International Scientific Journal Innovative Economics and Management

_ _ . htpp://iem.ge
E-ISSN:2449-2604 editor@iem.ge Vol 10 No2. 2023

(]

Tinatin Lomsadze

E.mail: Tinatin.lomsadze184@eab.tsu.edu.ge
Master of Economics,

Ivane Javakhishvili Thilisi State University
Thilisi, Georgia

ORCID ID: 0002-0009-1190-6353

CLUSTER DEVELOPMENT ECONOMIC POLICY IN GEORGIA

Abstract: Since the second half of the 20" century, many works have been devoted to the process of
agglomeration of industries and the economic benefits obtained from it. The concept of an industrial
district appears for the first time since 1890, when Alfred Marshall calls this term a geographical
concentration of specialized industries in the territory of a region. In industrial districts, industries apply
vertical integration, create subsidiary industries and specialize according to individual branches of the
economy. Geographical concentration of specialized industries can be accompanied by additional
economic benefits, through the reduction of production and transportation costs. Convergence effect
makes possible the formation of various educational and cultural institutions around the industries, as
well as the development of entertaining, recreational, residential spaces and etc. Finally, the process of
localization becomes the reason for the formation of such a structural-dynamical entity as an urban
agglomeration. As a rule, one or more scientific-research centers are located in urban agglomerations
and knowledge and innovations are spread in horizontally integrated industries. In such conditions, the
development of "creative industries” takes place. The area where "creative industries” are developed is
referred to as "creative region”. In "creative regions" the convergence effect combines knowledge and
innovation, which creates a completely new dimension for industrial development. Michael Porter,
professor of Harvard University, focuses on the importance of the effect of convergence in the spread of
knowledge and innovation in industries. Professor Porter proposes a diamond rule for industrial
competitiveness, which is based on the dissemination of knowledge and experience accumulated in
educational institutions and scientific-research centers and in this process state institutions, central
government and local self-government play a key role. In this way, a Triple Helix model of cooperation
is created, which Professor Porter calls a diamond of competitiveness, or a Cluster in another way.
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Introduction and Literature Review.

Since the second half of the 20th century, there has been a particularly intensive spread of scientific
and technical progress (Belussi & Caldari, 2008). The main reason for the mentioned event is usually the
rapid development and growth of natural, technological and human resources. Through technological
progress, the possibilities of efficient utilization of resources have become diverse and as a result,
enterprises, industries and sectors of the economy as a whole have become competitive and achieve
success in their economic activities (Belussi & Caldari, 2008).

By the end of the twentieth century, the entire scientific world witnessed the unprecedented scale
of industrialization that developed in China and became known as the Chinese miracle (OECD, 2023;
The WB, 2023; WEF, 2023; IMF, 2023). Since 1992, China has started the process of creating free
economic zones, which should bring additional benefits to the country's economy. The creation of
favorable legislation for industrial development and, first of all, cheap labor, led to the mass concentration
of industries in the Chinese provinces. Convergence effect created as a result of the concentration of
industries allowed these industries to achieve economies of production scale (OECD, 2023; The WB,
2023; WEF, 2023).

In addition to economic growth, the direct result of the industrialization process is the
development of urban agglomerations at an unprecedentedly fast pace (UN, 2023; UNDESA, 2022;
UNDP, 2023). By 2030, the world is predicted to have 43 urban agglomerations with more than 10
million inhabitants, most of them in developing regions. However, it should be noted that some of the
fastest growing urban agglomerations include cities with less than 1 million inhabitants, most of which
are located on the Asian and African continents (UN, 2023; UNDESA, 2022; UNDP, 2023). As a rule,
urban agglomerations are sources of scientific and technological progress. Industrial sectors in urban
agglomerations are distinguished by their creativity and diversity (Dervojeda, Nagtegaal, Lengton, &
Datta, 2013). "Creative industries" create "creative regions" as a result of the increase in the diversity of
urban economic activities. In this direction, Finland is an unrivaled country in the world (Altonen, 2007;
Chapain, Cooke, De Propris, MacNeill, & Mateos-Garcia, 2010).

With the spread of innovation and knowledge, knowledge-based economic (KBE) development
begins, which leads to the improvement of the competitiveness of enterprises, industries, economic
sectors and the region as a whole (Chapain, Cooke, De Propris, MacNeill, & Mateos-Garcia, 2010). Since
the 1980s, Professor Porter has been proposing a specific way of knowledge-based economic
development, the cluster concept (Porter, 1998; Porter, 2001; Delgado, Porter, & Stern, 2014; Delgado,
Porter, & Stern, 2012; Delgado & Porter, 2021).

The Cluster's Triple Helix structure brings together scientific research centers, state institutions
and industries, the result of which is knowledge-based economic development (Persson, Sabanovic, &
Wester, 2002; Solvel, 2008; Solvel, 2009). Within the Cluster's Triple Helix structure, the ongoing
knowledge-based economic development process creates cluster dynamics, resulting in the introduction
of innovative technologies into the industries' economic activities (Solvel, Lindqvist, & Ketels, 2003).

28


mailto:editor@iem.ge
https://iem.ge/ojs/index.php/journal/home

International Scientific Journal Innovative Economics and Management

_ _ . htpp://iem.ge
E-ISSN:2449-2604 editor@iem.ge Vol 10 No2. 2023

(]

Economic development based on knowledge makes it possible to achieve the maximum level of welfare
of the society in the conditions of limited resources. Today, available statistical data and ratings on public
welfare show that the most successful Cluster Development Economic Policy model is in the Nordic
countries (Altonen, 2007; Burger, 2015; Klasova, 2015; Korobani¢ova, 2015).

Due to the fact, that Georgia belongs to the group of small countries and at the same time aspires
to Euro-Atlantic integration, it is desirable to develop the same model of Cluster Development Economic
Policy in Georgia, as the Nordic countries have. According to this, sharing the experience of the Post-
Soviet Baltic countries will also be very useful for Georgia in the mentioned direction. Countries in which
knowledge-based development is taking place are universal welfare states, where society has the highest
level of welfare. Such countries include developed countries, among which the Nordic countries are
leading (Sachs, Lafortune, Kroll, Fuller, & Woelm, 2022). The reason for the Nordic countries' success
over the years has been knowledge-based economic development. Nordic countries are a clear example
of how clusters improve a country's competitiveness (Burger, 2015; Altonen, 2007; Klasova, 2015;
Korobanicova, 2015).

The Nordic countries are the closest to achieving the UN's Sustainable Development Goals (17).
Finland is the leader among them, with 86.5% of the goals implemented and 13.5% remaining. Then
comes Denmark, Sweden and Norway, which are slightly behind Finland (Sachs, Lafortune, Kroll,
Fuller, & Woelm, 2022).In the Nordic countries, it became possible to create universal welfare. This is
manifested in the improvement of people's living standards, which means free education and health care,
social security, including pensions and social insurance, opportunities for decent employment, self-
realization and e.t.c. (Sachs, Lafortune, Kroll, Fuller, & Woelm, 2022).

The process of knowledge-based economic development in the Nordic countries, began in 1947
during the Post-World War Il crisis, within the American State Secretary, George Marshall's framework
plan for the Reconstruction and Development of Western Europe (EBRD, 2023; EC, 2023; EU, 2023).
Within the framework of the Marshall Plan, the restoration of scientific and research centers and the
establishment of educational institutions began for the first time (EBRD, 2023; EU, 2023; EC, 2023). 2
years after the implementation of the Marshall Plan, the North Atlantic Treaty Organization (NATO) was
created. The North Atlantic Council is chaired by Norway. An organization is a military and political
union that has its own goals and objectives (NATO, 2023).

In 1988, in connection with the 900th anniversary of the University of Bologna in Norway, 382
universities adopted a joint charter aimed at creating a single European space for higher education (EUA,
2023). After the establishment of the Nordic Council in 1991, the irreversible process of development of
state institutions in the Nordic countries begins. This process included the development of systems and
bodies of self-government characteristic of democratic governance (Altonen, 2007; Burger, 2015;
Klasova, 2015; Korobanicova, 2015).

In 1992, the European Union was established on the basis of the Maastricht Treaty, and in 1993,
a summit was held in Copenhagen, the capital of Denmark, where the political, economic and
environmental criteria for association with the European Union were adopted. Association criteria are
also referred to as Copenhagen criteria (EP, 2023; EC, 2023). The Copenhagen criteria are a framework
of UN declarations, including the Millennium Challenge and Sustainable Development CITATION
UND22 \I 1079 Consept (UNDESA, 2022). Sustainable Development Concept contain Political,
Economic and Environmental Goals.

There are 17 Goals overall. Political Goals are: 1) Peace, Justice and Strong Institutions; 2)
Partnership for The Goals; Economic and Social Goals are: 1) End of Poverty and Hunger; 2) Good
Health and Well-Being for Everyone; 3) Quality Education for Everyone; 4) Gender Equality; 5) Decent
Work and Economic Growth; 6) Industry, Innovations and Infrastructure; 7) Reduced Inequalities; 8)
Responsible Consumption and Production;Environmental Goals are: 1) Clean Water and Sanitation; 2)
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Affordable and Clean Energy; 3) Sustainable Cities and Communities; 4) Climate Action; 5) Life below
Water; 6) Life on Land. The object of the research is the study of the importance of the cluster
development strategy in increasing the competitiveness of the country. And, the subject of research is
the cluster development strategies of those countries that have achieved the greatest success in this regard.
Based on the formulation of the research goal, the research uses analysis and synthesis, induction and
deduction, historical and logical, comparison and other methods.

As a source of statistical and methodological information, the research uses publications and official
websites of international organizations, as well as scientific works and thematic Internet resources. In
addition, the materials used in the work are obtained from international agreements and strategic
documents.

Methodology

The Nordic countries have always been in the lead in terms of compatibility with the Copenhagen
criteria, as evidenced by their economic indicators and the level of social and political stability. Nordic
countries have been leading the Human Development Index ranking for years. In the 2022 Sustainable
Competitiveness Index ranking, the first four countries include the Nordic countries: Finland (86.5),
Denmark (85.6), Sweden (85.2) and Norway (82.3). Estonia (82) ranks tenth in that ranking.

Administrative Regions in Nordic Countries are specialized according to Political, Economic and
Environmental Goals of Sustainable Development. In Finland, Sweden, Iceland and Denmark, Self-
Governments are responsible for achieving these goals until 2030. In Norway there are specialized
Centers of Expertise on national and global levels, which are supposed to improve achievements of the
goals.

The territory of Finland involves five City Clusters, which are capable to develop "Creative
Industries" at first and then “Creative Regions”, where the diversity of urban economic activities is very
increased. Each of the administrative regions of Sweden, Iceland and Denmark are Regional Clusters in
the same time. Sweden and Iceland have 8 Regional Clusters. Denmark has 6 Regional Clusters, which
are called "Regional Growth Forums". Norway has not Cluster development strategy on the regional
level.

The Nordic Countries has successful experience of Cluster Development, which is repeatable by
Baltic Countries. Baltic Countries are Post-Soviet Countries as Georgia, but they are much more
advanced by knowledge-based economic than our country.

Baltic Countries has Cluster Development "Triple Helix" model. Estonia has 4 Regional Cluster,
one of them is Tallinn Cluster, the capital city cluster (Jiirgenson, 2007). Lithuania has Vilnius Cluster,
the capital city cluster and Latvia also has Riga Cluster, the capital city cluster. Baltic Countries are
specialized by bio-science, ICT, forestry and maritime (Vangas, 2007).

The Nordic countries have the highest human development index, which is due to the level of
income, average life expectancy and, most importantly, the expected duration of education. Baltic
countries follow the experience of the Nordic Countries, which was reflected in the increase of human
development index and income level of these countries.
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Fig.1. How is it possible to be increased GDP per capita by Cluster Development " Triple Helix"
model in Nordic and Baltic Countries
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Fig.2. How is it possible to be increased Human Development Index by Cluster
Development "Triple Helix" model in Nordic and Baltic Countries
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Results
It will be useful for Georgia to share the experience of the Baltic Countries, in terms of
specialization by the sectors of the economy, improvement of the quality of education and strengthening
of state institutions. The Baltic Countries already have significant successes in knowledge-based
economic development. Georgia has very good opportunities for knowledge-based economic
development, as evidenced by the Human Development Index of Georgia, which is 0.812 as of 2022.
Also, GDP per capita has increased and amounts to 6,769.73 USD.

The structure of sectors of the Georgian economy has also changed. In 2022, significant growth
was observed in certain sectors of the economy. From the second half of 2021, the post-pandemic crisis
recovery of economic sectors began, they returned to pre-pandemic levels and, in addition, they increased
the volume of output.

Georgia has joined the Bologna process since 2005. Thilisi State University plays the biggest role
in terms of harmonization with the European education system. Thilisi State University implements
Erasmus and Erasmus + exchange programs, and it is among the best universities in Europe. Taking this
into account, the capital of Georgia, Thilisi, has significant opportunities to become an economic and
scientific hub.

Clusters in the Nordic Countries are specialized in education, health care and social welfare,
which ensures that society is satisfied with all the resources necessary for human development. The Baltic
Countries are also moving away from the Nordic Countries and prioritize the development of such sectors
of the economy, which are based on knowledge, among them are bioscience, forestry, industry,
agriculture, transport, maritime and tourism.

As we have already mentioned, it is useful for Georgia to share the experience of the Baltic
Countries on the path of European integration, therefore, those branches of the economy, which are a
priority in the Baltic Countries, should become a priority in Georgia. As of today, the government of
Georgia has declared tourism and agriculture as priority sectors of the economy. Also transport, maritime
and construction.

The crisis caused by the Covid-19 global pandemic has taken a heavy toll on tourism revenues,
which have actually declined by more than 90%. From 2021, the recovery of tourism began, and in 2022
there was a 60% recovery of tourism. The global pandemic affected other sectors of the economy as well,
however, from the second half of 2022, these sectors also began to return to normal levels.

Fig.3. How the structure of sectors of the Georgian economic was looking during the peak period
of the global pandemic crisis.
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Source: Ministry of Economics and Sustainable Development of Georgia, 2023

Fig.4. How the structure of sectors of the Georgian economic was looking in the end of 2022
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Fig.5. How is going on the process of interesting in Natural Sciences and spreading of
knowledge in Georgia
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Despite the positive trends in the economy of Georgia, the development of science-intensive
fields such as information and communication technologies, bioscience, medicine and other industries
are under question. However, the government, within the framework of the strategy of renewed regions
adopted in 2021, announced the development of artificial intelligence, biosciences and other scientific
fields as a priority.

Conclusions

The purpose of the study is to show that the economic policy of cluster development has no
analogues in terms of improving the standard of living of the society and it is unprecedented in its social,
political, economic and environmental characteristics. For this purpose, in the research we have studied
the indicators of the income level and the human development index of the Nordic and Baltic countries.

As can be seen from the graphs, the indicators are arranged in order of growth, which shows that
knowledge-based economic development and improvement of the standard of living of society. The
stronger the knowledge-based economic development continues, the better the level of public benefits
are.

Based on this discuss and review, we can reveal some of these following situations:

It will be useful for Georgia to share the experience of the Baltic Countries, in terms of |
specialization by the sectors of the economy, improvement of the quality of education and strengthening
of state institutions;

Georgia has very good opportunities for knowledge-based economic development, as evidenced
by the Human Development Index of Georgia, which is 0.812 as of 2022. Also, GDP per capita has
increased and amounts to 6,769.73 USD;

Georgia has joined the Bologna process since 2005 Thilisi State University plays the biggest role
in terms of harmonization with the European education system;

Such branches of the economy, which are a priority in the Baltic Countries, should become a
priority in Georgia. As of today, the government of Georgia has declared tourism and agriculture as
priority sectors of the economy. Also transport, maritime and construction;

The government, within the framework of the strategy of renewed regions adopted in 2021,
announced the development of artificial intelligence, biosciences and other scientific fields as a priority.
As can be seen from the research, the trends of interesting in Natural Sciences and the process of
spreading knowledge have been unchanged in recent years in Georgia.

Since the second half of the 20th century, there has been a particularly intensive spread of
scientific and technical progress. By the end of the twentieth century, the entire scientific world witnessed
the unprecedented scale of industrialization that developed in China and became known as the Chinese
miracle. In addition to economic growth, the direct result of the industrialization process is the
development of urban agglomerations at an unprecedentedly fast pace. As a rule, urban agglomerations
are sources of scientific and technological progress. Industrial sectors in urban agglomerations are
distinguished by their creativity and diversity. With the spread of innovation and knowledge, knowledge-
based economic (KBE) development begins, which leads to the improvement of the competitiveness of
enterprises, industries, economic sectors and the region as a whole.

Professor Porter proposes a diamond rule for industrial competitiveness, which is based on the
dissemination of knowledge and experience accumulated in educational institutions and scientific-
research centers and in this process state institutions, central government and local self-government play
a key role. In this way, a Triple Helix model of cooperation is created, which Professor Porter calls a
diamond of competitiveness, or a Cluster in another way.

The object of the research is the study of the importance of the cluster development strategy in
increasing the competitiveness of the country. Countries in which knowledge-based development is
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taking place are universal welfare states, where society has the highest level of welfare. Such countries
include developed countries, among which the Nordic countries are leading. Nordic countries are a clear
example of how clusters improve a country's competitiveness.

Clusters in the Nordic Countries are specialized in education, health care and social welfare,
which ensures that society is satisfied with all the resources necessary for human development. The Baltic
Countries are also moving away from the Nordic Countries and prioritize the development of such sectors
of the economy, which are based on knowledge, among them are bioscience, forestry, industry,
agriculture, transport, maritime and tourism.

As we have already mentioned, it is useful for Georgia to share the experience of the Baltic
Countries on the path of European integration, therefore, those branches of the economy, which are a
priority in the Baltic Countries, should become a priority in Georgia. As of today, the government of
Georgia has declared tourism and agriculture as priority sectors of the economy. Also transport, maritime
and construction.

References

Altonen, S. (2007). Country report: Finland. SE Entre, Turku School of Economics. Kristiansand:

European Cluster Obsarvatory.

Belussi, F., & Caldari, K. (2008). At the origin of the industrial district: Alfred Marshall and the
Cambridge school. Cambridge: Cambridge Journal of Economics.

Burger, P. (2015). Cluster Policy in Sweden. In Cluster Promotion and Management: The Current Global
Situation (Vol. I, pp. 199-216). Craiova, Romania: ASERS Publishing.

Chapain, C., Cooke, P., De Propris, L., MacNeill, S., & Mateos-Garcia, J. (2010). Creative clusters and
innovation. NESTA.

Delgado, M., & Porter, M. E. (2021). Clusters and the Great Recession. New-York: Harward Business
School.

Delgado, M., Porter, M. E., & Stern, S. (2012). Cluster, Convergnce, and Economic Performance.
Harvard Business School, Temple University, MIT Sloan NBER. Cambridge: Harvard Business
School.

Delgado, M., Porter, M. E., & Stern, S. (2014). DEFINING CLUSTERS OF RELATED INDUSTRIES.
NATIONAL BUREAU OF ECONOMIC RESEARCH.

Dervojeda, K., Nagtegaal, F., Lengton, M., & Datta, P. (2013). Creative Industries. European Cluster
Observatory.

EBRD. (2023, March 21). European Bank for Reconstruction and Development. Retrieved from
ebrd.com: https://www.ebrd.com/home

EC. (2023, March 22). European Council. Retrieved from Council of European Union, Official web-site:
https://www.consilium.europa.eu/en/european-council/

EP. (2023, March 22). Accession Criteria. Retrieved from European Commission:
https://ec.europa.eu/info/index_en

ErkomaiSvili, G. (2021). Regional Economic Politics. Thilisi: Thilisi State University.

EU. (2023, March 21). European Commission. Retrieved from Official website of the European Union:
https://europa.eu/european-union/index_en

EUA. (2023, March 13). The Bologna Process and the European Higher Education Area. Retrieved from
European University Aassociation: https://ec.europa.eu/education/policies/higher-
education/bologna-process-and-european-higher-education-area_en

Gvelesiani, R. (1993). Small and Medium Entrepreneurship Development Strategy and Culture. Thilisi:
Thilisi State University.

35


mailto:editor@iem.ge
https://iem.ge/ojs/index.php/journal/home

International Scientific Journal Innovative Economics and Management

_ _ . htpp://iem.ge
E-ISSN:2449-2604 editor@iem.ge Vol 10 No2. 2023

(]

HDR. (2023, May 11). Human Development Index (HDI). Retrieved from UNDP:
http://hdr.undp.org/en/content/human-development-index-hdi

IMF. (2023, March 13). International Monetary Fund. Retrieved from An official web-site:
https://www.imf.org/en/Home

Jirgenson, A. (2007). Country Report: Estonia. Krisiansand: European Cluster Obsevatory.

Klasova, S. (2015). Cluster Policy in Norway. In Cluster Promotion and Management: The Current
Global Situation (pp. 137-154). Craiova, Romania: ASERS Publishing.

Korobani¢ova, I. (2015). Cluster Policy in Denmark. In Cluster Promotion and Management: The Current
Global Situation (pp. 53-73). Craiova, Romania: ASERS Publishing.

Lomsadze, T. (2021). Cluster Development Economic Politics. Thilisi: Thilisi State University.

NATO. (2023, March 21). North Atlantic Treaty Organization. Retrieved from nato.int:
https://www.nato.int/

OECD. (2023, March 22). Organization for Economic Co-operation and Development. Retrieved from
https://www.oecd.org/

Persson, M., Sabanovic, A., & Wester, H. (2002). Is cluster theory in need of renewal - Porter's Diamond
revised. Department of business studies.

Porter, M. E. (1998). Clusters and the New Economics of Competition. Cambridge: Harvard Business
School.

Porter, M. E. (2001). CLUSTERS of INNOVATION: Regional Foundation of U.S. Competitiveness.
Washington: Council on Competitiveness.

Sachs, J., Lafortune, G., Kroll, C., Fuller, G., & Woelm, F. (2022). Sustainable Development Report
2022. Cambridge: Cambridge University.

SDGI. (2022, December 26). Measuring progress towards the Sustainable Development Goals. Retrieved
from SDG Tracker: https://sdg-tracker.org/

Solvel, O. (2008). Cluster Ballancing and Evolutionary Forces. Stockholm: Ivory Publishers.

Solvel, O. (2009). Cluster Ballancing and Evolutionary Forces. Stockholm: Ivory Publishers.

Solvel, O., Lindgvist, G., & Ketels, K. (2003). Cluster Initiative Green Book. Stockholm:
IvoryPublishers.

The WB. (2023, March 21). The World Bank. Retrieved from worldbank.org:
https://www.worldbank.org/en/

TI. (2023, March 21). Transparency International. Retrieved from transparencyinternational.org:
https://www.transparency.org/en/countries/georgia

UN. (2023, March 21). United Nations. Retrieved from uno.org: https://www.un.org/en/

UNDESA. (2022, December 26). UN Department of Economic and Social Affairs; THE 17 GOALS.
Retrieved from The 2030 Agenda for Sustainable Development: https://sdgs.un.org/goals
UNDP. (2023, March 21). United Nations Development Program. Retrieved from undp.org:

https://www.undp.org/
Vangas, A. (2007). Country Report: Lithuania and Latvia. Kristiansand: European Cluster Observatory.
WEF. (2023, March 21). World Economic Forum. Retrieved from wef.org: https://www.weforum.org/

36


mailto:editor@iem.ge
https://iem.ge/ojs/index.php/journal/home

