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INTRODUCTION

Industrial cluster development has become an isorgly popular topic for scientists,
researchers and economic policy-makers. Many orgdons have devoted various
conferences and articles to the cluster topic,uilicg the OECB, U.S. National
Governors Association, USAfDand European Commission (Ketels C. , The developme
of the cluster concept - present expiriences amthdu developments, 2003). A large
number of regions and nations have launched imiéstto develop or strengthen clusters.
With rapid industrial development, researchers poiccymakers are trying to reap the full
potential of economic benefits. As a hew approacheip economies to harvest all of the
benefits of an improved macroeconomic and legaltecdn cluster-based efforts have
received a lot attention (Economic And Social Caiois for Asia anf the Pacific, 2005)

The cluster-based approach has been well populabyethe papers of Michael Porter
(Porter, 1990; Porter, 1998). He has been a pione@troducing a term “cluster” in his
work had been devoted to industrial clusters agibraal clusters. He described in detalil
the direct relationship between cluster’s partniersimd competitiveness. Porter defined a
cluster as a geographic concentration of intercoiae businesses, suppliers, and
associated institutions in a particular field. Bodeveloped the “diamond of advantages,”
which consists of the four corners. Each of theeatgs a competitive advantage for firms.
The diamond includes factor conditions, demand itmmd, industry strategy/rivalry, and
related and supporting industries. However, Na(Lf#93) insisted that Porter’'s approach
was a static one and cannot be implemented in dgnaompetitive environment. The
model is quite subjective because it is based eratv industrial countries, especially the
developed ones. It is difficult to implement thisael to developing countries.

The idea of specialized industrial localizatiorh&dly new. In the late nineteenth century,
Marshall (1980) included in his "Principles of Ecomics" a chapter, which was devoted to
"the concentration of specialized industries irtipatar localities.” Marshall characterized
the local concentrations as specialized activiti@sed on the triad of external economies:
labor market pooling, intermediate inputs, and kieolge spillovers. One follower of the
Marshall’s industrial localization was German ecwmisi, Alfred Weber (1929). In his
book “The theory of the location of industries”, peesented a classification of phases of
industrial convergence. Weber divided the induksttevelopment into two phases: scale
expansion and centralizing tendency. He first deedr the dynamic concept of
agglomeration economies. Nevertheless, Weber'semineas constrained in application
because it was mostly focused on the productiorcga® the aim of which is cost
minimizing.

! OESD stands for Organization For Economic Co-djmrand Development
2 USAID stands for United States Agency for Inteioradl Development
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In the early 90s, Krugman (1991, pp. 483-499) fdated his theory of economic

geography. He combined trade theory and locati@orth and concluded that high
manufacturing proportions and scale within a spgtidefined region are critical to

forming regional convergence. This approach wesigaificant way to offset Marshall and
Weber’'s theoretical deficiencies. In the past twecatles, experts in the economic
geography field have devoted considerable efforidyghg the local industrial

specialization, spatial agglomeration of economid eegional development. Experts in the
economic geography field such as Scott (1988,1988)in and Thrift (1992); Harrison

(1992); Harrison, Kelly and Grant (1996); Markusd®98); and Asheim (2000) have
made multiple attempts to define spatial agglonm@mafrom economical, social and
institutional point of view.

In spite of the fact that the cluster concept fashionable topic not all researchers agree
that cluster has a positive effect on economic ligweent of countries. Despite the
abundance of materials and articles devoted tostliigect, it is difficult to find a precise
definition of the cluster and especially to ident# specific framework for the successful
development of the cluster strategy. The key qaestihat remain unanswered are the
following

0 Why is the cluster policy more successful in soggans?

0 How does the cluster increase and change over time?

0 Which microeconomic elements could explain thetelushenomenon?

Numerous examples argue that the cluster initiaBveore of culturally and historically
oriented phenomena. The process of the creationdamdlopment of clusters is highly
dependent upon many specific factors.

Cluster policy has been disseminated not only iroge from which the original approach
hails, but also in Asia. Cluster policy in Asianseticeably different from Europe’s. One
difference is that cluster policy in Asia is typigaundertaken by the central governments
as a national policy and/or local governments asegonal policy. Conversely to
spontaneously created clusters in Italy, they reshlrreated by the efforts of anchor firms
or governments. This can raise the question ashwther or not cluster policy can be
effective in forming a cluster. Fujita (2003) bels the central issue in the field of spatial
economics is to clarify the mechanism of industagdjlomeration.

Under the influence of Porterization, cluster ajpgiohas been applied in many countries
around the world, including Kazakhstan. This offars opportunity to discuss whether
industrial cluster policy is effective or not. @5 by taking the examples of many Asian
countries, such as Malaysian, Singapore and Souttea Kazakhstan has adopted a
cluster policy. However, Kazakhstan’s cluster polh@as not been as successful as that of
Asian clusters.



1 CLUSTER POLICY

Cluster phenomenon is the economic agglomeratidnsiterrelated firms on specific
locale and the evolution of this field can be tdh@@ack from handicraft production. But
only since the last quarter of XX century, indwdtrclusters have considered as an
important factor in economic development of regiofise majority of economists around
the world recognize that the regions, in which ®us are created, become leaders of
economic development. These regions’ leaders ddheecompetitiveness of national
economies.

In spite of the popularity of the cluster stratethe definition of cluster is still unclear.
There is more than one meaning of “cluster” termeyl are widely used to describe the
geographic clusters of firms, industries and relaprocesses: industrial areas, new
industrial space, territorial production complexesgomarshallian nodes, regional
innovation environment, agglomeration, industrigtricts to name a few. These terms are
different in meaning and sometimes used as equiyjateeating a confusion (Appendix
A), which leads to some misunderstanding. The kawyatd understanding such a
difference is a clear understanding of how a clustaks.

By the definitions given in the Appendix A, one csiress two main characteristics in the
definition of clusters. The first characteristicnéoms that a cluster must daked in
some way. The links can be the vertical (supplyighar horizontal (additional products
and services, institutions, and other links). Maisthese links involve social relationships
or networks that produce benefits for the involvietins. Secondly, a fundamental
characteristic is the fact that clusters gemgraphically closegroups of interconnected
companies. Co-location helps companies build ancease the benefits of creating value
resulting to network of interactions between firms.

Nevertheless, with the increasing process of giphi@bn, the geographical proximity is
less of a barrier. The modern technologies allowcfmimmunication to occur faster, less
expensive chipper and easier. Clusters can beatlvid two main types: spatial and
functional. Functionally related systems are leégstly limited to certain regions. They are
more closely coincided to Porter’s original defioit of cluster (Porter, The competitive
advantage of nations, 1990) and usually relatedingustrial clusters. The main
characteristic of the spatial type of cluster iseaessity in concentration on a specific area.
They are considered to regional clusters.

The cluster development of the economy is a pdatidousiness tool. A market-oriented
society develops the rules of their businessesutfirahe laws, relationships, banking
sector, and support institutions, for example. &f@e, the cluster is a specific space that
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allows successfully developing large firms, smaisinesses, suppliers, research institutes,
and other organizations involve in cluster. Clustdrerent primarily synergistic effect,
since the patrticipation of competing companies usually beneficial.

1.1 Theoretical foundation of cluster approach

In the past two decades, experts in the economimgrgphy field have devoted

considerable efforts to study the local industapécialization, spatial agglomeration of
economic and regional development. The first mentibcluster policy was in “Principles

of Economics” by Marshall (1980). Marshall argubdttenterprises centralize in order to
seek significant scale economies. He divided saalestwo types: external and internal.
External scale economy leads to industrial develgnand regional concentration. The
second one relates to organizational and manageeificiency. Industrial cluster as a
result of external scale economies acceleratesffloeency and productivity of all players,

part of which they are. He coined as the “induktliatrict” and found out three spatial

advantages for the firms concentrated on a speddfeale: labor market pooling,

intermediate inputs, and knowledge spillovers.

A larger labour market pooling makes it easienfiorkers to choose better job matched to
their skills. In other hand as larger labour margebling as easier for firms to find
workers suited for their needs. Labour pooling ioyaes the matching between firms and
workers and reduces the search costs. The labais @md labour quality have been
examined as crucial factors in the agglomeratiofirofs (Adams & Wang, 2009, pp. 279—-
294). Overman and Puga (2007) detailed and stuthiedabour pooling phenomenon.
They provided empirical evidence of the role ofdab market pooling in determining
spatial concentration. Their results show that asct which are more spatially
concentrated, are less subjected to idiosyncratiatility. Combes, Duranton, Gobillon,
and Roux (2003) explored deeper and argued thas fand workers are more productive
on average in larger markets. Estimates of theymtddty increased from a doubling in
the size of an agglomeration range between twoeggitt percent, depending on the sector
and details of the estimation procedure. SubsetyjeRbsenthal and Strange (2008)
investigated the relationship between local indalstorganization and agglomeration
economies. They argued that the presence of snslbleshments produced an
environment conducive to growth, in particular epteneurial growth, showing that
additional activity at smaller establishments isoatated with a larger amount of
entrepreneurial activity.

The advantage of intermediate inputs is quite gtraotivation for agglomeration. In order
to economize transport costs, firms are trying émoentrate in specific locale. This
concentration provides a sufficiently large marteetnaintain specialized local suppliers.
Conversely, the presence of specialist supplieastiactive for producers. Much of Abdel-
Rahman’s and Fujita’'s (1990, pp. 165-183) works dgeeoted to this argument. Firms
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prefer to locate where the market for final goosldarger this leads to a larger labour
market. In turn, it enlarges the market for finabds.

The third incentive is that firms are motivatedctimcentrate knowledge and technologies,
thus reinforcing the agglomeration force and furtldeepening the pool of mutual
knowledge and technologies. Moreover, Audretsci98) @ontented that the propensity for
innovative activity to cluster spatially will be ghgreatest in industries where tacit
knowledge plays an important role. It is tacit kiesge, as opposed to information, which
can only be transmitted informally, and typicallgndands direct and repeated contacts.
According to Pietrobelli and Barrera (2002, pp.-5882), clusters provide easier access to
skilled labour, suppliers of raw materials, compdse new machinery and special
equipment. Despite the obviousness of the arguntieette are some criticisms regarding
the validity of this agglomeration forces. Krugm@®91, p. 53) argued that “knowledge
flows are invisible; they leave no paper trail blyigh they may be measured and tracked."
Unlike, Jaffe, Trajtenberg and Henderson (1993, 5f¥-598) believed that knowledge
can be beneficial through the form of patented mto&s but they recognized it decreases
with distance. According to this point of view, kmedge spillovers tend to be
geographically bounded within the region where tilev economic knowledge was
created. However, it may spill over but the geobraextent of such knowledge spillovers
is limited. Beenstock and Felsenstein (2009) do redognize the importance of
technological spillovers as a driven force of agugeoation. They argued that
agglomeration forces have focused almost exclusimelpecuniary scale economies.

A follower of Marshall in the study of industriapecification was Weber. He first
considered the concept of agglomeration econoniedhis book “The theory of the
location of industries” (1929), he gave a clasaificn of phases of industrial convergence.
He divided the industrial development into two pmeasscale expansion and centralizing
tendency. Weber studied the agglomeration’s proeesieh is to some extent overlapped
with the original Marshallian theory. The first @eais development of technical
equipment and labour pooling. This acceleratedstteification of firms which lead to
increasing productivity and quality improvementseh®r emphasized marketization as the
most important factor in the phase of centralizatdhere firms can avoid a “middle man”.
During these phases, firms have an ability to redat common costs and increase
productivity. However, Weber's concept has a limhitese because of it was mostly
focused on the production process and aimed tovwcastsminimizing.

In the early 90s, Krugman (1991) formulated hisotlgeof economic geography. He
combined trade theory and location theory and cwmied that high manufacturing
proportions and scale within a spatially definedioa are critical to forming regional

convergence. Nevertheless, this theory was intigloposed by Thinen (1826), He
investigated the optimal use of land around citi#sen, Krugman (1991) based of the
Dixit-Stiglitz monopoly competition model (D-S mdyfeformulated an economic model
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to confirm the convergence theory. This approaaniscantly offset Marshall and

Weber's theoretical deficiencies. He offered a @ment mathematical formulation of the
theory and it proved to be very applicable and wiskfr all sorts of modifications and
upgrades. Later, they appeared in large quantities.

The main achievement of Porter’'s concept is a greptlarization of the cluster approach.
Porter developed the “diamond of advantage,” wiimhsisted of four corners. Each of the
corners creates a competitive advantage for fifithe. diamond includes factor conditions,
demand conditions, industry rivalry, and relatedl aupporting industries. Martin and
Sunley (2003, pp. 5-35) argued that the Porterfcept is rather intuitive and does not
add new insights to cluster identification methoalthough Porter focused on the
innovative aspect of competition rather than thaditronal aspects such as cost
minimizing. Porter analyzed the economies of maoyntries for the adaptation of his
cluster concept.

1.2 Preconditions of cluster development

The implementations of many approaches or policezgiire a set of conditions and
prerequisites. The absence of some relevant smatheconomic foundations can be one of
the reasons the cluster approach fails. There ameyraxamples of unsuccessful cluster
performances because of a lack of appropriate bssimnvironment. Existence of the
critical mass of relevant enterprisers is a keynelet for cluster existence. Considering the
preconditions of cluster formation is very impottém keep in mind that they are specific
and unique in terms of the nature of the indusByme clusters require more matured
infrastructure and business experience of partitgpas opposed to others. For instance,
success of the innovation cluster high dependsx@tesice of science parks, universities,
educational institutions and high-skilled labourciin the region. Regulations should not
be terribly strict when making patent mechanisnssezdor patentees and innovators.

Moreover, cluster preconditions may vary dependingthe location where they were
implemented. Culture, mentalities, history, and Kgaound play crucial roles in the
forming of clusters. However, we can generalize alagsify the main preconditions of
cluster development. The most developed clusters fige basic characteristics, three of
which are considered starting conditions for impdaimg a cluster approach.

Existence of competitive enterprises

A key condition of cluster development is the exigte of competitive market enterprises.
The concentration of high employment in the de@snterprise may be a prerequisite to
form and develop cluster but it is not a criteradrcluster existence. A relatively high level

of productivity of firms and sectors within the star, the high level of the exportation of

goods and services, strong economic performancérmot (profitability, shareholder
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value) can be a criterion of competitiveness. Pqft898) believed that clusters influence
on the competition in three different ways. Thegraent the productivity of firms within a
local area and motivate firms to innovations. ldiidn the clusters attract new start-ups.
When firms compete within a cluster this has atpaseffect on the national competitive
advantage. As industries become more and more edgagnternational activity there is a
tendency for companies to come closer together amtain a competitive advantage
(Porter, The competitive advantage of nations, 1990

Existence of cluster competitive advantages in regn

Competitive advantages of regions can be an adoesaw materials; availability of
specialized human resources, suppliers and relsgedces, specialized education and
training programs, the relevant infrastructure atiter factors. Moreover, a high level of
FDI® could be considered as indicators of advantageatitm.

Geographical concentration and proximity

Key members of clusters are supposed to be geagedighclose to each other and have
opportunities of active interaction. Consequenthg closeness enables new ideas and
innovation to be widespread. The geographic sc@mevary depending on the type of
characteristics of the cluster and whether or no# or more regions of the state is
included. The high specialization of performanceti® region can be indicative of
geographical concentration.

Geographical proximity was initially the centratalof the cluster approach. Although the
some experts have tried to refute the importangehgsical agglomeration, there are many
important aspects, explaining why geographic pratyims the core of the cluster concept.
According to Rosenfeld (1997, pp. 3-23), firms réla@ benefits of economies of scale
when they can co-locate, co-market and co-produtiee same geographic location. When
firms are concentrated in one area, they becomergigtic since they are interdependent.
Co-operation reduces the risks associated wittstidnting of a new activity or investment
in new products or processes. Rosenfeld (1997)edrghat being within the same
geographic area is very important for cluster-pgyéints in order to be close to
competition, clients, products and suppliers. ik allow them to work together more
efficiently Best (1990) believed that the geographproximity ensures a continuous flow
of technical and commercial information as welltlas diffusion and local rootedness of
competences and skills to foster entrepreneurtaligc He argued that an exchange is not
only money and goods but ideas, particularly astsmis to problems.

Geographical proximity between firms and researdtitutes contribute to an informal
exchange of non-encoded, tacit knowledge and taraalation. At the same time, social

% FDI stands for Foreign Direct Investments



capital can be particularly beneficial for the sogtpof joint efforts, but can also lead to
lack of mobility, and obstruction of innovation.

Wide range of participants and “sufficient critical mass”

In order to reap clusters benefits, the existericaufficient critical mass of participants is
very important. The critical mass may serve as ffeband give the cluster stability to
external influences and pressure. Conversely, la ddccritical mass can make clusters
more vulnerable to the loss of specific resourced skills. In some industries with
complicated production processes, such as indastfieuclear sectors, pharmaceuticals,
automobile and shipbuilding, the achievement dicai mass is essential. The high level
of employment and the number of participants-corgsaare indicators to measure the
sufficient critical mass.

Another point of critical muss is that cluster-papants have to be diverse otherwise
cluster would be no more than an enlarged compaith wany branches and
subcontractors. The recent mapping of the clusteosved that they mainly include a large
number of small and medium size enterprises. Ndy are firms significant potential
actors. Clusters may enter into alliances with aeta of intensive institutions such as
universities, research institutes, public authesiticonsumer organizations, and much
more. Four main categories of factors are usuatgent in the cluster: firms, government,
financial and research institutions.

In addition, the institutions of cooperation plakey role in forming clusters. They can
help to create completely new structures and tolug/many organizations, but may also
represent a number of already-established facdad) as business chambers, industry and
professional associations, labor unions, technotogysfer and others. Different actors are
involved in cluster initiatives in various ways amtentives. Their capabilities and roles
can vary depending on industry context and theodedf the life cycle of the cluster.
When the cluster concept was implemented for firste, the attention of strategists,
practitioners and researchers was focused on cduste whole. However, as attention
gradually shifted to issues that may arise in theriag of knowledge and skills, they have
developed as a systematic approach, which emplsasizgenteraction and interdependence
of the various involved parties. For example, mateention was paid to the role of
universities. Universities are crucial not only &dese of their natural mission in education
and research, but also because of their abilityetwe as a bridge of scientific-industrial
collaboration.

Existence of interactions and cooperation betweeragticipants

One of the major success factors of the clusteeldement is the existence of business
relationships and coordination between memberssdlieks can be different in nature
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including a formalized relationship between a pammpany and suppliers, or between
firms and educational institutions. In the clugteficy as collaborative efforts, trust is an
essential element of successful implementation.oAting to Lorenzen and Maskell
(2004), the existence of trust forms new marketsabse companies can share knowledge
more freely, without worrying about whether or theyl not gain anything. The Cluster
Initiative Greenbook (Solvell, Lindgvist, & Ketel2003) provides evidence that a high
level of trust among firms is directly correlatedaetter performance.

Permanent multi-aspects interaction in complemgnéativities leads to the process of

mutual learning, experimentation and innovation.t Blusters may go beyond the

constraints within a single sector. They can corgious sectors and industries. Another
important aspect into cluster’'s interaction is aperative competition which is the way

small and medium enterprises confront external ecoes of scale, used by large

enterprises. Lobbying, foreign market researchtj@xport promotion, trade fairs and

specialized investments in infrastructure are tgjpareas where competing manufacturers
can collaborate. On the other hand, they can canpethe areas such as marketing,
production, sales, new products and process impremts.

In conclusion we can sum up that the cluster phemam is not just an economic sphere
but also it is considered in the broader social arsfitutional aspects. Therefore the
implementation of the cluster approach requiresctiaperative development of all players
involved in it. As shown in practice, the “top-doinapproach is not always successful in
cluster development. The main role of governmerd &l for clusterization is to prepare
and adapt favorable conditions for players. Worttkvitrend towards decentralization
brings an increase in the role of local governnreldtive to the central government and it
shifts traditional industrial policy to industrialuster policy. As of result of the cluster
ideology, corporations are now decentralizing aodsolidating as well as outsourcing in
an effort to achieve greater economies of scale@ Peters, 2000). Autonomy is one of
the advantageous traits of cluster. Two attractesgures of working in the industrial
district are shown as the greater degree of autgnand space for worker self-
management that allows for better appreciation ofker skills and knowledge (Pyke &
Sengenberger, 1990, pp. 1-9). There exists thecitgpa restructure without the need to
rely on managerial hierarchy. This enables the &iwon of a collective identity (Porac,
Thomas, & Baden-Fuller, 1989). A further featurechfsters is flexibility in the ways of
operating. Through close interrelations, small gntses are able to achieve great
flexibility and capacity to adapt, which permitseth to respond rapidly to new external
requirements and conditions (Giner & Maria, 2002¢xibility is often obtained as a result
of collective processes of decentralized co-opamatin decision-making and is
strengthened by the culture and know-how accunuliléte local agents (Pietrobelli &
Barrera, 2002).
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According to Greenbook (Solvell, Lindgvist, & KeteP003), cluster initiatives seem to be
more successful if they are focused on a strongtgbdished network of firms. Cluster

policy has to be concentrated on activating firmtdions rather than on the creation of
them. Clusters will be stronger in a good busiresaronment and if they are part of a
broader strategy. Isolated clusters have less powagcision making process. In addition,
the more successful cluster can be as a drivercafi@nic performance and it has an
ability to see the long term advantages. On therotland, governments are concerned
about job creation which causes increased long-satisfaction of labour force and has a
positive effect on the productivity of firm.

1.3 Types of clusters

Depending on the industry, clusters are differensize, in width of coverage, in level of
development. The nature of the cluster can chahg& boundaries as well as the
appearance of new companies and industries. Actptdi Porter (Porter, On Competiton,
1998), they are present in large scale and in dl ®wanomy, urban, rural, and on few
geographical levels in the same time. Clusters abserved in both developed and
developing economies. We will consider types ofstdts only in developing countries.
Classification for developed countries is not salgafor developing countries because of
different levels of the economic development. Kmga and Meyer-Stamer (1998) in their
research on industrial clusters in developing coesitclassified industrial clusters into
three types as it is shown in Table 1.

Table 1. Cluster Classification Relevant To DevelgCountry

Italianate Satellite Hub and spoke
Main features Mainly SME’s strong | Mainly SME'’s, Large local firms and
specialization, strong dependent on external | local SMEs and a clear
local rivalry and firms often based on hierarchy
networking cheap labor

(coopetition); and trust
based relationships

Main strengths Flexible; specialization Cost advantage and Cost advantage;
and high-product embedded skills/tacit flexibility and strength of
quality; and high- knowledge large firms

innovative potential

table continues
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continued

vulnerability

Main weakness/

Slow adoption of
technology and resistan
to change in economic
environment

Dependency on external

t actors for sales, inputs,
and know-how; limited
scope for local activities
to create competitive
advantage

Whole cluster depends
on the performance of a
few large firms

Typical trajectory

Stagnation or decline
with changing internal
division of labor and
outsourcing of certain
activities to other
locations

Stagnation integration of
backward/forward steps,
offering complete
package to external
clients

Stagnation/decline (if
large firms
stagnate/decline);
changing internal
division of labor (large
firms outsource activitie
locally)

interventions

Promising policy

Collective action to
shape locational
advantages, public-
private partnerships

Typical instruments of
SME upgrading (training
at all levels, technology
extension)

Partnership between
large firms, business
associations & public
agencies to strengthen

SMEs

Source: P. Knorringa, and Meyer-Stamer, New Dimensions in Local Enterpriseoferation and
Development: From Clusters to Industrial Distric1998.

However, the above typology is not exhaustive igard to developing economies.

Another approach elaborated by Mytelka and Faii@000) may reveal gaps of previous

classification. They classified industrial clustenso three types based on the inherent
characteristics of industrial clusters as it deggldn the Table 2. (Adams & Wang, 2009)

Table 2. Cluster Types And Their Inherent Charasties

Types Informal clusters Organized clusters Innovatre clusters
Examples Suame Magazines | Nnewi (Nigeria) Sialkot Jutland (Denmark)
(Kumasi, Ghana) (Pakistan) Belluno (Italy)
Critical economic Low presence Low to medium presence High presence
factors
Size of firms Micro and small SMEs SMEs and large
Innovation Little High Continuous
Trust Little High High
Skills Low Medium High
Technology Low Medium Medium
Linkages Some Some Extensive
Cooperation Little Some, not sustained High
Competition High High Medium to high
Product change Little or none Some Continuous
Exports Little or none Medium to high High

Source: L. Mytelka and F. Farinellinnovation Systems and Sustained Competitiven@8s, 2
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In the literature there are different approachetheoclassification of clusters. Currently,
experts describe the six main characteristicsustels as follows (Figure 1).

Figure 1. Characteristics Of Clusters

+ Congtiuction of
gpatial — clusters  of
economic  activity
from purely local to
atruly global

Geograph

ical

+Clusters mchide
mdustries which might
share a conunon marlket
for their end products,
use a COMINON
techmology  or  labor
force skills, or require
similar natural regources

+Clugter of companies
focused  around  a
single center

+Groups of sectors are
jomed by the same
technology

Technolog
ical

+Clusters which i
made up of indugtries
that are linked through
buy er-seller
relationships

«Diufferent  sectors  are
combined m a cluster,
which provides
economies of scale and
lead to varions
combinations of sector m

Originally industrial clusters were probably crehgpontaneously. According to majority
of experts, the spontaneously-created clustertharstrongest type in terms of viability. In
this case the entrepreneurs know “what to do” a@muV‘to do” business in cooperation
with cluster-members. As an example of the sp@uas formation of a cluster can be a
cluster in Tuttlingen (Germany). The transitiontb@ production of surgical instruments
was largely provoked by the successes of competiagufacturers of knives from

Solingen. In the other hand, there are clustertedely the efforts of central and/or local
governments or by the efforts of anchor company dlaster in Sialkot in Pakistan (Table
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2) is good example of purposefully-generated clusthich has been created by the
colonial administration and the local authoriti#bis is an example when entrepreneurs
know “what to do” but do not know “how to do”. Somesearchers distinguish a third type
of agglomeration where entrepreneurs do not knowatwo do” and “how to do” and,
consequently, they do nothing. Beshimbayev (20@8)ihsisted that third type of clusters
is similar to situation in Kazakhstan. He has adytieat domestic producers and the
business are not yet ready for long-term competistrategy. The successful cluster
forming can be possible even if entrepreneurs m@wer had business contacts with each
other. A key element of such cluster forming is udfisient level of trust between
participants, which is achieved through mutual neay by a specially trained external
agent known as a “cluster broker” (Vladimirov & Tyak, n.d.). The cluster agent can be
employed by the same future participants of clusker anchor firm which seeks to enter at
the regional market, and the local administratiBurposefully-generated clusters can
develop successfully and then create a profitaibédyle and strong cluster.

Another classification of clusters is based ondtages of development. Cluster classifies
into five types: pre-cluster or agglomerate, ineitj developing, mature, and
transforming. The first stage assumes the presehaesufficient number of participants.
The second stage requires that there are sevargiatves are united around the "key"
areas of the cluster, expanding the overall prdspeftcooperation in a region. The third
stage, the developing cluster, is characterizedhbynew entrants. The attractiveness of
industry increases and lures new start-ups expgrttim cluster’s scope. The fourth stage
of cyclical development reaches a critical masspafticipants and develops relations
beyond the region. Changing market conditions @&atirtologies has an effect on cluster
development. To survive and not allow the clustestagnation, business members
concentrate around the new opportunities, prodaots innovation. This transforms the
cluster into a new cluster.

1.4 Criticism of cluster policy

Cooperation of all stakeholders and the establisiiroéspecialized clusters help reduce
costs and improve product quality. Clusters fodtégh level of productivity and
innovations. However, it is not protected from gli§ and risks that might considerably
reduce competitiveness and leads to stagnationecayd of whole cluster. We can
distinguish the five following disadvantages of ster approach. One of the cluster
advantages is the possibility of internal specaion and standardization. This is achieved
by the mutual and efficient exchange of ideas betwspecialists, creating the competitive
environment. On the other hand, this can have ilssgs and minuses. The
overspecialization can bring a vulnerability to the region. A lack permanent
technological upgrading may damage the competi@isgrof the cluster. Another pitfall of
the clustering isnflexibility to environmental changes. A strictly conservatitractures
and management can lead to risk of delay or preeemadical reorientation of the
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necessary restructuring. However, in an inflexiblaster, we can observe rarely but

changes in the introduction of new technologies emmsbvations. In case when cluster

reached full blockage begins process of clustelirdeand leads to the complete death of
the cluster and its inability to accept any chan@isongly embedded clusters are more
subjected to theeffect of blockage Firms gradually become closed to new business
partners, new opportunities, and the ability toowate.

The pressure that is created by strong competititmclusters as well as the pressure in
the market of products are always advantageouspemuote innovation. Unlike stand-
alone companies, cluster-firms better feel markatddion and faster react on any
environment’s changes. Firms participating in @ustare open to each other and able to
share any risks involved. However, this narrow @apon can lead teeduction of
competitive pressuregdestroying the capability to innovate.

Experts distinguish the following main challengssariated with the implementation of
cluster policy. Some firms are apprehensive toeskecxhnology with other firms due to a
lack of trust and the fear of losing control. Fertinore, just because firms are close
together does not mean that they will be concemiglal forming relationships with each
other (Perry, 1999). Lack of trust between compang probably a whip of all the
countries emerging from the collapse of the old eamist system. The breakdown of
banks, the loss of savings, compounded even greldgust of government. Another
important barrier in clustering is the lack of sipézed policy-makers and competent
professionals. Business illiteracy and low levelsemperience working in cooperation
hinders the development of cluster initiatives @aveloping countries.

The institutional context of cluster implementatisrone of the most important challenges
for cluster-participants. The clusters may not gateethe same economic benefits when
involved in weak state-organized institutional isgs as if operating in strong
collaborative institutional contexts. Most researshand academicians have focused on
the internal structure of clusters and their foiorat The study of the textile cluster in
Turkey indicated that the institutional make-uptted country can discourage factors from
changing patterns of organizing for innovation. ®omspecific historical and social
circumstances of environment can be as barrierentoepreneurial activity as well.
Becattini (2002) argued that cluster has not onimcharacteristic of industrial district
but it is including the attitudes and values ofalopopulation. In this view, districts are
socio-economic systems joining together a commumiitpeople with common values or
culture and economy (Paniccia, 2002). The sucdeslsisters does not solely depend upon
the economic sphere but also on the broader saolinstitutional aspects. From the
economic point of view, a cluster is a group ofmiir where each specialized in a different
manufacturing phase of a dominant regional indusity constitutes a model of extensive
division of labour. From the social point of viethiere is relatively a homogeneous system
of values and views that creates community starsdardhorms of reciprocity and trust
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(Lorenz, 1993). All these conditions make clusteliqy extremely specific in each
particular case and context. It is very difficdttalk about cluster policy in general or try
to predict success or failure of some cluster. Tgiiees vulnerability to the cluster’s
research and generates so much controversy. Marebeee is a strong debate about the
measurement of cluster performance and effectiweoksluster-based economic policies.

1.5 The economic benefits of clusters

According to Lucas (1988), the driving force behthd growth and development of cities
and regions is the productivity gain associatechwite clustering of talented human
capital. Martin, Ottaviano and Baldwin (2001) derstoated that spatial convergence of
regional economic activity stimulates economic gioas a result of significant reductions
in innovation costs. In addition, Crafts and Verab(2003) argued the importance of
geographic convergence to economic performancde stal location, in terms of the
relative decline of Europe, the rise of America ahé renaissance of Asia. Researchers
and policy-makers are always interesting in the sueag of influence of cluster
performance on the economic development. The GlGmahpetitiveness Report (2009)
based on survey data from more than 8,000 busieeslers, have found a positive and
statistically significant relationship between thkister's performance in the national
economy and GDP per capita, a broad measure afnatproductivity and prosperity.
Despite the fact that the statistical correlati@esinot prove causality, it strongly argues
that the development of strong clusters is onecdsgeverall economic development.

The Cluster Mapping Project, which has been usedh¢asure the impact of cluster
presence on economic performance in US regiondirowd the important role of strong
clusters for regional prosperity. The share ofga®s employment in specialized cluster
Is positively and significantly related to higheteaage regional wages. Secondly, the more
regions concentrated their employment the higher thage growth. Being strong in some
fields seems to be more important than having agmee in all fields. It is important to
keep in mind that there are two aspects of clupmformance. There is increasing
evidence and agreement among researchers tharslesist and that they have a number
of positive economic effects. There is less systen@vidence and agreement that policy
interventions are possible and that they can gémeadue by speeding up the process of
cluster development or increasing the effectivenegsexisting clusters. However,
government policy plays an important role in pughithe firms into a cluster. The
externalities do not occur spontaneously. They loartriggered or strengthened by the
purposeful adequate political action. Time whickes a cluster implementation can be
corrected by the policy action as well.

If cluster can be created the next important qaestarises. Are the resources spending to
“create” a cluster higher than economic value whiafenerates? The answer is still quite
unclear. There are sufficient examples of succéstisgters in history as well as a failure

17



in implementation of purposeful cluster policy. Theecond question is: Can a

purposefully-created cluster further survive withtnancial support? Cluster formation is

a very long and costly process with a high failuede that can generate constant
dependency of region from government financial sup@he one of the good examples of
long financial dependency from government is aal@dsthment of research infrastructure
in California. Despite the fact that cluster sustalty operates today it takes around thirty
years to be independent.

No less important aspect of cluster policy is whinthustry has to be targeted. In order to
concentrate on few fields, government picks up thest advantageous industries.
However, the targeting is some sort of intervergioro a competitive process which can
leads to break up of a health competition and iatiom process. Moreover, this top-down
approach of economic development is very costlypfdslic budgets. Cluster approach has
to be focused on the removing the most serioudenettks for higher productivity and
innovation for a cluster by mobilizing the capaaditycluster participants to act jointly. In
order to identify the most limiting factors, compesimust be part of this process. To act
upon these findings, a broad group of institutisiEhave to work together. Depending on
the specific circumstances, all stakeholders rélatethe cluster from the government and
individual companies to trade associations andarsities have to be involved.

Although the cluster is not the only effective mishent of economic policy and only one
of them, its ability to be more innovative and protive has a huge impact on economy at
large. Cluster policy is a more effective at thgioeal level. The direct firm-level
interventions destroy competition and costly fovggmment’ budget while a regional
cluster policy are widespread at broad industrytesys It has a little effect on each
individual firm operation and correspondingly on okd competitiveness. However, the
national-level cluster policy has a risk to miseqgision for a specific cluster (Ketels C. ,
The development of the cluster concept - presepiriences and further developments,
2003, p. 19). Numerous studies demonstrate that wligster perspective is less effective
in achieving microeconomic improvements. The cdpgbof systematic approach in
cluster policy is very important. It allows seamipibarriers and drivers to competitiveness
in whole economy rather than within only individealmpany or a single industry. Cluster
policy opens perspective beyond the business sbygtassisting to solution discovery for
infrastructure improvement, education and low ratioh systems (Ketels, Lindqvist, &
Solvell, 2008, p. 31).
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2 KAZAKHSTAN OVERVIEW

The Republic of Kazakhstan lies between two woHdsope and Asia. It is the world’s
largest land-locked country and the ninth largesintry in the world by size. Territory of
the county stretches on 2,727,300 square km, whighneater than Western Europe in its
entirety. Kazakhstan is bordered with two great @®wRussia on the north, China on the
east; and with Kyrgyzstan, Uzbekistan and Turkntanison the south. Despite its
enormous size, the population density is less #vampeople per square km, which is the
224th place in the world out of 239 countries (VlloRupulation Prospects: The 2008
Revisiom Population Database, 2009). From 199Ma2 2the population growth rate was
negative. It was connected with big ethnic Russmgration. Since 2003, the population
of Kazakhstan has increased almost by eight perter2010, the population amounts to
16,036,100 million people (The Agency of Statistmfs The Republic of Kazakhstan,
2010). Representatives of 131 nationalities liveKimzakhstan. The largest nationality
groups are Kazakhs (53.4 %), Russians, Ukrainiblzbeks, Germans, Tatars, Uigurs.
They make up 95 percent of the total number of trgypopulation. The state language is
Kazakh; belongs to the Turkic languages grouptdtesorganizations and local authorities,
Russian language is equally and officially useds ktonsidered as a business language of
country.

Kazakhstan is a young country which declared itaalfindependent country on 16th of
December in 1991. From 2000 to 2006, Kazakhstamrexpced a high economic boom
with an average annual growth rate of 10 percem. &xport of hydrocarbon sector played
a main role in extremely high economic growth. Exploration of crude oil increased
from 26 million in 1991 to 76 million in 2009. IMDR9, the hydrocarbon sector accounted
for 60 percent of the country’s industrial outpiut.addition, 72 percent of all investments
of the mineral complex were allocated in the hydrbon sector. Since 1996, foreign
investments in this sector had risen almost 15-fRkpansion of the hydrocarbon sector
sustained high economic growth and considerableidor inflows in the county’s
economy. On the other hand, this lead to a higheni@pnce from the export of raw
materials. The majority of the state budget hdsdilup by petrodollars rather than by
taxes. Therefore high fluctuations of oil pricefeeaf the vulnerability of economy.

However, the successful development was a resuibbbnly favorable conditions in the
oil industry. Since independence, Kazakhstan hagpleimmented a number of
comprehensive reforms that have turned the codrdny a planned economy into the state
with the successful developing economies. Kazakhss relatively liberal economic
relations, the modern market infrastructure, alstaltional currency - tenge, and one of
the most progressive financial and economic sysientise post-Soviet space. Moreover,
Kazakhstan’s banking sector has made significartess since 1991. The financial system
is a leader in innovation, including the creatidnsaccessful private pension funds, the
National Oil Fund, which are accumulated revenoenfioil export for future generations
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(bankoBckas cuctema KasaxcraHa Ha3BaHa caMoOil IPOrPECCHBHOM Ha BCEM IPOCTPAHCTBE
CHI [The banking system of Kazakhstan is the mostnessjve in the whole CIS], 2001).
For attracting investors, the government developddvorable investment climate. From
2000 to 2008, the foreign direct investments sigaiftly increased by tenfold, which is
the highest investment per capita in €IBurthermore, in order to protect the economy and
to achieve sustainable economic growth, the goventrdeveloped strategic program to
diversify economy and to avoid Dutch-disease. Ih@®Q@he government is going to spend
67 billion dollars on different industrial projects

2.1 Political, economic and social conditions in Kazakktan

Republic of Kazakhstan is the unitary state witkspfential form of government. The
principle of independence and the political systeene formulated in the first Constitution
of Kazakhstan in January 1993, which was approyecferendum on the 3of August

in 1995. Kazakhstan’'s parliament is the supreméslegye body and consists of two
chambers: the Senate (Upper House) and the Maghdiser House). The 47 members of
the Senate are indirectly elected representatifesgional assemblies and appointees of
the president. The Mazhilis is composed of 67 elbdeputies. Both chambers are elected
for a four-year period. Only one political partyufdtan, is represented in Kazakhstan’s
parliament which cannot guarantee the democragjcne Moreover, the limited division
of power may expand the public corruption and deseetransparency of the governing
process. However, on the other hand, the absengartyf and ideological opposition may
help push through economic reforms and contribaiealitical stability, a prerequisite for
a favourable investment climate. The prime minisgeghe head of the executive branch of
government and is appointed by the president, hin approval of the parliament.
Territory of the country comprises of 14 regions enh akims are heads of local
administrations. Akims are appointed by the pre#id&ince the December 1997, the
capital of Kazakhstan has been Astana (About Kastaki).

According to a majority of experts, Kazakhstan isoastitutional republic with a strong
personalized presidential regime. Nursultan Nazsbahas been a president since
Kazakhstan became independent. In 1995, Nursultaraf¥ayev expanded his presidential
powers by changing constitution. In 1998, the pamknt extended the presidential term
from five years to seven. Then, they abolishedt¢ne limits for the first president. Only
he can initiate constitutional amendments, appantd dismiss the government, dissolve
the parliament, and appoint administrative headegibns, Astana and Almaty.

Furthermore, in May 2010, the government grantethépresident the “national leader
status”, providing guarantees of non-persecutiot e right to influence politics after
possible retirement. They decided to give the desdi and his family members full

* CIS stands for Commonwealth of Independent States
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immunity from all criminal or administrative offees he committed during the presidency
or afterwards. In addition, to defame the presidéigtort facts of his biography, and

damage or ridicule his images will be consideredlegal and can be sued (Nurmakov,
2010). Kazakh lawmakers proposed to create a musaditated to the first Kazakh

president and building a monument to NazarbayeAsitana as well (Pitalev, 2010). The
proponents argued that Nazarbayev deserved todreisehe same light as figures like
George Washington, Mustafa Kemal Ataturk, Mahatraadhi and the founder of modern
Singapore, Lee Kuan Yew.

Kazakhstan is the current chair of the Organizafion Security and Cooperation in

Europe. It is the first post-Soviet country to hithis position. Kazakhstan promotes itself
as a booming and foreign investment-friendly stkatethe constitutional amendments can
spoil this image. More and more politicians anddacaicians have repeatedly criticised
the authorities, especially for crackdowns on prasg Internet freedom (Ma-Shan-Lo,
2010).

Despite his autocratic regime, Nazarbayev has keeping the country stable regardless
of its ethnic, religious and regional differencés.time of his governing Kazakhstan

achieved impressive results in financial, economiead legislative development.

According to Kozbagarova B. and Wandel, J. (2009.1@). Kazakhstan justifies the

expansion of presidential power referring to thecessful Asian model. In these countries
political reforms takes a back seat to economiowgrp “once economic recovery is

ensured, political democracy will be introducedh ¢tontrast to Turkmenistan and

Uzbekistan, Kazakhstan has a considerably highauoantransformation process.

In the beginning of the Soviet era Kazakhstan wampdetely as an agrarian supplier,
particularly in grain sector. During the industriafisis in 1920, the Soviet Union
recognized the necessity of industrial developmkatzakhstan, according to plan of the
Moscow authorities, had to become one of the majeas of rapid industrialization.
Soviet's government strongly advocated the estaiiesit of the mining industry and
railway transport system to export raw materiabsrfrcountry. Several local leaders led by
S. Sadvakasova opposed and offered to develop d@nefacturing and light industry, take
into account country's interests during the indaktation, not to turn it into a colony.
However, the industrialization of Kazakhstan wasvailing by majority views to develop
solely raw material extraction. Nevertheless, tkigaetion of crude oil was not dominant
in supplying in that time. Kazakhstan was develgmolely those areas which could not
been met by existed Soviet's sources. Since thezakhstan has become a supplier-
economy concentrating on the export of primary raaterials in exchange for its
manufactured imports. Therefore supply chain has beell-developed only in the north
direction to the Russia’s market. The expansionnoistry also gave impetus to the
simultaneous growth of the transport, telecommuiuna, and other infrastructure
activities.
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During the industrialization Kazakhstan achievedosel place in production of non-

ferrous metals and became the third-largest oil @val producer in the Soviet Union. In

1939, industry share amounted to 58.9%. The indligation had been accompanied by
the accelerating level of urbanization. During ttiete, the proportion of urban population

considerably increased three-fold. In additiopramoted a detachment of skilled workers,
engineers and technicians. Their share substangjediv from 10.7 percent in 1926 to 33.8
percent in 1939. Kazakhstan, in a historically shmeriod, from a backward feudal

territory turned into an agrarian-industrial repablMore than 500 thousand Kazakh
nomadic and semi-nomadic households moved to thielenece. Furthermore, it was a
considerable growth of migration from Russia, Ukeaand Belarus to meet labor demand
for the extensive industrialization. The second eva¥ industrial development had been
started with the beginning of the Second World Wiarorder to protect industry and to

continue produce industrial outputs, the Sovietegomnent has been decided to move
many of heavy industry far east-south, in Kazakista

After the collapse of the Soviet Union and with @icgg of independence Kazakhstan
faced a lot of challenges such as a falling in deinfmr Kazakhstan's traditional heavy
industry products and underdeveloped supply ch@ims has been resulted in the
devaluation of savings, salaries, and pensionslaftdhe economy in a terrible state.
According to macroeconomic indicators, Kazakhstggéd behind the development of
Russia for 12 years in time of the collapse of 8bunion. In the first 2 years following
the disintegration of the USSR, Kazakhstan begattefme its strategy for the transition
from communism to a market-based economy. Oneeofitbst important elements in this
transition was the transfer of property rights frdime government to the private sector.
Establishing private property rights was, therefaefirst step in the transition to the
economically rational use of resources. In 1993zakastan government adopted a
privatization program to return control of econoragsets to the people themselves. In its
first decade of independence, Kazakhstan made gmemjress in the transition to a
modern, democratically governed state with a mabksed economy (Kazakhstan -
Working conditions ). In 2000, Kazakhstan became fihbst former Soviet republic to
repay all of its debt to the International Monet&und, the seven years ahead of schedule.
In September 2002, Kazakhstan was the first coumirthe CIS who received an
investment-grade credit rating from a major intéorel credit rating agency (Economic
Overview. International Information Centre of thefblic of Kazakhstan, 2007). In the
same year, Kazakhstan has been recognized by betkEW and the United Sates as a
market economy since 75 percent of GDP had beevedeirom private sector.
Nevertheless, as we can see on Figure 2 theraoficeable correlation between oil prices
and GDP growth. Continued growth of oil price alemiWKazakhstan to further enhance its
export. As we can see from Figure 2, there is gtiamrelation between growth of GDP of
country and prices on crude oil. Between 2003 aD@B2there was an extremely high
demand on oil therefore oil prices increased sulbistéy. Its number soared from slightly
less than 40 US dollars in 2003 to almost 140 Ulkadoin 2008. Similarly, we saw a
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considerable growth in GDP. From 2003 to 2008, mhisiber dramatically grew four-fold.
Since 2008, we have seen a fast drop in the @ieprand GDP as well.

Figure 2. Dynamic Of GDP And Oil Prices, 202009
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From 2000 to 2007, Kazakhstan enjoyed double-digitvth not only because of booming
in energy sector, but because of economic refogusd harvests in agriculture sectors,
and attracted foreign investments as well. In 200%zakhstan was the undisputed leader
in terms of attracted investments among the ClScims. Over 80 percent of all foreign
direct investments into the Central Asian regiovehdeen invested in Kazakhstan’s
economy. According to the World Bank, Kazakhstaansong the top twenty countries in
the world which are the most attractive for investin Between 2000 and 2008, the inflow
of foreign investments in Kazakhstan boosted frdhbillion dollars to almost 50 billion
dollars In addition, the European Investment Bank considéigakhstan as the most
attractive investment partner in Asian regibhigecturronnas kapra. Kazaxcran, CHI u
npyrue [Investment Map. Kazakhstan, CIS and others], 2009

The information on the Figure 3 relates to the gbuation of each sector to total growth of
the country. As we can see the GDP growth reachaebl at 13.5 percent in 2001. The
high growth was derived from a dramatic increaseanstruction and agriculture sectors.
In 2001, the government adopted the new law, whsttengthened the legislative
framework for the introduction of private ownersioipland and development of mortgage
in construction sector. The second peak was in 20@6most 11 percent. Beside a service
sector, the construction and industry sectors plexvialmost 50 percent of total GDP
growth. From 2003 to 2006, we saw a gradual riseoimstruction sector and it became
another main engine of growth. Then, since 2007ethas been a rapid fall in this sector
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due to a big impact of world financial crisis. 1808, contribution of construction sector to
GDP growth dropped five-fold.

Figure 3. Contribution To Growth By Sectors, (%)
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Between 2000 and 2007, share of industry in GDRedsed from 33.2 percent to 28.3
percent, while the contribution of construction ecalmost twice. During this period,
commercial banks began to increase its externalotmg which led to a substantial
increase in gross external debt. It amounted toliiBn dollars in the end of 2008. The
private sector reached 97.8 percent in total eatetabt which was not guaranteed by the
state. As a result, the economy acquired a forthaidising bubble”.

As we can see on the Table 3, the external depstedaalmost nine fold from 2000 to
2009. It reached 111,326 million dollars in 200®teen 2000 and 2008, there was a
stable growth in GDP. Its number considerably chisem 18,294 million dollars in 2000
to 132,299 million dollars in 2008. Then, we noticg dramatic decline in this number.
After almost a decade of rapid expansion, econdmiccators substantially dropped in
2008 under the pressure of the global financiai€@and economic slowdown. Restricted
access to international capital markets nearlyedallomestic lending and triggered a
slump in real estate. Due to a high integratioglobal economy Kazakhstan’s economy
one of the first has been damaged by financialscrighe price inflation remained stable
from 2000 to 2006 and it moved into double digit2D07. The authorities responded to
the shocks by supporting banks’ capital, adoptingrfcial policies to sustain growth, and
adjusting the exchange rate.
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Table 3. Selected Macroeconomic Indicators, 2000820

Column 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
GDP (mill US
$) 18,294 | 22,152 | 24,636 | 30,833 | 43,150| 57,124 | 81,000 | 104,853| 132,229| 76,074
GDP per capita
Us $) 1,229 | 1,491 | 1,659 2,074 2,847 3,771 5,292 548, | 8,492 4,821
Inflation 13 8 7.1 6.8 6.7 7.5 8.4 18.8 9.5 6.2
Unemployment| 13 104 9.3 8.8 8.4 8.1 7.8 7.3 6.6 6 |6.
External debt | 12,658 | 15,158 | 17,981 | 22,767 | 32,713| 43,429 | 73,996 | 96,914 | 108,130| 111,326
Balance of
payment (mill
us $) 585 384 535 1533 3,999 -1944 11,134 -3,052,188 272
Trade balance | 2,440 | 1,320 | 2,300 | 4,088 | 6,785 | 10,322| 14,642 | 15,100 | 33,518 9,053
Export (mill
us $) 9,288 | 8,927 10,026 13,232 20,6p3 28,300 38,162 548,83 71,970 29,887
Import (mill - - -
us $) -6,848 | -7,607 | -7,726 | -9,144 | 13,818 | 17,978| 24,120 | -33,260 | -38,451 | -20,834
Balance of
service (mill
us $) -872 -1,524 | -2,152] -2,251 -3,099 -5,268 -5912 78,0/ -6,615 -4,301
Export (mill
us $) 1,132 | 1,301 | 1,584 | 1,773 | 2,009 | 2,228 | 2,807 | 3,552 4,382 3,115
Import (mill
us $) -2,004 | -2,825| -3,73§ -4,025 -5,108 -7,496 -8,7{L9 1,522 | -10,998 -7,417
Share of GDP
(percent)
Industry 33.2 30.7 29.5 29.5 29.3 29.8 29.5 28.3] .232 29.5
Service 48.4 49.3 50.5 51.5 53.3 52.0 51.7 54.3 52.1 55.6
Construction 5.2 55 6.3 6.0 6.1 7.8 9.8 9.4 8.1 7.7
Agriculture 8.1 8.7 8.0 7.9 7.1 6.4 5.5 5.7 5.3 6.2
FDI (mill US
$) 10,078| 12,917 15,464 17,567 22,367 25,607 32,683,381 | 47,660 n/a

Although the government spending on housing, médaa, and other social services is a
considerable high, the qualities of these sectamsain weakly developed. The number of
expenditure allocated in social sectors amountedver 40 percent of total budget
expenditures in 2009 (Statistical Bulletin, 201®oreover, this number rose by 34
percent in comparison in the previous year. In 2046 government plans to increase this
number approximately over 50 percent. Housing is ohthe most challenging problems
facing Kazakhstan today. Economic growth and thpiraison of the majority of
Kazakhstan's population for upgrading their liviognditions promoted the increasing
relevance of housing construction. In this contéxt, key objectives of the state program
of housing construction was to provide solutions gmblems relating to housing
construction development; and the provision of s#gments of the population with
affordable housing. The state programme has beeedaio improve a living, housing and
environmental standards by 2020 particularly imkrarea. Since 2000 year, there has been
a significant increase in the average supply ofsimau Houses in cities have been built at
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an especially rapid pace. In addition, the volurhéngestment in house construction in
2007 rose by 60 percent (Improving social, housing environmental conditions, 2008).

Kazakhstan’s government provides the support foglsi mothers and disabilities.
However, the amount of benefits is not sufficiemcover all costs and it has not kept up
with inflation. Kazakhstan adopted the payroll teased rather than insurance-based
system. One of the most telling facts about theeturhealthcare system is that the average
life expectancy of 66 years is ranked at"Lpace in the world (Central Asia: Kazakhstan,
2010). The reason of such low number is environaiengollution and the
underdevelopment of healthcare system. Althoughtsanms and hospitals exist in many
locations, the level of medical care is far belowdpean standards. Public health suffers
greatly in some heavily industrialized areas, sashthe Qaraghandy province and East
region of Kazakhstan. The Soviet authorities neseriously made environmental
protection a high priority. A majority of manufaciug companies still work on out-dated
equipments without any environmental protectiontHa area of the Aral Sea, Kazakhs
suffer from the pollution and salinization of theas Another polluted area is Qyzylorda
which suffers from rocket launches and relatedvaes in the Baikonur Cosmodrome
(Almaty, 2008). However, people undergo the mosioae general health problems in
eastern Kazakhstan from the widespread radiatisopmg of the soil, food products, and
water sources.

The infrastructure is very important for attractiiegeign investors. The government has to
provide appropriate living conditions for inhabiterand foreign investors. Although the
government contributes a lot of efforts to impraituation in this area, there are still
problems, which require considerable attention (HarDevelopment Report. Kazakhstan,
2004). One of them is the significant reductiorttd number of kindergartens due to the
lack of state funding and non-existence of privateirces. Moreover, the quality of
operated kindergartens is very poor including & lat hot meal or low quality food
served, and buildings in poor repair. For improveuogial conditions, the government has
substantially increased a social spending. “Dedpi¢edifficulties of the world economy,
when many countries are reducing social spendirgakhstan since January 1, 2010 has
been carried out a considerable growth of pensaodsscholarships of 25 percent ad social
benefits of almost 9 percent. Since Julyl, 2010nthges to employee of public sector has
raised by 25 percent’- said Prime Minister Karim dif@ov (Brictyruienue IIpembep-
Munucrpa Pecnyonmuku Kazaxcran K.K.Macumosa [Speech by the Prime Minister of
Kazakhstan K. Massimov], 2010).

2.2 Business environment

Kazakhstan's success in privatization got a |latt#ntion from media and among politics
and academics. Abandoning social principles in @iawad rapid income gains for the few,
the government sold a majority of public sectoattew large multinational corporations.
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This led to the widespread perception of growingrwaion, bribery, and cronyism
(Kazakhstan - Working conditions ). The big busshegoups emerged as a holding
company. They were vertically integrated conglortesrand controlled multiple phases of
the production process, such as financing, capétati manufacturing. The president’s
daughters and their husbands have substantialssime®me of these holdings as well as
in leading banks (Kazakh President Handed 'Leadd@h® Nation' Status, 2010). Ten big
holdings together control more than four-fifthstieé country’s economy (Kozbagarova &
Wandel, 2009, p. 17).

The most recent report from the Heritage Foundaibrdex of Economic Freedom rated
the country as “moderately free” and ranked it 88 of 179 countries, well above
neighbouring Russia and China and just below tlobajl average (Index of Economic
Freedom World Rankings, 2010). This score is oriatpower than last year’s, primarily
reflecting purported declines in freedom from cptron and respect for property rights.
The Foundation’s report scored Kazakhstan highlytrade freedom, fiscal freedom,
government size, and labour freedom. Neverthetdss|enges to economic freedom still
remain.

Corruption increases the cost and difficulty ofrdpbusiness for foreign and local firms
especially it relates to customs system. Accortiingransparency International the Global
Coalition, Kazakhstan was ranked 120 places in 2@08omparison to 145 in 2009
(Corruption Perceptions Index 2009, 2009). It shdwwticeable improvements and
government’s attempts to create a favourable enmemt for investors and local
enterprises. In spite of progress against corraptioremains quite widespread, and the
judiciary is often perceived as an arm of the ekgelbranch rather than as an enforcer of
contracts and guardian of property rights.

According to The Global Competitiveness Report 28080, Kazakhstan ranked the 67th
place as opposed the 66th in 2007-2008. It showadderate decrease by one point in
country’s competitiveness although Kazakhstan kaars ambitious goal to become one of
the 50 most competitive countries (The Global Caitipeness Index 2009—-2010 rankings
and 2008-2009 comparisons, 2010). On the other,hhadNorld Bank’s Ease of Doing
Business Report showed a slight increase in dousinbss in Kazakhstan. There was a
significant improvement in dealing with constructipermits. Kazakhstan ranks the 143th
place in 2010 compared to 177th in 2009. Similaslg,noticed a considerable progress in
the paying taxes. It soared by 9 points (Explorertémies. Kazakhstan, 2010).

Since 2010, Kazakhstan has become the first codirdny the former Soviet Union with
chairs in the Organization for Security and Coopenain Europe. In addition, Kazakhstan
plans to launch the project to improve the busimessronment for up to four years, which
is sponsored by USAID. The project promotes econodevelopment by providing
assistance to strengthen the capacity of publicpaivdte sectors to participate in effective

27



dialogue. Moreover, it is aimed at developing madéree market, improving the
implementation of legal reforms in business andipwmministration, and to reduce costs
and remove barriers to the development of smallraedium businesses.

2.3 Kazakhstan’s potential

Kazakhstan is the biggest energy producer countthe Central Asia. The large foreign
investment inflows to the oil and natural gas sectnade Kazakhstan a key world energy
producer and exporter. Almost all big companiescambohydrate business have their
branches in Kazakhstan. Kazakhstan holds the lapgyesen oil reserves in the Caspian
region. The carbohydrate reserve on the land amtinemtal shelf are estimated
approximately at over 5.5 bin tones or 39.8 birrddar The estimated oil reserves located
only within the Kazakh part of Caspian Sea amoamhore than 17 bin tones or 124.3 bin
barrels (Nabazbekov & Ustimenko, 2007, pp. 5—-8kakhstan holds 11th and 8th places
in the world in terms of proved reserves of crudewod proved recoverable coal reserves,
respectively.

Kazakhstan possesses enormous reserves of natgmalrces. Its mineral reserves put
Kazakhstan at sixth place in the world. The 99 @ul10 elements of the Mendeleyev
periodic table are found in the subsurface of Khztdn while 70 of them are prospected
and 60 elements produced and used in industriadlsndéazakhstan is one of the richest
countries in terms of titanium, magnesium, tin, nimen, gold and other non-ferrous
metals. Kazakhstan holds first place in the woddgsten production, second place in
chromium and phosphorous ores, fourth in lead aolyldenum and eighth in iron ore. In
Kazakhstan approximately 300 of the huge depoditgolnl are prospected while 173 of
them are detailed and investigated. There are degbosits of potassium salts, borates,
bromine combinations, sulphates, phosphorites &@eddifferent raw materials for the
varnish and paint industry (Geography of Kazakhstad.). However, a lack of finance,
investments, and appropriate labour force doesatiowv use the full potential of the
country. The abundance of natural resources hds fmitive and negative effect on the
economy. As a result of historical developmentmrefd to above, as well as the lack of
experience has led to heavy dependence from reseutraction and underdevelopment of
high value added production. Almost 90 percent obds in the store are imported
although the country possesses all resources tupeahose goods.

Economic and geographic conditions of Kazakhstakenthe transport component of the
economy one of the most sizeable in the world asi@rchine high dependence of the
economy on the transport networks. Kazakhstan doashuge transit potential being
between Europe and Asia. The main advantage istligatransit corridor through the
territory of Kazakhstan is the shortest distanc@viding the communication between
Europe and China via Kazakhstan, the distancededlease two times compared to transit
via the sea or to a thousand kilometres acrostethiéory of Russia. However, the current
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development of infrastructure is very poor. Theliqyaf roads, customs procedures, and
roadside service is very underdeveloped and doneet world standards.

2.4 Industrial policy of Kazakhstan

Kazakhstan’s economy passed two stages of develdpri€hayanov, 2009). Industrial
development as part of economic development cam lads divided into two stages of
industrial development. During first stage, in 9@tkars, it was important to stabilize
economic conditions and to carry out a basic dtrattreconstruction. At that time, the
main tasks of the government's economic policie®ue survive, to reform and to prevent
social turbulence in society. Therefore the stagdferts were focused on solving current
problems The government attempted to squeeze out econonmgaasnum as possible

therefore strategic objectives are not were takémaccount. Therefore that time ties with
increasing volume of extraction of raw materiald axport.

The extraction of crude oil has risen substanti@figure 4). Since 1994, its number soared
three fold. Conversely, the coal production dea@dansiderably from 1990 to 1999. The
main reasons for such a sharp decline were theatomssof state subsidies to the coal
industry, long-term freeze of prices of coal pradudhe availability of obsolete or
unprofitable mine fund, reduction level of effeeidemand, and slow adaptation of the
industry to work in new economic conditions. Howevsince 1999 we have seen a
dramatic growth in this sector. The production opger and iron ore remained relatively
stable between 1990 and 2008.
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Figure 4. Industrial Output By Sector, 192D08
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Quantitative increases in production without angrape of obsolete assets and applying
innovations cannot lead to sustainable growth. @etdiequipment and lack of knowledge
and new technologies have hindered the developroérthe country. In 1997, the
government elaborated a strategic programme oflolevent “Kazakhstan- 2030” at the
initiative of the president. According to proporerthe strategy combines the best sides of
the market and government regulation when the stakes responsibility for the
investment in strategically important objects amdirtes the general rules of the game as
well as makes favourable conditions for the market.

In some sectors the strategy had positive resiitie. government conducted a range of
recreational activities in the coal sector, whiehl lto a recovery of the industry, the
strengthening of investment activities as well asharp decline in the level of social
tension in the coal regions. A key component of rdstructuring of the industry was the
privatization of large enterprises and the closusé unprofitable enterprises.
Implementation of the Strategy-2030 has been stamieh establishment a new funded
pension system and several holdings, based onhliea@ model. Since 2000, it has been
established by the National Fund by a presidedealee, using the Norway's oil fund as a
benchmark, which is one of the most successfulhm world. In 2006, Government
initiated the Fund of Sustainable Development —Z¥®&", which is became the prototype
of the Malaysian fund Kazyna, and holding “Samrids an example of Singapore's
holding - “Temasek”. During the active liberalizatiand intensive investment policy FDI
flows grew by 166 percent, from 964 million doliar1993 to over 20,000 million dollar
in 2002. Since 2005, we have seen a rapid ris®iniriflows, particularly in construction
sector (Figure 5). A majority of investors exprestee greatest interest in the extraction of
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minerals and oil as well. As a result, the impressnvestment flows solely to this sector
led to the negative structural changes in the etgno

Figure 5. FDI Inflows, 1992008
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The second stage of industrial development has beediversify economy using the
revenue from oil sector. The experience of devalagmuntries has shown that sustainable
growth of the country cannot be ensured only froemedlopment of export-oriented raw
material industries. Today the situation in indiastsector shows a serious slowdown in
the manufacturing industries, especially in macdhirenstruction and high-value added
production. The government’s passive investmenicpas not conducive to the radical
reorganization of the economy. The government neisegl mistakes in investment and
financial policy and tightened the policy of inviegt, where investors should be involved
in diversification process. “We will work only witlthose who will suggest specific
projects aimed at diversification and deep proogssi raw materials. This means that in
sectors where the country cannot find mutual sohsti we will search for new partners,
offering them favourable conditions and resouraesttie projects. We will develop such
laws, which will oblige all investors, working ohé development of high value-added
production in oil and mining sectors” - said theefldent [1aBHOe mns wHBecTOpa -

cTabuibHOCTE ycaoBuii pabotel [The most important for invetors is the stabilityork
conditions], 2008).

In consequence of the strengthening the reguldtangtions of the government, it has
purchased shares in the four country's biggestdartks intensified supervision over the
financial system and increased state role in gm@ateectors of the economy through
national companies. According to the Chairman ef Board Fund "Samruk-Kazyna”, K.
Kelimbetov, the scale and complexity of modernmatirequires a high degree of
government’s centralization (Chayanov, 2009). Hpuad that a strong political leadership
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is a guarantee of consistent implementation of eeoa policies and goals of socio-
economic development of our state. However, W. dhstorfer, one of the Austrian
investors, noticed that in Kazakhstan there is ¢k laf stable investment policy and
predictability of the authorities which are the mosportant for investorsl{tasaoe mis
WHBECTOpa - CTaOMIIBHOCTH ycinoBuii paborel [The most important for invetors is the
stability work conditions], 2008). The tendency gfowing state involvement in the
economy and the persistence of informal barriersetrepreneurship can hamper
Kazakhstan’s economic potential and negativelycédie on the natural competition.

In order to develop high value production and diifgreconomy, the policy-makers
elaborated the cluster policy and the "30 corpdesiders of Kazakhstan” programme. The
main objective of the program “30 corporate leatlesr$o create conditions for accelerated
modernization of Kazakhstan's economy and the aehient of a qualitatively new level
of competitiveness. Achieving of goal is expectebtigh the creation, strengthening and
development of corporate leaders, as well as thpeimentation of breakthrough projects,
which have a significant multiplier effects and aimed at significant diversification of
the domestic economy. In the world practice, tteeeemany examples of such interactions.
One of them was the policy of support for exportemderprises which was conducted by
"Asian tigers". However, mostly these corporationsdeveloped countries have been
formed by natural means.

The essence of the cluster approach has been rto dertain groups of geographically
localized interconnected companies, suppliers otiipggent, specialized services,
infrastructure, research facilities, higher edwratifacilities and other associated
institutions needed to achieve a certain econonffiecte and amplifying competitive
advantages of certain companies and the countgeiral. During the first stage of the
project, 55 thousand enterprises in 46 sectorsirai@ regions were studied. Finally, the
seven sectors which were the most appropriatel@starization have been defined. This
included tourism, transport logistics, oil-and-gaachine building, construction materials,
food processing and textiles, and metallurgMufiucrepcTtBo MHAYCTpHH W HOBBIX
texnosioruii Pecniyonuku Kasaxcran [Ministry of Industry and new technologies of the
Republic of Kazakhstan], 2009). Generally developihad industrial programs is a quite
complicated and extensive process. Therefore, todaycannot surely say about future
success or failure of these programs in Kazakhshdm. one model of industrial
development can perfectly fit into Kazakhstan’'sremay. Because of this, Kazakhstan’s
policy-makers should take into account the natiqresduliarities and historic features of
the country, and not blindly repeat the way of otheuntries. Moreover, the cluster
development requires a well-educated human capital well-functioned formal and
informal institutional structure.
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3 CLUSTER DEVELOPMENT IN KAZAKHSTAN

The cluster policy was primarily associated by awbeal economy. If in advanced
economies the cluster policy was popular in the d860s, in developing countries it has
been adopted only since the year 2000. Interndtidoaor organizations and investors
played a crucial role in spreading a cluster palicgdvanced countries. On the other hand,
the government-initiated type of cluster policym®re common in developing countries.
The government support decreases the level of tamegr considerably. Therefore an
investing in companies which a part of cluster pplis a less risky, especially in
unpredictable economy of developing countries. Hakeas a survey shows, this type of
cluster is survives less successfully in the cdspoticy shift than business- or donor-
initiated clusters (Ketels, Lindgvist, & SolvellD@3).

Kazakhstan’s economic policy is more centralizeantin developed countries and the
clusters are mainly created by purposeful govertra#farts. Therefore the cluster policy
has a more macro-oriented focus and strongly deppendhe overall economic conditions.
This makes serious barriers in implementing a elugtolicy, since cluster policy is
inherently regional phenomena. Moreover, the imgletation of cluster policy is
challenging because of an absence of trust betwasitipants. There is no social context
among companies and between government and corspaltie literature reveals that
government-initiated cluster policy has a lowereleof trust than business-initiated cluster
policy. In addition, it is characterized by a snaallantity of participants. Usually this type
of cluster policy has a few big companies whichdoie most of the outputs.

Kazakhstan was inspired by the success of Southsiah tigers such as Malaysia,
Singapore and South Korea and followed this indalsttuster policy. Rather than market-
driven diversification these countries have appkedtrategic government planning and
intervention. Many researchers are skeptical to pmecess when the government
determines which sectors are needed to developy &tgued that instead of “pick up”

industries, the government should concentrate ysadal the institutional environment.

According to Afoncev (2009), the cluster policydazakhstan is more like a wide industry
complex of Soviet type rather than clusters asstrguagglomeration.

In 2003, the Kazakh government made attempts &rm@te the priority areas in industrial
development. The implementation of a developmemgiam, “Innovative Industrial
Development Strategy of the Republic of Kazakh$ter2003—2015" has become one of
the key strategic goals. The sectors linked to walne-added sectors, and the agro-food
sectors are announced as an important area. The goal of this program has been the
overcoming of Dutch disease and diversificationeobnomy, based on Malaysian and
Norwegian models.
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Since 2004, Kazakhstan has initiated the clustdicypdby approving the project
"Diversification of Kazakhstan's economy througle tthevelopment of clusters in non-
extractive sectors of the economy” for future ecuimdevelopment of the country. The
project was developed by the Centre for Marketimgl @nalytical Research of the
Republic of Kazakhstan together with foreign cotisglfirms JE Austin Associates, and
Economic Competitiveness Group. The main custorhéreoproject was the Government
of the Republic of Kazakhstan. The aim of the pbje to increase the competitiveness of
sectors, which is not related to the extractionnafural resources. According to the
policymakers, a successful implementation of thisgpam should lead to increased
productivity and sustainable economic growth. KsHinbaev (Beshimbaev, n.d) believed
that cluster policy would provide an effective chah of communication between
businesses and government agencies. Only by thyscaald it be possible to improve
business, to remove administrative barriers an@ke measures for cluster development.
The ex-Prime Minister of the Republic of KazakhstBn Ahmetov, argued that in the
development of small and medium enterprises, thstet approach should be dominant.
However, it does not mean to stop activities ireotirelds. "We built a vector orientation,
which are the most effective in terms of economiplementation”, - he said (Sultanova,
2005).

The next program of industrial development was gpamme of 30 Corporate leaders”. It
was announced in 2006 as an additional instruméninaustrial development. The
government defined corporate leaders in the saioétgras industries and provided them
with the financial and fiscal supports. The corperieaders were recognized companies
who had an export share of total non-oil exportslass than 2 percent, a recognizable
"brand” on the domestic, regional and/or globalkets, and a high level of investment in
R & D. As we can see, supports are mainly proviteetlig companies rather than small
and medium enterprises. The program indicatestkigagovernment does not completely
accept the entrepreneurs as the best for findimdtgiole business opportunities. The
government’s planning type of clusterization is enosimilar to that which was
implemented in countries such as Malaysia, Singa@od South Korea. According to
Kazakhstan's policymakers, this approach is the nmaason of their success
(Kozbagarova & Wandel, 2009, p. 28) When corpoteselers were chosen, the second
step of program was to form an interrelated anegrated complex around those leaders.
The whole process should take place under thetdimedrol of the government with the
participation of many state institutions. Like drrspolicy the firms-participants were
chosen by the government rather than the natutattsen under the competitive forces
(Economical Policy, 2009). In the framework of ghgram, 44 projects are planned to
launch with total cost 54 million dollars. This lndes 13 manufactories in the metallurgy
field, six companies in the chemical and petroclvaiiindustries, four power stations, two
in the agricultural field, and one for building @muotives (Sevostyanova, 2008).
According to proponents, all three state prograrhsukl provide the sustainable
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competitiveness of the country. In fact, these mow are identical and have the same
mechanism in spite of different names.

3.1 Assessment of Kazakhstan cluster policy

During the first phase of the clusterization, spegroups were studied fifty five thousand
companies, in forty-six industries in twelve regoof the country. Because of resource
limitation and financial restrictions, the govermmheletermined a limited number of
clusters, which are now the most meaningful fornecoic development. Nowadays the
seven most cluster adopted industries have beenifidd, and among them is tourism,
transport and logistics services, oil and gas nmelij construction materials, food and
textile industries, and metallurgy. Some of thermenmore developed while others needed
to start from scratch. Geographical concentraticas vene of the criteria for industry
selection with regard to future cluster developrmentvell as a critical mass of companies
in any industry. Since 2006, additional pilot carsthave been launched, which include a
pharmaceutical cluster in the city of Karaganda elodter of medical services on the basis
of new centre in the city of Astana.

In the framework of cluster policy government hagated the four state holdings
companies to serve cluster-participants:

Kazakhstan Holding for Management of State Assé&amruk”
National Fund for Sustainable Development — “KaZyn
National Scientific and Technological Holding —af8gau”
National Holding — “KazAgro”

I [y

Later the holding “Samruk” and “Kazyna” were joinadd renamed in “Samruk-Kazyna”.
The function of these holdings is to target invesiminto the infrastructure and the
priority sectors. The holding “Samgau” is a comglgt state-owned, managing holding. It
aims to create favorable conditions for scientdiod technological development of the
state by formation of the unified information amahamunication environment, information
systems, resources and standards (On Establisiohéiné JSC “National Scientific and
Technological Holding "Samgau”, 2007). The nextdimd “KazAgro” unites seven
different companies for serving agro-food sectdre purpose of holding is the stimulation
of agro industrial sector development by effectiv@nagement of the Joint-Stock
Companies which operates in the agrarian area gifynof agriculture of the Republic of
Kazakhstan, 2010). “Samruk-Kazyna” was created peototype of Singapore’s holding
Temasek. Temasek is fully owned by Singapore's $itiyiof Finance and has close links
to the government which was criticized by many ifgmecountries. As written on the
official webpage of the “Samruk-Kazyna” holding étlkey purpose is to manage shares of
national development institutions, national companand other legal entities it owns to
maximize their long-term value and competitivenesthe world markets. The key area is
a modernization and diversification of national mmmy” (Sovereign Wealth Fund
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«Samruk-Kazyna» JSC, 2009). As we can see theitil@firof purpose is too wide which
make not able to point out the main functions dfilmg. Kalimzhanov (2009) argued that
the main disadvantage of fund is a lack of trarmpay and the clarity of the fund’s
schemes. According to many of Kazakhstan’s poliakens, to have all these holdings is
too costly for the national budget. One of themcdbed the establishment of holdings as
duplicating functions of ministries that intensiégntrol over private businesses. As the
Report of Accounts Committee of the Republic of &drstan showed, only five projects
are functioning now out of 121 that were financed the holding Campyk-Ka3sbina
U3bIMaeT aKTUBHI y AOLKHUKOB ["'SamrukKazyna" withdraws assets from debtors]L(0
Accounts Committee estimated the total loss at ®Hlon tenge (127 million euro). In
general, the state has not received about 11 mitémge (55 million euro) which were
planned as a profit from the financed projects. Btendard & Poor's index accessed the
transparency of the fund Samruk-Kazina as 24 pauatsof a possible 100 (Pavlovich,
2009).

3.1.1 Metallurgy cluster

Cluster metallurgy was formally initiated in the rndganda region, since a significant
proportion of outputs of ferrous and nonferrous athetgy are located in this area.
However, there are metallurgical complexes in thstern part of Kazakhstan; it is also
included in the cluster policy. The copper and zowncentrate are principal products
produced in the east Region. However, the furthepssof processing are taking place in
other regions due to lack of technological faahti

The main economic actors in metallurgy clusterlarge companies, such as Mittal Steel
Temirtau and Kazakhmys Corporation. Kazakhmys & ldrgest copper producer in
Kazakhstan and one of the top ten world produdeagzdkhmys. Group Overview, 2009).
Around these companies are more than 300 concedtraippliers of equipment and
materials including more than 30 enterprises of himec building and metallurgy.
Nowadays the metallurgy cluster including the 5thpanies which are companies for the
extraction, beneficiation and metallurgical prooegsas well as financial, marketing, and
research infrastructures.

The cluster consists of a few large enterpriseeyTtepresent 86.8 percent, share of
medium enterprises amount to 4.9 percent, and ssnab reach 8.3 percent (The Agency
of Statistics of The Republic of Kazakhstan, 20I)jis structure is similar to the East

Asian model of cluster policy, where big companiesninate almost in all sectors. In

Kazakhstan, the share in GDP of ten big comparsiedmost 80 per cent (Gurinovich,

2005). The country’s dependence from few anchandimakes whole economy more
vulnerable to even small declines in its production

Metallurgy complex has a considerable rich recolnase. This complex was formed on
the basis of domestic depths since Kazakhstareifirdt ever home of world's reserves of
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zinc, tungsten, vanadium, and barite ore, the sk@wer home of reserves of chrome,
phosphate and uranium ores, and the third ever lodmeserves of copper, silver, lead and
zinc. Kazakhstan is also the fourth ever home ofybdenum, the sixth ever in gold

reserves, and the eighth ever of reserves of iren lo the depths of the country, 50
percent of the world’s tungsten and chrome ore artm23 percent, lead at 19 per cent,
zinc at 13 percent, and the final 10 percent appeoand iron.

The government’s key objective in the metallurgglustry is development of high-value,

additional production facilities by attracting dostie and foreign investments in this

sector (Industrial Park Metallurgy - Metal "(Karagia, SEC Saryarka), 2008). The cluster
policy is mainly focused on national benefits angeh by a national level of management
rather than local or regional. On the other hahd, dluster policy in Europe is aimed at
improving the business environment and businessioakhips between participants. It can
be explained by the type of initiators because lsgavernment-initiator clusters pursue

the state economic policy.

Unlike developed countries, where 79 percent ofstelu initiatives have their own
webpages, the metallurgy cluster does not haventswebsites. Website enables possible
stakeholders to find relevant information aboutsthtluster or the process of
implementation. All information is available on tlgferent government's web pages,
which is inconvenient and complicated for searchiigreover, the data is incomplete and
outdated. This makes it very difficult to find imfoation if one is not familiar with the
government’s institutional structure. In additidhere is not an individual or group of
people who are directly responsible for clusterlanpgentation.

The metallurgy cluster is the most developed clustsong because of fact that
Kazakhstan was a resource base for the Soviet Utiioimherited a good system of
extracting metallurgical raw materials. However tystem is highly centralized and a
majority of coal and ore fields belong to the senglompany. The equipment and
technologies needs to be modernized because mdserf are extremely outdated. As a
part of cluster policy between the government antdtaM Steel Temirtau, a mutual

agreement was developed and the company was atkéetease the price of its outputs for
cluster-participants, in order to receive tax c@saans and other privileges from the
government. The participants were chosen by thal Idepartment of entrepreneurship,
which is a coordinator of the metallurgy clusterlipo The whole process is very

bureaucratic and time-consuming (Tuleukbayeva, PO®¥owever, the passivity of

entrepreneurs was defined as a reason of unsugketsster implementation by the

Minister of Industry and Trade of the Republic dz@khstan (Orazbakov, 2007).

At the beginning of cluster policy implementation metallurgy sector, the ten new
projects were launched. For instance, Aktogays&irmming has been established with a
capacity of 50 million tons of ore. In addition,etlproject of silicon production was
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realized in the framework of the “30 corporate k&l program. Despite the government’s
efforts to diversify the economy, most of the praiitan output is still intended for export
due to lack facilities for further silicon procasgiin Kazakhstan.

3.1.2 Textile cluster

The textile industry is largely represented by pheduction of cotton because 90% of it is
intended for export. The key countries that expd Russia, Belarus, and Ukraine
because of the fact that they have good facilitesmore difficult processing of raw
cotton. By manufacturing cotton, they receive aamgj of the surplus value, leaving
Kazakhstan with role of raw materials supplier. btorer, Kazakhstan does not have the
competitive advantage in this sector. First of thik quality of Kazakhstan’s cotton is very
low and it is used only for the production of cloty for work. Secondly, it is much
cheaper to produce cotton in Uzbekistan, Tajikiséand Turkmenistan. The average salary
in those countries is less than fivefold of thesaln Kazakhstan. According to specialists,
Kazakhstan’s cotton is more inferior than thos&mbekistan and Turkmenistan in terms
of price, quality and consumer characteristics. liQuaand consumer properties of
Kazakhstan’s cotton are determined by the natunadiitions of the regions. Moreover, the
production is characterized by a low level of metchation, lack of modern technology
and relevant knowledge for cultivation. Approximat®0 percent of the crop gathers
manually, which makes production extremely labauensive. The government provides
10 percent credit for this sector but the profit sannot cover all production costs.

South Kazakhstan is the only region that has thernpial to produce textiles. In addition,

this region has the necessary labour force singg the most populated region of the
country. Production of cotton is increasing annkabm 1990-1995, the annual production
was 250 thousand tons of cotton then in 2007 thisbrer raised to 450 thousand tons. In
2008 there was a decline in production due to tloerelous hot summer (Figure 6).

As a part of cluster policy, a free economic zdi@ntustic”, has been initiated by the
government. Tax preferences, exemption from dutied state investments have been
provided for cluster’'s participants on the terytoof this zone ¢33 "Ouryctik" u
pa3BHUTHE XJIOIKOBOTO KJlacTepa - B IieHTpe BHUMaHus [IpaBurenscrBa PK [Ontustyk and
development of cotton cluster is in the center tkrdion of the Government of
Kazakhstan], 2005). The eight companies of prongsesotton are planned to launch in
2010. Since 2007, the modern laboratories for asggs$he quality of cotton fibre and the
scientific research institute of cotton have beaunnthed as well as “KDB-Leasing”
company for easier access to finance.
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Figure 6. Total Gathering Of The Cotton In SoutlzKkhstan Region
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All textile companies can satisfy only 10 percehtdomestic demand in production of
textile end goods. They were largely built in Séovismes and worn out by 70-80 percent
(Baikazah, 2006). The low productivity, the lackqfality standards, and poor marketing
are the key problems of the industry as well. Adooy to the data of the Association of
the Light Industry of the Republic of Kazakhstdre black turnover reaches at 95 per cent
(JIerkas npomsbinienHocTh Kazaxcrana [Light Industry in Kazakhstan], 2005). In additjon
there is a shortage of a highly skilled labour éfor development of the textile cluster.
Approximately only ten percent of cotton is used lbgal textile companies such as
“Kazakh Russian Textile Alliance", “Melang", "Utex"Nimex Textile” (Donskih, 2006).
"Kazakh Russian Textile Alliance" is Joint Ventu€empany with capacity of 15 million
square meters of end product per year. It incluthes Kazakhs cotton company,
“Myrzakent”, and the Russian corporation "Russiagxtiles” which has the largest
industrial textile holding in Russia. “Utex” is ageessing company with a capacity of six
thousand tons of processing cotton per year. Thduyation is used for local market and
for export to Russia and Ukraine. "Melange" is ategrated company with production
capacity with an average of five thousand tonsyear. Products are sold in Kazakhstan,
Russia and Turkey. «Nimex Textile» is a textile pamy that processes 12 tons of cotton
per year.

The share of textile industry in GDP is negligilaled it reaches only 0.4 percent. For
example, in Russia this number is 1 percent, indéweeloped countries such as Germany,
France and the United States the share of textitelight industry in industrial output

amount is up to 4 percent. In Italy this numbefdZspercent, which allow generates 20
percent of the state budget and satisfies a domestrket at 75-85 percent by their own

production. In Turkey and China the share of textidustry in GDP represents 30 percent.
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The financing of cluster are carried out by theegoment through the Development Bank
of Kazakhstan. From the beginning of cluster immatation 80 million dollars was
invested in this sector. But the textile industsystill not attractive for investors and
commercial banks because of the long payback peaiwd capital, intensive type of
projects Kazaxcran: TeKCTHIBHBIA KiacTtep He cocrosuics [Kazakhstan: textile cluster
failed], 2007). One of the key purposes of govemimee textile cluster has been to join
small enterprises into larger ones because ofdbeamy of scale. In 2009, they combined
around 15 thousand small enterprises. The staéamdial support has been a key tool to
stimulate business to join into large company. glbeernment supported large companies
directly and actively (Regional portal of Shimkeity, 2009).

3.1.3 Tourism cluster

The tourism cluster has been initiated by the guwent where government actually is a
donor of project. The pilot tourism cluster hasrbebhaped out in Almaty and the Almaty
region (South Kazakhstan region). This region &rttost suitable for realization of cluster
initiatives due to the existence of the largest cemtrations of hotels, sanatoriums,
entertainment facilities, nature reserves, moustaic. The readiness of the private sector
representatives to cooperate for increasing tmactitteness of the region for tourists is an
additional argument as to why this region was choss we can see on the Figure 7, the
largest number of tourist firms is registered inmaty. From 2003 until 2009 this number
increased by 30 percent. Since 2003, the 196 tdfimss have been opened during this
period.
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Figure 7. Number Of Tourist Firms By Regions, 2009
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Based on the marketing study the following diractod tourist cluster policy were defined
(Tourism cluster, n.d.):

O Ecological tourism, using the landscapes of theoreg

O Cultural and cognitive tourism aimed at uncoverthg existing historical and
archeological legacy

0 Business tourism for promotion further developmeaiAlmaty city as one of the

most important financial and business centers®fdantral-Asian region

The Figure 8 shows us that the number of tounstdiis rising rapidly. Since 2003, this
number has risen by 40 % in whole Republic and ®¥@in Almaty, respectively. It is
clear that the majority of firms have been opemedlmaty city.

A. Bektayev (South Kazakhstan tourism cluster hagsdgprospects, 2009) argued that
South Kazakhstan region has such historical montsreerd landmarks as Khoja Akhmed
Yassaui Mausoleum in Turkestan, the city of Otrasi® - Otrar, Altyn-tobe and other
towns located on the Great Silk Road. It is possiiol attract tourists by the modern
historical complexes. K. Masimov (South Kazakhdtaurism cluster has good prospects,
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2009) supported this idea and believed that We<Eéina road corridor would become a
good basis for tourism development. In the framesloster policy, the two modern

tourism centers have been created in ShchuchinskwvBge zone and Turkestan (South
Kazakhstan tourism cluster has good prospects, )20B@ce 2006, Kazakhstan has
adopted the simplification process of visa proceduor foreign residents from 28 states,
including former nationals and has defined the seland definitions for tour operator
services and classification for these services

Figure 8. Number Of Tourist Firms, 20@®09
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Before that, tourism sector had never been coreidas a profit-provided segment of the
economy. In 2006, government began an implementatiavide tourism strategy for two
years. The successful results we can see in Fgufde volume of tourist firms’ works
and service has risen dramatically since 2006,tduxg updating in the legislation. Since
2006, the law of tourism, the licensing of touridrasinesses, the customs code, the
operating rules for hotel services, and the newctade has been developed.

Figure 9. Volume Of Tourist Firms’ Works And Seegic20032009
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In 2007, the government implemented the NationagfRm for Promotion of Tourism for
2007-2011 years. In initial stage, 90 investmewnjgats were considered and analyzed.
From that, the eleven most attractive projects vatresen. They were amounted to 386
million dollars and were financed from “Kazyna’ $isable Development Fund. For
improvement of tourism human resources’ trainingelethe Ministry of Tourism and
Sport arranged the advanced training courses foistostaffs. In 2006, the first republic
tourism information centre was opened in Astand, wen in Almaty, Turkestan, Aturau
and Aktau. Since 2005, the government has beerapngphuman resources for tourism
industry within the state educational program “Bblak”. Over 59 billion tenge (295
million euro) was spent to implement this Prograronf national budget (About
development of tourism in the Republic of Kazakhsta.d.). The information in the
Figure 10 relates to the number of arrived touri&tswe can see, this number increased by
30% from 2005 to 2006. The growth continued un@D?2 and after it tumbled almost
twice. Since 2007, the decline has continued.

Despite of Kazakhstan’s tourist potential, there ar lot number of administrative
problems which is needed to solve, among them tragien in migration bodies in

Kazakhstan and complications connected with obtginiof visa. Undeveloped

infrastructure and marketing was specified by thpeets among the factors, hampering
development of domestic tourism (Prohorov, 2006).

Figure 10. Number Of Arrived Tourists (non-residgr&erved For The Inbound Tourism
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3.1.4 Food processing

The food manufacturing plays a key role in the neance of the country food safety.
The backlog of the food industry with the growthimtiernal requirements of food articles
can lead to the growth of import. This situationrégher burdensome for a national
economy and strengthens its significant dependéoce a foreign market (G.Nakipova,

2008, p. 64). In 2003, the study conducted in Eagions showed that small enterprises
cannot achieve high level of productivity throudte teconomies of scale due to small
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volume of outputs. Thus, the cluster policy hasnbiegplemented as a tool for joining of
small enterprises. According to proponents, gedgcap proximity of its participants,
namely, the agricultural raw material producers pratessors makes it possible to apply
the cluster approach in the food industry develapmEor example, the creation and
development of dairy products’ clusters were tagden the North-East and South regions
(Almaty, East-Kazakhstan, Kostanay, North-Kazakingtegions). The more appropriate
climate in South Kazakhstan makes possible to devietits and vegetables production in
the south regions (Almaty, Zhambyl, South-Kazakhstgions), the meat products in the
north region (Kostanay, Pavlodar and North-Kazakihstegion), and grain-processing
products in the north and central regions (Akmdaragandy, Kostanay and North-
Kazakhstan regions). The fish production can besld@ed in Atyrau, East-Kazakhstan,
Karaganda and Kzyl-Orda regions because of the damoe of rivers and lakes.
Nonetheless, due to the finance limitations anduese constraints only few clusters were
chosen. Based on comprehensive marketing analysie most “prepared” clusters were
defined: grain-processing, fruits and vegetablesipction, and dairy production.

The government considers clusters as the mosttieeform of industrial organization,
best able to serve as “catalysts to raise prodtctnd quality in the agro-food sector on
the basis of vertical and horizontal integratiofGovernment of the Republic of
Kazakhstan, Konceptsiya ustoychivogo razvitiya pgvmyshlennogo kompleksa
Respubliki Kazakhstans na 2006-2010, section 2 e@tly; the food industry of
Kazakhstan consists of more than five thousandsimidl enterprises and they provide
work to nearly 70,000 people it slightly more thda® percent of total industrial
employment. The share of food sector represent®tieequarter of total manufacturing
output and amount to 10 percent of overall indugtrgduction. Its share in the GDP
reaches approximately 6.3 percent in 2009 (The Ager Statistics of The Republic of
Kazakhstan, 2010). The Industry can be charactétigethe high concentration of small
and medium enterprises rather than big ones. Tieepiage of large enterprises is only 10
percent in all industry’s enterprises. However, ttodume of their production is much
greater than the total volume of small enterprigspecially in capital-intensive sectors
such as grain industry, while small enterprises @m@dominantly engaged in animal
production (78 percent of total output). The avally of high-technology equipment
allows them to be more productive in such sectdhe significant role in their success
plays the presence of lobbying power. During thegpization process, most enterprises
emerged in big business group as a holding, whaeg tould control all phases of
production process. Usually they political suppard close relationships with state
authorities. According to R. Pomfret, ten big holys together control more than four-
fifths of the economy. Furthermore, as we can seEigure 11, there is a diminishing
tendency of share of small and medium enterpris€DP.
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Figure 11. Share of SMEs in GDP, %
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The most lucrative agriculture sector is a graiot@e 14 million hectares occupied by
grain fields comprises 42.7 percent of all agriodt arable land. Approximately 40
percent of agro-holding companies possess arourgdthmrd of grain farmland and

provides two-thirds of all grain sold domesticadlgd exported (Kozbagarova & Wandel,
2009, p. 17). For instance, “Ilvolga-Holding” consraone million hectares in northern
Kazakhstan and another 140,000 hectares in thadRuSsderation. Their annual value of
grain export makes 500-600 thousand tons, whichuatito almost 12 percent in the total
export. The holding is a large importer of petroteproducts, agricultural machinery,
equipment, spare parts, chemical fertilizers (laeli¢plding LLC, n.d.).

Cluster policy is aimed at realizing state poliay formation and development of the
competitive and export-oriented agro-food sectdong with this, the accent is made on
the intensification of the processing of food in@umd increasing its multi-sidedness by
modernizing the industrial capacities and expaneixgorts to foreign sales markets. The
government supports the process of diversificabigrdirect and indirect investments. In
2006, the National holding “KazAgro” was foundedrealize the governments’ goal in
diversification of economy. The objective of holgins to assist in formation and
development of clusters in agriculture through stugent policy. The holding funds from
the state budget, as well as from internal andreateequity markets for realization of a
cluster policy. In addition, there are several estavldings serving agriculture complex.
Food Contract Corporation, KazAgroFinance, KazAgarat, KazAgroMarketing, and
Cattle-breeding Corporation are all vying to impirhthe state policy in the agriculture
sector. The necessity of such a large number oflimgd and corporation is quite
questionable. Most of the functions are duplicatiohone another. If the holdings are the
link between the state and the private sector, ten functions of the Ministry of
Agriculture are not clear. They have to performsthéunctions as it is doing in other
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countries. Many experts agree that the charadteststate policy in Kazakhstan is a
permanent creation of new institutions or restraotualready existed institutions. Due to
the poor performance of ministries, the governnoeeates new a corporation or holdings
to increase control in the most profitable sectifrthe economy. All the aforementioned
holdings were created with 100 percent state ppation in the authorized capital

3.1.5 Oil and gas machinery cluster

The increasing dependence from oil sector and @&sw@t a high economic fluctuations
forced the government to diversify the economy tigio the development of high-value
added productions in oil and gas industry. The ehmain deposits of oil and gas in
Kazakhstan are located in the western part of thumtty. The largest onshore oil field is
Tengiz, which is on the biggest oil reserves invioeld. Its deposits are estimated about 6-
9 billion barrels of oil. The other two are the Kanaganak with 2, 2 billion barrels, and
the offshore Kashagan, which is the most promigiggovery of major hydrocarbon
deposits. Despite the fact that Kazakhstan’'s domtion to the world oil supply is not
more than 2 percent, this puts the country amoaditpgest oil producers and exporters of
the world. Potential oil reserves of Kazakhstan esemated at almost 100-110 million
barrels. The oil production in Kazakhstan is grayvextremely fast. For example, 45,376
thousand tons in 2003 and 64,350 thousand tonsuolecoil were already extracted in
2009. The gas refining has been increased doubled 2003 (Figure 12). Moreover, the
demand for Kazakhstan's hydrocarbons is increasiogstantly, where the biggest
consumers are China and India. The oil and ga®rsaatludes 62 companies from 20
countries in the exploration, production, and ottedgited services.

Figure 12. Output Of Oil And Gas Sector, 2028309
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According to the educational institutions, there &w universities preparing specialists
for this sector. Kazakh-British Technical Univeysis the most well known. It was
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founded in 2001, with the partnership of the Unikedgdom. Another university, Kazakh
National Technical University, has operated sinoei& Era and serves a similar purpose.
However, the educational system is susceptibleotouption and this raises doubts about
the quality of education of future specialists (Enr2007, p. 19).

In 2002, national company KazMunayGaz was estaddistfor the production,
transportation, processing, marketing of oil and, gad it carries out the functions of an
authority representing the government in major piojects. 100 per cent of
KazMunayGaz’s shares belong to Samruk-Kazyna hgldazMunayGaz. 15 years of
success, 2010). In 2008, the holding’s share iderproduction was 15.4%. It also
covered 100 % of gas transportation, 60 % of natieolumes of oil transportation, and
30 % of oil refining (Porter, Kazakhstan Energy €&r, 2007, p. 20). In addition,
KazEnergy and Kazakhstan Petroleum Association taiaim dialogue between firms and
the government in order to monitor legislative depeents affecting the industry and to
reflect industry’s opinion on the policy.

Oil and machinery cluster is very developed in terof technologies and innovations.
However, the number of enterprises is substantilgly. The share of Kazakhstan's
companies in the oil sector is slightly above 3tceet (31.2% KazMunayGaz and 1.11%
other Kazakhstani companies) and the rest are ottreednited States, Russia, China, and
other Asian and European companies. As we can rseleigure 13 the majority of
Kazakhstani oil belongs to single company — KazM@ez, which is owned by son-in-
law of the president of the Republic of Kazakhstan.

In 2006, Atyrau Refinery Company was reconstructed] it planned to produce a wide

range of high quality products. In oil and machynsector, there are enough companies,
which provide necessary services for companies wgrffshore, such as construction of

artificial islands and shipments by barges. Addity, there are several oil machinery

factories producing wellhead equipment, pipelinves, oil reservoirs and tankers, metal
structures, barges, fiber glass pipes, and theyiggomaintenance and repair services.
However despite the fact that a lot of projectsehbgen implemented, there is still a high
dependence on the oil sector, especially on cride o
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Figure 13. Shares Of Oil Companies In Kazakhstan
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3.1.6 Construction industry and building materials

Construction industry and building materials clustas been received a rapid development
in various regions of the country. In the framechfster policy, an industrial park with
total area of 600 hectares was established in Ast@he park includes 29 investment
projects for the production of construction materidoday, the government’s plan is to
implement 12 investment projects by producing aomsion materials with a total
investment volume of about 25 billion tenge. 600lion tenge, annually, are estimates of
future tax revenues. Approximately 500 additionatkvplaces will be created.

The construction market has grown rapidly since20dcentives for construction growth
were state initiatives. Two government programs eweeveloped to solve housing
problems. First phase runs from 2005-2007 and skepbase from 2008-2010. The first
phase was relatively successful, because of thstremtion boom and rapid economic
growth in those years. The second-tier banks rederelatively “cheap” money through
external borrowing, therefore during first phaseprigage conditions were very
favourable. The second phase is less optimistictduee financial crisis and decline in
economic growth. However, 13 new manufacturinglitées created to produce building
materials were launched in that period of tinkex{uBendyeckuii MOAX0J HEIOMYCTUM
[Dependency approach is not valid], 2009). Then2@®7, during the financial crisis,
banks sharply raised their mortgage interest rabesthe demand for mortgages declined
rapidly. According to the international rating aggnSTANDARD & POOR'S, the
construction industry was most affected by therfoial recession (Standards and Poor’s,
2009). In 2009, investments into the housing coessn sector sharply decreased twice in
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comparison to 2007. However, as we can see in &ifdr the growth of investments had

increased almost eightfold from 2003 to 2007.

Figure 14. Investments Into House-construction
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The same picture is in Figure 15, where the shap®mstruction sector in GDP is falling
significantly from 2007 after the five years ofldg@agrowth by the same reason. During the
construction boom labour costs and prices of canstm materials had doubled.
Moreover prices of new houses had risen eightfééd, labour qualification and quality of

construction materials remained unchanged.

Figure 15. Share Of Construction Sector In GDP
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In Figure 16, the production volume of bricks stie and slag has doubled since 2007,
from 545 thousand tons in 2003 to 1,214 thousamd io 2006. In the production of
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prefabricated buildings of concrete, the numbereased significantly from 2003 to 2007.
The growth amounted to almost 30 percent annublibwever, the figure dropped by 65
percent in 2006

Figure 16. Output Of Basic Construction ProductsTire Republic Of Kazakhstan
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Figure 17 below shows the growth of cement productiAs we can see, the cement
production was not affected by the country’s prdducdecline because of the launching
of a new cement factory in Almaty. However, productof the new firm offset the
decreasing in existing firms.

Despite the harmful effect of the crisis on the stawction sector, there are prerequisites
for the future development of this sector. One ket is that volume of housing stock
remains unchanged over the past ten years. In,1®@8housing encompassed 20.8
million square meters of total area. That translateo19.6 square meters per capita. In
2008, a residence was about 18 square meters pga.c@ne has reason to believe that
demand of housing construction will grow
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Figure 17. Production Of Cement
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In the second phase (2008-2010) of the state pmgt&8 new manufacturing factories
were launched. They were financed by the entergresen resources and second-tier bank
loans. Currently, the government attempts to rézéathe construction market. For
stabilization of the situation, they invested 17lidm tenge to complete the most
problematic construction. In addition, they imprduae legislative and institutional bodies
of the construction sector. As a consequence dftdigng the rules for construction
organizations, their number declined significantBgving only the strongest and biggest
companies on the market. Today, in the constructi@arket there are more than six
thousand companies (Figure 18). Since 2004, thest@artion Portal’'s function has been
to receive any information regarding the constarcindustry and building materials. The
portal offers detailed data about market newsjqgiand technological advancements and
updates in the contraction field.

Figure 18. Number Of Construction Organizations
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3.1.7 Transport and logistics cluster

In order to improve the transport and logisticgasfructure, a new transport strategy has
been applied from 2006 until 2015. The transpod kgistics cluster was defined as an
instrument for achieving a competitive level in therld transport complexes. The cluster
covers the whole territory of Kazakhstan where éhare companies providing logistics
and support services. Kazakhstan’'s roads and rgshaae included in the international
transport corridors. The country has 21 airportd 44 of them service international
flights.

A geographic location of the country provides a pajential for future development of
transport and logistics industry. The country ledais located in the centre of the Eurasian
continent, specifically at the crossroads of twatowents - Europe and Asia. Furthermore,
it is situated between two of the most importantrddes of the world: the Russian
Federation and the fast-growing China,. Neighbotmghe Central Asian states, are the
Middle East and South Asia. Twelve out of fourteeh the country’s regions are
considered the frontier. The experience of advara®ttransitional countries shows that
the border regions have become areas of fast grewth development. They are the
centers of economic activity, which provide sigrdgint contribution to the successful
integration of these countries in the world ecororyistem. Kazakhstan possesses all the
mineral resources necessary for building transgodt logistics complexes. Kazakhstan is
among the top ten countries of the world reserfeganium, lead, zinc, copper, oil, coal,
chromium, iron, manganese, tin, gold, phosphateorb@nd potassium salts. However,
despite the abundance of mineral resources, theydatributed unevenly over the
country’s territory. In addition, a lack of direatcess to the sea and ocean increases the
transportation costs of the cluster development.

According to policy-makers, Aktau sea port can beduas a multi-modal transportation
hub in the international transport corridors such BRACECA and North-South.
Moreover, they argued that for innovation and leayrdevelopment in country there are
appropriate universities and specialized reseagakecs. In addition, positive demographic
dynamics and the availability of reserve labor éovall promote further development of
this sector. In the framework of cluster policyotwilot projects have been launched. The
first one is an organization of transport and lbgsscentre in Almaty. This project aims to
solve a lack of the Terminal Park in the most pafad city of the country. The second
project is the New Eurasian Transport Initiative&tN'I». The second project aims to
develop the transit potential of Kazakhstan by mhoyg "green” transport corridor on the
route Beijing - Bakhty — BerlinKiactep «TpancnioptHast oructuka» [Cluster "Transport
and Logistics"], n.d.).

The NELTI project aims to increase export and fpanispotential of EurASEC. Moreover,
the project attempts to facilitate communicatiotwa®n countries-participants in order to
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provide access for products to international mark&his will lead to transportation’s
increased ability to contribute towards internagiortrade and the socio-economic
development of the countries. In addition, it vuiiprove customs procedures, introduce a
multilateral transport permit system, and provideltrentry and transit visas for drivers.
Beyond Kazakhstan, the project includes more th&h rbund trips via territories of 24
countries and 12 road transport companies fromudtcies (Figure 19).

Figure 19. Northern Route Of NELTI Project
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The route’s approximate length is 6,500 km {from Uzbekistan
via Kazakhstan, Russia, Belarus, to European Union)

Freight: textiles, agricultural products, industrial
equipment, food and pharmaceuticals

Estimated time of the delivery is 12-14 days
Source: International Road Transport Union, 2010.

Janusz Lacny, the President of International Roahdport Union, said: “Currently for
dogmatic reasons less than one percent of trasdeebrtEuropean and Asian countries is
carried through Central Asian countries, which wierearlier days at the heart of world
trade. This is due to the fact that it is not wydkhown that only road transport, with its
unique door-to-door, high-quality service, can iotanect all the businesses and regions
from the Far East to Europe. The project of renitad) the Great Silk Road has taken a
giant leap forward through the NELTI project” (NELT New Eurasian Land Transport
Initiative, 2010).

However, in our opinion, the transport and logssector cannot be considered as cluster.
It develops as national strategy rather than d lmge. The cluster policy is not applicable
for such a sector because of a lack of geograppreaimity and competition. Most of the
sector’'s subjects belong to the government ancethee only few main players in this
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market. The cluster policy in this sector is fuonthg as a strategy of government
planning. There is not an industrial or free ecommorone such as this in other clusters.

Kazakhstan has great opportunities and advantagehis sector. Only instrument to
develop this sector has to be different than ciystéicy. Kazakhstan has a great chance of
becoming a hub country in Central Asia in termstrafle, financial, technological and
cultural exchanges. As the centre of the Asianaregihe country can attract the capital
and foreign investments into the country' econoihere is a possibility of establishing
branches of the world's largest companies whichirgezested in Central Asian market.
With increased economic globalization, Kazakhstaouldt be considered as a
transcontinental bridge of economic interactiofcafopean, Asia-Pacific and South Asian
economies Tpaucrnopraast Crpaterus Pecriyonuku Kazaxcran [Transport Strategy of the
Republic of Kazakhstan], 2005). Further developmehtthe transcontinental and
international routes can lead to increased econdntegration of the country. This
includes the development of new mineral resourcesthe establishment of production
facilities. The dynamic development of the majordaws cities and areas of the country can
attract human resources into the country from rmghg countries like Kyrgyzstan,
Uzbekistan, and the Russian Federation. This wéleh a positive impact on the
demographic and economic potential of the country.

Nevertheless, there are a lot of barriers for dgvelent of the transport and logistics
cluster. One of them is underdevelopment in theteyg transportation infrastructure. The
transportation system has a high level of obsotese€eue to the fact that majority of them
have not repaired since Soviet times. Approximat&ély percent of public roads are

outdated and require substantial repair while 75ced of them do not meet the

international standards. Moreover, the railways aadls of the country are characterized
by the low bandwidth.

If development of these sectors goes in wrong tioedt can strengthen the country’s
dependency on raw materials. Kazakhstan can beoconmeore than a resource supplier
for Europe and Asia TpauncnioptHas Crparterust Pecnyonmku Kazaxcran [Transport
Strategy of the Republic of Kazakhstan], 2005)Figure 20 below, we can see a SWOT
analysis of the transport and logistics clusteguFe 20 indicates that there are sustainable
prerequisites for development of the sector thraughoper government’s strategy.
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Figure 20. SWOT Analysis Of Transport And Logisinchistry
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3.2 Flowchart model

The European cluster model is not applicable toakhgtan because of the historical and
cultural differences and different levels of deysteent. In Kazakhstan, some industries in
the social context are poorly developed and clititass is not significant enough to create
the clusters. In agriculture, despite the big nundieenterprisers, they are very scattered
and underdeveloped. Furthermore, there are nditasliof running family business like in
Italy. In most cases of the European cluster popltbg trust and fiduciary relationship
played an important role in the success and imphkatien of the cluster policy and
developed a supportive infrastructure. It makes sidess to create the clusters
spontaneously without any government’s interventidawever, in Kazakhstan it is very
difficult to establish a cluster complex withoutoprotion from outside. Therefore, the
government applied the Asian model of cluster dgwalent which is anchored firmly and
in related companies. Kazakhstan inherited big strtel companies from the Soviet era.
Today, in each industry there are no more tharwactampanies that produce the majority
of industry’s output.

A flowchart approach to the industrial cluster pgliis quite popular in East Asian
countries such as Malaysia, Japan, Thailand, aeth&m. This model is focused on an
importance of the ordering of policy measures. iitan role in implementation process is
devoted to government and local authorities. Kughikposed four steps in order to form
clusters. As a first step, ingredients A, B, C,mal & must be determined. The second step
Is the selection of the minimum number ingredier@sded to form the flowchart. Next, is
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the steps must be ordered along the flowchart.la$testep is the identification of factors
at each step of the flowchart if the step goes\o™(Kuchiki, 2007, p. 5) (Figure 21).

Figure 21. The Flowchart Model

A Industrial A
| | e
E Capacity E N
11 ﬂ =
D Anchor firm ®
| J J
Cluster J Cluster J Cluster J

Source:A. KuchikiA Flowchart Model to Malaysia’s Automobile Indus@iuster Policy, 2007.

According to Kuchiki (2007), there are four conalits for the creation of new clusters:
industrial zones, physical and institutional capadiuilding, anchor firm, and related
companies. The approach proposes sufficient camditior forming industrial clusters and
it involves setting a target, ordering the policgasures, and finding factors to implement
the policy measures. The first step of flowchagprapch is to establish an industrial zone
for luring anchor firm. The next step is to promtie industry’s related companies to join
and invest in the established cluster by buildihg tapacity. The capacity building
includes four elements such as constructing phlysifastructure, building institutions,
the development of human resources, and the estaidint of living conditions
appropriate for foreign investors. Although Podemodel represents four basic attributes
that affect productivity and innovation, his approaloes not pay attention to the role of
government in the cluster creation process (Ku¢cli@05, p. 1).

Infrastructure includes roads, communicationsgation embankments, schools and office
buildings, tube wells, bridges, culverts and elécation to name a few. Institutional
building relates to the government’s efforts inadting investors and related firms. At this
stage, governments and local authorities havedtitutionalize a tax system and provide
one-step services for foreign investors. In additibis involves tax incentives such as low
corporate tax rates and tax holidays for a cepeinod. Human resources are the crucial
factor of creating clusters. It includes cheap killegl labor and highly skilled managers,
researchers as well as professionals. Among alhestés of capacity building, the
development of human resources is the most timswomg. The last infrastructure is
development of living conditions which consists ldusing, hospitals, schools, and
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shopping and entertainment facilities. The investdecision to create clusters depends on
whether the living conditions are sufficient conténle, secure, and satisfactory or not
(Dinh, 2007, p. 7).

Figure 22. Priorities Of Actors

Source:A. KuchikiA Flowchart Model to Malaysia’s Automobile Indus@{uster Policy, 2007.

The information in Figure 22 relates to the priegtof each factor in forming clusters. As
shown in the graph, the local government plays wial role in the cluster creation
because it is responsible for establishing indaistziones and institutions, supplying
electricity, and facilitating transport. Central vgopnment has to provide clusters with
electricity and build appropriate institutional sm. The main priority of non-profit

organization is a development of favorable livimpditions for luring investors (Kuchiki,

2007, p. 6).

As we can see on the Appendix B, as the first stepdetermine whether the industrial
zone is established or not. If “no”, we have todfiout who is responsible for its
establishment. If “yes”, we return to the main ar@nd continue to the next step. The next
step is the capacity building. Each element of capabuilding is ordered along a
flowchart and a decision as to whether or not istsxis made. As in the previous step, if it
goes to “no” we choose who is able to accompligh th
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3.3 Application of flowchart model to Kazakhstan econony

To investigate the cluster policy in Kazakhstan, wit determine whether conditions to
form clusters exist or not. As we can see in Tablethere are five conditions for
implementing the cluster approach. Based on owareb we assess the presence of all
conditions in each cluster as range one to fivee mbmber one is presents “very low”
level, for instance, the level of geographical @ntcation. The number two means “low”,
three means “moderate”, four means “ high”, and fneans “very high”.

Table 4. Assessment Of The Clusters

Preconditions of cluster g 2
. c @
policy - o >| S B

S clz2g5 80|55,

S |o |§ |.g8s5l28 |58

21% |3 |88 ._.¢/£8|5¢%

) o o 2| = Q © | & O

= [ [ L 5|0 EJO E |k 0
Existence of competitive 3 2 3 3 4 3| 5
enterprises 733
Existence of cluster 5 1 4 4 4 3 g
competitive advantages in ©
region 8
Geographical concentration 4 5 5 4 5 4 %
Sufficient critical mass 4 5 5 4 2 5| ©
Existence of interactions and 2 2 2 2 2 2| 2
cooperation between 2
participants -

The metallurgy cluster consists of more than 52 mames which are all companies for the
extraction, beneficiation and metallurgical protegsas well as the financial, marketing,
and research infrastructures. Moreover, aroundethmsmpanies are more than 300
concentrated suppliers of equipment and matenmsiding more than 30 enterprises of
machine building and metallurgy. From this we canatude that the clusters possess a
sufficient critical mass to form a cluster. Howeveosmpetitiveness of these companies is
quite questionable due to a lack of new technokbgigd innovations into all stages of the
production process. On the other hand, in the deptithe country are more than 50 % of
the world’s reserves of tungsten, 23 % of chronee ©® % of lead, 13 % of zinc, 10 % of
copper and iron. This gives the country a strongpetitive advantage not only regionally,
but also internationally. There is a high concdmraof firms in food-processing and
construction clusters as well. The food-processingter has a high level of export and its
products are considered competitive. KazakhstanRarssia combined are leaders in grain
production in the Eurasian region. The tourismtelupolicy gave this industry a big push
in development. Before that time, the tourism sebtd never been considered a profit-
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provided segment of the economy. This sector hasnaiderable potential in the local
area. Moreover, the number of tourist enterprises lleen increasing since the adaptation
of the cluster approach in this sector. The oil amathinery cluster is very developed in
terms of technologies and innovations. Howevemimmber of enterprises is substantially
low since the majority of output is produced byirege company (31.2 % KazMunayGaz
and 1.11 % other Kazakhstani companies)

Adaptation of the cluster policy involves a develgmt of transport and logistics
infrastructure first. This sector has to facilitaied cooperate with other clusters. The
government has to consider it as a part of stratgvelopment. However, in Kazakhstan,
it was separated as a single cluster, which isriect In the transport and logistics cluster,
firms do not have geographical concentration arakiprity. Moreover, the majority of
transport and logistics subjects belong to the gowent. According to many researchers
and academics, the textile cluster was initiallpmed to failure. Because of an extremely
cheap labour force and better quality of cottonngighboring countries (Uzbekistan,
Tajikistan, Turkmenistan) development of this intyss unprofitable. In addition, the
enterprises are represented by small, stagnatetsfdecause of this, the transport and
logistics and textile sector is not considered abister in our future assessment of cluster

policy.

The next key condition for establishment of a @&ustpproach is geographical
concentration. Evaluation of the geographic conegion has a high mark in all clusters,
except construction materials clusters. Due tof#toe that most resources are scattered
throughout the whole territory of the country, theduction facilities are located in a
particular area. Moreover, the interaction and eoation between participants is poorly
developed. Kazakhstan has experienced a relatiseipll way of private business
development. In addition, a corruption and bureacichinders business in Kazakhstan.

According to our results of application of the fldwart model to Kazakhstan’s cluster
policy, we can conclude that no one, selected sgdectly fits into the definition of
cluster. The most problems are concentrated inatigauilding, which is categorized into
three groups: infrastructure, institution, humancorgses, and living conditions.
Infrastructure does not only cover the lack ofastructure, but also the underdevelopment
of existing infrastructure. The vast territory, lkudjfferences in climatic and geographical
conditions and low population density make thedpamtation development in Kazakhstan
very expensive. For example, in the oil and madlyirduster, there is still no pipeline
connecting the main field in western Kazakhstarnwhie major oil manufacturers between
the northeast and south part of the Republic. Thweldpment of a modern infrastructure
includes building roads in rural areas, as welksgblishing a complex of procurement
organizations, wholesale markets, information aratketing services, and financial and
insurance institutions. The lack of storage capeg@énd transportation facilities makes the
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shipment of goods considerably costly. The local aantral governments have to take
responsibilities for solving these issues.

Institutional body is characterized by the lackaotess to formal training and financial
system, excessive government regulation on busimsssing, lack of price and market
information, and noncompliance with internationanslards. The entrepreneurs are highly
dependent on state agencies, and, as a resulgatieléttle to employees and find it
difficult to develop long-term commitments with lness partners or competitors. The
country’s mentalities have been inherited from 8wyviet era and characterized by the
absence of a long-term vision and a fragmentedaogratic structure. The main problems
faced by the majority of small and medium entegwiare the lack of marketing skills and
capital. Despite the fact that the government glesivarious government-sponsored credit
schemes, they are not always able or willing teeirex any credits from banks or other
financial institutions. They are heavily dependenttheir own savings. In this situation
central government together with local governmeavehto concentrate on the institutional
environment that would strengthen a market-driviersterization process. They have to
recognize the entrepreneurship as the economywindrforce and the importance of the
appropriate institutional setting. In addition, thestitutional issues require to limit
government interference, to properly define propaghts, and to increase transparency in
institution functioning. The main purpose of thevgmment’s regulation is setting up and
protecting a functioning set of formal and informastitutions. Laws and government
policy should be foreseeable. The lack of transparebureaucracy, bad governance’s
arbitrariness, and corruption create an unpredidtaband costly environment for
prospective entrepreneurs. However, it is relayivedsy to establish formal institutions,
but very difficult to enforce them (Kozbagarova &&wdel, 2009, p. 45).

Concurrently with infrastructure issue, the humasources remain a fundamental
challenge for Kazakhstan. Development of human uress is critical to achieving
sustainable economic growth. Therefore the semegovwent and government have to
concentrate spending into human capital formatiod support the foundation of
international universities for preparing professibmabour force. The big shortage of
specialists is especially in the technological amgdineering fields. It is unquestionable
that the close cooperation between the governmehpevate entrepreneurs characterized
successful development in East Asia. Moreover,rthe of law, binding the state from
interfering with the private incentives that proeaconomic activity and guaranteeing
private property rights and contract fulfillmerg,important for economic growth.
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CONCLUSION

It can be said that the objectives of cluster polit Kazakhstan are mainly focused on
strategic and national benefits. For example, thuster policy in Europe is aimed at

improving business environment and business relstips between participants.

Kazakhstan’s economic policy is more centralizeghtin developed countries. Therefore
the cluster policy has a more macro-oriented foand strongly depends on overall
economic conditions. Instead of market-driven dsiferation they have applied a strategic
government planning and intervention. One of tharatteristics is that the cluster policy
has a limited number of participating companiesclwhproduce the majority of outputs.

Large enterprises are noticeably dominating thellsamal medium enterprises in term of
production costs, consumer market, brand recognitgmvernments support and so on.
Infrastructure of clusters is very weak and undeettgoed. Not one cluster initiative has
its own website where it could be possible to fsugportive information about clusters or
process implementation. In comparison, 79 % oftelumitiatives in developed countries

have their own websites. Information is availabiettee different state web pages, which is
inconveniet and complicated for searching. To #lde data is incomplete and out-of-date.
Also, there is not an individual or group of peoplkeo are directly responsible for cluster
implementation. All functions are divided betweemistries and local authorities, which

impedes the process of cluster implementation.

Competition plays an important role in the develepiand prosperity of market
economy. Market economy cannot be effective and@wic growth cannot be sustainable
without a healthy rivalry. However, Kazakhstan'slipgpmakers do not pay enough
attention to this issue. They agree that clustécys an effective measure for achieving
competitiveness. Furthermore, they use protectiveasures as an instrument for the
intensification of competition. They believe thaglntariffs on imported goods, restrictive
quotas, subsidies and state investments can prdteuestic industries against foreign
competition while increasing competition into cayntOn the contrary, these methods
hinder a natural development of competition anavaion. Protected domestic producers
lose incentives to seek new technologies and betrgpetitive on the global market.
Therefore, the home industry gets extremely nongaiitive. In addition, the qualities of
domestic products suffer because of a lack of healtnpetition and consumers pay more
for these inferior goods. Finally, the trade prtiteusm is a great barrier to enjoy the full
benefits of international specialization and tradewever, by support of M. Porter, the
government chose the seven industries for clusgteeldpment and considers the creation
of these clusters sufficient to achieve the goddeshg competitive.

According to the Porter’s concept of national cotiipeness, the country succeed not just
in individual sectors, but also in a group of rethindustries or sectors of the economy.
The cluster is a complex formed on the basis ofggahic concentration of interconnected
and mutually supportive businesses and organizatidhey use the benefits of their
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proximity to ensure competitive position in the k®s. In modern conditions the
breakthrough in the global market provides no sngtoduct or industry, but such a
complex of industries. The participants of this pdex join efforts to solve common
problems to achieve success in global market. sty are specialized suppliers, main
producers and consumers associated technologieah,calthough the link between the
members of the cluster can be not only verticapgiar-buyer), but also horizontal
(common customers, technologies, intermediariefastructure). Clusters cannot be
created solely by decision of authority. They depednd grow by common efforts of
private participants-entrepreneurs. Sometimesédaears or decades. The entrepreneurs
should mature for that by interacting, mutuallyrgag experience, accumulate knowledge,
increasing scientific and technical base and dgvaldive marketing. Only be doing this
cluster policy can be effective and will give theuatry competitive advantages (Baikazah,
2006).

Unfortunately, Kazakhstan’s entrepreneurs havenmaitre yet to this level of trust or an
understanding of their investors. Not so much tivag been passed since the appearance of
Kazakhstan's private business. Business and ineestolimate is characterized by high
level of government interference and lack of equahpetitive conditions. The frequent
redistribution of property and lack of protectiohpyoperty rights (investors) due to the
strong dependence of judges from government, waak dnforcement, and corruption
make difficult to implement cluster policy in KaZadtan. In order to achieve competitive
level of economy the government has to create flaalde business and investment climate
through structural and institutional reforms. Ferthore, they have to develop
infrastructure such as roads, water supply, sevpansger grids, and telecommunications.
According to Ketels (2005), the government shoutd oreate special conditions for
individual clusters. They should be open to all wemnt to work together to improve their
performance. He pointed out that the restrictioncofmpetition, such as protectionist
measures obstacle the successful development ofuster.
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Author Year
Porter 1990
Schmitz 1992

Swann and 1996
Prevezer

Enright 1996

Rosenfeld 1997

Porter 1998

Feser 1998

Swann and 1998
Prevezer

Elsner 1998

Source

The competitive
advantage of
nations

On the clustering
of small firms

A comparison of
the dynamics of
industrial
clustering in
computing and
biotechnology

Regional clusters
and economic
development

Bringing business
clusters into the
mainstream of
economic
development

On competition

Old and new
theories of
industry clusters

The dynamics of
industrial
clustering

An industrial

Definition

Industrial cluster - a number of branches connectedia a
buyer-supplier or supplier-buyer, or through common
technologies, common procurement or distribution cannels,
or common labor unions

Cluster - a group of enterprises belonging to onesstor and
operating in close proximity to each other

Clusters are groups of firms within the same industy located
in one geographical area.

Regional clusters - industry clusters in which thdirm-
members are in close proximity to each other.

Cluster - the concentration of firms that are capake of
producing a synergetic effect due to their geograpbal
proximity and interdependence.

Cluster is defined as geographic concentration ohter-
connected companies and institutions working in aammon
industry.

Economic clusters are not only related and suppontig
industries and institutions, but rather related and supporting
institutions that are more competitive on the basisf their
relationships.

"Cluster" means a large group of firms in related industries
in specific locale.

Cluster - a group of firms that are functionally cannected
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Steiner
and
Hartmann

Roelandt
and den
Hertag

Simmie
and
Sennett

Bergman
and Feser

Bergman
and Feser

Egan

Crouch
and Farrell

Van den
Berg,
Braun and
van
Winden

1998

11999

1999

1999

11999

2000

2001

2001

policy agenda 2000

and beyond

Learning with
clusters

Cluster analysis
and cluster-based
policy making in
OECD countries

Innovation in the
London
metropolitan
region

Industrial and
regional clusters

Industrial and
regional clusters

Toronto
Competes: An
Assessment of

Toronto’s Global
Competitiveness

Great Britain:
falling through the
holes in the
network concept

Growth clusters in
European cities

both vertically and horizontally. The functional approach

emphasizes the quality of existing relationships &een

firms and institutions supporting the cluster, andthese
relationships are determined through the market.

Cluster - a group of complementary firms (in manufaturing
or service sectors) of public, private and semi-pulz
research institutes and development institutions, hich are
related by labor market and/or technological relatons.

Clusters can be characterized as a network of prodiers
strongly interdependent firms (including specializel
suppliers) linked with each other in value-added poduction
chain.

We define an innovative cluster as a large numberfaoelated
industrial and/or suppliers who have a high level b
collaboration, typically through the supply chain,and
operating under similar market conditions.

Industrial clusters can be defined as a group of mfit and
nonprofit organizations, for which group membershipis an
important element of competitiveness.

Regional clusters — industry’s clusters that are awentrated
geographically, usually within the region, which fems a city
area, labor market and other functional business uits.

Cluster - a form of industrial organization, which depends on
a network of highly specialized, interconnected fims in the
private sector and public sector agencies.

A more general concept of the cluster implies sontahg
broader: the tendency of firms locate close to eaatther,
although without the possession of a particularlymportant

presence in the area

The popular term - the cluster is most closely ass@ted with
local or regional scale networks ... Most definitins share the
notion of clusters as a localized network of spediaed
organizations, whose production processes - are skly
linked through the exchange of goods, services ad/
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OECD 2001

Visser and 2002
Boshma

Andersson 2004
et al.

World congress on
local clusters.
Regional clusters
in Europe

Clusters and
networks as
learning devices
for individual
firms

The cluster
policies whitebook

knowledge

Regional clusters are geographically limited concérations
of interconnected companies and can be used as aykerd
for the older concepts like industrial areas, spealized
industrial agglomerations, and local production sygems

Clusters are defined as geographic concentrationg tirms
involved in similar and related activities

Clustering in general is defined as a process of docation of
firms and other actors within a concentrated geogrphic
area, cooperation around specific functional nicheand

establishing close linkages and working alliance® tenhance

their collective competitiveness
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Appendix B: Flowchart Approach
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Source:A. KughikiA Flowchart Model to Malaysia’s Automobile Indus
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