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Perspectives on Company Performance

InternalInternalInternal ExternalExternalExternal

• Competitive advantage 
resides solely inside a 
company or in its 
industry

• Competitive success 
depends primarily on 
company choices

• Competitive advantage (or 
disadvantage) resides partly in 
the locations at which a 
company’s business units are 
based

• Cluster participation is an 
important contributor to 
competitiveness



Themes

• The concept of competitiveness

• Competitiveness in construction

• Regional cluster development
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What Creates Sustainable Prosperity?

ProductivityProductivity

Innovative CapacityInnovative CapacityInnovative Capacity

Competitiveness

ProsperityProsperityProsperity



Macroeconomic, Political, Legal, and Social Context

Microeconomic Competitiveness

The Quality of the 
Microeconomic

Business
Environment

The Sophistication
of Company

Operations and
Strategy

State of Cluster State of Cluster 
DevelopmentDevelopment

Endowments (Natural Resources, Location)

Determinants of Competitiveness

• Endowments and a sound context creates the potential for competitiveness, 
but are not sufficient

• Competitiveness ultimately depends on improving the microeconomic 
competitiveness of the economy
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Colombia’s Position on Competitiveness and Context

Source: Global Competitiveness Report 2007



Colombian Business Competitiveness
Main Improvements over Time
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Colombian Business Competitiveness
Main Deteriorations over Time

2001 2002 2003 2004 2005 2006 2007

Control of international
distribution
Regional sales

Nature of competitive
advantages
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Colombian Competitiveness 2007

• Colombia has registered solid economic performance in the last few 
years

• This success has been driven by significant improvements in the 
country’s context and in elements of its competitiveness; it has also 
benefited from a benevolent global economic environment

• The slightly deteriorating competitiveness rankings of the last two 
years are a sign that a new stage of economic development needs to 
be reached

• The country needs to solidify the improvements in context while moving 
towards a deeper level of microeconomic upgrading



Selected Growth Models Globally

China

• Low-cost labor
• Huge home market
• Incentives for FDI

Chile

• Natural resources 
• Domestic rivalry
• Solid institutions

Eastern Europe

• Proximity to European 
markets

• Legacy assets
• EU institutions

Ireland

• Language and location
• Positioning

Finland

• Knowledge
• Specialization



Implications

• Productivity is key

• There are no silver bullets

• A reinforcing set of qualities is crucial, not best practices per se

• Different levels of geography matter

• Locations need to tailor strategies to their particular 
circumstances

• Competitiveness increases through change at the company and 
cluster level
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• The concept of competitiveness

• Competitiveness in construction

• Regional cluster development
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Nature of Competition in Construction

Within regions
(Companies face the same business environment)

Across regions 
and countries

(Companies face different
business environments)

FORMAL INFORMAL



The Role of Clusters in Regional Economies
USA

Local
• Location defined by 

market
• Not exposed to 

cross-regional 
competition

68% of
employment

57% of income

11% of patents

31% of 
employment

42% of income

88% of patents

Traded
• Free to choose location
• Exposed to competition 

from other regions

Source:  Michael E. Porter, Economic Performance of Regions, Regional Science (2004), Cluster 
Mapping Project, Institute for Strategy and Competitiveness, Harvard Business School

Resource-based
• 1% of income, 
employment, and 
patents



Economic Impact of Construction

Construction

Cluster Business
Environment

Cost Factor Entry 
Opportunity
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Top Exporters of Construction Services
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Turkish Construction Services Cluster

Real Estate 
Development Firms

• Housing projects
• Hotels
• Office space

• Road construction
• Dams
• Energy projects

Contractors, 
Subcontractors, 
Design Services

• Builders
• Architects
• Engineering firms

Institutions of Collaboration

Tourism Transport / 
Logistics

Building 
Fixtures & 
Equipment

Construction 
Materials Other

• 9th

largest 
exporter 
in world

• 28th largest 
exporter in 
the world

• 19th largest 
exporter in 
the world

• 8th largest 
exporter in 
the world

Related Clusters

National / 
Local 

Government

• Domestic
• Foreign

Real Estate 
Investors

Households

• TOKI
• Southeastern

Anatolia
Project 
Administration

• Primary & 
Secondary 
Housing

Industry • Energy
• Manufacturing

Equity Financing

Ministry of 
Public Works 
& Settlement
• Laws Setting 

Standards

Town Urban 
Planning 

Depts.
• Awarding 

of Licenses
• Inspections

Regulatory Bodies

Banking 
Institutions

• Mortgages
• Construction 

Services Co 
Funding

• Project Finance

Debt Financing

Professional
Associations / 

Chambers
• Contractors, 

construction 
employees

• Engineers, city 
planners, architects

Related 
Cluster 
Assoc.

Real Estate 
Investment 

Associations

Univ. Degrees

Educational Institutions

• BillKent (Private)
• Middle East 

Technical Univ. 
(Public)

• Istanbul Technical 
Univ. (Public)

• Private Universities

• One major 
association

• Urban Planning firms
• Repair & Maintenance 

professionals

Construction Services

• Multiple associations 
for each related 
cluster

• Multiple 
successful 
related 
clustersSource: HBS student team (2007)



International Construction Projects 
by Turkish Companies
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– State-led 
infrastructure 
investments within 
industrialization, 
import-substitution 
policy and Marshall 
aid: volume and 
early sophistication

– Subcontracting to 
foreign firms

– Creation of 
engineering and 
architect programs

– Emergence of local 
related industries 
(cement, glass, 
ceramic, steel etc.)

– Significant 
penetration of the 
Middle East with 
similar 
infrastructure 
needs fueled by 
high oil prices

– Weak domestic 
demand due to 
instability

– JVs with foreign 
firms to serve 
international 
markets

Phase I
1950-1973:

Infrastructure

Phase II
1973-1980:

Middle East

Phase III
1980-1990:

Civil and conglomerates

The Formation of Turkish Construction Services

Phase IV
1990-present:

Further internationalization

– Expansion into civil 
construction fueled 
by urbanization 
process, state-led 
housing projects and 
tourism 
development

– Investments in 
industrial sectors by 
construction firms 
(construction as 
supporting sector)

– Continued strong 
presence in the 
Middle East, first 
penetration of the 
USSR market

– Large-scale JVs with 
foreign firms

– Full-range of 
construction services

– Fierce local and 
international 
competition (more than 
30,000 active local 
firms)

– Penetration of Western 
and Eastern Europe 
(collapse of the USSR) 
and Africa

– Cooperation and 
competition with 
foreign firms

– Competitive related 
and supporting 
industries

– Firms becoming public 
or planning to become 
public

Source: HBS student team (2007)



Key Issues for Construction Clusters

• Employee skills

• Product and process standards

• Process innovation

• Project management

• Related clusters



Informality in the Construction Sector

Reasons Effects Reactions

Natural

• Easy entry 

• Fall-back 
opportunity

• Base level of 
demand

Policy-driven

• Bureaucracy and 
corruption

• High volatility in the 
economy

• No investment in 
skills

• No development of 
common standards

• Limited 
opportunities for 
process innovation

• Low-cost trap

• Reduce fiscal and  
administrative 
barriers

• Use clusters efforts 
to ease path into 
formality

• Set standards for 
public and private 
developers
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Clusters as Drivers of Regional Prosperity

Cluster
• Specialization in clusters

• Breadth of position in clusters

• Positions in related clusters

• Positions in clusters present in neighboring regions

• NOT: Positions in High-Tech clusters

Other cluster-related factors
• Patenting intensity

• Number of patentors

• Economic size and density

Source: Porter/Stern/Delgado (2007), Porter, (2003)



Stockholm Region Cluster Portfolio
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Biopharmaceuticals

Financial Services

Business ServicesCommunication Equipment

Information Technology
Distribution Services

Education & Knowledge Creation

Heavy Construction Services
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Publishing & Printing
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Instruments

Transportation & Logistics

Share in National 
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The Evolution of Economies
San Diego

U.S. 
Military

U.S. 
Military

Communications
Equipment

Sporting and
Leather Goods

Analytical Instruments

Power Generation
Aerospace Vehicles

and Defense

Transportation
and Logistics

Information Technology

1910 1930 1950 19901970

Bioscience 
Research 
Centers

Bioscience Bioscience 
Research Research 
CentersCenters

Climate 
and 

Geography

Climate 
and 

Geography

Hospitality and Tourism

Medical Devices

Biotech / Pharmaceuticals

Education and
Knowledge Creation



The Impact of Globalization
Cluster Specialization and Linkages

Vietnam/Indonesia
• OEM Production 
• Focus on the low cost 

segment mainly for the 
European market

China
• OEM Production
• Focus on low cost 

segment mainly for the 
US market

Portugal
• Production 
• Focus on short-

production runs in the 
medium price range

Romania
• Production subsidiaries 

of Italian companies
• Focus on lower to 

medium price range

United States
• Design and marketing 
• Focus on specific market 

segments like sport and 
recreational shoes and 
boots

• Manufacturing only in 
selected lines such as 
hand-sewn casual shoes 
and boots

Source: Research by HBS student teams in 2002 – Van Thi Huynh, Evan Lee, Kevin Newman, Nils Ole Oermann

Italy
• Design, marketing, 

and production of 
premium shoes

• Export widely to the 
world market

Brazil
• Low to medium quality finished 

shoes, inputs, leather tanning
• Shift toward higher quality 

products in response to Chinese 
price competition



Internationalization and Cluster Initiatives 

• „Global pipeline...

• and regional buzz“
Cluster

Regional strategies

Regional innovation systems

Export strategies

International partnerships

Foreign investors



What are Cluster Initiatives?

• Upgrading of 
company 
operations and 
strategies across a 
group of companies

• Strengthening of 
networks to 
enhance spill-overs 
and other economic 
benefits of clusters 

• Upgrading of 
cluster-specific 
business 
environment
conditions

Cluster initiatives are collaborative activities by a group of companies, public sector 
entities, and other related institutions with the objective to improve the competitiveness of a 

group of interlinked economic activities in a specific geographic region 



Company-Driven Regional Competitiveness Efforts

Danfoss,
Southern Jutland (Denmark)
Ensure availability of skills as 

company reduces manufacturing 
operations 

Dow Chemical/BMW/…,
Mitteldeutschland (Germany)
Ensure attractiveness for further 

investments by headquarters

Magna Steyr,
Styria (Austria)

Ensure capabilities at
regional supplier network

ENCE,
Uruguay

Ensure social and economic 
sustainability of investment 



Drivers of Cluster Initiative Success

SettingSettingSetting

• Strong business environment 
• Trust in government
• Strong regional government
• Cluster strength

ObjectivesObjectivesObjectives

ProcessProcessProcess

• Broad range of objectives
• Objectives selected based on cluster’s 

specific needs
• No significant effect of special objectives

• CI Facilitator with cluster insight
• CI has office and significant budget
• CI has clear strategy and measurable goals
• No negative effect of government financing
• Negative effect of limiting participation

Source: Sölvell/Ketels/Lindqvist, The Cluster Initiative Greenbook (2004), free download at www.cluster-research.org

http://www.cluster-research.org/


The Role of Government in Cluster Initiatives

May...

• Finance
• Initiate

Should...

• Participate
• Be ready to implement 

recommendations

Should not

• Pick members
• Define action

priorities

• Debates about the role of government are too often focused on which clusters 
should be supported and how much financing they should get

• Cluster selection is an important but ultimately operative question; focus is 
necessary to achieve impact and not all clusters have equal potential

• Financing is an important but cluster policy needs to be more; policy needs to 
improve the potential for companies to increase productivity



• Existing clusters
– Already meeting the market test 

with significant economic activity

• Emerging clusters
– Becoming visible around individual 

companies and at borders of 
existing clusters

• New clusters
– Start-ups and chance events create 

the seeds of emerging clusters

Cross-cutting
competitiveness
efforts

Cluster
initiatives

Regional Cluster Portfolios
Instrument



Regional Economic Strategy

Business
Environment

Cluster
Portfolio

Positioning

• Identifies, communicates, and strengthens the 
specific value proposition of the location

• Accelerates growth in 
those fields where the 
country has some 
strengths

• New clusters emerge from 
established clusters

• Improves the 
economic platform for 
all clusters and 
companies



Organizing for Action

Economic Development InitiativesEconomic Development Initiatives

Industry AssociationsIndustry Associations

Cluster InitiativesCluster Initiatives

University InitiativesUniversity Initiatives

Informal networksInformal networks

Joint Research InitiativesJoint Research Initiatives

Competitiveness CouncilsCompetitiveness Councils Competitiveness InstitutesCompetitiveness Institutes

• Many regions have created initiatives to upgrade competitiveness

• The difference is what they do, not whether they exist



Improving a Location:
Roles of the Private Sector

• Participate in cluster initiatives

• Nurture relationship to local suppliers and attract foreign suppliers 

• Work closely with local educational and research institutions, to 
upgrade their quality and create specialized programs 
addressing the cluster’s needs

• Inform government on regulatory issues and constraints bearing 
on cluster development

• Focus corporate philanthropy on enhancing the local business 
environment



Construction Industry and Regional Competitiveness

• Your industry is an important driver of the regional economy

• Your industry has a big stake in the development of the regional 
economy

• Investing in your region is good for your companies and good for 
the region



Back-Up
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Typical Activities of Cluster Initiatives

Value chain
• Joint purchasing
• Joint logistics
• Joint production
• Supply-chain development

Joint R&D
• Joint R&D projects

Process/HR
• Technical training
• Management training
• Technical standards
• Education system
• Production processes

Intelligence
• Market intelligence
• Technical trends

Bus. environment
• Regulations and policy
• Infrastructure investment

Firm formation
• Incubator services
• Spin-off promotion
• Business services

Joint marketing
• Joint product branding
• Joint region branding
• Joint foreign market 

promotion

Source: Global Cluster Initiative Survey, 2006 



POLICY
Emergence of Clusters

Location

Natural Resources

Context for competition across regions

Existing Clusters

Entrepreneurs

Business Environment



Cluster Life Cycle

Precedents

Individual 
activities

Emergence

Initial cluster 
effects

Growth

Full cluster 
effects

Further Growth
or

Disappearance

Innovation 
or

Obsolete 
technology

Cluster growth influenced by
• Context for competition across 

regions
• Business environment quality
• Entrepreneurial decisions
• Cooperation and competition in 

the cluster 
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