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1

Introduction

This book is about an old phenomenon that has recently
caught the imagination and excitement of policy makers.
Clusters are indeed nothing new. Some of the clusters
like the City of London or Sheffield and Thiers’s special-
ization into cutlery have been going on for hundreds of
years. At least since Alfred Marshall’s (1890) Principles,
the tendency for industries to cluster in some areas and
the economic benefits that come with this type of con-
centration have fascinated economists and geographers
alike. However, it is only quite recently that policy mak-
ers joined the wave and began to include clusters in the
set of instruments they can use for their industrial or
regional policy agenda.

1.1 The resurgence of clusters and cluster policies

There are several reasons for this new popularity of clus-
ter policies. The first is probably related to Silicon Valley’s
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iconic example. Following its success, clusters have come
to be seen by many as the magical formula for regional
development, innovation, and growth. European clus-
ters may be less famous than the American ones, but
several have developed on a similar model. The cluster of
Cambridge (sometimes called SiliconFen) and the French
cluster Minalogic in Grenoble are now well established in
the fields of microelectronics and software, whereas the
Biovalley (Strasbourg, Basle, and Freiburg), Stockholm,
Munich, and Cambridge have become leading clusters
in bio-technologies. Second, Porter’s (1990) book on the
competitive advantage of nations and his subsequent
work have also been extremely influential and successful
at promoting cluster policies.

Behind these two related impulses, we attribute the
popularity of cluster initiatives to two deeper causes.
First, ‘traditional’ industrial and regional policies have
fallen into disrepute. To caricature the situation in many
countries until the 1980s, there was a simple division
of labour within the policy mix of countries. Industrial
policy was in charge of boosting ‘competitiveness’, often
by spurring the development of national champions. It
was sometimes conflated with and complemented by
science and technology policy. Regional policy, on the
other hand, was concerned by equity consideration. For
many years, the UK and France attempted to decentralize
economic activity away from their main region of con-
centration, Greater London and Greater Paris, respect-
ively. In Italy, there were sustained attempts at relocat-
ing economic activity from the prosperous North to the
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impoverished South. Canada has tried to foster the devel-
opment of its poorer maritime provinces, etc.

During the 1980s and 1990s, both sets of policies,
industrial and regional, started to be viewed as fail-
ures. Industrial policy was costly and failed to transform
national champions into world champions. Regional
policy, however sustained, was seemingly unsuccessful at
reducing regional disparities. Traditional industrial and
regional policies were both abandoned or reduced to
a minimum by the turn of the century. This apparent
debacle of traditional instruments left a policy void.

Second, and unlike traditional industrial and regional
policies which are conducted only by the highest level
of governments, cluster policies can be implemented by
all levels of governments. Hence the ‘market’ for cluster
policies is much larger than those for traditional regional
and industrial policies. In the USA, where the federal
government has traditionally been reluctant to conduct
either industrial or regional policy, many sub-national
jurisdictions have turned to cluster policy instead.

It should be clear however that cluster policies are
not a modern reincarnation of traditional industrial and
regional policies combined. There are two differences.
First, unlike old-style regional policy, equity consider-
ations are not officially the main concern of cluster pol-
icies. Quite the opposite, by actively pushing firms to
cluster, this type of strategy could deprive poor regions of
any chance to attract economic activities. Second, a clus-
ter policy is more demanding in terms of information
than traditional industrial policies are as it requires to
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pick not only the ‘right’ industties but also the ‘right’
territories. It is interesting to note that one of the fathers
of Silicon Valley, Frederick Terman, who was the vice-
president of Stanford University, was unable to replicate
this experiment in New Jersey a few years later when
called upon by the Bell Laboratories (Leslie and Kargon
1996). There exists actually very few examples of public
policies that were successful in promoting clusters.

We believe that bringing more economic analysis to
the study of clusters is a worthwhile endeavour. Cluster
building and cluster development are now widely viewed
as key pillars of several public policies with diverse
objectives ranging from local development to innova-
tion and competitiveness. There are countless cluster
initiatives and policy reports calling for cluster strategies.
This movement in favour of cluster policies has impacted
many European countries and regions in the last thirty
years. For instance, the European Cluster Observatory
provides detailed reports about cluster initiatives in more
than thirty European countries.! The Spanish Basque
country was a pioneer in that matter. At the end of the
1980s, the economic situation of the Spanish Basque
country was very bleak, with old industries and a high
level of unemployment above the Spanish average. In
that context, the Basque government asked Michael
Porter to make a territorial diagnosis in order to redefine
the economic strategy of the region. At the beginning of
the 1990s, a few ‘priority’ clusters were identified, some

1 See http://www.clusterobservatory.eu/.
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of them in traditional industries (machine tools, harbour
activities, etc.) and some others in more leading-edge
industries (aeronautics, ICT, etc.), on which local author-
ities concentrated on R&D projects, cooperative training
programmes, etc. The Basque region improved its per-
formance with respect to other Spanish regions in terms
of employment and wealth. The Basque unemployment
rate became significantly lower than the Spanish one
in the second half of the 1990s. This success has been
attributed to the cluster strategy, and the example of
the Spanish Basque country is often cited by European
advocates of cluster policies. The German federal gov-
ernment chose in 1999 a strategy more directly based on
information-sharing. It created a label, the ‘Kompetenz-
netze' (networks of competence), for the ‘best’ German
clusters. The label allows members to benefit from adver-
tising through the website http://www.kompetenznetze.
de and from actions aimed at promoting relations
between firms, scientists, and investors within and across
industrial fields. In France, the Local Productive Systems
policy, implemented at the end of the 1990s, attempted
to favour collaborative projects between firms from the
same industry and located in the same area; we present
this policy in more detail in Chapter 5. Finally, in
2006 and 2008, the European Commission published
two papers? in which it encouraged member states to
integrate cluster strategies in their national innovation

2 Putting Knowledge into Practice; A Broad-Based Innovation Strategy for the
EU, COM(2006) 502 and Towards World-Class Clusters in the European Union:
Implementing the Broad-Based Innovation Strategy, COM(2008) 652.



Introduction

programmes. The Commission also commits to provide
assistance to countries in terms of experience-sharing.
Moreover, several instruments of the European Union
aimed at financing innovation and regional policy are
dedicated to clusters. These actions, sometimes very dif-
ferent in their contents and their scale, have in the end
a non-negligible financial cost. This is the case for exam-
ple of, inter alia, the French ‘competitiveness clusters’, a
policy implemented for three years starting in 2005 and
extended to 2009-11 (1.5 billion euros for each phase),
the ‘BioRegio’ programme (75 million euros from 1995 to
2005), and the ‘Innovative Regional Growth Cores’ pro-
gramme (150 million euros since 2001) in Germany or
the ‘Production Industries in London’ initiative (15 mil-
lion euros for 2006-8) and the ‘Northwest regional eco-
nomic Strategy’ (45 billion euros in 2006-9) in the UK.

1.2 Not much existing analysis

The analysis on clusters falls into one of three groups.
First there are many ‘policy’ papers and reports on the
subject. Among many, see for instance Department of
the Environment, Transport, and the Regions (2000),
Council on Competitiveness et al. (2001), Department
of Trade and Industry (2001a), OECD (2001), Euro-
pean Commission (2003), S6lvell et al. (2003), Cortright
(2006), and the many references therein. It is also pos-
sible to look at the papers of the recent TCl annual
global conferences at http://www.competitiveness.org/.
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This strand of literature is generally very favourable to
cluster initiatives. As economists, our judgement on this
literature is quite critical because proponents of cluster
policies rarely call for a quantitative evaluation of the
costs and benefits of these policies. The evaluation, when
it exists, is usually a ‘qualitative’ and mostly descriptive
exercise.

The second type of work on clusters is often done by
geographers and sociologists. Their wotk is very useful
to sharpen our understanding of how clusters work and
what happens inside them. The path-breaking work on
Italian ‘industrial districts’ edited in Pyke et al. (1990)
provided numerous insights and a wealth of empirical
evidence raising the awareness about clusters. This work
has now developed into a large literature that has looked
at hundreds of clusters (or closely related objects that
are designated by different names) empirically and the-
orized on a variety of issues related to the benefits from
clustering.

A complete review of this literature does not belong
here. Interested readers could refer to, inter alia, Storper
(1997), Maskell (2001), or Martin and Sunley (2003), for
broad introductions. Here, it is enough to highlight that
this literature mainly complements our work. A lot of
the focus of geographers is on the detailed examination
of the workings of clusters. The classic work of Saxenian
(1994) on Silicon Valley is only the tip of a large series
of case studies of clusters. One could also cite excellent
work by Henry and Pinch on the British Motor Valley
in a series of articles (see, for instance, Henry and Pinch
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2000), etc. Related theoretical work is then used to theor-
ize more broadly about the origins of the benefits from
clustering. There is a strong emphasis on the benefits of
proximity for the generation of new knowledge (Cooke
2001) and its circulation (Bathelt et al. 2004). To some
extent, and along with the corresponding literature on
those issues in economics (Duranton and Puga 2004),
we use it as a foundation for some relationships within
clusters that we do not fully explore.

Geographers also produced important insights for pol-
icy. Much of the cluster literature in geography rightly
emphasizes two aspects. First, there seems to be a lot
of heterogeneity, even among well-functioning clusters.
Although this focus on the ‘specific’, as opposed to more
general features of clusters, is sometimes viewed as a
professional bias of geographers, it usefully cautions us
about broad, one-size-fits-all policy proposals. Second,
the benefits of clusters appear to rely on very subtle
relationships that can take a broad variety of forms
(Markusen 1996; Gordon and McCann 2000). Some-
times, they rely on competitive market interactions.
At other times, they rely on non-market interactions,
be they strong personal links or specific local institu-
tions. These subtle advantages of existing clusters seem
hard to replicate by policy. We return to this discussion
below.

Despite these important insights, the geography
literature is of limited interest for our purpose here. First,
its focus is mostly on the benefits from concentration,
which are often explored in great detail, whereas many
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of the costs of concentration and the imperfect mobility
of factors are simply not part of the analysis. Put differ-
ently, the approach of geographers is too ‘partial equi-
librium’ whereas we need a more ‘general equilibrium’
focus (though Storper 1997 is an exception). Second,
geographers do not usually quantify their indings and
have a tendency to shy away from policy discussions
(Markusen 2003). The purpose of our work is instead to
provide policy-relevant quantifications of the costs and
benefits of clusters.

Finally, economists have showed some renewed inter-
ests in issues surrounding the location of economic activ-
ity. This new impetus can be traced back to Krugman
(1991) on the theory side and Glaeser et al. (1992) on
the empirical side. The economic analysis of cities and
clusters is mostly concerned with assessing the benefits
of concentration of economic activity and clustering as
they happen in the ‘real world’. Even though this litera-
ture on the evaluation of agglomeration economies has
interesting implications for economic policy, it does not
offer to date an evaluation of cluster initiatives. What
this body of work actually does is to broadly confirm the
starting point of cluster policies: clustering brings eco-
nomic gains. [n particular, firms’ petformance improves
when they are located close to other firms in the same
sector. However, these gains are modest. Our analysis
of the French case confirms both the existence of gains
from clustering and the fact that they are quantitatively
modest. Importantly, the fact that gains from clustering
exist is a necessary but not a sufficient condition to



