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Foreword by the USAID Administrator

This report -Promoting Competitiveness in Practice: An Assestsmoe
Cluster-Based Approacheswas prepared by The Mitchell Group at t
request of the Office of Economic Growth in USAIDBureau for
Economic Growth, Agriculture, and Trade (EGAT). arkard’s Michael
Porter and others have led the way in suggestiag development of
dynamic and innovative business clusters is cfitica countries to
compete more effectively in world markets. Maoc@®mic stability,
strong institutions, and the rule of law are widedgognized as essentit
to economic growth. Porter’s competitiveness apgincemphasizes the need to pay attention
to sector-specific reforms and other aspects ofntiiroeconomic environment in which
businesses thrive as well as the macro context.

USAID and other donors have taken up the challesfggpplying this theory, launching a
number of cluster-based competitiveness projedsnded to facilitate the formation of
sector-specific industry groups. The projects ifigmpolicy constraints, new technologies,
and new ways of working together that, combined,expected to increase productivity and
allow the industry to compete effectively in globalarkets. Because cluster-based
approaches are growing in USAID and among developmectitioners generally, we felt
that it was important to commission an independessessment of these applications of
cluster theory and the results they have achieveidte.

To our knowledge, this is the most comprehensifertefet to evaluate the performance of
cluster-based approaches to promoting competitsgena developing countries. Many
development professionals remain deeply skepti€ahdustry- or firm-level level work,
preferring to emphasize efforts that develop theestment climate without running the risk
of “picking winners” or promoting a particular sect A careful reading oPromoting
Competitiveness in Practiciggests, however, that work at the industry amad level can
quickly illuminate both macroeconomic and microemmic constraints to growth and can
engender a “participatory” process of reform thasuges private as well as public sector
ownership. The report also offers concrete reconaiatons for increasing the effectiveness
of cluster-based programs.

It is my sincere hope that this assessment willgement the impressive new information
becoming available on investment and business tdsnacross the developing world. We
thank the authors and The Mitchell Group Inc. farumusually thorough and thoughtful

Nordotiy St

Andrew S. Natsios,
Administrator, USAID






PROMOTING COMPETITIVENESS IN PRACTICE
EXECUTIVE SUMMARY

Over the past five years, USAID has become an asongly important player in the field of
promoting competitiveness. On the one hand, itspatitiveness initiatives have often generated
a new vision and enthusiasm for promoting econarnange in developing countries. However,
there is also considerable confusion and misuraegtg about what promoting
competitiveness is all about and what missionsarashould anticipate when they embark on a
competitiveness initiative.

The purpose of this assessment is to take an olgetdok at the practice of promoting
competitiveness; gain a better understanding oft\Wha worked and what has not worked; and
learn how to improve USAID’s work in promoting coetpiveness. This assessment does not
look at the full range of activities that contribuio competitiveness. Rather, our focus is on
cluster-based competitiveness initiatives — thathe types of initiatives that are specifically
designed to develop clusters as a vehicle for ptmmmacompetitiveness.

The assessment team carried out thfee
distinct activities in order to Dbette
understand how cluster-based
competitiveness initiatives play out. As |a, examining the experience of promotihg
starting point, the team conducted |&qmpetitiveness in Mongolia and Campeche, [the
comprehensive desk review of USAIDSteam saw a number of positive developmehts.
competitiveness experience in 26 countriesviost notably, firms are making changes that
This included in-depth interviews with bring them closer to their customers and the
USAID’s contractors/practitioners, as well asmarket — and that bodes well for increaspd
its internal staff. The team then examined theompetitiveness over the long term.

experience of promoting competitiveness _
outside of USAID — first, by conducting a The team’s review of these two cases, as we|l as
extensive review of the literature opthe USAID and non-USAID experience more

competitiveness practice and th roadly, reveals important lessons for future

) o . . competitiveness initiatives:

interviewing multilateral and regional donols, “ro gy important determinant of succes$ is
and other organizations that have explored the “sweat-equity” investment of the cluster.
the use of cluster-based approaches. Lastly, g ccessful cluster-based initiatives are private
the team carried out field assessments of

1 Ut et O sector driven — with links to the public sectgr.
competitiveness initiatives — a USAID-  They are not public-sector driven — with links
funded initiative in  Mongolia and to the private sector.
Transformando Campechean initiative | « Cluster-based competitiveness initiatives are
launched by the local business community|to not a “quick fix” solution. They involve major
revitalize the state of Campeche |n shifts in thinking and practice and, hende,

southeastern Mexico. results take time.

Key Results and Lessons Learned
from Competitiveness Initiatives

This assessment report represents the synthesibatfthe team has learned through these three
activities. As a preview, some key results anddesdearned are highlighted in the box above.
Additional results and lessons learned are destrédmel explained at the end of this executive
summary and, in particular, in the main assessneguirt.



An Overview of Competitiveness Practice

Over the past decade, there has been tremendouwghgmo the practice of cluster-based
competitiveness initiatives. As a result, tod&grée are literally hundreds of cluster initiatives
action around the world, all with their unique sbamd twist depending on where and how they
emerged and, often, who started the initiative.isTias important implications for USAID.
Most importantly, USAID is clearly not going dowrmet path of exploring cluster-based
approaches alone. Hence, while they may seem nelWweaperimental to many leaders and
officers within the Agency, there are many othegamizations — both within the donor
community and outside of the donor community — Hratalso implementing cluster initiatives.
This is very much of a global phenomenon.

Much of the significant growth in the use of cludb@sed approaches has emerged over the past
five years. This is particularly true for USAID canther donors such as the World Bank and the
Inter-American Development Bank. USAID launched ifsrst major cluster-based
competitiveness initiative in Lebanon in early 1998owever, as of January 2003, its portfolio
of competitiveness initiatives had grown to ne&@®0 million in 26 countries, including major
initiatives in seven countries: Lebanon, Sri Lanangolia, the Dominican Republic, Uganda,
Croatia, and Macedonia. Since January 2003, m&W¥ID missions have expanded or added
new competitiveness initiatives; the portfolio efiditely growing — in fact, quite rapidly.

What is a Competitiveness Initiative?

Each competitiveness initiative is unique. Despiteir many differences, our review of the
practice of competitiveness initiatives has revedleat they also have a lot in common. It is
these shared or core elements that help us undérgthat a competitiveness initiative is in
concrete terms. The core elements of competitsei@tiatives are best described in terms of:
(i) their guiding principles; (ii) their key compents; and (iii) the process or approach used to
implement competitiveness initiatives.

The Guiding Principles

In looking at the collective experience of praotigers, we found that there is a core set of
principles or concepts that serve as the founddbortheir work. Many of these principles are

closely aligned or derived from the theoretical fdations for competitiveness articulated by
Michael Porter and other leading thinkers on coitigehess; however, many of the same
principles have emerged through the practice ofpmiitiveness initiatives. Today, theory and

practice are closely intertwined in these guidinggples.

Individual firms cannot become competitive and staycompetitive in the global market on
their own; building competitiveness involves sustaed change throughout the value chain.
The close interplay between firms, their suppliemsd the business environment is why
competitiveness theorists and practitioners focuéctusters” as the locus of action, as opposed
to individual firms or broad sectors. Clusters aeographic concentrations of interconnected
companies, specialized suppliers, service provjdemgl associated institutions in a particular



field.”* “Associated institutions” might include: educati and training institutions that build
the workforce for an industry; research institutiothat generate the scientific knowledge
required for technological change; banking andrfaia institutions; government institutions
whose policies and practices have an impact omnthestry; and providers of infrastructure for
the industry. These institutions are an essen#dlqf the cluster as their “products and services”
also feed into the value chain and their ability i(@bility) to change and innovate has a direct
impact on firms’ ability to compete in global marke

Geographic proximity is important .... especially inan increasingly global economy.

A second principle underlying competitiveness atities is the importance of geographic
proximity. To reiterate, clusters are defined ggdgraphic concentrationsf interconnected
companies, specialized suppliers, service provjdemg associated institutions in a particular
field.” Hence, in many competitiveness initiativesound the world, we see a focus on
“economic regions” as the engine of growth. Sueians have little to do with political or
administrative boundaries and more to do with tlhustering of firms and institutions that are
interconnected ... or, in the case of many devatppconomies, should be interconnected.

Paradoxically, Porter argues that as the world imesoincreasingly interconnected, building
competitive advantage has more to do with things éine fundamentally local: relationships and
interactions (which are easier to build when pe@pkein close proximity and share a common
language and culture) and information sharing (Whg far more effective in face-to-face

situations than through even the most sophisticadetmunication system).

Competitiveness initiatives are about building conactions and relationships among firms
and institutions that have traditionally acted in isolation. In most of the countries where
USAID operates, there are very few connectionsetationships among firms and institutions;
moreover, firms and institutions are often weakand of themselves. Competitiveness
initiatives are about building connections andtreteships among firms and institutions within a
cluster so that they can more effectively tackkelihrriers to increased productivity.

Building these connections requires major shifts ithinking and behavior ... shifts that are

not easily achievedCompetitiveness initiatives are about mobilizingple to re-think the way
they do business: to focus on international madkemand (as opposed to supply-driven
approaches to production); to move toward offenmye sophisticated and higher value-added
products (as opposed to relying on basic commajjtte innovate (rather than imitate at lower
cost); and to collaborate intensely with compesitand government and academia in the process
(despite often long-standing antipathies and lddkust).

While the focus is global, the momentum for changeust be local. These kinds of changes
are not changes that a donor — or any external tagemwan make happen. Promoting
competitiveness requires fundamental change wittnrs; in the relationships among firms; and
in the relationships between firms and their suppgrinstitutions (including government and
academia). These kinds of changes can only takeeplvhen firms see that it in their best
interest to change and when they take ownershiméking change happen. This does not mean
that there is not a valid and important role foteemal agents like USAID; however, what is does

! The Institute for Strategy and Competitivenesbsite: www.isc.hbs.edu.



mean is that without local business leaders takiegead in promoting and driving the process
of change, the likelihood of substantial or susthla change is minimal.

A participatory strategic planning process is the starting pointThe participatory strategic
planning process embedded in most cluster-bastdtivies enables cluster members to: discuss
and build their own consensus on the critical issarad the key impediments to engaging global
markets; design a strategy and initiatives that wélistically enable them to engage global
markets more effectively; and then — and most itgmily — assume responsibility and
ownership for specific initiatives and actions. idta process that enables the cluster members
themselves to determine the parameters of whatwlhiéylo and will not do ... as opposed to
USAID or any other donor determining the parametgrsvhat should be done from their
perspective.

We believe that it is the participatory strategianming process — and the resulting local
ownership in and responsibility for implementatienthat makes competitiveness initiatives
distinctly different from USAID’s other economicayvth initiatives. Competitiveness initiatives
are private sector led and driven in their impletagon, and this implies a fundamentally
different role for USAID and its contractors.

Key Components of a Competitiveness Initiative

Another way to understand what defines the cormehts of a competitiveness initiative is to
examine its typical components. Five typical comgrds of competitiveness efforts are:

Cluster Development to Re-position Industry

The “heart” of competitiveness initiatives is clkistdevelopment to re-position the industry; The

process of a cluster collaboratively designingratsgy and identifying and executing targeted

actions results in “re-positioning industry” towardiche markets, greater value-added products.
The key difference is that the strategies are éeviand implemented by cluster members

themselves, making local ownership and sustairgloiuch more likely.

Strategic Reforms of Policies, Laws and Regulations

Such reforms typically emanate from the clusteretlgyment process described above. Again,
the process of the cluster deciding which reformescaitical to its competitiveness — and which

reforms the cluster realistically can affect andraie — is what differentiates policy, legal and
regulatory reform under a competitiveness initiativom other donor efforts in this arena.

Rather than a donor or expatriate advisors idantifythe key reforms that are necessary or
desirable, local actors with personal and profesdistakes in seeing through such reforms
pinpoint a particular issue as a constraint, ctilety decide to address it, and determine
appropriate means to effect change.

Changing the Dialogue

To influence policy, legal and regulatory reforntbe private sector must interact with
government, the enactor of such legislation andstuHow the private sector conducts such
interaction is a central element of competitiven@stiatives. As outlined in the guiding
principles, cluster members must begin to see #idtpugh they are competitors, some issues



present common obstacles and, consequently, it snsduese for the good of their business as
well as the cluster to combat these challengesdolely. In this respect, the dialogue within the
private sector itself changes, moving from confatioh to “cooperating to compete.”
Competitiveness initiatives aim to produce dialogpdween public and private sectors that is
less combative and more effective.

Partnerships

As dialogue both within the private sector and lestw the public and private sectors becomes
more common, more effective and more trusted tHroagcompetitiveness process, joint
activities and investments occur with greater fesgry and involve greater complexity.
Partnerships may include, for example, joint innesits, agreements to separate functions and
responsibilities into public or private hands, allaboration on institution building. Because
they involve sharing of financial and sometimes buonresources as well as deep, strong
consensus on goals, functions and anticipated méspboth public-private and private-private
partnerships typically occur when competitivenes$atives are at more mature stages.

Improving Understanding and Support for Competitiveness

Lastly, competitiveness initiatives typically indel efforts to broaden knowledge of
competitiveness, both within targeted groups aedgémeral public. Many different mechanisms
for information dissemination are used, includifuy,example, newspaper articles and editorials,
training of journalists in competitiveness prineip] workshops to deepen university professors’
and students’ knowledge, round-table discussiomslwing public and private sector leaders,
and publicizing the deliberations and actions dfamal competitiveness councils, among other
means. The central objective of media and publicrmation efforts is to build knowledge of
competitiveness principles so that the generalipublsupportive of different roles and dialogue
between and within the public and private sectarsreover, emerging clusters can observe,
learn from and potentially emulate other clustesgeriences.

The Approach Used in Cluster-Based Competitivenedasitiatives

The desk assessment of USAID's worldwide competitess efforts reveals that the
methodologies used by USAID contractors to implenwmpetitiveness initiatives exhibit an
overall consistency of approach. The general agmbrdo competitiveness initiatives used by
USAID contractors is delineated in detail beldw.

Phase 1: Conducting Initial Competitiveness Diagndies

A cornerstone of competitiveness initiatives id tlhaal private sector leaders drive the process.
The initial competitiveness diagnostics, in cortirase led by the contractor — but nevertheless
this stage is central to evaluating if local emstiand individuals have the understanding,
enthusiasm, and commitment to shoulder the respititiss entailed in the competitiveness
approach. The typical actions taken during thissphaclude:

2 |t should be noted that no practitioner follows thmethodology exactly as delineated below. Instedtht is
described below is a composite approach develogethd assessment team based on a number of consfact
implementation experiences. As such, the approataildd below provides the assessment team’s vietheast
practices” learned from implementation of USAID@npetitiveness initiatives.



. Assessing (in broad terms) the country’s econooundations;

. Benchmarking the country against comparative anctorpetitive peers;

. Conducting an intensive series of workshops to awer understanding of
competitiveness and its relevance in the localeednand

. Initiating outreach to local media, universitieslather public communications channels.

Phase 2: Identifying Clusters

It is during this phase that the private sector{iatuire of competitiveness initiatives emerges
strongly. Prior to entering this phase, USAID atsdcontractors may identify sectors that meet
criteria important to achieving the country’s an8AID mission’s economic growth objectives.
However, regardless of which clusters are idemtifigeliminarily, it is ultimately the interest and
commitment demonstrated (or not) by various clsstieat, at the end of this phase, determines if
USAID moves forward on a competitiveness initiatared, if so, which clusters initially will be
involved. By Phase 2, potential cluster particisashould understand that competitiveness
initiatives revolve mainly around their own effortswith project-funded long-term advisors and
strategic short-term assistance providing supber than leadership.

Through the process above of testing cluster isteend commitment, USAID and its
contractors avoid “picking winners” (a common @igim of competitiveness initiatives) and,
rather, allow enthusiastic “self-selected” groupg&in valuable technical assistance with which
they can improve their growth prospects. RegardlE#sa cluster's commitment at project
inception, however, enthusiasm and action mustssessed on an on-going basis, and USAID
must be willing to end support for clusters whageriest and activities wane.

Phase 3: Crafting Cluster Strategies

The objective of Phase 3 is to facilitate a striatgganning process that enables a cluster to
define its common interests, strategic vision actiba plan. The cluster develops a targeted set
of achievableinitiatives and assigns tasks: that is, it idéssifindividual and institutional
champions that agree to carry out each initiafileoughout the process, the contractor serves
as a facilitator, lending expertise and objectiaadduring points of substantive contention,
defusing nonproductive disagreements, questionimgroptimistic or grandiose ideas, and
continually focusing the dialogue on the major essidentified from the cluster analysis. The
“task-volunteering” end of this step is a pivotabimg in the cluster's development, as it
represents the juncture at which cluster membes aemonstrate concretely their willingness
to do more than “talk.”

Phase 4: Implementing the Cluster Strategies

This phase is the time when discussion and plaramedurned into action. Each cluster will take
different steps to achieve its goals; regardlesthefspecific actions, the overall objective is,
simply put, to implement the strategy and actianpdeveloped in Phase 3. Actions vary widely
depending on the sector, the local context, andt@lumembers’ interests. In all cases, the
actions should be led by the responsible individaatl institutional champions or civic
entrepreneurs who committed in Phase 3 to takegehair the activity. The contractor lends a
key supporting role to these activities. Typesugmort that contractors often provide during this
phase are: targeted technical assistance; spedatiaining; international market research;
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policy, legal and regulatory analysis; facilitatioh dialogue and engagement with the public
sector; and media outreach and assistance withcpzdyhmunications

Phase 5: Sustaining the Cluster Initiative

Most USAID-funded competitiveness initiatives atédl ®n-going; that is, they have not yet
reached the critical stage of transition from doassistance to independent operations. From the
experience of one of USAID’s longest-running contpetness activity, that in Sri Lanka, we
see that each cluster’'s “graduation” strategy mightdifferent. Three general paths are being
considered by the clusters: (i) formation of a némonprofit, nongovernmental) apex
organization to continue cluster activities; (igreement to house and continue cluster activities
within an existing organization; or (iii) commitnteto continue activities and meetings in an
informal manner, rather than through a specifidctgnt

Despite the linear and apparently straightforwarethndology presented above, there is no
“cookie cutter” approach to implementing compesétiess. Context and strategy determine the
substance that clusters will address and the @etuiney will assume — and initiatives therefore
play out differently depending on local circumstasicln many respects, the real test of a
competitiveness initiative is its ability to “adjliso the local terrain, as evidenced by its abpilit
to change the way local actors understand andddhkl constraints to productivity. We see how
this “test” plays out in the results.

The Results

Measuring results in development assistance psojecalways difficult. Attributing results to
project interventions leads to further complicatiémd choosing measures that are meaningful,
reliable and reasonably available is yet more cemplCompetitiveness initiatives share all of
these often-seen difficulties of measuring resultsthe same time, competitiveness initiatives
also pose some unique challenges in measuringsesdlur assessment encountered five central
challenges, namely:

The lack of meaningful base-line data from which taneasure change

We have not encountered a single instance in wihaseline data about a cluster was collected.
In other words, no in-depth “pictures” of clustearing points have been taken, making it
difficult to determine what has changed as a resfulie competitiveness initiative. It should be
noted that, as part of Phase 2, clusters are bear&eohat a “high” level — including data such as
the industry’s percentage of exports in the nati@ma global economies, national or global
market share, relative employment concentration,, ddowever, “lower level” (and harder to
obtain) data on skills, wages, productivity, invesht, revenues, number of firms, linkages
among firms, profitability, and other factors iskang in the initiatives we examined.

The lack of cluster engagement in setting quantitate targets

Among the cluster initiatives that we examined, a& have not encountered an instance in
which the clusters have been engaged in determuuagtitative targets as part of the strategic
planning process. As described in Chapter 4, dsisdefine a “big-picture” vision, strategic
initiatives, and specific tasks to implement thaséatives. However, as part of this process,
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there is no attempt to define quantitative targétst are meaningful and relevant for its
members.

The time needed for quantitative results to emerge

It takes considerable time for quantitative restdt®merge from a competitiveness initiative —
particularly, if the metric is changes in produittiy value-added, or exports. A cluster-based
competitiveness initiative involves promoting funtental change in the way people do
business, and this does not happen very quickbasily.

The reliance on cluster facilitators to tell the results

The lack of quantifiable targets and monitoringtegss in cluster initiatives, combined with the
dearth of independent assessments and evaluatidhsiarea, mean that cluster facilitators are
generally the key sources of information on “restItWe learn a tremendous amount from the
experience of cluster facilitators. However, tladgo have a stake in promoting the success of
their initiatives. Thus, reporting on results oftgets entangled with marketing and promotion.

The difficulty of measuring the results of clusterdevelopment

One of the key tenets underlying cluster-basedainies is that competitive advantage does not
lie within an individual firm, but rather, in thieteraction among firms in a value chain and
associated institutions and organizations. As ddtg Philip Raines, “these networks embed
tacit knowledge, social capital and range of inthleg assets which not only generate a
territory’s competitive advantages but sustain thwmr time.® It is precisely these intangible
assets that are so important for cluster initigtiNait also so difficult to measure.

Developing a Strateqy for Assessing Results

For all of the reasons outlined above, we do notehtne evidence to make definitive or

guantitative conclusions about the results of elubased initiatives. Recognizing the data
limitations, the assessment team developed a gyrateat would enable USAID to better

understand some of the less-quantifiable — but Igguraportant -- results of a cluster-based
competitiveness initiative. Specifically, the teadatermined that its strategy for assessing
results needed to:

Focus on the results from the two field assessments

The crux of our approach was to examine what hasgdd as a result of the cluster-based
competitiveness initiative from the full range dhlesholders in the process, including firms,
government, educational and research institutithresfacilitator and others — thus, enabling us to
go significantly beyond the perceptions of clusteilitators alone.

Recognize the validity and importance of qualitatie changes

Because of the lack of base-line data, we recodgnirat we would not be able to measure
guantitative changes in productivity or value-addétbwever, we also did not want the
assessment to focus on the potential value-addextiated with the clusters’ strategic initiatives

% Raines, PhilipsThe Challenge of Evaluating Cluster Behavior in Emomic Development Policy,European
Policies Research Center, University of Strathglyday 2002, page 1.
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in the future. Rather, our aim was to captureatteial changes that had occurred thus far — and
this necessarily meant focusing on more qualitaypes of changes.

Focus on changes that emerged as a result of thestering process

We focused on those changes that could be attdbotdinked to collective participation in a
cluster effort, as the cluster process is whairdjisishes competitiveness from other economic
growth approaches. Specifically, we focused omgbaat two levels: change at the firm-level
and change at the cluster-level.

Findings

Change at the Firm Level

As discussed in the guiding principles, competiie®s initiatives require firms to “re-think”
they way they do business. No longer is competitags about offering the same product at a
price lower than your competitor; and no longerc@npetitiveness about seeking increased
subsidies or protection for your products. Rathpeomoting competitiveness involves much
more fundamental change within the firm and betwdéems and supporting institutions,
beginning with what many competitiveness practgiegnrefer to as changes in the “mental
models” — that is, the core assumptions that gfirde strategy and operations. We saw clear
evidence of shifts in the mental models guidingérin four distinct areas: (i) the understanding
of competitiveness; (ii) a greater focus on thetamer and market demand (as opposed to
supply-driven approaches to production); (iii) &fse on offering more sophisticated and higher
value-added products (as opposed to basic comraggiand (iv) emerging signs of innovation
(rather than imitating at lower cost). For somestdus, these changes in mental models
translated into behavior change — however, notyswa

Change at the Cluster Level

Competitiveness initiatives are fundamentally abbutlding connections and relationships
among firms and institutions that have traditiopatted in isolation. Hence, in conducting our
field work, we looked carefully at the questionvdfiether the competitiveness initiatives had an
impact on the interactions among cluster partidipan

In Mongolia, we saw emerging signs of stronger digiks — particularly, among firms in the
tourism industry. We also saw new and positiverattion between segments of the value chain
in the cashmere industry, resulting in a much greahderstanding of the need to focus on the
customer. Our primary concern is whether thedafjes can be sustained. In large part because
Mongolia’s competitiveness initiative was more caantor-driven than cluster-driven, it is not
clear whether the strategic initiatives can or wélsustained in the absence of the contractor.

In Campeche, we saw relatively few signs of incedasies, trust and collaboration — even
though this initiative started from a strong foutiol®, including a group of visionary business
leaders, a strong and participatory strategic prenrprocess, and the support of local
government leaders. At the onset of the initigtihere was enthusiasm and strong support for
the initiative from the business community, thealogovernment, and the academic community.
Each of the clusters developed a vision for theirkjtas well as a series of strategies and
initiatives. However, in reality, only a few of g@initiatives came to fruition.



Summary

Overall, we see some positive developments atitimelével and the cluster level. Most notably,
in a number of cases, we see businesses makingehahat bring them closer to their
customers and the market — and we believe thatsbaed for increased competitiveness over
the long term. We also see emerging signs of alidggelopment. In some cases, firms are
beginning to recognize the value of collective @ttand change the way they engage each
another -- to their mutual advantage in the market.

Lessons Learned and Best Practices

The assessment of results focused specificallyhenekperience in Mongolia and Campeche.
However, in order to understand the lessons leafmoed promoting competitiveness, the team
drew upon not only these two cases, but also nspcehensive review of USAID experience in
26 countries and its review of the experience detsif USAID. Each lesson is described below,
along with the operational implications that emanfabm the lesson. As such, the lessons and
best practices are intended not only to summahieekey findings of this assessment but also to
provide practical guidance to shape on-going andpective cluster-based initiatives.

The most important determinant of success is the {geat-equity” investment of the cluster.

For a competitiveness initiative to develop sucitdlys cluster members must be committed and
willing to devote time, resources and, most impaita “sweat-equity” for the good of the
industry as a whole. Cluster members first muse tdile time to thoroughly sort through the
challenges facing their industry and then collesdfivdefine common ground and a common
vision. With disparate parts of the cluster comiogether for (in many instances) the first time,
this issue identification and strategy developnmntess takes time — time that cluster members
must be willing to invest and time that USAID and contractors must be willing to “give.”
Related best practices include:

* In the absence of significant dedication by clustesmbers to the principles above,
USAID and its contractor must refrain from subdgiitg themselves as the cluster leader.

* In such circumstances, USAID and its contractor trassess why the cluster is not
demonstrating signs of commitment and consider afnhese options: (i) address the
underlying issues before proceeding with a clusii#iative; (ii) significantly modify the
nature of the project away from the organizing teehcluster-based competitiveness; or
(i) halt assistance to the cluster.

The private sector must own and drive the process aluster development.

There is no doubt that the economic policy framdwaira country is important for creating the
conditions for competitiveness and growth. Howegeowth itself is generated by firms, not by
public sector institutions that formulate econorpmlicy. Therefore, successful cluster-based
competitiveness initiatives are fundamentally pievaector driven — with links to the public
sector. They are ngdublic sector driven with links to the private ®ec This is not to say that
engaging the public sector is not important fodwster-driven competitiveness initiative. It is;
but companies — through clusters — need to shterdtiver’s seat because it is their decisions and
investments that will directly propel sustainabtewgth. Related best practices include:



« USAID and its contractors must allow the initiaticeproceed as fast — or as slowly — as
the clusters are willing and able to go. EffortsWSAID or the contractor to jumpstart
the process usually backfire, especially if sudbré$ override participatory mechanisms
for defining strategies and developing consensusctions.

- USAID and its contractors must act as facilitatersot leaders — of the cluster process.
As such, the contractor’s role is nonethelesscaliand serves key functions such as: an
honest and trusted broker among often-fractiousgsara neutral, objective outsider with
needed global knowledge and perspective; and aid@owf both strategic planning
capabilities and in-depth industry expertise.

Clear definition and regular tracking of meaningful performance indicators have been
lacking — to the detriment of demonstrating results

Far-reaching, concrete results from cluster-bassdpetitiveness initiatives are scarce. One
reason for the lack of measurable results is theth processes take time. However, the expected
lengthy time frame for seeing demonstrable residess not explain the lack of systems in place
today to monitor and track progress towards goAlselated best practice is that:

* Clusters themselves should set targets for therkwaad periodically evaluate progress
toward (or lack thereof) the target. If the targemno longer relevant, then the cluster
should define a new target if necessary. Settich sargets should be part of the strategic
planning process and part of implementation ofteluactivities.

One strong leader can make an enormous difference and, conversely, the lack of a
champion can mean an effort’s stagnation or demise.

Nothing exemplifies the importance of the “humactda’ in cluster development more than this
lesson. In the same way that is true for most ohdmu endeavor, an inspiring, respected and
dedicated individual, more than any objective measwf cluster potential, can provide the
impetus for change. Visionary business leadersdaanpions are key to making this process
work. Related best practices include:

* The contractor must maintain a facilitative rathigan directive role during the cluster
identification and (especially) strategy developimstages to permit “space” for new
civic entrepreneurs to emerge.

 The contractor must cultivate and support champianms leaders who assume
responsibility, inspire others and think beyondrtparochial interests.

» Scarcity of emerging leaders is the first warniiggmgor USAID and its contractors that a
given cluster may not coalesce or progress.

Cluster development is often hardest in traditionalindustries.

Participants in such sectors have “histories” va#ith other; memories of “glory days” tend to
produce backward- rather than forward-thinking; aed ideas or participants can threaten older
leaders, who may think only they know the secteoni cashmere in Mongolia to shrimp in
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Campeche to coffee in El Salvador, traditional @ectlemonstrated their reluctance to embrace
the new ways of doing business embodied in cludggelopment. These findings reinforce the
importance of the “self-selection” process discdssgtensively in Chapter 4. Operationally,
these findings tell us that:

» Cluster selection must rely on cluster member®rggt and enthusiasm. To demonstrate
the benefits of working together, cluster-based petitiveness funds must go where
movement, however small, is happening ... not whereeconomy “used to be.”

Funneling too much money through a competitivenessnitiative may weaken local
initiative.

Although it is not possible to prescribe a unifobmdget for cluster-based competitiveness
initiatives (as always, local context matters, agsdthe number of viable clusters), tens of
millions of dollars are not likely to be necesstowthis type of development assistance. Indeed,
the more money available, the less the privateos@shy be willing to devote its own resources,
thus undermining local ownership and initiatives @result:

» Cluster-based competitiveness initiatives shoutduste funding for both facilitation —
including a long-term presence by trusted factitet— and technical assistance on
specific industry or functional topics.

* Funding for activities that primarily benefit one a handful of companies should be
avoided, and funding that replaces costs norma$umed by the private sector should
not take place.

It may be more challenging to implement cluster-basd competitiveness initiatives in
transitional economies.

Transitional economies often are characterized dtextual obstacles that, though present in
other countries where USAID operates, seem moraogomeced or entrenched in nations that
have experienced many years of central planningsé&teatures include, for example: a weak
civil society in which there is little or no trubetween the public and private sector; a lack of
tradition of taking joint action on a voluntary Iblgsa production rather than market or customer
mindset; and weak understanding of internationalketa and basic business skills. From the
experience in Mongolia, in particular, we learnttha

» Initial efforts to generate understanding of breadpetitiveness principles (i.e., Step 1)
may need to be hands-on, interactive and tangislleer than academic and theoretical.

Cluster-based competitiveness initiatives are not ‘auick fix.”

Mindset change does not happen overnight. Neitbes thehavioral change. Trust develops over
time, as does understanding of and ability to miiv ipractice new concepts. As do new
relationships among businesspeople. And so on.therowords, none of the key elements
underlying the human dimension of cluster work esaguickly, meaning that results from the
overall process can be expected in the short-tésna result,
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In the short term, USAID and its contractors mustus on qualitative outcomes to
determine if an effort is on track.

USAID and its contractors must realize that clustesed competitiveness is
fundamentally a human process ... and behavioeaigds take time.
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CHAPTER 1
INTRODUCTION

Over the past five years, USAID has become an asongly important player in the field of
promoting competitiveness. On the one hand, itspatitiveness initiatives have often generated
a new vision and enthusiasm for promoting econarnange in developing countries. However,
there is also considerable confusion and misuragtg about what promoting
competitiveness is all about and what missionsarashould anticipate when they embark on a
competitiveness initiative. USAID is not alone tims regard. Indeed, all of the donors we
interviewed are wrestling with similar issues: wkats promoting competitiveness mean, what
kinds of results can be expected through competiggs, and, ultimately, what is the role of the
donor in promoting competitiveness.

These are not easy questions. As Michael Portisrino his foreword t@he Cluster Initiative
Greenbook“Hundreds of cluster initiatives have been latettinvolving virtually all regions of
the world, and the number is growing. These itntégs, which take a wide variety of forms, are
now an accepted part of economic development. Meryeve have surprisingly little systematic
knowledge of these initiatives, their structured éimeir outcomes. As more and more resources
are devoted to efforts to foster cluster developmere need to understand best practices has
become more urgent.”

It is precisely this need to understand best prestthat drives this assessment. The purpose of
the assessment is to take an objective look atptiaetice of promoting competitiveness,
particularly in the context of developing and tiéiogal economies; gain a better understanding
of what has worked and what has not worked; andherbasis of this understanding, learn how
to improve USAID’s work in promoting competitiverses At the onset, the team established
several defining parameters for the assessmenéselharameters helped to focus the team on
the issues of importance to USAID, as well as akelasre relatively little analysis had been
done previously. Key defining parameters incltigefollowing:

» A Focus on Cluster-Based Competitiveness Initiagve

We fully acknowledge that much of what donors andegnments do in the arena of economic
growth and private sector development contributes enhanced competitiveness and
productivity. This assessment does not look at thé range of activities that foster
competitiveness (such as, the important effortamprove the overall business climate in
developing countries). Rather, our focus is ostelzbased competitiveness initiatives — that is,
the types of initiatives that are specifically dgmid to develop clusters as a vehicle for
promoting competitiveness.

* Orjan Solvell, Goran Lindqvist, and Christian Klst The Cluster Initiative Greenboakivory Tower AB, August
2003, [Foreword by Professor Michael E. Porter gpal



» A Focus on the Practice of Competitiveness

There is a rich body of literature on the theosdtilnderpinnings of cluster development and its
links to productivity and innovation. We do notdedeeply into the theoretical underpinnings
of cluster development, as this area is amply erpland debated in the literatdreRather, our
focus is on a relatively unexplored area: the foracf competitiveness. Hence, key issues for
this assessment focus on: (i) what is a clusteedasmpetitiveness initiative ... in practice? (ii)
is there a methodology or approach that is typjoadled in cluster initiatives and, if so, what is
it? (iii) what are the critical issues or challeaghat emerge in cluster initiatives? (iv) what
outcomes or results do we see from cluster inviést? and (v) what do we learn from the
experience to date that can improve future competiess initiatives? Many of our findings
speak to issues that are rarely brought out inlitbeature on competitiveness; rather, they are
based on the day-to-day issues and challenges fgceldster practitioners.

THE APPROACH

The Mitchell Group (TMG) prepared this assessmérntha request of USAID’s Bureau for
Economic Growth, Agriculture and Trade (EGAT). Tiemary authors of the assessment are
Sydney Lewis (Team Leader and President of Lewtsri@tional, Inc.) and Lynne Manrique,
consultant to TMG. Inputs to the assessment wergged by Montague Lord and Greta Boye,
consultants to TMG. The team carried out threéindisactivities in order to better understand
how competitiveness initiatives play out in praeticThis assessment represents the synthesis of
what the team has learned through these threatediv

1. Comprehensive Desk Review of the USAID Expenee
The assessment process began with a comprehens@sk review of USAID’s
competitiveness experience. As a first step towadying out this assessment, EGAT
requested that a number of its key contractorsgseep “self-assessment” of their experience
in promoting competitiveneSs. These self-assessments include: a description of
competitiveness initiatives carried out by the cactbr; their methodology and approach;
results achieved to date; and identification ofstaints and obstacles. Following a detailed
review of the contractors’ self-assessment repdintes,team conducted a series of in-depth
interviews with the contractor practitioners. lkidéion, the team interviewed a number of
the USAID officers who have been most deeply inedlwith the Agency’s competitiveness
initiatives — including its proponents and its icst— to better understand the key issues and
challenges for the Agency. The USAID desk reweas completed in January 2003; hence,
the results of this work reflect the status of tH&AID portfolio at that time.

° See Michel E. Porter, “Clusters and Competitidtew Agendas for Companies, Governments, and Uristits,”
in On Competition Boston: Harvard Business School Press (1998 farmmary of the theory.

® The following firms prepared self-reports for EGATi) Nathan Associates (with J.E. Austin); (iih€monics
International; (iii) PricewaterhouseCoopers (wifRl fternational); and (iv) Carana Corporation.



2. Desk Review of Non-USAID Competitiveness Initiates

The team also carried out a review of some of tpetitiveness initiatives conducted
outside of USAID. Given the vast number of competditess initiatives in the non-USAID
world, this review could not be as comprehensiveasrdeep as the USAID review;
moreover, in most cases, the team was not ableead ane-on-one with the practitioners for
these initiatives. Nonetheless, the team was ablgarner the range of experience in
developing countries and in industrialized coustri@s well as better understand the
experience of the multi-lateral and regional depsient agencies including the World Bank,
the Inter-American Development Bank, UNIDO, and @tCD.

This desk review has recently been supplementdéd/dyther important synthesis reports:

The Cluster Initiative GreenbooKThis report was presented at The Competitiveness
Institute’s Sixth Global Conference in Gothenbuggyeden in September 2003. Like the
USAID assessment, its purpose is help fill som#hefcritical gaps in understanding cluster-
based competitiveness initiatives and their outconfepecifically, its purpose is to describe
how cluster initiatives operate and explore posssiccess — and failure -- factors. The
report is based on an on-line survey of clustetiaitives, primarily in Europe, North
America, New Zealand, Australia, and Japan. Wihiketeam received this report after the
completion of much of its analytical work, we has#empted to incorporate the most
relevant findings for USAID.

Report on Competitiveness Promotion in Colombia d&fld Salvadoy Inter-American
Development Bank, July 2003 (unpublished manuscriptike USAID, the IDB has been
working toward understanding the process and tlealtee of promoting competitiveness.
Toward that end, it recently completed an in-dagtfiew of competitiveness initiatives in
Colombia and El Salvador. During its preparatidhe Mitchell Group team coordinated
with the IDB consultant team and shared approadmedings and conclusions. We have
incorporated some of the report’s findings ints thssessment.

3. Field Assessments

In addition to these desk reviews, the team caroedin-depth field assessments of two
competitiveness initiatives: the first one focused The Competitiveness Initiative in
Mongolia, a USAID initiative. The second field assment focused ofransformando
Campechgthis was not a USAID initiative, but rather, amtiative launched by the local
business community to revitalize the state of Cahpein southeastern Mexico. The
purpose of these field assessments was not to aealie performance of their respective
contractor teams. Rather, they focused on learaayit what worked in order to inform and
improve future competitiveness efforts globally.eTfollowing types of questions were
central to the field methodology:

« What approaches have worked well — and what appesdtave not worked?
« What has changed as a result of the competitiveindggtive — at the firm level, at
the cluster level, in the business environment,iarttle policy arena? What types of



changes and results emerge during different timeoge of implementing a
competitiveness initiative?

« What are the lessons learned from these competé@sseinitiatives?

« How can these “lessons learned” best be applidattioe competitiveness initiatives?

Mongolia. Mongolia was selected as the first field assesssite for several reasons. First,
Mongolia is one of the countries in which USAID hhad a sizeable competitiveness
initiative in operation for several years. Secondhany USAID officers were particularly
interested in understanding how a competitivenessative plays out in a transition
economy such as that of Mongolia. Lastly, the missvas keenly interested in having an
assessment of its experience. The fieldwork for #ssessment was conducted in
January/February 2003.

Campeche, Mexico. Transformando Campecheas selected because we thought it would
tell a very different story from that of Mongoliad hence, would amplify our understanding
of competitiveness initiatives. Unlike Mongolidransformando Campecheas not donor
funded; rather, it was funded by a local trust fimdeconomic development initiatives in the
state of Campeche. Unlike Mongolidransformando Campecheent through a cluster-
driven strategic planning process — a key compowrénhost competitiveness initiatives.
Nonetheless, Campeche also faced many of the d¢bastics faced by USAID countries:
economic stagnation, significant unemployment, l@wvels of manufacturing, and the
potential for social unrest. Finallyransformando Campecheas launched in 1996; hence,
we hoped to better understand some of the dowarstrempacts of competitiveness
initiatives through an experience that had beemdaed several years before any USAID
initiative. The fieldwork for this assessment wasducted in July/August 2003.

* % %

This assessment is organized to address theseamsestSpecifically, Chapter 2 provides an
overview of competitiveness practice, looking awvhibve practice emerged in the early 1980s
and has evolved over the past twenty years. Iitiaddthis chapter examines how cluster-based
initiatives have been developed in the context SAWD, multilateral and regional organizations
(such as the World Bank, the Inter-American Develept Bank, and UNIDO), and in
industrialized countries. Chapters 3 and 4 looledining elements of cluster initiatives: their
components, their guiding principles, and the methagy or process used to implement many
cluster initiatives. In Chapter 5, we look at tlesults generated by cluster initiatives. Our work
in this area draws heavily from our field case sss®nts in Mongolia and Mexico. Finally, in
Chapter 6, we examine the lessons learned fronpthetice of cluster-based initiatives, and
most importantly, the best practices that emerge fthese lessons.



CHAPTER TWO
OVERVIEW OF COMPETITIVENESS PRACTICE

Over the past decade, there has been tremendouwghgmo the practice of cluster-based
competitiveness initiatives. As a result, tod&grée are literally hundreds of cluster initiatives
action around the world, all with their unique sbamd twist depending on where and how they
emerged and, often, who started the initiativiehe Cluster Initiative Greenbopkor example,
identified more than 500 cluster initiatives arouhd world at the onset of its survey, of which
233 actually participated in the survey. The bottme is that cluster-based initiatives have now
become a widely-used approach to promote econoavieldpment — in both industrialized and
developing countries.

This has important implications for USAID. Most portantly, USAID is clearly not going
down the path of exploring cluster-based approaeth@se. Hence, while they may seem new
and experimental to many leaders and officers witthie Agency, there are many other
organizations — both within the donor community andside of the donor community — that are
also implementing cluster initiatives. This isyenuch of a global phenomenon; and one that is
generating significant discussion and sharing ofpeelence, as evidenced by The
Competitiveness Institute’s most recent annual e@mice in Gothenburg, Sweden, which
brought together hundreds of cluster practitiofiens around the world.

The purpose of this chapter is to provide an oesvvof the practice of competitiveness. We
begin by looking at some of the roots of the practand how it has evolved to become a
significant force in the way many organizations npwsue economic development. We then
provide an overview of the practice of competitiess, looking specifically at how cluster-based
initiatives have been developed in the context SAWD, multilateral and regional organizations
(such as the World Bank, the Inter-American Develept Bank, and UNIDO), and in
industrialized countries.

THE ROOTS OF COMPETITIVENESS PRACTICE

To the best of our knowledge, there is no defieritior widely-accepted version of how
competitiveness practice has evolved over time. @uiew and interviews with a number of
practitioners suggest that this has been far frdimear process. Rather, competitiveness practice
represents the confluence of at least three disind separate developments that emerged
through the 1980s: (i) the perceived loss of W@npetitiveness ... and the quest for solutions;
(i) the development of competitiveness theory; &indthe growing emphasis around the world
on the role of the private sector as the enginecohomic growth. As described below, each of
these developments emerged independently of onteeanduring the 1980s. However, over the
past decade, they have become more closely inteedito shape the strategies and approaches
often used to promote competitiveness.

» The Perceived Loss of U.S. Competitiveness ... aradeSt Quest for Solutions

The reality of global competition became palpalde fhany U.S. states in the early 1980s,
particularly in the industrial mid-west. Commodijyices were falling sharply, threatening the



viability of many key industries in the mid-weshdaU.S. companies and industries sensed that
they were losing out to their overseas competitord, in many cases, they were. It was this
sense of economic crisis that provoked policy-mskard business leaders alike to “rethink”
their strategies for building competitiveness inrareasingly global economy.

For many U.S. states and cities, the solution wvealcreating new -- and often -- quite costly
programs to attract investment in target industfysoffering an attractive package of tax and
other incentives, states strived to lure compatoelocate in their state and, hence, build new
industries. At the same time, however, a groupannomists at SRI International’s Center for
Economic Competitiveness began to look at the prablof regional economic development
from a different perspective: that is, that builglim strong economy is not about offering a better
incentive package than your neighboring state,camapetition is not a zero-sum game. Rather,
the more sustainable solution involves buildingrargy “economic infrastructure.”

At that time, the Center for Economic Competitiveheefined economic infrastructure in terms
of five key building blocks: a skilled and adap&tworkforce; access to technology; available
financing; appropriate physical infrastructure; angositive business climateThis new model
held appeal for policy-makers at the state and leNgl for several reasons: first, it offered an
alternative to what some viewed as “giving up tloeide” through costly tax breaks. Perhaps,
more importantly, it enabled policy-makers to defia pro-active strategy for promoting
economic development. That is, by making criti@atl strategic investments in these various
components of economic infrastructure, they couddp htheir existing firms become more
competitive and, at the same time, attract newsfirm

The focus on developing a region’s economic inftedtire was the starting-point for SRI
International’s cluster development work (and, edletoday remains the “foundation” of the
cluster pyramid, which is described in more datathe next chapter). However, as the Center
for Economic Competitiveness assisted more thanU2®. states and cities develop new
strategies, its understanding of the dynamics uyidegrgrowth and development also evolved.
Specifically, in 1984, the Greater Austin ChambérGmmmerce engaged SRI's Center for
Economic Development to develop a strategy to buiddledgling high-technology industry.
The strategy focused on helping Austin become ateceaf excellence for information
technology — and entailed creating an environmenthich there would be an unusually high
concentration of technology-related firms supporgda specialized economic infrastructure.
Hence, while not actually using the word “clustegh& team began to understand the synergies
and dynamism that are created by agglomerationscamhpeting and supporting firms,
particularly when those firms are well-supported &gonomic infrastructure. Taking this

" Since then, the economic foundation concept ke Imodified in different ways by individuals/firrttsat were
once part of or connected to SRI's Center for EooicoCompetitiveness. For example, the Economic
Competitiveness Group led by Alec Hansen focusesivrbasic building blocks: human resources, acdes
technology, access to finance, business climatgsigdl infrastructure, and quality of life.

8 Some of the key US states that the Center adsistéuded: Arizona, Connecticut, Florida, lowajnkesota,
Nebraska, New York, North Dakota, and Wyoming. $8oaf the key US cities included: Albuquerque, the
metropolitan District of Colombia, Los Angeles, mogtolitan New York, Portland (Oregon), Salt LakeyCEilicon
Valley, and Wichita.



understanding to the next step, the team begaelfoits clients develop strategies to generate
and build upon those synergies through “clusterettgpment.

This was the start of the practice of cluster-basmdpetitiveness as we know it today. For SR,
the practice emerged in direct response to the feretlS states and cities to re-think their
approach to promoting economic development in éloe of diminishing competitiveness. And,

as they helped these states and cities developstategies for economic development, the
concept of the cluster proved to be a powerful pratttical tool for spurring collaboration and

joint effort between inter-related firms and th&ipporting organizations.

» The Development of Competitiveness Theory

At the same time SRI was exploring the use of ehgsas a mechanism for prompting change,
Michael Porter was conducting extensive researchrat the world to examine the patterns and
determinants of competitive success of industmeten nations. In doing so, he developed a
new paradigm for thinking about competitiveness $&iminal bookThe Competitive Advantage
of Nations published in 1990 argued that the competitiveioédscations is rooted primarily in
the nature of the business environment they offenst He used his now famous diamond-
metaphor to explain the attributes of an environnenvhich highly competitive industries and
firms emerge. Specifically, as outlined in hisp@eber 18, 2002 presentation to USAID,
competitive firms are more likely to emerge when:

» the local environment  encourages

Context for

efficiency, investment and upgrading, and =)

where there is open and vigorous / and Rivary

competition among locally based firms |

(firm strategy and rivalry). I
» the local environment provides high-quality \ /

and specialized inputs to firms, including: ot

human resources; physical infrastructure; e

capital resources; scientific and

technological infrastructure; information infragtture; and natural resources (factor
conditions).

» there is a core of sophisticated and demandingl loastomers ... that might anticipate
demand that can be served globally (demand conditio

» there are clusters, instead of isolated industireduding capable, locally-based suppliers
and firms in related areas (related and suppoitidgstries).

» there is vigorous interaction among these four el#s) stimulating constant pressure for
innovation and improvements in capabilities.

° These ten nations include: Denmark, Germaniy, I&mpan, Korea, Singapore, Sweden, Switzerldre United
Kingdom, and the United States.



Porter’s theory of competitiveness and the rolelo$ters emerged from his observation of how
successful industries emerged in industrializedntrees. Nonetheless, his new paradigm had
powerful implications for the way in which governmi& organizations and firms would pursue
competitiveness in the future in both developed desieloping countries. Its message for
government leaders was clear: macroeconomic ref@ma critical, but not sufficient, to create

greater productivity. “Microeconomic” reforms aabso important -- that is, reforms that shape
and strengthen the four points of the diamond aed tnteraction. His paradigm had an equally
powerful message for business: that is, a firmbiditg to gain competitive advantage is linked,

in part, to factors and institutions outside of firen itself and even the industry and, hence,
firms — individually and collectively -- have a k&in strengthening the four points of the

diamond and their interaction. Perhaps, most itapdlly, the implication of the new paradigm

was that joint and collaborative action among aatrcange of public and private actors in the
economy was required to create an environment fiteters competitiveness. Increasingly,

cluster-based competitiveness initiatives became tbol for mobilizing the necessary

collaborative action.

Porter himself introduced the tools and principiésluster-based competitiveness to a number
of countries, including the United States, Portugzdnada, and New Zealand, among others.
However, a number of influential strategy consgtiimms also began to introduce the diamond
model and related principles through implementatwfn competitiveness initiatives. Most
notably, the Monitor Company tested and adaptedntbeel in the context of a number of
developing countries, including El Salvador and dddbia. In 1997, two of the Monitor
Company’s senior consultants, Michael Fairbanks 8State Lindsay, captured many of the
lessons they learned from implementing competigsninitiatives in Colombia and other Latin
American countries irPlowing the Sea: Nurturing the Hidden Sources ©bv@h in the
Developing World

» Growing Emphasis on Market-Oriented Approaches te@lopment

Yet another development emerging from the 1980s thasgrowing emphasis on market-
oriented approaches to development. In both dpeelaand developing countries, there was
growing recognition that the public sector coullHafford to produce and distribute needed
goods and services and that this role was betteeddy the private sector. As this recognition
solidified, many countries sought out strategiassfurting out and defining more effectively the
appropriate role of government and the private aseict economic development. Similarly,
countries began to actively seek to increase tre and vitality of their local private sector. It
was, in large part, this growing receptivity to ketroriented and private sector development
approaches that fueled the demand for competitsgematiatives around the world. Hence,
beginning in the early 1990s, the use of clustesedaapproaches began to expand not only in
U.S. states and cities, but also in other countmesregions around the world. For example:

* The state of Chihuahua in Mexico launch@dihuahua Siglo XXin 1992 to develop and
implement a strategy that would enable the stattake advantage of new opportunities
emerging from NAFTA.



» Former East Germany, Slovenia, Slovakia and Hunganyched cluster-based initiatives in
the early 1990s as part of their strategy for mgkime transition from a centrally-planned
economy to a market-based economy.

* Malaysia took on an intensive cluster-based prograset the stage for its plan to become a
developed nation by the year 2015.

While a number of initiatives were launched in gely 1990s, much of the significant growth
in the use of cluster-based approaches has emewgedhe past five years — and, as mentioned
in the introduction to this chapter, we now seerditly hundreds of cluster initiatives taking
place around the world. Concomitant with this gitowlonors have also started to explore the
use of cluster-based initiatives in developing ¢das. One of the World Bank’s earliest efforts
was in Morocco in 1995. Carried out in close coapen with the World Bank and with
financing from the European Uniobe Maroc Competitifacilitated cluster development in four
areas: textiles and apparel, sea products, tous,electronic and information technology.
USAID launched its first major cluster-based coniweness initiative in Lebanon in early
1998; as discussed in further detail below, USAdDhow becoming an increasingly important
player in promoting cluster-based approaches ton@oec growth. The Inter-American
Development Bank featured competitiveness as teen¢hof its 2001 Economic and Social
Progress Report and approved one of its first mpjojects for a cluster-based program in
Panama in mid-2002.

* % *

In summary, competitiveness practice and theoryrgeadk initially, as two separate and distinct
developments. During the mid-1980’s, the practideclister development was becoming
increasingly central to SRI's work. The SRI teamsvaware of Porter’'s evolving thinking and
research on competitiveness theory and clustersetheless, its focus on cluster development
was driven largely by the needs of its clientsmifirly, Porter’s theory of competitiveness was
not linked to SRI's efforts to promote cluster diepenent; the theory explained the success of
clusters that had emerged organically as opposéagoge that had been facilitated. Despite its
different origins in practice and in theory, clustievelopment has now became an increasingly
important dimension of promoting economic developtn&ieled, in part, by the recognition of
the importance of market-driven approaches to evindevelopment.

AN OVERVIEW OF COMPETITIVENESS INITIATIVES

In order to provide perspective on the breadthoofetitiveness initiatives, this next section of
the assessment provides an overview of practicelusiter-based initiatives. We begin by
looking at the USAID’s portfolio of cluster-basenitiatives and, in particular, the seven major
initiatives it has launched since 1998. We thepl@e how cluster-based initiatives have
emerged in the context of multilateral and regiarglanizations, including the World Bank, the
Inter-American Development Bank, and UNIDO. Lasthe take a brief look at industrialized

countries. We do not examine in depth the approtiehresults, or the lessons learned from
these initiatives in this chapter. Rather, ouemttis to provide a context for understanding how
USAID initiatives are similar and different from har cluster-based approaches to



competitiveness and to provide a foundation for symthesis of the approach, the results, and
lessons learned presented in subsequent chapters.

USAID

Over the past five years, competitiveness initegihave become an increasingly important part
of USAID’s economic growth portfolio. Indeed, mapgople in the donor and the cluster
practitioner community now view USAID as takingeatling role in promoting competitiveness
through cluster-based initiatives. This sectionoof assessment provides an overview and
synopsis of USAID’s portfolio of cluster-based cagtipveness initiatives. The “Summary
Table of USAID-Funded Competitiveness Activitiesi iAppendix 3 provides additional
information. Delineating the portfolio necessarnbises definitional questions about what to
include and what not to include. The team usedftiiewing parameters in developing its
compilation of the portfolio:

» First, as noted in the introduction, the startimgnpfor this assessment was the “self-reports”
prepared by USAID's SEGIR/GBTI contractdfs. Accordingly, this compilation of
USAID’s portfolio focuses largely on those firmsathprepared self-reports of their
experience in promoting competitiveness. Thesesfimslude: J.E. Austin Associates, Inc.;
Carana Corporation; Chemonics International InBMI (including work conducted by
predecessor firms PricewaterhouseCoopers and Codpdrybrand); Nathan Associates,
Inc.; and SRI Internationat.

» Secondly, the SEGIR/GBTI contractors’ self-repatid not reflect a uniform definition of
what to include or what not to include as parthait competitiveness experience; indeed,
most firms presented a fairly expansive view ineordo demonstrate their corporate
experience in this area. Again, as noted in tteduction to this report, the team took a
decidedly more narrow definition of competitivenasgiatives and included only those
initiatives that reflected a cluster-based approdoh promoting competitiveness. In
interviewing the contractors and discussing thepegience in more depth, we also focused
exclusively on cluster-based types of competitigsnanitiatives (as opposed to broader
policy or private sector development initiativesatthmay also address constraints to
strengthening productivity in a developing economy)

» Thirdly, the team has included only those initiaivthat were clearly defined as cluster-
based competitiveness initiatives from the ong&s. such, we have not reviewed USAID’s
historical experience for activities that might fi&e” competitiveness initiatives (even
though they might, no doubt, provide valuable les3o Rather, we have focused on

1° The SEGIR/GBTI contracts are a vehicle that USAIBsions use to procure technical assistance fanaeoic
growth and private sector development. Overall agement and administration of the SEGIR/GBTI carifrds
provided by USAID’s Bureau for Economic Growth, Agiture and Trade. SEGIR is Support for Economic
Growth and Institutional Reform; GBTI is Generaldhess, Trade and Investment.

™ In late 2002 and early 2003, one additional camora Booz Allen Hamilton with ontheFRONTIER as a
subcontractor, won competitiveness projects in Man& and Serbia. These projects are includedarstmmary
table. However, because these projects began rallgdawith this assessment, we have not examirer t
experience.
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USAID’s more recent experience in implementing \atés that are explicit efforts to
promote cluster development.

» Lastly, this compilation provides a snap-shot ofAlI3s portfolio as of January 2003. In the
interim, many USAID missions have expanded or adde@ competitiveness initiatives;
indeed, many of these activities were obligate@aptember 2003 at the end of USAID’s
fiscal year. The portfolio is definitely growingand growing very rapidly. In light of this
growth, USAID may wish to consider up-dating thasrpilation on a regular basis.

Key Findings

As of January 2003, USAID had carried out clus@sdad competitiveness activities in 26
developing countries. The total value of theséviiets was nearly $60 million. These activities
range from introduction of competitiveness prinegpl and bench-marking a country’s
competitive position (relatively small-scale anavibudget activities) to full-scale cluster-based
competitiveness initiatives. The chart below meethe number of countries in which USAID
has undertaken competitiveness activities and tiadire by USAID’s Regional Bureaus.

USAID Regional Bureau Number of Countries Value
Africa Bureau 2 $2,746,182
Asia and Near East (ANE) 9 $25,211,888
Europe and Eurasia (E&E) 13 $29,352,089
Latin America & Caribbean (LAC) 2 $2,652,927
Total USAID Portfolio 26 $59,963,086

Clearly, most of USAID'’s cluster-based competitigss work has taken place in the Europe and
Eurasia region, as well as the Asia and Near Eggbm. However, it is important to note that in
both regions, the portfolio is dominated by a feajon initiatives. Specifically:

» In the Europe and Eurasia region, three of thdedr countries comprise 82% of the
portfolio. The portfolio is dominated by theseg@rcountry initiatives:

B Macedonia: $11,674,375
B Georgia: $ 9,000,060
B Croatia; $ 3,280,716

» Similarly, in the Asia and Near East region, thoé¢he nine countries comprise 75% of
the portfolio. The portfolio is dominated by theékese country initiatives:

B Sri Lanka: $11,343,067
B Mongolia: $ 4,650,928
B |ebanon: $ 2,826,925

12 Estimated amount as of January 2003. At the tifrilae desk review, USAID had not begun to implettae
initiative in Georgia; implementation was schedutedbegin in spring 2003. As a result, this ititia is not
included among the seven major and/or most mat&#&ID initiatives described on the next page.
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USAID’s Major and/or Most Mature Competitiveness Initiatives

USAID has implemented seven major cluster-basedpetitiveness initiatives in the following
countries: Lebanon, Sri Lanka, Mongolia, the Dadoan Republic, Uganda, Croatia, and
Macedonia. Each of these initiatives is describeldw in brief. The initiatives are presented in
chronological order with USAID’s longest-runningtiative first.

Lebanon Industry Growth Partnerships...........co.ooviiieiii i $2,826,979
USAID first began to explore opportunities for pratng competitiveness in Lebanon in early
1998. Still recovering from its prolonged civil warebanon was disconnected from international
best practices in business, much less strategiegpriamoting competitiveness and global
integration. Its relative isolation and insulatimom the global economy (including the world of
donor assistance) made the country an environrhabtrtas ripe and open to a competitiveness
initiative. Implemented by SRI International (un@dentract to and in collaboration with IBM),
the program commenced with a detailed diagnostitefifanon’s economic opportunities and
constraints, followed by cluster development st and initiatives in agro-industry, tourism,
and regional business services. Activities in regidusiness services were dropped during the
course of implementation. SRI continues to proueghnical assistance to develop clusters in
Lebanon under the aegis of its cooperative agreewiém USAID.

Sri Lanka: The Competitiveness Initiative ..........ccvvvvieiieiie i cicicieeeeaaenn $11,343,067

In many respects, Sri Lanka represents USAID’s maaure competitiveness initiative to date;
it is the only initiative in which the clusters amew moving toward developing strategies for
how they will proceed without future support fronsAID. J.E. Austin Associates launched the
initiative in the summer of 1998 with a series adnbhmarking exercises and extensive
workshops for business and government leaders.aNaftssociates, Inc. in collaboration with
J.E. Austin began full-scale implementation of thigéiative in August 1999. Since then, the
cornerstone of its work has been cluster developmegight areas: ceramics, coir, tourism, tea,
information technology, jewelry and gems, rubberd @pices. Over time, the policy reform
component of the project has grown more significdnke most competitiveness initiatives, the
competitiveness initiative works with clusters telg prioritize and communicate policy
initiatives to the government. However, unlike marompetitiveness initiatives, TCI has a
major component devoted to providing direct assi#ato the Government of Sri Lanka in
policy analysis and reform. The project has alsoked to establish a National Competitiveness
Council and secure Sri Lanka’s inclusion in the WWorEconomic Forum’s Global
Competitiveness Report (discussed further in Chggitend 5).

Mongolia: The Competitiveness INitiative ............cooveeiie i e $4,650,928
USAID Mongolia initiated The Competitiveness Iniii@ (TCI) in October 1999. Like many of
its competitiveness initiatives, USAID began TCINtongolia with an initial “competitiveness
exercise” designed to introduce Mongolia’'s publicd aprivate sector to competitiveness
principles and gauge interest in cluster initiagivéollowing this introductory phase, the mission
began full-scale implementation of its competitiees initiative in August 2000. In the words of
the USAID Mongolia’s mission director at that tinteg Birgells, competitiveness provided the
“glue” to pull together all of the mission’s actigs in economic growth. Since that time,
Nathan Associates, Inc. in collaboration with JAHStin Associates has provided long-term and
short-term technical assistance focused on the lal@went of three industries: cashmere,
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tourism, and meat. In addition, the initiative uméd a fourth component to strengthen public
and private dialogue on competitiveness issuese fssion is currently in the process of
launching a new phase of its competitiveness progteat will combine its long-standing and

deep involvement in economic policy reform with #@stivities to promote cluster-based

competitiveness.

The Dominican REPUBIIC. . ... ... e e e e $2,551,978
Building on the momentum of local private sectaders’ interest in competitiveness, USAID
assistance has focused largely on strategy develapmat the national level, regional level and
cluster level. Chemonics International has sergetthe@ lead contractor with additional assistance
provided by J.E. Austin Associates and Monitor Camp In late 1999, the team launched an
open and participatory strategic planning processigthed to build consensus on a National
Competitiveness Strategy. This was followed bydéeelopment of two pilot strategies, one for
the province of Santiago and the other for thet$rand vegetable cluster. Over the past two
years, the team has focused on facilitating pgdicrry strategic planning sessions at the cluster
level — specifically, for the tourism clusters imRana-Bayhibe and Puerto Plata, and the eco-
tourism and horticulture clusters in La Vega. Thission is now moving into a deeper phase of
assistance under its new Competitiveness and Fafalm Project, the funding for which is not
included in the amount provided above.

Uganda: The “COMPETE” PrOJECL........uv vt it etee et et ee e e e e anaas $2,422,287
USAID first began to explore competitiveness thtowgbench-marking exercise conducted in
1997 by J.E. Austin Associates and the Monitor Camyp However, it was not until 2000 that
the mission began implementation of its COMPETEjd@tothrough the Carana Corporation.
Working in close collaboration with a Special Tdsérce on Competitiveness appointed by
Uganda’s President, the COMPETE Project selectestthectors for its focus: coffee, fisheries,
and cotton. In addition, the project focused amitiformation and communications technology
sector as a cross-cutting support sector. Compé&redhost of USAID’s competitiveness
initiatives, COMPETE's project duration was sho#&n eighteen-month period from November
2000 to March 2002.

Croatia Competitiveness INItIatiVe . .........o.e i $3,280,716
Launched in April 2001, the Croatia Competitivenbsgtative focused initially on developing
mechanisms for private and public dialogue. Spediff, with long-term technical assistance
provided by Nathan Associates and J.E. Austin, ghagect facilitated the formation of the
Croatian Competitiveness Council, one of the fibstsiness round-tables in the country.
Similarly, the project brought together leadersrfriousiness, government, labor and education to
form a National Competitiveness Council. At thestér level, the project is focusing on wood
products, tourism and information technology.

Macedonia CompetitivenNesSS ACHVILY. ... o.uvtie it e e eene e $11,674,376
The Macedonia Competitiveness Activity is USAID&dest competitiveness initiative to date.
Launched in September 2002, it is also USAID’s nresent major initiative. The project is
being implemented by Booz Allen Hamilton in collabtion with The OTF Group
(ontheFrontier) over a four-year period. Unlike UBA other initiatives, the Macedonia project
has developed a formal competitive process fortifygmg and selecting clusters. Thus far, the
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project has conducted two rounds of competitiohe Tirst round generated about 15 proposals,
of which two were selected (the sheep industrytandsm). The second round generated about
10 proposals; two initiatives were selected représg clusters in information technology and
wine. The project has also established a Nati@mhpetitiveness Council and conducted
numerous workshops and public education semindrdrtmluce competitiveness principles.

In addition to these major initiatives, it is impamt to recognize that a number of fairly
significant activities were just beginning as wendocted the desk assessment of USAID’s
activities. Specifically:

e In July 2002, USAID launched the Industry Clustempetitiveness Project in Bosnia, a $2
million initiative. IBM and SRI International angroviding long-term technical assistance
for this initiative. At the time of the desk asse®nt, the most promising clusters appeared
to be furniture and tourism.

e In August 2002, USAID launched the South East AS@mpetitiveness Initiative, a $3
million effort to promote competitiveness initiadly in Cambodia, Thailand, and Vietnam.
The implementing contractor is Nathan Associatesl ahE. Austin Associates in
collaboration with the Kenan Institute Asia. Inetham, the program focuses on clusters in
highly-focused localities: for example, ceramicsBat Trang and computer software in Ho
Chih Minh City. In Thailand, the team is workingtiva broad range of clusters, including
gem and jewelry, high-value agriculture, tourisrantiicrafts, seafood, and the silk cluster.
In Cambodia, the project has recently launchedratramlitional fishing cluster at Tunle Sap
Lake and is introducing competitiveness conceptsmorth-west province of the country.

* In September 2002, USAID launched a $2 million cetityeness initiative in Serbia; the
implementing contractor is Booz Allen Hamilton iollaboration with The OTF Group
(ontheFrontier).

USAID has also funded a number of conferences,allsas benchmarking exercises, in order to
promote a better understanding of competitivenesxiples and generate interest in cluster
initiatives. This is particularly true in the Ey® and Eurasia area, where the regional bureau
has been particularly active in facilitating dialegand interest in competitiveness.

The World Bank

The World Bank has been exploring the use of citsésed approaches for a few years longer
than USAID and most other donors. However, at theet it is important to note that the

concept of cluster-based competitiveness as aftooeconomic development has not been
widely embraced by the World Bank. Hence, it istbe describe its use of the tool as

“exploratory” and, for many staff, the jury is $tdut. It is also important to recognize that

cluster-based competitiveness often plays outrdiffidy under the aegis of the World Bank than
under USAID. The two most significant differen@es the following:

» First, cluster initiatives funded by the World Bagale generally a small part of a much larger
project to promote policy reform or government rafo The overall size of the project may
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seem quite large in terms of funding and scope;dvew the effort and funds devoted to
cluster-based competitiveness are often quite small

In contrast, cluster initiatives funded by USAIDeagenerally the centerpiece of a mission’s
competitiveness initiative — and often a major congnt of its economic growth portfolio in
a country. This does mean that there isn’t an itgmbmpolicy dimension to USAID’s efforts
to promote competitiveness; there most definitsly iln countries where USAID has a
competitiveness initiative, the policy reform etfas usually cluster-driven; that is, the
clusters are determining the key policy, legal aagulatory constraints to their improved
productivity and engaging the government in a @atative process to address these
constraints. However, in some cases, USAID alswiges technical assistance to address
broader policy reform issues at the same timeheetinder the aegis of its competitiveness
initiative (as in Sri Lanka) or in close paralle its competitiveness initiative (as in its
Competitiveness and Fiscal Reform Project in thenbaan Repubilic).

Secondly, the World Bank competitiveness initiadiveave a very different structure and
institutional locus than USAID initiatives. Becaubse World Bank’s counterpart is the host-
country government, the national government ofte&sumes a much larger role in the actual
organization and implementation of the initiativAs a result, the competitiveness initiative
may often be housed within a government ministoglisas a ministry of economic affairs or
the like); and the role of the national competitiges council is generally quite significant.
Indeed, when developing country governments requafsirld Bank assistance on
competitiveness, they often ask that assistancprén@ded to, first, form competitiveness
councils, followed by cluster studies, and findhg development of a policy agenda.

The USAID approach is notably different. Nonetsfaompetitiveness initiatives are housed
within a government ministry; rather, the projedféen operate as independent project
entities and work directly with the private sectdhis does not mean that engaging and
working with the government is not important in 8AID cluster initiative. To the contrary,
promoting closer interaction and better dialoguvben government and the private sector
is a defining element of its cluster initiativeblowever, for USAID, the starting point and
the institutional locus for the initiative is notthin the government. Moreover, as will be
described in Chapter 4, the sequencing of a USAibative is different. Establishing a
national competitiveness council is often not tingt tep; in fact, USAID’s competitiveness
initiatives may or may not include a competitivesnesuncil at all.

The assessment team was not able to determine humlv fanding the World Bank is devoting

to cluster-based competitiveness initiatiVes.To the best of our knowledge, this kind of
information is not being tracked systematicallygiag signaling that this is not a core thrust for
the institution). However, several of the Bankign#icant initiatives include the following:

13 A search of the World Bank’s project documentsarrttie key word of competitiveness highlights 256jgxts;
however, the vast majority of these projects dousat a cluster-based approach. Rather, the wongetitiveness
in used in a variety of ways. Today, some departmeavithin the World Bank refrain from using there
“competitiveness” because it is has been so braautllyinconsistently applied in its projects.
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El Salvador Competitiveness Enhancement Technicgab&tance Project........... $16,000,000
Launched in 1996 and completed in mid-2003, th&&lador Competitiveness Enhancement
Technical Assistance Project focused largely oneasing the efficiency of the public sector in
support of competitiveness and in improving thealenvironment for businesses. For example,
the project supported government efforts to upgthadecountry’s customs procedures to meet
WTO standards and permit electronic processingustaems documentation. The project also
supported the government’s efforts to undertakdde wange of legal and institutional reforms
aimed at improving the country’s competitivenessg;hsas new laws for telecommunications,
electricity, and banks, as well as privatizationedecommunications. As described in detail in
the recent IDB assessment, one relatively smallpoomant of the project focused on cluster
development. Supported by the World Bank projdat, government’s Ministry of Economy
served as the institutional locus for promotingstdun development with technical assistance
provided initially by the Monitor Company and latey thelnstituto Technolégico de Estudios
Superiores de Monterrag Mexico.

Guatemala National Competitiveness Program...........c.ovovuveesveniniiieeneeenennnns $20,000,000
The World Bank approved a US$20 million loan foe tBuatemala National Competitiveness
Program in 2001. The program aims to improve thentiy’s competitiveness standing,
accelerate economic growth and promote its peam@@ds by primarily helping small and micro
businesses at two distinct levels. The first leseéks to improve the business environment
through changes in four areas: domestic competjioiicy, training and information, quality
improvement and investment. The second level iscthd at broadening micro- and small
business participation in national economic growth(i) promoting increased investment in
firm-level learning and innovation, (ii) pilotingesvice and delivery innovation in information
technology-based business development services,(ianégxpanding business development
clusters and social responsibility. Success ofptgect will be measured on the incremental
value-added and employment generated by small @& enterprises.

Research on the theme of competitiveness is alsmportant World Bank activity. The recent
publication titledGlobalization and Firm Competitiveness in the Me@ast and North Africa
Region (Fawzy, 2002) is based on papers presented durimgcent conference on firm
competitiveness held in Caitd.The publication is devoted to examining the enwinent in
which firms operate, the opportunities globalizataffers along with the risks it entails, and the
partnerships required to build firm competitivene@sshe MENA region. The clear message is
that firms, governments, business associationek ttanks, media, and universities all have a
role to play in building firm competitiveness.

14's. Fawzy“Globalization and Firm Competitiveness in the MidklEast and North Africa Region,'Report No.
24561, prepared in conjunction with the World BaWlediterranean Development Forum and Egyptian Cdate
Economic Studies, 2002. Available onlinehétp://www-

wds.worldbank.org/servlet/WDS _IBank_Servlet?pcoptads&eid=000094946 02080304010611
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The Inter-American Development Bank (IDB)

The Inter-American Development Bank has also beg@er@menting with and exploring the use
of cluster-based approaches to competitivefiesntil recently, most of its efforts involved
providing grants in the range of $100,000 throughMultilateral Investment Fund to promote
the development of specific clusters of small aretlimm-sized firms. However, over the past
year, the IDB approach has rapidly changed. In RO@2, the IBD approved its first major
competitiveness initiative involving a $10 millidman in Panama. Following a similar approach,
the IDB approved a $5.4 million competitivenessiative in Honduras in May 2003 and a $9.4
million competitiveness effort in the Dominican Réfic in September 2003. While each of
these three programs has its unique characteristieg also share a number of similarities. We
first look at these similarities and then provideref profile of two initiatives.

» This new wave of IDB competitiveness initiativesasha common objective: setting into
motion a participatory consensus-building procesdévelop policies and strategies for
strengthening competitiveness. As will be discdsaadetail in subsequent chapters, USAID
initiatives share this emphasis on participatorgtegic planning processes.

» Like the World Bank, the IDB’s counterpart is theshcountry government. As a result, the
institutional locus for its competitiveness inites is within government ministries, and
government will play a central role in project implentation and management. As noted
previously, this is a key difference from the USAdpproach.

» All three of these competitiveness initiatives ilweothe establishment of a competitiveness
fund. The primary function of these funds is previdatching funds for the implementation
of national-level, as well as cluster-level, conmpetness strategies and initiatives. They
also provide the funding for technical assistawncenplement these initiatives.

Panama: Program to Foster CoOmpetitiveness.........ovvvvvieiieiveiiiiiiienieinnnns $10,000,000
This program aims to launch a consensus-buildirargss that will generate strategies and
projects focused on business competitiveness. establishment of a “Competitiveness Team”
is at the core of the program. Like a national cetitipeness council, this team will spearhead a
national strategic planning process on competiggsrissues. In addition, the project includes
four other components: diagnostic assessmentsrmpetitiveness ($510,000); the development
of competitiveness strategies and action planshatnational and cluster level ($322,000);
establishment of a “Competitiveness Fund” ($6,880)0 and monitoring and impact

15 1t is important to note that the IDB also pronmtmmpetitiveness through large policy-based lomymms.
These programs do not involve cluster initiatiyes se but may involve extensive public-private dialogoe
competitiveness issues. For example, in Peru, pir®ic-private working groups (known asesas de traba)o
were established, each one focusing on a key catmpatss issue highlighted by the World Economiguf’s
Global Competitiveness Report (such as financiatesys and capital markets, foreign trade and inverst,
infrastructure, human resources, education, ancreth Facilitated by outside consultants, the padints
collaborated to develop a policy matrix of key mefie needed to foster improved competitiveness. edrly
February 2003, the working groups presented thedlirfgs at a National Competitiveness Forum. Safthe
short-term reforms identified through the consersuikling process will be implemented through tBd1s $300
million Competitiveness Reform Program, a policséd lending program.
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measurement ($294,000). At the onset, the projest identified four key sectors for
intervention: agro-industry, logistics, technolaggrvices, and tourism.

Honduras: Program to Promote COmpetitiveness............vovvivinevinieiiiieiieenes $5,400,000
This competitiveness initiative focuses on four k&grventions: (i) implementing the National
Competitiveness Strategy; (ii) developing and imp@ating strategies and specific action plans
for the forestry, agro-industry, and tourism sextdii) helping SMEs join the competitiveness
effort by helping them build linkages to clustematt have the potential to be internationally
competitive; and (iv) establishing a $2 million Quetitiveness Fund that will co-finance
technical assistance to businesses to developgmdve products and processes.

Lastly, the IDB is now beginning to explore the ei®pment of a new approach in recognition
of the critical role of the private sector in clisbased initiatives. Specifically, in Colombilagt
IDB is in the process of designing a $4-5 milliorojpct to be funded by the Multilateral
Investment Fund. Grant funds will be channeled ugho a private non-governmental
organization to be selected through a competitidelibg process (in lieu of the host country
government, which must be the borrower under tH&’sDending programs). The project will
facilitate cluster development in up to ten clustesf which two will be selected jointly with
Bank staff and the remaining eight will be seledddhe NGO using transparent and objective
criteria.

UNIDO

The United Nations Industrial Development Organarat(UNIDO) has executed numerous

projects on competitiveness and seems to have thecaaopted a two-pronged approach in

project design — one that addresses competitivesgsss in fairly broad terms and the other that
focuses on clusters. In 2001, UNIDO launched thev&opment of Clusters and Networks of
SMEs Program.’” This program fosters inter-entegtinkages as well as collaborative relations
with local support institutions. It aims to promatellective efforts so that SMEs combine their
strengths and jointly take advantage of market dppdies or solve common problems. The

program covers horizontal networking (among SMEsJtical networking (among SMEs and

larger enterprises) and clustering. The clusteapgroach involves activities focused on the
standard cluster methodology (viz., undertake diagia studies, identify priorities, and design a
competitiveness plan), training courses for cludbeokers’ or intermediaries, and cluster-to-

cluster cooperation between countries by internaticstudy tours. UNIDO also undertakes
research as part of its efforts to promote comipetiess. Its most recent Industrial Development
Report (UNIDO, 2002) featured ‘competing througmawation and learning’ as its special

research topic.

Industrialized Countries

As part of its review of competitiveness initialyghe team also looked at how cluster-based
competitiveness initiatives are playing out in twatext of industrialized countries with a view
to grasping how they are similar or different te thSAID experience in particulaiThe Cluster
Initiative Greenbookalso provides valuable perspectives on the impléaten of cluster
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initiatives in industrialized countrid§. Below, we provide a very brief overview of keysier
initiatives in industrialized countries below angtilight some of the key differences in which
they differ from USAID initiative in terms of theset-up and focus. These similarities and
differences will be further explored in subsequshdpters.

United States

Consistent with its origins, cluster initiativesthe United States have tended to focus on state or
urban initiatives. Some of the states in which majdiatives have been implemented include:
Arizona, California, Colorado, Connecticut, Floridiinois, Kansas, Massachusetts, Minnesota,
New York, Oregon, Rhode Island, and Texas. Fomgle:

- Arizona adopted the Governor's Strategic Partnership foonBmic Development to
strengthen the competitiveness of the state’s eungnthorugh export-driven industry
clusters.

« Massachusettandertook a state-wide analysis of its economgehend identified regional
clusters. This analysis led to the developmer€lodosing to Competa statewide initiative
that has focused on promoting export-oriented itrcess

« Minnesotahas used industry clusters as part of its regigiahning strategy. In the
southeastern part of the state, clusters have bedely used for promoting the
competitiveness of plastic products, software, gtdal machinery and processed foods; in
the northeast, they have been used to promote dheetitiveness of forest products,
tourism, health services and information technology

While the impetus for action has been largely atdtate and municipal level, it is important to
note that the US Congress also established a tsarCouncil on Competitiveness in the early
1990s to address key constraints to US competegis®mnd productivity growth. The Council

was charged with analyzing information on the cotmtipeness of US industries and business
and trade policy; creating an institutional forunomh which to identify economic problems

inhibiting the competitiveness of US agricultureisimess, and industry; and developing long-
term strategies to address constraifts.

Canada

There are a number of competitiveness initiative€anada at the national and the provincial
level. Their common focus is that rapid economiowdh is linked to major technological

changes, fueled by a few leading-edge industrids.the national level, Industry Canada (a
government agency) works at both the policy andrgnise levels to help Canadian industry and
businesses to compete, grow and create jobs sglyifin knowledge-based industries. At the
provincial level, government has also made strategiestments to support cluster development

% The Cluster Initiative Greenboaloes not explicitly focus on industrialized coiggr However, almost 92% of
the initiatives that participated in its survey &and in Europe, North America, New Zealand, Aalksdr, and Japan.
Moreover, only 5% of the initiatives that particied in its survey are found in countries in whicBAID operates.
Only four of the 233 initiatives were donor fundedence, the survey does provide valuable perspesctin cluster
initiatives, principally in industrialized countsavhere initiatives are not funded by donor agencie

" For details seayww.compete.org
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in areas such as bio-technology (Edmonton and @glgaquaculture (Halifax), and export-
based clusters (Ottawa-Carleton).

Other Industrialized Countries

Cluster initiatives have become an increasingly artgmt tool for promoting economic
development in Europe, particularly in Finland, S8ee, Denmark, and Norway. Similarly,
there is growing interest in clustering in Austaaéind New Zealand. For example, since 1997,
the Wellington City Council has succeeded in gemggaa strong export-drive through its
Wellington Business Clusters project. As a restlie Wellington region has developed a
national and international image of excellence-lvusiness, mobile internet, software, film and
television, education, and optics.

As can be readily seen from these Findings from

examples, one of the key differences “The Cluster Initiative Greenbook”
between cluster initiatives in th
industrialized countries and USAID The Global Cluster Initiative Survey conducted for
countries is the very nature of the clustefsthe Greenbook found that:
Not surprisingly, cluster initiatives i
industrialized countries focus on innovatign

e Cluster initiatives tend to focus on technology-

and knowledge-based sectors; and, herjce intensive  industries such as information
’ ' "technology, medical devices, productipn

mve_stments n human_ resources a d technology, communications equipment, and
cutting-edge technologies are critical biopharmaceuticals.
elements of their efforts to become. cjyster initiatives are young ... 72% of the
competitive in the global market place. custer initiatives in its survey were initiated |n
While information and communication 1999 or later.
technology is a common focus for USAID .« Taking the initiative to establish a cluster
competitiveness initiatives, many of i initiative is most often done jointly by industyy
cluster initiatives do not focus on high- and government (35% of survey respondents) or
technology industries. from government (32% of survey respondents).
 However, funding for the initiative comes

primarily from government (54% of survey

respondents) or jointly from government and

industry (25% of survey respondents).

* k% %

We now return to examine the USAI
experlence more_ deeply. _The_ experie C@Source The Cluster Initiative Greenboqk?2003.
gained through implementing its cluster=——
based initiatives form the basis for the next twapters. These chapters focus on the defining
elements of USAID’s — and many other -- clustetiatives: their components, their guiding
principles, and the methodology or process usémptement cluster initiatives.
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CHAPTER 3
WHAT IS A COMPETITIVENESS INITIATIVE?

Each competitiveness initiative is unique. Ouldfieork in Mongolia and Mexico, in particular,

made us appreciate how cluster initiatives evehiwia single competitiveness project play out
in often completely different ways, produce verjfetent — and often unanticipated — results,
and raise unique sets of issues and challengeslersbanding what competitiveness initiatives
are all about is compounded by the variety of wayshich the term “competitiveness” is used.
As we have seen in the previous chapter, competigigs within the donor community is used to
label a broad range of efforts to promote policfom®, economic growth, or private sector
development — with very little consistency in theewf the term either within or among donors.

Despite their many differences, our review of thracfice of competitiveness initiatives has
revealed that they also have a lot in commons these shared elements that help us understand
what a competitiveness initiative is in concretene We began the process of identifying and
synthesizing the “core elements” of competitivengsBatives in our review of the USAID
experience. However, our fieldwork in Campeche, iexa non-USAID experience) and our
interviews with practitioners working outside of AI® revealed that these elements were by no
means exclusive to USAID. The core elements ofpmtitiveness initiatives are best described
in terms of: (i) their guiding principles; (ii) tlhekey components; and (iii) the process or
approach used to implement competitiveness inigati

THE GUIDING PRINCIPLES OF COMPETITIVENESS INITIATIV__ES

In looking at the collective experience of praotiters, we found that there are a core set of
principles or concepts that serve as the founddbortheir work. Many of these principles are
closely aligned or derived from the theoretical fdations for competitiveness articulated by
Michael Porter and other leading thinkers on coitigehess; however, as outlined in the
previous chapter, many of the same principles hawgerged through the practice of
competitiveness initiatives. Today, theory andcpea are closely intertwined in the following
five guiding principles of competitiveness initiss.

> Individual firms cannot become competitive and stegmpetitive in the global market
on their own; competitiveness involves sustaine@he throughout the value chain.

A central premise underlying competitiveness theaorgl practice is that individual firms cannot
become competitive and stay competitive in globatkats on their own. Firms must constantly
innovate and create new products, new processds)eam ways of managing their operations to
stay competitive; should they not innovate, thegndtto lose their customer to the next
competitor who can offer the same product at a togest. However, innovation within any
given firm is a necessary — but not sufficient adition to complete globally. A firm’s suppliers
and supporting institutions must also continuathprove their capabilities in order to provide
the firm with necessary inputs and services. Hehaéging competitiveness requires sustained
change all along the value chain. Two example® fieveloping countries illustrate the point.
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« In Mongolia, meat processors are trying to develeyy markets in an effort to move beyond
their traditional mode of shipping low-value frozearcasses to Russia. However, in order
to do so, there must also be significant improvemém herding practices, prevention of
infectious disease among animals, improved saoitaind quality control in slaughter-
houses, and establishment of inspection practiedsgive confidence to international buyers
in the safety and quality of Mongolia’'s meat. Mgabcessors may make significant
improvements in their operations; however, thesestments will have little impact on their
ability to compete unless there are changes irr @tas of the value chain. These kinds of
changes required concerted and coordinated effam the private sector, government, and
the educational and training community.

« The state of Campeche has some of Mexico’s mosifsignt Mayan ruins and yet it is
consistently overlooked as thousands of tourisiskflannually to Chichen-ltza, Palenque
and other sites. The state is virtually unknownothbin Mexico and abroad — as a tourist
destination. No one firm can make a significanttderchanging this situation. In order to
foster tourism, tourists need to be sold on whath@zche has to offer. And once they
arrive, there need to be hotels, transportatistatgants, and something to do. Again, these
kinds of changes require concerted and coordina#drt from the private sector,
government, and the educational and training conityaun

The close interplay between firms, their supplieasd the business environment is why
competitiveness theorists and practitioners focuéctusters” as the locus of action, as opposed
to individual firms or broad sectors. Clusters aeographic concentrations of interconnected
companies, specialized suppliers, service provjdemg associated institutions in a particular
field.”*® “Associated institutions” might include: educatit and training institutions that build
the workforce for an industry; research institutiothat generate the scientific knowledge
required for technological change; banking andriona institutions; government institutions
whose policies and practices have an impact omntihestry; and providers of infrastructure for
the industry. These institutions are an essenddlqf the cluster as their “products and services”
feed into the value chain. Hence, their ability {j@ability) to change and innovate also has a
direct impact on firms’ ability to compete in gldlvaarkets.

The SRI International model of cluster developmbuastrates the cluster as a pyramid. The top
tier of the pyramid represents theofe cluster firms that export goods or services to other
states, regions, or countries. The second tieh@fplyramid representsupplier firms$ or those
firms that provide inputs to the core cluster firarsd are an essential part of the value chain.
The bottom tier of the pyramid represents tfi@uhdation factors that provide the building
blocks of the cluster. However, perhaps the muogbrtant dimension of the model is the arrow
that surrounds the pyramid -- in other words, threesgies and dynamism that result when all
three layers of the pyramid are engaged and workovgard a common goal. The SRI
International cluster pyramid is illustrated below.

18 The Institute for Strategy and Competitivenesbsite: www.isc.hbs.edu.
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CLUSTER A STRUCTURE

Export-Based
Industries

Supplier Industries

Input materials, distribution,|trade and other
supporting services

Economic Foundations
Capital
Human and Regulatory Physical
Resources Technology  Finance Environment Infrastructure

INTEGRATED
CLUSTERS

According to Porter, the key determinants of aoe@ competitiveness are: (i) the sophistication
and productivity of its firms; (ii) the quality ghe business environment in which they operate;
and (iii) the vitality of its clusters. The firstvd determinants are well-known to USAID. For
years, its private sector development programs Iasleded efforts to strengthen businesses
through firm-level assistance and training. Sinyla SAID has significant strides in improving
the quality of the business environment in develgmountries by helping countries to: establish
sound and business-friendly policies; privatizetestavned companies; establish intellectual
property rights; strengthen financial policies amstitutions; reduce red-tape and administrative
barriers to firm creation and investment; and cawy many other initiatives that target the
“micro-economic” environment. In contrast, thetldsterminant — strengthening the vitality of
clusters — is a relatively new endeavor for USAH das emerged most prominently in its new
wave of competitiveness initiatives. What is mdayt'strengthening the vitality of clusters” is
explained in further detail through the guidingngiples.

» Geographic proximity is important .... especially an increasingly global economy.

A second principle underlying competitiveness atities is the importance of geographic
proximity. To reiterate, clusters are defined ggdgraphic concentrationsf interconnected
companies, specialized suppliers, service provjdemg associated institutions in a particular
field.” Hence, in many competitiveness initiativesound the world, we see a focus on
“economic regions” as the engine of growth. Sueians have little to do with political or
administrative boundaries and more to do with tlustering of firms and institutions that are
interconnected ... or, in the case of many devatppconomies, should be interconnected.

One might assume that globalization would minintize importance of geographic proximity;
however, Porter argues to the contrary. With ingirea globalization, the inputs to production
flow more freely around the world; hence, they almrome more readily available to any
producer and less of a differentiating factor. déaically, as the world becomes increasingly
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interconnected, building competitive advantage hmere to do with things that are
fundamentally local: relationships and interacti@which are easier to build when people are in
close proximity and share a common language artdrejiland information sharing (which is far
more effective in face-to-face situations than dglo even the most sophisticated
communication system).

The Importance of Economic Regions
Lessons from Mongolian Cashmere

In Mongolia, the distances between segments ofahe chain are enormous. The producers of naw
cashmere are nomadic herders, spread across vastsanf sparsely populated terrain with limited
access to communication and transportation. The@ssors of cashmere are located in Mongolig’s
capital city, Ulaanbaatar; and the purchasers of Molia’s semi-processed cashmere and finished
goods are located primarily in Europe and North Aitee Before the introduction of USAID’
Competitiveness Initiative, the sheer distances therdack of communication and direct interactipn
made it impossible for cashmere producers to undedsthe requirements of processors; hence,
producers continued to gin out large quantitiespobr-quality cashmere. Once the initiative was
launched, the geographical distances between prrduand processors also made it challenging to
bring the cluster together — even from a purelyidtgal perspective. However, more importanthg th
geographical distances had translated into deegtilitgss and lack of trust, precluding this cluster
from even sitting together at the same table.

» Competitiveness initiatives are fundamentally abodtuilding connections and
relationships among firms and institutions that hawraditionally acted in isolation.

While the “paradox of location” may sound theoratjgarticularly from a developing country

perspective, its implications are a cornerstone ocoimpetitiveness practice. That is,

competitiveness initiatives are about building cestions and relationships among firms and
institutions within a cluster. This principle ierdral to implementation, no matter whether the
location is Hollywood or Rwanda. The principlebiast illustrated in terms of the life cycle of

the cluster (pictured on the following page).

The starting point for every cluster-based competitess initiative is different. Taking two
extremes where cluster initiative have been unllentaHollywood and Rwanda start in very
different segments of the cluster life-cycle aneythvill no doubt remain in different segments
for a long time. Nonetheless, the fundamental $dou these two cluster initiatives is the same:
strengthening the relationships and connectionwdsst firms and institutions so that they can
more effectively tackle the barriers to increasextipctivity.

Most of the countries in which USAID operates dnaracterized by “pre-clusters,” where there
are very few connections or relationships amongdirand institutions; moreover, firms and
institutions are often weak in and of themselv8$e connections between firms are most often

19 SRI International‘Cluster Competitiveness Initiative: USAID ProgresReport,” PowerPoint presentation

prepared for USAID Bosnia, October 2002, p. 6.
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The Cluster Life-Cycle
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SRI International

present in the context of a trade or business &d8nt whose primary function is to lobby
government on behalf of industry. However, thesal&iof “connections” are not what we mean
by promoting competitiveness — particularly whee tieal motivation is to seek subsidies or
special favors from government; indeed, they ageaifitithesis of competitiveness as they detract
firms from focusing on the real changes they neaddke to increase productivity.

On the other end of the spectrum, dynamic clusteescharacterized by intense cooperation
between firms, their suppliers, and supportingitubns. Continuous and strong interaction
within the cluster creates the opportunity for éettiow of information, enabling buyers to
communicate their needs to suppliers and institigtimore easily and rapidly. This, in turn,
gives suppliers and institutions the informatioeytmeed to develop increasingly specialized
products and services for their customers. Hemceugh intense interaction in which firms both
compete and cooperate, dynamic clusters generatgcla of improved efficiency, quality,
service, and innovation through the value chairand it is this cycle that drives increased
productivity and competitiveness.

» Building these connections requires major shifts thinking and behavior ... shifts
that are not easily achieved.

To reiterate, competitiveness initiatives focusstmnengthening the relationships and connections
between firms and institutions so that they canenedfectively tackle the barriers to increased
productivity. This is by no means a simple taskj,andeed, in commenting on their experience
in promoting competitiveness, many USAID missiongerthat competitiveness is more difficult
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to put into practice than it would appear in theorfhis assessment will reveal and illustrate
some of the very real challenges practitioners.fddewever, it is important to recognize that,
priori, competitiveness initiatives are challenging iagpice for several reasons:

Competitiveness initiatives require a shift in mindget ...

Practitioners agree that competitiveness initiagtiverolve major shifts in “mindset” and that this
shift in mindset is all the more pronounced in deseloping country environment. A large part
of the mindset change goes back to the first ggiginnciple: an individual firm cannot alone
become competitive and stay competitive in worldkats. Recognizing and understanding this
principle has enormous implications for changing tterms in which firms think about
competitiveness and their role vis-a-vis other §iramd government. Suddenly, competitiveness
is no longer a matter of thinking in terms of “Inyiyou lose” — a perspective that is embedded in
most of our minds when we think about competitigmdRather, the thinking shifts to “what do
we need to do to make our cluster more productivec@mpetitive in global markets?”

In theory, this mental shift may sound easy; ircpea, this shift is often very difficult. It begs
with a focus on the market, and this in and oflfitsequires a paradigm shift that many
businesses in developing countries have yet to make anticipated that we would confront
mind-set hurdles in Mongolia, as it continues ignsition to a market economy. However, the
“mind-set” challenges proved no less daunting irxidie.

Competitiveness initiatives require joint and colldorative action ...

Mirroring the shift in mind-set, competitivenesstiatives focus on mobilizing firms and
institutions within a cluster to “collaborate toraspete” (a key phrase for some competitiveness
practitioners). This too is challenging becausehdnges the terms of engagement, both within
the private sector and between the private sectbrgavernment. Firms that are fierce rivals in
the marketplace begin to realize that they alse fammmon hurdles and that their resolution
requires joint and collaborative action; but codleddion is not easy when they have been long-
term competitors, and there is little basis fostror willingness to work together.

Similarly, competitiveness initiatives call for jgiand collaborative action between the private
sector and the government; but this too is not edsn they have been long-term adversaries.
It is often far more comfortable for the privatetee to sit back and “blame” the government for

its ills; however, a competitiveness initiative des businesses to think much more critically —
and strategically -- about what actions are in gphere of action and what actions can

realistically be carried out by the governmentmitirly, no longer can the private sector expect
the government to “solve” its problems through potive legislation and subsidies; these are off
the table in a competitiveness initiative.

Competitiveness initiatives require changing the wabusiness is done ...

Competitiveness initiatives are about mobilizingle to re-think the way they do business: to
focus on international market demand (as opposedpply-driven approaches to production); to

move toward offering more sophisticated and higladune-added products (as opposed to relying
on basic commodities); to innovate (rather thantdtei at lower cost); and to collaborate

intensely with competitors and government and acéaén the process (despite long-standing
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antipathies and lack of trust). It is no wonderAll3 missions and others find this a challenging
endeavor.

To add one more hurdle and layer of complexitysame countries, there may be individuals or
institutions that have a vested interest in notngitey the way business is done in a country.
Those who have a strong financial interest in na@mmg the status quo will, no doubt, wield

their power to block a competitiveness initiativerh moving forward. Hence, we see that in
environments where corruption is a concern, cortipetiess initiatives often pose a direct threat
to the sources of corruption — without ever ushng‘tc-word” — as illustrated in the box below.

Tackling Corruption through Competitiveness
Lessons from Mongolian Cashmere

Mongolian cashmere processors consistently undiezeitineir processing capacity because they are
unable to source sufficient raw cashmere of higbugh quality. The main problem, from their
perspective, is aggressive competition from Chineaders who also source raw cashmere |in
Mongolia. During the mid-1990s, the Government afniyblia enacted a ban on exports of raw
cashmere in order to prevent Chinese processors frocessing Mongolian cashmere. The ban was
ineffective, as Mongolia could ill-afford to polids 2,900 mile border.

The Mongolian government then instituted a tax xymoets of raw cashmere. While its intent was| to
keep raw cashmere within Mongolia and, hence, ptotiee interests of cashmere processors, the
export tax also created an incentive for extensinriggling and corruption at the border. So
analyses suggest that up to half of the countrg® rcashmere production was being exported
illegally in some years.

USAID’s Competitiveness Initiative in Mongolia offé a different solution to address processors’
need to access high-quality cashmere — a soluliahwould not depend on protective and essentiglly
anti-competitive measures, such as the export vata»q but rather, a market-based solution that
would give herders the financial incentive to dellMongolian processors. The Competitivengss
Initiative, in collaboration with the USAID’s Golhiitiative, established a series of cashmere matket
days that gave herders and processors the oppdyttimiengage in face-to-face transactions for the

processors were able to source the high-qualithosre they needed. The cashmere market
offered a win-win solution for herders and processtiowever, in changing the incentives, they
undermined a key source of smuggling and corruption

While the focus is global, the momentum for changeust be local ...

The kinds of changes that we have discussed ab@/eéa@ changes that a donor — or any
external agent -- can make happen. Promoting cotiveeess requires fundamental change
within firms; in the relationships among firms; aimdthe relationships between firms and their
supporting institutions (including government amaéd@demia). These kinds of changes can only
take place when firms see that it in their bestrggt to change and when they take ownership for
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making change happen.

This does not mean that teenot a valid and important role for

external agents like USAID; however, what it doesam is that without local business leaders
taking the lead in promoting and driving the praces change, the likelihood of substantial or

sustainable change is minimal.

> A participatory strategic planning
process is the starting point foi

building the momentum for change. It
is this process — and the resulting locs
ownership in and responsibility for
implementation — that makeg
competitiveness initiatives  distinctly
different from USAID’'s other
economic growth initiatives?

During implementation, competitivenes
initiatives may look a lot like USAID’s
more  traditional economic  growth
activities, all brought together under t
rubric of “competitiveness.” Indeed, as p§
of competitiveness initiatives, we do s§
many activities that look very familiar
promotion of policy, legal and regulator
reform; study tours to better understa
industry best practices; training ar
technical assistance to address indust
wide issues; strengthening of local busing
associations, to name a few of the types
activities.  So, many economic growt
officers ask, what is new or different abo
competitiveness?

Competitiveness initiatives have as thg
starting point a participatory strategic
planning process It is a process tha
enablescluster membersto: discuss and
build their own consensus on the critic

The Participatory Strategic Planning Process
Lessons from the Dominican Republic

Of all of the USAID competitiveness initiatives ye
reviewed, the “participatory” strategic planning
process seemed uniquely strong in the Dominican
Republic. In this case, cluster members have heen
deeply involved in the strategic planning process,
wrestling first-hand with the research, writing, dar
the wording of their strategies. As a result, these
are not strategies that were developed by the
USAID contractor — and then shared with the
cluster members for their buy-in. Rather, the
cluster members themselves went through |the
process of figuring out the critical impediments|to
competitiveness and then deciding what they
wanted to do to address those impediments; |the
USAID contractor facilitated the process, but the
decisions were in the hands of the Dominicans.

Interestingly, according to the implementi
contractor, the strategies developed by the clgsier
were not that different from what it would haye
recommended. The process definitely took longer
than if the contractor had prepared the strategles
itself. However, the key difference was that these
were now strategies that the Dominicans
grappled with, vetted, internalized, and “owned.
This sense of ownership was exemplified at the|end
of the first phase of the project, when key members
of the strategy groups presented the results df the
work to date to USAID - as opposed to the
contractor taking the lead. In other words, thgse
were the clusters’ strategies and not the
contractor’s.

issues and the key impediments to engag

global markets; design a strategy and initiativeat wil realistically enable them to engage
global markets more effectively; and then — and tnmportantly — assume responsibility and
ownership for specific initiatives and actions. idta process that enables the cluster members

20 |t is important to note that USAID does work inse collaboration with local stakeholders — prévand public —
in designing and implementing economic growth atities; indeed, with its strong field orientatiohis has always
been one of USAID’s strengths. Competitivenessaitives are distinct in that the locus of actiohis cluster itself.
As a result, the participatory dimension of a cotiipeness initiative goes significantly beyond stocollaboration
and interaction with local stakeholders to actuaibybilizing local stakeholders to take action thelwnss.
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themselves to determine the parameters of whatwhiéglo and will not do ... as opposed to
USAID or any other donor determining the parametdrsvhat should be done from their
perspective.

We believe that it is the participatory strategianming process — and the resulting local
ownership in and responsibility for implementatienthat makes competitiveness initiatives
distinctly different from USAID’s other economicayrth initiatives. Competitiveness initiatives
are private sector led and driven in their impletagon, and this implies a fundamentally
different role for USAID and its contractors, dsstrated on the previous page.

It is also the participatory strategic planning gass that distinguishes competitiveness from
industrial policy — a concern that is frequentlyseal by USAID and other donor economists.
There are instances in which industrial policy wrgued in the guise of competitiveness
initiatives; however, as practiced in the USAID tmxt, competitiveness initiatives are not
consistent with industrial policy. USAID’s compeétégness initiatives involve a bottom-up
approach, where it is largely the private sect@t ttletermines the critical issues it faces in
increasing productivity and the strategies it withploy to address these issues. USAID plays a
valuable role in facilitating the strategic planmpiprocess and supporting clusters’ efforts to
become more competitive. However, as a general rulvorks with clusters that show a real
commitment to the process in terms of time anduess. Hence, promoting competitiveness in
the USAID context is not about picking, targetinglasubsidizing “winnersper se rather, it is
about building on the momentum for change in theape sector, wherever it may be.

* k% %

These guiding principles give us one perspectivemiat competitiveness initiatives are all
about. A second way of looking at these initiagive in terms of their key components, as
outlined below.

2L USAID leadership in the field is far more pragimaegarding the concern of “picking winners.” €brof the
mission directors who have led major competitivenigstiatives noted it is not a matter of “pickinginners;”

basically, you go with what little there is in theuntry. There are usually not a lot of choicebéomade in the
countries in which USAID works.
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KEY COMPONENTS OF A COMPETITIVENESS INITIATIVE

The team developed the diagram below to illustrdte five typical components of
competitiveness efforts, namely: (i) cluster depelent to re-position industry; (ii) strategic
reforms of policies, laws and regulations; (iii)aclging the dialogue, both between the private
and public sectors and within the private sectg);developing partnerships, again both private-
public and private-private; and (v) improving unstanding and support for global

competitiveness.

Key Components of Competitiveness Initiatives

Cluster
Development
to Re-position
Industry

Strategic
Reforms of
Policies, Laws
& Regulations

Improving
Understanding
& Support for
Competitive-
ness

Developing
Partnerships

Public-Private
Private-Private

Changing the
Dialogue
Public-Private
Private-Private
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Cluster Development

The “heart” of competitiveness initiatives is ckistdevelopment to re-position the industry;

“Cluster
process of different parts of a sector’'s v

development” encompasses

al
chain coming together to: (i) discuss issuts

confronting the sector; (i) define areas
common interest; (iii) cooperatively design
strategy for advancing cluste
competitiveness; (iv) jointly identify specifi
actions to be taken; and (v) assi(
responsibility for completing actions. Th
process of a cluster collaboratively designi
a strategy and identifying and execultir
targeted actions results in “re-positionir]
industry” towards niche markets, great
value-added products. The key difference
that the strategies are devised a
implemented by cluster members themselv,
making local ownership much more likel
than if an outside advisor
potential paths.

Strategic Reforms of Policies, Laws and
Regulations

Such reforms typically emanate from th
cluster development process described abg

Again, the process of the cluster decidil
which  reforms are critical to itg
competitiveness — and which reforms t

cluster realistically can affect and change —
what differentiates policy, legal an
regulatory reform under a competitivene

initiative from other donor efforts in this

arena. Rather than a donor or expatris
advisors identifying the key reforms that a
necessary or desirable, local actors w,
personal and professional stakes in see
through such reforms pinpoint a particul
issue as a constraint, collectively decide
address it, and determine appropriate mean
effect change.

Changing the Dialogue
To influence policy, legal and regulator
reforms, the private sector must interact w
government, the enactor of such legislati

the
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SAID’s Competitiveness Initiative in Sri Lan}
ocuses on repositioning eight industries vis-a-
global markets. For example:
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+ creating an industry-driven tourism trainin
facility.

In the gem and jewelry industtythe cluster
aims to move beyond exports of gems

€exporting uniqgue and “branded” jewelry. Th
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and rules. How the private sector conducts sucleraction is a central element of
competitiveness initiatives. As outlined in thedjog principles, cluster members must begin to
see that, although they are competitors, some sssuesent common obstacles and,
consequently, it makes sense for the good of thesmess as well as the cluster to combat these
challenges collectively. In this respect, the diak® within the private sector itself changes,
moving from confrontation to “cooperating to congét

Changing the dialogue between the privd
and public sectors on such issues as pol
legal and regulatory reform is also a cent
component of competitiveness initiative
For example, rather than attackirn
government with “laundry lists” of]
problems that government must solve, t
private sector is encouraged to prioritize
needs and suggest realistic solutions t
take into account the public sector
responsibilities and interests. Likewis
rather than an individual company going
a personal contact in government to ge

problem “solved” for the individual
company, competitiveness initiative
demonstrate the power of compani

interacting as a group with the publ
sector, as a way to improve the over
business environment. In other word
competitiveness initiatives aim to produg
dialogue between public and private sect(
that is less combative and more effective.

Partnerships

As dialogue both within the private sect
and between the public and private sect
becomes more common, more effective g
more trusted through a competitivene
process, joint activities and investmern
occur with greater frequency and involy
greater complexity. Partnerships mj
include, for example, joint investment
agreements to separate functions 4§
responsibilities into public or private hand
or collaboration on institution building
Because they involve sharing of financi
and sometimes human resources as wel
deep, strong consensus on goals, functi

and anticipated outcomes, both publi

Promoting Public-Private Dialogue
Lessons from Colombia

Initially, the Government of Columbi
established a national competitiveness coul
as part of its major effort to promot
competitiveness. The council was comprise
a mix of public-private leaders, includin
ministers and representatives from the busin
community, labor unions and academ
However, as the council was chaired by f{
president and its members were selected by
president, its mandate also become clos
associated with the president’s administratig
Once the government changed, the cou
dissolved.

Over the past four years, the Colombians h;
taken a seemingly far more succesq
approach to promoting dialogue through tf
establishment of semi-annualEncuentros
Nationales de Productividad y Competitividg
Unlike its national competitiveness council, t
Encuentrosbring together as many as 1,0(
people from the public and private sector
discuss competitiveness issues, and, hence,
represent a significant broadening of ti
dialogue. Both government and private sec
leaders regard theEncuentrosas a valuable
mechanism  for promoting action g
competitiveness. As a result, the forum

continued for four years — despite changeg
administration. And, when the governmg
recently proposed holding the forum only or
a year due to the considerable preparation ti
they entail, the private sector resisted.

appears that the government is reconsider
its proposal.
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private and private-private partnerships typicalbcur when competitiveness initiatives are at
more mature stages.

Improving Understanding and Support for Competitiveness

Lastly, competitiveness initiatives typically indel efforts to broaden knowledge of
competitiveness, both within targeted groups ardgémeral public. Many different mechanisms
for information dissemination are used, includiftg,example, newspaper articles and editorials,
training of journalists in competitiveness prineip] workshops to deepen university professors’
and students’ knowledge, round-table discussiomslving public and private sector leaders,
and publicizing the deliberations and actions dfamal competitiveness councils, among other
means. The central objective of media and publicrination efforts is to build knowledge of
competitiveness principles so that the generalipublsupportive of different roles and dialogue
between and within the public and private sectarsreover, emerging clusters can observe,
learn from and potentially emulate other clustesgeriences.

* * *

This chapter outlines our synthesis of the “commaEnts” of competitiveness initiatives from
two perspectives: the guiding principles that seas the foundation for competitiveness practice
and the key components that comprise most comyaigiss initiatives. As mentioned in our
final guiding principle,the participatory strategic planning process is the starting poirdrf
building the momentum for change This process is central to the methodology gtaach
used by many cluster practitioners. We devote #d nhapter to describing how the process
starts and how it often unfolds over the coursa cbmpetitiveness initiative, particularly within
the context of USAID.
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CHAPTER 4
CLUSTER-BASED COMPETITIVENESS METHODOLOGIES

INTRODUCTION

The desk assessment of USAID’s worldwide competitess efforts reveals that the
methodologies used by USAID contractors to implein@mpetitiveness initiatives exhibit an
overall consistency of approach, a consistencyithabmewhat remarkable given the relatively
short period in which USAID has engaged in competitess efforts. While there are more
similarities than differences in the general apphpacontractors nevertheless do emphasize
different elements or nuances in addressing a oggntregion’s or sector's competitiveness.
The general approach to competitiveness initiatigesd by USAID contractors is delineated in
detail below, followed by outlines of and perspeesi about key nuances emphasized by
different contractors. It is important to emphadizat, although the forthcoming description of
cluster-based methodologies is based primarily SAID experience, it also reflects practitioner
experience in some non-USAID cluster developmefartst For example, the process used in
Campeche parallels nearly identically the firsethphases described below; this same process
has been or is being implemented by the Campech&actor elsewhere in Mexico and a
number of other countries.

It should be noted that no practitioner follows tinethodology exactly as delineated below.
Instead, what is described below is a compositecguh developed by the assessment team
based on a number of contractors’ implementatiqreggnces. As such, the approach detailed
below provides the assessment team’s view of “pemsttices” learned from implementation of
USAID’s competitiveness initiatives.

APPROACH USED IN CLUSTER-BASED COMPETITIVENESS INIT IATIVES

As discussed in Chapter 2, from 1998 (when the @gérst began to explore this approach to
economic growth) to early 2003 (when the analysisthis assessment was conducted), USAID
has engaged a range of contractors to implementpettiveness initiatives. Review of
practitioner documentation, detailed interviewshwkey contractor personnel and fieldwork in
Campeche and Mongolia defined five major phasestiipécally characterize competitiveness
initiatives. These phases are:

Phase 1: Conducting Initial Competitiveness Diasgice
Phase 2: Identifying Clusters

Phase 3: Crafting Cluster Strategies

Phase 4: Implementing Cluster Strategies

Phase 5: Developing Exit and Sustainability Stiate

v v.v.v Vv

It should be noted that, although their aims astirtit, Phases 1 and 2 usually are conducted
simultaneously. The purposes and key actions imgblin each phase are detailed in the
following sections.
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Phase 1: Conducting Initial Competitiveness Diagrsiics

Objective

A cornerstone of USAID competitiveness initiativeghat local private sector leaders drive the
process. However, Phase 1 is led by the contractart nevertheless is central to evaluating if

local entities and

individuals have the enthusiaamd commitment to shoulder the

responsibilities entailed in the competitivenesprapch. The objectives of this phase,
highlighted below, reflect its evaluative nature:

» Generate understanding of competitiveness pringiple
» Gauge overall receptivity to competitiveness ideast
» Ascertain issues that a competitiveness initighetentially could address.

Key Actions

Although practitioners use different terminologydato some extent different techniques to
progress towards these objectives, the usual actaken during this phase include:

* Assessing (in broad terms) the country’s econongign@lations (including human
resources, financial resources, physical infrastire¢c technological infrastructure and

regulatory environment);

* Benchmarking the country against comparative antborpetitive peers;

* Conducting an

intensive series of workshops

to awer understanding of

competitiveness and its relevance in the localeednand

» Initiating outreach to local media, universitieslasther public communications channels.

Phase 2: Identifying Clusters

Objective
It is during Phase 2 — the cluster identificatid

cluster-based competitiveness

initiatives
emerges strongly. Prior to entering this phase,

practitioners (and, often, donors themselvés)
identify clusters or sectors that meet critefia’

important to achieving the country’s and

donor’s economic growth objectives. The box®

to the right summarizes criteria used by SRI

International to identify potential clustets.

Useful Criteria for Identifying
High-Potential Clusters
Source: SRI International

D :
stage — that the private sector-led nature the potential cluster should:

Offer clear promise for growth as well §
expanded and new opportunities f
investment

Have an existing critical mass of skills ar
resources

Be capable of generating substant
employment opportunities

Exhibit strong potential for generatin
export and foreign exchange earnings
Demonstrate strong
collaborating on common issues

interest in

2 pricewaterhouseCoopers and SRI InternatictéBAID Competitiveness Interventions Reviewprepared for

USAID, November 2001, p. 45.
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Regardless of which clusters are identified prelemily in this process, it is — at le

ast

theoretically — the interest and commitment dematest (or not) by various clusters that

determines if USAID moves forward on a competiteeninitiative at the end of this phase
if so, which clusters will be involved. It is tlegore important that any initial identification

and,
or

analysis of clusters not raise expectations —Hergrivate sector, government, or even USAID
itself -- that may be difficult to fulfill withouteal cluster interest and commitment. As noted in
Chapter 2, however, both donor officials and ptexcters often believe that the economies of
many developing countries often offer little rooor Btringent exclusions of potential clusters.
Nevertheless, the experience of El Salvador (seebttx below) demonstrates the perils of
overriding the cluster self-selection process amsteiad targeting economically “important”

clusters. In sum, the objective of this phase isd&ermine the clusters’ interest in
commitment to engaging in this type of initiative.

and

Cluster Selection and Development in El Salvador

Under the aegis of a World Bank project, the Gowegnt of El Salvador in 1997 established fg
clusters, with technical assistance from its Miyisbf Economy and the ministry’s contractd
Drawing on the contractor’'s analyses, the governmehose leading sectors in which to supp

the Ministry of Economy selected the cluster membwith the intention of including a broa
representation of the industry. By 2000, it wasaclhat action in the clusters was not taking pla
leading to the ministry’s and contractor’s recogmit, in hindsight, that using this process was
error that failed to stimulate private sector leasleip and that by selecting cluster membq
inadvertently produced or reinforced a status-querttation.

With assistance from a different contractor, thenistiry revised its approach — inviting proposs
from self-selected groups of entrepreneurs who wdtieg to commit to share funding for the clust
development activities. The development of the delfrselected clusters — beekeeping, orname
plants, machine tools and tourism — was much maceessful than the handpicked clusters.

For example, the beekeeping (or apiculture) groap bperated continuously since November 19
The group includes the broad spectrum typicallyoesded with a “cluster”: three major producer
of honey-based products, a Ministry of Agricultuofficial, an academic researcher, and

cooperative that represents 630 rural beekeepessa result of the group’s work, two national qual
standards have been developed for honey (whereas existed before); the cluster members h
agreed to standardize and improve containers usedrénsport; and there has been some jo
exporting to achieve cost reductions. Similar asdhemhave been seen in the ornamental plants gr
which, for instance, agreed upon a uniform box sa®wing for savings via group purchasing) af
cooperatively paid for technical assistance fromAamerican expert in tropical plant inspections. T

not for sale) any product approved by the U.S. Emwvhental Protection Agency, even if use of th
products are not otherwise permitted in the country

The contrast in effectiveness of these two diffepproaches to cluster identification and seleti
reinforces strongly the paramountcy of cluster cament over any other factor that might also
incorporated into the selection process — and destrates the potential difficulty of working i
traditional sectors, which often have entrenchetérigsts, compared to newer, more enthusia
groups.

cluster development, namely coffee, apparel, haafigcand the emigrant community. Furthermoy

group also negotiated with the Ministry of Agrieult for permission to import for its own use (i.e
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Key Actions
Within the USAID context, in Phase 2, the contracthe clusters and the donor all have
significant responsibilities to undertake, as fako

* The contractor: Benchmarks various clusters versus internatiooalpetition.

» The contractor: Convenes a second round of intensive workshopshimg a broad
cross-section of mainly private sector leadersy@agers.

* The clusters: Demonstrate, individually and collectively, theinderstanding that local
leadership, action and collaboration form the cofecompetitiveness initiatives and,
through their interaction, indicate their willingg®eto engage actively and constructively
in fulfilling these responsibilities.

» USAID (or other donor): Decides whether to proceed with a competitivei@siative,
based on observation and feedback solicited fromractors and clusters.

The practitioner’s roles in Phase 2 — bringing kiealge of the international marketplace to the
clusters (through benchmarking) and serving as eoew of a local group of activists —
foreshadow the functions that it typically doesd@hould) assume if a full-fledged initiative is
undertaken. Knowledge transfer is critical becamsey clusters in developing countries lack
access to information about the markets they hopatend to serve. Through their corporate
resources and experience in other countries, adotsaprovide not only scarce, hard-to-find
data necessary to plan competitiveness strategiesidn objective “facts and figures” that form
a basis for strategic planning. It should be ndtett in Phase 2, contractors generally do not
develop detailed cluster analyses. Rather (asnegtlin the next paragraph) at this stage, when
many potential clusters may be emerging, the permdsthe workshops (and the information
provided within them) is to gauge how well, or dgppotential cluster participants engage in
strategic collaborative dialogue with the help otside facilitatorsin sum, in this phase the
contractor demonstrates its ability to serve as eutral, high-quality resource and advisdo

the clusters regarding the global marketplace — @3t the reactions of potential cluster
members to working on the basis of objective data.

As mentioned above, in Phase 2 the contractor demabnstrate that it can serve effectively as a
convener of sometimes antagonistic individuals gradips. In many cases, the workshops held
under Phase 2 may be among the first opporturfiiedifferent parts of a cluster’s value chain
to interact directly with each other. Accordingly,is critical that the contractor guide and
facilitate — but not dominate — the discussion amdraction among these various elements so
that, through direct conversations, reactions aveh edisagreements, the propensity towards
greater trust, confidence in the group’s ability gmblem-solve and collaboration can be
instilled. In other words, in this phase the contractor estebles its “credentials” and practices
its service as an honest broker and facilitator angpoften fractious partieslt should be noted
that acting as a facilitator — rather than an “ekpédvisor” — is a different role for most USAID
contractors, which typically are expected, and ermged, to independently analyze issues,
identify solutions, recommend courses of actionplement initiatives and produce results.
Under cluster-based competitiveness initiativestre@tors bring data and resources to the table
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and “mediate” clusters’ strategic planning sessiensut cluster members themselves should
assume analysis, solution-identification and acgitam development functions.

The mechanisms for demonstrating and assessinggrcingerest and commitment are primarily
subjective. In the workshops in Phase 1, not oelyegal competitiveness principles but also the
participatory process used in implementing competitess initiatives will have been detailed.
As a result, by Phase 2, potential cluster pauitip should understand that competitiveness
initiatives revolve mainly around their own effortawvith project-funded long-term advisors and
strategic short-term assistance providing suppatter than leadership. By Phase 2, it should
also be clear that direct funding for individuatnii efforts will be minimal or nonexistent.
Rather, it should be understood that the majoritiechnical assistance will be directed toward
supporting joint efforts — if the cluster can briitgelf together. With knowledge of these
realities, the interest of potential clusters meralman be inferred in part from their willingness
to engage actively in Phase 2’s second round @nsite workshops: time is money, and
willingness to “spend” time without the prospectiofmediate direct benefit is a significant
indicator of interest.

The concept of “cooperative personalities,” used Sl International, also can illuminate

whether a given cluster is not only interested eochmitted but also whether work with that

cluster might be fruitful. Potential cluster mendbelemonstrate “cooperative personalities” by
actions such as:

» Through self-regulation, allowing all parties teea during workshop discussions, rather
than permitting a few individuals to dominate;

* Encouraging a variety of viewpoints to be expressétout significantly raising group
tension or personal animosities; and

» Ability to see beyond one’s individual interestghe greater good.

To evaluate cluster interest and commitment, USAND its contractors use mainly observation.
In addition to the topics covered above, key qoestio ask are:

* Do the potential cluster members who have partieghan the activities above represent
the full cluster — or are they instead more liKelab”? Who is not at the table? Why?

* Have cluster members stayed engaged — attendingolaworkshops and meetings with
active participation?

» Have champions in government (both politicians andeaucrats) emerged? If so, are
there champions among several political parties?

Despite the private sector impetus of competitigangitiatives, the last question is important. In
every cluster-based competitiveness initiative ti@ assessment team reviewed, the cluster
inevitably engaged with government to remedy sgiat@olicy, legal or regulatory concerns.
Thus there needs to be some understanding, awarear@s support for a cluster-based
competitiveness initiative across the public se@nd political parties in order for cluster-
initiated efforts to endure over the longer term.

38



Through the process above of testing cluster istea@d commitment, “picking winners” (a
common criticism of competitiveness initiatives)generally avoided and, instead, enthusiastic
“self-selected” groups emerge and gain the prigle§ accessing valuable technical assistance
with which they can improve their growth prospe@®ggardless of a cluster's commitment at
project inception, however, enthusiasm and actiastrbe assessed on an on-going basis, and
USAID must be willing to end support for clusterdage interest and activities wane. An
example from Lebanon illustrates this point (seelibx below).

Phase 3: Crafting Cluster Strategies The Business Services Cluster in Lebanon

Objective Prior to the prolonged violence that Lebangn
Phase 3 deepens the relationship am@rRyperienced from the 1970s to 1990s, the countey wa

cluster participants solidifies the @ prominent supplier of financial and business
practitioner’s “honest’ broker’ role anjservices to the Middle Eastern region. Recapturjng

establishes a roadmap for cluster actiopd!'s role was defined in the early stages of US&IP
competitiveness effort as a potential significant

Fr(_)m an |mplementat|0r_l perspec_tl_ve, thecontributor to the country’s economic growth. The
objective of Phase 3 is to facilitate |acyster was expected to encompass businesspeople in
strategic planning process that enable§ ghancial services (including investment banking,
cluster to define its common interestsinsurance, private banking, on-line services, amgng
strategic vision and action plan. Threeothers) as well as (to a lesser extent) advertising
multi-faceted steps — cluster formatiop,publishing, software, telecommunications, confeeenc
cluster analysis and cluster strategy andenter services, trade and transshipment and medica

action plans — compose Phase 3. services.

Kev Acti Within the context of USAID's support for the

y Actions business services group, a number of steps were

Step 1 — Cluster Formation:This first step u ) vices group, ) P
taken, including: implementation of a web-baged

Co_ncentrates on _t_he Process .that will usiness matchmaking service to connect overgeas
guide the competitiveness initiative — an(febanese to opportunities in the country; ahd
deliver its results. Through the contractorsjevelopment of the concept for a regional education
introduction of typical techniques anfinitiative. But, the business services group némgy
mechanisms used in cluster developmégntgelled” — participants had a wide array of interes

the cluster members define the group’shat were not always complementary or compatible.
“rules of engagement,” roles andAs forward movement petered out, USAID decided to

responsibilities as well as develop a clgagnd its support to the cluster — a difficult but
understanding of the respectijenecessary decision — and one that other USAID

responsibilities of the cluster versus themissions will face and (have faced) during the seur
contractor of their cluster-based competitiveness initiatives.

Step 2 — Cluster Analysisin this step, the contractor leads the clustenuginoan analysis of the
cluster's current status. Diagnostic tools, suchS®$OT analysis, elaboration of the Porter
diamond, and supply chain mapping, frame the digogvhich culminates in agreement on the
“diagnosis” of major challenges and opportunitiesfoconting the cluster.

Step 3 — Cluster Strategy and Action PlandDuring Step 3, the cluster uses Step 2's analgsis t
develop a consensuwssion, in as specific terms as possible. The cluster ééselops a targeted

% SWOT analysis examines the strengths, weaknesgpsrtunities and threats facing an industry astr.
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set of achievableinitiatives linked to the vision. Lastly, the cluster assidgasks that is, it
identifies individual and institutional championbat agree to carry out each initiative.
Throughout the process, the contractor servesfasildator, lending expertise during points of
substantive contention, defusing nonproductive gteaments, questioning overoptimistic or
grandiose ideas, and continually focusing the diadoon the major issues identified from the
cluster analysis. The “task-assigning” end of tehiep is a pivotal point in the cluster's
development, as it represents the juncture at wtlicster members must demonstrate concretely
their willingness to do more than “talk.”

Although the steps of this phase may seem straighdfrd, the process of progressing through
them is not; indeed, the box on the next page fdesviexamples of two different process
“breakdowns.” Simply put, it takes time for clusteembers to learn how to engage each other
effectively; to agree upon common challenges; fiotlsiough challenges to discern core issues;
and to devise concrete strategies and actionsgtiatthe consensus of the group. It is at this
stage that USAID contractors feel most pressechdinied to revert to an “actor” rather than
“facilitator” role. Likewise, it is at this stagéat USAID itself may wonder “what’s happening”
and if movement forward will ever be achieved. hfaBe 3 is successful — meaning that clusters
are able collectively to develop a strategy — theetinvested leads to ownership by the cluster
and a greater likelihood for cluster members assgmesponsibility for translating strategies
and plans into action. By contrast, if a clustenrezt coalesce, analyze and strategize, then at
some point USAID and its contractor must be willtodimit or cease further support.

Phase 4: Implementing the Cluster Strategy

Objective

This phase is the time when discussion and plaramedurned into action. Each cluster will take
different steps to achieve its goals; regardlesthefspecific actions, the overall objective is,
simply put, to implement the strategy and actianpgeveloped in Phase 3.

Key Actions

Actions vary widely depending on the sector, trmala@ontext and cluster members’ interests. In
all cases, the actions should be led by the redpenadividual and institutional champions who
committed in Phase 3 to take charge of the actiVitye contractor lends a key supporting role to
these activities. Types of support that contractdiesn provide during this phase are:

» Targeted technical assistance

» Specialized training

* International market research

» Policy, legal and regulatory analysis

» Facilitation of dialogue and engagement with theligusector
» Media outreach and assistance with public commtinits:
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Strategy Development: Issues from Campeche and Moatia

As described above, Step 3 involves two key actismmowing of strategies to focus d
achievable activities and assigning responsibifily actions. In Campeche and Mongol
lack of attention to these actions produced impartapercussions from which future clus

initiatives can learn.

Campeche  During the  strategy

development stage in Campeche, clusters significant
competitiveness initiative in the cashmere

were encouraged to “brainstorm”
activities that members thought warranted
attention. Based on our review of the
cluster strategy documents and interviews
it appears that few (if any) potential
activites were questioned as too
grandiose. Indeed, many “huge” potential
projects were incorporated into the cluster
strategies, including a new airport, new
port, new airline, $300 million bio-ethanol
project (which would directly compete
with the state’s major revenue generator,
petroleum), etc., etc. The prevailing
philosophy during the Campeche strategy

development phase seems to have been: alland testing

ideas are good, but for a good idea to
move forward, a champion or group would
have to mobilize to get the work done. In

many cases, champions did not emerge,

and work did not start ... or did not
proceed very far. This turn of events led to

a widespread sense that Transformando the contractor squarely in the “actor”

Campeche was “all talk” and no action.
Ultimately, the enthusiasm that
characterized the initiative’s launch
quickly dissipated. Cluster participants

needed to see some concrete changesmark signaled a clear departure from the

emerge fairly quickly in order to sustain
momentum.

Mongolia: Lack of champions was a
impediment in Mongolia’s

sector. One of the main components in th
cashmere sector was development (¢
support and legal/operational mechanismg
for a certification trademark for

Mongolian cashmere. In the absence of

private sector willingness to spearhead
this effort, the contractor assumed
responsibility for moving the trademark
forward meeting individually with
cashmere processors to explain thg
concept and gain their interest in using the
mark, working with relevant government
officials on necessary legislative changeg
reaction to a Mongolian
trademark with fiber dealers, fabric
weavers and clothing manufacturers
outside the country. Practically, these
activities put an enormous burden on thg
contractor team; operationally,
assumption of these responsibilities place

rather than “facilitator” role; and

conceptually, lack of active, local
champions willing to invest significant
time and resources toward the cashmer

local ownership that should characterize a
cluster-based competitiveness initiative.

o

n
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As illustrated in the box on the next page, suppartimplementation for the above types of
activities was almost uniformly absent in Campeddased on the Campeche experience, we
believe that donor funding for such assistanceeis Rbsent from the list of types of support, it
should be emphasized, is provision of investmepitakor financing from USAID (or other
donors) to the cluster. Strong consensus emergetdtiie assessment team’s interviews that any
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projects initiated by the cluster must be bankablthat is, capable of winning finance and
investment from private sources on market termsfromn USAID or other donors.

The critical issue in this phase is sustaining mama. The previous phases typically generate
excitement about what the broad ideas of competiggs might mean to the cluster. By contrast,
this phase is about working on concrete tasks,ideds in the abstract. In vernacular terms,
Phase 4 is where the rubber meets the road.

Implementation Issues in Campeche

Our interviews in Campeche had a common refraijréhwas much excitement and enthusigsm
during the awareness building, strategy developmemd action planning stages — and much
frustration and disappointment once the time camnénfiplementation. According to cluster membaers,
the first two phases had illuminated “what” to dmjt not know “how” to do it. “How” is the essence
of Phase 4 — that is, putting into action the slkigpians of the previous phases.

Only one element of the strategies developed inpéahe — investment promotion — received any
technical assistance beyond periodic meeting fatitin. Training, study tours, and other substaat|v
advice on building the investment promotion prognaere provided by the contractor to the newly
created organization that housed this activity. Ard was widely recognized, the investment
promotion program achieved significant results (ioed in the next chapter). In contradt,
interviewees from other clusters noted that thesd been no assistance available to translate the
“what” to the “how” — and that their results wereherefore far less striking.

The complaints in Campeche about lack of assistandeubtedly stem in part from a tradition and
mindset of expecting others (usually governmengssume the initiative for action. Nevertheless| in
the absence of any assistance, forward movementilely given lack of knowledge of the new ar¢as
into which clusters typically intend to enter. Henwe believe that helping cluster members
understand “how” is a key function of the contractbowever, actually “doing” the work for thq
cluster is not the function of the contractor.

Phase 5: Developing Exit and Sustainability Stratags

Most USAID-funded competitiveness initiatives atédl ®n-going; that is, they have not yet
reached the critical stage of transition from doasesistance to independent operations. One
exception is USAID’s competitiveness initiative 8ri Lanka, which ended in August 2003.
Because no follow-on effort is anticipated, sine¢el2002 the USAID contractor has been
working with each of the project’s eight clustessdefine cluster-driven ideas and strategies for
autonomously sustaining competitiveness activitidscording to the contractor, all of the
clusters plan to continue their work. We attempt@dbtain detailed information about each
cluster’s “graduation” strategy, but such inforratwas not available. However, we were told
that each cluster’s strategy was anticipated tslightly different, and three general paths were
most often being considered:

» Formation of a new (nonprofit, nongovernmental)xapeganization to continue cluster
activities;
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» Agreement to house and continue cluster actiwtiglsin an existing organization; or

» Commitment to continue activities and meetings miaformal manner, rather than
through a specific entity.

DIFFERENCES AMONG COMPETITIVENESS METHODOLOGIES

While the overall process for cluster developmeithiw competitiveness initiatives is, for the
most part, consistent among practitioners, differeamphases emerge with regard to
complementary or supporting activities. These dififices in some cases are based on
philosophical concerns, in others on host counirgumstances, and in still others on USAID
mission priorities. Regardless of the reasons, @sighing and implementing competitiveness
initiatives, USAID missions and contractors shocédefully consider the possible usage of such
efforts. The section below is intended to highlight's and con’s of each potential component.

National Competitiveness Councils

Following the lead of many developed countries lI(idmg the United States), several
developing countries have established “competiggencouncils” or other similarly-named
national forums that are intended to serve as lagél public-private advocates for furthering a
country’s competitiveness and as an institutioealimeans for public-private dialogue. Among
the USAID practitioners whose activities were rexed, initiation of competitiveness councils is
espoused particularly by J.E. Austin Associategré&lare several potential functions and issues
(outlined below) that a USAID mission or contracstwould consider before deciding whether to
include a national competitiveness forum in its petitiveness effort. The box on the next page
encapsulates some of the different circumstancasfthme decisions about forming a national
council.

Actual and Potential Function®National competitiveness councils can serve galhaanizer of
public awareness about competitiveness issues.|&edlby prominent public and private sector
leaders, such councils’ meetings and proclamatftes are covered by local media, leading to
opportunities to advance the general public’'s kmolge of competitiveness. In theory,
competitiveness councils also could serve as adescdar the policy, legal and regulatory
reforms strategically targeted by the various e€isst however, in its review of USAID’s
competitiveness experiences, the assessment teamoha&ncountered instances in which this
has occurred. Competitiveness councils by definidce broadly-representative of the country’s
economy; thus, members’ abilities (or interestsadbat the sub-sectoral (i.e., cluster) level that
is the heart of competitiveness initiatives may lineited. Nonetheless, as a national-level
“attention-focusing” body, competitiveness counailay be able to play a role in sharing lessons
learned across clusters. Again, this lesson-shadlggis not one that the assessment team has
encountered; rather, it is a possible functiorsiaech bodies.

Potential IssuesThe issue that led USAID Mongolia and its cortivato decide not to establish
a national competitiveness council — namely, thatrelatively small number of individuals on
the council could exert extraordinary control bessaof the small size of the country’s political
and economic “space” — is one that may be relewantany small developing countries. Unlike
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members of competitiveness councils in most dewslamuntries, participants in similar bodies
in developing countries may be less likely to knewer heed — nuances of the market system
such as recusing oneself from decisions or projgws represent a conflict of interest. Thus,
national councils may have the tendency — or may ffeessure — to selectively target certain
sectors of the economy for support based on palebénefit to themselves or their allies. It
should be noted that Macedonia is the only couwiyare aware of where a national council is
involved in selecting clusters. This approachds/rand thus results are yet to be seen; however,
we believe this example needs to be watched céyedsl significant conflicts of interest or
patronage (or at a minimum, perceptions thereaf)jdceasily arise.

National Competitiveness Councils and USAID Compéiveness Initiatives

Country Is there a Did USAID Why or Why not?
Competitive- Initiate  or or
ness Council?  Support It? Type of interaction
Croatia Yes Yes Lack of vehicles for public-privatel private-private dialogue wag

identified as a constraint in the early analysignlee a council wag
formed to address this need.

Dominican Yes No The council pre-dated USAID’s competitivenigdtiative. Now,
Republic there is some information sharing between clusterd the council
at national meetings.

Macedonia Yes Yes Some functions differ from atbencils; specifically, the counci
serves as: a forum for discussing policy issuescoardinating
mechanism for donor activities; and the reviewingd aselecting
body for cluster initiatives.

Mongolia No No Decided that power would be too emiated in too few hands.

Sri Lanka Yes Yes Initially, USAID decided agamstouncil but later in the projec
changed its perspective and supported council deveént. The Sri
Lankan government passed legislation authorizing touncil's
formation.

Thailand Yes No USAID coordinates with this presexg national council but will
operate cluster-based activities separately.

Uganda Yes No USAID’s initiative coordinated clgseh policy issues with the prg
existing national council.

A second potential concern relates to maintainivgdluster-propelled nature that is typical of
the competitiveness initiatives discussed in theport. Given the powerful, influential
membership that generally comprises national cdsinttiere is a danger that competitiveness
initiatives that incorporate national councils abldlecome council-driven rather than cluster-
driven. Such an outcome would detract from the ligigharticipatory process that underlies
cluster development.

A third concern that can arise is tension betwaendevelopment of the national council and the
clusters. In some countries, the priorities fodigyoreform and public sector investment
identified by the clusters have not fed into thefties and actions of the national council,
resulting in significant frustration and tensiorhelneed for close coordination and linkages
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between the cluster working groups and the natiooahcil may seem all too obvious; however,
the experience in some countries demonstrateshtbse linkages are often difficult to achieve in
practice — particularly, when cluster groups and tfational council “compete” for donor
resources.

A fourth issue relates to the time requirements r@sdurces associated with supporting national
councils. Because of the high level and extens#gpansibilities of most council members, it is
unlikely that the council members themselves wihduct any significant portion of the
council’s day-to-day work; instead, this work liedill fall on the contractor’s shoulders if it is

a USAID-initiated effor?* Accordingly, in a context of limited resources, AIB and the
contractor must evaluate whether dedicating subatamesources toward establishing a
competitiveness council is in the project’s ovebabt interests, or — if a council was established
independently of the competitiveness initiativeo-what extent and in what ways the contractor
should support its efforts.

Role of the Global Competitiveness Report

In Sri Lanka, J.E. Austin Associates and Nathanodisges worked with the World Economic
Forum to include the country in its Global Competihess Report. Based on this experience,
Austin Associates (with Nathan Associates) encaesddSAID’s competitiveness initiatives to
consider using existing competitiveness rankingsthieir project or funding the necessary
surveys to gain inclusion in global rankings. Th&anale for seeking a country’s inclusion in
competitiveness reports is based on the followangdrs:

* Global competitiveness rankings tend to attractiamdlve the country’s leadership and
thereby prompts dialogue, engagement and awareness;

* The rankings provide the private sector with objye;tneutral data on which they can
base future discussions with government;

* The rankings tend to confirm and focus the privagetor’'s priorities about what most
impedes competitiveness; and

* Media coverage of rankings can build the generabligs knowledge about
competitiveness.

Because the countries where USAID works can be at@geto fall relatively low in such
competitiveness rankings, use of the rankings restarefully planned in order to be effective.
In other words, without a clear strategy for radliaut the results of such reports, the rankings
can easily be interpreted as “bad news” from magimied or unsympathetic “outsiders.”

Workforce Development

As indicated in the discussion of competitivenesthmdologies, skilled human resources are
commonly considered one of the foundations of &nat (or industry’s) competitiveness. More
than most contractors, IBM and SRI International moted for focusing attention on workforce
development issues as a major component of conveei#ss initiatives (or even as stand-alone
efforts). In contrast to cluster-led competitivenedforts, a major or sole focus on workforce

% |f the council was founded prior to USAID’s contifigeness initiative, as in the Dominican Repuplitiailand
and Uganda, autonomous mechanisms for completingctiuncil’s work presumably already will have been
established.
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issues (even at a sub-sectoral or cluster levplzajly is USAID- or host country-initiated; it is
not, from the assessment team'’s review, an issatectister members typically raise as a “top”
priority in developing countries (although oftenistidentified as such within the contexts of
cluster strategies in developed countries, inclgdhre United States). Thus, while ultimately
contributing to a country’s overall competitivenes®rkforce development efforts as they have
been practiced to date typically do not reflect fheaticipatory strategic planning process
described in this chapter’s first section.

Role of the Contractor

The phrases “honest broker” or “objective facibtdtreflect the most common view held by
USAID and USAID contractors about the contractadge in a competitiveness initiative. An
exception to this generalization was expressed agai@a Corporation, which, based on its
experience implementing USAID Uganda’s competitegs initiative, views the contractor’s
role as focused on getting quickly to the stagere/l@enew idea can be implemented, usually as
a demonstration project. Often, from Carana’s erpee, new ideas also are brought in by what
it calls a “catalytic investor.” This emphasis & tcontractor’s or an investor’s ideas and actions
contrasts sharply with the cluster-led and -ingibéfforts described above.

Demonstrations of Cluster Commitment

As indicated in the previous section, evaluatingstdr commitment is mostly subjective. In one
of the earliest competitiveness initiatives (hnaméty Sri Lanka), J.E. Austin Associates used
more tangible demonstrations of commitment. Fisistin Associates required potential clusters
to sign memoranda of understanding (MOUSs) to sighal commitment of the signatories to

participating in the initiative. MOUs do not appdarhave been used in other USAID-funded
initiatives nor in non-USAID experiencés.The theory behind a formal declaration of
commitment is sound; in practice, however, it i<laar to what actions the signatories are
committing. Moreover, because competitiveness atntes require periodic re-assessment of
cluster commitment, it is conceivable that a sigh#aU could serve as a deterrent to USAID’s

ability to drop a cluster if interest and actionrevéo wane.

In Sri Lanka, J.E. Austin Associates and Nathanolisdes initially required that clusters raise
resources for and hire a coordinator to serve msapy liaison with the contractor and as the
focal point of cluster activities. A change in leaship at USAID Sri Lanka resulted in an end to
this practice, and financial and supervisory respulity for cluster coordinators was transferred
to the contractor. Requiring clusters to fund a rdowtor does represent a significant
commitment by the cluster, but it also requireggaificant “leap of faith” by cluster members —
to invest their scarce funds as well as preciaus tbefore the first activity has started. As such,
it is unclear if such commitment could be generaieda widespread basis. It should be noted
that, other than the initial framework in Sri Lapkao USAID-funded cluster-based
competitiveness initiative has required clusterding for this purpose.

% SR International reports that it occasionallgsi$1OUs in the United States, usually when the Ms@jnatory is
the client paying for the competitiveness effort.
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Findings from “The Cluster Initiative Greenbook”

The Global Cluster Initiative Survey provides perve on the approach and process used in
many cluster initiatives in industrialized coungiespecifically, the survey found that:

» Cluster selection Most cluster initiatives are not formed on anlast basis, but as part of
concerted government effort to improve competiggsn In many cases, government made
their choice to support a cluster based on reseadsntifying attractive industrial sectors
(54%). Often, this was combined with a processraviobusters had to compete with each
other in a bidding process to receive financing%#4

» Cluster participation Cluster initiatives have broad membership; thayety exclude foreign
owned companies, competitors, or small companieie€ive action requires new attitudes
of all parties.

» Cluster strategy Cluster initiatives tend to have a vision (84%t less (68%) also hav
guantified targets for their activities. Buildingomsensus in the early phase of a cluster
initiative takes significant effort; this is alsmué later in the process when a cluster initiative
needs to change its focus.

D

» Cluster financing Financing changes over time. Initially, governmeften plays a leading
role. In later stages, government money decreasea general rule and membership fees
becoming more important. Hence, surviving clustératives often move from a project-based
organization to a more membership-based organinatio

Source The Cluster Initiative Greenboagk2003

In summary, there is no single strategy can beioaeld identically for cluster-based
competitiveness initiatives. Even if they have &ammacroeconomic policy environments, no
two countries share identical human, financialpatural resources, all of which contribute in a
complex mix to a country’s overall (and cluster)ngpetitiveness. All of these factors — along
with the most critical input, cluster commitmenthieh is inherently “local” and unique —
combine to shape debate and decisions about whdsrie be done — and what, realistically, the
cluster can do. Chapter 3 describes five “typicainponents of competitiveness initiatives, but
precisely what is undertaken and in what sequerit@avy over the course of the initiative.

In short, despite the linear and apparently sttéagivard methodology presented above, there is
no “cookie cutter” approach to implementing comgpegness. Context and strategy determine
the substance that clusters will address and theites they will assume — and initiatives
therefore play out differently depending on lodatemstances. In many respects, the real test of
a competitiveness initiative is its ability to “ad}” to the local terrain, as evidenced by itsigbil

to change the way local actors understand andddbkl constraints to productivity. We see how
this “test” plays out in the next chapter on result
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CHAPTER 5
RESULTS

INTRODUCTION

Measuring results in development assistance psojecalways difficult. Attributing results to
project interventions leads to further complicatiémd choosing measures that are meaningful,
reliable and reasonably available is yet more cemplCompetitiveness initiatives share all of
these often-seen difficulties of measuring resuls.the same time, as outlined below,
competitiveness initiatives also pose some unigballenges in measuring results. The
assessment team began its exploration of theseesisby looking at the literature on
competitiveness, as well as current practices iasmeéng results and impacts of competitiveness
initiatives. The key findings from this review ahee following:

» Competitiveness theorists and practitioners aretjbeginning to explore strategies for
measuring results and impacts from cluster-basediatives.

The use of cluster-based approaches to promotiranoesic development has increased
dramatically over the past five years, as explainedhapter 2. Donor organizations are relative
newcomers to the field. However, as they becomeersignificant players, donors have sparked
greater interest in the development of methodobdpe measuring the results and impacts of
cluster-based initiatives. “Sparked” is the key &vor. as measuring results is new territory for
both competitiveness theorists and practitionemsd @here are no state-of-the-art tools,
methodologies, or widely-accepted best practicélsisitime.

As we began this assessment, we found that mdd&aID’s practitioners were just starting to
think about monitoring and evaluation issues (e@mugh some have been working in the field
for more than four years); over the past year,ghssues have become an area of increasingly
keen interest and exploration for some contractosst notably, J.E. Austin Associates. For
practitioners that have traditionally worked ougésiof USAID, we found that measuring results
and impact is unexplored territory — in large plbecause their clients have paid for their
involvement at the front-end of the cluster develept process and rarely in later stages.

Even in the vast literature on competitiveness @ndter development, there is relatively little
discussion of how to measure results or impact fotuster-based initiatives. The one area of
the literature that might be considered an excapi® the rich debate on the Global
Competitiveness Report (GCK). As noted in Chapter 4, the GCR measures a cosntry
comparative strengths and weaknesses on a broagke rah issues related to economic
competitiveness and growth. As such, the GCR isd use an indicator of a country’s
competitiveness, and countries often seek to mpuhiel GCR competitiveness rankings through
cluster-based competitiveness initiatives. Somdyatsa suggest that selected GCR variables

% For a summary of the methodology and some ofsges surrounding the Global Competitiveness Repee
the Inter-American Development BanlReport on Competitiveness Promotion in Colombia aBldSalvador,July
2003, (unpublished manuscript), Chapter 4.
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might be used for measuring the effectiveness ofpmiitiveness programs. However, in most
cases, establishing a link — much less, a causatiamship -- between cluster initiatives and
changes in the GCR would be speculative at best,nasltitude of factors are likely to influence

the macro-level variables measured in the GCR.

» Very few independent assessments or evaluationsclaster-based competitiveness
initiatives have been conducted to date.

The assessment team searched for assessmentstef-based competitiveness initiatives — in
part, to inform our methodology for conducting fiedd assessments in Mongolia and Mexico,
but also to feed into our understanding of the Iteghat emerge from a cluster-based approach.
Consistent with our first finding, we were able ittentify only a handful of independent
assessments or evaluations of cluster-based cdmgedss initiatives. For example, USAID
conducted a mid-term assessment of its competasmnitiative in Sri Lanka; however, this
assessment focused largely on USAID and contractaragement issues as opposed to results
and impact (as the program was at a fairly eadgestin its implementation). TH&orporacion
Andino de FomentqCAF) has also funded independent assessmentsewaaldations of
competitiveness initiatives, including a mid-terssassment of the Andean Competitiveness
Program and, more specifically, a major evaluatibthe conveniosestablished in Colombfd.
All'in all, the number of independent assessmemtisevaluations adds up to a mere handful.

» Very few competitiveness programs have been setouprack results or impact ... or
even what has changed as a result of the clustetiative.

Reflecting the overall lack of focus on measuriaguits and impact of competitiveness efforts,
the assessment team found that most competitivgmeggams lack systems for monitoring

progress or change resulting from cluster initiegiv Looking at the USAID portfolio reveals

some important points:

Sri Lanka: The Competitiveness Initiative was launched i88,.9nd USAID funding was due
to terminate in August 2003. Recognizing the ingoce of capturing the results of its efforts,
the project developed a monitoring and evaluatiaméwork in the spring of 2003. The
monitoring and evaluation framework focuses on ghgject’'s impact on productivity and the
standard of living in Sri Lank& The monitoring system could not examine changes in
productivity over time, as the project had not eksaed base-line data on productivity measures
at the onset of the project. As a result, the psedamonitoring system focuses on capturing the
value-added associated with each of the clustérasegjic initiatives. The key problem is that,
according to the monitoring and evaluation framdweport, many of the initiatives have begun
recently and will outlast the project. Hence, ifige years of effort, we do not have any
guantitative information about the actual changesalue-added or productivity resulting from

2 Theconveniosare agreements between the Colombian governmenthenprivate sector specific industries on
actions to be taken to address competitivenesesssu

% A focus on productivity is consistent with théntking of many competitiveness theorists, includiichael

Porter. In a presentation to USAID, Porter notétie' appropriate definition of competitiveness isductivity”
(Microeconomics of DevelopmeiftowerPoint Presentation, September 18, 2002, Page
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the project; rather, we have a tool and approacte$timating thepotential value-added that
might accrue once the initiatives have been mdhg iflmplemented.

Mongolia: The Competitiveness Initiative in Mongolia predaself on being one of the few
competitiveness initiatives that has been traclqogntitative information on results. On an
annual basis, the contractor provides informatiorselected indicators related to the mission’s
strategic objectives and the sectors targeted &ydmpetitiveness initiative. For example, for
the cashmere sector, the contractor reports chandereign exchange earnings from processed
and manufactured cashmere exports (adjusted for material price fluctuations); for the
tourism sector, the contractor reports changeBe@mumber of annual tourist arrivals (other than
from Russia and China).

We agree that these are measures that a compatgisenitiative should influence; however,
making any kind of definitive link between the twgospeculative. In fact, it seems that tourism
arrivals to Mongolia have been affected by someomegogenous factor almost every year of
the project’'s implementation, be it the Septemierattacks in 2001 or the onset of SARS in
2003 to name a few. Hence, the question is whétheeism arrivalper seare a good indicator
of the effectiveness or the impact of the compatitess initiative in Mongolia.

We highlight the experiences of Sri Lanka and Mdiagbecause they help to illustrate some of
the broader challenges of determining results amg@act of competitiveness initiatives.
Specifically, we believe there are five key issues:

1. The lack of meaningful base-line data from which teasure change ...

We have not encountered a single instance in wihaseline data about a cluster was collected.
In other words, no in-depth “pictures” of clustearting points have been taken, making it
difficult to determine what has changed as a resfulie competitiveness initiative. It should be
noted that, as part of Phase 2, clusters are bear&eohat a “high” level — including data such as
the industry’s percentage of exports in the nati@ma global economies, national or global
market share, relative employment concentration,, ddowever, “lower level” (and harder to
obtain) data on skills, wages, productivity, invesht, revenues, number of firms, linkages
among firms, profitability, and similar factors liscking in the competitiveness initiatives we
examined.

2. The lack of cluster engagement in setting quantiteg targets ...

Among the cluster initiatives that we examined, a® have not encountered an instance in
which the clusters have been engaged in determuuagtitative targets as part of the strategic
planning process. As described in Chapter 4, dsisdefine a “big-picture” vision, strategic
initiatives, and specific tasks to implement thiéatives. However, as part of this process, there
is no attempt to define quantitative targets tmatraeaningful and relevant for its members. As
a result, when there is an attempt to instill dusaccountability” (and often there is not), it is
focused largely on whether progress has been madmmglementing the specific tasks in the
action plan as opposed to achieving targets tleathhster has established for itself. As noted
previously, we see a similar issue (albeit nottagky among cluster initiatives in industrialized
countries.The Cluster Initiative Greenboatotes that 84% of the cluster initiatives it sye
have defined a vision, but only 68% of the inittas have quantified targets for their activities.
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3. The time needed for quantitative results to egee...

Sri Lanka illustrates that it takes considerabieetifor quantitative results to emerge from a
competitiveness initiative — particularly, if theetric is changes in productivity or value-added.
Moreover, it is important to recognize that theengnce in Sri Lanka is not different from what
we see in other competitiveness initiatives. Th8 @ssessment of the experience in Colombia
and El Salvador also concludes that it takes cenaide time for quantitative results to emerge
(using exports as a metric). And, along similae$i,The Cluster Initiative Greenboalotes that

it takes considerable time to build up the momentoinra cluster initiative, “typically more than
three years.” As we have emphasized in each chapttethis report, a cluster-based
competitiveness initiative involves promoting funtental change in the way people do
business, and this does not happen very quickbasily.

4. The reliance on cluster facilitators to tell the selts ...

The lack of quantifiable targets and monitoringtegss in cluster initiatives, combined with the
dearth of independent assessments and evaluatidhsiarea, mean that cluster facilitators are
generally the key sources of information on “restAif We learn a tremendous amount from the
experience of cluster facilitators. However, tla¢go have a clear stake in promoting the success
of the initiatives they work on. Reporting on riéswften gets quickly entangled with marketing
and promotion, be it from a contractor (who hasearcfinancial interest in reporting success) or
from a government agency (which has a bureauard#eest in reporting success).

Some of the complications of relying on clusteiilitators to tell the results are illustratedTihe
Cluster Initiative GreenbookGiven the large number of cluster initiativesintluded in its
survey, the authors chose to focus on three bagiects of success: cluster competitiveness,
cluster growth, and cluster initiative goal fulilent. These dimensions of performance are
measured by using a series of agree/disagree gagstiAs the authors fully acknowledge, “the
drawback of this method is that we rely on the ggtion of the respondent, who is often the
facilitator and thus has a vested interest in tlgept [page 45].” However, another important
drawback is that the facilitators’ perception antéinal definitions of “cluster competitiveness”
and “cluster growth” may be quite different. Asresult, The Cluster Initiative Greenbook
reports these curious findings [page 43]:

» About 85% of the survey respondents agree thatltlser initiative has helped improve the
general competitiveness of the cluster. Howewelly 66% of the respondents agree that the
cluster initiative has helped firms become more petitive on an international level and
only 58% agree that new technologies have emetgedgh the cluster initiative.

» About 90% of the survey respondents agree thatltister initiative has helped the cluster to
grow. However, only 60% agree that this growth mdaegher employment. Similarly, 59%
agree that new firms were attracted to the are@ewr firms were formed as a result of the
cluster initiative. However, 17% of those who $lag cluster initiative helped the cluster to
grow do not agree that employment has increased coepanies have been attracted to the
area, or new companies have been formed.

2 We use the term cluster facilitators broadlyrtdiide contractors that facilitate the cluster pescor government
and non-governmental entities that facilitate @ustevelopment.
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These findings beg the question of what the fatdits understood by improving the general
competitiveness of the cluster, improving clustesvwgh, or whether cluster competitiveness or
growth really happened.

5. The difficulty of measuring the results of cltes development ...

As discussed in detail in Chapter 3 (guiding ppies), one of the key tenets underlying cluster-
based initiatives is that competitive advantagesdas lie within an individual firm, but rather,
in the interaction among firms and associated institutions and omgdéions. As a result, the
cluster is more than the sum of its individual mensb As noted by Philip Raines, “these
networks embed tacit knowledge, social capital earye of intangible assets which not only
generate a territory’s competitive advantages bstasn them over time®® 1t is precisely these
intangible assets that are so important for clustiiatives, but also so difficult to measure.
Raines highlights two other key issues for monitgrand evaluation cluster-based initiatives:

» First, the focus of evaluation efforts should be ttluster as a whole and not just the
individual members of the cluster. Most evaluatmethodologies examine how individual
firms have changed — but this approach misses ringat aspect of cluster development,
which is that competitive advantage is generatedutth building connections and
relationships among firms and institutions thatehé&aditionally acted in isolation. Hence,
“evaluation should consider not just changes irirfass performance but whether collective
participation in a cluster is the source of anyihess improvements™

» Secondly, many evaluation methodologies look aheouoc growth indicators for a region
and assume that there is a connection between mwonzhange and the cluster-based
initiative. However, this too misses another calieispect of cluster development. That is, as
noted in Chapter 3, the cluster-based approachremiped on the notion that intense
interaction among firms and institutions generatesycle of improved efficiency, quality,
innovation, and, hence, increased productivity aachpetitiveness. As a result, it is not
sufficient for an evaluation to assume the linkwesn cluster strategies and economic
growth; rather, it is important to know whether ttlaster process itself is the source of
changes in economic growth.

These five challenges had important implicationstifie development of the team’s approach to
examining results emerging from cluster-based coithEness initiatives, as described below.

DEVELOPING A STRATEGY FOR ASSESSING RESULTS

As stated so succinctly in Michael Porter’'s foresvtw The Cluster Initiative Greenbopkdata
limitations preclude definitive findings regarditite performance of cluster initiative¥”While
Porter was referring specifically to the surveyduacted for theGreenbookn this statement, we

% Raines, Philip:The Challenge of Evaluating Cluster Behavior in EBmomic Development Policy,European
Policies Research Center, University of Strathclyday 2002, page 1.

31 |bid, page 10.
32 Orjan Solvell, Goran Lindqvist, and Christian &let op. cit., 2003, [Foreword by Professor Michael E. Porter
page 5].
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believe that the statement has broader applicaldlithe practice of cluster-based initiatives. For
all of the reasons outlined above, we do not haeesvidence to make definitive or quantitative
conclusions about the results of cluster-basethitivies.

With these data limitations in mind, the assessrtear developed a strategy that would enable
USAID to better understand some of the less-quabté — but equally important -- results of a
cluster-based competitiveness initiative. Spealifyc the team determined that its strategy for
assessing results needed to:

1. Focus on the results from the two field assessis ...

As noted previously, the team began the assesspnec¢ss by synthesizing the findings and
conclusions of the “self-reports” prepared by USAIxontractors. While the self-reports
revealed important information about the methodpland approach used by USAID’s
contractors, they told us precious little aboutuhss— in part, because most of the initiatives
were at a fairly early stage of implementation;,angart, because contractors had no systems in
place for measuring results. As a consequenceltsasiten proved to be either a description of
the strategic initiatives (that is, the activites opposed to the results) or indicators of prqcess
such as the number of meetings or workshops coeduttte number of participants convened,
the number of citations of competitiveness in metiaounts — all of which told us fairly little
about the results of cluster-based initiatives. rdtrtospect, the contractors also revealed very
little about some of the difficulties of achievimgsults, focusing largely on the administrative
constraints imposed by USAID (i.e., insufficientéling or time lags) and ignoring the very real
challenges inherent in developing an understandfngbmpetitiveness principles or bringing a
cluster together to work on joint initiatives.

Given the limited evidence of results from the cactors’ self-reports (as well as the literature
on competitiveness more broadly), our discussiomestilts focuses on the evidence that we
could garner through our two field assessmentsondwlia and Campeche, Mexico. On the one
hand, this approach had the benefit of going Sicpmitly beyond the perceptions of cluster
facilitators or contractors. The crux of our apgmio was to examine what has changed as a
result of the cluster-based competitiveness ingatrom the full range of stakeholders in the
process, including firms, government, educatiomal eesearch institutions, the facilitator and
others. On the other hand, we fully acknowledgelithitations of assessing results by looking
at two cases. We do not presume to make the caséhth results of Mongolia and Campeche
reflect the results of cluster-based competitivenegtiatives more broadly. However, their
experience does give us a much better understandlithg kinds of results that might emerge, as
well as some of the possible constraints to achgexesults.

2. Recognize the validity and importance of quative changes ...

Because of the lack of base-line data, we recodgnirat we would not be able to measure
guantitative changes in productivity or value-addedce the onset of the two initiatives.
However, we also did not want the assessment mdcefocus on the potentiablue-added
associated with the clusters’ strategic initiativedhe future. Rather, our aim was to capture
what changes had actually occurred thus far — &redrtecessarily meant focusing on more
qualitative types of changes.
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3. Focus on changes that emerged as a result ef¢hustering process ...

Lastly, in recognition of the issues raised by Raimand mentioned earlier in this chapter, we
focused on those changes that could be attributédked to collective participation in a cluster
effort, as the cluster process is what distingiest@mpetitiveness from other economic growth
approaches. This is an important distinction.sdme competitiveness initiatives, there may be
important initiatives and results that have litteedo with the cluster development process itself
(such as direct technical assistance to the govamhto promote or implement policy reform or
firm-level assistance to up-grade the efficiencyaohbusiness). Such activities are familiar
territory to USAID and other donors, and they knaetat they can and cannot achieve through
these kinds of efforts. In contrast, our aim wagdpture the changes that have occurred as a
result of bringing the cluster together. Speclficave focused on change at two levels:

Change at the Firm or Organizational LevelThrough a series of in-depth interviews with the
full range of cluster participants — firms, goveemty business associations, educational and
training institutions, research organizations atites -- we focused on determining whether
participating firms and organizations have madeiB@ant changes in their thinking about
competitiveness, or in their strategies or openatias result of the cluster development process.
For example, as a result of bringing the clustgetoer:

> Have firms and organizations changed their thinkadgput what it means to be
competitive?
Have they introduced new products or processes?
Have they developed and/or changed their markstiagegies?
Have they changed their strategies for investintpér people?
If so, what changes have they made and to whatteffe

220 20\ Z

Change at the Cluster LevelA fundamental premise of competitiveness theorg practice is
that firms and institutions within a cluster needcbllaborate in order to be competitive in the
global market. Actions at the firm level are @ati — however, firms acting in isolation can
rarely sustain competitiveness in the global markets therefore important to look beyond the
firm level to examine changes in relationships emtéraction among cluster members. Through
our interviews with cluster stakeholders, we foclea determining whether participating firms
and organizations have made significant changéiseiway they interact with each other; if so,
how the relationships had changed and to what teffEor example, as a result of the cluster
development process:

> Have firms changed the way they interact with theustomers, suppliers, and
competitors?
Have firms changed the way they interact with gomeent, and vice versa?
Have firms changed the way they interact with etlanal institutions, and vice versa?
Have the tenor and substance of public-privateodiaé changed? Have new structures
or mechanisms emerged to promote dialogue? Aserttaking a difference?

v

ASSESSING RESULTS IN MONGOLIA AND CAMPECHE, MEXICO

As stated in our introduction to Chapter 3, eacmpetitiveness initiative is unique. Our
fieldwork in Mongolia and Campeche, in particularade us appreciate how cluster initiatives
even within a single competitiveness project playio often completely different ways, produce
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very different — and often unanticipated — resudts] raise unique sets of issues and challenges.
In order to better understand the kinds of reghlis did and did not emerge in these two cases,
we begin by looking at some of the key differenseshe way cluster-based competitiveness
initiatives played out in these two settings. Tisisby no means, an attempt to “compare” the
effectiveness of the two approaches, but rathewmeseto illustrate the importance of local
context in determining strategies and approaclfesew of the most salient differences in how
these two initiatives started and played out inelttte following:

1. The impetus for the competitiveness initiative

Mongolia: The impetus for the competitiveness initiative irodgolia was USAID itself.
According to USAID’s mission director at the tinteetinitiative was launched, competitiveness
offered a framework and an organizing principle gofling together a number of the mission’s
economic growth initiatives. In addition, it offek@ mechanism for furthering and deepening the
relationships the mission had already establishigd Mongolia’s key industries — specifically,
the cashmere industry (in which the mission waeaaly involved through its Gobi Initiative)
and the meat industry (to which the mission hadvidex technical assistance through its
Farmer-to-Farmer Program). As such, USAID was ohiming competitiveness principles and
strategy to Mongolia, as opposed to respondinghtarticulated need or request from either the
government or the private sector.

Campeche, Mexico The impetus foifransformando Campechveas different. In 1995, during
the midst of Mexico’s economic crisis, a small graf business people in the city of Campeche
decided that the state needed a different apprmaglomoting economic development. Over the
past fifteen years, the local economy had steadd#gtkened; per capita income had declined and
unemployment was becoming a growing concern. Téte svas losing many of its commercial
and services activities to neighboring states; mee Campeche was consistently overlooked
as a site for industrial development among inveastdWhile recognizing the need for change,
Campeche’s business leaders were also beginnihgaioabout the experience of Chihuahua in
promoting cluster-based competitiveness ... and basdtiis experience, Campeche’s business
leaders began to pursue cluster-based competiisene

2. The role of the strategic planning process

As outlined in Chapters 3 and 4, a participatoratsgic planning process is a distinguishing
characteristic of most competitiveness initiativésis during this process theluster members
discuss and build their own consensus on the afrissues and the key impediments to engaging
global markets; design a strategy and initiativest will realistically enable them to engage
global markets more effectively; and then — and tnmportantly — assume responsibility and
ownership for specific initiatives and actions.

Mongolia: A participatory strategic planning process wasffcdlt starting point for many of

Mongolia’s industries. In the cashmere sector, daample, relationships among cashmere
processors were so poor and some individuals witilenprocessing community so domineering
and uncooperative that productive group discussianalysis and strategic planning seemed
impossible at the onset of the initiative; moregwerimosities multiplied when other parts of the
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cashmere value chain were included. As a rehdtcompetitiveness strategies and initiatives
were not developed by the cluster; rather, theyevgeamerated largely by the contractor. While
the strategies reflected a deep understanding efidbues facing the sector, they were not
strategies that the clusters members themselvesvéited, internalized, and “owned.” Not
surprisingly, the contractor played a much moraificant role in implementing the initiatives
than one would anticipate in a competitivenessaitivie. In fact, the clusters never did meet on
a regular basis during the course of initiativetgpiementation. Rather, the contractor had to
create opportunities that would enable cluster mambo see and feel the value of coming
together as a cluster; understanding the valuerafipg effort was just not a “given” at the
beginning of the initiative as it may be in manfi@tenvironments.

Campeche, Mexico In this case, the participatory strategic plagnimocess was central to the
initiative. The role of the contractor was to faeile the strategic planning process. Seven years
later during our interviews, the role of the contoa versus the role of the cluster participants
remained vivid in people’s minds. From the ondethe initiative, the contractor made it clear
that the strategic planning process was about motglthe cluster members to take action on
initiatives that were of importance to them; andréhwas no doubt in their minds about the role
of the consultant team as facilitator.

3. The role of technical assistance in implementation

Mongolia: Technical assistance played a very significane rol the implementation of
Mongolia’s competitiveness initiative. Indeed, lwa budget of more than $4 million and few
resources devoted to the strategic planning protessviongolia exercise offered considerably
more opportunities for delivering technical expeetthan the case of Campeche.

Campeche, Mexico In contrast to Mongolia, the role of technicasiatance was quite small in
the Campeche competitiveness initiative. The tosaget for contractor assistance was less than
$1.5 million, much of which was devoted to faciiitg the strategic planning process over an 18
month period. However, the contractor providedhtécal assistance in the implementation of
one major strategic initiative, the creation ofiewestment attraction program.

4. The timing of the field assessment

Mongolia: While not a component of the initiative itself, vbelieve that it is important to
acknowledge that the timing of a field assessmisat glays a role in people’s perceptions of the
results. In the case of Mongolia, the field assesg was conducted approximately six months
before the close of the project. The activities evein-going and fresh in people’s minds.
Moreover, there appeared to be an expectation amamg individuals that we interviewed that
the assessment would feed into the mission’s de@shbout future funding for the initiative.

Campeche, Mexico The timing of the field assessment was quiteeddfit in Campeche. In
fact, part of the reason that we selected Campasthee site for fieldwork was that its initiative
had been launched several years before any of USAfiatives; we hoped that this might
enable us to see more of the downstream econonpadit® of a competitiveness initiative.
However, an important twist to the timing — whicle would not appreciate until we were well
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into the fieldwork -- was that our visit coincidedth the aftermath of a close and contentious
electoral race for the state’s new governor. Imyngeople’s mindsJransformando Campeche
was more than an economic initiative; it was alesely associated with the economic platform
of the governor of the past six years. It was @l tlear that cluster participants’ views on
Transformando Campeclas an economic initiative were shaped — positieelgegatively -- by
their perspectives on the outcome of the recewtietes.

5. The politics of a competitiveness initiative

We mention the role of Campeche’s elections, int,pao illustrate that promoting
competitiveness is often not an apolitical proceBerhaps this is not surprising in light of the
importance of mobilizing leaders from the privageter and public sector as part of the process.
Politics played a role in both Campeche and Morgolcompetitiveness initiatives -- albeit in
different ways and with different results.

Campeche, Mexico As noted previously, the impetus foransformando Campechegan with

a small nexus of business leaders in 1995; howeledgwing Campeche’s gubernatorial
elections in 1996, many of the leaders that hagepla key role in launching and mobilizing the
initiative assumed leading roles in the governamsw cabinet. This shift had critical
implications for the perceived — and real — impdtusTransformando CampechéeéWhile the
initiative had been launched from the business conmity, the champions and visionaries for the
initiative became leaders in state government;raady of the ideas that had emerged from the
Transformando Campeclstrategy process became the centerpiece of teeiradministration.
Transformando Campeclas an institution remained grounded in CampedBe&ness Council
(the CCE). However, the real leadership and aatias with its champions in state government
-- with serious consequences for the cluster psotiest had been its strength at the onset.

Mongolia: In 1999, when USAID initiated its competitivese=xercise, Mongolia’s Democratic
Party was the country’s ruling party. Generally ©idered pro-market, Democratic Party leaders
embraced the concepts introduced through USAIDisialncompetitiveness exercise and
signaled enthusiasm and support for the full-fledgempetitiveness initiative. However, a year
later, Mongolia held national elections and the Deratic Party was trounced by the Mongolian
People’s Revolutionary Party (MPRP). The MPRP,légacy party of the socialist system, is
ideologically distant from competitiveness prineigl moreover, having won with a resounding
majority, its political “instinct” was to strongldifferentiate itself from the Democratic Party.
Hence, with a few notable exceptions, the competitess initiative made little progress in
engaging the public sector in the process of chahge public-private dialogue component of
the project never progressed very far; nor didetfierts to address the many policy-related and
infrastructure-related issues affecting clustedpaivity and competitiveness.

As we can see from these dimensions of Mongolia @achpeche, two initiatives that started
from the same base of competitiveness principlegckbyu evolved into very different
competitiveness initiatives in practice. The Mongaompetitiveness initiative is best described
as a “pre-cluster” initiative in light of the pereed barriers to bringing the full cluster together
and letting it lead the process, as one would gatie in a competitiveness initiative. In
contrast, Campeche had many characteristics thext cbnsidered ideal as a starting point for a
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cluster-based initiative: an economic crisis thaitivated leaders to “re-think” strategies; a
group of visionary business leaders; a strong amticgpatory strategic planning process; and the
support of local government leaders. The nextigeaif this chapter looks more fully at how
these two initiatives played out with a focus oe tasults they produced.

RESULTS IN MONGOLIA AND CAMPECHE, MEXICO

Consistent with our field methodology, we examiredoly the results of the competitiveness
initiatives in Mongolia and Campeche at two leveise firm level and the cluster level.

Change at the Firm Level

As discussed in the guiding principles, competiie®s initiatives require firms to “re-think”
they way they do business. No longer is competiags about offering the same product at a
price lower than your competitor; and no longerc@npetitiveness about seeking increased
subsidies or protection for your products. Ratlpeomoting competitiveness involves much
more fundamental change within the firm and betwdéems and supporting institutions,
beginning with what many competitiveness practgienrefer to as changes in the “mental
models” — that is, the core assumptions that gfirde strategy and operations. We saw clear
evidence of shifts in the mental models guidingérin four distinct areas: (i) the understanding
of competitiveness; (ii) a greater focus on thetamer and market demand (as opposed to
supply-driven approaches to production); (iii) @ds on offering more sophisticated and higher
value-added products (as opposed to basic commasgiaind (iv) emerging signs of innovation
(rather than imitating at lower cost). As illusgd below, sometimes these changes in mental
models translated into behavior change — howewgralways.

1. Changing the understanding of competitiveness

Mongolia Tourismt Dominated in communist times by the single stat&ed tour company,

Mongolia’s tourism industry was fledgling at tharstof USAID’s competitiveness initiative.

Tour operators engaged in cut-throat competitiothwane another, consistently “stealing”
customers from each other through relentless dowdhwace competition. In fact, promoting
competitiveness in the tourism industry meant affga lower price to attract the limited and (in
the industry’s view) fixed number of tourists comito the country.

The Competitiveness Initiative in Mongolia helpediit operators understand that growing the
entire industry was in the self-interest of eachnfias well as the industry as a whole. In other
words, building competitive advantage was not alecreasing a firm’s share of the country’s
tourist arrivals -- at the expense of a rival firnRather, building competitive advantage was
about increasing the overall number of tourists iognto Mongolia and, specifically, drawing
the kinds of tourists that would spend significanins of money when they came to the country.
As revealed in further examples, this changed wtdeding of competitiveness implied
significant change in tour operators’ strategied aperations. In essence, they began to realize
that they all had a stake in promoting Mongoliadsurist destination and that getting Mongolia
on the tourist map required collective action; ne érm would be able to tackle this issue alone.
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2. Shifting toward a customer-oriented focus

In Mongolia, the most significant firm-level changespired by The Competitiveness Initiative
was a greater focus on customer and market demaodmany firms, this entailed a huge shift
from their traditional supply-driven approaches all three sectors in which the initiative was
engaged (cashmere, tourism, and meat), we saw atensigns of firms changing their core
operations in order to focus more effectively orrkeademand. It is important to recognize that
this process of change did not occur through thstet development process as we have outlined
in Chapter 4. Rather, the contractor sought ttdtan element of trust and collaboration among
a smaller group of firms within the value-chaingahen “connect” those firms with other parts
of the value-chain — often in a market situationhe end-result was a stronger focus on the
customer. In many cases, firms made significaahgks in their operations to target customer
demand more effectively.

Mongolia Cashmere In light of the palpable animosities among castemproducers (nomadic
herders), traders, and cashmere processors (lodatedlaanbaatar), USAID Mongolia’s
competitiveness initiative did not bring the clustegether as a whole. Rather, the initiative
focused largely on cashmere processors; moreonethe USAID project, the Gobi Initiative,
was already providing extensive technical assigtdoderders. As outlined in Chapter 3, a key
concern of the processors was gaining increaseesado high-quality cashmere so that they
could utilize their processing capacity more effedy. In order to address this need, the
competitiveness initiative, in collaboration withet Gobi Initiative, established a series of
cashmere market days. While the idea of bringbggther buyers and sellers in a market setting
may not seem revolutionary, such opportunitiesséilerare in Mongolia’s cashmere sector.

The market days enabled the cashmere processatkltess their immediate need for increased
access to raw cashmere. However, the unintendeuyet far more significant — consequence
of the market days resulted from the face-to-fatteraction between herders and processors.
During the market days, herders saw, first-hand,pitemium that Mongolian processors would

pay for high-quality and pure cashmere; this, imtwave herders a market-based incentive to
make far-reaching changes in their practices.

To illustrate the point, one herder we intervievepake candidly about her disappointment that
her cashmere fetched a lower price during the nhat&g than a friend’s cashmere, which had
earned a higher quality rating and therefore wasemalued by the processors. For this herder,
the difference in the price she received versusahe her friend received prompted a far-

reaching review of her herding practices, includingiing of older goats and plans to buy better
breeding goats to raise overall herd quality. Bgllicashmere at a market, surrounded by
“competitors” (i.e., other herders) and multipletgudial buyers, drove home the relationship
between quality and price in much more striking nenthan, for example, participation in a

workshop or other educational event. In sum, trattisig customer requirements to herders in a
tangible, impact-oriented manner was an importesult of the cashmere trade fairs.

Mongolia Tourismt Seventy years of communism did little to instillcalture of customer
service in Mongolia. The competitiveness initiatiwent a long way toward helping businesses
in the tourism sector make a fundamental shifhinking, in strategy and in operations — with
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the customer as the focal point. The initiativgamized a series of hands-on training workshops
for tour operators, honing in on the very real anattical issues they face in serving customers.
Unlike other training offered in Mongolia, the iitive’s training was not academic; its method
was dynamic and interactive, placing the tour ojpesain the same situation they would face
regularly in serving tourists and then helping thegwelop more effective strategies for meeting
the specific needs of different types of touristis approach was new; it was different; it was
practical; and, as one tour operator noted, it lbhuwm like “a house on fire.” The most
significant result is that firms are changing. Tteag more focused on delivering good service;
they are thinking in terms of new products; and/taee going after new markets.

Mongolia Meat The competitiveness initiative introduced the catiimportance of hygiene,
sanitation, and quality control issues to the nmeddistry. The first step was to help the industry
realize that promoting good hygiene and sanitatias not just a “good thing to do” -- but also a
pre-requisite to engaging the international markkio firm would be able to export (at least
beyond Russia) unless it had systems and procedorreasure the quality and safety of its
product. Moreover, the industry needed to recagthat no firm in Mongolia had the necessary
systems and procedures to meet international st@sdad requirements. And, in fact, few
firms really knew or fully understood internatiomalrket requirements for food safety. The
initiative developed a series of industry workshdpdowed by plant audits, to address these
critical industry-wide issues. Most importantly, rabgh these workshops, the initiative
introduced the concept of HACCP (Hazard Analysisl &ritical Control Points), a total
management system for assuring the safety of foddragredients.

HACCP was a brand new concept for Mongolia’s mealustry, and for the first time, the
industry began to develop an understanding of #maathds and standards of the international
market. Mongolian firms understand what HACCRhgy know they need to move forward on
HACCP principles; but the “how-to” is still missingThe bottom-line is that firms made some
significant progress on addressing hygiene, saotaind quality control during the course of the
initiative; but, once assistance to the meat ingushded, most firms proved unable to sustain
the process of change.

3. Shifting toward value-added products and services

As emphasized throughout this assessment, a keyiggeof competitiveness initiatives is the
importance of moving up the value-chain -- that mspving away from production of
commodities and toward production of higher valddeal products and services. Creating an
awareness of the importance of this shift was @algrly critical in the case of Campeche.

Campeche The very name of the competitiveness initiatiVegnsformando Campechbkeld a
revelation for local businesspeople. For centug@smpeche has relied upon exploitation of
geographical advantage or natural resources, fitsnorigins as a port and trading post in
Spanish colonial times to export of tropical dyeddo the 1800s to shrimp fishing and oil
extraction in the 1900s. Fortunes waxed and wangd warying demand for Campeche’s
different raw materials — and Campeche’s citizestepted these ups and downs as a simple fact
of life. Perhaps one of the most significant cimittions of Transformando Campecheas that

the local business community began to understaat garpetual vulnerability to commodity
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cycles was not inevitable —hiusinesses could build on abundant availabilitgatfiral resources
by adding value to them. In short, transformingnpache’s economic future depended in large
part on firms’ ability to “transform” and add valte the region’s natural resources.

Moving up the value-chain was a powerful conceptfiany businesses in Campeche; however,
proceeding from the concept to the actual impleatesrt proved far more difficult. We saw
relatively few firms make progress in moving towaidher value-added products. Seven years
after the onset of the initiative, firms continuedrecognize the validity, merit, and relevance of
the concept for Campeche; however, they seemeactothe resources — including know-how
and financial resources — to make this fundamesttidl. Moreover,Transformando Campeche
as a project had little budget for technical aasist¢ to help clusters move up the value-chain —
thus, highlighting the critical role of the founphase in the methodology outlined in Chapter 4.

4. Signs of innovation versus imitation

As discussed in the guiding principles, innovatisrkey to building competitive advantage.
Leading firms compete by differentiating their puots and services and creating new demand,
rather than imitating the pack and offering the sgroduct or service at a slightly lower cost.
By no means did we see in either Mongolia or Camedbe cycle of “improved efficiency,
quality, service, and innovation” that is said ®dyeated by dynamic clusters; however, we also
did not see particularly well-developed or dynamlasters in either case. Nonetheless, as
described below, we did see glimmers of innovadod new business ideas emerge from the
cluster process in Campeche. We also saw signisnolzation emerge in Mongolia — often
facilitated by the technical assistance providedJ®AID Mongolia’s competitiveness initiative,
but having little to do with the cluster process se

Campeche Agriculture and Foad In Campeche, the cluster meetings brought aboet t
occasional instance of innovation. For exampleysiessman who participated sporadically in
Transformando Campecheisitial cluster development process took an ideaegated in the
meetings and “ran with it.” Specifically, the busssman recalls that in the cluster meetings
small agricultural producers expressed a desiraake juice with fruit that would otherwise be
wasted because is was too small or of insufficimmlity for exporf> — or simply because
transportation to market while the fruit was freshs not availabl& The small producers’
primary constraint to making and selling fruit jeiavas obtaining appropriate bottles at a
reasonable price. Campeche had no bottle-makingriaat the time, so the potential juice
producers were forced to buy quantities larger they needed (or could afford at one time) and
paid high prices due to the cost of transportiregglbottles long distances. According to this
entrepreneur, the food cluster meetings openectyes to this opportunity. He began bottle
production with one machine and has since expatwézlir machines; customers in Campeche,
neighboring Mexican states, and Belize now purchlasedottles, which are available in a wide
variety of sizes, shapes, and quantities.

% For mangos, for example, it is estimated that 3%roduction in Campeche is exported. The remaim0%
could be used for juice or other processed foods.

34 The state’s weak infrastructure limits the amanfrfruit that small producers can transport to neark
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Mongolia Tourismt The competitiveness initiative provided techn@ssistance to help develop
the Three Camel Lodge in the Gobi Desert. Uniquisin
guality and design, this lodge provides an innaeativist
to the typical lodging offered to tourists in theuatryside.
Guests stay in a Mongolian tergfef) similar in structure
to that of the nomads, but are also treated to swointke
same comforts and service they would experienca 3
small inn in the US or Europe. Local artisans baithain
lodge for guests to congregate in the evenings —
innovation in and of itself. This lodge, picturedthe left, ==
was built in accordance with the canons of Mongplia
Buddhist architecture (without using a single naihe &
artisans also used local stone in order to compiéries
natural surroundings. The lodge uses solar and paveer :
as its primary source of energy. Lastly, the mamagf the lodge have adopted a series of waste
management practices to deal with refuse whileggtotg the fragile desert environment. All of
these features are new and innovative in Mongol@isism industry.

Change at the Cluster Level

In the chapter on guiding principles, we statedt theompetitiveness initiatives are
fundamentally about building connections and refeghips among firms and institutions that
have traditionally acted in isolation.” Hence,conducting our field work, we looked carefully
at the question of whether the competitivenessatiies had an impact on the interactions
among firms, between firms and government, and éatvirms and the educational community.
In other words, did firms and supporting institusounderstand the concept of “collaborating to
compete” and, if so, to what effect?

1. Recognizing the Value of Collective Action angpFirms

Mongolia_Tourismt Before the competitiveness initiative, Mongoliadsurism companies
participated in a rudimentary form of collectiveian: they would pay for and share a common
booth at international tourism trade fairs. Thairesented the full extent of their collaboration:
in the booth itself, if there were ten companiegré¢ would be ten company banners (placement
of which would have involved intense fights as camps sought prominence), ten different
images of Mongolia, ten different reasons to cagrsusiting Mongolia, etc, etc. In other words,
“working together” in the booth was an extensiorire cut-throat competition alluded to earlier
in this chapter.

With introduction of the competitiveness initiativdongolian tourism companies learned about
the concept of destination marketing materials cWwhidvocates a uniform, consistent message to
entice travelers to a country. The tourism compabiegan to understand that Mongolia needed
first to be on the “tourist map” — and that oncealer recognition of Mongolia as a potential
tourist destination was developed, each companydcmarket itself as the best vehicle for
exploring this destination. In a fundamental shiffongolian tourism companies began
participating in international tourist trade faimmder a single banner with a single theme,
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“Mongolia: Art, Spirit, & Adventure.” They also bag using related destination marketing

materials as the first “calling card” to introdupetential visitors to the country — and, once
interest was elicited, then brought out individealmpany marketing materials to describe
particular tours or offerings. In other words, cangs began to recognize that they had a
collective “stake” in broadening and deepening kieolge about Mongolia as a tourist

destination, and they changed their behavior adcgi

Mongolia _Cashmere Yet another important result of the cashmere madats was that
cashmere processors were required to interact @ndlioate in preparing for the market days, a
process that has increased trust among this smahighly-fractured group. An example (that
may appear minor to the reader unfamiliar with Ma@ngolian cashmere industry, but that was
cited by processors as a major change in behantatitudes) illustrates this new level of trust.
Prior to the 2001 market day, the competitivenegtative worked with processors to identify
their requirements, so that these needs could lagec through the Gobi Initiative to herders.
One such requirement was that raw cashmere sheutdlled and transported to the markets in
polypropylene-free bags. Because such bags arereautily available in the Mongolian
countryside, eight processors, with TCI encouragenuecided to purchase appropriate bags on
the herders’ behalf; jointly identified a sourcesigpply bags that were inexpensive enough to
donate to the herders (but strong enough to beed)upooled resources to pay for the bags; and
entrusted one processor to acquire the bags, wherle then given to the Gobi Initiative to
distribute to herders. In Mongolia’'s cashmere sectach collaboration toward a goal that
served common needs, especially with donationnairitial resources, is fundamentally new.

2. Changing the Interaction between Business andv@rnment

As described in Chapter 3, the process of the eudtciding which reforms are critical to its
industry’s competitiveness is what differentiatesliqy, legal and regulatory reform in a
competitiveness initiative. Moreover, the clustegials for its interaction with policymakers are
different — that is, such interaction is intendedenefit the entire industry rather than produce a
“favor” for one company.

Mongolia Tourismt  Again, Mongolia’s tourism industry provides arustration, albeit
incomplete and emerging. Strengthening the Mongoliaurism Association (MTA) was a
central element of Mongolia’s competitiveness atitie. Although (as detailed in the Mongolia
country report) we believe that the contractorskvaith MTA was too hands-on, there is no
doubt that the MTA is a different institution thénwas three years ago. It has gained the
confidence and support of many tour operators im@btia. Businesses believe that MTA is
now able to provide meaningful services to the stidu And as the MTA'’s credibility among
private sector operators builds, so does its ghitdialogue with government.

One concrete illustration of changing public-prevatiialogue involved an October 2002
roundtable convened by MTA to discuss problemsdnase during the previous summer’s peak
season and identify new possibilities for tourisevelopment. For the first time, the government
seemed really interested in knowing what the pevs¢ctor was saying. To build on that
interest, the MTA sent a letter to the Ministrylofrastructure (which is responsible for tourism
issues), outlining the concerns voiced during tleeting. Shortly thereafter, the Prime Minister
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issued a draft resolution to ministries on whatdeekto be done to prepare for the 2003 tourism
year and used MTA's letter as the basis for thelnt®n (almost word for word). Both events —
sending a collective letter (rather than individwamplaints) and rapid, public (i.e., not
secretive) government response — represent tharbagiof a change in the interaction between
business and government.

3. Changing the Interaction between Business andugation

Workforce issues are critical in Mongolia and Canie In both places, there is relatively little

interaction or linkage between the business andatiin communities, resulting in huge gaps
between the workforce requirements of local induatrd the programs and services offered by
local universities and training organizations.

In Mongolia, the competitiveness initiative devetdpts own set of training initiatives to address
the need for more practical and industry-drivemtrey in the country. As discussed previously,
these training programs met an important needhertéurism industry and seem to have had a
significant impact on their strategies for engagingtomers in the global market. Nonetheless,
the larger and more systemic problem remains: thase been no change in the interaction
between business and education and, hence, looahtaohal and training organizations will
continue to churn out graduates that are ill-prepdao meet the needs of industry.

In Campeche, the competitiveness initiative alsderidtle headway in addressing the business-
education gap. As part of the strategy developmertess, the business community specifically
highlighted these issues:

« The lack of mechanisms to transmit the privateamstheeds to those educating or training
future workers;

« The lack of qualified workers at all levels, whathgeneral labor, technicians or
professionals;

« The disconnect between the majors offered in Cahgsaniversities and the demands of
the private sector, with university students preohamtly focused on attaining increasingly
scarce government jobs; and

« The lack of what was termed a “labor culture,”,ilack of understanding of employers’
needs (such as punctuality and consistency), dkfreen a long history of self-employment
through shrimp fishing, farming, etc.

In spite of cogently analyzing the workforce prabefacing the state, the business community
ultimately did very little to change the situatiotiey understood the problem, but could not
identify how to collectively address it in a meagfin, widespread manner.

Other Changes

Campeche provides an illustration of a changewat neither at the firm or cluster leysr se
We include this example because it was uniformigccias the most significant achievement of
Transformando CampecheéHowever, as discussed in the box on the next,phg success and
results of this strategic initiative — even thoughmerically impressive — are mixed.
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Investment Promotion in Campeche: A Success Story?

Of all the initiatives spawned by Transformando @enhe the investment attraction program is nearly al&/g
cited as the most successful effort. This sudsedssely associated with its champion, Arturo Mégss. At
the onset, May was the owner of a small bakenhintbwn of Campeche; however, his vision extended
beyond the bakery walls. One of the few individtiads recognized that Campeche was at a criticabsroads
in the mid-1990s and, more importantly, that thesibess community needed to play the leading rolg
changing the course of growth, May was appointecte®ary of the newly-created Secretariat for Indiast
and Commercial Development a year after Transfomwa@ampechdegan — and immediately began work
investment attraction. From a 1997 base of four mfacturing firms, the investment attraction progrdoy
2003 brought in:

» Forty-seven new investment projects now in opematwith another 8 projects in the process of be
established, for a total of 55.

» 10,400 new jobs to date, with an estimated addiliB600 jobs when the 55 projects are operational.

e US$217 million in new private sector investmentGampeche, and public sector investment in th
projects worth an estimated $58 million.

Leadership and commitment were key ingredientidrsticcess of the investment attraction initiatiéithout
a leader like Arturo May Mass, this ambitious iaitve could have easily withered on the vine, asrdany
other initiatives spawned by Transformando Campedhe investment attraction initiative illustratéise
importance of a local champion, particularly oneantas the ability to mobilize money behind thereffo

With these impressive “numbers” and leader, can itheestment promotion effort be termed an unqealifi

“success”? There is no doubt that the industry atted through the program met an urgent need: jelation.
However, from the perspective of cluster-based etitiyeness principles — and from the perspectiviocal
businesspeople — the results of the investment gifominitiative are more complex ... and mixedsukss
related to the investment effort include the foitayy

. Continued reliance on a “commodityy A precept of competitiveness initiatives is teaterprises need
to add value to their products in order to commamgremium from the marketplace. As with m
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maquiladora operations, however, plants in Campectegely bring materials to the state for assembly.

The input Campeche provides is cheap labor — eisdignd commodity, albeit a new commodity in t
state’s long history of natural resource exploitati To be sure, the implementers of the investn
promotion program see these initial investments disst step toward greater industrialization. Faow,
though, the investment attraction program has bhiugany jobs — but these jobs are in Campeche il
large part to lack of competition for labor, whikkeps wages low.

. Cluster absence in implementatioBy definition, leaders have “followers” — that igllow believers
who work to achieve the common goal. In this ctse,“followers” were mainly within the Secretarid
itself; that is, the program was not a cluster gffo implementation even though it had been incemtion.

. Lack of linkages.As with many maquiladora-type activities, thos€ampeche have established few
any linkages with local enterprises. For example,lveard much discussion of a failed attempt bycagr
of local truck owners to negotiate a deal to previthe plants with transportation services betwg
Campeche city and the nearest port.

. Local resentmentMost Campeche businesspeople could not qualifgh®rincentives offered in th
investment promotion program because the incentiegsired a level of investment (and jobs to
created) that they could not dedicate (lack of fficeiis a critical constraint in Campeche). The pgt@on
that the program only benefited foreigners quididgame ingrained and led to significant acrimony.

In sum, instead of value added, cluster developmedtiocal ownership, the investment promotion paiog—
successful as it was in fulfilling its main purppseeating jobs — veered significantly from cenfpahciples of
cluster initiatives. As such, its “success” and $wdts”— even though numerically impressive — anhesoh
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CONCLUSIONS

In our chapter on guiding principles, we preseraethart of the cluster life-cycfe We now
return to this chart to consider whether the coitipebess initiative in either Mongolia or
Campeche had a significant impact on cluster devedmnt.

As indicated, over time, firms and associated tastins in a cluster are anticipated to gradually
increase and strengthen their ties, trust andlmmiégion. The evidence provided above suggests
emerging signs of clustel

linkages and firm linkages in

Mongolia — largely, in the

tourism industry. We also se Results: The Cluster Life-Cycle

new and positive interactior
between segments of the valt

chain in the cashmere industr | - ot / Cg
through the market days @) S

resulting in a much greate Oci

understanding of the need t — QO

focus on the customer. Ou

. . Preclusters: Emerging Expanding “Lift-Off":
primary concern IS whethe Independent Cluster Clusters & High Interfirm
these linkages can bt Firms & Linkages, Firm Growing Linkages &

: . Instituti Link & Link Critical M
sustained in the absence of nstitutions |r|1n§35eti,/ inkages ritical Mass

donor-funded competitivenes Concentration
initiative. In part, because thit

initiative was driven more by

the contractor than the cluste:,

it is not clear whether the strategic initiativesncor will be sustained. This speaks to the
importance of the participatory strategic plannipgpcess that is at the heart of most
competitiveness initiatives, as it is a processt thailds on local ownership and local
responsibility for implementation ... hence, impler@ion proceeds in sync with the will and
capacity of local actors.

SR International

Surprisingly, we saw relatively few signs of incsed ties, trust and collaboration in Campeche.
We say surprisingly because, as noted previousiy,initiative started from a strong base: an
economic crisis that pushed leaders to re-thirdtesjies; a group of visionary business leaders; a
strong and participatory strategic planning procass the support of local government leaders.
And, indeed, at the onset of the initiative, theemed to be a great deal of enthusiasm and
support for the initiative from the business comitwyrthe local government, and the academic
community. Each of the clusters developed a vigwoithe future, as well as a series of strategies
and initiatives. However, in reality, few of theséiatives came to fruition (with the one major
exception being the Investment Attraction progragsatibed in the previous box). Over time,
cluster participants became increasingly frustraeaed dismayed over the perceived lack of
movement, and all the more so because their expetddad been so high at the onset.

% SRI International “Cluster Competitiveness Initiative: USAID ProgresReport,” PowerPoint presentation
prepared for USAID Bosnia, October 2002, p. 6.
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There is no simple explanation for the lack of tdusnovement. However, we believe that two
factors played a critical role. First and foremasany of the leaders who had played a key role
in launching and mobilizing the initiative assuniedding roles in state government less than a
year later. This had important implications foe thcus of action fofransformando Campeche
Transformando Campeclas an institution remained housed with CampedBe&ness Council
(the CCE); however, many of the ideas that had getefrom the initiative’s strategy process
became the centerpiece of the governor’'s new adtration. As a result, the perceived locus of
action also shifted from the private sector to goweent, permitting the private sector to readily
point the finger at government for lack of progressesults. This perception was reflected in a
statement that we heard repeatedly throughout arviews in Campeche: “The government
never stepped forward.” In sum, rather than maKimgdamental changes in the way they
interact, the government and the private sectorbi@atk into their well-entrenched patterns of
paternalism and dependency — to the detriment ®fcthster process and the initiative as a
whole.

We believe that the experience in Campeche alsmatevhe importance of the “phase four” of a
competitiveness initiative — the phase in which amtactor provides technical support for
cluster-led initiatives. This does not mean that ¢bhntractor should take lead responsibility for
the initiatives. It does mean that the contraatay need to provide technical assistance to help
cluster members translate strategies into actindssastain the momentum.

Overall, we do see some positive developmentseafitin level and the cluster level resulting
from these two competitiveness initiatives. Inwamber of cases, we see businesses making
changes that bring them closer to their customedsthe market — and we believe that bodes
well for increased competitiveness over the lorrgite We also see emerging signs of cluster
development. In some cases, firms are beginningdognize the value of collective action and
change the way they engage each another -- tortheural advantage in the market.

The experience in Mongolia and Campeche illusttia¢etypes of results that can emerge from
competitiveness initiatives, as well as some of ifseles that might arise during the process.
However, it is important to reiterate that these avo cases only — and they do not necessarily
reflect the full range of results or issues one hhigee in cluster-based competitiveness
initiatives more broadly. For this reason, in loakat the lessons learned from competitiveness
experience to date, we draw from not only these imbatives, but also the many other
initiatives reviewed as part of this assessmenhes& lessons and related best practices are
revealed in the next chapter.
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CHAPTER 6
LESSONS LEARNED AND BEST PRACTICES

While the assessment of results presented in #nqus chapter focused on the experience in
Mongolia and Campeche, the team looked signifigab#yond these two cases in order to
understand the lessons learned and best practaascbmpetitiveness experience. The team’s
comprehensive review of USAID experience in 26 ¢oes and its review of the experience

outside of USAID also yielded important lessonsftdure cluster-based competitiveness work.
Each lesson is described below, along with the atjmeral implications that emanate from the

lesson. As such, the lessons and best practicegi@reded not only to summarize the key

findings of this assessment but also to providectmmal guidance to shape on-going and
prospective cluster-based initiatives.

1. The most important determinant of success is the {geat-equity” investment of the
cluster.

For a competitiveness initiative to develop sucitdlys cluster members must be committed
and willing to devote time, resources and, mostartgntly, “sweat-equity” for the good of
the industry as a whole. Cluster members first nalgt the time to thoroughly sort through
the challenges facing their industry and then ctilely define common ground and a
common vision. With disparate parts of the clust@ming together for (in many instances)
the first time, this issue identification and stigy development process takes time — time
that cluster members must be willing to invest ane that USAID and its contractors must
be willing to “give.”

Not only time is important, however; attitude isualfy so. Cluster development requires
“cooperative personalities” — individuals who list® and respect others’ views, even when
they are seemingly opposing, and search for comthogads that can bind the group

together and focus its strategy and initiativesly@nrough such commitment of time and

cooperation will sustainable progress be made tvgreater competitiveness. And only

through real sweat-equity will the cluster be tridglf-selected.”

Related Best Practices:

* In the absence of significant dedication by clustesmbers to the principles above,
USAID and its contractor must refrain from subgirtg themselves as the cluster leader.

* In such circumstances, USAID and its contractor trassess why the cluster is not
demonstrating signs of commitment and consider afnhese options: (i) address the
underlying issues before proceeding with a cluisiigiative; (ii) significantly modify the
nature of the project away from the organizing thehcluster-based competitiveness; or
(i) halt assistance to the cluster.
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2. The private sector must own and drive the process aluster development.

There is no doubt that the economic policy framdwaira country is critical for creating the
conditions for competitiveness and growth. Howegeowth itself is generated by firms, not
by public sector institutions that formulate ecomomolicy. Therefore, successful cluster-
based competitiveness initiatives are fundamentailyate sector driven — with links to the
public sector. They are nptblic sector driven with links to the private s@c

This is not to say that engaging the public setdonot important for a cluster-driven
competitiveness initiative. It is, especially in uotries where the governments’
understanding of its role in a market economy il etolving. But companies — through
clusters — need to sit in the driver’s seat bec#useheir decisions and investments that will
directly propel sustainable growth. Likewise, thiv@te sector must identify the policy, legal
and regulatory issues that, from its perspectivestndirectly stymie sustainable growth —
and then engage the public sector to remedy tressraints.

Related Best Practices:

* USAID and its contractors must allow the initiaticeproceed as fast — or as slowly — as
the clusters are willing and able to go. EffortsWSAID or the contractor to jumpstart
the process usually backfire, especially if sudbrée$ override participatory mechanisms
for defining strategies and developing consensuaations. External agents can foster —
but not force — cluster development; as a reswhod and consultant timeframes and
work-plans cannot dictate action “on the groundsufch action is to be truly cluster-
driven.

* USAID and its contractors must act as facilitatersot leaders — of the cluster process.
As such, the contractor’s role is nonethelesscalitatnd serves key functions such as: an
honest and trusted broker among often-fractiousgsara neutral, objective outsider with
needed global knowledge and perspective; and aid@owf both strategic planning
capabilities and in-depth industry expertise.

3. Clear definition and regular tracking of meaningful performance indicators have been
lacking — to the detriment of demonstrating results

As evidenced by Chapter 5, far-reaching, concregalts from cluster-based competitiveness
initiatives are scarce. As discussed in that cligptsignificant reason for lack of measurable
results is that such processes take time. Howéwerxpected lengthy time frame for seeing
demonstrable results does not explain the lackstesms in place today to monitor and track
progress towards goals.

We recognize that there is a clear tension betwestablishing definitive targets and
permitting the cluster time to work at its own pacea collaborative manner. Indeed, if a
target is set — and the cluster seems unable tt itnee‘on time,” the unintended outcome
may be the contractor stepping forward and doimghe cluster what the cluster should do
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itself. In other words, the very focus on resultn ccreate a tendency to subvert the
participatory, locally owned process that is theeaaf cluster development.

Related Best Practice:

Clusters themselves should set targets for thenkvamd periodically (e.g., quarterly)
evaluate progress toward (or lack thereof) theetard the target is no longer relevant,
then the cluster should define a new target if sgag. Setting such targets should be

part of the strategic planning process and parnpfementation of cluster activities.

In cases where a policy, legal an

regulatory issue is overriding, public
sector receptivity to change on that issug
must be strong for a cluster-based
approach to progress.

Implementers of cluster-based com

etitiveness initiatives must recognize th

Mongolia's Meat Sector

As part of USAID’s competitiveness initiativie,
Mongolia’'s meat industry was introduced to the
concept of Hazard Analysis and Critical Contrpl
Points (HACCP), which is essentially a total

p'management system for assuring the safety of
@foo0d and ingredients. HACCP was a brand ngw

there will be instances in which theconcept for Mongolia’s meat industry, and
environment surrounding a pressing issug iguring the assistance period, firms made sgme
so overwhelmingly negative that privatesignificant progress on addressing hygiene,
sector action will be insufficient to effeqdt sanitation and quality control.
real change without consistent, pervasive

and enduring commitment

by

conditions. This is a difficult lesson

define in the abstract; hence, the box to th

right provides a tangible illustration of th

degree of policy “domination” to which W jiemational standards. Having instituted t

refer.

t overall context,
8nimals, insufficient veterinary services ari
most importantly, a regulatory framework for

which included diseas

meat safety and hygiene that fell far bel

safety and hygiene regulations only two ye

thie However, in this case, private meat comparnies

the
bd

e
Ars

before the competitiveness initiative began, the
Related Best Practice: Government of Mongolia had no intergst

whatsoever in revisiting the regulations ...|a
« Where major policy issues affect gnfactor that no amount of HACCP

industry, the contractor must guide tk
cluster as it identifies what actions

dmplementation among potential meat export
it could overcome.

ers

can feasibly take to “fix” the policy

environment. The contractor should persistentlybprdiow the cluster intends to
overcome the obstacle by asking, for example, erdluster to define specific steps to
overcome the roadblocks or key contacts in goventimdaom the cluster can approach
and realistically convince.
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5. The initial objectives and sponsorship of a clustemproject often determine and/or
delimit its scope, orientation, participation, andultimate success®®

The key factors [in the startup process] inclutiého are the initial promoters of the project?
What are the funding sources? What is the ingiitat setting for the project?
Practitioners that have worked in a variety ofisgt agree that the most effective starting
point for a cluster initiative is when a group oivate sector leaders come together and join
forces to solve critical issues through a clustéiative. They have the vision for what they
want in their region and are motivated to make apgen ... but need the “how-to.”
However, rarely is this starting point faced by dan Hence, a critical step in the process is
creating opportunities for these types of “cividrepreneurs” to emerge ... so that they can
lead the process and generate the momentum fdrdottan and chang®.

Related Best Practice:

» For USAID and the contractor, a critical part o€ thluster identification and strategy
development processes is creating opportunitiesidar civic entrepreneurs to emerge —
that is, people who have vision and the leaderthimotivate others in the business,
government and academic communities to change #yetkey interact and change the
way they pursue common goals and address commostramts. Without such
leadership, the strategic planning process isylikebe contractor-driven and, ultimately,
far less sustainable.

6. One strong leader can make an enormous difference and, conversely, the lack of a
champion can mean an effort’s stagnation or demise.

Nothing exemplifies the importance of the “humactda” in cluster development more than
this lesson. In the same way that is true for nbstuman endeavor, an inspiring, respected
and dedicated individual, more than any objectieasures of cluster potential, can provide
the impetus for change. Amorphous as this lessont isvas repeatedly expressed by
competitiveness practitioners and was vividly itaged in the investment promotion
example from Campeche, as cited in the previoupteha

% Dr. Eric Hansen, Economic Transformations Grdup,, Clustering, Innovation, and Regional Development:
What Works!, Lessons from Successful Clustering et Implementation, Background Paper, UNIDO
Workshop on Cluster-Based Economic Developmentk 2003, page 11.

% bid.

3 “Civic entrepreneur” as a term originated with @tas Henton, John Melville and Kimberly Walesh, tbenders
of Collaborative Economics, a regional economiatstgy firm based in California (also a spin-off froSRI
International’s former Center for Economic Compegihess). The concept is discussed in detail itir theok,
Grassroots Leaders for a New Economy: How Civic Eagreneurs Are Building Prosperous Communities
(1997). They note that civic entrepreneurs can genéiom private, public, social, or civic organipats. However,
these individuals look significantly beyond theuiss faced by their own organizations and assureadetship role
in defining and tackling the issues faced by tkeinmunities or regions.
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Related Best Practices:

* When the contractor maintains a facilitative rattiemn directive role during the cluster
identification and (especially) strategy developmestages, there is “space” for
volunteering of responsibility and emergence ofncpi@mns and leaders.

* The contractor must cultivate and support champianms leaders who assume
responsibility, inspire others and think beyondrtparochial interests.

» Scarcity of emerging leaders is the first warniiggngor USAID and its contractors that a
given cluster may not coalesce or progress.

Cluster development is often hardest in traditionalindustries.

Reviewing a dictionary definition of “traditiondf hints at why cluster-based processes in
long-standing sectors can become problematic. djzatits in such sectors have “histories”
with each other; memories of “glory days” tend togquce backward- rather than forward-
thinking; and new ideas or participants can threatleer leaders, who may think only they
know the sector. From cashmere in Mongolia to sprim Campeche to coffee in El
Salvador, traditional sectors demonstrated thdiictance to embrace the new ways of doing
business embodied in cluster development.

Related Best Practice:

» For cluster development to work, cluster selectiarst rely on cluster members’ interest
and enthusiasm. To demonstrate the benefits of imgrkogether, cluster-based
competitiveness funds must go where movement, hewsmall, is happening ... not
where the economy “used to be.”

Funneling too much money through a competitivenessitiative may weaken local
initiative.

Although it is not possible to prescribe a unifobedget for cluster-based competitiveness
initiatives (as always, local context matters, aesdthe number of viable clusters), tens of
millions of dollars are not likely to be necesséoy this type of development assistance.
Indeed, the more money available, the less eneardytime the local private sector will need

to dedicate, thus undermining local ownership auitthtive.

Related Best Practices:

» Cluster-based competitiveness initiatives shoutducte funding for both facilitation —
including a long-term presence by trusted facoiteat— and technical assistance on
specific industry or functional topics.

39

For example, the Merriam-Webster online dictign@vww.m-w.com) defines “tradition” as “an inherite

established, or customary pattern of thought, actio behavior.”
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9.

* Funding for activities that primarily benefit one a handful of companies should be
avoided, and funding that replaces costs norma$umed by the private sector should
not take place.

It may be more challenging to implement cluster-basd competitiveness initiatives in
transitional economies.

Transitional economies often are characterizeddoyextual obstacles that, though present in
other countries where USAID operates, seem monegoumaced or entrenched in nations that
have experienced many years of central planningsé@Heatures include, for example: a
weak civil society in which there is little or naust between the public and private sector; a
lack of tradition of taking joint action on a volany basis; a production rather than market or
customer mindset; and weak understanding of intermal markets and basic business skills.

» Related Best Practice: Particularly in transitional economies, initialfets to
generate understanding of broad competitivenesgiptes (i.e., Step 1) need to be
hands-on, interactive and tangible, rather thad@wéc and theoretical.

Findings from “The Cluster Initiative Greenbook”

The Cluster Initiative Greenboolcomes to a number of similar conclusions and lesdearned as
the USAID assessment of cluster initiatives. Sipalliy, based on its survey of cluster initiativies
largely industrialized countries, the report conidés:

» It takes time to build up the momentum for a chisiiéiative, typically more than three years.
» The future success of cluster initiatives ofteredels on one key individual (40%).
» Cluster initiatives often face three critical chetiges:

1. Monitoring performance “Monitoring the impact of Cls [cluster initiaties] is increasingly
critical to sustain the commitment of cluster paigants. This is a complex task, becalise
many effects of the CI on cluster competitiveneissake a long time to materialise and wil
depend on other external factors as well. Cls needievelop an indicator system thgat
documents their activities on different levels dmtomes an integral part of tracking the
cluster’s performance over time.”

2. Organizing the CI process over timé&CIs never start at zero; there is always a bist of the
cluster and often of previous attempts to orgaitise. The analysis — action divide, moving
from setting objectives to implementing solutiorguires a massive shift in the participation
of cluster members.”

3. Integrating the Cl in a broader microeconomiclipp agenda Cls will be “much more
effective, if they occur in the context of others Gind the upgrading of the business
environment areas affecting many clusters.”

Source The Cluster Initiative Greenbogk2003, page 14.
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10. Cluster-based competitiveness initiatives are not ‘guick fix.”

Mindset change does not happen overnight. Neitbes dehavioral change. Trust develops
over time, as does understanding of and abilifyubinto practice new concepts. As do new
relationships among businesspeople. And so ontHaravords, none of the key elements
underlying the human dimension of cluster work esaguickly, meaning that results from
the overall process can be expected in the short-te

Related Best Practices:

* In the short term, USAID and its contractors mustuk on qualitative outcomes to
determine if an effort is on track.

« USAID and its contractors must realize that clusesed competitiveness is
fundamentally a human process ... and behavioeaigds take time.
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APPENDIX 1
LIST OF INDIVIDUALS INTERVIEWED “°

USAID STAFF

Lisa Chiles, USAID Mission Director, Cambodia, Tlhhaid and Vietham, Email:
Ichiles@usaid.gov

Stephen Hadley, Director, Office of Emerging Maskdureau for Economic Growth,
Agriculture and Trade, USAID, Email: shadley@ usgad.

Scott Kleinberg, Private Enterprise Officer, OfficeMicro-enterprise Development, Bureau for
Economic Growth, Agriculture and Trade, USAID, Emskleinberg@usaid.gov

Kenneth Lanza, Director, Office of Market Transit$p Bureau for Europe and Eurasia, USAID,
Email: klanza@usaid.gov

Jeffrey Lee, Deputy Country Representative, USAIDIddva, Email: jlee@usaid.gov

Rebecca Maestri, General Business Specialist, BUmeaAsia and Near East, USAID, Email:
rmaestri@usaid.gov

Vicki Moore, USAID Mission Director, Uganda, Emaidmoore@usaid.gov

Grant Morrill, Chief Technical Officer, SEGIR-GBTBureau for Economic Growth,
Agriculture and Trade, USAID, Email: gmorrill@usajdv

Donald Niss, General Business Specialist, Burea&@mope and Eurasia, USAID, Email:
dniss@usaid.gov

Brad Wallach, Supervisory Private Sector Officeffic@ of Emerging Markets, Bureau for
Economic Growth, Agriculture and Trade, USAID, Embwallach@usaid.gov

CONTRACTORS and PRACTITIONERS

Joe Babiec, Chief Knowledge Officer, The OTF Grdbmail: jbabiec@otfgroup.com
Charles Bell, Senior Vice President, Louis Bergesup, Inc., Email: cbell@louisberger.com

Peter S. Boone, Program Manager, SRI Internati&@mrahil: boone@wdc.sri.com

0" This list does not include individuals who wengerviewed specifically for the field assessmentdviongolia
and Campeche, Mexico. Each field assessment rajgarincludes a separate list of individuals witared.
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Rod Brown, Director, Australian Project DevelopnseRty Ltd, Canberra, Australia
Leila Calnan, Managing Associate, Nathan Associdtes, Email Icalnan@nathaninc.com

Ulrich F.W. Ernst, Economist, Development Altermas, Inc., Emailulrich_ernst@dai.com

Michael Fairbanks, Chairman of the Board and Headomuntry Competitiveness™, The OTF
Group, Emailmfairbanks@otfgroup.com

Quindi Franco, Economist, SRI International, Emfadnco@wdc.sri.com.
Jim Gollub, Senior Vice President, ICF ConsultiBgiail: JGollub@icfconsulting.com

Alec Hansen, President, Economic CompetitivenessiGrPhone: 510-849-8400, Email:
ahansen@ECGroup.com

Dr. Eric Hansen, President, Economic Transformati@roup, Phone: 415-868-9009, Email:
eric@livingclusters.com

Maureen Harrington, Senior Associate, J.E. Austsdkiates, Inc., Email:
mharrington@jeaustin.com

Christian Kolar, Project Manager, Latin America &wafibbean, Chemonics, Email:
ckolar@chemonics.net

Christa Lachenmayr, Associate, Nathan Associates, Email: clachenmayr@nathaninc.com
Virginia Lambert, IBM Business Consulting ServicEsail: viambert@ibm.com

Stace Lindsay, Vice-President, Advisory Group, TH& Groupslindsay@otfgroup.com

Ted Lyman, Economic Competitiveness Consultant,iErgman@ecgroup.com

Nancy H. Manson, Project Administrator, Latin Anoarand Caribbean, Chemonics, Email:
nmanson@chemonics.net

John A. Mathieson, Director, Center for Scienceshifwlogy and Economic Development, SRI
International, Email: matty@wdc.sri.com

Michelle Morgan, Chief of Party, The Competitivesdsitiative, Phone: 976-11-460968, Email:
morgan@tcimongolia.org

Chikondi Mseka, Associate, Nathan Associates, BEimail: cmseka@nathaninc.com

Susanna Mudge, Senior Vice President, Latin Amea@hCaribbean, Chemonics, Email:
smudge@chemonics.com
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Kevin X. Murphy, President, J.E. Austin Associates,, Email: kmurphy@jeaustin.com

Luis F. Ruiz, Project Administrator, Latin Ameriaad Caribbean, Chemonics, Email:
[ruiz@chemonics.net

Alan Saffery, Deputy Director, The Competitiven&stiative, Phone: 976-11-460968, Email:
saffery@tcimongolia.org

Tessie San Martin, Partner, PricewaterhouseCoopers

Andrew F. Smith, Manager, The OTF Group, Emailmigis@otfgroup.com

Eduardo Tugendhat, President and CEO, Carana GaigorEmail: etugendhat@carana.com
Andrew Warner, J.E. Austin Associates, Inc., Enmaiarner@jeaustin.com

Ifor William, Director, Cluster Navigators Ltd, Welgton, New Zealand

Ophelia M. Yeung, Senior Economist, SRI InternagipiEmail: yeung@wdc.sri.com

MULTI-LATERAL AND REGIONAL ORGANIZATIONS

Asian Development Bank

Myo Thant, Operations Coordination Division, Mekddgpartment
Frank Harrigan, Principal Economist

Jesus Felipe, Economist, Economic Research Depatrtme
John-Pierre Verbiest, Director, Economic Researepadtment
European Commission

Victor Pou Serradell, DG Trade, Brussels, Belgium

Inter-American Development Bank

Juan Belt, Senior Economist, Finance and Basiastifucture, Email: juanbe@iadb.org
Martin Chrisney, Financial Specialist, Region 2,dmmartinc@iadb.org

Eduardo Lora, Advisor, Research Department, Eradilardol@iadb.org
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Jose Luis Lupo, Senior Advisor, Region 3, Emakgio@iadb.org

Alberto Melo, Country Economist, Region 3, Emalbeaatom@iadb.org
Organisation for Economic Co-operation and Developmant (OECD)
Marcos Bonturi, Economist, Centre for Co-operatiotih Non-Members
Visoot Phongsathorn, Economist, Centre for Co-dpmravith Non-Members
Anthony Kleitz, Head, Trade Directorate

World Bank

Pierre-Olivier Colleye, Senior Microfinance SpersglEurope and Central Asia (formerly
Project Manager for the El Salvador Competitiveritrsgect)

Jim Hanna, Principal Operations Officer, Privatet8eDevelopment Cluster, Latin America
and the Caribbean Region

Rughvir (Shyam) Khemani, Advisor, Competition Pgli€rivate Sector Advisory Services
Department.

Andrew Stone, Senior PSD Specialist, Investmenh@&tie Unit, Private Sector Advisory
Services Department

OTHERS

Soraya Amer, Ministry of International Trade, Egypt

Atchaka Brimble, Director, Planning and DevelopmBitision, Office of the Board of
Investment, Office of the Prime Minister, Bangkdkailand

Nadia Brault, Analyst, Competition Bureau, IndusBignada
Competititiveness Unit, Ministry of Planning, Jonda

Takumi Fukino, Coordinator, Committee on Trade bmnastment, APEC Secretariat
Singapore

Ciara Housie, Information Director, Barcelona Ingge of Competitiveness
Mitsu Kagami, Director, Institute for Developing &@wmies, Tokyo, Japan

Christian Ketels, Principal Associate, Institute &trategy and Competitiveness, Boston, MA
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Suzanne Messiha, Consultant, Ministry of EconongydE

Samer Sayd Mohamed, SME Unit, Ministry of Economy

Ng Kim Neo, Ministry of Trade and Industry, Singapo

Sumitra Pooltong, Assistant Director, Regional Enuoit Development Cooperation Committee
Office, Office of the National Economic and Sodisvelopment Board, Bangkok,
Thailand

Sarath Rajapatirana, Senior Fellow, American Eniggdnstitute, Washington, DC

Damrong Saengkaweelert, Deputy Director, Regiogahémic Development Cooperation
Committee Office, Office of the National EconommaSocial Development Board,

Bangkok, Thailand

Yvonne Skully, Analyst, Forfas, Ireland
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APPENDIX 2
LIST OF RESOURCES"

Part 1: General References

Altenburg, T. et al.; Desarrollo y fomento de la subcontratacion industiien Mexico,”
Working Paper No. 2, German Development InstitBex]in. CORFO, Santiago de
Chile, 1998.

Altenburg, T., and J. Meyer-Stamer, “How to Prom@testers: Policy Experiences from Latin
America,”World Developmentyol. 27, No. 9: 1693-1713, 1999. Available at:
http://www.meyer-stamer.de/local.html

Bergman, E.M., and E.J. Feskrlustry and Regional Clusters: Concepts and Comatare
Applications 1999. Available at: http://www.rri.wvu.edu/WebBdBergman-Feser,
1999.

Blunck, F.“What is a Cluster?, 2003. Available at
http://www.competitiveness.org/article/articlevidw/1/5/

Ceglie, Giovannd,Adding Value: Building Value-Addition Alliances,”UNIDO, 2002.

Ceglie, G. and M. Dini,SME Cluster and Network Development in Developingutries: the
Experience of UNIDO,” International Conference on Building a Modern &figctive
Development Service Industry for Small Enterpris@sganized by the Committee of
Donor agencies for Small Enterprise Developmerd,d® Janeiro, 2-5 March 1999

The Cluster Competitiveness Group, S:&ompetitiveness: Cluster-based Policiepiepared
for San Diego Association of Governments, AprilD20

Committee on Singapore Competitivené&eport,” Singapore: Ministry of Trade and Industry,
1998.

Conlin, M.V., “Revitalising Bermuda: tourism poligfanning in a modular island destination”.
In Hanson and Husbands (ed3)actising Responsible Tourism: International Case
Studies in Tourism Planning, Policy and Developmeritlew York: John Wiley and
Sons, 1996.

Development Alternatives, IndCompetitiveness: That Obscure Object of DesWelume 9,
Issue 1, winter 2003.

“1 This list does not include resources that weréevesd specifically for the field assessments in Wia and
Campeche, Mexico. Each field assessment repdudas a separate list of resources as an appendix.
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Dhanani, S.}Indonesia: Strategy for Manufacturing Competitivezss” Vol. Il. Main Report,
UNDP/UNIDO Project No. NC/INS/99/004, Jakarta, 2002

Dhanani, S. and P. Scholté$hailand’s Manufacturing Competitiveness: Promoton
Technology, Productivity and LinkagesSME Technical Working Papers Series,
Working Paper No. 8, UNIDO Small and Medium Entesgs Branch Programme,
Development and Technical Cooperation Division,200

Diez, Maria Angeles, and Maria Soledad Esteb@he Evaluation of Regional Innovation and
Cluster Policies: Looking for New ApproachesUniversity of the Basque Country,
October 2000.

Enright, M. J., "Why Local Clusters are the Way¥ea the Game,World Link, 5: 24-25, 1992.

Enright, M. J., "The Geographic Scope of Competithdvantage”. In E. Dirven, J.
Groenewegen, and S. van Hoof (e@®)ck in the Region?: Changing Scales of
Regional Identity Utrecht: Netherlands Geographical Studies, 1993.

Fairbanks, MichaeliThe Competitive Advantage of NationsPowerPoint presentation
prepared for USAID, September 1998.

Ernst, D.,"From Partial to Systemic Globalization: Internatioal Production Networks in the
Electronics Industry,” Data Storage Industry Globalization Project Rep@rD2.
Graduate School of International Relations andffeaStudies, University of California
at San Diego, and BRIE Working Paper #98, BerkBeyndtable on the International
Economy, University of California at Berkeley, 19%&ailable at:
www.ciaonet.org/wps/erd01/

Fawzy, S.;'Globalization and Firm Competitiveness in the MitkelEast and North Africa
Region,” Report No. 24561, prepared in conjunction with\tierld Bank,
Mediterranean Development Forum and Egyptian Cdatdtconomic Studies, 2002.
Available online at http://www-
wds.worldbank.org/servlet/WDS _IBank_Servlet?pcoptads&eid=000094946 020803
04010611

Gollub, J. Building Next Generation Economies: PerspectivasRegional Cluster-Based
Strategy,PowerPoint presentation delivered to USAID, Novent002.

Hansen, E., Economic Transformations Group, @lustering, Innovation, and Regional
Development: What Works!, Lessons from Successflustering Project
Implementation Background Paper, UNIDO Workshop on Cluster-Bdseshomic
Development, June 2003.

Harvard Business Schodjuster Mapping ProjectAvailable athttp://www.isc.hbs.edu/econ-
clusters.htm
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Henton, Douglas, John Melville, and Kimberly WaleGlhassroots Leaders for a New
Economy: How Civic Entrepreneurs Are Building Prpsrous Communitiesjossey-
Bass, Inc., 1997.

IDB, Competitiveness: The Business of Growth. Econonmid &ocial Progress in Latin
America Washington, D.C., 2001.

IDB, “Competitiveness and Building Consensus: Strate@ptions for IDB Operations,”
prepared for discussion in the Workshop on Comipetiess and Consensus-Building in
Latin America and the Caribbean, November 18, 2002.

IDB, “Guia Operativa para Programas de Competitividad rpala Pequena y Mediana
Empresa,”(Operations Guide for Competitiveness Programs$faell and Medium Size
Enterprises). Report presented to the Private 8&wdordination Committee. October 28,
2002.

IDB, Report on Competitiveness Promotion in Colombia amd Salvador, July 2003,
(unpublished manuscript).

IDB, “Strategy Document on Competitivenespfesented to the Board of Directors. January 10,
2003.

INCAE/CLACDS and HIID,” Centroamérica en el Siglo XXI: Una agenda para la
competitividad y el desarrollo sostenible; basesgpa discusion sobre el futuro de la
region,” Centro Latinoamericano para la Competitividad Retarrollo Sostenible
(INCAE), 1999.

Junius, K.,"Economies of Scale: A Survey of the Empirical Lrgture,” Kiel Working Paper
No. 813. Kiel Institute of World Economics, 1997.

Lim, H., “Singapore Strategy for Industrial Upgrading, Singapore: Singapore Institute of
International Affairs (undated).

Lord, M., Imperfect Competition and International Commaodityrdde: Theory, Dynamics, and
Policy Modelling, Oxford: Clarendon Press, 1991.

Lord, M., The Handbook of Latin American Trade in Manufactusg(ed.). Cheltenham, Glos,
UK: Edward Elgar Publishing, 1998.

Low, L., “Singapore's Economic Strategy in a Globalised Wyl Singapore: National
University of Singapore. Department of BusinessdyolLecture delivered to WAIS
School, 30 August 2001.

Meyer-Stamer, JordgParticipatory Appraisal of Competitive Advantagé& Methodology to
Support Local and Regional Development Initiativésased on the Systemic
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Competitiveness Conceptliistitute for Development and Peace, Universitipaoisburg,
and Fundacao Empreender, November 2000.

Organisation for Economic Cooperation and Develamri€lusters in Transition Economies
— Progress Report of the Local Economic and EmplamhDevelopment Project,July
2002.

Ostry, S., Foreign Direct Investment in East Asia,paper prepared for the Center for
International Studies, University of Toronto, ahé Berkeley Roundtable on the
International Economy, 1992.

Porter, M., W. Emmons and E. Bren#sstitutions for Competitiveness in Colombia:
Summary Report,”2002. Available online at http://www.caf.com/atié&/default/
Institucionesparalacompetitividad_Colombia.pdf

Porter, Michael E.The Competitive Advantage of Nationldew York: The Free Press, 1990.

Porter, Michael E.;Microeconomics of Development,PowerPoint presentation prepared for
USAID, September 2002.

Porter, Michael E.On Competition A Harvard Business Review Book, 1998.

Porter, Michael E., and Claas van der Lindrister Meta-Study: Clusters and Bibliography
Harvard University, Institute for Strategy and Catifiveness, October 2001.

Potter, J.;Embedding Foreign Direct Investmerit,Paris: Paris: Organisation for Economic
Co-operation and Development, 2002. Available at:
http://www.oecd.org/pdf/M00038000/M00038362.pdf

Raines, PhilipiThe Challenge of Evaluating Cluster Behavior in Emomic Development
Policy,” European Policies Research Center, Universitytrattisclyde, May 2002.

Regional Technology Strategidéetworking Toolkit, USNet, Carrboro,N.C.: Regional
Technology Strategies, 1997. Availablefdtp://www.rtsinc.org

Regional Technology Strategi€¥how Me the Money: Business Opportunity Networks,
Carrboro, N.C.: Regional Technology Strategies,, 1b897. Available at:
http://www.rtsinc.org

Rivero, L.“Autopart Cluster and Design Modular: The Case ohhuahua (Mexico),”
(undated). Available atwww.univ-evry.fr/labos/gerpisa/rencontre/S18Laré.pd

Rosenfeld, Sindustrial Strategies: Regional Clusters and PubRolicy, Washington, DC:
The Aspen Institute, 1995.
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Rosenfeld, S., et afA People’s Guide to Cluster®&egional Technology Strategies and the Ford
Foundation. Available (summer 2002) fattp://www.rtsinc.org

Rosenfeld, S"Backing into Clusters: Retrofitting Public Policis,” Regional Technical
Strategies, Inc., March 2001.

Solleiro, J.L. et al;Assessment of Industrial Policy in Mexico from theoint of View of
SMEs,” undated. Available atwww.iamot.org/paperarchive/114B.pdf

Solvell, O, Goran Lindqvist, and Christian Ketélfe Cluster Initiative Greenbogkvory
Tower AB, August 2003.

Staber, U., "Networks and Regional DevelopmentStaberet al Business Networks:
Prospects for Regional Developmemntew York: DeGruyter, 1996.

Sturgeon, T.J.;Does Manufacturing Still Matter? The Organizatioal Delinking of
Production from Innovation.” Paper presented at the International Conferendéean
Product Development and Production Networks--Leayfitom Different Experiences in
Different Countries, Wissinschaftszentrum Berlin 80zialforschung (WZB), March 20-
22, 1997. Working Paper 92B. Berkeley Roundtabléheninternational Economy,
University of California at Berkeley. Available at:
brie.berkeley.edu/~briewww/research/workingpapéns.h

Suarez, F. and R. Oliva, “Learning to compete:dfamming firms in the face of radical
environment changeBusiness Strategy Reviewol. 13, Issue 3, pp 62-71, 2002.

Stanley, Tim,"Competitiveness: Comparing Models and Practice®dwerPoint presentation
prepared for Chemonics International Inc., sumn@&22

UNCTAD, “An Overview of Activities in the Area of Inter-firnCooperation. A Progress
Report,” Background note by the UNCTAD Secretariat. Trad#® Ravelopment Board,
Commission on Enterprise, Business Facilitation @adelopment, Second session,
Geneva, December 1-5, 1997. Available at:
http://r0.unctad.org/stdev/compendium/documents/TUNDB.ITE.EDS.2.pdf

UNIDO, “Development of Clusters and Networks for SMEs: TRNIDO Programme,”
Prepared by the Private Sector Development Brdnebstment Promotion and
Institutional Capacity Building Divison, 2001.

UNIDO et al,“Tanzania: Sustainable Industrial Development ando@petitiveness (Analyzing
competitiveness; strategies, policies and actioanpio accelerate industrial
development), Prepared in conjunction with the Ministry of Inthysand Trade,
Tanzania Private Sector Foundation, and the Cordéde of Tanzania Industries, 2001.
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United Nations Industrial Development Organizatiodustrial Development Report
2002/2003: Competing through Innovation and LearmgnVienna, 2002. Also available
online at_http://www.unido.org/doc/5156

USAID, “Foreign Aid in the National Interest: Promoting Feedom, Security and
Opportunity,” 2002.

van der Linde, C., “The Demogaphy of Clusters -diigs from the Cluster Meta-Study,” in
Brocker, J., D. Dohse and R. Soltwedel (ettg)pvation Clusters and Interregional
Competition,Berlin, Heidelberg, New York: Springer-Verlag (flacoming).

Vanichseni, S. and V. TiasifiDevelopment of National Strategic Plan: Cluster-bad
Development ProcessBangkok: Thailand Automobile Institute, 2002.

World Bank,“Implementing Local Economic Development: Doing Géter Analysis,”2001.

World Bank,“Implementing Local Economic Development: More Infmation on Cluster
and/or Sector Development2001.

World Travel and Tourism CounciiPrice Competitiveness,2002. Available at:
http://www.wttc.org/compMon/travelTourism.htm

Yusuf, S., and S. Evene@an East Asia Compete®Vashington, DC: The World Bank, 2002.

Part 2: USAID Projects and Contractors — General Capetitiveness Documents

Carana CorporatiorfiCompetitiveness Interventions: Review of WorldwiB&periences,”
prepared for USAID, December 2001.

Chemonics International InéChemonics’ Competitiveness Interventions: Reviefv o
Worldwide Experiences,prepared for USAID, November 2001.

J.E. Austin Associates, IncCompetitiveness Bibliography,January 2002.

Lanza, Kenneth A’Building Competitive Advantage in Nations,PowerPoint presentation,
June 2001.

Lanza, Kenneth A’Competitiveness and USAID,ho date.
Murphy, Kevin X.,“Competitiveness Initiatives: J.E. Austin Associat®lethods,”’PowerPoint
presentation prepared for USAID, November 2002.

Nathan-MSI Group;Competitiveness Interventions: Review of J.E. AusAssociates’ Global
Experiences,”prepared for USAID, December 2001.

Appendix 2 — Page 6



PricewaterhouseCoopers and SRI InternaticBAID Competitiveness Interventions
Review,”prepared for USAID, November 2001.

SRI International;Possible Results Measures for USAID Competitiveaé&ojects’ no date.

Part 3: USAID Projects and Contractors: Country- a Issue-Specific Competitiveness
Documents

AxamTrade and the Kenan Institute Asiietnam’s Emerging Software Industry:
Competitiveness, Positioning and Strategy in a GlbMarket,” prepared for USAID,
October 2002.

Balasuriya, Anton;improving Uganda’s Export Competitiveness: SummaRfan of Action,”
prepared by Carana Corporation for USAID Uganday RI201.

Carana CorporatioriCarana’s Approach to Competitiveness: the Ugand®BPETE
Model,” PowerPoint presentation, no date.

Carana Corporatioriganda COMPETE Project — 2001 Quarterly Reportgtepared for
USAID Uganda, 2001 (various dates).

Chemonics International In¢Agro-industry Competitiveness in Selected E&E Cdues,”
prepared for USAID, November 2001.

Chemonics International In¢Competitiveness Strategy for the Dominican Republi
November 1999 to October 2000FbwerPoint presentation prepared for USAID
Dominican Republic, no date.

Grubb, Kate;Report on Competitiveness and Productivity Coursgil prepared by J.E. Austin
Associates for USAID Sri Lanka, November 2002.

IBM Business Consulting Serviceggypt Tourism Workforce Development Program:
Revised Work Plan and Progress Repomyfepared for USAID Egypt, October 2002.

J.E. Austin Associates, In¢Building National Competitiveness in Vietnam: Congitiveness
Benchmarking,” prepared for USAID, September 2001.

J.E. Austin Associates, In¢cBusiness Competitiveness in Ugandaptepared for USAID
Uganda, no date.

J.E. Austin Associates, In¢.Monitoring and Evaluation Report, The Competitivese
Initiative in Sri Lanka,” draft, undated.

J.E. Austin Associates, In¢Sri Lanka Country Competitiveness Studygrepared under
subcontract to Coopers & Lybrand LLP for USAID Bainka, September 1998.
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J.E. Austin Associates, In¢lJganda Country Competitiveness Analysigpiepared under
subcontract to Coopers & Lybrand LLP for USAID, ME§98.

Lee, Robert;Position Paper: Strengthening the Export Competigness of Uganda’s Cotton
Sector,” prepared by Carana Corporation for USAID UgandajlR001.

Louis Berger Group, Inc‘The Competitiveness Initiative Evaluation,prepared for USAID
Sri Lanka, September 2001.

Mansfield, Antonio RodrigueZAdvantage DR!: Final Report,”Chemonics International Inc.,
prepared for USAID Dominican Republic, November 200

Mansfield, Antonio RodrigueZ,Dominican Republic: USAID Competitive Strategy
Programs” PowerPoint presentation prepared for USAID Donani®epublic, October
2001.

The Monitor Company;Competitiveness is Our Decision: the DevelopmehSirategic
Markets for the Hortofruticula Cluster,”prepared under contract to Chemonics
International Inc. for USAID Dominican Republic, gust 2000.

Neubert, David;Position Paper: Strengthening the Export Competieness of Uganda’s
Coffee Sector,prepared by Carana Corporation for USAID Uganda;jl2001.

PricewaterhouseCoopef§;ompetitive Analysis: South African Tourism, Workfce
Development Strategieqtraft), prepared for USAID, November 2001.

PricewaterhouseCoopef§;ompetitiveness and Workforce DevelopmenBbdwerPoint
presentation prepared for USAID, November 2000.

PricewaterhouseCoopef3,ourism Cluster Workforce Development Case Studieprepared
for USAID Egypt, no date.

PricewaterhouseCoopeft%yorkforce Development: Information Technology Clier — Report
on Phase Il Activities and Proposed Future Actiigs” (draft), prepared for USAID
Egypt, January 2001.

PricewaterhouseCoopef¥yorkforce Development Strategies: Cluster BackgmiReport”
(draft), prepared for USAID Egypt, October 1999.

PricewaterhouseCoopef¥yorkforce Development Strategies: Cluster BackgmiReport”
(draft), prepared for USAID Sri Lanka, no date pably Fall1999).

PricewaterhouseCoopef¥yorkforce Development Strategies: Methodology Gejt prepared
for USAID, April 2000.
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PricewaterhouseCoopef8yorkforce Development: Strengthening the Egyptidiourism
Cluster’s Capacity to Implement Training Activitiegdraft), prepared for USAID
Egypt, January 2001.

Sines, Richardilnitial Evaluation Findings and Recommendations dhe Market Access
Program” (draft), prepared for USAID West Bank/Gaza, JU)Q2.

SRI International;Cluster Competitiveness Initiative: USAID Progre$geport,” PowerPoint
presentation prepared for USAID Bosnia, October2200

SRI International;Cluster Competitiveness Initiative, Stage | Repoitidustry Cluster
Assessment and Selectiorptepared under subcontract to IBM Business Ses\vime
USAID Bosnia, October 2002.

SRI InternationalEconomic Growth Initiative in Lebanon,”prepared for USAID Lebanon,
March 1998.

SRI International{Global Drivers of Competitiveness in the Agro-Indtrial Sector,”
PowerPoint presentation prepared for USAID Lebadaty, 2000.

SRI International and Information Internatiorfdlliddle Metn Tourism Assessment and
Strategic Plan,”prepared for USAID Lebanon, March 2001.

SRI International, Lebanese Industry Stakeholdedslaebanese American University,
“Industry Growth Partnerships: Achieving Lebanon’$rue Economic Potential,”
prepared for USAID Lebanon, January 1999.

USAID Uganda,'Competitive Export-Led Growth: A Ugandan StratedyPowerPoint
presentation, May 2001.

Part 4: Competitiveness in Developed Countries

Aspen InstituteSectoral Employment Development Learning Projédtashington, DC: Aspen
Institute, 2000. Available ahttp://www.aspeninstitute.org/eop

Australian Project Developments Pty LtdThe Competitiveness Institute, a network of cluste
practitioners,” Canberra, Australia, 2000. Available at:
http://www.regional.org.au/articles/development/itly.htm

Bergman, E.M., E.J. Feser, and S. Sweefigrgeting North Carolina’s Manufacturing:
Understanding A State Economy through National Ingtrial Cluster Analysis,”lIR
Research Report 55. Vienna, Austria: Vienna Unitaerds Economics and Business,
1997.
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Blandey, Richard;South Australia Business Vision 2010: Industry Céters Program — A
Review,” Center for Applied Economics, University of Sodthstralia, no date.

Business Clusters in UK Cluster Mapping Projetinited Kingdom. Available at:
http://www.dti.gov.uk/clusters/map/

Confederation of the Finnish Industry and Employsrd Employers’ Confederation of Service
Industries, The Lisbon Strategy Finnish National ImplementatioReport: Improving
Finnish and European CompetitivenessFebruary 2003.

Cortright, Joe and Andy Ream&gpcioeconomic Data for Understanding Your Regional
Economy,Washington, D.C.: U.S. Economic Development Adntraigon, 1998.

Council on Competitivenes€Justers of Innovation: Regional Foundations of U.S
CompetitivenessWVashington, D.C.: Council on Competitiveness, 2002.

DRI/McGraw Hill, America's ClustersDRI/McGraw Hill, sponsored by the United States
Department of Commerce Economic Development Adrtration, 1996.

European CommissiofiViethodology for Regional and Transnational Technody Clusters:
Learning with European Best PracticesMarch 2001.

European Commission, “Regional Clusters in Euro@®servatory of European SME#o. 3,
2002.

Kagami, M. and Kuchiki, "Silicon Valley in the SdutNew Management Networks Emerging in
Guadalajara"Revista de Economia Politicd/ol.21, No.4 (84), 2001.

Kaibori, S.,“Present Condition and Future Direction of Industal Cluster in Japan; Tokyo,
Japan: Japan Small Business Research InstitutatethdAvailable atwww.jsbri.or.jp

Koziarski, Alan and Ifor Ffowcs WilliamsThe Role of Industry New Zealand in Cluster
Development’(internal discussion draft), Cluster Navigators el 2001.

Lowe, J., and P. MillerBusiness Clustering: Panacea or Placebo for Regaustralia?”
Australia: Ballarat, undated.

Munnich Jr, L.W., et at;Northwest Minnesota Industry Cluster StudyHumphrey Institute of
Public Affairs, University of Minnesota, 1998. Alable at:
http://www.hhh.umn.edu/centers/slp/projects/edweblast.htm

Munnich Jr, L.W., et al;Southwest Minnesota Industry Cluster StudyHumphrey Institute of
Public Affairs, University of Minnesota, 1998. Alable at:
http://www.hhh.umn.edu/centers/slp/projects/edweblisst.htm
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Munnich Jr, L.W., et afiNortheast Minnesota Industry Cluster Study Humphrey Institute of
Public Affairs, University of Minnesota, and BureaiuBusiness and Economic
Research, University of Minnesota, 2001. Availadtte
http://www.hhh.umn.edu/centers/slp/projects/edwetlinstr. pdf

Munnich Jr, L.W., M.M. Bau, and L.L. BerkwitZz Southeastern Minnesota Industrial Cluster
Study,” University of Minnesota: Humphrey Institute of HakAffairs. The Initiative
Fund of Southeastern and South Central Minnesothitee State and Local Policy
Program, 1996. Available at:
http://www.hhh.umn.edu/centers/slp/projects/edweshian.htm

National Governors AssociationA‘Governor’s Guide to Cluster-Based Economic
Development,”"Washington, D.C., 2002. Available atww.nga.org

O’'Malley, E. and C. Van Egeraat, ‘Industry Clustarmsl Irish Indigenous Manufacturing: Limits
of the Porter View,The Economic and Social Reviewol. 31, No. 1, January 2000.

OECD, Networks of Enterprises and Local Development: Caetipg and Co-operating in
Local Productive System®aris: Organisation for Economic Co-operation and
Development, 1996.

OECD,Boosting Innovation: The Cluster ApproachRaris: Organisation for Economic Co-
operation and Development, 1999.

Porter, M.E.,'Clusters of Innovation: Regional Foundations of &. Competitiveness,”
Washington, DC: Council of Competitiveness, 2001.

Porter, M.E., and van Opstal, IS Competitiveness 2001: Strengths, Vulnerabiliteesd
Long-Term Priorities,Washington, DC: Council on Competitiveness, 2001.

Porter, M.E., Monitor Group, ontheFRONTIER, and Galof Competitiveness;lusters of
Innovation: Regional Foundations of U.S. Competigmess Washington, DC: Council
on Competitiveness, 2001.

Pyke, F., G. Beccattini and W. Sengenberger, ladsistrial Districts and Inter-Firm
Cooperation in Italy, International Institute for Labor Studies, Genel290.

Redman, Johriynderstanding State Economies through Industry Siessl, Washington, D.C.:
National Governors Association, Council of Goves@tolicy Advisors, 1994.

Rouvinen, P.Finland on Top of the Competitiveness Game2001.
Ryan, C. and P.W.B. Phillips, “Industrial innovation and regional competitivendssthe

agricultural biotechnology sector: A comparativealgsis of innovation structures in North
America, Europe and Australiaaskatoon, Canada: University of Saskatchewan, 200
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SRI International‘Cooperating to Compete in the 2Century,” prepared for Palm Beach
County, no date.

Trends Business Resear&usiness Clusters in the UK — A First Assessmentwhe Three,
Technical Annexesprepared for the Department of Trade and Indugpruary 2001.

University of Arizona Office for Economic Developnte“Industry Cluster Development
Program: 2001 Status Report2001.

Vedpuriswar, A.V.;'Boosting National Competitiveness: Lessons froneland,” undated.

World Economic Forum,The European Competitiveness and Transition Rep@@01-2002,”
2002.
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Appendix 3

Summary Table of USAID-Funded Competitiveness Activities

January 2003

Country Project Name Clusters Targeted Start Date End Date Value Contractor
(Prime/Sub)
Azerbaijan Rural Enterprise TBD April 2003 2008 TBD | TBD
Competitiveness Project (Approxi-
mately —
RFP to be
issued in
Jan. 2003)
Bosnia Industry Cluster « Furniture July 2002 December $ 2,000,000 | IBM*/SRI
Competitiveness Project « Tourism 2003
Bulgaria National Competitiveness » Apparel May 2002 April 2003 $ 256,858 | Nathan
Exercise + Canned produce Associates and
e ICT MSI/JAA
* Maritime transport
e Tourism
* Wine
Cambodia, Competitiveness N/A September | April 2001 $ 765,943 | Nathan
Indonesia, Benchmarking and Regional 2000 Associates/JAA
Philippines, Thailand | Conference
and Vietnam
Cambodia, Thailand South East Asia Vietnam: ceramics and | Sept. 2002 | Sept. 2004 $ 3,022,683 | Nathan
and Vietnam Competitiveness Initiative computer software Associates/JAA
Thailand: jewelry, and Kenan

tourism; agriculture;
handicrafts; seafood
and silk.

Cambodia: non-
traditional fishing

Institute Asia

* Includes activities undertaken by predecessor firms, i.e., Coopers & Lybrand and PricewaterhouseCoopers
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Country Project Name Clusters Targeted Start Date End Date Value Contractor
(Prime/Sub)
Croatia Competitiveness Initiative + Information & April 2001 May 2004 $ 3,280,716 | Nathan
communications Associates/JAA
technology
» Tourism
* Wood
Dominican Republic Critical Assistance to the N/A July 1998 December $ 1,180,066 | Chemonics/JAA
Government of the Dominican 2000
Republic Policy Reform
Efforts
Dominican Republic Policies to Improve » Eco-tourism June 2001 | March 2003 $ 1,371,912 | Chemonics/
Competitiveness in the « Horticulture JAA
Dominican Republic « Tourism
Dominican Republic Competitiveness and Fiscal TBD March 2003 | Sept. 2007 TBD | TBD
Policy Reform
Egypt Workforce Development » Information July 2000 April 2001 $ 492,776 | IBM*/SRI
Strategies technology
e Tourism
Egypt Tourism Workforce « Tourism February February $ 2,000,000 | IBM*
Development 2002 2004
Europe & Eurasia Agro-industry » Agro-industry Sept. 2001 | May 2002 $ 50,000 | Chemonics/JAA
Competitiveness in E&E » Environment
Europe & Eurasia Regional Agro-industry TBD Sept. 2002 | March 2004 $ 500,000 | Chemonics/JAA
(Azerbaijan, Serbia, Competitiveness Initiative
Romania, and two
other countries, TBD)
Georgia Georgia Enterprise Growth TBD Spring 2003 | Spring 2005 $ 9,000,000 | TBD
Initiative — Component 3 (Expected with 3 one- (Estimated)
(Georgia Competitiveness start date) year
Initiative) extension
options
Haiti Assistance to Centre pour La | N/A October December $ 100,949 | Nathan
Libre Enterprise et La 1999 2000 Associates/JAA
Démocratie (CLED)
Hungary NIS Regional N/A March 2002 | March 2002 $ 90,966 | CIPE/JAA
Competitiveness Conference
Kazakhstan, Competitiveness Building N/A July 2001 February $ 299,521 | Nathan
Russia and Ukraine Exercises 2003 Associates/JAA

* Includes activities undertaken by predecessor firms, i.e., Coopers & Lybrand and PricewaterhouseCoopers
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Country Project Name Clusters Targeted Start Date End Date Value Contractor
(Prime/Sub)
Lebanon Lebanon Economic Policy N/A Feb. 1998 May 1998 $ 59,482 | IBM*/SRI
Assessment
Lebanon Lebanon Economic Growth N/A August January $ 658,564 | IBM*/SRI
Initiatives 1998 1999
Lebanon Lebanon Industry Growth e Agro-industry July 1999 Sept. 2002 $ 2,108,933 | IBM*/SRI
Partnerships I, Il and IlI e IT
* Regional Business
Services
e Tourism
Macedonia Macedonia Competitiveness * Sheep Sept. 2002 | Sept. 2006 $11,674,376 | Booz Allen
Activity « Tourism Hamilton/ on the
e IT frontier
* Wine
Mongolia Competitiveness Exercise N/A October May 2000 $ 292,219 | Nathan
1999 Associates/JAA
Mongolia Competitiveness Initiative » Cashmere October August $ 4,358,709 | Nathan
o Meat 1999 2004 Associates/JAA
» Tourism
Serbia Serbia Competitiveness TBD Sept. 2002 | Sept. 2003 $ 2,000,000 | Booz Allen
Policies (approx.) | Hamilton/
ontheFRONTIER
South Africa Workforce Development e Tourism Sept. 1998 | July 1999 $ 275,719 | IBM*/JAA
Strategies & Action Planning
Tool
South Africa Capacity Strengthening N/A August October $ 48,176 | IBM*/JAA
1999 1999
Southeast Europe National Competitiveness N/A Sept. 2000 | March 2001 $ 199,652 | Nathan
(Albania, Croatia, Building Associates/JAA
Macedonia and
Romania)
Sri Lanka Competitiveness N/A June 1998 December $ 202,378 | IBM*/SRI/JAA
Benchmarking Study 1998
Sri Lanka Workforce Development e Garments April 2000 December $ 109,512 | IBM*
Strategies « Information 2000
technology
* Jewelry

* Includes activities undertaken by predecessor firms, i.e., Coopers & Lybrand and PricewaterhouseCoopers
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Country

Project Name

Clusters Targeted

Start Date

End Date

Value

Contractor
(Prime/Sub)

Rubber
Tea
Tourism

Sri Lanka

The Competitiveness
Initiative

Ceramics

Coir

Information
Technology

Jewelry/Gems

Rubber

Spices

Tea

Tourism

August
1999

August
2003

$11,140,689

Nathan
Associates/JAA

Uganda

Competitive Private
Enterprise and Trade
Expansion (COMPETE)

Coffee
Cotton
Fish

Nov. 2000

March 2002

$ 2,422,287

Carana

Number of Countries: 26

Value of Projects: $ 59,963,086

* Includes activities undertaken by predecessor firms, i.e., Coopers & Lybrand and PricewaterhouseCoopers

Appendix 3 — Page 4




