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East-West Cluster Conference, Grado, Italy, 28-31 October, 2002

Contribution by Paul Cullen in the form of  conclusions presented following the panel
discussion on “Social Capital and Clusters”

The contributions by the five expert panel members and the exchanges during the question
and answer session greatly enlivened what will remain a fascinating topic of discussion.
Mikel Landabasso’s steering in his role as chairman and the clear focus he provided for
panellists on key issues for the successive rounds of contributions greatly assisted in opening
up a debate which successfully engaged those attending the session.

At the very outset of what will be a very sketchy effort at drawing conclusions, I thought I
might comment first of all upon some key words that I haven’t heard cited in the course of
the discussion.   I refer to these terms not least because they have been familiar terms in
debates within the LEED Programme in recent years but also because I think they may serve
as signposts to the means of finding solutions to some of the problems we’ve been discussing.

Partnership, participation, civic culture, social cohesion, governance, foreign direct
investment – these are just some terms that hardly featured at all in the discussion this
afternoon and I’ll try briefly to see if I can weave some of them in to my commentary under
the following headings :

1. Demystifying the Cluster concept

Above all, I think that the contributions by the panelists have sought to focus on practical
experience rather than on abstract notions.   We benefited from having an exchange which
drew upon what Michael Woolcock had called a cross disciplinary, cross regional language
that did not get bogged down in arid arguments over narrow definitions.

Andrea Balestri gave us a masterful account of how competition provides the spur to
collaboration within the industrial districts and cautioned against assumptions that a
commitment to “co-operation” (which he said only operated in a formal sense in relation to
particular labour market conventions and investment in training) represented a “behaviour
change” on the part of the small entrepreneurs involved.   Balestri’s comments complemented
those we’d heard from Mr Valduga during the opening session of this conference.   Our
session has usefully opened up the topic first introduced in the interesting exchanges between
Ambassador Kreid, Professor Rullani and Mr Valduga.   Balestri also cleared away any
lingering assumption that the cluster phenomenon could only take root after seven centuries!

2. Causality and Contingency

I still have to admit that I am still unsure to what extent the accumulation of “social capital”
can be said to be either a cause, a concomitant or a consequence of cluster building and the
development of inter-connectedness among businesses in the industrial districts!   Stuart
Rosenfeld posited the possibility that social capital may not always be a necessary condition
for cluster development.   Dr Jaime del Castillo Hermosa appeared to take issue with that
idea.   He argued that there was an asymmetric relationship between social capital and
clusters.   An accumulation of social capital need not result in the development of clusters;
but clusters were unlikely to come into existence without a favourable base of social capital!
As Dina Ionescu’s Panel III conference paper had observed the “level” and “type” of social
capital are critical factors.   In this regard Michael Woolcock suggested that social capital
should not be viewed a single entity, rather it was important to distinguish distinct differences
between its “internal” [Bonding] and “external” [Bridging] dimensions.   Dr del Castillo had
noted that since social capital had a dynamic character it was as well to bear in mind that the
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complex of values and beliefs which comprise “social capital” go through changes and can
outlive their period of relevance.   Different types of social capital may need to be harnessed
at different stages in the life cycle of clusters viz. in the embryonic stages of cluster
development;  in the course of building up a cluster;  in the subsequent “steady state” or
“maintenance” stage.

In a question posed to the panel, Hans Pflaumer (Sicily) asked whether it was clear that
clusters worked and, if so, just how did they work.   We should therefore concentrate upon
this junctional dimension.   The question of “why Clusters” could only be satisfactorily
addressed, according to Gian Maria Fara, if one took account of people’s needs.   The crucial
issue then becomes one of enquiring into the extent to which any given cluster represents an
efficient response to the people and the economic entities which have formed them.   Gian
Maria Fara’s observations were complemented by comments made by Dr del Castillo on how
successful tourism industries had developed in the Balearic and Canary islands, but while
cluster development had been a feature in the former, the success of the Canary islands
industry has not involved any cluster development.

Thus Del Castillo argued that it is essential to look closely at how entrepreneurs have
responded to their situation – having regard to the stock of social capital;  the sectoral and
territorial dynamics;  the quality and sensitivity of public policy interventions;  the extent to
which they encounter adversarial shocks;  etc.

3. Dig Where You Stand!

Stuart Rosenfeld gave us some poignant examples of how some communities in less favoured
areas and/or their politicians could be diverted towards a futile pursuit of the unattainable”
instead of concentrating upon their inherent strengths and capacities.   He cited examples of
areas in Mississippi and Montana where the focus had been put on chasing the possible
development of high tech “fashionable” ideas of bio-tech or ICT industry clusters rather than
building on what they may already have in terms of food production, rustic furniture  making
skills, etc.   Better by far to build on existing and emerging clusters rather than attempt to
create entirely new ones.

These “caveats” have particular significance in the light of the seminar’s focus on the
relevance of the diverse experience of the Italian districts and the focus on what options may
arise for the “internationalisation” of that experience especially in those former “Soviet Bloc”
countries which are candidate members of the European Union and in the other transition
countries.

Dr del Castillo expressed some doubts about any assumptions about a ready transferability of
such experience, querying whether an Italian entrepreneur from an Italian district would give
such attention to whether, for instance, equivalent investment in education and skills had
been made in the Romanian district which might be the host area for some “delocalised”
activity.

Gian Maria Fara and Dr del Castillo both referred to the dangers of ill-informed or insensitive
public policy approaches to cluster development which might fail to take account of the
particular social capital configuration in a given area.   They counselled against any repetition
of the saga of the “Cathedrals in the Desert” which had been reflected in the location of large-
scale industries such as petrochemical plants in Southern Italy in the absence of relevant
social and economic foundations in the surrounding environment.   Poorly planned
technology parks were also cited by panelists as other examples of culturally inappropriate
responses to particular circumstances.

4. External Adversarial Shocks
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Several panelists instanced how predominantly negative social capital attributes had been
altered to some positive effect or the prevailing low level of social capital positively boosted
in certain situations through a community’s response to an external shock or adversarial
experience.

Paul Cullen cited the case of Ireland where the prevalence of a stagnant, introspective and
reactionary form of social capital had limited the scope for economic reform and tolerated
mass emigration for over forty-five years until political and administrative leadership
recognised in the mid 1960s that the protectionist national paradigm had reached its limit.

The key impetus for the transformation of the Irish economy began about forty years ago but
the process of rectifying critical deficits in social capital has still taken a long time to bear
fruit!   In the 1960s the objective of the political breakthrough was to transform the economy
through the attraction of foreign capital in order to invigorate a stagnant industrial sector.

The development problems of post independence Ireland have been cited as an example of a
basic “Vicious Circle” – stemming from two phenomena, first, the weak national system of
innovation and the absence of any clusters of important firms;  and second, population
decline through large-scale emigration – a steady haemorrhage of resourceful youth.   The
key “social capital” deficits were apparent in the social structure itself.   The slow pace of
modernisation in agriculture was connected to a paternalist family structure in the country
side.   The high birth rate – out of step with other northern European States – produced a
threat of marginalisation which reinforced emigration – a constant in Ireland’s demographic
patterns until very recently.

So the policy flagship in this radical “opening up” of the economy was a strongly “dirigiste”
export-orientated industrial policy based on encouraging direct foreign investment and
regional free trade.   This strategy was introduced following a decade of negative growth in
manufacturing and profound social and economic malaise in the 1950s.   The particular
challenge which Irish industrial policy has faced, particularly since the early 1980s, has been
to achieve a rebalancing of policy towards indigenous industry – that has involved efforts to
redress a critical imbalance in the “type” of social capital deployed at local level in Ireland.
It was also in these early years that crucial decisions were taken in Ireland about investment
in education and boosting skill levels – through the development of the Institutes for
Technology, for instance, to which Stuart Rosenfeld had referred.

Paul Cullen recalled that the response to emigration had clearly been a key stimulus to
recourse to cluster development in Friuli Venezia Guilia.   Adalberto Valduga, President of
the Industrial Association of Udine Province had made it clear that the development of the
significant clusters in the province had been stimulated in the last forty years as a response to
the high levels of emigration from the region.   But if a belated reaction to emigration was the
spur to change in Ireland and Friuli Venezia Guilia, we still had to ask why a similar reaction
had so far failed to stimulate change in regions like Sicily?

5. The significance of a specialised labour pool as a key factor in cluster
development

Most of the panelists had referred to how a vital seed for the growth of successful clusters –
and of economic development in a more general sense also – is usually either a historic local
craft skill or the proximate location of highly skilled individuals in universities and other
third-level institutes.
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To return to the anomalous case of Ireland, it would appear that, notwithstanding its recent
economic success, very few genuine clusters can be found in Ireland – some would say none
– and this situation reflects some of the main historical characteristics of Ireland’s economic
development.   These include its largely agrarian economy, late industrialisation, small
domestic market, its import of capital goods and reliance on foreign direct investment.   Yet
there are signs of some embryonic clusters in the software and electronics industry.   These
undoubtedly owe their emergence, in part, to the networks of skilled workers that routinely
move about these industries in response to closure, improved remuneration or superior
professional or technological opportunities.   In policy terms, the decision of the development
agencies to co-locate foreign firms operating in the same or similar industries is probably
having a seeding function in terms of cluster development.   Whether a dense network of
linkages between these companies and other organisations/institutions will evolve over time
to supplement the impact of a common labour pool remains to be seen.   A more targeted
approach by indigenous development agencies to match sectoral development strategies with
the installed labour, enterprise and support services of particular regions is currently
emerging.

6. What role for Public Policy?

Mikel Landabasso had asked panelists to consider what policy measures could be deployed to
build, map and structure clusters and what might be learnt from policy failures in that regard.
Panelists highlighted the limitations of public policy per se.   Governments should focus on
putting in place high quality inputs such as good education systems and physical
infrastructure as well as good frameworks for corporate governance, competition rules and
intellectual property rights.   Any government that underinvests in their third-level education
is unlikely to succeed in promoting successful industrial clusters.   Governments shouldn’t try
to choose among clusters.   Stuart Rosenfeld observed that there are no “low tech” clusters,
only low tech companies!   The history of the industrial districts in Italy is essentially a lesson
in how clusters can be formed independently of government – even in spite of it!

It is also essential that public policy recognise and appreciate the “level” and “type” of social
capital needed to sustain industrial clusters.   The key role of intermediary bodies should be
appreciated – and attention paid to how their continuing efforts can be harnessed in support
of balanced economic and social development.   Gian Maria Fara had also emphasised
Government’s role in streamlining bureaucracy and fostering business links through which
information and advice could be disseminated to and for the business community.

7.  Clusters – a role in promoting equity and social inclusion?

Michael Woolcock had highlighted the key role inclusiveness and equity played in social
capital formation.   Paul Cullen suggested that this is where LEED’s attention to such issues
as governance, civic dialogue and partnership may be crucial.   Implementation of
government programmes ultimately depends less on authority and control than on mobilising
policy stakeholders, including policy recipients.   The less the social capital, the more
difficult such mobilisation becomes.   Perhaps it would be preferable if policy interventions
follow a sequential approach in this regard – addressing the enhancement of social capital at
the outset through promoting

o Firstly, common strength in solidarity;

o Secondly, active participation through a diversified set of social relationships;

o Thirdly, local partnership institutions which would help to connect public policy
with the emerging civic culture at local level.
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One issue raised in an intervention from the floor was related to how Prato’s thriving textile
industrial district with its population of 200,000 also plays host to 20,000 Chinese
immigrants.   Prato’s Chinatown is now the third largest in Europe after Paris and Milan.
There are 1,000 Chinese-owned factories and workshops already legally registered in Prato.1

The question to the panel highlighted a concern that a thriving underground economy
apparently exists with little regard to Italian labour or tax law.   It would nonetheless appear
that the vigorous economy in the Prato district has facilitated increasing integration.
Moreover, social tensions may be minimised because Chinese immigrants have taken over
sectors of the economy that were being abandoned by locals.   As Italian entrepreneurs
gradually shifted into high-value-added clothes, shoes and leather goods, new entrants were
able to establish a foothold on the industry’s lower rungs. Prato’s city officials are now
designing programmes to integrate the largely reclusive Chinese community and companies
into the social and economic mainstream.

8 What is the optimal spatial dimension for Cluster development?
Where are the boundaries?

Gian Maria Fara had suggested that there might not always be an obvious fit between what
might be understood as a “social district” and an “industrial district” (shades of Tonnies’
sociological distinction between Gemeinschaft [Community] and Gesellschaft
[Association]).

Paul Cullen suggested that the reach of the embryonic clustering in Ireland in the electronic,
software and pharmaceutical fields already extended well beyond the borders of the Irish
State – they were vertically and horizontally linked with a global productive system through
foreign direct investment.   The spatial dimension to clusters warranted further attention.   A
recent paper by Peter Maskell et al2 was cited by Stuart Rosenfeld which argues that a
distinction can be made between, on the one hand, the learning processes taking place among
actors embedded in a community by just being there – dubbed “buzz” – and, on the other, the
knowledge attained by investing in building channels of communication – called “pipelines”
– to selected providers located outside the local milieu.   The authors highlight conditions
under which both tacit and codified knowledge can be exchanged locally and globally – they
argue that it may be above all the development of “global pipelines” which really require
institutional and infrastructure support through public policy rather than the promotion of the
clusters per se!

9 Identifying follow-up work for the LEED Programme

Paul Cullen concluded his remarks by trying to identify some possible themes for future
attention under the LEED programme and its collaborative links with partners such as CEI,
EBRD and the World Bank:

•  Since cluster development represents one of a variety of tools in the promotion of
local economic development and entrepreneurialism , it is worthwhile continuing
to explore

                                                
1 “A Touch of China in Tuscany” - Business Week, 22 October 2001
2 Cluster and Knowledge:  Local Buzz, Global Pipelines and the Process of Knowledge Creation
  Harald Bathelt, Anders Malmberg and Peter Maskell
  DRUID Working Paper No 02-12
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a. How existing clusters came into being, and
b. How their development drew its strength from the local reserves of social

capital and has in turn replenished or altered that stock;
c. What alternatives, other than cluster development, offer successful paths to

local economic development especially in less advantaged areas;
d. What the optimum approach of public policy should be and what its

limitations are in relation to cluster development.

•  Successful clusters are responsive to the needs of the actors involved. How have
the needs of the enterprises, internal and external intermediaries and public policy
agents evolved over time and how can they be best serviced?

•  What can collaborative links among SMEs and the operation of networks of
large-scale enterprises and SMEs do to lend meaning to corporate social
responsibility and promote social cohesion?
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