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Stylised Facts on Regional Cluster Policies in Germany

Matthias Kiese (Ruhr-Universität Bochum, matthias.kiese@rub.de)

Abstract

Over the past quarter of a century, the cluster concept has become firmly established

in regional and innovation policy, as well as regional and local economic

development at all spatial levels across Germany. This paper aims at drawing

lessons from the experiences made with regional cluster policies in Germany.

Informed by a public choice model of cluster policy and the practice of cluster

development, it starts with an overview of cluster policies in Germany within a

multilevel governance framework. Based on an interview survey of 134 practitioners,

policy advisors and independent observers, it reviews the experiences made in three

federal states and seven regions. The empirical findings are condensed into ten

stylised facts, which allow for policy recommendations and the formulation of issues

for further research.
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Introduction



A quarter of a century ago, the publication of “The Competitive Advantage of Nations”

(PORTER 1990) rediscovered and popularised the concept of clusters to support

innovation and economic development at the regional scale. Cluster policies have

since become firmly established in developed, transition and developing economies

alike. However, what exactly a cluster is remains far from clear (cf. MARTIN/SUNLEY

2003: 10-13). In the most widely used definition that serves well as a common

denominator of alternative attempts, PORTER (1998: 197 f.) defines clusters as

“geographic concentrations of interconnected companies, specialized suppliers,

service providers, firms in related industries, and associated institutions (for example,

universities, standards agencies, and trade associations) in particular fields that

compete but also cooperate". From this departure, all efforts of government to

develop and support clusters may be classified as cluster policy (cf.

HOSPERS/BEUGELSDIJK 2002: 382). This includes the development of spatial

agglomerations of industry or network fragments into clusters, and often involved the

regionalisation of more established policies, such as industrial, structural, technology,

or innovation policy (cf. BRUCH-KRUMBEIN/HOCHMUTH 2000: 69 f.).

The paper draws on 110 semi-standardised interviews with 134 cluster policy experts

in three federal states of West Germany including seven regional case-studies,

conducted in 2006 and 2007. The sample of interviewees comprised 60 practitioners

in ministries and economic development agencies, of which 19 explicitly classified

themselves as cluster managers, ten consultants and 75 independent observers (cf.

KIESE 2012). Based on literature and exploratory interviews, the choice of states and

regions was meant to create structural, but also institutional and political variety for

the interregional comparison of cluster policies. Interviews focused on the states of

Bavaria, NRW and Lower Saxony, which accounted for 53, 44 and 35 interviewees,

respectively. A further 13 experts were active in more than one state or at the suprastate level more generally. NRW, Bavaria and Lower Saxony were chosen to roughly

represent three economically distinct types of region. While structural policy in NRW

was for decades dominated by the challenge of promoting structural change in the
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Ruhr area, Bavaria stands for the opposite case of a late industrialised state with a

strong presence of high-tech industries. With its manufacturing sector shaped by

Volkswagen and its supplier network, Lower Saxony appears quite unlike these two

extremes but rather falls into the “grey mass” category of regions often neglected in

regional studies.

This paper aims at drawing lessons from the experiences made with regional cluster

policies in Germany. Section 2 introduces a public choice model of cluster policy and

the practice of cluster development that assigns different rationalities to these

spheres. Section 3 provides a brief overview of cluster policies in Germany within a

multilevel governance framework, from the supranational down to the regional and

local scale. The empirical findings are condensed into ten stylised facts in section 4.

They allow for policy recommendations and the formulation of issues for further

research, which are highlighted in the final section.
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Theorising Cluster Policy: A Public Choice Approach



Current theories of cluster emergence and evolution tend to assign only a minor role

to economic development policy and practice, if at all (cf. FELDMAN/BRAUNERHJELM

2006, KARLSSON 2008). They are therefore inappropriate to explain the recent boom

of cluster policies and initiatives around the world. Since such an explanation instead

calls for theories that embrace a consideration of the functional logic driving

politicians and bureaucrats as independent variables, public choice reasoning

appears to be an obvious choice here. Public choice economics uses the tools of

(neoclassical) economic theory to explain the behaviour of actors in politics and

practice; as a result, it is rooted in methodological individualism and assumptions

about rational behaviour (cf. MUELLER 2003 or MERCURO 2007 for an introduction and

overview). Its core assumption is that of self-interest: political actors strive to

maximise their individual utility functions rather than public welfare. Their political

rationality thus differs from an economic rationality that focuses on public wellbeing

(cf. VANBERG 1996).

Building on this perspective, the conception, decision and implementation of cluster

policies can be seen as driven by different rationalities in their respective action

spaces. For our deductive public choice model of cluster policy, we assume the

conceptual action space responsible for analysis and strategic recommendations to

pursue economic rationality by focusing on public welfare maximisation. By contrast,

the political and practical action spaces can be conceived as being driven by political

and bureaucratic rationalities respectively. Since a cluster concept has to pass

through the inevitable filters of politics and bureaucracy in its decision processes and

implementation, it is worth taking a closer look at the individual action spaces

involved here.

Assuming economic rationality in the conceptual action space implies an objective

and open-ended process of cluster identification to inform policy, drawing at least

implicitly on cluster theories and making proper use of the methods available for

identifying and assessing cluster potential (cf. BERGMAN/FESER 1999). This normative

assumption precludes opportunistic behaviour on the part of actors trying to pursue

their self-interest, such as by purposely exaggerating cluster potential to stimulate

wishful thinking and to generate further advisory mandates for themselves. However,

this assumption can be easily challenged, since policy advice does not only provide
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information, but also legitimation, and there is a systemic tendency for the interests of

politicians and advisors to converge during the selection process (cf.

FREY/KIRCHGÄSSNER 2002: 449 f.).

Once cluster potential is analysed and strategic options are proposed, a cluster

concept is passed on to the political action space for decision-making by elected

politicians and democratically legitimised committees. Public choice economics

presumes that politicians pursue their self-interests by maximising their votes and

their public prestige as well as their chances for (re-)election or promotion to higher

offices. Election cycles typically create a preference for short-term measures with

high public visibility, or even, in extreme cases, "symbolic politics" (EDELMAN 1964).

By contrast, long-term options transcending election cycles tend to be neglected,

especially if they are poorly visible and entail complex and non-linear interrelations

between means and ends. This specific rationality allows politics to be captured by

organised minorities seeking to divert social "rents" into their own pockets, as the

seminal work by OLSON (1965) on the theory of groups illustrates. By its very nature,

cluster policy appears highly susceptible to the forces of political symbolism, to

avoiding complexity and long gestation periods, and to rent-seeking. Hence, it would

be a politically rational choice to ignore small but potentially beneficial local initiatives

in favour of nurturing or attracting more dazzling activities like IT, biotechnology or

nanotechnology, irrespective of their real cluster potential. Representatives of poorly

performing clusters may also find it attractive to lobby local authorities to set up a

cluster initiative rather than investing in their own productive capabilities (cf.

DURANTON 2011: 26, BALDWIN/ROBERT-NICOUD 2007). TAYLOR (2009: 135) adds that

since policy-makers must tackle real situations in real time and need to design

interventions to meet the interests of electorates and pressure groups, they view

regional economic processes through complex and multi-focal political lenses. Since

these lenses do not necessarily provide a very clear view, they look for ready

explanations of regional problems and ways to address them, so that ‘guru’ thinking

on clusters, networks or similarly fashionable concepts like the knowledge economy

or the creative class becomes very appealing.

Once a cluster concept is devised and politically decided upon, it is passed on to one

or more organisations in the practical action space for implementation. These may be

public authorities, quasi-public economic development agencies set up under private

law or as public private partnerships, or entirely private agencies acting on

commission. In principle, those organisations – as all organisations in general, both

public and private – follow the logic of bureaucratic rationality to an extent dependent

on their size and degree of hierarchy. The economic theory of bureaucracy focuses

on the position of the chief bureaucrat, who strives to maximise his own utility and

budget according to NISKANEN (1971), or his discretionary powers in the version

provided by W ILLIAMSON (1964). In both variants, it is not public welfare that is

paramount but the maintenance and expansion of bureaucratic entities and their

competencies.

As a consequence of this particular rationality, power struggles over contested

responsibilities arise between and even within bureaucracies. FREY/KIRCHGÄSSNER

(2002: 179) suggest that bureaucracies tend to overstate the demand for the public

goods they provide, but understate the costs of their provision. Projects are prioritised

if they are large, highly visible and provide benefits to well-organised groups. These

mechanisms may lead to an excessive supply of public goods beyond the social

optimum (cf. NISKANEN 1975) and thus contribute to our understanding of the recent
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surge in public cluster initiatives. Furthermore, the economic theory of bureaucracy

stresses structural inertia and a preference for "proven solutions" (FRANKE 2000: 104)

that block radical change and only allow for incremental and cumulative, pathdependent learning-by-doing through accumulated experiences. In the practical

action space, conceptual innovations like the cluster approach to economic policy are

confronted with implicit theories of the kind that HOFMANN (1995) described in her

account of how the concept of technology is interpreted in regional technology

policies in Germany. Rather than on scientific evidence, political and practical action

is often founded on beliefs (cf. BEHRENDT 1999) or even "myths and fairy tales" (BETZ

1999). These commonalities already indicate that the boundaries between policy and

practice are blurred, but it still makes sense to separate them for analytical purposes

to illustrate the different, yet related, rationalities at work.



Figure 1: A public choice model of cluster policy

Source:



KIESE/W ROBEL 2011: 1696



The interfaces between the three action spaces are characterised by informational

asymmetries, which turn cluster policy into a multiple principal-agent problem (cf.

PRATT/ZECKHAUSER 1991, LAFFONT 2003, BESLEY 2006). As formally modelled first by

ROSS (1973), a principal commissions an agent with a particular task about which the

latter is better informed. Compared with the agent, the principal lacks factual

knowledge of the issue at stake (hidden information), and he does not know about

the agent's hidden action and his behaviour, nor about his hidden characteristics (cf.
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ARROW 1991: 38 ff.). This information asymmetry causes a control problem for the

principal and provides incentives for opportunistic behaviour (moral hazard) on the

part of the agent. For instance, voters as principals commission politicians as agents

to advance the common good. When about to cast his or her vote, however, the voter

generally finds it too time-consuming to gather all the information needed to assess

the quality of the particular politician's work. This appears to be especially relevant for

a public service as complex as cluster policy since "the lay-voter will find it much

more difficult to assess a dysfunctional cluster initiative than substandard garbage

collection" (DURANTON 2011: 26). Since this cost seems to outweigh the value of a

single vote, public choice reasoning finds it rational for voters to be ignorant of politics

altogether (cf. VANBERG/BUCHANAN 1991, for a critique cf. BABA 2000). Consequently,

political representation serves as a prime example of a principal-agent constellation.

To render our public choice model of cluster policy more complex, the politician also

assumes the principal's role vis-à-vis consultants in the conceptual action space, and

bureaucrats in the practical action space. Both parties are commissioned with policy

design and implementation by the political action space, over which they have an

informational edge. Furthermore, politicians have only limited power to control the

fulfilment of their agents' tasks, which again creates incentives for opportunistic

behaviour by consultants and bureaucrats. If a consultant dispenses with the aspect

of economic rationality, i.e. his orientation towards maximising welfare as assumed in

the model, he may as well pursue his own self-interest by cultivating a cosy

relationship with politicians to maximise his chances for subsequent contracts. This

can easily lead to a convergence of interests between politicians and their advisors, a

lock-in situation in which the agent merely provides legitimacy instead of objective

information to the principal (cf. FREY/KIRCHGÄSSNER 2002: 449 f.). Hence, the

formulation, decision about and implementation of cluster policies can be seen as a

multiple principal-agent problem.

As a consequence of complexity, DURANTON (2011: 26) concludes that an optimal

cluster policy is extraordinarily difficult to achieve, even if politicians are highly

competent and attempt to maximise local welfare. Accounting for political agency

makes "cluster policies that already look fraught with difficulties in a world of

benevolent governments look extremely unappealing" (IBID.). Our discussion has

shown that welfare-enhancing cluster policies are threatened by multiple information

asymmetries as well as political and bureaucratic rationalities which make them easy

prey for the lobbying and rent-seeking efforts of organised minorities.
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Multiple Scales, Federal Variety: Cluster Policies in Germany



Compared to other countries, cluster policies in Germany are shaped by two specific

institutional characteristics (cf. KIESE 2009). First, the country’s federal set-up and its

EU membership make cluster policy essentially an issue of multi-level governance.

As a consequence, distinct cluster policies exist on at least for spatial scales, from

the supranational EU level via the federal government, the 16 federal states down to

the regional and local level, which are summarised here for simplicity’s sake. A

division of labour and many interdependencies between these scales have emerged

over time, including processes of policy learning and diffusion (cf. KIESE 2010, 2013).

Second, cluster policies predominantly aim at the promotion of innovation. This

applies to most developing countries, as the Global Cluster Initiative Survey has
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shown, while initiatives in developing countries rather focus on increasing value

added and promoting exports (cf. KETELS ET AL. 2006: 39).

However, there are notable differences between developed countries. As a coordinated market economy (cf. HALL/SOSKICE 2001), there is a strong perception

within Germany that it lags behind liberal market economies when it comes to the

commercial application of scientific research. Basic novelties such as the MP3

standard are often developed in Germany, but the benefits in terms of employment,

value-added and ultimately prosperity are reaped elsewhere. The institutional

environment is not deemed conducive for Silicon Valley-style innovation, as indicated

by the country’s relatively poor endowment with venture capital (cf. RÖHL 2010,

RUDOLPH/HAAGEN 2006). As evident from measures of trade and patent

specialisation, its national system of innovation favours incremental innovation in

mature industries such as automotive, chemicals and mechanical engineering, but

does not provide the best environment for young industries fed by radical innovation,

such as biotechnology (cf. CASPER 2007; EFI 2015: 110, 116). Clusters are thus seen

as a vehicle to strengthen the ties between academia and science in spatial proximity

to overcome the country’s perceived transfer gap. This is completely different in the

United States as the archetypal liberal market economy and home of world-class

research universities, as well as Silicon Valley-style innovation. In the absence of

Germany’s dual system of vocational education, cluster policy in the U.S. focuses

first and foremost on workforce development (cf. STERNBERG ET AL. 2010, STOCKINGER

2010).

The Supranational Level

In a policy document, the EUROPEAN COMMISSION (2008: 5) summarises its view of

clusters: “Europe does not lack clusters, but persistent market fragmentation, weak

industry-research linkages and insufficient cooperation within the EU mean that

clusters in the EU do not always have the necessary critical mass and innovation

capacity to sustainably face global competition and to be world-class.” Under the

2000 Lisbon Agenda to become the world’s most competitive knowledge-based

economic area within a decade (cf. ARDY 2011), clusters came to be seen as an

obvious vehicle for promoting innovation, competitiveness and growth. However, the

EU’s principle of subsidiarity entails a clear division of labour between the levels of

governance. While cities and regions are deemed responsible for the promotion of

clusters on the ground, the European Commission assumes responsibility for cluster

mapping, SWOT analyses and comparisons, the identification and dissemination of

best practice, the creation of platforms for the exchange of knowledge between

cluster policymakers and practitioners, and the linkage of clusters across boundaries

(cf. REPPEL 2007: 6).

Among the most prominent initiatives, the European Cluster Observatory1 provides

access to data and analysis of clusters and cluster organisations. While the Europe

INNOVA initiative targeted policymakers, PRO INNO Europe catered for the needs of

cluster practitioners. More recent initiatives include the European Cluster Alliance,

the European Cluster Collaboration Platform, the European Cluster Excellence

Initiative and the Regions of Knowledge initiative (cf. CLUSTERPORTAL BADENWÜRTTEMBERG 2015). A further result of the Lisbon Agenda, the EU’s structural funds

1



http://www.clusterobservatory.eu, accessed 27 February, 2015
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have been reoriented for the 2007-2014 funding period to include regional

competitiveness and employment as their new Objective 2 (cf. EUROPEAN

COMMISSION 2006). As a consequence, the European Regional Development Fund

(ERDF) was no longer restricted to supporting lagging regions, but also used to

support innovation and growth in all other regions for the first time – with clusters

being the obvious concept of choice. Under the Europe 2020 strategy, the structural

funds have been refined with ex-ante conditionalities, such as smart specialisation

strategies, but remain a key funding source for regional cluster policies (cf. EUROPEAN

COMMISSION 2014, FORAY 2014, KROLL 2015).

The Federal Level

Germany’s federal government embraced the cluster idea in the mid-1990s when

trying to promote its fledgling biotechnology industry, which was estimated to lag

twenty years behind the U.S. and ten years behind the UK at that time (cf. COOKE

2001: 267). To close this gap, the federal government launched the BioRegio contest

in 1995 to identify and promote Germany’s most promising potential biotech clusters

(cf. DOHSE 2007). Out of 17 entries, Munich, the Rhineland and the Rhine-Neckar

area emerged as winners, with a special vote awarded to Jena in East Germany.

Until its termination in 2004, 90 million € have been spent on the programme (cf. EFI

2015: 39). BioRegio is now regarded as an important vehicle to jumpstart the biotech

industry in Germany which recorded spectacular growth in the second half of the

1990s, although this was helped by legislative changes, a favourable business cycle

and ample supply of venture capital at that time.

In the mid-1990s, the initial convergence of the formerly socialist new federal states

(Länder) vis-à-vis West Germany had come to a halt, and significant disparities in

innovative capabilities and productivity threatened to become persistent. The federal

Ministry of Education and Research thus adapted its acclaimed BioRegio model to

the specific needs of the new Länder: The 216 million € InnoRegio contest was run

from 1999 to 2006 to narrow the gap between the eastern and the western states. In

contrast to BioRegio, the new contest was not only confined to the new Länder, but

also open to all industries and technologies (cf. DOHSE 2007: 75 f.; EFI 2015: 39).

Convinced by the success of InnoRegio, the federal ministry started differentiating

the initial concept into a whole new family of programmes called Entrepreneurial

Regions (Unternehmen Region) from 2001 to support innovative networks in the new

Länder (cf. GEBHARDT 2012).

In 2007, the federal government embarked on its 600 million € leading-edge cluster

contest (Spitzenclusterwettbewerb). In three rounds, a total of 15 clusters have been

selected by an independent jury from 85 applications across all industries and

technologies to receive funds for co-operative R&amp;D and scientific training over a fiveyear period, i.e. until 2017 for the last round. The regional distribution of winners

highlights favours the technologically more advanced and yet more prosperous

southern Germany: Nine out of 15 Spitzencluster are exclusively or at least partly

located in Bavaria or Baden-Württemberg (cf. BMBF 2012: 5). An evaluation

commissioned by the government found positive effects on resources, especially on

the quantity and quality of human capital, as well as on network density (cf.

ROTHGANG ET AL. 2014). However, the authors also criticised the inward-looking

nature of some clusters. To strengthen the external cluster dimension in response, a

follow-up programme has been designed to promote the internationalisation of these
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leading-edge clusters (cf. EFI 2015: 48). Although innovation policy is the main field

in which the federal government employs the cluster concept, the management of

regional clusters and networks is since 2005 also funded by the national regional

policy, which is a joint task (Gemeinschaftsaufgabe) with state governments and

closely aligned with the EU’s cohesion policy through co-funding (cf. DEUTSCHER

BUNDESTAG 2009: 24).

The State Level

Federal autonomy and competition has led all 16 German states to employ the

cluster concept in their economic, regional, and innovation policies, albeit with

different degrees of intensity (cf. BUHL/MEIER ZU KÖCKER 2010). Figure 2 shows that

the diffusion of cluster programmes at the state level was preceded and to some

extent also triggered by federal government programmes. Despite a strong element

of bandwagoning, there is a systematic difference between the old and the new

Länder since federal government is much more active promoting clusters and

networks as part of its particular concern with the lagging East. As a consequence,

the eastern states are generally less active in cluster promotion.



Figure 2: Federal and state level cluster policy initiatives in Germany, 1995-2008

Source:



adapted from W ESSELS (2009: 6)
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It is worth taking a closer look at the two largest federal states of North RhineWestphalia (NRW) and Bavaria. While Bavaria is characterised by modern high-tech

industries and services, NRW still feels the legacy of structural change in its core

Ruhr conurbation, and lags behind southern Germany in all major labour market and

innovation indicators. In addition, figure 2 shows that both states are pioneers of

cluster policy at this level. It seems thus intriguing to ask how these differences affect

the two states’ cluster policies.

Based on experience from its regionalised structural policy developed in the 1980s

(cf. DANIELZYK/W OOD 2004), the government of NRW started promoting its pilot

network programme PROFIS in 1993, which is now seen as the antecedent to its first

fully-fledged cluster policy that was to follow after the 2000 state election. This

Kompetenzfeldpolitik was implemented by gradually focusing ERDF funds for the

Ruhr Area onto a dozen fields of competence which were defined in an archetypal

political bargaining process (cf. REHFELD 2006). Following a change in government in

2005, the new conservative-liberal coalition publicised a cluster policy as part of its

new innovation strategy in March 2007. During the funding period of 2007-2013, 635

million € of ERDF Objective 2 funding was earmarked for competitive tenders in 16

pre-defined state-wide clusters, an open RegioCluster contest, as well as some

cross-sectional competitions (cf. MWME 2006). The state provided degressive

funding for 16 state-wide cluster managers which are supported by a central cluster

secretariat. During three rounds, 52 funding contests were organised, of which 32

focused on the 16 state-wide clusters. Until the end of 2010, around 400 million € of

funding were handed out to applicants for collaborative research and innovation

projects (cf. BORNEMANN ET AL. 2010: 195). Participants and observers criticise the

large number of contests, a lack of transparency and the administrative complexity of

the application procedure. As a consequence, SMEs are clearly underrepresented

among both applicants and recipients (cf. KAHL 2011). Following another change in

government in 2010, NRW regrouped its 16 state-wide clusters into eight “lead

markets” (Leitmärkte).

The state of Bavaria embarked on a major privatisation effort in 1994, successively

divesting 4.15 billion € worth of utility stakes. This revenue was invested in the state’s

R&amp;D infrastructure through the Offensive Zukunft Bayern launched 1994 and the

High-Tech-Offensive (HTO) started in 1999. While the state is traditionally committed

to support its lagging peripheral regions, the main pillar of the HTO accounting for

664 million € was designated to develop and support high-tech centres of world-wide

recognition in key technologies. After the HTO had expired and privatisation

revenues had been depleted, the state government launched its recent ClusterOffensive as a new stage of its technology policy in 2006, endowing it with a

comparatively modest 50 million € to establish and fund the management of 19

clusters, understood as state-wide networks, over a five-year period. Public funding

was announced to decrease over five years to put pressure on cluster managements

to eventually become self-sustaining (cf. STMWIVT 2006). In 2008, an interim

evaluation commission found that around two thirds of participating firms reported

positive impacts on their contacts and co-operations. The report also highlights a few

problems, such as the challenge to co-ordinate the state’s top-down initiatives with

older cluster initiatives that had emerged bottom-up in various parts of Bavaria (cf.

BÜHRER ET AL. 2008). After a final evaluation in 2010 (cf. KOSCHATZKY ET AL. 2011),

the state government extended its funding for cluster managements until 2015.
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