  

and functioning of LPS 

In the conditions of Ukraine's economy reform, three approaches to the develop-

ment of production complexes have been elabourated: 1) the concept of local pro-

duction (territorial-industrial) complexes has been developed; 2) the foreign expe-

rience of creating a system of industrial clusters has been adopted; 3) a system of 

regional competitiveness has been developed. 

Among the three directions of production complexes development in Ukraine one 

could mention the economic, legal and institutional preconditions for the creation 

of local production systems. This is explained by the fact that under the planned 

economy priority was given to the development of large industrial complexes of 

metallurgical and mining industries, as well as heavy engineering. This political-

economic trend was implemented throughout the former Soviet Union, but it had 

the largest impact on the economy of Ukraine. It is sufficient to say that the enter-

prises subordinated to the Union produced 95% of all products. More than 2000 

large enterprises operated under the subordination to all-Union ministries and de-

partments. Experts estimate that 70-80% of the industrial enterprises did not have 

closed production cycles within the territory of Ukraine. Deliveries from other 

Soviet republics satisfied 25% of the needs of the Ukraine's industry, in particular 
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half of the needs of timber and wood-processing industry, and 40% of machine-

building and light industry
448

. 

Ukraine's economic inheritance from the Soviet Union has not yet been brought 

into conformity with the modern trends of world economic development. Ukraine 

remains dominated by large enterprises with annually decreasing competitiveness. 

In the structure of the exports, precious metals and products thereof were 42.1% 

in 2007 falling to 27.5% in 2012. In the period 1997 - 2012, the number of the 

enterprises increased from 615 686 to 1 341 781, i.e. it has grown 2.17 times. 

However, the aim of establishing of a network of small and medium-sized enter-

prises capable to compete with big business has not been achieved. In Soviet 

times, certain forms of local territorial production complexes, such as industrial 

agglomerations, nodes and centres, were created. However, government agencies 

never considered them as subjects to structural analysis and transcreation in the 

system of building the innovation economy. 

Meanwhile, the innovation factor is used insufficiently in the economic develop-

ment of Ukraine. As we can see in Table 2.15, in the period 2007-2011 its level 

and dynamics in the industrial production are low. This is primarily true for such 

indicators as the number of innovation-active enterprises and the volume of real-

ised innovation products. 

The best indicators of innovative development are observed for the machine 

building, chemical and petrochemical industries. 

 
Table 2.15. Dynamics of the innovation activity indicators  

of the Ukrainian industry 

 2007 2008 2009 2010 2011 

Total financing of innovation activity 

in Ukraine, UAH bn 
10.8 12.0 7.9 8.0 14.3 

Number of innovation-active indus-

trial enterprises / % of total industrial 

enterprises 

1472/14.2  1397/13.0  1411/12.8  1462/13.8  1679/16.2  

Launched production of innovative 

products,  number of products 
2526 2446 2685 2408 3238 

Innovative products sales, UAH bn / 

% of total industrial products sold 
40.2/6.7  45.8/5.9  31.4/.8  33.7 / 3.8  42.4/3.8  

Source: Compilations of State Statistics “Science and innovation activity in Ukraine” for the years 

2009 to 2011. (In Ukrainan). 
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They have a larger share of innovative companies and are also leaders in imple-

menting the production of innovative products and in introducing new technologi-

cal processes (Table 2.16). This can primarily be explained by the historically 

accumulated high scientific potential of these industries, availability of qualified 

personnel and higher innovation expenditures compared to other industries. 

 
Table 2.16 Innovation development indicators  

of the Ukrainian industry in 2011 

Industry  

Number of 

innovatively 

active enter-

prises, units / 

% of total 

number of 

enterprises  

Number of enterprises  

that introduced   
Number of enter-

prises introducing 

production of 

innovative prod-

ucts, units / % of 

total number of 

enterprises in the 

industry  

Introduc-

tion of 

new 

techno-

logical 

processes, 

units  

organisational 

innovations, units 

/ % of total num-

ber of enterprises 

in the industry  

marketing 

innovations, 

units /  % of 

total number of 

enterprises in 

the industry  

Total industry 1679/16.2 185/1.8 196/1.9 731/7.1 2510 

Extraction of fuels and 

energy minerals 
16/6.3 2/0.8 0/0.0 0/0.0 27 

Extraction of non-

energy minerals 
37/10.3 8/2.2 1/0.3 5/1.4 18 

Food industry 384/16.1 32/1.3 51/2.1 182/7.6 237 

Light industry 82/13.4 7/1.1 9/1.5 32/5.2 61 

Wood processing 

industry 
53/10.6 2/0.4 10/2.0 18/3.6 31 

Pulp and paper industry 66/10.6 2/0.3 4/0.6 10/1.6 21 

Production of coke and 

petroleum products 
15/34.9 2/4.7 3/7.0 6/14.0 4 

Chemical, petrochem-

ical industry 
188/24.0 21/2.7 30/3.8 95/12.1 144 

Production of other 

non-ferrous mineral 

products 

86/10.6 4/0.5 3/0.4 25/3.1 34 

      

Metallurgy 120/15.2 11/1.4 13/1.6 60/7.6 136 

Machine-building 443/24.5 69/3.8 64/3.5 272/15.0 1599 

Production and distri-

bution of electricity, 

gas, water 

127/13.2 19/2.0 0/0.0 2/0.2 163 

Source: compiled and calculated based on data in Collection of State Statistical Committee of 

Ukraine “Scientific and Innovation Activity in Ukraine in 2011” (in Ukrainian). 

 

Table 2.17. gives a clear picture of the level of innovation activity by type of en-

terprises. In the period 2008 - 2010 the share of the innovatively active enterprises 

increased by 3% compared to the previous period mainly due to the increased 

share of companies engaged in organisational and marketing innovations. Of the 

total number of companies studied, 4.5% had only technological innovations, 

11.2% – only organisational and marketing innovations (non-technological inno-
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vations), 5.3% – technological and non-technological innovations. Along with that, 

the share of the enterprises with technological innovations decreased by 1.8%. 

 
Table 2.17. Distribution of enterprises and organisations  

by type of innovations (% of the total number of enterprises)
449

 

 2008 2010 

Total number of enterprises and organisations 100.0 100.0 

Innovatively active 18.0 21.0 

Introduced technological innovations 11.6 9.8 

Introduced product innovations 7.5 5.8 

Introduced process innovations 8.4 7.7 

Introduced marketing innovations 10.5 12.5 

Introduced organisational innovations 8.1 10.2 

Did not introduce any innovations 82.0 79.0 

 

At present, Ukraine's economic conditions are significantly changed. In his Annu-

al Address to the Parliament of Ukraine, the President of Ukraine acknowledged 

that the process of establishing the young Ukrainian state coincided in time with 

the processes of global transcreation. In view of this, «the protraction with over-

due modernisation changes, critical political processes, and deep social stratifica-

tion were hampering the development of Ukraine, undermining its sovereignty, 

and keeping it away from the global progress»
450

. 

The assessment of the current realities in the economy gives grounds to conclude 

that a new model of development is necessary. The fundamental goal of recent 

reforms is to achieve an effect of "continuous modernisation". One way to solve 

urgent problems in the economic development is to introduce modern systems of 

territorial administration, primarily local production systems of cluster type. With-

in that context, priority should be given to the establishment of such entities that 

would be focused both on process innovations and innovations in the production 

of final goods or services. 

Favourable conditions for the establishment and development of local production 

systems are being created in Ukraine. In implementing major economic reforms 

for crisis overcoming, the Ukrainian government identified the reform of the state 

management of the regional development as one of its priority tasks. The most 
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important activities in this direction will be: to review and update the development 

priorities in the system of regional strategies; to streamline and harmonize the 

provisions of the targeted regional programmes with national policy documents; 

to modernise legal conditions for local government operations. 

2.10.2. Legal prerequisites for the establishment and functioning of LPS 

It should be noted that in the legal and economic vocabulary of Ukraine, the con-

cept of LPS is not used in practice. Usually, the term 'cluster' or its specific ver-

sions are used, such as: science park, technology park, technopolis, and other 

terms that emphasize the innovative content of the organisational structures. Nev-

ertheless, in their essence they usually represent territorial-production complexes 

at local level. 

The legal support for the establishment and functioning of LPS is aimed at creat-

ing the conditions for "exit" from the current model of economic development 

oriented towards the use of existing low technological capacities. The matter in 

question is that the preservation of such a model will lead to further deepening of 

the technological gap between Ukraine and the developed countries and loss of its 

competitive positions. In view of the state of the Ukraine's economy, in 2009 the 

Cabinet of Ministers of Ukraine adopted a Decree "About approval of the concep-

tion for national innovation system"
451

. The Conception, among other issues, aims 

to assure the development of production and technological infrastructure through 

the creation of innovative structures aimed at supporting small business innova-

tion by 2025. At the same time, the task was set to create economic incentives for 

the development of science parks on the basis of higher educational institutions, 

technology parks, technopolises, and innovative structures of other types. 

The essential components of the legal provisions for LPS establishment and func-

tioning in Ukraine include: the European Charter on Local Self-governance, 

adopted in Strasbourg on October 15, 1985; the European Framework Convention 

on Transfrontier Cooperation between Territorial Communities or Authorities of  

21.05.1980; the Additional Protocol to the European Framework Convention on 

Transfrontier Cooperation between Territorial Communities or Authorities of 

09.11.1995; the Second Protocol to the European Framework Convention on 

Transfrontier Cooperation between Territorial Communities or Authorities of 

05.05.1998 (the part which concerns interregional cooperation); Regulation of the 

European Parliament and of the Council No. 1082/2006 of 05.07.2006 «On a Eu-

ropean Grouping of Territorial Cooperation»; the Lisbon Convention on Cluster 
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Development in European Countries of 2000; the EU clustering manifesto of 

2007; the Cluster Memorandum endorsed in Stockholm on 21.01.2008; Recom-

mendation No(84) 2 to the Committee of Ministers of the Council of Europe on 

the European Charter for Regional/Spatial Planning (Torremolinos Charter); Rec-

ommendation to the Committee of Ministers of the Council of Europe No. 

(2002)1 on Guidelines for Sustainable Development of the European Continent; 

the Concept of inter-regional and cross-border cooperation of CIS member states, 

adopted in Astana on 15.09.2004, etc
452

. 

Ukraine adopted the "Concept of Establishing Clusters in Ukraine" (Decree of the 

Cabinet of Ministers of Ukraine No. 1174) in 2003. It defines the general princi-

ples of clusters‘ creation and development. The concept is basically aimed at en-

suring high rates of economic growth and diversification of the economy by 

means of using the cluster model at regional level. It primarily emphasized the 

need for: 1) creation of innovation clusters, 2) motivation of SMEs to join the 

business network, and 3) establishment of regional clusters of companies and or-

ganisations. The Concept puts special emphasis on the establishment of regional 

industrial clusters, especially in the most science-intensive and high-technology 

industries that have sufficient potential to ensure fundamental changes in the sci-

entific and technological level of the industry. 

In view of the need to overcome the financial crisis of 2008-2009, special atten-

tion to local systems of cluster type in Ukraine is paid. In mid-2009, the concept 

of national innovation system was developed
453

. It identifies the components of 

the national innovation system, incl. the innovation infrastructure subsystem. In 

Ukraine, it includes industrial-technological, financial, increation-analytical, and 

expert consulting components. The organisational networks of the innovation sys-

tem include technopolises, technological and scientific parks, innovation centres 

and technology transfer centres, business incubators and innovative structures of 

other types; consulting and engineering companies; public and private investors. 

The most fundamental document which developed a comprehensive framework 

for clustering is the Decision of the Presidium of the National Academy of Sci-

ences of Ukraine No. 220 of 08.07.2009 "About order of forming national innova-

tion clusters". In practice, this decision remains the most widely used document in 

the field of industrial clustering
454

.  
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In 2009, the Cabinet of Ministers of Ukraine adopted the national strategy for es-

tablishing and developing of cross border clusters. The need for the establishment 

of such clusters is preconditioned by the geo-economic and geopolitical positions 

of Ukraine. Since 19 out of the country's 25 regions are border areas, with an 

overall area equaling to 77% of the country's territory, it is feasible for Ukraine to 

focus on the establishment of cross border clusters and use their output as an ele-

ment of the state's overall long-term strategy. At the same time, this solution takes 

into account the global changes in the international division of labour and the lag-

ging of Ukraine behind the other European countries in terms of welfare, level of 

investment attractiveness, competitiveness, and development of innovative envi-

ronment. Equally important is the potential tension in the Ukrainian border areas cre-

ated by the fact that neighboring countries form their growth centres in the vicinity of 

Ukrainian state borders, thus leading to outflow of labour, intellectual and other re-

sources from the border regions of Ukraine and increasing social tension. 

The national strategy concept of establishing and developing cross border clusters 

focuses on the three main types of border regions in Ukraine: regions including 

new EU member states; regions involving CIS areas and transborder maritime 

regions. The concept takes into consideration the measures foreseen in the "Eu-

rope without borders" initiative carried out by the European Union and the Coun-

cil of Europe. These include primarily the Madrid Convention with additional 

protocols, Regulation of the European Parliament and of the Council 1082/2006 

of August 5, 2006, on a European Grouping of Territorial Cooperation,  etc. 

In evaluating the legal prerequisites for LPS establishment and functioning, it 

should be noted that Ukraine has a developed legal system of public-private part-

nership. It is based on the following laws: "On public-private partnerships" 

(01.07.2010), "On contracts and distribution of products" (14.09.1999), "On con-

cessions" (16.07.1999), "On peculiarities of lease or concession of facilities, cen-

tralised water heating and drainage in communal ownership" (21.10.2010).  The 

implementation of the public-private partnership relations is regulated by the De-

cree of the Cabinet of Ministers of Ukraine «On approval of the procedure of dis-

closure of increation by private partners to public partners under contracts con-

cluded within the framework of public-private partnerships" (09.02.2011), "On 

approval of the methodology of identifying the risks associated with public-

private partnership" (16.02.2011), "On approval of the procedure of state support 

provision for public-private partnership realisation" (17.03.2011). Although these 

regulations are not directly related to the implementation of public-private part-

nerships in the system of local production systems, they can nevertheless be wide-

ly used in the process of establishing, functioning and improving their organisa-

tional performance. Within that context, it is possible to identify three areas of 

action: broadening the financial possibilities for the territories that host LPS en-
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terprises; improving the effectiveness of public finances; and introducing new 

forms of management. 

In recent years Ukraine has intensified its regulatory activities towards business envi-

ronment improvement. Among such activities, a very important role belongs to the 

cheapening of the liquidation procedure by cutting the number of necessary docu-

ments (for cases other than bankruptcy). The approved law "On basic principles of 

state supervision (control) in the economic activity field" creates a single body of 

state control within the structure of the central body of executive power; it introduces 

the principle of division between the standardization, accountability control and mar-

ket surveillance functions; and it implements the mechanism of "single investment 

window" at local level in order to ensure high quality of services for investors. 

At present, there is a need for elabouration and adoption of the basic law, which 

would establish the framework conditions for the development of regulatory rules 

to ensure the establishment and functioning of local production systems of various 

kinds. This task was set by the Council of Entrepreneurs under the Cabinet of 

Ministers of Ukraine, which appealed to the Prime Minister of Ukraine with a 

proposal to create an interagency working group consisting of the representatives 

of central authorities and non-governmental organisations, with the aim of ela-

bourating the law "On general principles of cluster creation and development"
455

. 

Currently, the solution of this problem is at the stage of preparation. 

2.10.3. LPS institutional environment 

The institutional environment for establishing and operating LPS refers to the 

means of fostering the innovations and stimulating the development of innovative 

companies. Thus, it is particularly important to implement the provisions of the 

acquis communautaire in the field of intellectual property rights protection, im-

prove the copyright protection, as well as simplify and harmonize the patenting 

procedures. As noted in the President's Address to the Parliament of Ukraine, the 

next step should be the implementation of measures aimed at promoting network-

ing among scientific and production facilities, organising the continuous process 

of identifying and monitoring the drivers of and barriers to innovations, and im-

plementing the developed institutional instruments 
456

. 
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The institutional environment of LPS functioning in Ukraine is formed in the con-

ditions of the ongoing realisation of the national strategy aimed at development of 

local self-governance, gradual empowerment of local communities, transfer of 

powers from the centre to the regions. Ukraine is introducing such European in-

struments of institution building as: Twinning (Decree of the President of Ukraine 

"Issues of implementation of the Twinning programme" of 06.10.2005), TAІEX 

(Decree of the Cabinet of Ministers of Ukraine "On approval of the preparation 

and implementation of the programme for attracting foreign aid by the European 

Commission under TAІEX" No. 316 of 09.04.2008), and the Comprehensive In-

stitution Building Programme (CIB) (Decree of the Cabinet of Ministers of Ukraine 

"Certain issues of preparation and implementation of the Comprehensive Institution 

Building programme in the context of the European Union's 'Eastern Partnership' of 

10.11.2010 " No. 2078-p). 

The implementation of the European institutional development instruments is re-

alised comprehensively and in compliance with both the priorities of the Pro-

gramme of Economic Reforms (2010-2014) and the European technical and 

budget assistance programmes that are currently being implemented
457

. In recent 

years, Ukraine has become one of the leaders among the countries of the Europe-

an Neighbourhood and Partnership Instrument in terms of quantity of completed 

and ongoing Twinning projects. In addition, the number of such projects is in-

creasing
458

. 

It should be noted that Twinning is the instrument of institution building. Within 

its framework, the civil servants of similar institutions from the EU member states 

and the partner countries cooperate on questions related to the implementation of 

the elements of governance required for the adjustment of national legislation to 

that of the EU. Another element of the institution building is TAIEX. Within the 

period 2006-2011, 6 839 Ukrainian government employees participated in 292 

TAIEX events, conducted in such areas as freedom, security and justice (61 

events), domestic market (127 events), transport, environment and energy (62 

events), agriculture and food security (42 events) 
459

.  

In the institutional structure of the Ukrainian industry, an important place belongs 

to the "Concept for All-state national purpose-oriented programme for industry 
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development for the period until 2020"
460

. Its objective is to activate the innova-

tive and investment activity of the industry in order to achieve positive effects for 

its structure, to provide the market with competitive manufactured goods, and to 

speed up the integration of the industrial complex into the world production. The 

concept elabourates approaches to define the optimal way of achieving the goal. 

This task is fulfiled based on the comparative analysis of the three possible op-

tions. The first option entails almost no influence of state authorities on the indus-

trial production in the country, but allows using direct methods of influence 

through financing the realisation of state orders. The second option proceeds from 

the search for ways to modernise the industrial production based on imported sci-

ence and technology achievements (technologies, equipment, certain types of 

products, services) which are practically not represented on the world market. The 

risks of the first option are primarily related to the chaotic development of the 

industrial production. The risks of the second option are related to the possibility 

for fixation of the national industry peripheral status as a bridge market for satis-

fying the needs of the countries in the industrial centre. 

The most promising option for the shaping of the new Ukrainian economy, but 

also the most difficult one in terms of implementation, is the third way to achieve 

the goal of the Concept for industrial development by 2020. It is focused on the 

structural and technological transcreation of the industry based on medium- and 

high-technology manufacturing. Thus, the share of domestic research and devel-

opment should receive an increasing trend in the process of integrating the inno-

vation and industrial policy. The crucial success factors for such a strategy include 

the establishment of structures, particularly scientific-innovative-industrial clus-

ters in high-technology industries. It is assumed that the new clusters will focus 

their efforts on the commercialization of the production capacities of state enter-

prises and industrial research institutions. We also cannot exclude the usage of 

different forms of public-private partnerships and financing from a variety of 

sources, including budget, credit and investment funds. 

2.10.4. Social factors in LPS development 

The methodological basis for research on the role of social factors in the devel-

opment of LPS is the UN's request to all countries to accept "collective responsi-

bility for consolidation and strengthening of the interdependent and mutually sup-

portive pillars of sustainable development – economic development, social devel-

opment and environmental protection – at local, national, regional, and global 
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levels"
461

. Nevertheless, until the recent times, we did not manage to create any 

more or less complete social system as a precondition for business activity. This 

disadvantage fully applies also to the network-type economic systems. However, 

some positive results have been achieved, based on the high efficiency of the clus-

ter forms. The creation of social conditions for LPS establishment and functioning 

is determined by their social functions, which in turn dictate the social orientation. 

In accordance with such a methodological approach, within the system of social 

preconditions for LPS it is necessary to consider all the elements of work and lei-

sure life in a society. Thus, it follows that the cluster systems, on the one hand, 

make use of the social achievements of the society, while on the other hand, they 

should take over the business social responsibility function. 

The analysis of the major socio-economic indicators in Ukraine (Table 2.18.) com-

pared with those of other CIS countries, proves the relative stability of its develop-

ment. This indicates the presence of relatively stable social conditions for business. 

Table 2.18. Major social-economic indicators of CIS countries  

in 2012 (in % to 2011)
462

 

Country 

GDP 

(in constant 

prices) 

Industrial 

goods 

(in constant 

prices) 

Producer 

Price  

Index1 

Consumer 

price 

index1 

Retail turnover  

(in constant prices; 

all distribution 

channels) 

Freight trans-

portation  

(excluding 

pipelines) 

Azerbaijan 102.2 97.7 98.6 99.7 109.6 106.2 

Belarus 101.5 105.7 121.0 121.8 114.1 98.8 

Armenia 107.62 108.8 108.6 103.2 102.9 101.2 

Kazakhstan 105.22 100.5 102.1 106.0 112.9 109.3 

Kyrgyzstan 99.1 79.8 103.5 107.5 111.2 106.4 

Moldova 99.82 97.03 104.5 104.1 100.93,4 97.1 

Russia 103.4 102.6 105.1 106.6 105.9 102.2 

Tajikistan 107.5 110.4 106.3 106.5 115.9 107.2 

Turkmeni-

stan 111.1   105.35 118.56,7 108.18 

Uzbekistan 108.2 107.22 106.99  113.96 105.48 

Ukraine 100.2 98.2 100.3 99.8 115.9 97.9 

CIS 103.4 101.9 104.9 105.5 107.6 104.5 

Notes: *Operational data; 1– December 2013 in % to December 2011; 2 – January-September 

2012 in % to January-September 2011; January-November 2012 in % to January-November 2011; 

4 – Sales revenue of trading companies; 5 – 2012 to 2011; 6 – including turnover of catering com-

panies; 7 – in current prices; 8 – including  transportation pipelines; 9 – September 2012 to De-

cember 2011.   
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The social orientation of LPS expresses the relationships among the business enti-

ties of a single cycle, in which production activities are carried out in compliance 

with the principles of social responsibility. A prerequisite for this process is the 

optimisation of the use of natural, industrial, increation, innovation, finance, la-

bour, and other resources. At this stage of the economic development of Ukraine, 

the priority aspect in the social orientation of the regional network of collabourat-

ing companies and organisations is to preserve the human capital qualitative in-

crease. 

2.10.5. Environmental aspects of territorial LPS 

The environmental orientation of the network production systems of cluster type 

is determined by the Ukrainian Law "Basic principles (strategy) of state environ-

mental policy of Ukraine for the period until 2020"
463

. It identifies the major envi-

ronmental problems of the country and the methods of solving them. The provi-

sions of the law are based on the fact that the human and anthropogenic impact on 

the natural environment in Ukraine is several times higher than that in the devel-

oped countries. As a result of the environmental pollution in Ukraine, the average 

life expectancy is approximately 66 years (for comparison, life expectancy in Po-

land is 74 years, in Sweden – 80 years). According to the Ukrainian statistics, in 

2009 the main sources of air pollution were the processing and mining enterprises, 

as well as the electrical and heat companies (respectively 31%, 21%, and 40% of 

the total emissions of pollutants released into the air from stationary sources of 

pollution). Emissions of pollutants from mobile sources account for 39% of the 

total emissions. According to UNESCO, Ukraine occupies the 95
th 

position among 

122 countries in the world in terms of degree of rational use of water resources 

and water quality. Supplies of drinking water are almost 80% based on the use of 

surface water, the environmental characteristics and quality of which are the main 

factors which determine the sanitary and epidemiological welfare of the population. 

The implementation of the National Environmental Strategy of Ukraine for the 

period until 2020 aims to ensure continuous improvement of the environmental 

situation in all major areas. Particular attention is paid to: atmospheric air; protec-

tion of water resources, land and soil; forest protection; protection of geological 

environment and mineral resources; waste and dangerous chemicals; biosafety.  

Ukraine, being a large country in terms of territory, produces uneven technogenic 

effects on the environment. From the standpoint of the environmental situation, 

the most problematic areas of the country are the old industrial regions. This par-
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ticularly applies to the Donetsk region, which has high concentration of produc-

tion and transport, combined with significant density of population. The Donetsk 

region is one of the largest anthropogenic environmental polluter in both Ukraine 

and Europe. The Donetsk region has started the work on the elabouration of a 

strategy for regional development based on the cluster approach. An international 

consulting company «Monitor Group» is also involved in this work. The company 

found that in the economy of the Donetsk region, it is feasible to create 40 clus-

ters. Four of them should be assigned priority importance: metallurgy, machine-

building, construction, and agriculture. Taking into account the results of the 

study, the establishment of regional clusters has been initiated in order to address 

a double goal: to ensure sustainable development of the traditional industries 

based on innovations, and to reduce the anthropogenic impact on the environment. 

In recent years, Ukraine has developed various methods of solving environmental 

problems by means of using local production networks. Within that context one 

should mention the concept of creating environmentally-oriented clusters in the 

system of environmentally oriented economic development. It is proposed to cre-

ate economic systems in which the individual economic agents are integrated into 

a single cycle so that the processes of production activities are complemented with 

the reproduction of the components of the eco system
464

. The best perspectives for 

successful functioning have the clusters in the forest complex; protected natural 

areas; in recreation, tourism and education sectors. 

New approaches to the establishment of ecology-oriented network production 

systems are available in agriculture and food production. In the Lugansk region, 

the industrial joint stock partnership implemented a vertically organised produc-

tion project within its structure
465

. Luganskmlyn grows cereals, it has silos to store 

the grain, grinding facilities, warehouses, and own mechanized bakeries. Lu-

ganskmlyn plans to build five new factories that would allow it to become a leader 

in the food market. 

The idea of environmentally-oriented network systems provided for the  simulta-

neous development of an eco-city (sustainable city or smart city) and an eco-

cluster of the Japanese type. The eco-city is a residential area inhabited by people 

who want to minimize the consumption of energy, water and food. Such a resi-

dential complex was designed in Odessa, and in 2012 its construction was 
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launched 13 km from the city of Kyiv
466

. In the Kyiv region, it is known as 

'Ekomіsto'. All necessary elements of the social and domestic infrastructure are 

within the walking distance. The eco-city of Kyiv includes a shopping centre, a 

beauty salon, a fitness club, supermarkets for food and non-food product groups, a 

bank, dry cleaners, a paediatric centre, and a dental clinic. As part of the social 

infrastructure, construction of a school, a kindergarten, playgrounds, bike paths, 

playgrounds and a walking area are foreseen. For Ukraine the eco-market is a 

completely new infrastructural form. 

Further development of the eco-city idea entails development of eco-clusters. 

Taking into account the Ukrainian specifics, S. Sokolenko, a Ukrainian clustering 

expert, determines the following directions for eco-clustering activities
467

: organic 

farming; biotechnology; biopharmaceuticals; biomedicine; biotechnology; eco-

energy; alternative energy; environmentally friendly products; milk and milk 

products; recreation and travel services; agro-eco-tourism; fishing; green rural 

tourism; horticulture and crop production; environmentally friendly marine bio-

technology; production of organic feed; processing of bio-waste; gardening and 

berry production; meat production; processing of household and industrial waste. 

The clustering processes in Ukraine are speeding up. However, in terms of their 

target aspect, they focus primarily on solving the problems of production and in-

novations. Environmental problems often remain in the background. It is very rare 

that environmental considerations are treated as a major component of the cluster. 

However, the deterioration of people's living conditions makes it necessary to 

assign top priority to environmental components when using cluster forms for 

achievement of the objectives of the socio-economic development at all levels of 

governance. 

III. FUNCTIONING OF LPS IN AN UNSTABLE ENVIRONMENT:  

INTERNAL AND EXTERNAL THREATS ASSOCIATED WITH THE 

ECONOMIC CRISIS 

3.1. Economic conditions for the functioning of LPS in Bulgaria 

We deliberately limit ourselves to examine the economic conditions of LPS func-

tioning in the classical aspects of their analysis. 
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The determining economic factors are entirely dependent on the state of the na-

tional economy. Part of the relevant indicators that characterise the national econ-

omy are: macroeconomic stability, dynamics of the economic growth, balance of 

payments, inflation rates, interest rate, exchange rate, level of external and inter-

nal debt, state of the trade balance, taxation, income and purchasing power of the 

population, the rate of exchange and the size of foreign exchange reserves; stabil-

ity of the national currency and prices, investment climate and activity, etc.

 

The state continues to be the leading subject that organises, integrates and consol-

idates the economic, financial, social and security-related processes on its own 

territory
468

. In the present statement, we leave the security to one side although all 

other processes that affect and are subject to analysis and commentary in these 

lines are directly related to its practical realisation. 

The modern state realises its function to secure a stable macroeconomic environ-

ment in cooperation with other economic operators and the civil society organisa-

tions, on the grounds of their shared responsibility to foster the economic devel-

opment. To this end, it is necessary to apply actively and successfully the tools of 

industrial, monetary, fiscal, income policy, employment policy, etc. Notably 

through their application the state creates the necessary minimum conditions for 

their optimal forming, functioning and development. 

In the following discussion we will examine the key indicators that we think will 

form the present contour of the economic conditions in Bulgaria. Ranked first in 

importance in forming the economic environment, we place the macroeconomic 

dynamics in the country. 

The available data for the Gross Domestic Product at the beginning of 2013 indi-

cate that the growth parameters of this basic measure of the economy remain low 

and almost the same as in 2012. For 2012, the growth was around 1% and in abso-

lute value, it reached nearly 40 billion euro. The evaluation of the available data 

allows us not to expect growth to exceed 2% during 2013. 

An increasingly acute problem for the Bulgarian economy is the growth of its 

territorial imbalance. In this sense we can talk about territorial imbalance of the 

common economic growth – while some regions are less affected by the crisis and 
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their GDP is growing, other areas not only keep pace with the leading region (So-

fia-city region), but their GDP most likely continues to decrease. This fact is of 

particular importance for the functioning of the LPS.  

The low values of this important economic indicator illustrate the extremely bad 

condition of the Bulgarian economy. They reflect the fact that our economy in the 

current conditions is not able to mobilise its own economic resources to use them 

effectively and to create the product, necessary for the society to meet its needs. 

As to the current account of the balance of payments in 2012, it remains positive 

in a small interval, i.e. close to zero as a share of the GDP. For 2013 we may ex-

pect it to become negative, amounting to 4-5% of the GDP because of the impact 

of the anticipated activation, albeit at a moderate pace of consumption and in-

vestment. 

The foreign trade continues to make its fall and the trade balance deficit has in-

creased dramatically. The reasons for the delay in exports are the tight markets 

and the ongoing crisis in the EU. The increase in imports is related to higher fuel 

prices and commodity prices, as well as to some movement in the investment ac-

tivity in the country, caused by the need to renovate the obsolete capital stock 

during the years of the crisis. Most probably during the current year the pace of 

import growth will remain higher than those of exports and the deficit situation 

will deepen. 

Foreign direct investments (FDI) for the previous year amounted to about 1.4 

billion euro or 3.5% of the GDP of the country. According to the preliminary data 

in the period January – June, the 2013 FDI amounted to 711.1 million euro or 

1.7% of the GDP
469

. The declared interest from the foreign investors so far, gives 

reasonable expectation for an increase in FDI inflows in 2013 by around 15% to 

2.3-2.5 billion euro. However, all disadvantages of the environment known for 

years (lack of transparency and predictability, credit worthiness of the administra-

tive and judicial system) undermine investors‘ confidence. A generally recognised 

fact is that the Bulgarian economy cannot grow without long-term and sustainable 

FDI inflows and foreign investors need trust and a clear vision for the develop-

ment of the economy in the long-run. The inconsistency in the decisions of the 

governments in recent years and the failure to apply economic development 

measures with long-term effect hinder the process of attracting FDI and the 

changes in the regulatory framework discourage the investors. Lower taxation can 

no longer compensate for the increasing administrative burdens in the form of 

high administrative fees, many unnecessary permits related to additional charge 
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and onerous licences. The stimulation of the additional investors interest will de-

pend on the rapid improvement of the quality of the institutional environment in 

Bulgaria, which is examined in detail in the monograph. 

The inflation as an objective economic process directly affects the economic and 

social life. As a direct participant in the economic life, it usually contributes to a 

significant change in the ratio between prices and income, shifting the social strata 

and property differentiation in the society, provokes imbalances in prices, produc-

tion and employment, and this usually leads to serious disturbances in the eco-

nomic system. In 2013, it could be expected that it is unlikely to exceed more than 

3%, while in 2012 it reached more than 4%. 

Problems related to employment and unemployment emerged as one of the most 

serious for the Bulgarian economy. As a result of the long-time economic crisis 

which befell the world, and the inadequacy of the response of society in Bulgaria 

to the changes taking place, the unemployment and the accompanying poverty in 

places acquired disastrous proportions. Data on registered unemployment in the 

regions illustrate the picture of ever increasing territorial imbalances in the Bul-

garian economy. The unemployment is slowly killing entire regions. The expecta-

tions for 2013 are the unemployment rate to continue to rise or at least to remain 

at the level of 2012 - ranging around 12%. 

The huge external debt also appears as a serious economic factor which is a 

brake on the economy‘s development. This is because the income generated is 

primarily directed towards the repayment of debts , thus depriving from financial 

resources the real sector. From the beginning of the Transition until now, the ex-

ternal debt is a heavy burden on our economy. By the middle of 2013 it amounted 

to 37 462.1 million euro, which in preliminary data would mean 91.4% of the 

GDP for the year. 

And in 2013, despite efforts at various levels, corruption remains widespread in 

Bulgaria. This is proved by the data from various national and international re-

searches and analyses. Our country is at the top of various indicators on the per-

ception of the corruption. Leading researchers point out that despite the relatively 

good macroeconomic indicators of the country, the problem with corruption and 

not enough reformed and susceptible to political pressure justice system are a se-

rious obstacle not only to foreign investors, but also to the normalization of the 

business climate in general. 

The grey economy also plays a strong negative role in the economic development 

of the country. Bulgaria continues to hold the championship of the Grey economy 
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in all European countries – EU countries, Turkey, Norway and Switzerland. This 

year it is expected to reach 12.9 billion euro, or 31.2% of predicted GDP.
470

 

In view of the objectives set, we will restrict ourselves to the indicators that we 

believe have priority for the creation of the basic economic conditions in Bulgaria. 

They directly influence the functioning of LPS in the country. 

For them, however, the most important are the ways for financing similar ventures. 

In the document "National Development Programme Bulgaria 2020" these issues 

are bypassed, despite their importance. The importance is primarily given to the 

desire for improving the regulatory framework and its indirect support for the es-

tablishment of a stimulating business environment. The State undertakes to im-

plement mechanisms for financial and other support to promote the process of 

clusters forming, as a main form of LPS. Probably, part of the mechanism will be 

seeking financing assistance from the EU funds and the state budget. Especially 

for the creation and development of high-tech incubators, for start-ups, research 

centres, centres for technology transfer, innovative clusters, technology parks and 

the renovation of scientific infrastructure.
471

 

For direct funding, the LPS will rely on the improved access to various financial 

instruments - JEREMIE, Science Fund (NSF) and National Innovation Fund 

(NIF) and the improvement of the investment conditions.
472

 

Up to now, there are no real significant state supported initiatives  related with 

that process. However,it is undisputable that the creation and development of LPS 

is one of the possible tools to boost growth and competitiveness of the Bulgarian 

economy. 

In conclusion, we can state that the low level of development of initiatives related 

to the creation and functioning of the LPS in Bulgaria is,besides the abovemen-

tioned, due to several economic factors. These are: poor business environment, 

lack of a strong unified scientific community, low level of trust between the pri-

vate and public sector institutions, etc. There are not any operational mechanisms 

to ensure fair competition. A working policy for the promotion of the innovations 

is missing. The main problem in our opinion is that the Bulgarian society lacks 

not only the consensus, but also the vision for the role and place of LPS to en-

hance its economic prosperity and welfare. The state rather unsuccessfully plays 
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its role as a catalyst which forms the environment and has to create conditions for 

the stimulation of LPS. 

3.2. Political conditions for the functioning of LPS in Bulgaria 

The political factors are related to the political system and the public administra-

tion activities. Of particular importance in this case is the financial, commercial 

and industrial policy of the executive power as part of the government economic 

policy. These factors may be related to the legislation and the political stability in 

the country, membership in various international and regional organisations, the 

internal order, the presence or absence of hostilities, terrorism, organised crime, 

etc. Last but not least, with regard to the LPS the ratio of the central administra-

tion towards the regions is of great importance. 

Of a political nature are the factors that determine the degree of the government 

regulation of the economy.  

Deliberately we leave aside the political factors related to security and the mem-

bership in international and regional organisations. We concentrate our attention 

on political in nature factors that we believe directly affect the creation and func-

tioning of the LPS in Bulgaria and are characterised by a high degree of uncertain-

ty and instability. 

All of these factors are predominantly strategic in nature and often the administra-

tion does not have the capacity to deal with problems caused by them. This fact is 

largely due to objective reasons. They are connected with the contradictions aris-

ing from the struggle between the predominantly strategic horizon, (which by def-

inition accompanies the issues related to the impact on these factors) and the activities 

of the administration, which for the most part are a function of short-term political 

decisions (with the maximum perspective within a given political mandate).  

Throughout the so-called "transition period" a complete model with a clearly de-

fined economic purpose has not been proposed. 

The role of the state in the economic restructuring was not determined. The ―mis-

understood‖ privatisation and total withdrawal of the state from its regulatory and 

supportive functions have created and continue to create political contradictions 

and conflicts. 

The legislation – it is undeniable that the social relations in every modern country 

are legally settled on the basis of the Constitution, laws and the secondary legisla-

tion. The problem is that in Bulgaria there is a low level of their conscientiously 

compliance. Although, all legislation is adopted to meet specific social needs, it is 

a frequent phenomenon in practice that the interests of the parties concerned are 

protected. This is partly due to the fact that in its design, implementation and 
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evaluation often dominate formal legal arguments to the detriment of social, eco-

nomic, environmental and other arguments. Examples in support of the expressed 

opinion are the changes of the whole legal framework of Bulgaria within the peri-

od of the transition to a market economy and the implementation of the regulatory 

requirements for membership in the European Union. Unfortunately, these chang-

es acquired dramatic character  because of the rapid and unconditional transfer of 

the European norms in our legal system. It was seen as a prerequisite for closing 

the negotiating chapters. We have missed the opportunity to create a modern regu-

latory framework in line with our national specifics
473

. 

Six years after the beginning of the Bulgarian EU membership we are still suffer-

ing the results of this high-speed and large-scale restructuring of the regulatory 

framework. Formally, we have a modern legislation, basically in line with the 

European one. In fact, there are significant inconsistencies between imported 

norms and the capacity of the judicial system, the administration and the law en-

forcement authorities. 

It is hard to argue that the state economic policy (if exists and is put into practice 

in Bulgaria) possesses the qualities of stability and predictability. State economic 

policy has to provide an analysis of the economic situation, to elabourate its own 

strategy  and the mechanism of its implementation. There is lack of position relat-

ed to LPS issues in the general economic policy of the country. 

The policies presented below are integral elements of the economic policy with a 

direct impact on LPS. For this reason, we pay them special attention. 

The financial policy of the country in general can be defined as very restrictive. 

It is subject to the ongoing objective processes at national level associated with 

the permanent shortage of funds and other problems with systemic and structural 

character, along with the raging global financial and economic crisis. The most 

significant part of the financial policy is the budget policy. The state budget is the 

central unit of the financial system and thanks to it every country has the oppor-

tunity to focus financial resources in crucial areas of its economic and social de-

velopment. In the Republic of Bulgaria, the financial policy is administered main-

ly by the Ministry of Finance and the Financial Supervision Commission. The 

problem of the creation, functioning and development of LPS, generated by the 

present financial policy, is the continuous postponement of the fiscal decentraliza-

tion in the country. The decentralization policy aims to redistribute powers, re-

sponsibilities and resources in favour of the authorities of the lower territorial lev-

els. The decentralization releases the State from the unaccustomed functions asso-
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ciated with the implementation of operational solutions to local problems and 

gives opportunity to stimulate the conditions needed for the development of the 

different society spheres, sectors and for the society as a whole. It also allows the 

local authorities to comply their activities with the specific needs of the local 

communities. This is the way to increase the local capacity for efficient problems 

solving related to municipalities and local businesses. The policy of decentraliza-

tion must lead to the balancing of management and financial powers. The munici-

palities must not be overloaded with responsibilities for the provision of certain 

services, if at the same time management decisions and the resources remain cen-

tralised, as the current situation stands in Bulgaria. Moreover, in our country the 

problems in this area are accompanied by similar ones related to the administra-

tive, political and market decentralization.  

Bulgaria's trade policy is directly influenced by the relatively small scale of the 

country, the large share of imports and exports of goods in the GDP, its member-

ship in the EU and CEFTA and many other agreements on trade and cooperation. 

In view of the results achieved by the trade policy it would seem difficult to be 

defined as successful as a whole, and in the process of catalysing the creation and 

development of LPS in Bulgaria. 

The industrial policy is a set of actions aimed at developing and improving the 

efficiency of the industrial production, the competitiveness of the enterprises and 

their products in the domestic and the international markets. At the moment it 

does not exist in practice in Bulgaria. We believe that the essence of the industrial 

policy in a market economy is acquired with the assistance of the state purposeful 

activities, embedding the system of measures for direct and indirect regulation of 

the industry and removing the obstacles which cannot be overcome with the 

mechanisms of the market self-regulation. An effective industrial policy includes 

measures to ensure competition, regional development, the expansion of coopera-

tion and specialisation of the production, stimulation of the effectiveness and sup-

port for the deployment of new technologies. The listed measures are vital for 

LPS and their lack determines additional difficulties for its creation and develop-

ment. Despite the quite negative trend, certain capabilities, based on the various 

operational programmes of the EU, are created to influence positively that devel-

opment direction. An example of this is that on the basis of the Operational Pro-

gramme "Development of the Competitiveness of the Bulgarian Economy" during 

the past programmeming period (2007 - 2013) grants were provided to 16 benefi-

ciaries under the procedure "Support for development of clusters in Bulgaria".
474

 

The same applies for the procedure "Support for the creation and development of 
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regional business incubators", which supports 17 incubators. The results of the 

implementation of these and other similar procedures (associated with the centres 

for technology transfer, technological parks, etc.) however, would be difficult to 

be evaluated before 2015. 

As regards the relation Central government–Regions (the ―birthplace‖ of LPS), 

apart from the lack of financial decentralization, there are also other problems. In 

our case something else is missing; something which is essential for giving impe-

tus to the development of the LPS - guaranteeing the autonomy in decision-

making and determination of the regional policy. The regional economic activity 

is the accelerator for the development of LPS. In Bulgaria, local administrations 

and other institutions, which are expected to create appropriate conditions to at-

tract incoming investments and to liaise with the higher levels of power, imple-

ment these functions on an exceptional basis, as a result of specific conditions, but 

not systematically. The active role of the local government to influence the pro-

cesses of creation of LPS is extremely limited. Under the complete dominance of 

the central administration in almost all areas of the public life, not even in the me-

dium term can a substantial change be expected. In the particular case that we are 

considering, the capacity of one of the efficient instruments of the European 

common policy - the Operational Programme "Regional Development" remains 

untapped. This Operational Programme has become the main source of invest-

ment funds for the Bulgarian municipalities in times of crisis. However, it seems 

that the main goal is to survive, without seeking a possible synergy, which if sup-

ported by other European funding instruments, will allow reaching a qualitatively 

new level. This is true not only for the LPS, but also for the entire public life in 

Bulgaria. One should mention, that the opportunities of the other Operational Pro-

grammes, primarily related to the development of the environment at local level, 

such as the Operational Programme "Environment" are also not systematically 

interconnected at national and regional level. In this way, it will be difficult to 

achieve the effect needed to overcome the permanent institutional and economic 

crisis in Bulgaria. 

The specific political environment after the snap elections in Bulgaria this year is 

extremely unstable and does not help in the fight against the crisis. This is due to 

the inability to be formed a stable and adequate majority in the National Assem-

bly, turned to the main society‘s problems. It is a disturbing tendency that political 

parties try to restructure the state apparatus in such way that it could match only 

their own interests, often presented as the public ones.  

The last factor, which is in the focus of our interest, is the degree of government 

regulation of the economy. We assume that the system of state regulation is a 

multi-hierarchically organised structure. On its top-level stands a set of measures 
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of macroeconomic regulation (administrative or market), the main task of which is 

to maintain the balance in the whole economic system. On the middle level come 

all the measures of mesoeconomics regulation, including sectorial and multi-

sectorial, regional and interregional programmes of development, science and 

technology, management of the natural resources, protection of the environment 

and many others. The main task here consists of the sectorial, regional and tech-

nological reconstruction of the economy, including its adaptation to the structural 

problems in the global economy. At the lower level are implemented all the 

measures of microeconomic regulation. They pursue essentially the same purpose, 

but at the enterprise level This rather general scheme is rarely implemented in 

practice and varies considerably depending on the specific conditions and tasks at 

different stages of development of the countries or of a given group of countries. 

All these measures in one form or another, and to a different extent, also present 

in the Bulgarian public practice. Unfortunately, we could not find any of them 

adapted and designed for the creation, functioning and development of the local 

production systems. 

It appears that the strategic and the tactical initiatives, related to LPS, are left in 

the hands of the local authorities and businesses. The local authorities and the 

business rely very much on the implementation of the National Spatial Develop-

ment Concept for the period 2013–2020. It is expected to provide, along with the 

National Regional Development Strategy 2012–2022, the necessary working tools 

for the integrated planning of the economic and social development in Bulgaria. A 

new adequate economic policy and a new strategy, combined with the necessary 

political will, will soon give positive results for LPS. 

Under the present conditions of severe and prolonged crisis it is time the Bulgari-

an state to decide on the establishment of suitable structures on the basis of a sys-

tem for prioritization and allocation of resources. That system has to focus on the 

activities of the national and local level, which would boost the economic devel-

opment in the country. The general improvement of the microeconomic factors 

(among which important is the development of the LPS), the competitive envi-

ronment, the macroeconomic stability, the social infrastructure and the political 

climate in the country, combined with adequate utilisation of natural resources is 

the key to the desired development. ―Think globally, act locally” is the maxim 

which has to be followed. 

However, our studies lead to the conclusion that in Bulgaria large, organised, 

united and purposeful activities with economic and political nature are not under-

taken by the State and the other stakeholders for the implementation of projects 

related to the creation, functioning and development of the LPS. Positive exam-

ples, if any, are primarily the result of a spontaneous processes of endogenous 

development and spatial-economic interactions of certain actors. Such entities, on 
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the basis mostly of accidental rather than deliberate combination of existing natu-

ral, economic and human potential, have succeed independently to establish and 

develop certain type of LPS in Bulgaria. How they managed to do it will be pre-

sented in the subsequent papers within the project ―Functioning of the Local Pro-

duction Systems in the Conditions of Economic Crisis (Comparative Analysis and 

Benchmarking for the EU and Beyond)‖. 

 

3.3. Institutional conditions for the functioning of clusters in Bulgaria 

The aim of the present study is to propose an approach for analyzing the institu-

tional conditions for clusters‘ functioning in Bulgaria (from the viewpoint of the 

institutional theory) and to determine the key factors for cluster development 

within a given local production system. Local production systems are traditionally 

regarded as evolving structures, which react to changes in the environment, but 

the mechanisms of their reactions are determined by processes internal for the 

systems. The environment of the local production systems, their components, el-

ements and structure are presented  from the perspective of the modern institu-

tional theory. 

In that context, the concept ―institution‖ has been adopted by the economists from 

the social sciences, in particular from sociology, political philosophy and social 

psychology. In the economic theory, the concept ―institution‖ was included for the 

first time in the analysis of Thorstein Veblen.  

An institution in general, reflects a common way of thinking (stereotype thinking) 

about the relationships between society and the individual and the performance of 

their functions. It builds-up a system of social life comprising a set of activities at 

a certain time or at any moment in the development of every society. From a psy-

chological perspective the institution can be described as the prevalent spiritual 

attitude (mindset), or as a general understanding of the way of life in the commu-

nity
475

. 

Within the framework of the contemporary institutionalism, the interpretation of 

the institution by Douglas North is the most widely spread: an institution – these 

are the rules, the mechanisms, which ensure their application and the norms of 

behaviour, which structure the repeated interactions between the individuals
476

. 

This set of rules, mechanisms for their enforcement and control over their ob-

servance, builds-up schemes and matrices of behaviour of the individuals and 

forms the institution. 
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The concept of ―institution‖ and ―organisation‖ are interrelated. According to 

Douglas North the institutions are the rules of the game, and the organisations are 

the players. In their activities organisations follow the rules of the game, but cannot 

influence them. In spite of that, their aim is to win the game, and not to regulate it. 

In accordance with the institutional theory, the rules (formal and informal) are 

some kind of norms, deliberately introduced restrictions, which are observed, can 

be observed or followed by large groups of people,  or as Т. Veblen calls them 

―habits of thought‖
477

. These are widely accepted and protected guidelines, which 

forbid or permit a certain type of activity of an individual (or group of individuals) 

in their interaction with other individuals or groups. The rules, making up the in-

stitutions, make sense only when they are accepted by more than one individual. 

From that perspective, each institution is a set of certain rules, but not every rule 

is an institution.  

According to Elinor Ostrom
 478

, the rules determine what actions or situations are 

necessary, forbidden or permitted for the participants (organisations or individuals). 

The rules include: 

- possible roles of the participants; 

- the position the participants and the order in which it changes; 

- the actions, which the participants can, are obligated or are not obligated 

to undertake; 

- the results, which they can, are obligated or are not obligated to achieve. 

The rules set the framework within which the participants make a choice, and do 

not prescribe or impose the choice. The rules stipulate: 

- the set of roles and the number of the agents, which can perform a certain role; 

- the technology of the choice, among the participants who are candidates 

for one or another role and the change of the positions; 

- the result and the costs of the alternatives; 

- a set of strategies accessible for the participants in a certain role in the in-

teraction with the other participants; 

- the function of making a decision for each situation; 

- the permitted channels and forms of communication among the partici-

pants, which perform one or another role. 

By means of the set of rules a classification of institutions can be made in terms 

of: the obligation to observe the rules – formal (official) and informal (unofficial); 
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the hierarchy and the various aspects of social development – economic, political, 

legal and social
479

. 

The informal (unofficial) institutions are the unrecorded habits, traditions and 

stereotypes of behaviour. Such as, for example, the principles of business and 

professional ethics, religious precept and customs, or ideological formulations. 

The preservation of the informal institutions is related to the culture, which, in 

terms of our analysis, can be seen as a set of values and norms that determine the 

behaviour of the individual. As advantages of the informal institutions we can 

consider: 1) the possibility of adaptation to the changing conditions preferred in-

side the community and other exogenic and endogenic changes; 2) the possibility 

of imposing various sanctions in each particular case.  

The shortcomings of the informal institutions lie in the fact that they are often 

characterised by varying interpretation of the rules, by impairing the effectiveness 

of the sanctions, and the emergence of discriminating rules. 

Formal institutions are the written laws. The main difference between the formal 

and the informal institutions lies in the extent of their manifestation. The extent of 

manifestation of the formal rules is related to their written character and the pres-

ence of experts engaged in controlling their application. The significance of the 

formal institutions increases with the more sophisticated division of labour, and 

respectively, with the more complicated nature of the social structure. Their im-

portance is strengthened by the fact that they are related to the generalization and 

fixation of the great variety of specific rules. Subordination to the rules is ex-

pressed through the hierarchy of the normative acts, passed by the bodies of the 

executive power. On that basis the law determines the principles and strategies of 

behaviour, аnd bylaws specify these principles as a mechanism of action. The 

general rule is that norms of lower order specify and reveal the content of the 

norms of higher order.  

The advantages of formal rules are: 1) the formalisation of the rules makes it pos-

sible to broaden their normative function. That allows individuals to reduce costs 

for increation, makes the sanctions for breaking these rules understandable, and 

eliminates the controversies they contain; 2) formal rules can counteract discrimi-

nation; 3) formal rules provide a mechanism for dealing with those individuals, 

who as members of the society gain certain benefits, but refuse to bear the costs 

related to them. 

The classification in terms of hierarchy, or the interaction individual - institution 

can be built on the basis of the 3-level scheme of analysis proposed by Oliver 

Williamson. At the first level there is the interaction of the individuals. At the 
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second – of the institutions of various types, which are institutional arrangements. 

At the first level are those that form the institutional environment
480

. 

According to the terminology proposed by D. North, an institutional alliance is an 

agreement between an individual and/or a group of individuals, or business enti-

ties. That agreement determines the ways of cooperation and competition. The 

institutional environment is a combination of underlying social, political, judicial 

and economic rules, defining the frame of human behaviour and institutional ar-

rangements. Components of the institutional environment are the rules of social 

life, the functioning of the political sphere, fundamental legal norms such as the 

Constitution, codes, laws, etc. 

Within the institutional environment there can be supraconstitutional, constitu-

tional and business rules, as suggested by Douglas North.  

All components of the institutional environment are rules, determining the order 

and comprising ―subordinate‖ rules. Similar ―metarules‖ can have both formal 

and informal character. The general and difficult to change informal rules, which 

are deeply rooted in the history and life of the different peoples, the prevalent ste-

reotypes of behaviour, religious beliefs and cultural specifics, which often are not 

even realised by the individuals, are called supraconstitutional. They determine 

the hierarchy of values, shared by the society as a whole, the attitude of the politi-

cal power, the psychological mindset of cooperation or confrontation, of social 

status, etc. 

The Constitutional rules perform two important functions. In the first place, they 

set the hierarchical structure of the state and, secondly, set the rules for decision-

making about the creation of the bodies of state power. The Constitutional rules 

can have both formal and informal character. For example, the rules about the 

succession of power in monarchy can have the form of unwritten custom or tradi-

tion, and the rules for voting in the election of a legislative body can be described 

in detail in a law or a code. 

The rules, which directly determine the forms of organisation of the business ac-

tivities, are called business rules. These are the general framework, within which 

business agents form institutional arrangements and make decisions about the use 

of resources i.е., cooperate or enter into competitive relations. At the basis of the 

business rules are the rights of property and responsibility. 
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3.4. Intellectual property objects protection for the purposes of their  

economic realisation 

The concept of intellectual property clarifies the content of the term intellectual 

property, its systems and subsystems and their objects, the conditions for legal 

protection, scope of the protection, forms of management and economic results, 

such as a commercial monopoly and extra profit. 

The concept of intellectual property emerges in times of strong technological and 

cultural progress when the results of creative activities is materialized into prod-

ucts of intellectual labour such as inventions, works of literature, science, art and 

more. The highly industrialised economy is taking labour as a factor for economic 

growth. A question arises, which labour - physical or intellectual, contributes 

more to the value of the product. The ownership over the results of physical la-

bour in the sphere of material production is settled by property laws. The settle-

ment of the ownership over intellectual labour results raises a number of ques-

tions, and the search for answers to those questions leads to the emergence of the 

concept of intellectual property. This concept is based on the characteristics of the 

intellectual product that features with creative way of production and also eco-

nomic utility (material expression), and also owns creative, aesthetic, ethical, in-

novative, original and cultural utility- initially for its creator and later, after its 

economic realisation for society as a whole. 

Principles in the protection of intellectual property objects for the purposes 

of their economic realization 

Intellectual property objects are protected by intellectual property rights. Intellec-

tual property rights for different objects occur under various conditions. However 

the protection is a subject to some basic rules. For industrial property objects 

(technology innovations - product or process protected by inventions; distinctive 

signs protected by trademarks and geographical indications; appearance of the 

product or the company protected by industrial or corporate design) it occurs after 

a registration procedure and issuance of a protective document such as a patent or 

a registration certificate. An exception to that rule in the system of industrial 

property is the subject know-how. For it the intellectual property rights arise from 

the moment when the used know-how is becoming essential to the functioning of 

the business. Then it becomes a trade secret and the protection is provided not 

with a protected document but by taking measures for protecting the secret as con-

fidential. For example, the business functioning of Coca-Cola where the formula 

for production is also a trade secret of the Coca Cola Corp. 

For objects of artistic property, the intellectual property rights arise from the crea-

tion of the work or the time of its introduction, audio or video recording. Intellec-

tual property rights for objects created and managed in the cultural sector are 



269 

called: copyright that occurs for works and rights related to copyright, which 

arise for performances, audio recordings, video recordings and broadcasting pro-

grammes. 

Intellectual property law is homogeneous and as such has both proprietary charac-

teristics and economic characteristics. The homogeneity of the intellectual product 

associates it with the category of ownership, but ownership over intangible ob-

jects, not over things. This characteristic differentiated the intellectual property 

rights as an absolute right of ownership over the object of protection. Similar to 

the ownership over things. 

This is how the term intellectual property arises, indicating the existence of own-

ership over the intellectual results of a creative activity. Intellectual property be-

comes an economic resource, competitive advantage and a means of economic 

goods precisely because of the unique intangible nature of the objects using its 

protection. Nevertheless, intellectual property is an economic category of proper-

ty, but the property is not over objects with tangible physical nature, but over in-

tangible objects (the results of creative activity). There is a difference between 

objects with intangible character and services to which have inherent intangible 

characteristics. The difference is that the type of service is repeated and is the 

same each time it is supplied and used, but intellectual labour and creativity do 

not have repetitiveness in their results. The intangible part in the object is con-

tained in the innovative increation it carries that can be used simultaneously by 

several people at the same time in several different ways. For example, the fran-

chising of McDonalds. 

The economic characteristics of the intellectual property law present it as an eco-

nomic category of ownership. The intellectual property law gives its holder the 

exclusive right to use the object of intellectual property and to permit (licence) 

others to use the object against consideration. In the composition of this right is 

the power of the holder to prohibit third parties from using the object illegally. 

The economic nature of the intellectual property law defines it as an exclusive 

right. The exclusive nature focuses on who is the holder of the intellectual proper-

ty rights, i.e. who is the person who may exclusively economically use the object 

through its production and trade. Usually the holder of intellectual property rights 

is the creator of the object (the inventor, author, etc.), but under certain conditions 

it may be a person, different than them. 

With the emergence of the intellectual property rights its holder is granted a trade 

monopoly. The trade monopoly is a public expression of gratitude for the oppor-

tunity of using the invention to satisfy public needs. To avoid misuse of the trade 

monopoly and to protect the public interest, it is limited in time and territory. For 

each intellectual property object trade monopoly acts differently in time, for ex-
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ample for inventions the duration is 20 years from the date of filing for a patent. 

The operating principle of trade monopoly is that it acts as long as the protective 

document is valid and for the territory for which that document is granted. The 

trade monopoly is granted only for production and marketing of the object of pro-

tection and his specimens. With the expiry of the protection the effect of the trade 

monopoly shall be terminated. 

Administration of the system of intellectual property 

The international administration of the system of intellectual property is carried 

out by the World Intellectual Property Organisation (WIPO) under the provisions 

of numerous international acts in this field. Its administratively functioning is 

based on the priorities and principles of the two statutory acts: Convention Estab-

lishing WIPO and the Agreement on Trade-Related Aspects of Intellectual Prop-

erty Rights (TRIPS). With the Convention Establishing WIPO the system of intel-

lectual property is created, and with TRIPS fundamental issues related to the 

commercial aspects of intellectual property are regulated. 

Organisational and administrative activities on international level in the field of 

intellectual property are carried out by the World Intellectual Property Organisa-

tion (WIPO), which is one of the specialised agencies of the United Nations (UN). 

This international organisation is a forum for discussion and unification of the 

main points in national policies of the member-states of WIPO involved with in-

ternational trade and protection of intellectual property objects. The creation of 

WIPO is inspired by the needs of the international unification of the issues related 

to the protection, management and marketing of intellectual property. The differ-

ences in the national laws of industrialised countries such as Germany, France, 

USA, Russia and other countries in transition and less developed countries, led to 

the achievement of an international agreement in 1883 through the signing of the 

Paris Convention for the Protection of Industrial Property, which covers some of 

the basic principles in the field of intellectual property. The same reason entails 

the signing of the Berne Convention for the Protection of Literary and Artistic 

Works in 1886, objects that are outside the scope of "Industrial Property". 

States, parties to both Conventions respectively, create the Paris Union for the 

Protection of Industrial Property and the Berne Union for the Protection of Works 

of Artistic Property. To coordinate their activities two secretariats are created, 

which in 1893 are merged into a single international agency called BIRPI (The 

United International Bureaus for the Protection of Intellectual Property) or in 

French BIRPPI (Bureaux Internationaux Réunis pour la Protection de la Propriété 

Intellectuelle). The harmonisation of the activities of the two unions in 1967 led to 

the signing of the Convention Establishing the World Intellectual Property Organ-

isation, which is settled in Geneva. The organisation is self-supporting and is 



271 

funded primarily from fees paid by applicants for international registrations of 

industrial property objects. Bulgaria is a member state of WIPO. 

At national level the intellectual property system is administered by the various 

competent institutions in different countries. Nevertheless, there are relatively 

constant principles of national administration. In the field of innovations, trade-

marks, geographical indications and industrial designs the protection of the ob-

jects is administered by the National Patent Office. As to the object know-how, 

which is protected by taking measures for keeping the secret confidential, the pro-

tection has the same scope as the intellectual property rights granted by issuing a 

protective document (patent). The difference is in the administrative procedure of 

accession of rights and their defence. In objects that require registration, the Pa-

tent Office is competent, and in know-how the competent organisation is the 

Commission for Protection of Competition. This is because the defence against 

infringed protection (secret) is for unfair actions leading to unfair espionage, un-

fair disclosure and unfair use of another‘s trade secret. 

In the field of artistic property the national administration is carried out by the 

Ministry of Culture. 

System of intellectual property 

The system of intellectual property covers intellectual property objects and the 

types of their protection granted by the law of industrial property, copyright and 

related rights and the so called special right "sui generis". The intellectual proper-

ty system is composed of three sub-systems: industrial property, artistic property 

and new objects. Each of them is characterised by certain features common to 

both the objects and their protection. 

The intellectual property system is composed of three sub-systems, each of which 

governs the economic and legal status of the objects united by certain signs. These 

are the intellectual results, which, if they answer to certain social criteria, are rec-

ognised as objects of intellectual property. The person who invested creative and in-

tellectual effort to create them is granted the exclusive right of intellectual property. 

The economic characteristics of the intellectual property rights are present in their 

outstanding character and expressed in the acquisition of legal trade monopoly 

and the ability to generate additional profit. 

Sub-system of Industrial Property 

Development: Following the Industrial Revolution in 1624, England became the 

first country that begins to settle the rights of the creators of creative products. 

The first act that legalised granting privileges to the creators is with the Statute of 

Monopolies. Privileges are presented in the form of exclusive right for the crea-

tors of technical solutions to use them for a period of 14 years and to prohibit any 
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third party to use them. The Statute of Monopolies is an act which governs the 

rights of the creators of industrial property products, such as inventions and utility 

models, which later are differentiated as the first objects of Industrial Property. At 

the same time innovation enhances trade relations, which leads to the emergence 

of other intellectual property objects such as trademarks, geographical indications, 

know-how and industrial design. Proactive market environment creates conditions 

for increased competition. To limit the possibilities for abuse with industrial and 

trade monopoly, unfair competition is established as an independent object of In-

dustrial Property. 

The Statute of Monopolies lays the foundation for all subsequent legislation in the 

field of Industrial Property. With the increase in its objects there is an increase in 

the legislative initiatives. Many industrialised countries followed the legal princi-

ples laid down in the Statute of Monopolies, and as a result the first patent laws 

have been developed and adopted. The Patent law in Russia was adopted in 1870, 

Germany - in 1877, the U.S.A. - in 1790, and France - in 1791. Although the core 

of the patent laws in different countries is based on the main principles of the 

Statute of Monopolies, they are consistent with the characteristics of the national 

economy. The differences in legislations were difficult for international economic 

relations in the field of Industrial Property and so in 1883 the Paris Convention for 

the Protection of Industrial Property, which unifies some basics principles, was 

adopted. Thus, the signing of this international treaty provides a new beginning 

for the development of the sub-system of Industrial Property. 

Scope of the Industrial Property  

The Industrial Property protects the intellectual achievements in science and tech-

nology. They are potential industrial property objects until it is duly established 

that they meet the criteria for recognition of objects of intellectual property. The 

objects in the sub-system of Industrial Property can be conditionally divided into 

objects related to production and those related to marketing of the product. Ob-

jects related to the production of the final product are inventions (product and 

process innovations), utility models or industrial and technological know-how. 

Intellectual property objects primarily related to marketing of the product are in-

dustrial designs, trademarks and geographical indications. 

The objects in the sub-system of the Industrial Property recognised under the pro-

visions of the Paris Convention as the main international instrument in the field, are: 

 Inventions; 

 Useful model (utility model); 

 Industrial design; 

 Trademarks; 

 Geographical indications; 
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 Know-how; 

 Unfair competition. 

Each object of the Industrial Property is self-defined as a concept, regime for pro-

tection, regime for use and regime for management in the various national legisla-

tions. In some cases the national legislation, such as the Bulgarian one, perceives 

the attributes of the properties and the classification criteria characteristics of the 

objects. For example, inventions and utility models are legally regulated by the 

Law on Patents and Utility Model Registration. This grouping is due to similari-

ties in the specificity of the two objects – for example the utility model is called 

little invention. In some cases the legislation has adopted the concept of the utility 

model, which is completely identical to the concept of the useful model under the 

Paris Convention. 

One of the most economically important objects of the industrial property is the 

invention. Although most national laws do not provide a definition of invention, 

its description is done by reference to the criteria for determining which intellec-

tual achievements are considered inventions and which are expressly denied pro-

tection as such: "Not considered inventions are discoveries, scientific theories and 

ideas, as well as…". Scientific discoveries are present in the system of intellectual 

property, although not recognised as objects of protection. They are seen as a nec-

essary prelude to the creation of innovation and often are the research basis over 

which the inventor demonstrates creativity in an area of the economy. Therefore, 

the scientific discovery could serve as an "increation resource" with scientific na-

ture for the creation of technological innovation - invention. The scientific discov-

ery is not an invention, as it is a law, feature, phenomenon or regularity, which 

objectively existed in reality but was unknown and inaccessible for inspection 

until it was discovered. 

The innovation as invention represents a new technical solution to a task of any 

area of the economy, which meets the criteria of patentability and is not explicitly 

excluded from the scope of protection of intellectual property rights. As for the 

utility model it is treated as a little invention. The invention is a major subject of 

intellectual property, as it is directly related to the scientific and technological 

progress as the main engine of the economic growth. To be protected as an inven-

tion the innovation must meet certain criteria such as: has a world novelty; in-

volves an inventive step and is industrially applicable. The world novelty criteria 

refer to the requirement that there is no filed application for protection and no 

patent has been granted for the same invention, at the time of its filling for an ap-

plication for protection in the Patent Office. 

The criterion for inventive step is a requirement for the innovation to contain 

something absolutely new to the area of its creation (such as technique), which is 
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not known even to the experts in the field. The knowledge of the pre-existing in-

novation known to the experts in the field, forms the so-called state of the art. In 

general, it includes all applications and granted patents for inventions in the same 

field. When the claimed invention is found to contain increation, which is not part 

of the state of the art, then this new increation represents an inventive step. Pre-

cisely for it, protection is provided through the issuance of a patent, by which the 

intellectual property rights start to exist. Once the innovation is patented and rec-

ognised as an invention, its inventive step becomes part of the state of the art. 

Therefore, each innovation should be upgradeable with respect to the previous 

one. This process is called scientific and technical progress. Therefore, innova-

tion-oriented economies are fast-growing industrial economies. The last criterion - 

the industrial applicability, is related to the ability of the invention to meet and 

satisfy public needs. For this to happen, it is necessary that the invention may be 

reproduced industrially, i.e. to develop a production. To meet the societal needs 

through production and trade, the holder of intellectual property rights is granted 

trade monopoly through the issued patent. The trade monopoly is the obligation 

and right of the holder to use the invention, as it is understood to produce and 

trade with it. The use can be fulfiled through licensing. When the object is not 

used by the holder of the trade monopoly it may be withdrawn, including to the 

benefit of another person. The reason for this to happen is that the non-use of an 

object of intellectual property is considered a misuse of the trade monopoly is an 

unacceptable phenomenon in the market. 

Utility models are structural and technical features of a product, which relate to 

the improvement of the structure, shape and spatial combination of the elements 

of it as a product, tool, device, apparatus or technical parts, materials and others 

with industrial or household purposes. 

Trademarks and Geographical Indications as objects of the Industrial Property are 

also regulated by the provisions of a special legislation – Law on Marks and Geo-

graphical Indications (Trademark Law). The provisions of the law express the 

economic characteristics of the trademarks as signs that are capable of distin-

guishing the goods or services of one person from those of other persons and can 

be represented graphically. Such signs may be words, including the names of per-

sons, or letters, numerals, drawings, figures, the shape of the article or its packag-

ing, a combination of colours, sound signals or any combination of such elements. 

There are different types of marks – a trademark, a service mark, a collective 

mark or a certification mark. The Law on Marks and Geographical Indications 

clearly defines the importance of the object geographical indication as an appella-

tion of origin or indications of source. An appellation of origin is the name of a 

country, or of a region or locality in that country, that serves to designate goods 

originating therein whose quality or characteristics are due essentially or exclu-
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sively to the geographical environment, including natural and human factors. An 

indication of source is the name of a country or of a region or locality in that 

country that serves to designate goods originating therein whose quality, reputa-

tion or other characteristics can be attributed to that geographical origin. 

In the sub-system of the Industrial Property the Industrial Design represents a self-

regulated legal object, defined in the Law for the Industrial Design. In the sense of 

this law, industrial design is the visible outer appearance of a product or part of it 

determined by the peculiarities of the form, the lines, the depiction, the ornaments, 

the colour blend or a combination thereof. It can get the co called cumulative pro-

tection as an object of Industrial Property and as an object of Artistic Property. As 

an object of copyright, the design is considered to be a work of art and cannot be 

reproduced industrially. 

Unfair competition is a separate object of protection and means of protection of 

objects of industrial property. As an object of protection unfair competition is 

related to the object know-how, which represents knowledge, skills and experi-

ence of doing something, i.e. it is a production, organisational, management or 

other technology. When this technological increation is of economic importance 

to the operation of the business in a commercial enterprise, it becomes a trade 

secret. Unfair competition is also the only way to protect know-how and trade 

secrets; an alternative way of protecting patentable or not-patentable inventions, 

utility models, industrial designs or trademarks (if they are unregistered well-

known trademarks); as well as complementary means of protection for the special 

protection provided under the laws of patents and utility models, marks and geo-

graphical indications and industrial designs. The Law on Protection of Competi-

tion is an independent statutory act that governs the legal aspects on issues related 

to unfair competition, monopolistic and dominant position and concentration of 

economic activity. Unfair competition is any action or omission when carrying out 

economic activity, which is contrary to good faith commercial practices and dam-

ages or may damage the interest of competitors and in their relations with con-

sumers. It is thought that the most common violations are related to the rights of 

another‘s trademark and trade secret. 

Sub-system of Artistic Property 

Development: the artistic property notion appeared in the VI century, when an 

Irish monk named Columbanus copied the literary work of abbot Finnian, called 

"Psalms". By his actions the monk infringes the copyright of the creator of the 

work, because he reproduces "Psalms" without prior consent and without paying 

remuneration for this. The Artistic Property and the copyright protection of its 

objects actually occurred with the advent of the printing technique that allowed 

rapid and repeated copying of literary works without them having to be rewritten. 
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The activity exercised by printing guilds necessitates the need to develop rules for 

the protection of the artistic property, which would provide them with privileges 

by the competent authorities of that time. This dynamic in the rights in the cultural 

sector led to the adoption of the first copyright law in 1709 – The Statute of Anne.  

This law aimed to promote knowledge and to guarantee the rights of artistic prop-

erty over copies of books of their legal authors. The principle formulation of the 

Statute of Anne said that only the author of the book can entitle its printing and 

publishing for 14 years from the date of the first publication. In the 18
th

 century 

France established as a cultural centre. This led to the creation of a numerous as-

sociations for copyright protection in 1777. The German philosophical school 

considers that copyright is not only an opportunity for economic benefits for the 

author or holder of rights, but also a continuation of the author's personality. This 

is how the concept of moral rights for the author over his work was developed. 

Later, these rights are defined as a separate group in the content of copyright 

along with the economic rights of the author under the name of non-pecuniary 

(moral) rights. The Artistic Property is governed by the system of case law (USA) 

as a form of ownership that can be created by a person or by a group of persons 

and is a subject to commercial use in the same way as any other form of property. 

In countries with a civil law system, such as Germany, France and other European 

countries, the Artistic Property represents the ownership over creative works with 

intangible nature, such as science, literature and art. Copyright protection is grant-

ed to the economic aspects of this property, but with the philosophical concept of 

the moral rights of the author. This requires the settlement of copyright content as 

a set of economic and moral rights of the author. 

Scope of the Artistic Property:  

In the scope of the artistic property there are works by known authors and known 

moment of creation or publication, as well as revised works whose author is un-

known, but they are an expression of collective creativity (Folklore). 

Folk-art and folklore in particular are specific objects to copyright protection. 

They are excluded from direct protection but may receive indirect protection in 

certain circumstances. Folklore works receive copyright protection indirectly, 

after its submission or processing, i.e. when it is used to create a work. Folklore 

works are a specific object of Artistic Property, as they are not the result of an 

individual but primarily of a collective creativity. Folklore works are tales, leg-

ends, myths, and other forms of literature, music, dance, traditions and ceremo-

nies. Scientific and technical knowledge can also be accepted as folklore works 

(technology, methods, and ways of doing something) and any other forms of art 
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that are transmitted by tradition from generation to generation. In terms of folk-

lore works, indirect copyright protection is granted for: 

 translations and adaptations; 

 arrangements of musical folklore works; 

 collective works that incorporate two or more works or materials. In this 

case it is assumed that the folklore works are a combination of materials; 

 works of national crafts; 

 unpublished work when it is used to create a new derivative work. The 

unpublished work may be a national folk-art work the use of which is in 

the form of adaptation; 

 performance of folklore works, where the performer is granted with 

neighbouring rights. 

The specific nature of folklore works as an object of intellectual property requires 

special administration. 

Objects of the Artistic Property are any literary, artistic and scientific work result-

ing from creative endeavour and expressed by any mode and in any tangible form. 

Objects are grouped in the following way: 

The group of Original works. They are a spontaneous expression of the author's 

creativity and originality reflected through his perception of reality. Original 

works are: 

 literary works, including works of a scientific and technical literature, of 

publicity and computer software; 

In some national legislations (Europe) computer programmes are protected as 

literary works and in other legislations they are patented (USA). The reason they 

can be protected with copyright is the analogy made with the arrangement of ze-

ros and ones in the source code of the programme with the arrangement of letters 

in sentences. When developing a computer programme using open source code 

the author of the code needs to be notified. 

 musical works with or without lyrics; 

 performing arts works such as dramatic or dramatic-musical works, pan-

tomimic, choreographic, etc.;  

 films and other audiovisual works such as advertisements, videos and 

others; 

 works of fine art, works of applied art, design and national artistic crafts;  

 works of architecture; 

 photographic works and works created in a manner analogous to photog-

raphy; 
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 projects, maps, charts, plans, and others related to architecture, urban 

planning, geography, topography, museum and any area of science or 

technology; 

 graphic design of publications. 

The second group of works, objects of copyright protection is the so called Sec-

ondary works. These are reworked originals in which the main features of the re-

vised work can be seen. Secondary works have their own author. Their creation is 

onerous and must be preceded by the permission of the author of the original 

work. Secondary works are as: 

 translations and adaptations of existing works and works of folklore; 

 arrangements of musical works and works of folklore; 

 periodical issues, encyclopaedias, collections, anthologies, bibliog-

raphies, databases and other similar subject matter including two or more 

works or products. 

Collection Works. Collection works are the third group of objects of copyright 

protection. They are a combination of different copyrighted works or works and 

materials to which there is no copyright. Copyright arises for the person, physical 

or legal, who collected, arranged and published the collection work. 

Collection works are: periodical issues such as newspapers and magazines, ency-

clopaedias, collections, anthologies and databases. Databases are specific object 

of copyright protection. The protection is provided for the compilation of data, i.e. 

the manner of their arrangement, not the data itself. Often databases are not an 

expression of spontaneity in the creativity of the author, but are the result of a 

contract, so the warrantor is provided with the so called "special rights". These 

special rights are called "sui generis" and they are provided to the investor of the 

databases as the right to use them free of charge for the purposes for which they 

were created. Sui generis right of the investor is not contrary to the copyright of 

the author over the databases. 

Independent object of copyright protection is also part of the work and prelimi-

nary sketches, plans, etc. The part of the work to be subject to protection must be 

essential to the content of the work. For example, the title of a movie is not part of 

the work and cannot be self-protected by copyright. 

Copyright protection for objects of Artistic Property is granted for the objective 

form of the work, not for the ideas expressed by the authors in it. Once the idea is 

expressed in a tangible form, there is a protection for the words, musical notes, 

drawings and other means of expression with which the idea was presented to the 

audience. 
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Copyright protection is granted for the originality of works. Originality is sought 

in the process of creativity, without needing the ideas to be new cultural content. 

Originality is sought in the way of presenting and in the objective form of the 

work, i.e. in the used expressions rather than in its content, even though the crea-

tivity can be represented right there. Basic expressions are: 

 composition - represents alternating different elements of the work; 

 genre - represents the content of the work, how it concerns the described 

world, without being distorted (the genre is connected to the form of the 

work - comedy, tragedy, drama, also there are mixed genres that are 

combinations of these. The genre is the emotional attitude of the artist to 

the reality); 

 language - represents speech, reciting a poem, a narrative poem, an ode, 

oratory in front of scientific audience, singing a piece of music. Lan-

guage as a means of expression is characteristic especially for literary 

works; 

 colours and design and their combination when they add uniqueness to 

works of art and works of applied art; 

 notes - represent an expression of musical works; 

 movements - represent a combination with the audio, when ideas are ma-

terialized in performing and in audio-visual works. 

In order for copyright protection to occur for the work, besides being original, it 

must also be publicly disclosed incl. publication by the author or with his permis-

sion by an authorised person. Copyright protection does not depend on the cultur-

al value of the work. The work receives protection regardless of the public evalua-

tion of its quality parameters. Copyright protection arises automatically from the 

moment of creation of the work. Copyright is a set of economic and moral rights 

of the author so he can economically realise the work. The right is transferable 

and heritable. Copyright shall be protected for the life of the author and seventy 

years after his death. The area of protection is within that of commercial distribu-

tion of the product and his specimens. 

The following objects will not be considered as protected with copyright:  

 normative and individual acts of state government bodies and their offi-

cial translations;  

 ideas and concepts;  

 works of folklore;  

 news, facts, increation and data. 

The sub-system of Artistic Property includes the objects of rights related to copy-

right. Related rights emerge from the economic realisation of the work. Without a 

copyrighted work and without its use there cannot be an object of related rights. 
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Objects of related rights are performances of performing artists; phonograms of 

producers of phonograms; movie records of movie producers; and programmes of 

radio and television organisations. Holders of related rights are respectively: per-

formers; producers of phonograms; movie producers; radio and television organi-

sations. The consent of the author must be sought before using the work in a per-

formance, recording, or include it as part of a broadcasting programme. Related 

rights arise from the moment of finalization of the performance and recording of 

the work and provide protection for a period of 50 years. Related rights are trans-

ferable and inheritable. In their content, related rights cover the economic and 

moral rights of the holder. The use of objects of related rights is carried out with 

the consideration and authorisation from both the holder of related rights and the 

holder of copyright. 

Sub-system of new objects to intellectual property 

Development: With the adoption of the Convention Establishing the World Intel-

lectual Property Organisation a third sub-system of intellectual property objects, 

the so called new objects of intellectual property were added to the already estab-

lished two groups by the Paris Convention for the Protection of Industrial Proper-

ty and the Berne Convention for the Protection of Literary and Artistic Works. 

The emergence of these new objects is a result of the technical and scientific pro-

gress, the rapid development of the digital technology and the need for regulation 

of the new intellectual achievements including those created and managed in the 

digital environment as objects of intellectual property. 

Recognised new objects of intellectual property are: 

 Topology of integrated circuits. The object of protection is the topogra-

phy of the integrated circuit, not the circuit itself. According to the Law 

on the Topography of Integrated Circuits, topology is understood as the 

way of arranging the elements in the integrated circuit. The definition of 

an integrated circuit reads: a product in its final form or an intermediate 

form, which is intended to perform functions of generating, transmitting, 

receiving, processing and/or storing increation, and in which the elements 

and some or all of the interconnections are integrally formed in and/or on 

a common substrate. 

 Multimedia technologies. The scope of digital technologies includes 

computer programmes, databases and multimedia products. So listed, the 

new technologies are also protected with artistic property. 

 Biotechnological products such as genetic engineering, new plant varie-

ties and animal breeds. This new object is legally regulated nationally 

and internationally through the Convention on Biological Diversity of 

1992 and the establishment of the International Union for the Protection 
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of New Varieties of Plants (UPOV) based on the Convention for the Pro-

tection of New Varieties of Plants and Animal Breeds. Biotechnological 

products are a discussion matter about the appropriateness and form of 

their protection. If it is determined that they can be protected, the holder 

of the exclusive right should be careful not to change or endanger the 

public interest by the use of the biotechnological products. 

 Traditional knowledge. This is knowledge, skills and practices that are 

developed as a results of intellectual activity of a nation in the field of 

genetic resources and traditional artistic creativity, traditional medicine, 

methods of treatment of humans and animals, breeding of plant varieties 

and animal breeds; intangible national folk-art such as songs, dances, rit-

uals and sign language works (folklore); and material art, such as nation-

al handicrafts (carving, ceramics, embroidery, pottery, leather, etc.) tradi-

tionally practiced in time and passed on from generation to generation. 

As a result of their use and commercialisation, traditional knowledge can 

be transformed into modern knowledge as a product of modern science 

and technology. The protection of traditional knowledge up to the devel-

opment of a unified sui generis protection is provided by the usual un-

written rules most often by keeping the knowledge secret. 

The objects of intellectual property called new objects evoke strong debatable 

activity because they raise questions not only of an economic character, but also 

ones of a moral nature. It is right to encourage the inventor of the method for 

cloning in response to the possibility to satisfy public needs by cloning human 

organs and their intended use for medical purposes. From the moral side, howev-

er, is the granting of trade monopolies through intellectual property rights for such 

biotechnological invention in the hands of one man or one industry, appropriate 

with regard to the protection of the public and his personal interest. All these of 

controversial questions with ambiguous answers appear to be big challenges of 

the intellectual property system and for the balance between the public interest of 

production and the private interest from gaining additional profit and all of this in 

terms of moral measures and active business environment. 

3.5. Social conditions  

The social conditions in which the local production systems function depend on 

many factors and are formed by the interaction between different stakeholders. 

Universities are increasingly recognised as key partners in state and local efforts 

for economic and social development of countries and regions, and in some in-

stances they are actively engaged in initiatives to encourage the development of 

clusters as a form of LPS. Understanding the role of the university requires a suit-

able framework for research. In this part of the monograph the role of the univer-
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sity will be considered as a ―regional factor‖ which builds relationships in colla-

bouration with other LPS stakeholders thus contributing to the economic and so-

cial development of the region. 

There are three generally accepted dimensions in which the universities contribute 

to their local economies. Firstly, the universities have an impact on the economic 

and social development of the region through their purchasing power - procure-

ment, employment and income. However, this economic and social contribution is 

not related only to the universities. The impact of the universities through their 

purchasing power and workers skills improvement are trivial effects and they 

cannot completely transform the local economy. 

The second dimension is the traditional function of universities in expanding hu-

man capital through education and training. The theory and practice concompany 

this important function of the universities. The universities‘ impact on the devel-

opment of LPS through education and training of specialists in different fields is 

demonstrated. The only problem is that when universities improve their human 

capital, they make it more mobile. People with higher levels of education often 

pursue careers outside the region, sometimes outside the country. When the region 

does not have a stable economy and labour market, these graduates leave the re-

gion and often the country. 

In Bulgaria, there are many universities and graduates in different fields, but most 

of the graduates leave the boundaries of the region, and also the country; better 

trained staff is concentrated in Sofia, because of the economic underdevelopment 

of the other municipalities in the country. During the economic crisis this trend 

increased. If regions want to maximize the human capital benefits provided by the 

universities it is necessary to consider the final aspect of how universities contrib-

ute to the development of local economies. Through their essential role in educa-

tion and training, universities are creators of knowledge, sources of innovation 

and generators of economic development. This is the third dimension in which the 

universities have the greatest potential to affect the economic development. This 

is the role that universities perform through the technology transfer process - one 

of the formalised links between the universities and the industry. The technology 

transfer can be defined as ―the transfer of the results of basic and applied research 

to design, development, production, and commercialisation of new or improved 

products, services, or processes.‖
481

 The technology transfer became more formal-

ised as a function of the universities in the late ‗70s, and is becoming increasingly 

important source of revenue for universities across the country, a stimulus to the 
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regional economy and a method of bringing research into practical use. Initially, 

the technology transfer is understood as mainly related to patenting, it now in-

cludes licensing, research consortia, industrial extension (technical assistance) 

programmes, industrial-liaison or affiliates programmes, spin-off enterprises, re-

search parks, start-up company incubators, consultant services, and venture-

capital funds.
482

 The technology transfer can also include the spread of knowledge 

through more informal means, such as meetings between academics and industry 

professionals. 

The universities in Bulgaria are using various forms of technology transfer, as 

they are different for the different universities. We believe that in Bulgaria the 

technology transfer is mainly accomplished through informal means such as meet-

ings between academics and industry professionals, consultants and also through 

the development of programmes and strategies of municipalities, regions and etc. 

More active forms of the technology transfer (patents, licensing, research consor-

tia, industrial extension (technical assistance) programmes, spin-off enterprises, 

research parks, start-up company incubators, etc.) that contribute to the develop-

ment of LPS are still very poorly developed or absent in Bulgaria:  

The main challenge, regardless of the form of technology transfer, is how to 

achieve a mutual benefit for the university and the region, which requires a better 

understanding of the role played by universities. Universities are an excellent re-

source for transforming the economy through the creation of new industries, but 

the ability of these industries to grow in the region is related not only to the nature 

of the university, but also the character of the region, the state and the industry 

itself. In this context, it is the widely popular three-dimensional model constructed 

by Loydesdorff and Etzkowitz
483

, which characterises the relationship between 

industry, university and government. According to these authors, to make the uni-

versities more active participants in the innovation process, with a greater contri-

bution to regional development, it is necessary to go through two stages. The first 

one involves conducting research as part of the academic mission, and the second - 

includes taking part in regional economic development through both research and 

teaching. Once these changes have occurred the university has a new organisa-

tional structure with ―mixed disciplinary departments, interdisciplinary centres, 

new disciplines, self-generation institution, and increased social space‖.
484

 Indus-

try and government also need to changed in ways that make it easier for the uni-
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versities to become key players in the innovative process. Universities are becom-

ing more entrepreneurial and engaged in business and industry. At this point most 

research universities have established some kind of technology transfer pro-

grammes providing for the interaction between universities and businesses.
485

 

We think that the leading universities in Bulgaria are at the second stage described 

above – the organisational structures are built (university research centres in vari-

ous areas, research institutes, institutes of postgraduate studies, specialised mas-

ter's programmes, etc.) and they are suitable for the implementation of the tech-

nology transfer and for the development of interactions with businesses, industry 

and others stakeholders in LPS. Although Bulgarian universities have limited and 

reduced budgets for R&D, due to the economic crisis, they do carry out research 

financed by own funds and funds of the European Union. 

A large proportion of the R&D base is not sufficient for the development of LPS. 

The alignment of the university assets, skills and expertise with regional industry 

clusters/ LPS needs will increase the regional benefit.  Some regions may have a 

considerable number of research institutions, but companies in the region are not 

able to absorb the resulting technology. In these cases innovation is more likely to 

be outside the region. The main question is how the university effect/impact 

aligns with LPS within the region so that research can be used in the area and can 

contribute to the local economy.  

The University is only one part in this process. Successful relationship/interaction 

between university and industry is dependent on the nature of the regional indus-

trial cluster, LPS. Clusters vary based on their life cycle and industrial structure. 

In addition, their specific organisation model is different in the different regions. 

A cluster or an LPS in a wider context can be organised and operate very differ-

ently from one region to another. The reason for this may be the effect of the other 

factors and the interaction between stakeholders. Traditions, experience, the cul-

ture of the population in the region, civil society, NGOs can influence LPS crea-

tion and development. The majority of LPS have deep historical roots: they start-

ed either by some historical accident (as the development of local skills and 

knowledge), or by initial conditions related, for example to a pioneer entrepre-

neur, of to the availability of educational and research institutions. Culture, tradi-

tions and experiences of local people formed the regional identity of LPS. Local 

inter-relationships in production increase, cooperation with suppliers, knowledge 

spillovers among companies, and collective actions to organise business associa-

tions and labour unions have also an important role. Especially useful is when 

associations and NGOs are created locally, as they have common goals and priori-
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ties for the development of the local economy and can build better relationships 

with all stakeholders in the LPS.  

The social infrastructure in the country and in the regions strongly influence the 

development of local production systems. Vocational schools must provide execu-

tives and skilled workers in accordance with the needs of the businesses operating 

in a given area. Unfortunately, the reforms of secondary education, the extremely 

limited school budgets, poor material conditions and old equipment have a nega-

tive impact on the quality of the educational process. The unfavourable demo-

graphic trends (reduction of the population in small towns (and displacement 

mainly to Sofia); reduced number of students, leading to the closure of a number 

of professional schools in the country, aging teachers etc.) further worsen the cur-

rent situation. 

Cooperation between schools and businesses from the cluster/LPS creates oppor-

tunities for improvement in several directions: implementation of different intern-

ship programmes and scholarships, eventually hiring students with good results; 

donations from companies in the form of equipment, IT, establishment of public-

private partnership etc. 

The economic and financial crisis, together with the on-going incoherent, long 

and uncertain health care reform adversely affect the public health services. Nega-

tive results are related to: old facilities, lack of modern medical equipment, poor 

financial results of hospitals, leading to closure of small settlements, poor quality 

of health services. For 2009 Bulgaria was ranked the last of the Member States by 

the EU "Health Consumer Index". 
486

 

In conclusion we can say that the social conditions in which LPS in Bulgaria op-

erates have no beneficial effect on their development. Various forms of coopera-

tion, especially public-private partnership, together with various forms of CSR, 

donations, etc. can contribute to the improvement of the social infrastructure. But 

the main role of LPS, especially for the businesses, is related to: job creation, re-

tention of specialists in the area, attracting people from other regions and the ex-

pansion of the economic activities. 

3.6. Environmental conditions 

Issues related to the environment are becoming a priority in both public and busi-

ness space in Europe and worldwide. Environmental conditions in which LPS 

operate are formed by several elements. 
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1. The normal functioning of the LPS needs a well-established environmental 

infrastructure - water supply, sewerage system, water treatment plants, hazardous 

waste landfills, regional landfills etc. Investments in the environmental infrastruc-

ture are closely related to sustainable economic growth and contribute to the com-

petitiveness of regions and LPS. The overall environmental infrastructure, in 

terms of water supply and sewerage system, is built in Bulgaria, but for the most 

part of the country it is heavily depreciated and the services‘ quality is not always 

at the necessary level. Given the fact that the limited resources of the municipali-

ties to improve and build a new environmental infrastructure mainly rely on fund-

ing from the operational programmes financed by the European funds, a serious 

problem for almost all LPS is the construction of treatment plants and regional 

landfills. In this sense, we cannot believe that LPS operate in favourable condi-

tions in terms of environmental infrastructure. 

2. The environmental behaviour of LPS is governed by the established legal 

framework - environmental regulations and standards, laws and regulations di-

rectly related to the work of the various actors in the LPS.  

The environmental legislative framework in Bulgaria is built on and is fully re-

flective of the EU directives in the field of the environment (Environmental Pro-

tection Act, Water Act, Waste Management act, Clean Ambient Air Act, Soils 

Act, Protected Areas Act and others), and many regulations concerning the corpo-

rate responsibility in terms of environmental protection.
487

  

3. The government's environmental policy is the starting point for different envi-

ronmental activities carried out by municipalities, NGOs, businesses and stake-

holders of LPS. Bulgarian legislation and strategic documents are consistent with 

the European and international documents in the field of the environment. Bulgar-

ia, like many EU countries, applies a combination of policy instruments in the 

development of several strategic documents that focus on the environment and 

climate change: National Environmental Strategy (2009-2018), 2020 Energy 

Strategy of the Republic of Bulgaria, National Action Plan on Climate Change 

(2013-2020), National Action Plan for Renewable Energy, National Long-Term 

Energy Efficiency Programme (2005-2015) etc. LPS can provide a significant 

contribution to the  achievement of the objectives and priorities in the field of en-

vironment and climate change.  

4. The availability of financial instruments that participants in LPS can use to 

improve the environmental impact of their activities is essential for the establish-

ment of favourable environmental conditions. Like in many European countries, 

the financial support in the field of the environment in Bulgaria makes use of var-
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ious schemes of grants funded by the European funds (Operational Programmes: 

―Competitiveness‖, ―Regional Development‖, ―Environment‖, etc.) or funds spe-

cially designed for energy efficiency and renewable energy sources (Energy Effi-

ciency Fund in Bulgaria, International Fund Kozloduy), as well as of a number of 

other programmes and funds (―LIFE +‖, Bulgarian-Swiss Cooperation Pro-

gramme, etc.). 

Funding opportunities for environmental projects, particularly to tackle climate 

change, are ―flexible mechanisms‖ of the Kyoto Protocol - ―joint implementation‖ 

and international emissions trading (international trade with Assigned Amount 

Units (AAUs) through the National Green Investment Scheme). The operation of 

both Joint implementation and National Green Investments Scheme is determined 

by the Environmental Protection Act. The projects within the framework of the 

National Green Investments Scheme, which shall be submitted in the process of 

negotiations for the sale of assigned amount units (AAUs) (sings) are in the field 

of energy efficiency and renewable energy. The main priority areas, for which the 

proceeds from the AAU sales shall be used, are defined in Article 142e(2) of the 

Environmental Protection Act. (18.06.2010).  

In the conditions of crisis, projects‘ implementation by municipalities, businesses 

and  non-governmental organisations forming LPS is connected with co-financing 

and implementation of a number of activities with their own funds (development 

of investment projects, the energy survey (audit) etc.). The economic and financial 

instruments, based on market forces and the use of financial incentives, used for 

the conduct of public policies in Bulgaria, are still limited. 

4. Acquisition/implementation of the certificates in the field of the environ-

ment. From a legislative perspective (Environmental Protection Act) and to some 

extent from an increation perspective (promotion) in Bulgaria are created the nec-

essary conditions for the award of certificates related to the voluntary mechanisms 

of the EU in the field of the environment – the Environmental Management and 

Audit Scheme (EMAS) and the EU Ecolabel.
488

     

The European Environmental Management and Audit Scheme (EMAS) is a vol-

untary commitment by the businesses to improve their environmental perfor-

mance. Unlike the industry standards, such as ISO 14001 EMAS is integrated into 

the legal system of the European Union and is administered directly by all mem-

ber states of the European Union. The number of the acquired European certifi-

cates is extremely small (only three) in Bulgaria, because of the numerous prob-

lems faced by the organisations (one of the problems is the financial one).   
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Several companies in Bulgaria (according to the Club 9000 their number is 787) 

are certified to ISO 14001 (international industrial environmental standards). 

While EMAS focuses on the production processes, the EU Ecolabel focuses on 

products and services. It recognises the environmental excellence of products and 

services and thus contributes to their development. The label also serves as a 

communication tool for companies to influence consumers‘ sustainable consump-

tion decisions. 

In our country we have the legislative framework and the administrative capacity 

for green procurement. The law on public procurement contracts, fully harmo-

nized with the relevant European directives, includes provisions for green pro-

curement.  

5. The improvement of the environmental conditions in which LPS operate de-

pends on the activity of the companies, through the implementation of preventive 

control on environment pollution and the construction of corporate systems for 

monitoring and control. 

6. The partnership is a significant tool for environmental protection and climate 

change prevention, since it combines experience and resources of different partic-

ipants. Most often, it is implemented as a public private partnership. An important 

factor in improvement of  the environmental conditions, in which LPS operate, is 

the partnership between the various actors/stakeholders in the implementation of a 

number of environmental projects and the cooperation in a number of initiatives, 

including increation, promotion of various means of improving the environmental 

culture in the region and country etc.  

3.7. The role of local self-governance in stimulating LPS development  

in Poland – political and legislative conditions for the functioning of LPS  

3.7.1. General characteristics of local self-governance in Poland 

Local self-governance in Poland is an integral part of the decentralised public ad-

ministration, which includes central government and local self-governance levels. 

When in 1990 local self-governance was reactivated, the uniform legal and ad-

ministrative structure of the state was preserved. This means that the administra-

tive and territorial units (in this case, local self-governance) are not autonomous 

and remain within the structures of the decentralised public administration. Thus, 

local self-governance in Poland is not an independent emanation of the State sov-

ereignty.  

Within the structures of the democratic state, local self-governance in Poland is 

the principal framework of public life organisation. Hence, the population in a 

given territory make a local self-governance community, pursuant to law, which 
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carry out specific public tasks on its own behalf and responsibility
489

. From this 

point of view, it is important for the local self-governance to be independent in 

terms of decision-making. This means that public tasks are delivered under decen-

tralised arrangements. 

Local self-governance units have extensive rights in: enacting local regulations, 

shaping the internal system, dealing with financial and tax issues, delineating di-

rections of local development plans or the scope of investment projects
490

. The 

lack of subordination to central government administration when it comes to deci-

sions concerning the future of a given territorial unit does not, however, preclude 

the surveillance over the activities undertaken by the self-governance (mainly 

from the point of view of their compliance with binding legal provisions). Statuto-

ry surveillance bodies are the Prime Minister, the Voivode and the Regional 

Clearing Chamber in financial matters. Their surveillance is limited only by the 

compliance criterion (legal compliance)
491

 and it may not infringe the independ-

ence of local self-governance guaranteed in the Constitution
492

. The principle of 

local self-governance independence is conditioned by its legal personality (it re-

fers to the local self-governance as such not to its individual bodies), i.e., the capabil-

ity of having legal rights and duties, e.g., take loans, issue bonds, sell assets etc. 

The model of local self-governance adopted in Poland is based on two levels: lo-

cal and regional, with one reservation, that pertains to local interests and should 

be dealt with at the level of a commune or a county (local level), while regional 

social and economic development issues are among the tasks of the self-

governance of the voivodeship/region (regional level)
493

. 

A commune plays a specific role in the structure of local self-governance as it has 

the status of a primary unit
494

. It is defined in terms of its subject, object and the 

way of executing public responsibilities. The subject of the commune is its local 
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community living in a given area and organised in a self-governance union. Its 

objective is the execution of public responsibilities. The competences of the 

commune are exclusive and must be exercised. Thus, a commune may not wave 

them or, with the exception of clearly specified cases, transfer them to any other 

entity. A county is a supplementary unit, complementary vis-à-vis a commune. Its 

economic, financial and social potential is bigger than that of the commune, which 

enables to deliver tasks at supra-commune level. 

Regional self-governance (voivodeship) is the level, where social and economic 

actions are coordinated and mobilised. Public services (granted to communes and 

counties) are of marginal importance here, although, to a minimum extent, they 

are also delivered. A voivodeship is mainly perceived as a unit responsible for the 

shaping of national, civic and cultural awareness of its inhabitants and caring for 

local identity, supporting culture and national heritage together with the social and 

economic development of the region. The importance of local self-governance at 

regional level considerably increased after Poland‘s accession to the European 

Union in 2004, when it became a subject of regional policy responsible for the 

allocation of substantial financial resources from the Structural Funds granted for 

levelling the development discrepancies among the regions and enhancing their 

competitiveness.  

Regional self-governance differs from the other units because at this level local 

self-governance administration and government (central) administration co-exist, 

thus creating a dualism of powers. Local self-governance powers are executed by 

the regional self-governance, which holds real executive powers in a voivodeship 

(region). The voivode (governor) is a body of the central government administra-

tion, which supervises the united central government administration
495

. In the voi-

vodeships there are also bodies of central administration directly subordinated to 

the ministers and heads of central offices. 

These units of local self-governance are independent of one another; there is no 

hierarchy among them. Their relations are horizontal, i.e. the commune inde-

pendently delivers its responsibilities in its territory; the county delivers tasks ex-

ceeding the territorial competence of the commune and the voivodeship delivers 

tasks exceeding the territorial competence of a county
496

. They execute public 

responsibilities, which have not been assigned to the public authorities by laws, or 

by the Constitution. Local self-governance units are also independent when it 

comes to decision-making and actions. Regional self-governance has not any su-
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pervisory powers over the lower levels, the county bodies do not supervise the 

communes. They are expected to collabourate for the benefit of their inhabitants, 

to enter all sorts of agreements or unions aimed at a joint and more effective de-

livery of tasks. 

Polish local self-governance has developed into a combination of an extensive 

system of powers and public administration. In accordance with the principle of 

the division of powers, local self-governance bodies are dual in nature. The sys-

tem includes legislative and supervisory bodies executing collective powers at all 

levels of local self-governance (commune council, county council, regional par-

liament (sejmik)) and executive bodies, also acting as colleges in counties and in 

regions (voivodeships) (county board, regional board),. In the communes powers 

are executed individually by the wojt and the mayors of towns and cities. Council-

lors of commune and county councils and regional parliament,  as well as wojts, 

town and city mayors are elected in equal, universal, direct and secret vote. Exec-

utive bodies in counties and regions are indirectly elected, i.e., they are elected by 

competent legislative and supervisory bodies at the respective levels (county 

council and regional parliament).   

Local self-governance is funded mainly from its own resources, including local 

and regional taxes, shared income from taxes paid to the central budget (PIT, 

CIT), charges, income from property and other types of income. Own budgetary 

resources are used for the execution of the responsibilities conferred upon these 

bodies and provide the basis for applying for external funding. Local self-

governance units also receive transfer income: general subsidiaries and target 

grants. The financial resources from abroad that do not have to be paid back and 

the resources from the European Union are also part of their income.  

By January 1
st
, 2013 there were 2,479 communes, 380 counties and 16 voivode-

ships in the local self-governance structure in Poland
497

. Among the communes 

there are: urban communes (12.3% of all communes in Poland), urban-rural 

communes with town(s) surrounded by villages (24.3%) and rural communes with 

no towns on their territory (63.4%). County local self-governance units have the 

status of rural districts or of urban districts (the so called municipalities with 

county status), including municipalities which execute responsibilities of a county 
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and of a commune. The latter are mostly capitals of former voivodeships, which, 

as a result of the public administration reform, ceased to perform their functions 

as of January 1
st
 1999, or which have a population exceeding 100 K inhabitants. 

 

Table 3.1. Characteristics of local self-governance  

at various levels in Poland 

Characteristics 
Commune self-

governance 

County self-

governance 

Regional self-

governance 

 

What is self-governance  

 

Pursuant to law, inhabitants establish a local 

self-governing community in a given area 

Pursuant to law, inhabit-

ants establish a regional 

self-governing commu-

nity in a given area 

legal personality  Yes 

legal protection of inde-

pendence  
Yes  

local self-governance 

assets  
Yes   

Scope of activities in 

public domain  

Presumption of com-

petence in local 

matters 

Listed competences  
Presumption of compe-

tence in regional matters 

Legislative and supervi-

sory body  
Commune Council  County Council  Regional Parliament  

Legislative and supervi-

sory body elections 
Direct by local inhabitants 

Executive body  Vogt, town and city 

mayor 

County Board head-

ed by a starost 

College Board headed by 

a Marshal 

Executive body elec-

tions 

Direct by local in-

habitants 

Indirect by legisla-

tive body 

Indirect by legislative 

body 

Term of office 4 years 

Right of accession to 

unions, associations and 

self-governance agree-

ments 

Yes  

Source: own study based on A. Miszczuk, M. Miszczuk, K. Żuk, Gospodarka samorządu terytorial-

nego, Publishing House PWN, Warsaw 2007, p. 31. 

There are 66 units with that status, or 17.4% of all counties. The legal status of 

Warsaw, the capital city of Poland, (a municipality with a county status being 

additional the country‘s capital one), was regulated in a separate legal act - the 

Act of March 15, 2002 on the structure of the Capital City of Warsaw.
498
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Table 3.2. Territorial units in Poland (01.01.2013) 

Territorial units 

Voivodeship 

communes counties 

total urban rural 
urban-

rural 

land dis-

tricts 

urban 

districts 

dolnośląskie  169 36 78 55 26 4 

kujawsko-pomorskie   144 17 92 35 19 4 

lubelskie  213 20 171 22 20 4 

lubuskie  83 9 41 33 12 2 

łódzkie  177 18 133 26 21 3 

małopolskie 182 14 121 47 19 3 

mazowieckie  314 35 229 50 37 5 

opolskie  71 3 36 32 11 1 

podkarpackie  160 16 110 34 21 4 

podlaskie  118 13 78 27 14 3 

pomorskie  123 25 81 17 16 4 

śląskie  167 49 96 22 17 19 

świętokrzyskie  102 5 71 26 13 1 

warmińsko-mazurskie  116 16 67 33 19 2 

wielkopolskie  226 19 117 90 31 4 

zachodniopomorskie  114 11 50 53 18 3 

Total 2479 306 1571 602 314 66 

Source: Central Statistical Office, http://www.stat.gov.pl/bip/36_PLK_HTML.htm (25.08.2013) 

 

The territorial units are very diverse when it comes to their population and area.
. 

The average areas of the Polish territorial units are as follows:  commune -
 
126 km

2
, 

county – 973 km
2
, municipality with a county status – 109 km

2
 , voivodeship – 

19.5 K km
2
. The average population in these units is 15.5K for a commune, 82.3K 

for a county, 192.3K for a municipality with a county status, and 2.4 m for a voi-

vodeship. 

 

 

 

 

 

http://www.stat.gov.pl/bip/36_PLK_HTML.htm
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Figure 3.1. Map of Poland – voivodeships 

 

Source: http://lodztestowa.cba.pl/ 

3.7.2. Responsibilities and competences of local governance units in Poland 

Local self-governance units are established first of all to deliver public tasks 

aimed at meeting the needs of local and regional communities by offering univer-

sally available public services. The catalogue of responsibilities allocated to local 

self-governances is wide. It includes, among others, matters connected with the 

living conditions of local population, social needs, ensuring spatial, environmental 

and public order, as well as public safety.  

For the commune, the list of the responsibilities in not exhaustive. The responsi-

bilities of the counties are specified by law. The counties deal with supra-

commune responsibilities, which are not regional responsibilities. Both levels 

execute local tasks including technical and social services. The counties are also 

responsible for creating conditions for the execution of tasks of heads of county 

together with services and inspections laid down by law.  

The voivodeships, similarly to the communes or counties, deliver certain services 

of technical and social nature, such as: collective transport and public roads, tele-

communications, education, including higher education, promotion of healthcare, 

social welfare, family policy, sports and tourism. In addition, the responsibilities 

http://lodztestowa.cba.pl/
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of the regional self-governance include
499

: culture and protection of monuments, 

modernisation of rural areas, local development planning, environmental protec-

tion and water management, protection of consumers‘ rights, defence, public or-

der, counteracting unemployment and mobilising local labour market, protection 

of employees‘ claims in case of employers‘ insolvency. However, the primary 

responsibility of the regional self-governance is to provide conditions for econom-

ic, social and culture development of the regions.  

Table. 3.3. Own tasks of communes and counties 

Category Commune responsibilities County responsibilities 

Living standard 

 maintenance of commune 

roads, streets, bridges, squares 

and traffic organisation, 

 maintenance of water supply 

infrastructure, waste water 

treatment, disposal and 

treatment of  municipal 

waste water, housekeeping 

and care for order and sani-

tary facilities, landfills and 

disposal of municipal waste,  

 supply of electricity, heat 

energy and gas   

 telecommunications 

 local collective transport 

 building residential areas, 

 collective transport and public 

roads 

 telecommunications 

 

Social needs 

 healthcare 

 social welfare, including 

social welfare facilities  

 public education 

 culture, including commune 

libraries and other institu-

tions of culture 

 sports and tourism, including 

the maintenance of leisure 

and sports infrastructure  

 family policy, including 

ensuring social, medical and 

legal assistance to pregnant 

women  

 property management 

 public education 

 promotion of health care 

 social welfare 

 family policy 

 support to disabled 

 culture 

 sports and tourism 

 property management 

 counteracting unemployment 

and mobilising local labour 

market 

 

                                                 
499

 Article 14 Act of 5 June 1998 on regional self-governance (Dz. U. of 2001, No. 142, item 1590 

with further amendments). 
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Spatial and envi-

ronmental order 

 spatial order, environmental 

protection and water man-

agement 

 commune green areas and 

forests 

 water management 

 environmental protection 

 geodesy, cartography and 

cadastre-related matters, 

 architecture and construction 

administration 

Public order and 

safety 

 public order and citizens 

safety  

 fire protection, flood protec-

tion including the supplies to 

the commune flood ware-

house 

 public order and citizens‘ safety 

 protection against flood, in-

cluding supplies to the county 

flood warehouse 

 preventing other extraordinary 

threats to the lives and health of 

humans and the environment  

 defence 

Other 

 protection of monuments 

 maintenance of fair facilities 

 maintenance of commune 

cemeteries  

 maintenance of commune 

public utility facilities and 

administrative buildings 

 support and dissemination of 

the idea of self-governance, 

creating conditions for the 

operations of auxiliary units 

and implementation of active 

citizenship programmes 

 promotion of a commune 

 cooperation with NGOs 

 cooperation with local and 

regional communities in oth-

er countries 

 protection of monuments 

 agriculture, forestry, inland 

water fishing 

 protection of consumer rights 

 maintenance of commune 

public utility facilities and ad-

ministrative buildings 

 promotion of a county 

 cooperation with NGOs 

Source: own studies based on Article  7 of the Act on Commune self-governance (Dz. U. of 2001, 

No. 142, item 1591 with further amendments), Article 4 of the Act on County Self-governance (Dz. 

U. of 2001, No. 142, item 1592 with further amendments). 

There is a separate category of public tasks executed by local self-governance 

units, which includes those delegated by the central administration. These are 

public tasks delegated, pursuant to law, as a result of the legitimate needs of the 

State. The State must provide financial resources for these tasks and local self-

governance may not refuse to execute them. There are also entrusted responsibili-

ties, approved for execution by the local self-governance units and based on a 

contract or an agreement. These tasks may be allocated by the central administra-

tion or by other local self-governance units. The communes may execute tasks 

assigned to a county or a voivodeship, based on agreements, but they may not 

delegate their responsibilities to units of higher level. 
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3.7.3. Impact of local governance on entrepreneurship and local production 

systems 

While analysing the possibilities of local and regional authorities to create condi-

tions for development, we must pay attention to the decision-making competences 

conferred upon them in binding legislation. The support granted by local self-

governances to the enterprises must remain within their responsibilities, according 

to the competences assigned to them by the law.  

Article 65(2) of the Constitution of the Republic of Poland refers in general to the 

duty of the public authorities to conduct policies aimed at full and productive em-

ployment by delivering programmes that counteract unemployment, including 

organisation and support to vocational counselling and education
500

. Indirectly 

that article refers to the local self-governance competences in this area. According 

to the Act on the Principles of Conducting Development Policy local self-

governance units are directly charged with the responsibility to enhance the com-

petitiveness of their respective economies and maintain social and economic cohe-

sion
501

. The special role of local self-governance authorities is connected with sup-

porting entrepreneurship. They were obliged to undertake actions aimed at creating 

favourable conditions for start-ups, especially for micro-enterprises and SMEs
502

.  

Many legal provisions related to local self-governance (commune self-governance, 

county self-governance and regional (voivodeship) self-governance) oblige local and 

regional self-governance units to: 1) optimally meet the needs of local community 

and, 2) create appropriate conditions for entrepreneurs to develop their businesses. 

Thus, local authorities are responsible for: matters pertaining to the modernisation 

of the technical and social infrastructure; cooperation with NGOs and business 

support institutions. Within their competences they may also
503

: 

 encourage growth through planning, developing and delivering various 

public policies (e.g., tax policy, rent policy); 

 acquire and combine public and private financial resources to implement 

socially effective projects; 

                                                 
500

 Constitution of the Republic of Poland of 2 April 1997 (Dz. U. of 1997, no. 78, item 483 with 

further amendments). 
501

 (Dz. U. 2006, No. 227, item 1658 with further amendments, Art. 2). 
502

 Art. 8 of the Act of 2 July 2004 on Freedom of Economic Activity (Dz. U. of 2004, No. 173, 

item 1807 with further amendments).  
503

 See Słomińska B., Gmina w procesach stymulowania przedsiębiorczości, ―Samorząd Terytori-

alny‖, 2007, No. 3, p. 20.; Matejun M., Regionalne instrumenty wspierania rozwoju małych i 

średnich przedsiębiorstw, [in:] Adamik A. (ed.), Współpraca małych i średnich przedsiębiorstw 

w regionie. Budowanie konkurencyjności company i regionu, Wydawnictwo Difin, Warsaw 2012, 

p. 88.  
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 coordinate the operations of the entities operating in a given area to en-

sure economic and social benefits; 

 initiate economic and social projects; 

 initiate and develop cooperation within partnership networks (between 

units representing public and private sectors and NGOs); 

 support the collabouration between the universities and the industry; 

 improve its inhabitants‘ education; 

 mobilise active citizenship attitude; 

 shape and maintain public order; 

 conduct promotion and increation activities aimed at creating positive 

image of a given area (commune, region). 

County and regional competences are also important for preventing unemploy-

ment and mobilizing local labour market. Local self-governances at these levels 

are responsible for: job placement services, vocational counselling, vocational 

training, recruiting employees, initiating and funding various forms of vocational 

activity (e.g., training courses, subsidised employment), employment-related projects 

financed by domestic (Labour Fund) or EU (European Social Fund) resources, devel-

oping and coordinating labour market policy and human development; tasks connect-

ed with the free movement of workers between member states
504

. 

 

Table 3.4. Responsibilities and competences of local self-governance units related  

to entrepreneurship and local production systems 

Commune County Voivodeship 

 creating favourable conditions for supporting and mobilising entrepreneurship  

 collabouration with organisations of employers, employees, entrepreneurs, professional 

and economic associations 

 collabouration with entities of public and private sectors, and NGOs 

 collabouration within public-private partnerships 

 shaping the system of local and regional public transport and managing public roads 

 managing public education 

  orderly spatial development 

 creating positive image and developing increation policy 

 developing human and social potential 

 raising external funding  

 maintenance and development of technical and social infrastructure  

 property management 

 installing, modernising, 

and developing water 

 property management 

 developing social infra-

structure  

 creating conditions for 

economic development 

and mobilising economic 

                                                 
504

 Act of 20 April 2004 on promotion of employment and labour market institutions (Dz. U. of 

2004, No. 99, item 1001 with further amendments). 
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supply and water treat-

ment infrastructure, elec-

tric energy and heat sup-

ply infrastructure 

 waste management  

 

 geodesy, cartography, 

cadastre, 

 architecture and construc-

tion related administration 

 mobilising local labour 

market 

 

activities 

 increasing competitiveness 

and innovation of regional 

economy 

 supporting technological 

progress 

 mobilising regional labour 

market 

 protecting employers‘ 

claims 

Source: own study  

Local and regional self-governances need to develop the culture of entrepreneur-

ship and innovation. Within that context, local authorities and inhabitants‘ will to 

collabourate surely help to deliver the task. Local and regional leaders, and differ-

ent organisations, which support entrepreneurship, play an equally important role. 

All initiatives carried out may contribute to the enhancement of entrepreneurship 

within the local production systems. 

3.8. Regional differentiation of labour markets as a social condition for LPS 

functioning 

The expert opinion drafted to update the National Development Strategy (2007-

2015) reads: ―(…) in the long-term the key challenge is how to enhance the eco-

nomically active population to attain the objective of the Europe 2020 Strategy, 

according to which the employment rate in the age group 20 – 64 should be 75%. 

After 2020 the goal will be to maintain such a high employment rate. At the same 

time, we should anticipate adjustment processes determined by the development 

of environmentally friendly technologies and increation and communication tech-

nologies (ICT)……. We also need to assume that changes in the structure of la-

bour demand will continue, with increasing demand for highly skilled workers. In 

line with global trends in highly developed economies, technological change in 

Poland favours capital and highly qualified labour while low skilled labour is 

economised by technological progress.‖
505

 These key challenges combined with 

the aging of the society delineate the development perspectives of the Polish 

economy and will also impact the functioning and the potential of local produc-

tion systems (LPS) in Poland. 

In Poland the problem of the aging population, which limits the effective supply 

of labour in the future, has become a fact. Although in the period 2008 - 2011 the 

                                                 
505

 Kryńska E., Arendt Ł., Rynek pracy – wyzwania strategiczne, Ministry for Regional Develop-

ment, Warsaw 2011, http://www.mrr.gov.pl/ministerstwo/praca/nabor_do_SC/Documents/  

IPiSS_ekspertyza_rynek_pracy_uzupelniona_24012011.pdf access on 08.08.2013. 

http://www.mrr.gov.pl/ministerstwo/praca/nabor_do_SC/Documents/IPiSS_ekspertyza_rynek_pracy_uzupelniona_24012011.pdf
http://www.mrr.gov.pl/ministerstwo/praca/nabor_do_SC/Documents/IPiSS_ekspertyza_rynek_pracy_uzupelniona_24012011.pdf
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total population increased, the forecast of the Central Statistical Office (Polish: 

Główny Urząd Statystyczny – GUS) estimates that by 2035 the total population of 

the country will drop down (compared to 2007) by 2.223 million (5.6%), to 

35.993 m people and 90% of the drop will take place in urban areas. Polish socie-

ty is aging more and more rapidly: while at the end of 2007 the average age was 

37.3 years, it is estimated that by 2035 it will increase to 47.9 years. For the la-

bour market, changes in the structure of population by economic age groups are of 

particular importance. For years the proportion of the pre-working age population 

(usually taken to be 0-17 age group) diminishes, while the share of the working-

age population (18-59/64 years) increases less and less vigorously, and the per-

centage of the post-working age group (60+/65+) constantly increases. Forecasts 

by GUS leave no room for doubt that the shrinkage of the working-age population 

by 2035 will be substantial (estimated at 3.8 m people)
506

. 

One of the major and continuous problems of the Polish labour market remains 

the low economic activity of Poles. Although the economic activity rate for peo-

ple aged 15-64 in Poland in the period 2004 - 2012 increased slightly (more than 

for the EU28), for Poland it is still by 5.2 pp lower than for the EU28
507

.  

Considerable differences in the labour market situation (and in its changes) are 

also noticeable at regional level. The only region (voivodeship) where the activity 

rate is close to that of the EU member states is mazowieckie, with the activity rate 

of 71.7% (identical with the EU28)
508

 reported for 2012. Relatively high values of 

the rate (above the average for Poland) have been recorded in lodzkie (68.7%), 

swietokrzyskie (68.2%), podlaskie (67.9%), lubelskie (67.4%), and wielkopolskie 

(66.8%)
509

 regions. The worst situation was reported for the warminsko-

mazurskie (60.2%), zachodniopomorskie (62.8%), and lubuskie (62.9%) regions. 

In addition, in 2004-2012, the pomorskie, kujawsko-pomorskie, and malopolskie 

regions recorded a drop in the activity rate (by, 0.1, 1.6, 0.6, and 0.4 pp, respec-

tively) (see Table 3.5.).  

                                                 
506

 Prognoza ludności na lata 2008-2035, Central Statistical Office, Warsaw 2009. Similar conclu-

sions were reached in forecasts developed using the SYSDEM 2.0 model, presented in detail in 

―Employment in Poland 2008. Work over the life course‖, Human Resources Development 

Centre, Warsaw 2010. 
507

 Analyses presenting social conditions for LPS operations were conducted using data for the 

period 2004-2012. At that time Poland was already an UE member state. 
508

 Besides, it is worth noting that mazowieckie region ranked 2 with respect to the increase in  

economic activity rate (5.5 pp), following the swietokrzystkie (5.8 pp). 
509

 Where no year is indicated, data come from 2012. 
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Table 3.5. Economic activity rates 2004-2012 (in %) 

Region/Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012-

2004* 

European Union (28) 69.2 69.7 70.1 70.3 70.7 70.9 70.9 71.1 71.7 2.5 

Poland 63.7 64.4 63.4 63.2 63.8 64.7 65.6 66.1 66.5 2.8 

dolnoslaskie 63.0 64.0 63.5 63.0 62.6 64.5 65.2 64.7 64.9 1.9 

kujawsko-pomorskie 66.7 64.4 61.2 60.7 61.2 63.4 63.7 64.2 66.1 -0.6 

lodzkie 65.3 65.6 65.0 65.1 65.7 65.6 67.6 68.6 68.7 3.4 

lubelskie 64.2 65.7 65.5 66.3 65.0 65.0 65.9 67.0 67.4 3.3 

lubuskie 62.8 63.4 61.3 61.7 60.8 62.1 64.0 63.9 62.9 0.1 

malopolskie 66.5 65.3 64.1 63.6 65.0 65.4 65.7 66.1 66.1 -0.4 

mazowieckie 66.1 67.8 67.2 67.1 68.7 68.9 69.6 71.1 71.7 5.5 

opolskie 61.4 63.4 62.9 61.9 61.3 64.4 64.8 65.2 66.0 4.6 

podkarpackie 60.5 63.2 62.5 62.7 63.1 64.8 65.5 65.5 65.9 5.5 

podlaskie 67.1 66.7 64.5 65.2 66.1 66.5 66.0 67.0 67.9 0.8 

pomorskie 61.5 62.9 61.8 62.3 62.1 62.1 65.2 64.6 65.6 4.1 

slaskie 59.5 61.2 59.6 58.9 60.3 61.7 63.0 63.9 63.7 4.2 

swietokrzyskie 62.4 64.2 65.1 66.5 66.8 66.7 67.2 67.5 68.2 5.8 

warminsko-

mazurskie 

60.4 61.2 60.3 60.8 60.3 61.4 62.0 60.8 60.2 -0.1 

wielkopolskie 65.5 65.3 63.3 62.8 64.1 65.1 66.7 66.5 66.8 1.3 

zachodniopomorskie 64.4 62.6 59.8 58.7 59.9 61.3 61.3 61.6 62.8 -1.6 

Source: Eurostat database  * in percentage points 

The relatively low economic activity of the Poles translates into poor employment 

rates (lower than for the EU28) – by 4.3 pp below the EU average. Similarly to 

the economic activity rate, the employment rate is the highest in mazowieckie 

(65.8% in 2012; mazowieckie is the only region in Poland, where the rate has 

been above the EU28 average since 2009). Among the regions with the highest 

employment rate are: podlaskie (61.6%), wielkopolskie (61%), lodzkie (61%), 

and lubelskie (60.2%) regions. The group of regions with the lowest employment 

rate includes: warminsko-mazurskie (53.6%), and zachodniopomorskie (55.9%). 

A slightly better situation was recorded in podkarpackie (57.0%) and lubuskie 

(57.2%) regions (see Table 3.6.).  
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Table 3.6. Employment rates 2004-2012 (in %) 

Region/Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012-2004* 

European Union (28) 62.6 63.4 64.3 65.3 65.8 64.5 64.0 64.1 64.0 1.4 

Poland 51.4 52.8 54.3 57.0 59.2 59.3 59.3 59.7 59.7 8.3 

dolnoslaskie 46.1 49.3 52.5 55.0 56.8 57.9 57.8 57.8 57.6 11.5 

kujawsko-pomorskie 51.9 51.5 51.2 53.8 55.6 56.8 56.9 57.0 58.2 6.3 

lodzkie 52.9 54.1 56.2 59.0 61.3 60.6 61.3 62.2 61.0 8.1 

lubelskie 53.5 56.0 56.9 59.8 59.0 58.6 59.2 59.9 60.2 6.7 

lubuskie 46.9 51.1 52.7 55.6 56.8 56.1 57.2 57.8 57.2 10.3 

malopolskie 55.0 55.0 55.8 58.1 61.0 60.1 59.6 59.8 59.1 4.1 

mazowieckie 55.4 57.6 58.8 60.9 64.6 64.8 64.4 65.4 65.8 10.4 

opolskie 49.4 52.5 54.3 56.0 57.3 57.9 58.5 59.1 59.7 10.3 

podkarpackie 51.0 52.3 53.7 56.5 57.8 58.0 57.6 57.0 57.0 6.0 

podlaskie 57.0 56.9 57.0 59.2 61.7 61.7 59.2 60.7 61.6 4.6 

pomorskie 49.2 51.0 53.2 56.3 58.7 58.1 59.1 59.1 59.3 10.1 

slaskie 48.4 49.5 51.1 54.1 56.3 57.5 57.2 58.0 57.6 9.2 

swietokrzyskie 49.3 51.6 54.7 58.3 60.8 59.3 59.0 58.6 59.1 9.8 

warminsko-mazurskie 45.9 48.7 50.7 54.4 55.8 56.1 56.0 54.9 53.6 7.7 

wielkopolskie 54.1 54.0 55.2 57.6 60.2 60.2 60.8 60.7 61.0 6.9 

zachodniopomorskie 48.9 48.3 49.4 51.9 54.2 54.9 53.7 54.3 55.9 7.0 

Source: Eurostat database * in percentage points 

The employment rates of the mazowieckie and warminsko-mazurskie regions dif-

fered by 12.2 pp in 2012. The dispersion of the regional employment rates (indicator 

considered when defining the employment policy in the EU)
510

 at NUTS2 level in 

Poland was 5.1 in 2012, and at NUTS 3 it was 7.7 in 2011. It means that 1) the differ-

ences in the employment rates among the regions are significant in Poland; 2) their 

increase is more pronounced in the bottom of the NUTS classification. That is very 

important for the LPS – depending on the location, they face different situations on 

the labour market and they can rely on a labour supply of varying quality. 

The employment structure differs depending on the economic sector (traditional 

division into 3 sectors: agriculture, manufacturing, and services). In general, we 

should conclude that in Poland, despite the improvements in the period 2004 - 2012, 

                                                 
510

 The dispersion of regional (NUTS level 2) employment rates of the age group 15-64 shows the 

regional differences in employment within countries and groups of countries. The dispersion of 

regional employment rates is zero when the employment rates in all regions are identical, and it 

will rise if there is an increase in the differences between employment rates among regions. The 

indicator is not applicable for DK, IE, LU, CY, EE, LT, LV, MT, SI or IS as these countries 

comprise only one or (in the case of IE) two NUTS level 2 regions. 
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employment is still far from the ideal model of the highly developed countries, as 

it is  too high in agriculture, while in services it is too low. It is not easy to deter-

mine which Polish region represents an employment structure that is close to the 

model. In the mazowieckie region the share of people employed in services is the 

highest in Poland (66.7%), but at the same time 11% are employed in agriculture. 

The Slaskie region, with the lowest share of people employed in agriculture 

(2.6%) has got the highest share of people employed in manufacturing (39%), 

which gives a percentage of employment in services of 58.4% (due to the charac-

teristics of the region, with very high concentration of coal mining and steel-

works). The most archaic structure of the working population was observed in the 

regions: lubelskie, podlaskie and swietokrzyskie (see Table 3.7.). 

Table 3.7. Employment structure by sectors in 2004 and 2012 (in %) 

Sector Agriculture Manufacturing Services 

Region/year 2004 2012 2004 2012 2004 2012 

Poland 18.0 1.6 28.8 30.4 53.2 57.0 

dolnoslaskie 9.4 6.6 32.0 34.8 58.6 58.6 

kujawsko-pomorskie 15.7 16.6 32.5 30.3 51.8 53.1 

lódzkie 18.7 13.0 31.4 32.1 49.9 54.9 

lubelskie 36.5 27.7 20.1 21.5 43.4 50.8 

lubuskie 10.9 7.6 31.0 33.3 58.1 59.1 

malopolskie 23.0 13.1 27.7 31.1 49.3 55.8 

mazowieckie 17.3 11.0 20.0 22.3 62.7 66.7 

opolskie 19.5 11.7 30.7 37.2 49.8 51.1 

podkarpackie 28.8 19.7 26.8 30.4 44.4 49.9 

podlaskie 36.1 25.1 20.9 23.1 43.0 51.8 

pomorskie 11.0 8.2 29.7 29.4 59.3 62.4 

slaskie 4.5 2.6 38.8 39.0 56.7 58.4 

swietokrzyskie 31.7 24.0 23.7 28.5 44.6 47.5 

warminsko-mazurskie 16.7 11.9 29.5 32.2 53.8 55.9 

wielkopolskie 17.7 13.7 34.2 34.4 48.1 51.9 

zachodniopomorskie 10.4 8.2 28.5 30.2 61.1 61.6 

Source: Local Data Bank database, Central Statistical Office, Warsaw 

Slow changes in the economic structure of Poland went hand in hand with signifi-

cant improvements of the human resources potential, measured with the education 

level of the population. Unfortunately, due to the limited absorption capacity of 

the Polish economy, the improvements led to employment below one´s formal 

qualifications, (especially in the group of young people), to an increased share of 

people with university education in the unemployed population, and to work-

related emigration. 
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In Poland the distribution of the population aged 15-64 by level of education is 

differentiated. The best (formal) potential of skills on the labour market is availa-

ble in the mazowieckie region, where in 2012 people with higher education repre-

sented almost 30% of the population in this age group. On the other end of the 

scale there are regions like warminsko-mazurskie and lubuskie, where the per-

centage does not exceed 17%. What is important, is that the changes in the educa-

tion structure in the group aged 15-64 led mostly to an increase of the share of 

people with higher education with remuneration comparable to the remuneration 

of people with junior high school, primary or lower education (see Table 3.8.).  

Table 3.8. Percentage of people aged 15-64 by levels of education  

in the total population in this group (in %) 

Education Higher College and 

secondary 

vocational 

Secondary 

general 

Basic  

vocational 

Junior high 

school, primary 

and lower 

Region/year 2004 2012 2004 2012 2004 2012 2004 2012 2004 2012 

Poland 12.7 21.5 24.8 24.2 9.6 10.9 25.0 26.7 27.9 16.7 

dolnoslaskie 12.8 20.8 24.6 24.1 10.0 11.1 29.7 27.4 22.9 16.6 

kujawsko-

pomorskie 

13.1 17.7 26.8  10.0 10.9 28.1 30.1 22.0 19.0 

lódzkie 10.4 20.7 22.0 24.6 8.6 12.4 34.1 24.6 24.9 17.7 

lubelskie 12.5 21.0 25.2 25.5 10.6 10.6 27.4 24.6 24.3 18.3 

lubuskie 13.2 16.6 24.9 25.3 10.3 10.9 26.7 28.9 24.9 18.3 

malopolskie 11.8 22.5 25.1 24.0 8.9 11.1 31.5 27.3 22.7 15.1 

mazowieckie 13.0 29.2 24.7 23.1 10.1 12.1 31.0 21.0 21.2 14.6 

opolskie 17.4 17.7 25.3 24.4 12.4 9.7 24.2 31.6 20.7 16.6 

podkarpackie 10.8 18.8 24.0 24.7 7.9 9.7 34.2 28.1 23.1 18.7 

podlaskie 10.6 21.6 25.2 25.1 8.6 10.8 30.2 22.8 25.4 19.7 

pomorskie 13.0 22.5 24.0 21.5 10.9 12.2 29.8 25.9 22.3 17.9 

slaskie 12.2 20.7 24.8 26.5 9.8 9.9 33.4 29.7 19.8 13.2 

swietokrzys-

kie 

13.2 20.7 26.3 24.7 8.1 9.3 28.7 27.3 23.7 18.0 

warminsko-

mazurskie 

11.0 16.3 23.1 23.1 8.8 11.3 27.8 25.4 29.3 23.9 

wielkopolskie 11.3 19.8 23.0 24.4 9.7 10.2 34.5 30.1 21.5 15.5 

zachodnio-

pomorskie 

12.9 19.8 22.8 22.6 10.5 11.4 28.1 26.9 25.7 19.3 

Source: Local Data Bank database, Central Statistical Office, Warsaw 

The mismatch between the qualifications and the vocational background of the 

labour force and the employers‘ needs resulted in an unemployment rate of ca. 7% 
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(in the structural unemployment) even in the times of substantially improved eco-

nomic situation. Currently, when the effects of the global crisis are still felt, the 

unemployment rate started to increase slowly in 2009 and reached 10.1% in 2012. 

We should stress, however, that compared to the beginning of the 21
st
 century, the 

situation on the labour market considerably improved; since 2009 Poland has rec-

orded an unemployment rate below the EU28 average. At the same time, the un-

employment levels differ across regions: the lowest unemployment rates in 2012 

were reported in the mazowieckie (8%), wielkopolskie (8.5%), and lubuskie (9%) 

regions, while the highest is in podkarpackie (13.2%), swietokrzyskie (13.1%), 

and kujawsko-pomorskie (11.9%) (see Table 3.9.). 

Table 3.9. LFS unemployment rates in 2004-2012 (in %) 

Region/Year 2004 2005 2006 2007 2008 2009 2010 2011 2012 2012-

2004* 

European Union 

(28) 

9.3 9.0 8.2 7.2 7.0 9.0 9.6 9.7 10.5 1.2 

Poland 19.1 17.7 13.9 9.6 7.1 8.2 9.6 9.6 10.1 -9.0 

dolnoslaskie 26.7 22.8 17.3 12.7 9.1 10.1 11.3 10.6 11.1 -15.6 

kujawsko-

pomorskie 

22.0 19.8 16.2 11.3 9.1 10.4 10.6 11.1 11.9 -10.1 

lódzkie 18.8 17.4 13.4 9.3 6.7 7.6 9.3 9.3 11.1 -7.7 

lubelskie 16.1 14.3 12.8 9.5 8.8 9.7 9.9 10.3 10.5 -5.6 

lubuskie 24.9 19.1 14.0 9.8 6.5 9.6 10.5 9.4 9.0 -15.9 

malopolskie 16.8 15.3 12.6 8.5 6.2 7.9 9.1 9.4 10.4 -6.4 

mazowieckie 16.0 14.8 12.3 9.1 6.0 6.0 7.4 7.9 8.0 -8.0 

opolskie 19.3 16.9 13.5 9.4 6.5 9.9 9.6 9.4 9.5 -9.8 

podkarpackie 15.1 16.7 13.7 9.6 8.2 10.1 11.7 12.6 13.2 -1.9 

podlaskie 14.8 14.4 11.3 8.9 6.4 7.1 10.2 9.3 9.2 -5.6 

pomorskie 19.8 18.9 13.8 9.5 5.5 6.4 9.3 8.5 9.5 -10.3 

slaskie 18.5 19.0 14.2 8.1 6.6 6.7 9.1 9.2 9.4 -9.1 

swietokrzyskie 20.4 19.0 15.5 12.1 8.8 10.8 12.0 13.0 13.1 -7.3 

warminsko-

mazurskie 

23.8 20.4 16.0 10.5 7.4 8.5 9.6 9.6 11.0 -12.8 

wielkopolskie 17.2 17.2 12.7 8.3 6.1 7.5 8.8 8.7 8.5 -8.7 

zachodniopomor-

skie 

23.8 22.7 17.2 11.5 9.5 10.4 12.3 11.8 10.9 -12.9 

Source: Eurostat database * in percentage points 

In the period 2004-2012 improvements on the labour market (measured with the 

reduction of the unemployment rate) were largest in regions where the situation 
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was and remained not too good: warminsko-mazurskie (reduction by 12.8pp) and 

zachodniopomorskie (12.9pp), but also in regions where improvements were sig-

nificant: lubuskie (15.9 pp) and dolnoslaskie (15.6 pp) (see Table 3.9.). 

The group of regions with an unemployment rate above the average in the same 

period of time includes: zachodniopomorskie, warminsko-mazurskie, dolnoslas-

kie, kujawsko-pomorskie, and swietokrzyskie. The region of Lodz is an interest-

ing case: the unemployment rate in the period 2004-2011 remained slightly lower 

than the average for Poland, only exceeding the average by 1 pp in 2012. 

It is typical for the Polish labour market (and also for the markets in other coun-

tries) that regional capitals and bigger towns are the centres of the regional/local 

labour markets, which drain human resources (in particular highly educated per-

sons, with big development potential) from weaker, especially peripheral, local 

labour markets. At the same time, we observe people moving out from the city 

centres to the suburbs. For the majority of regions the negative migration balance 

is accompanied by a positive balance for their neighbouring sub-regions/counties; 

streams of settlement-driven migrations cumulate around bigger centres in regions. 

When we compare the unemployment rate in regional capitals with the average 

for given regions
511

, we can conclude that in all regions in the period 2004-2012 

the rate was lower in the capital of the region than in the region itself. The small-

est divergence was recorded in the lodzkie and podlaskie regions (1.9 pp and 1.5 

pp respectively), while the biggest was recorded in the warminsko-mazurskie 

(12.9pp in 2012, meaning that Olsztyn is an island of low unemployment in the 

region). The lowest unemployment rate in 2012 was recorded in Poznan (4.2%) 

and Warsaw (4.4%), while the highest in Bialystok (13.1%), Lodz (12.1%), and 

Szczecin (11.1%) (see Table 3.10.). 

                                                 
511

 This is practically the only synthetic measure, reflecting the condition of the labour market, 

available in the Polish public statistics at the level of counties (poviats). We should also stress, 

that data concerning the unemployed in counties are collected by County Labour Offices and 

used for calculating the rate of registered unemployment. Data quoted above, concerning re-

gional level come from the Labour Force Survey. Due to differences in how the status of an un-

employed is defined by a Labour Office and in the LFS, unemployment rates vary (in years 

2004-2012 the rate of registered unemployment in regions was higher than the LFS unemploy-

ment rate). 
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Table 3.10. Unemployment rate in the capitals of regions  

in the period 2004-2012 (in %) 

Region Capital city 2004 2005 2006 2007 2008 2009 2010 2011 2012 

lodzkie Lodz 18.4 16.4 11.7 8.5 6.8 9.6 10.0 11.0 12.1 

mazowieckie Warsaw  6.2 5.6 4.6 2.9 1.9 2.8 3.5 3.7 4.4 

malopolskie Krakow 7.5 7.0 5.5 3.8 2.8 4.1 4.7 4.8 5.9 

slaskie Katowice 7.7 7.1 5.4 3.3 1.9 3.3 3.8 4.2 5.2 

lubelskie Lublin 12.4 12.3 10.7 8.2 7.4 9.0 9.6 9.4 10.0 

podkarpackie Rzeszow 9.4 9.2 8.1 7.3 5.9 7.2 7.6 7.6 8.2 

podlaskie Bialystok 13.3 13.2 10.7 7.9 7.8 11.7 12.3 12.4 13.1 

swietokrzyskie Kielce 15.7 14.4 12.1 10.0 9.6 10.6 10.6 9.9 10.7 

lubuskie Gorzow 

Wielkopolski 

17.9 14.9 8.9 6.1 4.2 7.7 8.1 9.4 9.3 

wielkopolskie Poznan 6.7 6.2 5.0 2.9 1.8 3.2 3.6 3.6 4.2 

zachodnio-

pomorskie 

Szczecin 15.3 14.1 11.8 6.5 4.3 8.5 9.7 9.9 11.1 

dolnoslaskie Wroclaw 12.3 10.9 8.0 4.5 3.3 5.1 5.5 5.0 5.8 

opolskie Opole 9.9 9.1 8.5 5.3 4.4 5.9 6.4 6.2 7.1 

kujawsko-

pomorskie 

Bydgoszcz 11.4 10.8 8.4 6.2 4.9 7.6 8.0 7.9 8.5 

 Torun* 13.2 12.0 9.8 6.3 6.1 8.5 8.2 8.1 9.5 

pomorskie Gdansk, 

Gdynia, 

Sopot** 

10.7 9.0 6.0 3.2 2.4 4.9 5.4 5.4 6.3 

warminsko-

mazurskie 

Olsztyn 10.8 9.2 6.8 4.4 4.3 7.3 6.9 7.2 8.3 

* In the kujawsko-pomorskie region there are two regional capitals: Bydgoszcz where the Gover-

nor of the region is based and Torun where is the Marshal Office of the region 

** Gdansk is the capital of the pomorskie region, but because of the specificity of the Tricity ag-

glomeration including Gdansk, Gdynia, and Sopot, our analysis covers all the three cities (the 

unemployment rate is the average for the three cities). 

Source: Local Data Bank database, Central Statistical Office, Warsaw 

Different situation and potential of regional and local labour markets in Poland 

importantly impact the emerging and functioning of the local production systems. 

The analysis demonstrates that the mazowieckie region performs the best in Po-

land, reaching the best results in almost all indicators.  
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Figure 3.2. Main labour market indicators by regions in 2012 

 

AR – Activity Rate 

ER – Employment Rate 

U – Unemployment Rate 

%S – % employed in services 

%T – % population with completed tertiary education 

LLL – % people aged 20-64 participating in lifelong learning 

Source: Eurostat database and Local Data Bank database, Central Statistical Office, Warsaw 

 

The potential of that region is clearly connected with the position of Warsaw, 

which has the status of a metropolis and is the best networked city in Poland. 

Compared to the other regions, the wielkopolskie region also demonstated a big 

potential.  

The regions with the biggest difficulties are the warminsko-mazurskie and the 

zachodniopomorskie ones. Difficulties are faced also by the podkarpackie and 

lubuskie regions. The development of vigorous local production systems in these 

regions may prove to be a catalyst for the economy, taking into account the poten-

tial of these regions compared to the country average. For regions with high poten-

tial, LPS may help them to reinforce their leading positions in the Polish economy. 
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3.9. Policies for supporting and financing clusters as economic and institu-

tional conditions for the functioning of LPS in Poland  

The increasing interest and attempts to shape a cluster policy result from the in-

creasing popularity and importance of the concept of a cluster as a source of com-

petitive advantages for individual operators, regions and nations. Clusters, as real 

drivers of growth, have become the point of interest of the public authorities at 

various levels and their support is a fundamental element of the contemporary 

regional development policy.  

Supporting clusters is a multifaceted policy, which may be delivered at various 

levels: local, regional, national, and even international. The policy consists of a 

combination of deliberate actions designed to create new or stimulate the devel-

opment of already existing clusters. The actions may refer to various aspects. 

They may: focus on the development of human resources‘ skills and competences; 

initiate industry-university collabouration, increase R&D and innovation funding, 

improve the business institutions. Since the clusters are a broad category, differen-

tiated with respect to their structure, industry and development stage, it is hard to 

speak of a single policy model in supporting them. In practice we need some op-

timum models and tools suitable to the specific conditions. 

3.9.1. Instruments of cluster policy in Poland 

Supporting clusters is one of the policy strands of the economic development pol-

icy in the European Union. At Community level, but also at national one (in Po-

land as well) the cluster policy is developed in line with the so called bottom-up 

approach, meaning that the most active entities engaged in the development of a 

cluster should be local companies with the State assisting them only by, e.g., 

providing appropriate institutional infrastructure or organising selective support 

programmes. Studies show that public programmes, which support the develop-

ment of the clusters in most cases, assume one of the following objectives
512

: 

− enhanced cooperation among economic operators and developing colla-

bouration networks with the business environment and the R&D sector; 

− developing of an institutional environment that provides services adjust-

ed to the needs and challenges faced by the enterprises. 

The programmes may impact the development of the clusters directly or indirectly 

by creating a ―friendly‖ environment for more innovation in the enterprises and 

for their cooperation.  

                                                 
512

 Regional Clusters in Europe, Observatory of European SMEs 2002/no.3, European Communi-

ties, 2002. 



310 

In the overview of the cluster policy instruments in Poland we should point to 

their specificity, which is important for further analysis. The policy combines el-

ements of various sectoral policies: regional, innovation, education, industrial, 

science and technology or SME policy. At national level the cluster policy in Po-

land is not identified as an independent policy.
513

 The analysis focuses on the 

catalogue of the major and most frequently highlighted instruments of its delivery.  

The need to support the clusters and to develop them is reflected in the strategic 

document drafted by the Ministry of Economy and adopted by the Council of 

Ministers on 4 September 2006: Directions for increasing innovativeness of 

Polish economy for the period 2007-2013. The document in its strategic axis In-

frastructure for innovation highlights the importance of the support for joint en-

trepreneurs network operations aimed at the delivery of innovative undertakings, 

also by stimulating the development of clusters.
514

 The Ministry of Economy will 

also support the clusters through its Innovation and Economic Efficiency Strategy, 

and trough the Enterprise Development Programme until 2020, (this is the execu-

tive instrument of the strategy). Priority 2 of this document, Cooperation for inno-

vation (concerning the goal – Stimulating innovation by enhanced efficiency of 

knowledge and labour) is supposed to be delivered by fostering and developing 

clusters.
515

 

At national level the Operational Programme Innovative Economy, 2007-2013 

(Polish abbr. PO IG) is an important instrument for clusters‘ support. It is directed 

at enhancing innovation in the economy based on the EU resources from the 

Structural Funds and from the Cohesion Fund. The Programme offers direct sup-

port to companies, R&D units and business environment organisations and pro-

vides systemic support, thus ensuring the development of the institutional envi-

ronment of the innovative businesses. Under PO IG clusters may receive support 

from Measure 5.1 ―Support for cooperative connections of supra-regional im-

portance‖ or Measure 5.2 ―Support for pro-innovative business support networks 

of supra-regional importance‖. The first is the most important as it is designed to 

foster the competitiveness of the economic operators by supporting cooperative 

relations between enterprises and between enterprises and R&D units, which con-

tribute to the transfer and diffusion of knowledge and innovation between cooper-

                                                 
513

 On top of that, in government documents the notion of a cluster is treated instrumentally, as one 

of the tools of achieving assumed goals of innovation policy (as an element of infrastructure for 

innovation). 
514

 Directions for increasing innovativeness of Polish economy for the period 2007-2013, Ministry 

of Economy, Warsaw 2006, p. 79. 
515

 Programme rozwoju przedsiębiorstw do 2020 roku, Projekt, Ministerstwo Gospodarki, 

Warszawa 2013, s. 67. 
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ating entities.
516

 Measure 5.2 supports science and technology parks, technology 

incubators, technology transfer centres, etc. 

Inaddition, the Operational Programme Human Capital, 2007-2013 (Polish abbr. 

PO KL), and in particular its Measure 2.1 ―Development of human resources for a 

modern economy‖, is mentioned as another instrument of cluster policy, which 

offers support from the EU resources. In this case indirect support to clusters con-

sists of improving the competitiveness of the enterprises through increased in-

vestment in human capital, improved quality and availability of training and advi-

sory services, which assist the development of the entrepreneurship.
517

  

Clusters‘ development is additionally supported from the Operational Programme 

Development of Eastern Poland.
518

 It may be delivered through Measure 1.4 

―Promotion and cooperation‖, under the component ―Cooperation‖. The Measure 

supports projects that develop cooperation networks and also those connected 

with the identification and development of clusters.  

Applications for all the above Measures are to be filed with the Polish Agency for 

Enterprise Development and under the PO IG assistance is granted to supra-

regional clusters, meaning that co-financing is available only to projects imple-

mented by final beneficiaries operating in two or more regions (voivodeships). 

Potentially support may be received only by strong and extensive clusters. Re-

gional clusters, located in one region, may apply for support from the Regional 

Operational Programmes (ROP). The ROP for 2007-2013 are mentioned as the 

primary instrument of the cluster development policy at regional level. The analy-

sis of the documents in individual voivodeships shows that projects initiating co-

operative relations and investment projects providing necessary technical back-

ground for such relations stand the biggest chances of receiving support. The re-

gions have different approaches to the cluster policy. Some of them open up direct 

support possibilities dedicating special measures to them. Some combine the clus-

ter support with the development of entrepreneurship or business support institu-

tions or with the development of  relations between businesses and the R&D sec-

tor. There are others, which do not have any specific measures but the priority of 

the objective is high, as they make it an important criterion for project selection. 

In some regions, regional operational programmes (similarly to the regional de-

                                                 
516

 Because of the EU competition policy, the following industries are excluded from the support: 

agriculture, hunting and forestry, fishing and aquaculture, manufacturing and marketing of 

products imitating or replacing milk and dairy products, synthetic fibres, coal mining, steel-

works and shipbuilding. 
517

 Kierunki i polityka rozwoju klastrów w Polsce. Draft, Ministry of Economy, Warsaw 2009, pp. 

21-22. 
518

 The Programme covers five regions: warmińsko-mazurskie, podlaskie, lubelskie, 

świętokrzyskie and podkarpackie. 
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velopment strategies and regional innovation strategies also treated as cluster sup-

port instruments at regional level) identify some priority industries or clusters, and 

support them through the allocation of structural funds. Finally, some regional 

authorities completely ignore the possibility to use the instrument in developing 

clusters and do not include them into their ROP. Only one region (zachodniopo-

morskie/Western Pomerania) does not identify any support to clusters or cluster 

initiatives.
519

 In accordance with the analysis outlined in the Directions and as-

sumptions of cluster policy in Poland until 2020 four regions have separate 

measures in their ROP to support clusters (świętokrzyskie, wielkopolskie, ma-

zowieckie and warmińsko-mazurskie). The remaining ones (with the exception of 

the zachodniopomorskie) act to support these initiatives (podkarpackie, podlaskie, 

lubelskie, małopolskie, łódzkie, dolnośląskie, śląskie, opolskie, lubuskie, kujaws-

ko-pomorskie, pomorskie).
520

 

There are instruments, which do not make direct references to the clusters but 

provide support to the establishment of local partnerships
521

 and cooperation net-

works between business and R&D units
522

 or to the implementation of joint R&D 

projects of companies and research units.
523

 These instruments, however important 

for the cluster support, can hardly be directly included in the cluster policy.
524

 

When it comes to the creating of the cluster policy, special economic zones may 

become an important tool
525

 as areas contributing to the development of interac-

tions and cooperation between the economic operators. Hence the question con-

cerning the development of special economic zones within the clusters seems jus-

tified. Pursuant to the document of the Ministry of Economy of 2009 The Concept 

of the development of Special Economic Zones, clusters are included in the special 

economic zones‘ policy in Poland. The investments eligible for support under the 

special economic zones include investments in cluster development. In some cas-

                                                 
519

 M. Dzierżanowski (ed.), Kierunki i założenia polityki klastrowej w Polsce do 2020 roku. Rek-

omendacje Grupy roboczej ds. polityki klastrowej, Polish Agency for Enterprise Development, 

Warsaw 2010, p. 48. 
520

 Ibidem, p. 49. 
521

 Under Measure 8.1.2. PO KL ―Support to adaptation and modernisation processes in the re-

gion‖. 
522

 Under Measure 8.2.1. PO KL ―Support to cooperation of scientific environemnt and enterpris-

es‖; sub-measure 8.2.2. PO KL ―Regional innovation strategies‖ 
523

 Measures 1.4-4.1 of PO IG ―Support for implementation of R&D results and target projects‖. 
524

 M. Dzierżanowski, Raport otwarcia nt. polskiej polityki klastrowej, ―Polskie klastry i polityka 

klastrowa‖, PARP, Warsaw, p. 18. 
525

 Special economic zones are established based on the Act of 20 October 1994 on special eco-

nomic zones are separate administrative, uninhabited territories of the Republic of Poland 

where economic activities may be pursued on more favourable terms (laid down in law). [Act 

of 20 October 1994 on special economic zones, Dz.U. 1994 No. 123 item 600] 
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es, support to clusters is the only criterion for giving permits to operate in such 

zones.
526

 In addition, in order to work out a complex support mechanism for the 

development of the special economic zones as clusters, the Ministry of Economy 

delivers a pilot programme aimed at the establishment and development of for-

malised cluster initiatives in given zones, characterised by a high level of regional 

specialisation in selected industries.
527

 

Moreover, the cluster development strategy may be considered a specific instru-

ment of the cluster policy. The tool is popular among clusters as it allows them to 

fully exploit individual abilities to achieve assumed goals. The Strategies deline-

ate common operational directions and enable more effective target-oriented co-

operation. In accordance with the report Innovation and enterprise centres in Po-

land of 2010, 43% of the existing clusters declared medium-term development 

strategies listing the following among their major strategic goals: delivery of joint 

innovation and investment projects, knowledge and technology transfer, attracting 

new members, fostering cooperative relations, promoting the brand, developing 

international cooperation, and cluster internationalisation.
528

 

3.9.2. Cluster financing in Poland 

Clusters may be financed from private (usually coming from cluster members) 

and public resources available under various assistance programmes at regional, 

national and international levels as target subsidies (for concrete actions) from 

regional and national institutions (e.g., local self-governance, business support 

institutions, regional development agencies)
529

. It is hard to point to one universal 

model of cluster financing, however, as Polish experiences show, public resources 

prevail. The policy of the West European countries shows that the situation is un-

favourable as, in the long-term perspective, too much subsidies for such initiatives 

may gradually reduce the efficiency of the cluster management. However, inter-

estingly enough, according to the studies quoted in the publication Cluster initia-

tives: effective actions and strategic development  Poland has got the lowest ratio 

of public financing of cluster initiatives among all studied countries from Central 

Europe and Scandinavia. The above may be due to the fact that some of the Polish 

                                                 
526

 The concept of the development of Special Economic Zones, Ministry of Economy, Warsaw 

2009, pp. 13-16. 
527

 M. Dzierżanowski, Raport otwarcia nt. polskiej polityki (…), op.cit., p. 32.  
528

 A. Nowakowska, Z. Przygodzki, Klastry, [in] Ośrodki innowacji i przedsiębiorczości w Polsce. 

Raport 2010, K.B. Matusiak (ed.), Polish Agency for Enterprise Development[PARP], Warsaw 

2010, p. 173.  
529

 M. Koszarek (ed.), Inicjatywy klastrowe: skuteczne działanie i strategiczny rozwój, PARP, 

Warsaw 2011, p. 116. 
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cluster arrangements are not eligible for subsidies, because their management is 

not institutionalised.
530

  

Similarly to the support instruments, sources of clusters‘ funding depend, e.g., on 

the industry profile or the development stage. The use of public resources is the 

most justified and prevails in the early development stages of the cluster initia-

tives related to the cooperation among the entities. Financial public support may 

consist of grants to projects or institutional funding, e.g., by delegating adminis-

trative staff of the agency of regional development to work in the cluster office or 

by making office space available.  

Among the types of public funding to clusters, the most important are the re-

sources from the Structural Funds available under the operational programmes, 

which support different cluster initiatives. Depending on the type of the pro-

gramme, under which financial assistance is granted, it may take the form of fi-

nancial coordination and network building (i.e., the cost of the office, communica-

tion platform, generating increation and analyses, cost of the coordinating staff) or 

financing for individual actions undertaken under the cluster initiatives, such as 

specialist training or advisory services, analytical works commissioned to external 

entities, investment in labouratories and R&D works.
531

 In accordance with the 

above, the most important programme at national level, dedicated to the cluster 

development support is the Operational Programme Innovative Economy 2007-

2013, Measure 5.1. Its allocation accounts for EUR 104.3 m
532

 Under the Opera-

tional Programme Development of Eastern Poland for the period 2007-2013, for 

projects in the sub-measure ―establishing and developing clusters‖ in Measure 1.4 

―Promotion and cooperation‖ of the ―Cooperation‖ component the allocation is 

EUR 14.04 m euro.
533

 Operational Programme Human Capital 2007-2013 also 

offers support to clusters through Measure 2.1 ―Development of human resources 

for modern economy‖, thus making available EUR 527 mio.
534

 Additionally, sig-

nificant funding for the clusters‘ development comes from 16 Regional Opera-

                                                 
530

 T. Lämmer-Gamp, G. Meier zu Köcker, T. Christensen, Clusters Are Individuals Creating Eco-

nomic Growth through Cluster Policies for Cluster Management Excellence, Berlin 2011, 

Polish translation: Polish Agency for Enterprise Development, Klastry i ich indywidualizm, 

Warsaw 2011. 
531

 S. Szultka (ed.), Klastry w Polsce – raport z cyklu paneli dyskusyjnych, Polish Agency for 

Enterprise Development, Warsaw 2012, p. 74. 
532

 Szczegółowy Opis Priorytetów Programmeu Operacyjnego Innowacyjna Gospodarka, 2007-

2013 [Detailed description of priorities of Operational Programme Innovative Economy],  Min-

istry of Regional Development, Warsaw 2013, p. 108. 
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 Szczegółowy Opis Osi Priorytetowych Programmeu Operacyjnego Rozwój Polski Wschodniej 

2007-2013, Ministry of regional Development, Warsaw 2013, p. 38. 
534

 Szczegółowy Opis Priorytetów Programmeu Operacyjnego Kapitał Ludzki 2007-2013, 

Ministry of Regional Development, Warsaw 2013, p. 65. 
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tional Programmes. In this case, depending on the types of the actions to be sup-

ported, the amounts available vary from ca. EUR 1.5 m in Malopolska to more 

than EUR 115 m in podkarpackie.
535

 

Membership fees are the most popular private financing sources for clusters in 

Poland. Cluster members are regularly charged for various services (e.g., increa-

tion, promotion, etc.). Another potential commercial source may be the share in 

revenue from joint patents (e.g., in technology clusters), public contracts awarded 

in public procurement, resources saved as a result of jointly negotiated purchases 

of goods and services. External investors may also invest in the cluster develop-

ment (e.g., business angels, venture capital or sponsorship of big corporations), 

which, however, refers mostly to the funding of different business initiatives with 

the perspective of potentially high return on investment.
536

 

The international programmes for cluster financing may be also interesting for the 

Polish clusters. They support projects in various areas. Each project has its own 

specificity and priorities, but all of them contain elements of support for the coop-

eration between companies, with a view to improving innovation. These interna-

tional programmes, offering funding to Polish clusters and to individual entrepre-

neurs can be divided into
537

: 

 research programmes, which focus on R&D aspects and on the develop-

ment of new technological products as a result of collabouration. They are 

addressed to research units but also to entrepreneurs in all European re-

gions. An example may be the 7
th

 Framework Programme of Research and 

Technical Development, 2007-2013. Under this programme clusters are 

mainly interested in its measure connected with technological problem 

solving for small innovative groups of SMEs. On average a project lasts 1-

3 years and has a budget from EUR 0.5 m to EUR 4 m (depending on the 

project). 

 transborder programmes including operators based near the state borders 

of some states. An example is the Southbaltic Programme. The Baltic 

Eco-energy Cluster benefited from such a programme. The financial sup-

port provided by these programmes varies from EUR ca. 0.5 m to EUR 1 m. 

 cross-border programmes for operators based in specific parts of Europe 

(independently of the location of the region in relation to the border), e.g. 

the Baltic Sea Region Programme. Usually the projects are big, include 

                                                 
535

 See the detailed description of Priority Axes of Regional Operational Programmes in regions. 
536

 S. Szultka (ed.), Klastry w Polsce – raport z cyklu (…), op. cit.,  pp. 76-77. 
537

 For more see: M. Koszarek (ed.), Inicjatywy klastrowe: skuteczne działanie (...), op. cit., pp. 

125-128. 
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several partners from several countries and their average value is from 

EUR 2 m to EUR 5 m. Clusters may get funding for innovation-related ac-

tivities and for promoting the attractiveness of their regions. Another ex-

ample is the Central Europe Programme. Here a project may have the 

value of EUR 1 m to EUR 5 m. Eligible actions include the development 

of a joint international strategy and operational plan for a given technolo-

gy, or establishment of cooperation mechanisms among partners. 

 interregional programmes for entities in various regions across Europe, 

e.g.,  the Interreg IVC Programme. 

3.9.3. Concluding remarks 

Working out a coherent and comprehensive cluster support policy is a big chal-

lenge, as the instruments addressed to the clusters are usually horizontal and be-

long to different areas of the economic policy. The task becomes even more diffi-

cult, taking into account that a cluster policy copied from another country may 

turn out to be dangerous and ineffective without taking into account local social 

and economic specificities and legal framework. 

The existance of a comprehensive cluster policy could foster the competitiveness 

of the Polish economy. The need is observed by many experts in different fields. 

Thus, more and more publications emerge with recommendations for local author-

ities and central administration bodies on how to shape and implement the policy 

in question.
538

 In both cases the main goal should be to consolidate, coordinate 

and directly support the initiatives of crucial importance. When it comes to fund-

ing, it is recommended to limit public funding to clusters in favour of funding 

projects submitted by clusters (the so called shift from funding clusters to funding 

concrete initiatives).
539

 One possible problem in Poland may consist in the fact 

                                                 
538
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that cluster support policy, also in terms of their funding, is strongly dependent on 

the availability of EU funds. A change in the funding model for cluster initiatives 

remains an important challenge for the Polish economic policy in the near future. 

The above issues have not exhausted the catalogue of proposed postulates related 

to the clusters. There are many issues that need to be clarified, thus becoming in-

teresting areas for further research and analyses. 

3.10. The case of energy clusters: functioning of Polish LPS in an environ-

mental context 

Modern forms and methods of cooperation within network arrangements such as 

clusters offer new opportunities for the delivery of environmental objectives and 

solving environmental problems. Impulses to start cooperation within environ-

mental clusters, besides the economic goals (i.e., the wish to improve international 

competitiveness and reduce transaction costs
540

), clearly point to environmental 

and social objectives. 

The partnership of various groups of stakeholders acting for the improvement of 

the quality of the environment by developing product, technological and organisa-

tional innovations, their dissemination, approval and implementation is especially 

important and serves the creation and execution of environmental policy at na-

tional, regional and local levels. Eco-innovation
541

 often becomes a platform for 

cooperation between environmental clusters as they include ―technologies, prod-

ucts and services that mitigate the threat to natural environment, which prevent or 

limit adverse environmental effects and help to effectively use environmental re-

sources‖
542

.  

This Chapter focuses on the environmental clusters, which include entities repre-

senting the operators from the ―green industry
543

 – green products and technolo-

gies, including green energy
544

‖. Special attention is paid to local production sys-
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541

 We must note that eco-innovation may also be found in clusters not necessarily oriented at 

environmental issues, e.g., textile or aviation clusters. 
542

 Eco innovation and national cluster policies in Europe. A Qualitative Review. Available at: 

http://www.clustercollabouration.eu/documents/10147/23229/ECOII,+D094,+EcoInnovation+S

ummary+Report +Policies,+25Jul2011.pdf. Accessed 28.08.2013. 
543

 Eco - Innovation Observatory 2011, www.eco-innovation.eu, Accessed 18.08.2013. 
544

 Eco-innovation in  green industry refers to: renewable energy sources, water and waste manage-

ment, recycling, soil recovery, services in environmental protection and monitoring, European In-

vestment Fund 2010 [cited from:] Eco-innovation and national cluster policies in Europe. A Quali-

tative Review. Available at: http://www.clustercollabouration.eu/documents/10147/23229/ECO-II, 

+D09-4,+Eco-Innovation+Summary+Report+-+Policies,+25Jul2011.pdf. Accessed on 28.08.2013. 

http://www.clustercollaboration.eu/documents/10147/23229/ECOII,+D094,+EcoInnovation+Summary+Report%20+Policies,+25Jul2011.pdf
http://www.clustercollaboration.eu/documents/10147/23229/ECOII,+D094,+EcoInnovation+Summary+Report%20+Policies,+25Jul2011.pdf
http://www.eco-innovation.eu/
http://www.clustercollaboration.eu/documents/10147/%2023229/ECO-II,+D09-4,+Eco-Innovation+Summary+Report+-+Policies,+25Jul2011.pdf
http://www.clustercollaboration.eu/documents/10147/%2023229/ECO-II,+D09-4,+Eco-Innovation+Summary+Report+-+Policies,+25Jul2011.pdf


318 

tems (clusters) in the eco-energy industry, which the European Union is consid-

ered highly innovative. We outline the conditions for the establshment of such 

LPS and present an overview of different domestic studies in the area, together 

with selected examples of energy clusters.  

In our work we used our own studies and materials from the studies conducted by 

the Polish Agency for Enterprise Development (Polish abbr. PARP)
 545

 and the 

Polish Business and Innovation Centres Association (Polish abbr. SOOIPP) avail-

able in the public domain.  

3.10.1. Origins and conditions for the development of LPS  

in the energy sector in Poland 

The dynamic development of the energy industry clusters in Poland progresses 

under circumstances created by the combination of numerous political, environ-

mental, economic and social factors. External and internal conditions are im-

portant for their creation and further operations. Tradition, easy use and access to 

fossil fuels, used as a primary source of energy, produce disproportions between 

the share of energy from renewable sources in Poland and in other EU countries 

thus creating a gap, which, pursuant to the EU directives, should be gradually 

eliminated. Legal and organisational frameworks are of key importance as they 

are related to international decisions concerning climate protection and the devel-

opment of renewable energy industry incl. EU adopted standards. Natural condi-

tions in Poland are favourable for the development of energy generation from re-

newable sources. The economic conditions, combined with the demand of prod-

ucts and technologies of renewable energy industry and the potential of Polish 

businesses in this industry (which have developed the market of ―green technolo-

gies‖), also provide favourable grounds. Among the social conditions we should 

mention: increased environmental awareness; raising interest of individuals, pub-

lic entities and companies in modern energy technologies. Intensified promotion 

and support for the production of energy from renewable sources significantly 

influenced the cooperation of the interested entities, such as: companies of the 

renewable energy industry sector, R&D units, public institutions, mainly local 

governments. 

The origins of the energy clusters in Poland should be attributed to different syn-

ergy processes. The most important of them include:  

1. Little use of renewable energy sources in Poland and insufficient dynam-

ics of the changes in the context of the EU energy policy (Table 3.11.). 

Poland faces the challenge of making up for the lagging behind in the use 
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of renewable energy sources and complying with the EU requirements 

concerning the  diversification of the energy sources. The strategic goal 

of the Polish policy consists in increasing the use of renewable energy 

sources to arrive at its share of 15% in the final gross consumption of en-

ergy in 2020 The share of electricity generated from renewable energy 

sources in sold energy should achieve 12.9% in 2017
546

. 

Table 3.11. Energy from renewable sources in EU–27 and in Poland 

 2004 2005 2006 2007 2008 2009 2010 

Share of energy from renewable 

sources in primary energy  

EU total [%] 

total in Poland [%] 

 

 

12.0 

5.5 

 

 

12.9 

5.8 

 

 

14.1 

6.1 

 

 

15.6 

6.7 

 

 

16.7 

7.6 

 

 

18.3 

9.0 

 

 

20.1 

10.2 

Share of electric energy from re-

newable energy sources in gross 

consumption of electric energy  

in EU [%] 

in Poland [%] 

 

 

13.7 

2.1 

 

 

13.6 

2.6 

 

 

14.2 

2.8 

 

 

15.1 

3.5 

 

 

16.4 

4.3 

 

 

18.3 

5.8 

 

 

19.9 

7.0 

Source: own calculations based on Energia ze źródeł odnawialnych w 2011 roku [Energy from 

renewable sources in 2011], Central Statistical Office, Warsaw 2012, www.stat.gov.pl 

2. Reconciling the energy security of Poland with the environmental 

measures resulting from the Europe 2020 Strategy. In this context, the 

key problems and threats to the energy policy in Poland are: 

―…..unsustainable energy balance until 2016, expected increase in prices 

caused by the need to buy emission rights and to make investments, im-

plementation of measures meeting strict climate and environmental re-

quirements, aging infrastructure and low energy efficiency‖
 547

.  

3. The need to improve the energy efficiency, in particular the use of smart 

grids and developing distributed energy generation, also by promoting 

the so called ―prosumer energy‖. The successful delivery of energy-

related and environmental goals are related to the efficient operations of 

                                                 
546

 „Strategia rozwoju energetyki odnawialnej‖ (2001 r.), „Polityka energetyczna Polski do roku 

2030‖ (2009), „Programme dla elektroenergetyki‖ (2006) (in Polish) 
547
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many entities at national, regional and local levels and to their effective col-

labouration
548

.  

4. Inclusion by the European Commission of the renewable energy sources 

into the so called ―lead markets‖, markets of future products and services, 

on which clusters and cluster initiatives may develop. The renewable en-

ergy sources industry is the fastest developing one in the global energy 

production and is becoming an important element of the equipment and 

supplies manufacturing of the green technologies
549

. 

In Poland green industry entities are developing dynamically. For example, 

in 2012 there were ca. 70 - 80 businesses offering more than 500 types of 

solar collectors. The market of solar collectors recorded a turnover ex-

ceeding PLN 670 m, and, importantly, domestic companies enjoy the 

biggest share in this market (33%)
550

.  

5. Financial support to clusters. In the years 2007–2008 clusters could re-

ceive financing from participation in a pilot programme delivered by 

PARP ―Support to clusters‖ or by applying for funds under the Integrated 

Regional Development Operational Programme, Measure 2.6. Regional 

Innovative Strategies and Knowledge Transfer. The new programmem-

ing period 2007-2013 ensured the availability of structural funds under 

the Operational Programme Innovative Economy, Measure 5.1 Support 

for the development of supra-regional cooperative relations. 

6. Enhanced public awareness when it comes to the use of the natural po-

tential for energy generation (wind, sun) and financial support that mobi-

lises the implementation of individual investment projects in renewable 

energy, especially solar energy (currently among the renewable energy 

sources technologies in Poland the solar energy ranks second, after the 

wind energy,
551

).  

3.10.2. Overview of Polish studies on energy clusters 

Recently in Poland we witnessed the dynamic development of clusters and of 

studies devoted to them. So far, the studies on clusters were carried out mainly in 
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the context of the regional policy or of the innovation policy and the environmen-

tal issues were on their margins.  

Studies of 2010, carried out within the project ―Cluster benchmarking in Po-

land‖
552

 analysed in detail 47 clusters, including: 4 clusters which declared the 

eco-energy industry as their core industry, 2 clusters dealing with energy-saving 

constructions or environmental protection and 2 clusters dealing with energy gen-

eration. Thus, more than 1/5 of clusters included in the study directly focused on a 

broadly understood environmental protection. The most important strategic goals 

of these clusters include:  

 developing technologies using renewable energy sources; 

 enhanced cooperation (internal and external) in environmental protection; 

 promoting environmental behaviour
553

. 

The clearly formulated goals exposed the ―environmental‖ aspect of the strategic ac-

tivities and put emphasis on the areas of cooperation. The main idea, is acting for the 

protection of the environment in economic, social and environmental aspects
554

. 

Studies conducted in 2011 helped to identify 150 cluster-like initiatives in Poland; 

48.6% of them were clusters and the rest - cluster initiatives. Almost 15% of sur-

veyed local production systems declared energy generation (or another related 

industry) as the leading industry for cooperation. 12  out of this group declared the 

renewable energy sources as their business area; among them 1/3 also listed ener-

gy generation and energy-saving technologies as auxiliary business areas. In the 

remaining ten clusters, specialisation was identified in many ways: from eco-

energy generation through energy-saving methods in construction up to the im-

plementation of new energy technologies. One cluster used the term ―environmen-

tal protection‖
555

. 
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Energy-related local production systems are a new phenomenon in the Polish so-

cial and economic space. They started to emerge in 2003. The majority of such 

arrangements became effective in the period 2006–2009, when 18 out of the 22 

studied energy clusters were set up. In recent years many of the initiatives suffer 

from stagnation. This is a consequence of the project nature of clusters, which 

reduce or stop their activities when the project funding is over. Thus, ―weakness 

and immaturity of established cooperation networks, combined with the weakness 

of the instruments that encourage the activities, block their further development. 

Without mobilising activities under the regional policy and the national innova-

tion and industry policy, further development of clusters in Poland will be consid-

erably hampered‖
556

. 

Further studies conducted in 2012 identified 44 environmental clusters, whose 

operations were linked with a broadly understood environmental protection. Most 

of them operated in the field of the renewable energy sources or in similar indus-

tries. In some cases, clusters list renewable energy sources together with other 

activities, e.g., Water Cluster of Southern Poland (water treatment system, renew-

able energy sources, water energy). Construction, energy-saving technologies and 

passive construction, cover another areas of clusters‘ activities
557

.  

In the last three years (2011-2013) we can observe diversification of the activities 

of the clusters, although clusters that specialise in renewable energy sources are 

still dominate. New areas are waste management (e.g., Eastern Waste Cluster, 

Waste Management and Recycling Cluster) and protection of nature (Animal Protec-

tion and Monitoring Cluster). For legal reasons. (changes in waste collecting, dis-

posing and recycling regulations) and as a result of the development of the waste 

management market, waste management is the most often declared an activity of 

the ―new‖ environmental clusters. 

3.10.3. LPS in the energy sector in Poland – case studies 

In order to identify the objectives and specify the operational areas of Polish ener-

gy clusters, we analysed three energy clusters: ―Bioenergy for the Region‖, ―Baltic 

Energy Cluster‖, and ―Świętokrzysko-Podkarpacki Energy Cluster‖. All of them, 

similarly to the majority of Polish LPS, were established under EU funded projects. 

                                                 
556
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In-cluster cooperation takes various organisational and legal forms, such as an agree-

ment or a consortium. It is coordinated by typical R&D units or business environment 

institutions. In the Świętokrzysko-Podkarpacki Energy Cluster, the role of coordina-

tor is fulfiled by the Świętokrzyskie Centre for Innovation and Technology Transfer, 

Co. Ltd., whose shareholders are public entities, i.e., the local government of the voi-

vodeship and the Technical University. The Research and Innovation Centre Pro-

Akademia (a research NGO of academics and social and economic experts), is the 

coordinator in the Bioenergy for the Region Cluster (Table 3.12.). 

Table 3.12. Characteristics of the analysed energy clusters 

 Bioenergy  

for the  Region  

Baltic Eco-energy  

Cluster 

Świętokrzysko-

Podkarpacki Energy 

Cluster 

Established in 2007  2007 2009 

Organisational  

and legal form  

agreement consortium consortium 

 

Cluster’s  

coordinator 

 

Research and Innovation 

Centre Pro-Akademia in 

Lodz 

Robert Szewalski Institute 

of Fluid-Flow Machinery 

of the Polish Academy of 

Sciences in Gdansk 

Świętokrzyskie Centre 

of Innovation and 

Technology Transfer, 

Co. Ltd.,  

 

Industry 

 

energy and renewable 

energy sources 

generation of electric/ heat 

energy, manufacturing 

equipment for energy in-

dustry, new energy tech-

nologies 

 

energy  

 

 

 

Participating  

entities 

51 entities including 

33 enterprises, 8 R&D 

units,  4 business envi-

ronment institutions,  

6 local government units 

(4 communes, 

2 county starost units)  

122 entities including 84 

enterprises,11 R&D units,  

13 business environment 

units, 14 local government 

units (9 communes, 3 

county starost units, 2 

Marshal offices) 

34 entities including 

9 enterprises, 

3 R&D units, 5 busi-

ness environment insti-

tutions,  17 local gov-

ernment units (15 

communes, 1 county 

starost and  1 regional 

government) 

 

Location 

Lodz and Mazovian voi-

vodeships 

Pomerania and Warmia-

Mazurian voivodeships 

Świętokrzyskie and  Pod-

karpackie voivodeships 

 

Scope  

supra-regional and Euro-

pean 

supra-regional  

 

supra-regional 

 

Source: based on own studies and websites of analysed entities: www.bioenergiadlaregionu.eu; 

www.bkee.pl; http://klasteroze.it.kielce.pl; accessed on 05.08.2013.  

These clusters, like the majority of the energy clusters, are dominated by enter-

prises representing more than 60% of all cooperating entities (Bioenergy for the 

Region and Baltic Eco-energy Cluster). Local government units are also strongly 

http://www.bkee.pl/
http://klasteroze.it.kielce.pl/
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represented in the clusters; in the Świętokrzysko-Podkarpacki Energy Cluster they 

represent 50% of all entities (Table 3.12.). 

Their declared objectives include economic, social and environmental goals, deci-

sive for their activities (Fig. 3.3). The activity areas often intertwine. As a result, the 

clusters may claim they carry out differentiated initiatives and projects.  

One of the important elements of the cluster activities is increation gathering and 

exchange, and knowledge dissemination not only among cooperating entities. The 

goal is achieved by: 

1. thematic meeting, seminars and conferences; 

2. regular meetings, e.g., the Forum of the Cluster ―Bioenergy for the Re-

gion‖ held in June  2013 for the twelfth time; 

3. establishment of the Regional Promotion and Education Centre for Re-

newable Energy Sources (―Baltic Eco-Energy Cluster‖); 

4. training courses, e.g., the Manager of Energy-Saving Construction pro-

ject aimed at improving and adjusting skills and qualifications of adults 

from the Lodz voivodeship to the needs of the regional economy in the 

area of energy-saving construction and the use of renewable energy 

sources (―Bioenergy for the Region‖). 

Figure 3.3. Goals and activity areas of the energy clusters 

 

 

 

 

 

 

 

 

 

 

 

Source: own study based on materials available on websites: www.bioenergiadlaregionu.eu; 

www.bkee.pl; http://klasteroze.it.kielce.pl., accessed on 10.08.2013. 

GOALS OF ENERGY CLUSTERS  

Economic goals 

 support to distributed co-
generation based on local renewa-

ble energy resources and innova-

tive technologies of their use, 

 stimulating the development of 

new technologies in green energy 

 transfer of experience and proven 

ninnovations from the EU coun-
tries and dissemination of good  

practices (implementations). 

 

Social goals 

 educating experts in renewable 
energy sources and professional 

mobilisation of population 

 promoting and supporting 
energy-saving technologies  

 discussion and exchange of 
experience between cluster 

members  

 

Environmental goals 

 reduction of the share of fossil 
fuels as sources of primary en-

ergy  

 using innovative technologies and 
products 

 building environmental aware-
ness  

 

http://www.bkee.pl/
http://klasteroze.it.kielce.pl/
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Research studies and implementation projects are important elements leading to 

the achievement of the objectives adopted by the LPS included in the study. 

Among such initiatives, attention should be paid especially to pilot projects con-

nected to the infrastructure of the energy generation from renewable sources or 

parts thereof. The ―Baltic Eco-energy Cluster‖ is the leader of such projects (e.g. a 

pilot project for a module biogas installation using green fodder in Ornet). The 

Cluster ―Bioenergy for the Region‖ faces the challenge of constructing a Tech-

nology Transfer Centre for renewable energy sources with three leading labour-

atories: labouratory for biomass and biogas research; labouratory for wind energy 

research, and labouratory for solar energy research. The project objective is to 

improve the innovativeness of the companies operating within the cluster and to 

create jobs in renewable energy industry. 

LPS covered by the study stressed the supra-national dimension of the colla-

bouration within them, but their activity goes beyond that and also includes: 

membership in international cooperation networks (1), organisation of industry-

specific trade missions (2), and organisation and participation in training courses, 

workshops, seminars, and conferences (3). Under the BSR InnoNet (Baltic Sea 

Region Innovation Network) initiative, the Baltic Eco-energy Cluster participates 

in pilot programmes in eco-energy generation
558

 while the ―Bioenergy for the Re-

gion‖ Cluster is, e.g., a member of the ―Cluster-Dialogue Germany-Poland‖ Net-

work, which works for the development of cooperation and economic relations 

between the members of the renewable energy industry clusters in Poland and in 

Germany
559

. The ―Świętokrzysko – Podkarpacki Energy Cluster‖ organises indus-

try-specific trade missions for representatives of communes to show them exam-

ples of good practices in Europe and local and regional initiatives in renewable 

energy (Austria, Italy, and Germany (2013), Finland (2012), Belgium and France 

(2012). 

The above characteristics of the selected energy clusters show the broad scope of 

their operations and the variety of their actions. Several entities cooperating in the 

clusters concompany the need to develop and support such cooperative arrange-

ments. 

Concluding remarks 

The contemporary forms and methods of cooperation, such as the local production 

systems, create conditions favourable for achieving the environmental goals and 

for the development of companies operating in the field of the protection of the 
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environment Thus, the environmental clusters, representing a new, dynamically 

developing form of cooperation are becoming a vital instrument of the sustainable 

development policy. 

The example of the Polish energy clusters clearly demonstrates the need for de-

velopment of such type of cooperation arrangements. Whether the energy clusters 

will become fundamental subjects of the policy for new technologies implementa-

tion and to what extent they may become a basis for regional smart specialisations 

remains an open question.  

An economy which effectively uses its resources in an environmentally friendly 

manner is an important area of the ―new‖ EU policy, which is clearly stressed in 

the Europe 2020 Strategy. Thus, we should expect the intensification of the ener-

gy clusters‘ activities. On the other hand, national cluster policy misses recom-

mendations on the eco-innovation and the environmental industry support, which 

raises questions concerning the durability and efficiency of the cooperation, and 

the real implementation of the objectives of the Europe 2020 Strategy.  

3.11. Economic conditions for the functioning of LPS in Slovakia 

One of the most important reasons why LPS/clusters arise is that different ac-

tors/companies usually do not have all necessary resources to achieve a certain 

result (eg. market growth, expansion into new markets, innovative products, etc.). 

The organisational structure of LPS creates space for connecting various sources 

relevant to the collective output. Although individual members pursue different 

interests, these are interdependent. This dependence is the driving force behind 

the definition of common objectives, common strategies and practices and despite 

diversity allows the search for common interest.
560

 Even in the Slovak Republic 

competitiveness is the key factor of forming LPS. 

Economic relations in the LPS are formed mainly in three ways: 

1. LPS is managed by adominant company, which determines the strategic 

objectives; 

2. LPS operates on the basis of the common interests of all members of the 

LPS; 

3. LPS acts as a "closed circle" – eg. Biomass LPS in Ľubietová. 

Property rights are very important for the smooth functioning of LPS, not only in 

Slovakia, and should be clearly outlined. In the LPS all members must agree and 

jointly define what the ―property of LPS‖ is. In addition, the property of the LPS 
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individual subjects and the property of the individuals have to be defined. Last, 

but not least, intellectual property issues related to the activities of LPS have to be 

arranged. 

In Slovakia, there are three basic ways for LPS or clusters funding: financing from 

the private sector, public sector funding or a combination thereof
561

. 

Private sector funding mainly includes membership fees or a registration fee. 

These can be the same for all members or different depending on the size of the 

enterprise. In addition, LPS can obtain funding from outside businesses for their 

participation in projects managed by LPS, as well as for advertising and sponsor-

ship.  

Public sector funding means using funds from the Structural Funds and other EU 

funds. The programmes offering funding to clusters and LPS are: 

EU Structural Funds: 

- Operational programmes for cross-border cooperation; 

- Operational Programme Competitiveness and Economic Growth; 

o European Territorial Cooperation Programme; 

o Community programmes; 

- Seventh Research Framework Programme;  

- Interreg IVC; 

- Competitiveness and Innovation Framework Programme (CIP). 

The Ministry of Economy and the Ministry of Education, Science, Research and 

Sport of the Slovak Republic also offer support to clusters and LPS.  

In the Resolution of the Slovak Government No. 448/2012 of 5 September 2012 a no-

tice was published for the submission of applications for a subsidy with a focus on
562

: 

- consulting in the design, research and education for the industry; 

- increasing the involvement of the business sector in cooperation with sci-

entific and research institutions; 

- involvement of the business sector in education in the field of innovative 

technologies and processes, testing and implementation of prototypes.  
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In the same period, subsidies for scientific and technical services were focused on 

clusters. The priority areas were:  

- improving the quality and control of technological processes and produc-

tion lines for the industry, using the latest management and increation 

systems; 

- increation and communication technologies aimed at creating a commu-

nication platform between the IT industry, public administration and educa-

tional institutions in the region with an emphasis on innovation trends; 

- service robots for industry, security systems, non-standard applications, 

smart actuators for robotics and automation systems, increation systems 

management and diagnostics, technology systems and processes, automa-

tion of production systems and processes; 

- biodegradation of plastics and its processing; 

- construction of building and mining machines for handling timber and 

biomass; 

Applicants could apply for the total support of EUR 250 000. The lowest grant 

was EUR 20 000, and the highest – EUR 80 000. 

The Ministry of Economy of the Slovak Republic is primarily focused on external 

financial resources for selected activities, which may be obtained in the program-

meming period 2007-2013 from the the Operational Programme Competitiveness 

and the Programme for Economic Growth of the Ministry of Economy of the Slo-

vak Republic. Resources are allocated to priority 1 Innovation and growth com-

petitiveness – Measure 1.2 Support of common services for entrepreneurs, which 

aims to improve the conditions for business development and strengthen contacts 

of SME.  

Public private funding which is a combination of the previous methods is the 

most common in Slovakia. The focus of the cluster/LPS should meet the require-

ments of the strategic documents of Slovakia and of the regional development 

documents, in particular the requirements of the Innovation Strategy of the Slovak 

Republic for the period 2007-2013 and the Regional Innovation Strategies of 

NUTS III regions. 

3.12. Legislative conditions for the functioning of LPS in Slovakia 

Creation and functioning of LPS is not explicitly defined in the Slovak law. The 

only exception is the amendment to the Tourism Act No 386/2011, amending and 

supplementing Law No 91/2010 on the promotion of tourism, which entered into 
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force on 1
st
 of December 2011. According to the new wording of § 28

563
 in addi-

tion to the existing funding, tourism organisations can also apply for non-

repayable grants from domestic and foreign institutions, including grants from the 

European Union and other incomes. Examples of the other incomes are: the new 

instrument of the European Investment Fund JEREMIE (Joint Resources for Mi-

cro to Medium  Enterprises), Swiss Contribution, Financial Mechanism of the 

European Economic Area. 

According to Act No 386/2011 a regional tourism organisation (form of cluster or 

LPS) will – in accordance with the provisions of §29(4)(a) – receive a grant in the 

amount of the aggregate value of selected regional organisation membership fees 

in the year preceding the previous financial year. The maximum amount of the 

subsidy will be limited to 90% of the aggregate value of the selected accommoda-

tion tax for all members of LPS in the previous financial year. Where a regional 

organisation is not a member of the regional tourism organisation, the amount of 

the subsidy will be reduced by 10%. In accordance with §29 subsidies will have 

no legal claim. 

Members of LPS/cluster are governed by the law applicable to business and busi-

ness-related activities (eg. the environment and work safety, etc.). The list of the 

basic regulatory documents for companies comprises:
564

: 

- Commercial Code 513/1991; 

- Act on Safety and Health at Work 124/2006; 

- Act on the Protection and Promotion of Public Health 355/2007; 

- Social Insurance Act 461/2003; 

- Trade Act 455/1991; 

- Travel Compensation Act 283/2002; 

- Act on Income Tax 595/2003; 

- Labour Code 311/2001; 

- Employment Services Act 5/2004; 

- Act on the use of electronic cash register 289/2008. 

The legal forms of business in Slovakia are
565

 : trade licence (Trade Licensing Act 

§1-81), public business company (Commercial Code §76-92), limited partnership 

(Commercial Code §93-104), Limited Company (Commercial Code §105-153), 

joint stock company (Commercial Code §154-220), association (Commercial 

Code §221-260). 
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The Ministry of Economy launched a scheme to promote the industrial cluster 

organisations (de minimis aid scheme) - Scheme DM - 3/2013, published in the 

Commercial Bulletin No 177/2013 on 13
th

 of September 2013. 

The de minimis aid scheme is in the form of subsidies from the state budget to 

finance projects aimed at supporting the development of professional associations 

of legal persons under §20f - §20i of Act No 40/1964. The aid is intended to en-

hance the transfer of increation, expert activities, presentations of industrial clus-

ter organisations and their integration into international projects and networks. 

The legal basis for the provision of assistance under this scheme cosists of
566

: 

- Commission Regulation No 1998/2006; 

- Law 231/1999 on the State aid; 

- Law 523/2004 on budgetary rules and amending certain laws;  

- Law 71/2013 on the granting of subsidies by the Ministry of Economy of 

the Slovak Republic;  

- Law 431/2002 about Accounting. 

The aim of this aid is to promote the competitiveness of the industrial cluster 

membership by streamlining their mutual cooperation as well as by strengthening 

their international position. The donor of this aid is the Ministry of Economy of 

the Slovak Republic. The executive body is the Slovak Innovation and Energy 

Agency. 

The recipients are industrial clusters set-up as an association of legal persons rep-

resenting: interconnected companies (business entities), affiliated institutions and 

organisations particularly in the fields of education and science (colleges, univer-

sities, Slovak Academy of Sciences, scientific and research institutions) and gov-

ernment bodies.  

LPS and industrial clusters must satisfy the following conditions: 

- to be registered in the register of interested associations of legal entities 

maintained by the district office of the region; 

- to be registered in the register of interested associations of legal persons 

for at least 2 years; 

- the activities/outputs are oriented towards the industry. 

The subsidy is provided as a single advance payment of 60% of the total approved 

amount of the subsidy, which is paid to the account of the recipient no later than 

10 working days from the date of entry into force of the Treaty about the subsidy. 
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The rest of the grant will be paid to the beneficiary on the basis of billing costs 

incurred after completion of the project and the subsequent administrative control. 

The total amount of the aid granted to the beneficiary does not exceed 200 000 

EUR,  including assistance received from other providers, or other de minimis aid 

over a period of three fiscal years after the submission of the application. The aid 

is granted for a period not longer than one financial year, which means it can be 

used in accordance with §8 of  ct No 523/2004. The maximum aid intensity is 

60% of the total eligible costs of the project activities implemented under this 

scheme. The difference between the total expenditure of the project and the 

amount of the subsidy is financed from recipient‘s own resources. 

3.13. Political conditions for the functioning of LPS in Slovakia 

3.13.1. The role of the state  

National government has always played an important role in local and regional 

economic development. The central influence stems from legislation, policies or 

programmes. The substance of national policies ranges from support through in-

frastructure building to more complicated programmes that provide targeted in-

centives for investors in specific industries and regions. In the present study we 

briefly discuss the current state of the support for small and medium-sized enter-

prise (SME) and the cluster development policies.  

SMEs support: 

As of the early ‗90s, SME support has been established as a priority at all levels of 

the Slovak governance. It can be said, that the existing system is not very trans-

parent, and includes many actors dealing with the question of the SMEs support. 

Moreover, it is characterised by very complicated relations. The main focus is on 

the central state bodies whose tasks foresee policy creation, as well as acquisition 

of resources. Particular attention is paid to specialised agencies, banks, funds, 

interests, professional and corporative associations through which policies are 

implemented
567

. 

The main bodies responsible for the implementation of the SME support in Slo-

vakia are the Ministry of Economy and the National Agency for Development of 

Small and Medium Enterprises (NADSME) 

The NADSME was established in 1993 by a common initiative of the EU and the 

government of the Slovak Republic with the aim to improve the competitiveness 

of the SME sector within the single EU market and the markets of third countries. 

The agency prepares proposals for state policies and strategies that are important 
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for SMEs, participates in the set-up of loan and guarantee schemes, develops sup-

port programmes and financial contributions schemes for SMEs, etc. For example, 

the Risk Capital programme of NADSME helps to invest into developing busi-

nesses.   

The state-owned financial institution The Slovak Guarantee Development Bank is 

focused on supporting the development and stabilisation of thevbusiness, particu-

larly in the form of providing loans and bank guarantees for loans.  

On central government policy level, considerable emphasis was placed on 

measures for the business environment improvement. To show what the govern-

ment does to promote SMEs, we include some examples of central government 

policies responding to the situation in the SME sector caused by the economic 

crisis that affected the Slovak businesses in the period 2009 and 2010:  

 the sharp decline in the total number of employees in microenterprises in 

2009 related to the economic crisis was followed by a strong increase in 

2010, partly as a consequence of streamlined and simplified administra-

tive steps leading to the creation of start-ups and their operations (regis-

tration, standard documentation, lower fees).   

 important policy initiatives in 2011 included: setting-up of business in-

creation centres to support Slovak exporters; cutting the time needed to 

obtain business licences, and striving to improve the credit flow to the re-

al economy. 

 a micro programme has been implemented to increase the survival rate of 

small entrepreneurs and start-ups, as a condition for maintaining existing 

employment and enabling creation of new jobs. In addition, the Ministry 

of Economy adopted in 2012 a state aid scheme to support business ac-

tivities in tourism, linked to integrated year-round tourism products. 

 in January 2013, the Ministry of Economy adopted a State aid scheme to 

support the introduction of innovative and advanced technologies in in-

dustry and services.  

Cluster development:  

Despite the recommendations of different international agencies, the central gov-

ernment in Slovakia did not use the cluster approach in policy analyses or in poli-

cy development. Some parallels to the cluster approach can be found in the poli-

cies pertaining to the Slovak automotive industry and to industrial parks, although 

these developments seem to be driven mainly by foreign direct investment (FDI) 

and employment policy concerns. Due to the more developed infrastructure 

(highways, motorways), proximity of Trans-European Transport Networks and 
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destination markets, several foreign investors invested in the western part of Slo-

vakia. Ņilina, Trnava and Bratislava regions hosted automotive clusters estab-

lished around KIA Motors, PSA Peugeot, or Volkswagen. Trnava and Nitra re-

gions are known for their electro-technical clusters formed around Samsung
568

 

(SARIO, 2012).  

Although over the past decades the industrial clusters have gained wide acknowl-

edgment in the academic circles in Slovakia, no support mechanisms (financial 

tools, supporting programmes, legislation, etc.) for clusters development were 

available at national level until several years ago. Clustering processes have 

emerged as bottom-up initiatives with support from regional authorities and/or 

municipalities. Clusters are usually financed from membership fees and interna-

tional programmes. Consequently, only few clusters were officially established. 

Along with the need to strengthen competitiveness and the innovation system, 

state institutions have begun to understand the role that they can play in develop-

ing cluster system advantages, which are gained as a result of business integration 

in local production systems.    

Currently, the cluster development in Slovakia is supported by: the ―Innovative 

strategy for the period 2007 – 2013‘; different regional innovative strategies and 

other initiatives and policies that define the clusters as an important tool for sus-

tainable development, able to increase the regional development and the innova-

tive potential of small and medium enterprises. Clusters have been to some extent 

supported by EU funds within the operational programme Competitiveness and 

Economic Growth.    

The innovation policy of the Slovak Republic for the period 2011-2013 adopted a 

new measure to support the innovative industrial cluster organisations. The main 

bodies responsible for implementing this measure are the Ministry of Economy 

and the Slovak Innovation and Energy Agency (SIEA). A programme for clusters‘ 

support has been implemented by the SEIA. It aims to connect the businesses  

with scientific and research institutes and to facilitate the subsequent development 

of new manufacturing processes and materials. The implementation includes fi-

nancial support from the state budget.  

3.13.2. The role of the regional/local government  

Decentralisation has provided local/regional governments with more flexible 

forms of public governance that can be used in undertaking economic develop-

ment activities using their own resources. The return of competences to local and 

regional governments has given to local officials much more authority to deal 
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with local problems. A greater responsibility has been placed on local govern-

ments in promoting economic development activities. Gradually, it has been ac-

cepted that the economic development initiatives are an important component of 

the local public policy.  

However, a given authority can only take administrative and political responsibil-

ity for carrying out public functions if it has the necessary financial resources. 

Access to resources and sufficient fiscal autonomy determine how far lo-

cal/regional authority can play its part in economic development activities. Fi-

nancing of local/regional governments is a crucial factor in its economic devel-

opment policies 

Local economic development encompasses many local government functions, in-

cluding planning, infrastructure provision, real estate development and finance. Sub-

sequently, local/regional governments use a variety of tools in their local economic 

development policies. Given the current situation , the principal tools appear to be:  

1. strategic planning; 

2. financial tools;  

3. property-related tools;  

4. infrastructure development. 

Support for local production systems at regional and local levels is provided 

through planning and policy development. Local/regional governments tend to 

adopt the strategic planning as an alternative to manage the devolved policy areas 

including the economic development policies. The link between the economic 

development policy implementation and the strategic planning appears to be sig-

nificant. The emphasis on regional planning generated a wave of strategic devel-

opment plans both at municipal and regional level. The survey has indicated that 

most of the local governments  prepared a development strategy, which is a criti-

cal component of the municipality planning process. 

The development plans are based on a territorial approach to development. The 

method of developing SWOT analysis to outline vision, goals and objectives, 

identify strategies and actions for socio-economic development programmes has 

been used by most of the local governments. The effective strategic planning re-

quires a sound analysis of an area‘s strengths, weaknesses, opportunities, and 

threats based on the careful interpretation of relevant data, both quantitative and 

qualitative. Unfortunately, one of the most important obstacles constitutes the lack 

of reliable planning increation at local level, especially socio-economic profile 

data. Dynamics and trends are either unavailable or invalid, or outdated. As a re-

sult, many local governments focus their efforts on data collection. 
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Each region has its own Regional Innovation Strategy (RIS). Priorities of the RIS 

refer to: developing a framework supportive to innovations, supporting technolo-

gy transfers, supporting innovation infrastructure, support to networking and clus-

ters, supporting innovative companies, applied research and international coopera-

tion in R&D, creating financial infrastructure for innovations, establishment of 

regional innovation centres (RICs), support for technology centres, incubators and 

parks, establishment of clusters in selected industries, etc.
569

    

Property-related policies: 

Many local governments are significant property owners. Besides the acquisition 

of new property, at the beginning of transcreation period they were involved in the 

transfer of the property of the communal enterprises located on their territory, and 

in the restitution of the historical communal property. In addition they participated 

in the privatisation processes. The legislation provides local governments with 

autonomy in using their property for local economic development activities
570

.   

Findings from research show that property related tools are most frequently used to 

promote local business. However, the extent to which the property can be used to 

promote local businesses clearly depends on the amount of property owned. 

Different activities are related to the development of land and/or property. These 

include mainly: 

- land development such as land acquisition and consolidation to create 

large sites;  

- land support activities such as infrastructure development;  

- industrial parks. 

Despite the often highlighted financial insufficiency, municipalities invest in land 

acquisition with the intention to sell it to businesses/investors. Many municipali-

ties invest in industrial parks and other infrastructure in the hope of luring compa-

nies to their community. 

It should be noted that specific policy measures are managed by central govern-

ment agencies, but implemented by local authorities (e.g. industrial and technolo-

gy parks, business and innovation incubators). Large municipalities are obviously 

much more engaged in economic development as they have greater professional 
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capability, as well as greater capacity for financial and non-financial interven-

tions. In contrast, several small municipalities lack not just the financial, but also 

the technical and professional resources to carry out any specific activity. The 

other fundamental fiscal problem of the small municipalities is related to the 

availability of funds for investments in basic infrastructure at an acceptable level.  

A new agenda emerging in regional policies is related to clusters. Specific actions 

are taken by regional governments to support the creation and operation of re-

gional clusters. Several regional governments and local authorities signed agree-

ments for institutional support to clusters operating in manufacturing, electronics 

and ICT industries. 

3.14. The role of different stakeholders in the creation and functioning of 

LPS in Slovakia as social and institutional conditions 

The creation and functioning of local production system is influenced by many 

factors and circumstances, like the purpose of their creation, the type of the LPS 

and also the stakeholders involved in the local production system. The concept of 

stakeholders is defined in the relationship marketing, which is the new line of 

marketing with big potential for exploitation not only in the private commercial 

sphere but also in the public sphere, including the level of local and regional self-

governances. The relationship marketing topic is defined in foreign literature 

(Box, 1999; Wright, 2001; Kotler, Andersen, 1991; Walsch, 1991; Rees, 2000, 

Vaňová, Petroviĉová, 2008, 2009, etc.). It is aimed mainly at citizens as the most 

important stakeholders. The need of implementaion of a new marketing approach 

results from changes in society, integration of marketing functions with attention 

to development of activities aimed to obtain and especially sustain the customer as 

a partner. In local self-governances, the relationship marketing would find its 

place in planning and in the realisation of territorial development. Through this 

approach is possible to simplify ―the needs of different target groups and stake-

holders, coordination, creating conditions for  effective implementation of social 

and economic functions and activities within the local government under collec-

tive targets‖
571

.  

The basic elements of the relationship marketing are stakeholders, interactions, 

relationships and networks. To the group of stakeholders in local self-governance 

belong individuals, groups, institutions, organisations and other participants in the 

relationships that are presented in local government or around, and that create or 

build a partnership with local government. In theory, there are at least three ap-

proaches to stakeholders‘ identification that come from the marketing definition. 
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The common feature of all these approaches is the dyadic relationship, which 

means relationship among two subjects. These approaches differ by the number of 

subjects involved in the cooperation.  

In the relationship marketing, subjects of relationship are defined on the basis of 

―six market models‖
572

. As parties involved, called stakeholders, we will under-

stand especially authorities of local self-governance and citizens in a wide sense. 

If we come out from the original conception of goods ownership in territory, the 

owner of the public goods is the public administration. From the relationship mar-

keting point of view, public administration stakeholders will be:  representatives 

of local self-governance and state administration: elected members (mayor, chief 

magistrate and deputies), administrative staff from bodies of self-governance and 

state administration. Representatives of private sector are particularly inhabitants 

living in the area, entrepreneurs, investors, non-profit and non-government organ-

isations, civil formal and informal initiatives, financial settlements, churches, aca-

demic institutions, research units etc. The quality of the partnership should also be 

influenced by the political parties through their representatives in local self-

governance and state administration. All of these subjects influence the develop-

ment of the territories and are influenced by the territorial development. So, we 

will regard them as stakeholders that can enter in partnership and cooperate
573

 

(Vaňová, Borseková, Foret, 2010, p. 77). These stakeholders we consider to be 

crucial for the establishment and functioning of a local production system. Stake-

holders can act as a founder or a member of LPS, or they can act as a customer.  

Municipal authorities govern the territory as a unit and try to coordinate the activi-

ties in the territory effectively and to use the territorial resources with the aim to 

ensure its sustainable development and prosperity. Local or regional self-

governance can act in the role of institution which supports the creation and func-

tioning of local production systems on its territory. The territory development is 

influenced by the owners of private goods as well – personalities (several of them 

private), non-governmental and non-profit companies and organisations. The mu-

nicipality is responsible to handle the territory in general. As to the other subjects, 

they influence the development of the territory only partially as they follow their 

own, individual goals
574

 (Vaňová, 2006, p. 43 - 45). 
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All types of stakeholders can be the founders or members of the local production 

system. The needs of each type can often be different, what could be the source of 

problems and barriers to the territorial development. Sometimes individual inter-

ests could be in conflict with the interests of the territory as a unit. The challenge 

for the local government is to overcome these difficulties through consensus. One 

possible approach is the creation of partnerships at local level. We can say the 

same about the local production systems – their creation and functioning have to 

be consistent with the needs of the most important stakeholders, as well as in ac-

cordance with main aims, vision, philosophy and mission of the territory where 

the LPS is functioning. Coordination and harmonization of relations and interests 

of all relevant stakeholders are probably the most challenging issues which are 

usually on the shoulders of the local self-governance. Coordination of relations 

among stakeholders is of course not an easy task and sometimes different prob-

lems could occur. From our point of view, this is usually caused by the lack of 

cooperation among local self-governance and other relevant stakeholders, or by 

the lack of cooperation among the stakeholders themselves. Our studies show that 

the most frequent reasons are: lack of professionals and ideologues on positions, 

which take decisions on the activities in the territory; dependence on state and EU 

help; lack of abilities how to use strategic marketing planning; insufficient partic-

ipation and involvement of important subjects in the territorial development, 

which is often the result of insufficient quality of relationships and communica-

tion between territorial representatives and important subjects (big entrepreneurs, 

associations of legal and natural persons, citizens) etc.
575

  

In LPS establishment and functioning an important role is played by the quality of 

the relations among local self-governance and stakeholders. For the evaluation of 

these relations we used the results of the  international project ―Relations market-

ing in micro and small enterprises and local self-governances‖ where following 

stakeholders were verified in practice: citizens, partner‘s municipalities, business-

es, other government organisations, financial institutions, non-profit organisa-

tions, government offices, labour offices, political parties, local government em-

ployees, media, universities and research centres and other entities
576

.  

We also used data from primary research carried out by 100 local self-

governances in the Slovak Republic, which were chosen by quota sampling. The 

aim is to evaluate different aspects of the relations among stakeholders and local 

self-governances. The quotas used for the composition of the sample were related 
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to the size and the region, where the respondents were located. The research was 

conducted through a questionnaire survey with representatives of local self-

governances in the Slovak Republic. The selected respondents were: heads of mu-

nicipal offices (7%), mayors (66%) and deputies of mayors (18%). 9% of the re-

spondents didn‘t specify their position.  

In Fig. 3.4. we can see, that according to the answers of the respondents, a local 

self-governance has partner relations with the stidied stakeholders, except the re-

lationships with colleges, universities and political parties. Colleges and universi-

ties are considered as partners by 43% of respondents, but 48% of local self-

governances do not cooperate with them.  

Figure 3.4. Stakeholders in local governments in the Slovak Republic 

 

Source: Petríková, 2011, p. 60  

Partnership relations are dominant in relation to schools, hospitals and others 

(88%), followed by churches (87%), labour offices (86%) and citizens and finan-

cial institutions (85%). Self-governances concider stakeholders as rivals not very 

often (media - 5%, financial institutions - 2%, entrepreneurs, other subjects, non-

government organisations, state administration offices, labour offices, deputies 

and political parties- 1%). Local self-governances mostly do not cooperate with 

colleges and universities (48%), political parties (29%) and media (21%).    

According to the results from the research local self-governances considered as 

partners: 
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- subjects, with which they are obliged to build relations by law (citizens, 

public administration offices, labour offices, employees, deputies); 

- entities with which they have different relations (founding, control, man-

agement or property relations) - contributory organisations, non-

government organisations, organisation in sport and culture area; 

- subjects with which they want to develop relations for securing the self-

governance duties and for the development of the locality (entrepreneurs, 

other municipalities, financial institutions etc.).  

In particular, the third group of collabourating subjects can be seen as poten-

tial stakeholders who are creating the local production systems. 

 

In Fig. 3.5 the importance and quality of the relations among local self-

governance and stakeholders can be seen. These indicators are important because 

they show the real situation related to the cooperation in the Slovak Republic. 

There is an assumption that qualitative cooperation will lead to the development 

of the locality and will also create subjects that will support it, for example local 

production systems. The importance indicates the desired level of relations and 

the quality shows the real level of relations on the scale 1 to 10 (1 means least 

important, or least qualitative relations and 10 means most important, respectively 

highest quality of relations). On Fig. 3.5. we can see that the order of importance 

of relations with stakeholders in local self-governances is follows: citizens, local 

government employees, deputies, other subjects - hospitals, schools, employment 

offices, government offices, businesses, organisations in sport and culture area; 

churches; financial institutions, non-profit organisations in the social sector, polit-

ical parties, media, colleges and universities.  

As we can see the relations and their quality and importance are not well devel-

oped for the creation and functioning of LPS. Local self-governances have the 

best relations with citizens, employees of local self-governance and deputies. The-

se relations are regulated by law and generally it is the duty of the local self-

governance to cooperate with these stakeholders.  

According to the results from the research we can see that relations with entrepre-

neurs are not sufficiently developed, and we can say the same about the im-

portance and the quality of this relation for the self-governance. This we consider 

as a negative fact in Slovakia, because good relations mean well developed coop-

eration with entrepreneurs that have the potential to boost local development, cre-

ate new jobs, employ local people, increase production and competitiveness. En-

trepreneurs are also initiators or creators of local production systems; especially 

production orientated ones. 
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Figure 3.5. Importance and quality of the relationship among stakeholders  

and local self-governances in Slovakia 

 

Source: Petríková, 2010, p.63 

The worst level of cooperation is among the local self-governances and colleges 

and universities. Universities and colleges can act as catalyst for the creative 

economy and the creative-orientated LPS. They can attract new investors and are 

a source of innovation and new creative ideas. The universities, as key actors in 

the creative LPS and the creative economy, are studied also by Florida, Gates, 

Knudsen, Stolarick in (Universities and creative economy)
577

. The authors agree 

that the key role of the universities in the economy lies in their ability to transfer 

research and its results to industry, to generate inventions, innovations and patents 

as well as to make use of technology in favour of launching new businesses. As 

we can see in Fig. 3.5., the cooperation with universities is not sufficiently devel-

oped. Only 44% of the local self-governances cooperate with colleges and univer-

sities. 48% of the local self-governances do not cooperate with colleges and uni-

versities, and 8% did not mention the character of their relation.   

We assume that the low level of cooperation is caused mainly by the local self-

governances and their lack of understanding and appreciation of the advantages 

and benefits that cooperation could bring to them. In addition, local self-

governances do not perceive the partnership with colleges and universities as an 
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important step towards creating the conditions for creative LPS establishment and 

their future functioning. The importance of this partnership is under-estimated in 

terms of creative economy and industries development which could boost the 

overall territorial development. Last, but not least, one should mention the missing 

legislative framework able to support such a partnership (as, for example, in the 

Czech Republic).  

Figure 3.5. Cooperation among local self-governances and colleges  

and universities 

 

Source: Borseková, Petríková, 2010, p. 10 

Concluding remarks  

According to the results of the study we see a huge gap in the area of cooperation 

among stakeholders and local self-governances in Slovakia. The lack of coopera-

tion among stakeholders in the territory influences negatively LPS establishment 

and functioning. In the case of Slovakia, there is a lack of cooperation among lo-

cal self-governances and universities, which are the catalyst of creative ideas, in-

novations and important parts of the creative economy. This is one of the reasons 

that in Slovakia any real creative local production system is not established yet. 

The development of the cooperation among key stakeholders and local and re-

gional self-governances would support the process of the establshment of new 

LPS and ease the functioning of the existing ones.  

3.15. Environmental conditions for the functioning of LPS in Slovakia 

In general, the environmental conditions should help to ensure harmony between 

man and nature. In the field of the environmental conditions for LPS functioning in 

Slovakia, the territorial system of environmental stability plays an important role.  

The plan for system environmental stability serves as a basis for land ownership 

adaptations, preparation of zoning documentation, forestry plans, hydrological 

plans and other documents for landscape protection and recovery. 

A territorial system of environmental stability is an integrated structure of inter-

connected ecosystems, ensuring the diversity of life conditions and forms in the 

landscape. The system consists of bio-centres, bio-corridors, and interactive ele-
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ments of national, regional or local importance
578

. In Slovakia the obligation to 

develop and protect the territorial systems of environmental stability is laid down 

in a number of legal regulations and Slovak Government‘s resolutions, however it 

is not defined in a separate act. It is based on the Concept of the territorial system 

of environmental stability. From a legislative perspective, territorial systems of 

environmental stability are covered by Act No. 543/2002 Coll. on nature and land 

protection, as amended. This issue is also generally represented in other acts relat-

ed to the environment, and especially to the zoning.  

It is also important to mention the Environmental Impact Assessment (EIA) pro-

cesses. The EIA is one of the main instruments of the international environmental 

policy for implementation of sustainable development. The purpose of the as-

sessment is primarily to ensure a high level of environmental protection
579

. The 

EIA is also one of the initial steps preceding the implementation of a planned ac-

tivity. The Act on the environmental impact assessment
580

 lays down that it is the 

obligation of the investor of a project to draw up the following: 

– announcement about planned activity changes;  

– scoping;  

– assessment report. 

These are extensive documents with numerous attachments. However, their extent 

may differ depending on the type and size of the planned operation (or of the 

planned change). The outcome of the EIA process is either a Decision of the Re-

gional Environmental Office or a Final Report issued by the Slovak Ministry of 

Environment. The report comprises conditions and obligations to be met by the op-

erator at the next levels of the activity implementation (investment implementation). 

One of the key elements of the assessment processes of a project to be implement-

ed in a given territory, regardless of whether it is an existing industrial area, local 

production system or undeveloped territory, is the environmental audit. The  envi-

ronmental audit assesses the activities of a company from the perspective of  the 

environment protection, by comparing the organisation's activities with the envi-

ronmental legislation in force in the Slovak Republic and in the European Union 

and by assessing the adherence to the decisions of state administration authorities 

in the field of environment protection. The environmental audits cover in particu-

lar the following areas: environment management (system and organisation, loca-

                                                 
578

 Online: http://www.sazp.sk/slovak/periodika/sprava/psreng/nature/nature_b_3.html 
579

 Online: http://www.minzp.sk/postupy-ziadosti/posudzovanie-vplyvov-zivotne-prostredie-eia/ 
580

 Related legal regulations: Act No. 24/2006 Coll. on environmental impact assessment and on 

the amendment of certain acts, as amended,  Regulation of the Slovak Ministry of Environment 

No. 113/2006 Coll. laying down the details concerning professional qualification for the 

purpose of environmental impact assessment.  

http://www.sazp.sk/slovak/periodika/sprava/psreng/nature/nature_b_3.html
http://www.minzp.sk/postupy-ziadosti/posudzovanie-vplyvov-zivotne-prostredie-eia/


344 

tion), air protection, water management, handling and disposal of hazardous sub-

stances, groundwater and soil (drilling, sampling and sample analysis), waste 

management, working environment, emergency plans, documentation concerning 

environmental protection and actual situation in the workplace. The results in-

clude, in addition to the identification of key environmental problems, proposals 

for activities to conform to the legislative regulations or recommendations for 

overall improvement of the environmental behaviour of the company.  

Areas such as air protection, water management, handling and disposal of hazard-

ous substances, groundwater and soil, waste management, working environment 

(noise, vibrations, chemical, physical and biological factors of working environ-

ment – exposure and admissible concentrations, cleanliness of working areas) 

may relate to LPS functioning. All of these areas are regulated by the legislation 

of the Slovak Republic (relevant acts). For example each functioning LPS produc-

es waste. Waste management is regulated mainly by the Act on Waste No 

223/2001 Coll., as amended. Its executive regulations lay down the rights and 

obligations of the organisations producing and holding waste. A separate and rela-

tively extensive area of waste management, concerning mainly packages is regu-

lated by Act No 529/2002 Coll. on packages and waste from packages, as amend-

ed, and its executive regulations. 

The rapid development in the second half of the 20
th

 century meant that many 

countries faced environmental problems related to land usage and environment 

protection. Thee interaction between the environment and the activities of people, 

organisations, companies or LPS requests to implement the environmental princi-

ples into practice. To prevent negative environmental impacts, it is important that 

LPS do not breach the legislation in the field of nature protection. Implementation 

of environmental principles in spatial planning processes is needed to secure the 

sustainable use of natural resources. In this sub-chapter chosen legislative acts and 

regulations, which form the environmental conditions of LPS functioning in Slo-

vakia have been presented. 

3.16. Legal aspects of LPS financial basis  

In the Russian Federation local production systems are often considered in the 

context of municipalities. The real LPS budget balance is affected by many fac-

tors, but among the main are: 

- economically justified distribution of incomes between the various levels 

of government; 

- the degree of socio-economic development of the region; 

- independence of budget revenues and expenditures forming; 
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- differentiation of the structure of income by type, source and time of re-

ceipt, (by industry sector); 

- stability of the revenue base; 

- the effectiveness of budget spending; 

- the quality of the legal framework governing the procedures and mecha-

nisms to ensure the balance. 

The quality of the legal basis creates the conditions for the budget balance. The 

legal basis defines the scope of the rights and powers that the law renders to the 

local production systems. And if, under the existing legislation, the subjects of the 

Russian Federation and the municipalities do not have real authority (for example 

in terms of independence of the budgets), no initiative and responsibility could be 

achieved.  

Legislation in the field of intergovernmental relations‘ regulation in the Russian 

Federation is evolving, but the problem of the financial support for local govern-

ment (as the most common type of local production systems) does not find ade-

quate solutions, especially in terms of the tax-based income of the budgets. 

Adopted on October 6, 2003, the Federal Law 131-FZ "On General Principles of 

Local Self-governance in the Russian Federation" (Federal Law number 131) has 

defined a new field of municipal development. Among the positive aspects of the 

new law are the clear separation of powers of different levels of government, and 

the proposed solutions to the problem of unfunded mandates imposed on local 

governments. In addition, the Act contains a provision (Section 3, Article 18), 

according to which the determination of costs incurred at the expense of local 

budgets, is the prerogative of local authorities. It is important to note that the Act 

(Article 19) links local governments‘ order of investment with certain state pow-

ers (together with the payment of subventions for their performance), and also 

contains a list of the property necessary for the exercise of powers.  

Moreover, the Act prescribes the direction for the strengthening the economic 

basis of local self-governance in terms of guarantees to the municipalities for the 

creation of local budgets and municipal instruments of social and economic de-

velopment. The Act concompanies the autonomy in terms of: shaping the pro-

grammes and plans for socio-economic development and local budgets; municipal 

borrowing and inter-municipal cooperation, municipalities‘ own revenue base in 

the form of local taxes and the share of regulated taxes. 

However, the law continues to ignore many of the pressing problems of local self-

governance in Russia, that interferes the development of local production systems, 

including the fiscal autonomy of local authorities, for example: imperfect mecha-

nism of financial assistance to local budgets; under-funding of expenses trans-

ferred to the local level by the federal and regional legislation; incomplete separa-
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tion of ownership (municipal and regional); unreasoned process of municipal 

bankruptcy. Here are brief comments on these issues. 

Fundamentally important to the functioning of the local production systems is the 

order of creation of the revenue of the local budgets. It determines the creation of 

a stable financial base for the local authorities of their powers. The law introduced 

new conditions for the creation of the revenue and expenditure side of local budg-

ets, as well as new mechanisms complicating the intergovernmental relations. If, 

before the introduction of the new law, local budget revenues were divided on 

their own and nonpermanent, the new classification provides their own income 

and subventions. 

The structure of the LPS own revenues, as local budgets, has undergone signifi-

cant changes after the adoption of the Federal Law number 131. These now in-

clude not only reserved for the local budgets on an ongoing basis revenues from 

local taxes and fees, contributions from federal taxes and fees, their own non-tax 

revenues, but also the income which is predetermined by the decisions of the gov-

ernment of the subject of Federation - the means from financial support and con-

tributions from regional taxes and fees.  

The adoption of such a structure means that the assets transferred to the budget, 

on a free and irrevocable basis, become the property of the territorial units of the 

corresponding level. However, the new principles of local budgets' forming do not 

solve the problem related to the dependence of the local budgets from those of a 

higher level. Also these principles distort the situation of dependence on subsidies.  

The current approach provides for local self-governance set-up on the basis of the 

state powers granted. But it the granting is not combined with sufficient funds to 

carry out these powers, it defeats the purpose and principles of local self-

governance. Of course, the empowerment from a higher level is possible and even 

necessary, but in any case not as an obligation for the local government estab-

lished by the constitution. Such an authority should be established on a parity ba-

sis. The legitimation of the penalties, introduced by the new law, for the improper 

exercise of the State powers by local authorities is doubtful. For such cases, the 

law foresees the dissolution of the representative body or the removal of the head 

of the municipality, regardless of how they solved the problems of local im-

portance. Thus, the exercise of the State powers by bodies of local self-

governance, in fact, is put above the performance of those functions for which 

they were created. 

Another critical issue for the functioning of local production systems is related to 

the  system of budget equalization schemes for urban and rural settlements, as 

well as for municipal and urban districts. The provision of the Act, is too cumber-
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some and complex, which may increase the "lack of transparency" of local budg-

ets and create additional opportunities for the misuse of budget funds. The equa-

tion of the fiscal capacity of the settlements will be carried out through the budget 

of the Russian Federation Regional Fund for financial support of settlements. 

Grants from the Fund are distributed among the settlements‘ budgets on a per cap-

ita basis. In addition to this fund they provide for the establishment of district 

funds for financial support to settlements. Grants from these funds should be pro-

vided to the settlements with estimated fiscal capacity below the level set as a 

criterion for budget equalization schemes for settlements. In this case, the estimat-

ed settlements‘ budget provision is determined by the ratio of tax revenue per cap-

ita. The equalization of the fiscal capacity of municipalities (urban districts) is 

based on a similar mechanism through the provision of subsidies from the region-

al fund for financial support of municipal districts (city districts). It would be bet-

ter to use a two-step mechanism for financial aid to local budgets, in which the 

regions equalize of the municipalities and city districts and municipal districts - 

the fiscal capacity of urban and rural settlements.  

Another problem is related to the redistribution of municipal and regional proper-

ty arising as a result of the establishment of municipalities of various types. First 

of all, it will affect the land and real estate. In addition, the current territorial own-

ership structure relying heavily on the existing territorial division and hierarchy of 

settlements, will also be seriously broken, which can lead to political conflicts.  

It should be added that according to the new Act, subjects of the Federation have 

the right to set boundaries of municipalities as local production systems in accord-

ance with their own ideas about the economic feasibility of the development of 

the territory. As a result, a number of cities that previously had the status of re-

gional importance in the creation of a new territorial organisation of local self-

governance were not granted the status of acity. Thus, they were deprived from 

authority and, consequently, from the possibility to contribute to their self-

sustaining economic development and investment attraction. The infringement of 

the interests of these cities leads to serious conflicts in the region, which was to be 

expected, since their downgrading to urban settlements made them equal by au-

thority to the rural ones. Among these cities are more than 100 cities with the sta-

tus of cities of regional importance, including Priosersk, Gatchina, Shelehov, An-

garsk, etc.  

Within three years after the adoption of the Federal Law of October 6, 2003 № 

131-FZ numerous amendments have been made
581

. The amendments adopted in 

September 2005 by the Federal Law number 131, established a transitional period 
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until 1 January 2009. However, the provisions of the Law, to the extent of not 

relating to the powers and budgets of the newly established settlements, should 

have been applied on 1 January 2006. In the newly created local production sys-

tems at settlements‘ level, the order of their solutions to local issues during the 

transition period should be determined annually by the laws of the subjects of the 

Federation. This means that local issues of newly created urban and rural settle-

ments can be partially or even fully transferred to municipal districts, thus the 

enrollment of the revenue sources allocated to the settlements (including local 

taxes - land and personal property tax) in the district budget is allowed. In this 

case, the income and the expenses of the settlement may be included in the budget of 

the municipal area, i.e. settlement‘s funding can be carried out under the estimate.  

Federal Law № 95-FZ of January 1, 2005, which amends the Tax Code, establish-

es the types of taxes and duties to the Russian Federation, as well as a special tax 

regimes.  

The Law sets 10 types of federal taxes: value added tax, excises, tax on personal 

income, the unified social tax, corporate income tax, the tax on mineral extraction, 

inheritance tax or gift tax, water tax, charges for the use of fauna and for the use 

of aquatic biological resources, and the state fee. Regional taxes are property tax 

and tax on gambling and motor vehicle tax. Local taxes include land tax and a tax 

on personal property.  

Thus, in the system of taxes and fees in Russia customs‘ duties and charges, pay-

ments for the use of forest resources and payments for negative impact on the en-

vironment are no longer required, as they are regulated by special federal laws.  

The Law changes the budgetary allocation rate of income tax. Now you need to 

deposit 6.5% in the federal budget, and 17.5% – in the budgets of subjects of the 

Russian Federation. Local budgets do not receive any part of income tax. Then, 

the income tax rate may be reduced for certain categories of taxpayers. In this case, 

the aforesaid tax rate cannot be lower than 13.5% (previously - not less than 13%).  

Special tax regimes are introduced, which include: 

1. tax system for agricultural producers (unified agricultural tax); 

2. simplified system of taxation; 

3. tax system as a single tax on input income for certain activities; 

4. taxation system with production-sharing agreements.  

Budget expenditures tend to increase. The Law provides for social guarantees for 

some categories of citizens at regional level (veterans, politically rehabilitated 

citizens, child allowances). The Law gives funding to specialised secondary 

schools and colleges for technical education at the level of a subject of the Rus-

sian Federation.  
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The Federal Law № 120-FZ, which came into force on January 1
st
, 2005, excludes 

the presence of the 3-level budget system of the Russian Federation. The law pro-

vides for the separation of local budgets into two levels (types) – municipalities‘ 

budget and settlements‘ budget. 

The Law prohibits the establishment of individual, not relevant to the Tax Code 

relationships between different government levels in the implementation of the 

budget process. In addition, the Law establishes common principles and mecha-

nisms to provide transfers to the budgets of other levels of the federal budget, to 

the budgets of subjects of the Russian Federation and to local budgets. There is a 

new chapter that regulates the status and functions of the temporary financial ad-

ministration. The introduction of a temporary financial administration is made for 

a period of up to 1 year, following a decision of the arbitral tribunal, if the arrears 

of the subject of the Russian Federation (municipality) exceeds 30% of its income 

from the corresponding budget. The Law defines the concept and the structure of 

the debt, and sets the functions and the powers of the temporary financial admin-

istration. 

It should be noted that the estimated budget provision of a local production sys-

tem is determined by the ratio of tax revenues per inhabitant. But, in fact, it is 

rather a tax provision, as the points are based on tax revenue per capita. It would 

be reasonable to determine the budget provision by all the per capita income of 

the municipality, except for the gratuitous transfers from other budgets.  

The Law establishes the following principles of distinction of budgets‘ revenue 

sources:  

 assignment to an own income of all revenues, except for subsidies, i.e. 

financial assistance also; 

 transcreation of governing revenues to fixed income; 

 rejection of the splitting of the regional and local taxes by federal law; 

 establishment of uniform standards for deductions from federal and re-

gional taxes to the budgets of the subjects of Russian Federation (local 

budgets); 

 establishment of the possibility for differentiation of the norms for de-

ductions from the taxes on personal income to local budgets. 

The Law refers to local taxes (tax settlement) - the tax on personal property and 

land tax, which will be fully credited to local governments and to local taxes (munici-

pal areas) - the tax on personal property and land tax levied on inter-settlement areas.  

It should be noted that the subject of the Russian Federation itself decides what 

part it passes in the form of additional tax deductions, and how much in the form 

of intergovernmental transfers, including subsidies to equalize budget capacity 
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from regional funds for the financial support to municipalities. This right can be 

realised by the establishment of uniform standards for the budgets of all types of 

municipalities (villages and urban districts, municipal districts), or for certain 

types of them, for example, municipal and urban districts or villages and urban 

districts.  

In accordance with the budget reform, the subjects of the Federation have the right 

to transfer to LPSS budgets part of any tax to be paid to the regional budget on an 

ongoing basis (i.e., without a time limit), but this feature is not widely used. Re-

gions give preference to the traditional subsidised forms of budgetary control or 

replacing standards of tax deductions that are fixed only for one budget year. This 

approach is quite understandable. The preferred orientation to uniform standard 

allocations to local governments from the federal and regional taxes to be paid to 

the budgets of the subject of the Federation does not take into account the signifi-

cant differentiation in the economic and budget capacity of municipalities, as well 

as the tax base for the tax passed. As a result of the transfer of revenue sources, 

the saturation of the local budgets of some areas leads to a glut of other budgets. 

It is necessary to mention another important law № 122-FZ, which came into 

force on January 1
st
 2005, which is unprecedented both in scope and in number of 

adjusted legal texts. This law amended 153 Federal Laws, fully or partially can-

celled, and another 111 legislative acts, i.e. generally, 264 pieces of legislation 

have been changed or cancelled. The changes are aimed at the revision of the fed-

eral law as it relates to the division of powers between different levels of govern-

ment and their financial security. In particular, in relation to citizens, whose social 

support is related to the powers of the federal authorities, the law established a 

basis for the replacement of the natural benefits (except benefits for housing and 

communal services) by monthly cash payments.  

In the area of social policy the Law defines issues of local importance, such as: 

benefits for low-income citizens in need of better housing, living quarters; guardi-

anship and trusteeship. All other powers related to social policy and social support 

can be carried out by local authorities or by the use of subsidies (provided by the 

relevant public authority), or on its own initiative in the presence of own funds in 

the cases expressly provided by federal laws and laws of subjects of the Russian 

Federation. 

In addition, the Law defines the powers of the state authorities of the subjects of 

the Russian Federation: subventions to local budgets for the payment to the citi-

zens of targeted subsidies for housing and communal services, in accordance with 

the standards established by the laws of the Russian Federation.  
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In order to adapt all government levels to the new system of inter-governmental 

relations the Federal Law № 198-FZ of December 27
th

 2005 (for a transitional 

period of 2006-2008) greatly expanded the rights of the state authorities of the 

subjects of the Russian Federation regarding the budgetary control. Thus, the sub-

jects of the Russian Federation have the right to substitute (after consultation with 

municipalities) the subsidies from regional funds for the financial support of set-

tlements and municipal districts with additional standards of deductions not only 

of the income tax on individuals, but also of any other federal or regional taxes 

and fees received by the Regional budget. Law № 198-FZ (for the transitional 

period of 2006-2008) expanded the capabilities of the subjects of the Russian 

Federation for the implementation of the mechanism of "negative transfer"
582

.  

Further budget legislation changes also affected the concept of municipal reform 

(Federal Law of 31 December 2005 № 199-FZ). One of these changes relates to 

the delimitation of local issues and delegated state authority in terms of funding 

sources that the local government reform plan considers to be sufficiently rigid. 

Law № 199-FZ, expanded the powers of municipalities, giving them the right to 

perform on their own initiative not only the state powers transferred to them, but 

also additional measures for social support and social services for certain catego-

ries of citizens, regardless of whether the provisions that establish these rights are 

specified in federal laws. Thus, the Federal Law № 199 introduces voluntary 

power, which do not guarantee to the population social benefits, since their im-

plementation depends entirely on the will of the subjects of the Russian Federa-

tion and whether they have the financial resources. 

Another change made by the Law № 199-FZ, concerns the clear delineation of 

local issues between the two levels of the local production systems - municipal 

districts and settlements. Although that provision is preserved in the Law, it has 

no clarity, because the division of powers between the district and the settlement 

becomes impossible in most local cases.  

The lack of clarity in the division of powers between the different levels of the 

municipalities creates uncertainty in the delineation of property between them. 

The inconsistency in the relationships in terms of authority and ownership is also 

reflected in the fact that the list of objects of property that may belong to munici-

palities in accordance with Article 50 of Law № 131-FZ, is not extended in ac-

cordance with the new issues of local importance, included in the competences of 

the municipal districts and settlements (Law № 199-FZ). 

In general, the changes made by Law № 199-FZ in the concept of municipal re-

form, do not give an unambiguous interpretation. On the one hand, they are de-
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rived from the needs of the practice, and allow to mitigate those apparent contra-

dictions and inconsistencies, which were risen by the Law № 131-FZ. On the oth-

er hand, they are replacing the consistently implemented concept by conceptually 

not well thought-out steps that can only complicate the reform in the future
583

. 

Adopted in 2007, the new version of the Budget Code (Federal Law № 63-FZ of 

26 April 2007) aims at enhancing the efficiency of the financial management at 

regional and local levels. In the beginning the concept of "public legal creation" 

was introduced by law. In addition, a number of innovations in the budget process 

were introduced as well. In particular, the Code provides for the organisation of 

the budget on the basis of expenditure obligations of the authorities of the subjects 

of the Russian Federation and municipal entities. At all levels the budgets are to 

be developed for a period of 3 years. Budgeting is focused on a new methodology 

for development, adoption and implementation of the budget, which implies a 

transition to a medium-term budget planning and system of performance budgeting. 

One of the characteristics of the new version of the Budget Code is the introduc-

tion of new principles of the budget system, changing the names and content of a 

number of operating principles, as well as the exclusion of some previously de-

clared principles. So, the new ones are principles of budget expenditures justifica-

tion and unity of funds. The principle of budget funds targeting could not be ap-

plied, as the provision that any action leading to an unauthorized targeting of the 

budget resources is a violation of the budget laws, is not into force. The new ver-

sion of the Budget Code does not contain the principle of the balanced budgets of 

the Russian Federation. It seems that this principle is crucial for developing the 

budgets of all levels, especially local.  

Today we have to talk about the weakness of the legal framework governing the 

procedures and mechanisms of the balanced budget. The Budget Code of the Rus-

sian Federation in its present form does not answer a number of questions directly 

related to the problem of the balanced budgets. As a result, such local production 

systems as the subjects of the Russian Federation and the municipalities do not 

currently have those revenue sources that would allow them to dispose of most of 

the assets of its own budget independently and for a long time. The current situa-

tion is, to some extent, related to the vague wording of the principle of division of 

revenues, expenditures and sources of financing of budget deficits between the 

budgets of the budgetary system of the Russian Federation (Article 30 of the 

Budget Code of the Russian Federation). That principle means binding of the rev-

enues to some budgets in accordance with the legislation of the Russian Federa-

tion. And there are no criteria according to which the binding of the revenues 
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should be made. As a result, the income differentiation between the budgets is 

decided in favour of the federal level, that has secured all important taxes. Thus, 

the subjects of the Russian Federation and the municipalities have no real inde-

pendence. Such an approach does not promote the development of local initia-

tives, generates financial dependency, and as a result is harmful for the federal 

interests. 

In reality, significant part of the subjects of the Russian Federation are not able to 

implement the declared in Art. 31 of the Budget Code of the Russian Federation 

right to balance the budgets independently, because the rate of intergovernmental 

transfers is very high. The important share (not just absolute, but relative) of sub-

sidies and subventions allocated from the federal budget for these purposes clearly 

leads to the fact that the declared right in Article 31 "to determine the shape and 

direction of spending budgets" cannot be fully realised by the subjects of the Rus-

sian Federation and the municipal entities. Furthermore, in Article 31 of the 

Budget Code of the Russian Federation there is no legal guarantee for judicial 

independence of the regional defence budgets, thus, this principle cannot be fully 

realised due to the clash of interests of various levels of government. 

The principle of budget independence appeared in the ‗90s of the last century, i.e. 

at the time of the establishment of the new budgetary system of Russia. At that 

time, the concept of the budget "own revenues" was included in the scientific and 

practical turnover. The concept of the "own revenues" has replaced the old divi-

sion of the revenues into fixed and adjustable. At the same time this concept grad-

ually changed both in terms of content of the very definition and classification of 

specific types of income and composition of their own.
584

 

Over time, the composition of the own revenues has spread to cover not only the 

sources that are assigned to specific types of budgets in the long-term, but also the 

revenues to the budget in the order of the fiscal adjustment, changed annually. As 

a result, today‘s own revenues include all types of income, other than subventions. 

In these circumstances, the category of "own revenues" cannot be considered as a 

tool for independent budgets.  

While evaluating the content of Article 47 of the Budget Code of the Russian 

Federation (own budget revenues), it should be emphasised that it only gives a list 

of fees that are included in the concept of own budget revenues, but there is no a 

definition of the concept, nor of those classifications, according to which a given 

income may be included in the own revenues. Thus, the article does not reveal the 
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economic content of the own revenues. They are only considered from the per-

spective of the owner.  

The new version of the Budget Code provides for expenditure commitments taken 

at all public authority levels on the basis of the first division of powers between 

them carried out in 2005. Meanwhile, within the period 2005 - 2007 another divi-

sion of powers between the public authority levels was carried out, which resulted 

in significant additional powers entrusted to the regions and local governments. 

However, the regulations on the distribution of the income levels of the budget 

system, developed at the beginning of 2007, laid the basis for the budgeting at all 

levels
585

.  

A negative trend in the legal regulation of the budget relations is related to the 

more strict requirements and restrictions for the municipalities compared with the 

regions. Thus, the new version of the Budget Code defines additional terms of 

intergovernmental transfers for highly subsidised and subsidised local production 

systems – it introduces not two (as for the subjects of the Federation), but three 

stages of restrictions depending on the share received by the intergovernmental 

transfers. In addition, the municipalities, whose share of intergovernmental trans-

fers in their own revenues for two of the last three financial years exceeds 10%, 

have additional restrictions in terms of administrative costs. As to the the subjects 

of the Federation, this share is 20%.
586

  

Thus, in summing-up the changes in the inter-budgetary relations one can state 

that in the regulation of the local production systems there are still a number of 

problems, among which are: 

 persistence of significant disparities in the financial division of powers 

between the centre, regions and municipalities; 

 transposition of excessive burden on settlement municipalities; 

 reduction of LPS independence in the spending of budget funds; 

 inevitable process of redistribution of property between the regional au-

thorities and the two levels of local government; 

 centralisation of the revenue sources in the sub-national budget of the 

Russian Federation; 
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 decrease in the balancing budget capacity of LPS, due to the increased 

volume of targeted transfers;  

 risk related to an unreasonable suspension of local government powers;  

 complexity of the mechanism for financial assistance distribution to LPS; 

 shortages of qualified personnel needed by the LPS to fulfil their objec-

tives and to conduct appropriate fiscal accountability; 

 unjustified increase in the number of and the costs for municipal employ-

ees, related to the establishment of the 2-level local government. 

3.17. LPS as objects of performance budgeting 

LPS expenditure management is an important part of the sub-federal budget poli-

cy. It is related to the budget process and to the system of composition, ratification 

and execution of budget (concerning expenditures). Thus, budgeting improvement 

is an important instrument for increasing the effectiveness of LPS expenditures on 

the level of the subjects of the Federation and the municipalities. 

In Russia, budget policy improvement is aimed at the establishment of conditions 

for effective management of state and municipal finances, according to the socio-

economic policy of the state. Among the possible measures are: 

 focus on the long-term purposes of the socio-economic development of 

the country and on the expenditure priorities of federal budget (including 

the possibilities for their defrayal); 

 guarantee of the forecast conditions for budgeting at all levels, including 

federal, regional and local ones; 

 transition from one-year to mid-term budget planning, assuming budget 

expenditure structuring for 3 years; 

 development of the monitoring system for socio-economic effectiveness 

of the budget expenditures with the use of qualitative and quantitative in-

dicators. which can and estimated for budgets of all the levels. 

In the world practices the performance budgeting (PB) is widely used for such 

measures. Performance budgeting is a method of planning, executing and moni-

toring of the budget, which distributes the resources among goals, purposes and 

functions of the state, according to the priorities of the state policy and according 

to the social meaning of the budget execution in terms of direct and final re-

sults
587

. PB gives an opportunity to measure expenditures and results, to choose 

the most effective ways of budget resources spending, to estimate the extent of the 
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pre-arranged results' achievement and their quality in proper time. Results can be 

estimated by quantitative or qualitative indices, which should be measurable and 

comparable. Using the PB principles allows us to construct a result-oriented 

budget management system taking into account the responsibility for reinforce-

ment and widening the independence of the budget institutions (and budget man-

agers) within the strict medium-term guiding line. 

Medium-term performance budgeting is a permanent process. It means that for-

ward-looking plans for the second and the third year of the previous medium-term 

budget cycle become are the basis for the first and the second year plans of the 

current budget cycle. This approach allows for coordination between the one-year 

budget plan and the medium-term planning. 

The advantages of the performance budgeting model are clarified by following 

considerations
588

: 

1. Separate planning of current and accepted liabilities, which allows us not 

only to better consider their different characteristics and role in the budg-

et planning, but also to take consistent decisions during the planning period; 

2. State provision of social goods and services that people really need; 

3. Transition to performance budgeting allows us to consider sine ira et 

studio the current expenditure trends and to break down many expendi-

tures, being carried out only traditionally, without proper socio-economic 

justification of their necessity; 

4. Approval of a maximum budget for budget planning subjects for 3 years. 

At the same time, decision-making is carried out by taking into account 

the priorities of the mid-term policy; 

5. Strengthening the responsibility of the state ministries for the final re-

sults, taking into account specific quality indices; 

6. Increase of the decision validity, concerning state expenditures, through 

increased increation supply. 

The advantages of the budget process based on PB under the mid-term planning 

are clearly seen from the point of view of the new budget classification, taking 

into consideration the procedures of budget composition and discussion. One 

should note that these procedures create conditions for administrative accountan-

cy. In particular, these procedures are implemented in the development of 3-year 

forward-looking financial plans in Russia, thus reflecting the new aspects in the 

budget process. In 2005 significant changes in the legislation were carried out. 
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They resulted in changes in the principles of the structure and the composition of 

the forward-looking financial plan. Table 3.13. shows these changes. 

Table 3.13. Changes in the principles of the forward-looking financial plan 

Before 2005 Since 2005 

 for 3 years; 

 needn't ratification; 

 weak correlation with the yearly budget; 

 aspect is not determined; 

 stages of working up are not determined; 

 current and new liabilities are not 

marked; 

 extended functional classification; 

 without departmental section; 

 every year anew. 

 for 3 years; 

 is ratified by the federal government; 

 strict correlation with the budget (with the same 

parameters, as year before); 

 3 stages (main parameters, plan, detailed plan); 

 3 tables; 

 separate planning of current and new liabilities; 

 functional classification is not obligatory; 

 departmental section is obligatory; 

 (sliding triennial). 

Source: Lavrov A.M. (2005) Budget reform 2001 – 2008: from input management to result man-

agement.  // The Finance. 2005. - № 9. – P. 3-12). 

Apparently, the modifications in the budget composition conditions promote 

budgeting‘s better organisation because each forward-looking financial plan is 

ratified by the Russian Government and the first-year parameters of the 3-year 

period correspond with the federal budget projects, under further parameters‘ cor-

rection for the  second and the third year. 

In the Russian literature, most of the researchers consider the performance budget-

ing as one of the most important parts of the budget reform
589

. Its importance is 

further strengthened during the current crisis.  

Besides all of the above-mentioned opportunities for budget process improvement 

through performance budgeting, PB includes some restrictions. Some authors
590

 

note, that PB cannot cover all the problems of the expenditure management. For 

example, the quantitative evaluation of the expenditure quality cannot always be 

connected with results (e. g. work of courts, armed forces, medical and education-

al organisation, etc). Such results could be fully explained. PB is an attempt for  

implementation of the quasi-market mechanism to the public sector. In fact, it 

does not create a market sector, but makes a state organisation work on market-

like principles. Russia is not ready to apply PB because problems related to politi-
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cal competition, separation of powers, primacy of law, free mass media, low cor-

ruption etc. should be resolved
591

. 

PB includes many problems and implements mainly easy routine management 

functions. In Russia, the introduction of PB reflects the interests of the central 

power (in the case of maximum financial centralisation), thus creating an illusion 

of good bureaucracy. 

In addition, it is necessary to distinguish another more important aspect of the PB 

model usage. The introduction of PB is a multi-stage process, which has to em-

brace all levels of the budget system. PB usage at each level has some specific 

features. 

Until now, the principal attention in PB introduction, including methodic ela-

bourations, was on the federal level. One should mention that the PB system as a 

whole has not yet been implemented abroad. We can only see its fragmentary us-

age for specific budget expenditures at each level of the budget system. According 

to the experts, this could be explained with the fact that some types of required 

results (social effects and/or budget services), which form the PB system, are not 

determined. In addition, in the context of LPS two aspects of PB introduction are crit-

ical. 

Firstly, we have to choose how to estimate the results of the budget services: ac-

cording to the achievement of certain parameters of these services, or according to 

the socio-economic results obtaied. Secondly, the practical usage of the effective-

ness parameters directly into the budget planning is problematic. It is generally 

known, that PB practical implementation requires a distinct revealing of the in-

termediate results. These results, as a rule, are expressed in absolute parameters. 

As to the final social results, they are determined in terms of degree of achieving 

(right up to 100%). In addition, budget prospective results should not be achieved 

at any costs. The implementation of the PB method requires rationalization, but 

not minimization of the budget expenditures. Thus, both the elabouration and the 

use of the system parameters are very important for the estimation of the pre-

defined budget results and their quality. 

Some authors propose a rational minimization of the budget expenditures without 

decrease of the budget services' quality and quantity as integral indices of the so-

cio-economic effectiveness of the budgeting in a given fiscal year
592

. Generally 

speaking, the socio-economic effectiveness of PB execution is seen only as a 

trend. This trend results from an estimation of the social results. Thus, the socio-
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economic effectiveness of the budget's execution is a degree of achievement of 

pre-defined budget final social results, and a rational minimization of the budget 

expenditures. As to the final social results, one can mention: 

 increase of the percentage of employed people (that were unemployed); 

 increase of the percentage of cured patients without loss of ability to 

work; 

 increase of the percentage of cured patients with positive medical result; 

 decrease of children death rate in maternity hospitals; 

 decrease of women death rate in maternity hospitals; 

 increase of the part of schools, connected to internet. 

Using such indices (which are social standards) in PB needs quantitative expres-

sion, even in the financial form. 

The financial expression of the social standards comprises financial standards, 

which can be used for calculating the financial volume of social expenditures. The 

financial standards are determined for one unit of budget services. But there is a 

problem: in a market (competitive) economy with instable prices and in the condi-

tions of territorial differentiation these standards could not be determined at feder-

al level. Thus, the practical implementation of PB needs decentralization not only 

in the determination of result-evaluating indices, but also in the system of regional 

social and financial standards, which expand the federal social standards to LPS. 

In conclusion we would like to underline that the strengthening of the fiscal reve-

nues‘ centralisation has resulted into the devastation of the sub-federal and partic-

ularly of the local budgets. This leads to a poor financial support for local authori-

ties and has negative impact on PB usage at the level of LPS. Another problem is 

related to the decrease of the local budgets‘ revenues through the rationalisation of 

the revenues‘ redistribution along the vertical line of the budget system. 

3.18.Environmental aspects of the creation of an innovative economy in the 

context of LPS 

3.18.1. Main directions of clean production driven by innovative factors 

The development of an innovation-based economy in Russia involves continuous 

technological improvement combined with the organisation of high-tech produc-

tion with high added value. It is also related to changes in the interaction between 

the state and business in a wide range of areas, including the environmental field. 

The latter circumstance is primarily due to: 1) natural resources suffer from quan-

titative and qualitative depletion, which requires highly rational (efficient) and 

comprehensive use of these resources; 2) given the absence of key positive trends 

of environmental improvement in the environmental field over the last few dec-
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ades, a wide range of complex challenges need to be resolved. In this context, an 

assessment of the economic damages caused by the negative human impact on the 

environment should be carried out. In addition mechanisms for compensation of 

this damage meeting the good practices in the developed countries, are to be de-

veloped and implemented. Ignoring the environmental damage indicators in the 

process of decision-making results in the adoption of inefficient solutions con-

cerning the territorial organisation of the production and, more broadly, the socio-

economic development; 3) it is necessary to implement more effective solution-

sconcerning the  emerging acute environmental problems by means of monitoring 

and early warning mechanisms. All these aspects make the innovation-based envi-

ronmental management, which supports the changes in the existing values and the 

development of an adequate institutional framework, highly relevant. 

The above-listed problems are especially challenging in Siberia, where the key 

sectors of the economy, primarily represented by mining and lower levels of the 

energy production cycle, are, on the one hand, often environmentally hazardous 

and, on the other hand, are concentrated in a limited number of settlements, thus 

intensifying the environmental burden. 

The innovative development of the economy requires a solution to the environ-

mental problems of the entire country and its regions, thus supporting the sustain-

able development. This relationship is of a particular importance in view of the 

current economic crisis: the search for solutions should, among others, be focused 

on the development of preconditions for clean production. 

At present, key environmental challenges faced by Russia and its regions in the 

context of innovation-based development are associated with the following cir-

cumstances: 

1) necessity of cosidered government economic policy focused on cleaner 

production, providing a systematic approach to solving problems of structural and 

technological changes in the economy in favour of resource-saving and environ-

mentally friendly production, which would not only lay the foundation for an in-

novative economy, but would also provide economic and environmental benefits; 

2) development government environmental policies based on strategic plan-

ning and management, as the environmental problems are generally long-term and 

require a strategic approach to their solution; 

3) need to develop and implement new and effective tools in the field of en-

vironmental regulation, thus stimulating: the environmental modernisation of the 

production; development and use of environmental technologies; development of 

the market of environmentally friendly products and environmental services; an 
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environmentally responsible business behaviour. Such tools should be supported 

by the legislation and through appropriate means of implementation. 

The implementation of the innovative development principles into the solution of 

the environmental problems is manifested in the fact that the modernisation of the 

technological base of production creates the necessary technical and other condi-

tions for the alignement of the production with the ecology through
593

:  

1) technological innovation, accompanied by increased production efficien-

cy; improving the quality of goods and services; changes it the technological 

structures and technological methods of production; linkage of the economic de-

velopment with the requirements for environment protection 

2) resource-saving (as one of the key expression of technological innova-

tion) associated with the introduction of resource-saving technologies. Such an 

approach will reduce the volumes of various types of natural resources used and 

will ensure their complete and comprehensive utilisation, thus reducing the envi-

ronmental burden of the mining and processing industries; 

3) environmental innovation, including: 

 environmental restructuring and environmental modernisation, through 

changes in the sectoral structure by reducing the demand for polluting in-

dustries or by up-grading the enterprises; 

 development and use of environmental technologies (in particular, in-

creased use of technology for waste utilisation, recycling of resources af-

ter their treatment, reclamation of lands, etc.); 

 development of markets for environmentally friendly products and envi-

ronmental services; 
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 introduction of environmental requirements for technological develop-

ment; implementation into practice of environmental management sys-

tems based on the the so-called "new existing technologies," and relevant 

to the economic and environmental standards and regulations. Within 

that context, incentives for innovative activity (especially in the sectors 

of energy and natural resources exploration, intensive industries and en-

vironmentally hazardous sectors), should be applied as they reflect the 

requirements of the scientific and technological progress
594

; 

 implementation of environmental management systems in industry, in-

ternationally recognised and widely used by the vast majority of the in-

dustrialised countries for more than 20 years. The implementation of the 

environmental management systems leads to: improved environmental 

performance of the enterprise, reduces the environmental risks and in-

creases the competitive advantages; 

 environmental marketing, support (through the development of market-

ing management tools) to the rapid development of technologies and pro-

cesses that reduce environmental impact, and accelerated the develop-

ment of the  markets of environmental goods;  

 environmental certification, concompanying the compliance of the char-

acteristics of the manufactured product with the standards in the field of 

environmental protection; 

 development in Russia of the so-called "intellectual infrastructure" of en-

vironmental activities through licensing systems and environmental au-

dits. These are essential tools in additional to the environmental control 

and regulations.   

 environmental consulting, and others; 

4) development of tools for eco-innovation, development of markets for en-

vironmental services and environmentally friendly products  etc.; 

5) innovation management, legal and other solutions that improve the effi-

ciency of natural resources‘ usage and the quality of the environment; 

6) development of national practices based on the international experience 

in this field (in particular, the economic mechanism of the Kyoto Protocol)  
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3.18.2. Possiblities and limitations of the transition to sustainable,  

environmently-friendly and innovative economic development  

in contemporary Russia 

The implementation of the above-mentioned measures for innovative develop-

ment will not only significantly improve the environmental situation, but will also 

enhance the competitiveness of domestic enterprises in world markets by improv-

ing the environmental performance of their products. However, the practical im-

plementation faces many challenges, primarily related to the need of a mechanism 

able to stimulate the entrepreneurs to make the transition to new resource-saving 

and environmentally oriented technologies, the implementation of which would 

bring tangible and economic and environmental benefits. 

In the Russian context this innovative mechanism has not yet been developed. 

Thus, the country has to rely on both incentives and sanctions on environmentally 

irresponsible businessmen. This very complex task requires a fundamental change 

in the existing trends in the economy and, most importantly, a change in the men-

tality of, first of all, the ruling elite, as it is resposible for the social and economic 

development, and the development of appropriate environmental and economic 

policies. 

The orientation towards sustainable environmental and innovative economic de-

velopment in modern Russia is constrained by a number of factors, the majority of 

which are well known. These include, in particular: 

 preservation of the natural resources-based industry with predominance 

of fuel and energy, metallurgical and forestry sectors combined with nat-

ural resources‘ exports; 

  high level of the resource intensive industry (including energy), which 

tends to a constant increase (currently in Russia the cost of natural resources 

per unit of GDP is 2-4 times higher than in the developed countries); 

 absence of significant structural changes, leading to a decrease in the 

proportion of extracting and polluting industries; 

 absence of economic and legal barriers to the functioning of polluting 

technologies, due primarily to the lack of a satisfactory state environmen-

tal policy and to the existance of primitive economic mechanisms in the 

field of environmental protection; 

 considerable wear and tear of equipment, estimated for the various indus-

tries to 60-80% or more, related to constantly increasing environmental 

risks combined with risks of accidents due to the lack of technical and 

technological reliability; 

 unfavourable environmental situation in many parts of the country, which 

has a negative impact on human health and life expectancy (according to 
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WHO estimates, the influence of the environmental contamination on 

people's health is about 20%; in Russia the contribution of the environ-

mental factors to the morbidity and mortality in most regions of the coun-

try is at least 2-fold higher); 

 accumulated over decades environmental problems, which are often 

sharpen by problems encountered in recent years (including problems re-

lated to the weakening of the state control and the hasty privatisation of 

property). It is a task of the state to develop appropriate mechanisms for 

problems‘ overcoming and for the provision of compensations for dam-

age caused 

Current negative trends could only be reversed by means of a transition to an in-

novative economy and technological modernisation. This transition will be ac-

companied by an important number of environmental solutions. It will reduce the 

human impact on the environment, will prevent the depletion of natural resources 

and will rationalize their use. In addition, it will significantly improve the living 

conditions, by creating prerequisites for pollution reduction, thus contributing to 

population‘s health and longevity. 

Given this, the strategic objectives in environmental innovation should focus pri-

marily on: 

1) achievement of the desired practical results in the improvement of the 

environmental situation; 

2) control of the environment as one of the essential elements of the state 

regulations in the field of nature management; 

3) development of incenties for environmental investments; 

4) strengthening the cooperation among the relevant stakeholders under the 

auspices of the authorities at all levels. 

3.18.3. Possible consequences of the influence of the financial crisis on the 

relationship between the economy and the environment 

Modern crises are significantly influencing the relationship between the economy 

and the environment. The impact of the crisis on the state of affairs in the envi-

ronmental field is usually two-fold, causing on the one hand, environmental deg-

radation, and on the other - its relative improvement, allowing a reduction of the 

load on the environment (Fig. 3.6.). 

The decline in production and reduction of transportation lead to a reduction in 

the emissions and discharges, as well as to reduced energy demand, which in turn 

leads to a decrease in revenues of carbon dioxide and mitigates the greenhouse 

effect. 
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Fig. 3.6. Possible consequences of the crisis impact  

on the relationshieconomics-environment 
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However, such a reduction is only temporary (as experience shows), as the crisis 

pressure on the environment is not only restored to the same level, but, as a rule, 

becomes much stronger. This occurs, in particular, because of the desire of the 

enterprises during the economic crisis, to reduce their production costs. In addi-

tion, during the crisis of power (especially at local level), local authorities often 

mitigate the environmental requirements for some individual producers and gen-

erally weaken the environmental control. As a result, the environmental situation 

in the region usually deteriorates. 
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The decline in production is accompanied by a decline in the financial resources 

of the producers and the companies are forced to seek additional sources of inter-

nal funds. This is most often seen in the curtailing of the environmental activities, 

as they are not directly involved in the main production process. Thus, the com-

pany will first try to save on the environmental costs, related to equipment, elec-

tricity, expensive reagents, etc. This was shown by the experience of the crisis of 

1997-1998 in Russia, when the reduction of the environmental pollution was re-

lated to an inadequate drop in production, and in some cases there was a marked 

deterioration of the environmental situation. 

In times of crisis, decrease in the costs for environmental protection could be ob-

served not only at production level, but also at all levels of territorial administra-

tion - from federal to local (leading to partial or complete curtailment of the envi-

ronmental programmes). 

In addition, the crisis creates opportunities for environmental problems‘ resolv-

ing
595

. First of all, the participation of the state in the economic problems‘ solving 

increases, thus the opportunity for radical structural and technological change, 

combined with transition from resource-based economy to an innovative envi-

ronmentally sustainable economy arises. 

Financial resources reduction at federal level may force the authorities to review 

the energy policy of the country and abandon the expensive and environmentally 

hazardous projects for the construction of new hydro-and nuclear power 

plants(often highly questionable in terms of their economic and environmental 

effect), or other projects foreseen. 

The structural transcreation of the economy requires significant investments and 

time to implement them. The action of the Russian government to rescue the ma-

jor energy and metals companies illustrates not only the consolidation of the 

commodity nature of the economy, but also leads to a shortage of funds for in-

vestments in the production modernisation and diversification. As a result, instead 
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of the development of high-tech industries, related to reduction of the environ-

mental pollution, we will have the opposite effect. 

The consequences of the economic crisis in Russia, especially in Siberia, will 

have a faster and more painful impact on the environmental situation if the oppor-

tunity to modernise the production, which can help the industry to embark on a 

new ―environmental‖ pathway thanks to the new technologies, is missed. Howev-

er, one cannot ignore the fact that in the context of the current crisis the Russian 

companies, while being in search of additional sources of funding, do not try to 

identify the best technical solutions.  

Rather, they opt to pursue a cost-saving approach and, above all, to save money 

on environmental protection. Therefore, it seems that the appeal of the country‘s 

leadership to the Russian companies to exploit possibilities for production mod-

ernisation (including environmental modernisation) is unlikely to be heard by 

business circles, and after the crisis one can expect a significant increase in the 

anthropogenic burden on the environment. 

Against this background, and in view of the current financial crisis, one cannot 

expect that the attitude towards the environment will drastically improve. It is also 

important to keep in mind that the environmental problems usually require long-

term solutions and the attention to these problems decreases during a crisis.  

An important aspect of the financial support for environmental protection 

measures during a crisis (and beyond) is related to the shortage of funds for core 

operations which pushes aside everything else, especially environmental protec-

tion measures. At the same time, the environmental protection measures should be 

of a long-term nature: they require long-term investments with a rather substantial 

investment delay when, on the one hand, cost recovery is long-term, and, on the 

other hand, it might never be achieved (for example, in view of the existing crite-

ria for investment efficiency that usually ignore the economic damages caused by 

pollution). 

Under the current financial conditions, one of the most critical financial problems 

in Russia is associated with the lack of so-called ―long money‖ (i.e., funds allo-

cated by banks for a period longer than one year), whereas the environmental sec-

tor remains outside the range of priority areas. Possible solution to this problem 

could be the use of new financial mechanisms, such as collective investors (mutu-

al funds), syndication and bonds
596

. The advantages of such sources of funding 

consist, first of all, in their low cost compared to the commercial loans and, sec-

ondly, in their big attractiveness for investors, because of the use of new technol-
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ogies, participation effect, transparency, use of international reporting systems, 

improved quality of products and services, and environmental safety of production. 

After all, the selection of an environmental scenario for implementation will 

largely depend not only on the legislative and regulatory support, effective eco-

nomic mechanism for environmental regulation, and many other factors, but also 

on the political will of the authorities, as well as on the real steps made in order to 

use the current situation for the purpose of the economy‘s modernisation. It 

should be added that, under the today‘s market conditions, the current level of 

environmental protection and the use of resource-saving technologies also deter-

mine the competitiveness of the Russian economy worldwide (or rather, the lack 

of such competitiveness). At the same time, the increasing demands for environ-

mental quality and safety of products, and the switch to the use of environmental 

parameters in the production technologies are among the most important charac-

teristics of the increasing international competition. 

Green innovation-based development not only allows to gradually reduce the level 

of the negative human impact on the environment, but also to create benefits for 

the environmentally responsible businesses (which requires the establishment of 

relevant economic rules), thus contributing to the country‘s orientation towards 

the sustainable pathway of the socio-economic development. In turn, the state will 

be given the opportunity to carry out structural and technological transcreations of 

the economy in favour of resource-saving and environmentally friendly industries 

and to create the basis of environmentally sustainable and innovative development 

of the country and its regions. The successful development in this direction and 

the achievement of a more favourable environmental situation providing better 

quality of life and health for the population in the country largely depend on the 

coherent actions undertaken by regional authorities, business, and the society at 

large in the field of environmental protection. 

The current crisis has shown that the state should be present in the economy, yet 

not so much as an owner but as a regulating and guiding force. Only the state can 

initiate large-scale processes, such as modernisation and innovative transcreation 

of the economy. 

In general, the problems of modernisation, faced by the Russian economy, require 

changes of the value criteria for a wide range of relationships, including those 

with the environment. At the same time, it is not very relevant to only address the 

technological innovation, without creating an appropriate institutional framework, 

one element of which involves building a relation with the natural environment. A 

new paradigm in the field of the environmental protection, based on the concept 

of the sustainable development, proceeds from the awareness of the need to reject 

the consumer attitude towards the environment and to build a partnership with it. 
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The positive environmental and economic consequences of such a partnership, 

arising from the consistency of the coexistence of natural, technical and human 

capacities are obvious. It is not just about the transition to resource-saving and 

environmental-oriented technology with all its consequences for the economy, the 

environment and humans. It is also about the environmental ethics, respect for the 

natural environment, strengthening of the principles of eco-efficiency and envi-

ronmental justice. 

In other words, it is necessary to change the criteria, to develop the necessary the 

institutional framework, without which the modernisation of the economy is 

doomed. The institutional reforms should be aimed at the implementation of a 

new and better legal and economic mechanism to regulate the interaction between 

the different govermental level and the natural resources, subject to the mandatory 

inclusion of the environmental requirements in the procedure for assessing the 

socio-economic benefits of the management decisions. 

3.18.4. Implementation of investment projects in the region of new assimilation 

(the case of the Lower Angara area in the Krasnoyarsk Territory) 

All these problems are particularly pronounced in the implementation of new in-

vestment projects in pioneer areas. An example of this type is the region of the 

Lower Angara area in the Krasnoyarsk Territory. The region is one of the most 

promising to attract major new investments to Russia. The main reason for the 

attractiveness of the region is the presence on its territory of diverse and often 

unique in quality and scale of energy and raw materials, including ferrous, non-

ferrous and precious metals, hydrocarbons, various non-metallic materials, forest, 

water and hydropower resources.  

An important role is played by the Boguchan hydro power plant, which is current-

ly under construction (close to being operational). In addition there are:  some 

important infrastructural projects. In particular, two railway connections to the 

area (Achinsk–Lesosibirsk and Reshoty–Karabula), the Karabula–Yarki railroad, 

an automobile bridge across the Angara river; several highways (including the 

Kansk–Kodinsk highway) are being built. One can also name other ongoing pro-

jects, such as the connection of Ust–Ilimsk to Lesosibirskii as part of the North 

Siberian railway. 

All these advantages of the Lower Angara area have prepared the ground for the 

development of (starting from the Soviet period) projects for the integrated devel-

opment of the area
597

,  which are embodied in the ongoing investment project 
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called ―Integrated Development of the Lower Angara Area‖
598

. This project is in 

fact only a part of the federal target programme for the development of the Lower 

Angara Area
599

. The first stage of this programme (2006–2012) is limited to the 

development of the Boguchan industrial hub (the Boguchan power plant, alumi-

num plant, and a pulp and paper mill). No doubt, the building of large infrastruc-

ture facilities has a great potential for the development of the area at the initial 

stage. In the longer term (the second stage covers the period 2013 - 2020), it is 

foreseen to build new enterprises in the Kodinsk (the Tagara mining plant and a 

cement plant) and the Boguchan (gas processing and gas chemical plants) indus-

trial hubs. New production is also envisaged in the Motyginsk area (the Gorevsky 

ore mining plant and the Motyginskaya hydro-power plant). The second phase of 

the development of the Lower Angara area is mainly associated with the devel-

opment of oil and gas deposits for the East Siberian oil and gas industry (the 

southern part of Evenkia). Therefore, in addition to the construction of several 

industrial facilities, and the development of transport and energy infrastructure, 

the second phase of development goes beyond the Lower Angara area in terms of 

its territorial coverage. The financial needs of the second phase are estimated at 

540 billion rubles. One should note that at present the area is characterised by: 

low pace of economic development, economy‘s orientation towards the forest 

industry, high share of the grey economy, stable population outflow and high un-

employment.  

The investment project "Integrated Development of the Lower Angara area" is the 

largest project in Russia, implemented in the post-Soviet period. The mechanism 

of its implementation is based on the principle of public-private partnership. The 

financial support by the state (from the Investment Fund of the Russian Federa-

tion) is provided on co-financing basis and is aimed at the building of large 

transport and energy infrastructure, which should contribute to the strengthening 
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of the industrial potential of the region. In this case, 55.2%
600

 of the funds re-

quired for the project, are provided by Vnesheconombank.  

While describing the investment project as a whole, it should be noted that in it 

there are no such important features as: complexity of the development of the area 

related to the basic sectors of its economy; establishment and operation of all fa-

cilities; desire to build an innovative development model meeting the demands of 

STP; development of local infrastructure, taking into account requirements for 

environmental protection and restoration of natural resources; complex social 

problems solving, aimed at improvement of living conditions; use of available 

natural resources taking into account both business and population interests (and 

in general in the context of sustainable development - in the interest of present and 

future generations), etc. 

Both previous developments and the above mentioned investment project pay 

insufficient attention to environmental issues, including those related to the build-

ing of the Boguchan reservoir and compensation of damages. The building of the 

Boguchan reservoir, does not make use of science-based predictions of the long-

term impact on the quality of water in the reservoir, the ecosystem of the Angara 

river and the reservoir itself. The assessments of the accumulated toxic substances 

in the water and on the bottom of the reservoir are limited. This project continues 

the established practice in the construction of hydro-power plants where the focus 

is largely put on the waterworks, while everything else is considered as minor and 

insignificant. The project also largely ignores the problem with the two environ-

mentally incompatible large-scale production facilities located next to each other 

(i.e., the Boguchan aluminium plant and the pulp and paper mill). 

At the same time, the assimilation of the Lower Angara requires a considered ap-

proach starting with integrated economic, social and environmental priorities 

through the development of high-tech production and establishment of energy-

efficient and environmentally friendly enterprises. This will determine whether 

the region will remain mostly raw with emphasis on the integrated development of 

the area comprising "hydroelectric station - aluminum plant" or "forest, water - 

pulp and paper mill", or attenton will be paid on the diversify of the economy as a 

whole, thus creating conditions for long-term sustainable development.  

The specific natural conditions of the Lower Angara area are among the key fac-

tors that determine the need for the development of technologically advanced in-

dustries. These conditions have significant impact on the environmental situation 
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in the area. The Lower Angara area is characterised by a low assimilative capaci-

ty, which is due, firstly, to its high potential for atmospheric contamination (the 

worst conditions can be observed in the settlements of Lesosibirsk and Kodinsk) 

and, secondly, to the low self-purification capacity of surface water leading to 

important levels of water pollution (by suspended materials, phenols, oil, and oth-

er organic substances). Water quality does not satisfy the adopted standards, 

which in turn puts forward special requirements for nature preservation technolo-

gies to be applied by the industrial facilities set-up in the area. The situation is 

more comlplex because of the building of reservoirs and the breaking of the natu-

ral hydrological regime of the river. In addition, one should note the high level of 

background contamination of the aquatic environment in the settlements of Bo-

guchan and Kodinsk. Thus, the implementation of the investment project will cre-

ate a serious anthropogenic burden. 

The choice of capacities for the future industrial facilities in the area is equally 

important. Thus, the planned annual capacity of the Boguchan aluminium plant is 

600000 tons, which does not comply with the international standards: the maxi-

mum power of the aluminium smelters worldwide is 200000–250000 tons per 

year. At present, it is close to 190000 tons per year
601

. Furthermore, the environ-

mental incompatibility of the aluminium production with the processes of pulp 

and paper production entails the risk that Boguchan can repeat the sad fate of 

Bratsk, where the development of similar super industries resulted in the extinction of 

the coniferous forests and more frequent occurrence of cancer among children. 

In general, the lower regeneration capacity of the natural environment of Lower 

Angara Area implies strict requirements for production technology, including both 

technological (core production technology) and environmental (environmental 

protection measures, etc.) innovation. One can only consider the establishment of 

complex economic facilities in the area in general and, more specifically, the fore-

seen combination of plants and their respective capacities, if the above conditions 

are met. At the same time, it is not only necessary to give priority to advanced 

low-waste technologies for the core production of the planned facilities, but also 

to implement a range of environmental activities, which comprehensively cover 

all aspects of the anthropogenic impact on the environment, including the possi-

bilities for rational placement and territorial organisation of the productive forces, 

waste disposal, selection of suitable technological options for the disposal of pol-

lutants and their combinations, etc. 
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Therefore, the specific situation in the area dictates the need for the development 

of an adequate innovation policy for exploration. Such a policy should be both 

bottom–up (initiated at the level of individual facilities) and top–down (initiated at 

the level of the federal government and the government of the Krasnoyarsk krai). 

In the first case, one can rely on environmentally friendly technologies (including 

the organisation of waste management), introduction of environmental manage-

ment systems in the industrial plants, environmental certification, environmental 

marketing, etc. In the second case, possible measures are: evaluation of the long-

term structural interests of the regional economy; elabouration of tools for envi-

ronmentally innovative activities; encouraging the introduction of environmental-

ly friendly technologies; development of environmental requirements for techno-

logical continuous improvement; development of licensing systems for all types 

of activities negatively affecting the environment; environmental expertise; im-

plementation of environmental audits, etc. The transfer of the investment project 

into a federal target programme could provide a solution to many of these prob-

lems. 

 

CONCLUSIONS WITH A VIEW TO THE FUTURE DEVELOPMENT OF 

LPS 

 

The research on the functioning and development of local production systems in 

countries in the EU (Bulgaria, Poland, Slovakia) and outside the EU (Russia, 

Ukraine) carried out by the project team lead to the following conclusions: 

 From a regional standpoint, the functioning of LPS in different countries 

has specific characteristics: in some regions, LPS function on the basis of 

dominant microenterprises, as is the case with classical Marshall indus-

trial zones; in other regions, LPS are a result of smart specialisation con-

trolled by big multinational corporations; in yet other regions, LPS are 

closely related to the availability of raw materials, as well as to the tradi-

tions of local communities. However, the factors that determine the type 

of LPS do not act in a single direction or in an unobstructed manner. For 

example, technological innovations, product upgrades, and decreasing 

product life cycles, combined with continuous updates of production factors, 

create new challenges related to the human factor and its adaptability. 

 Technical, economic, social, and environmental changes that shake the 

world also change the spatial behavior of business entities, leading to an 

increased flexibility in the choice of raw materials. Similarly, business 

entities display flexibility in their choices of applied technologies, modes 
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of transportation of raw materials, and depth of processing. Constantly 

changing conditions have a positive impact on the spread of activities at 

intra-regional, national, and supranational levels. Thus, the internationali-

sation of LPS plays an important role in overcoming low levels of inno-

vation among LPS business entities, in gathering experience, and in fos-

tering cooperation not only among R&D enterprises, but also in the field 

of intellectual property rights. 

 LPS development requires combining production integration with man-

agement activities (ensuring institutional support, strategic planning, 

networking, coordination of local initiatives). Thus, through interaction, 

―local stakeholders‖ utilise their capabilities and resources to benefit the 

socio-economic development of the territory, to establish partnerships 

with external stakeholders, to exchange best practices, to develop joint busi-

ness initiatives, and to widen the target markets of the LPS production.  

- business entities face the need to not only adapt to the regional envi-

ronment, but also to actively participate in the creation of the condi-

tions necessary for its future development. This regional environment 

may be open to "absorption" of economic initiatives, or it may create 

barriers, be it technical, organisational, or psychological in nature. In 

most cases, technical barriers correlate with an unsatisfactory level of 

technical infrastructure, while the organisational barriers are mainly 

related to management systems and are rooted in the public admin-

istration‘s suboptimal performance. 

- LPS business entities participate directly in the processes of local de-

velopment and have common interests in terms of future regional dy-

namics. These entities interact not only in accordance with their per-

ception of the internal regional environment, but also in accordance 

with their role in the implementation of the activities that develop and 

shape that environment. To a LPS, formulating a claim to its environ-

ment is closely related to the strategic assessment of that same envi-

ronment as such an assessment is a fundamental link in the chain 

"formulation requirements–feasibility requirements". 

 LPS need financial support mechanisms to develop. Between 2007 and 

2013, such mechanisms were related to the Cohesion Policy of the EU 

and were oriented towards developing the infrastructure of one of the 

main LPS types – clusters. The EU financial mechanisms serve not only 

to encourage cooperation between entrepreneurs and other participants in 

the LPS, but also to build trust between them. 
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 LPS require investment aid to facilitate the initial investment. It should 

come in the form of state-sponsored financial aid (subsidies from the 

state budget) aimed at creating a favourable investment climate. The se-

lection criteria for receiving such aid should be clearly stated in the eval-

uation procedure to grant: 1) financial assistance for infrastructure devel-

opment or for the acquisition of tangible or intangible assets; 2) tax ex-

emptions, 3) allowances on the transfer or exchange of property, etc. It 

should be noted that financial support from the local authorities is as im-

portant to the successful establishment and functioning of LPS as the fi-

nancial support from the state. 

 Public-private partnerships as a form of cooperation between state, local 

structures, and private structures have an essential role to play in the im-

plementation of major infrastructure projects.  In such partnerships, the 

resources and competences of each partner complement each other to 

create synergies. The relations between the different partners can be ar-

ranged using various modalities (contractual basis, concessional basis, 

lease basis, etc.), depending on the selected financing mechanism and 

management model. 

 There are objective factors that interfere with the implementation of pub-

lic-private partnerships at local level. They are mainly related to the big 

territorial differences in the level of socio-economic development among 

countries in and outside the EU. 
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