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7. Cluster Development in Two Hungarian Regions —ugcess and
Challenge

Maté Pecze

The Hungarian government supports and financeshi®icreation of business clusters since 2000. The
Pole Programme outlines four consecutive phasetuster development and provides the framework
for cluster subsidies in Hungary for the years 2@043. Regional calls for proposals supporting the
clustering processes were open in 2008 and 201i. ddper addresses how the Hungarian clusters
performed on these calls as well as how many ckistere able to submit project proposals and to
begin the program’s development process? It isréstiing to observe also the willingness of local
companies to submit cluster projects: is there atifference between regions in terms of
submitted/approved projects? Statistics on the #tddrand approved projects in North Hungary and
North Great Plain indicate that company cooperatamuld only submit projects for thé' tr the so-
called “start-up” cluster phase. While currentlyaxining the applicants’ activity, today it seematth
the majority of the clusters cannot deepen thepesation and meet the requirements of th& 2
phase — or at least not the way it was plannedhm governmental programme. The preliminary
results of interviews reveal the reasons why chasiel not apply for the™ phase of clustering.

Keywords: cluster, initiative, failure, developmestages, financing, call for proposal, willingness,
Pole Programme

1. Introduction

Governmental support for clusters has existed dimedeginning of 2000s when the
Széchenyi Plan and later the National Developmé&nt Rere launched and provided the first
financial assistance to build clusters. The Natidevelopment Plan was the first National
Strategic Reference Framework and was consistehtttwe EU financial periods. This was
followed by the second, the New Hungary Developniah between 2007-2013 providing
much larger source of financing than the previgamework: theoretically providing 26.5 bn
EUR during the 7 years of the programming period2010 the programme was slightly
changed and renamed to New Széchenyi Plan. Theatoerprogrammes of these
development plans (co-financed by the EU) providarfcial source of cluster supporting
measures in Hungary. These measures are non-rélengeants provided through call for
proposals The Pole Programme — started in 2007 — was tise domplex framework of

! By the time this article was edited (April 2013) call for proposals was available for clusters, iew calls
are expected to open in the new programming pérad 2014.
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cluster policy and strategy in Hungary, which defira four-staged development programme
for governmental cluster support. Until 2013, nal+#t@rm or ex-post evaluations were done
on the Pole Programme and there is little datecatdig how the financed clusters operate
and develop. Did the money serve the intended peddhis paper examines the questions

and problems appeared after the cluster call fopgsals opened in 2007.

2. Cluster development in the Pole Programme

The Pole Programme included increased resourcesliéeelopment of clusters and
cluster members than previous programmes. It ioted an accreditation process for
selecting and qualifying clusters, and a speciél (ffole Programme Office) dedicated to the
programme implementation was set up as well (MAG220

Four phases of cluster-development were definethenProgramme: start-up clusters,
developing clusters, accredited clusters and pwievation clusters. The features of each step

are shown in Figure 1.

Figure 1The four stages of cluster development in the Pobgramme

. . Pol \
Start-up Developing Accredited oe \
innovation )
clusters clusters clusters
clusters
Supported Cluster Cluster No financial Services,
activities management, management, support investments, joint
joint services joint services, centres
investments
Subsidy for the EUR EUR 0.2-0.8 M No financial EURG6-17TM
approvedclusters  0.06-0.2M support
Approx.no. of 150-200 50-100 25-50 5-15
approved clusters
Aim Give opportunity  Supportto Accredited clusters Complex
toeach the active get eligiblity for infrastructure
initiatives cooperation otherspecialcalls  development
Selectioncriteria  No strict Export, high Export, complex
criteria valueadded economic criteria
focus

Source:author’'s own construction based on Pole ProgramffieeO

There were no strict criteria to apply for the stgr cluster, it was easy to meet the
requirements (max amount of subsidy: 0.2 M EUR)t &usters applying for more subsidy
(max 0.8 M EUR) in the developing type had to utedex a joint investment. Fulfilling the
criteria of the & step and acquiring the title “accredited innovatiuster” did not mean
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financial support — the point of accreditation w@srecognize those clusters that are over the
start-up and developing phase and operating suodgsfor years, and qualifying them
eligible for special subsidy programmes” (MAG 201Phe pole innovation cluster phase, the
4" step, was not implemented.

The government used the Pole Programme to supperformation of clusters with
direct financial support and from that process dleothhe best of them with the accreditation
process for a highly scaled, complex infrastructdeselopment programme for the future.
The grants on the first two levels (start-up andetteping clusters) were financed from the
Regional Operative Programmes, meaning that theergavent separated budget for each
NUTS 2 level regions, from which the regions opettegir own cluster call for proposals.
The intermediate bodies are regional organisatimtghe budget and the managing authority
is a national level entity — the latter decideslmapproved projects as well. The start-up and
the developing cluster calls were twice announcethé seven Hungarian regions: in 2008
and 2011.

As previously mentioned the accreditation proceas wrganized on national level. If a
cluster had been accredited, it acquired eligipfiir special technology development call for
proposals in the Economy Development Operative rarome dedicated to accredited
clusters or to their members. In some special caseaccredited cluster member could get
bonus points during the evaluation process, thysaming approval consideration. The title
“accredited innovation cluster” expired automaltigalfter 2 years, and the clusters had to
apply for it again. The "4 stage, the “pole innovation cluster” step was @lated, but not
opened for the application process. Important te rie that in 2011 a new, 4" Gtage of
cluster development was announced: the companyecatbpn. Group of companies in this
stage could get subsidy for joint investment areté¢hwere no need to justify the cluster-like
operation.

The Pole Programme was started in 2008: the falsfar proposals was announced and
since that time the accreditation call has beerimoously open. 3 years after the initial call
(in 2011), as already mentioned, a second rounduster calls was opened.Using a wide
cluster definition, the start-up call was to givehence for each cluster initiative in the region
(that defines itself as cluster) to set up a mamayé organisation, introduce services and
build databases. Special rules applied: Thoseerkishat were approved as start-up in 2008
were not eligible to apply as start-up in 2011 agdf a cluster was approved as developing
in 2008 it could apply for developing again in 20biit not for lower level phase (start-up).

The accreditation level (3 had no similar rules: it was opened for all typéslusters.
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3. Questions and answers

My research focuses on the preconditions of crgatiosters, and examines if these
conditions exist in Hungary and if the subsidiesh& Pole Programme were the appropriate
tools to develop clusters.

My concerns regarding the Hungarian cluster develyg measures can be articulated
through three hypotheses:

1) Hungary lacks important preconditions defined iteinational literature to develop
successful clusters.

2) Therefore the start-up and developing cluster eafiee not efficient, in most cases did
not result in well-functioning, successful clusters

3) The newly set up clusters could not proceed tonthd development stages defined in

the Pole Programme.

Interviews and questionnaires will be organizedhwpblicy makers and practitioners on
national and regional level to verify the first logpesis.

In order to verify the second hypothesis | haven@rad the result of cluster call for
proposals in two regions: North Hungary (hereirraitel) and North Great Plain (NGP), and
presented as a short statistical analysis. Theinggoterviews and a regional questionnaire
will provide answer to the question on which clustare successful and functioning well
from the above.

The results of the third hypothesis are the wiltiegs of submitting proposals in the two
regions — shown in Table 1 — and the cluster ldthp summarized in Table 3. These figures
show that only a few clusters could proceed tonikye development stage defined by the Pole

Programme.

4. Statistical analysis on the willingness of clust creation in the two regions

After analysing thesubmittedprojects for the two cluster calls for proposal\iH and
NGP, we can select areas more willing and readycdoperate than others. These
concentrations may have the critical mass of comegamone factor often mentioned in the
literature as one of the most important criteria ¢tustering processes (e.g. in Andersson
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2004, OECD 2005, Ecotec 2003). The most import&sults indicated by the spatial
distributiorf are the following:

The spatial relation was studied based on two &spg€l) place of implementation of
the cluster project; (2) company seat of the clustember organisations. (1) The weight of
the two region centres Miskolc and Debrecen citgtiStics show that in 2008 53% (19 pcs)
of submitted cluster projects in NH were from Mikkand 38% (12 pcs) were submitted in
2011. The NGP region, Debrecen, has less weigt2008 40% (8 pcs) and in 2011 29% (4

pcs) of submitted projects had Debrecen as thénasigmplementation (Table 1):

Table 1Number of cluster member organisations and theaggaphic concentration
according to the submitted cluster project (pcs, %)
North Hungary North Great

(NH) 2008 2011 Plain (NGP) 2008 2011
total number of total number

cluster 506 100.0% 504 100.0% of cluster 392 100.0% 279 100.0%
members members

fromwhat NH 415  82.0% 329  65.3% f,\rl‘é”; what 350 89.3% 232 83.2%
other region 91 18.0% 175 34.7% other region 42 7%0 47 16.8%

Miskolc® 164 32.4% 100  19.89 Debreéen 113  288% 71  25.5%
Egef 29 57% 51  10.1% Szolnbk 19 48% 16 5.7%
Salgoétarjan 11 22% 12 2.4% Nyiregyhdza 55 14.0% 35 12.5%

Source:author's own construction. Data gathered by thel kpermission of the North Hungarian
Regional Development Agency and the North GreahMagional Development Agency.

The following conclusions can be drawn:

- In NH many more clusters but with a smaller siesglcluster members) had submitted
projects than in NGP: 36 and 32 submitted clustejept in NH, with 15 number of
members in average in both years. NGP had 20 amdad]dcts, with the average size of
19-20 member organisations.

—  Cluster members stayed inside the region: In NHptloportion of extra-regional cluster
members were only 18% in 2008, but increased to B62011. In NGP this ratio was
11% and 17%. The increase means that the clustdt®e second call have a larger

regional distribution of member organisations inho@gions.

2 Limits of the methodology: cluster members wetevatd to participate in more than one cluster, Ititl not
differentiate between them. For example: If a comyphad membership in 3 clusters (not common) it was
counted three. Because of this methodology therdgueflect the number ohembershipgather than the
number of real business or public entities. Newaetss, there were very few organizations (espgciafiearch
centres or universities) that had member statasare than one cluster.

3 Cities in North Hungary region

* Cities in North Great Plain region
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No foreign members: the four call (2 years, 2 rag)oresulted 1681 cluster members
altogether in the submitted projects, but there waly one entity from abroad: an

organisation from Hurbanovo (Slovakia) in 2008.

Cluster members were less concentrated in the meggatres in 2011 than in 2008: In
2008 Miskolc had 32.4% and 19.8% in 2011, while l@ebn had 28.8% and 3 years

later 25.5% of cluster members of their own region.

5. Examining the established clusters

The start-up, developing and accredited stages defieaed as consecutive steps of

cluster development in the Pole Programme: theldpieg calls targeted to support the best

start-up clusters, the accreditation were to sdleetbest performing developing clusters.

However, in practice this did not work.

1)

2)

3)

Only a few cluster have submitted project ideastter developing level (Table 2). In
NH 13 start-up clusters were approved and recesubgidy in 2008, but only 3 of them
have applied for the developing stage in 2011. Meee one of them was rejected.
These numbers are more considerable in NGP: notedfO start-up clusters were able
to submit project in 2011.

Thus, the second round of cluster calls (2011)raitisupport the already established
clusters in 2008. Instead, financial resources we® again invested in the brand-new
cluster initiatives. In NH there were 20 finangyadlupported cluster initiatives and only
3 of them have submitted project and 2 were appr¢¥€%) in 2011. In the second call
29 new cluster initiatives applied for subsidy, @lthese applicants were approved.
NGP had 14 approved projects in 2008, no one apg@gain in 2011, but 11 new
cluster initiatives were approved out of the 14msiited. It is important to note that the
amount of subsidy for which the submitted projesgpplied was only the half of the
available regional cluster budget.

Four clusters had managed to be accredited in NBBIB. one of them was previously
start-up cluster in 2008, other two clusters hasxen applied for the start-up nor for the
developing stage. It happened that a cluster ctulfidl the accreditation criteria even

though its start-up project proposal was rejected.
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Table 2The number of submitted and approved cluster pteja North Hungary and in
North Great Plain

2008 2011 No. of
. cluster development :
region stage approved approved accredited
9 (submitted) (submitted) clusters*
company cooperation - 2(2)
start-up: 13 (32) 17(25)
Hgghar developing: 4 (4) 4 (5) from which 2
gary pIng: former start-up: 2 (3)
other clusters that -
; 0
have never applied
vallalati egyittm.: - 0 (0)
o start-up: 10 (16) 9 (12)
North Great -
: — 2 (2) from which Qrrx
Plain developing: 4(4) former start-up: 0
other clusters that e
have never applied

Source: author's own construction. Data gathered by thed kbermission of the North Hungarian
Regional Development Agency and the North GreahMagional Development Agency.
Note *clusters that have at least one successful ditat®n, **preliminary assessment, **two
of them never applied for the start-up or develgstage, the third has applied for start-
up but was not approved.

| am organizing 10-15 personal interviews with oa#il and regional policy makers,
researchers and practitioners. The first threevid@es have already taken place and confirm
my hypothesis: in several cases the results ohbltwe mentioned non-refundable financial
subsidies are not bottom-up cluster initiatives bat groups of organisations where the
composition of the group has been tailored exaitlythe requirements of the call while
missing real cooperation and connection betweenmigsnbers. As an example, this is
supported by the results of the interview with Mité? KelleP, who underlined: the reason
why we cannot find more clusters with developingg# project is that only 10-15% of the
approved clusters in 2008 wanted to develop aalusthers used the cluster only as a tool to

get the financial subsidy.

®> Manager of the Cluster Development Office, MAG. Zrt
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Table 3Cluster life paths in North Hungary region in terof the Pole Programme cluster

development phases

2008 2009 2010 2011 2012 201
Bioenergetikai Innovaciés Klaszter
Dél-Borsodi Egészségiigyi-Szocialis Klaszter
Egerfood Elelmiszerbiztonsagi és
Technoldgiafejlesztési Klaszter
ENIN Koérnyezetipari Klaszter A A A A
Eszaki Varak Utjan Idegenforgalmi Klaszter
Eszak-magyarorszagi Energiabiztonsagi Klaszter
Eszak-magyarorszagi Informatikai Klaszter A A A A
Eszak-magyarorszagi KKV Innovacios Szolgaltato
Klaszter
Eszak-magyarorszagi Logisztikai szolgaltato Klasz
Eszak-magyarorszagi dnyagipari Klaszter
Geotermikus Klaszter
Gépgyartoi, Beszallitéi és Technoldgiai Fejlesztési %//7/%//
Klaszter _ % 4 %
HUNSPACE MagyarUripari Klaszter
Magyar Anyagtudomanyi és Nanotechnolégiai
Klaszter
% NOHAC Eszak-magyarorszagi Autdipari Klaszter
2 | Okoland Kérnyezetipari és Hulladékgazdalkodasi
£ |Klaszter
£ Z06ld Utak Turisztikai és Vendéglatasi Klaszter i I '
S [Hevesi napelemesdmi telepités T
= | Amarant Innovacios Klaszter
‘» | COREPLAST Mianyag Ujrafeldolgoz6 Klaszter
% Egri Borészfati Klaszter
3 | ENALTER Eszak-Magyarorszagi Alternativ
© | Energetikai Klaszter
Energetikai-, Gép- és Acélszerkezetgyarto- és
Mechatronikai Beszallitd K.
Eszakkelet-magyarorszagi Klaszter a husipar
biztonsagaért
EMAFA Eszak-Magyarorszagi Faipari Klaszter
Eszak-magyarorszagi megujulé energiaparkok klagzter

Eszak-magyarorszagi Turisztikai Innovacios Klaszter

GOmor-Tornai Hagyomanyos Termék- és
Szolgaltatasfejlesztési K.

Hangya 2010 Eszak-magyarorszagi gazdasagfeile
Klaszter

szt

Infostrada Klaszter

Miskolc Belvarosi Gazdasagfejle§Zlaszter

NAUTILUS Klaszter

Optimalizalt Iroda Klaszter

Orszagos Megujul6 Energia Klaszter

Tudomany és Innovécid a fenntarthatdgént klaszter,

Zempléni Helyi Termék és Szolgaltatas Klaszter

company cooperation: 17222

start-up

developing

accredited A

Source:author’s own construction

3
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Table 4Cluster life paths in North Great Plain regiortenms of the Pole Programme cluster

development phases
2008 2009 2010 2011 2012 201B

Elss Magyar Szamviteli és AdoszakérKlaszter
Eszak-alf6ldi Informatikai Klaszter

Eszak-Alf6ldi Regionalis Elelmiszer-Innovacios
Klaszter

Eszak-Alf6ldi Regionalis Elelmiszerlanc-Innovacios
Klaszter

Eszak-alfoldi Termal Klaszter

Innostrada Eszak-alféldi Regionalis Innovacios
Kompetencia K.

Innovativ Turizmus Klaszter

Kabai Zoldipari Klaszter

Létesitményenergetikai Klaszter

Plan-Net.hu Epéipari Mérnoki Hal6zati Klaszter
PRIZMATECH Debreceni Niszergyart6 és Fejlesit
Klaszter

Roéna Juh Klaszter

Szilicium Me# Regionalis Informatikai Klaszter A A A A
Zahony Térségi Logisztikai Klaszter

Alfoldi Elektronikai klaszter

Els Magyar Digitalis Tartalomszolgéltat6 és Online
Marketing Innovacios K.

Laszlé Karoly Gépipari Klaszter

MSE Magyar Sport- és Eletmodfejle$xlaszter
Szabolcsi Alma Klaszter

Szatmar-Beregi Helyi Termék Klaszter
TEneHI - Termalenergia Hasznosité és Innovacios
Klaszter

Zo6ld Aramlat Megujul6 Energetikai és Innovacios
Klaszter

Z06ld Technoldgia Klaszter

Pharmapolis Innovativ Elelmiszeripari Klaszter

clusters in North Great Plain

>|>

Termdl Egészségipari Klaszter A A
PHARMAPOLISZ Debrecen Innovativ
Gyaogyszeripari Klaszter A A A A A
company cooperation: V27777
start-u
develorp))ing
accredited A

Source:author’s own construction

The three interviews indicated that the originad appropriate aim of the Pole
Programme was to give a chance to as many orgemsads it is possible to initiate and to
develop a cluster, but the intervention and thauireqents of the calls resulted in non-
sustainable clusters. The logic the programme tsedvard subsidies and to operate would
have been more helpful if well established clustératives had already been operating in
Hungary with years of cooperation between the mesbe
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According to Mr Attila Nyiry the whole cluster subvention framework was designe
to foster only a certain type of cluster, and thiss not favourable because other types of
clusters (without significant export capability, EMnembers or research orientation) were
excluded from the programme while the new clustératives were indirectly forced to set
up their team in conformity with the requiremergganyi (2008) predicted similar problems.
Moreover, the four stages of the cluster develogroenception were not readily adaptable to
the cluster life cycles in Hungary, as there waspraxtice for cluster-like cooperation, nor
need for subsidies to finance joint investmentstamt-up clusters.

Another important question during the interviewsd ghe work on the statistics of
cluster projects was the following: Why were theoefew clusters applying for development
stage call in 2011? Why were the start-up clustétbe 2008 call not able to submit a project
proposal for the development stage call in 2011€ dibster life paths and development are
shown in Table 3 and Table 4.

Two interviewees gave me the same answer thatigieel:

- If a cluster submitted a project to the developneatl the mandatory joint investment
would put too many administrative burdens ontodbmapanies concerned, and the term
joint investmentind clusteris not well defined and elaborated in the Hungaftegal
regulation.

—  The cluster members (companies and others) coulfintba good solution as to handle

the preceding problem because of the low levelusittoetween each other.

Table 4. denotes that there were only 4 clustethenwo examined regions that had
approved projects in both of the calls. It is tle&lopment path of the North Hungarian IT
Cluster and the HUNSPACE Hungarian Space Clustath(highlighted in bold and italic)
which reflect the best the Pole Programme conceptizese initiatives started as start-up
cluster in 2008, continued as developing clustezdml, and the IT cluster was accredited in
2010.

6. Conclusion

Based on the statistics on submitted and approlustiec applications in the two regions
| found that the Pole Programme financed several dester initiatives. In terms of the

® Executive officer of NORRIA North Hungarian Regarinnovation Agency Nonprofit Ltd.
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spatial distribution, the most of the applicantmedrom the relevant regions; there was only
a small fraction of was extra-regional organisatigNH: 18%, NGP: 11%). In 2011 this
concentration was weakened. The share of regoamdte cities is high, but this decreased in
both regions on the call opened in 2011. The appticlusters (except one) had no members
from foreign countries.

Generally 87% (27 out of the 31) of the newly fodratusters approved in 2008 from
North Hungary and North Great Plain did not proceadhe predefined development path of
the programme. According to the 3 interviews, th@mreason was the a) mandatory joint
investment required on the second stage of clasteelopment (there were no local need for
such a support), b) the strong requirements foti@pygs to have innovation and research
profile and c) the missing strong links and trustiieen the cluster members.

My future study is to continue the interviews tgpart or refute the statements above,
to collect direct information from companies, ara ibvestigate what happened to the
remaining clusters that applied only in 2008 or 2y completing the previously mentioned
interviews and a questionnaire with cluster mamageam seeking to answer whether
circumstances are suitable for cluster-based ecgm@velopment in Hungary, which clusters
are functioning well and prospering despite thebfgms outlined in this study, and what kind

of intervention do the Hungarian cluster initiasweeed to be successful.
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