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Bottom-up Regional Economic Development:
Competition, Competitiveness and Clusters

Imre Lengyel

In the economies developing and transforming asesult of globalisation processes,
increasing localisation represents one of the mostked processes: while the importance of
national economies (relatively) is decreasing, #ltenomic role of regions and cities seems
to grow. Global competition has intensified also Space, especially with the growing
importance of knowledge-based economy. Interrediamanpetition, which means the
competition of regions and cities for scarce resas; global aims and so on, is increasingly
prevalent. The economic characteristics of inteiwegl competition differ form those of the
competition of companies or on the labour markainsequently, the improvement of
competitiveness can be described differently ircthee of regions.

After reviewing the most important features of globompetition, the present paper
provides a detailed analysis of the concept andattaristics of interregional competition.
Departing from the criteria of interregional compn, it reviews the concept of regional
competitiveness and gives the pyramidal model sgnthe improvement of regional
competitiveness. Based on this model it also asglthe development ideas, so called ‘UFO
model’, aiming to improve the competitiveness gfaes with different development levels.

Keywords: interregional competition, regional coetiiveness, cluster-based regional
economic development

1. Introduction

Increasing regionalization represents one of thetrspectacular processes of the
economies that develop and transform as a resgtobalisation processes: while
the (relative) importance of national economieddsreasing, the economic role of
regions and cities seems to grow. Global compatitias intensified also in space,
especially with the growing importance of the knesde-based economy.
Interregional competition, which refers to the cetmpon of regions and cities for
scarce resources, global aims and so on, is irnghagrevalent. The modes of
improving regional competitiveness and the regioeagbnomic development
strategies are heavily dependent on the type djitlen regions.

Regional economic development strategies are esdfyeainportant for the
new member states of the EU, since between 20072848 they will receive
significant subsidies from the European Union’sioegl development funds to
improve the competitiveness of their lagging regiorhe analysis of this issue calls
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for clarifying various questions for the less deyad regions. What do we mean by
regional competitiveness and how can it be desdriaed measured? Do the
economic, social and institutional background amal ¢ultural characteristics of a
region influence regional economic developmenttatias? Which development
strategy can most significantly improve regionampetitiveness in the lagging
regions?

After reviewing the most important features of inégional competition, this
study provides a detailed analysis of the so-c&ll#eO model” serving as a cluster-
based improvement of regional competitiveness. I@n lasis of this model we
outline the regional economic development ideas irgmto improve the
competitiveness of regions with different developirevels. This model is suitable
for the systematization of both top down regionaligy and bottom-up regional
economic development ideas, consequently it was abplied for the planning of
the economic development strategies of the difteregion (nodal region) types of
the Southern Great Plain region in Hungary.

2. New economics of competition

Globalisation has radically transformed the criteaind characteristics of market
competition as well; the majority of new economiglifical answers and of the
strategic answers of companies to newly emergirgstipns generated by global
challenges depart from a novel understanding ofpatitiveness. As a result of
global competition, the formerly characteristicriterial processes of the economy
also changed; a ’'global economy’ is being shapeleres the former role of
territorial levels undergoes reinterpretati@icken appropriately calls this newly
emerging (world) economy 'new geo-economy’, which dharacterised by an
increasing, unprecedented and intense unificationgss of economic activities; the
world economy may be seen as a new organic unintefconnected elements
(Dicken 2003).

Intensifying competition, which characterizes thdobgl economy,
significantly shapes the theory and also the practof regional economic
development. This brings us to several fundameqattions. Is there interregional
competition, and if yes how can it be characteffzéde lagging regions able to
compete with developed ones, and what sort ofegiyashould they develop?

Market competition amongst companies can easilynterpreted, but it is
questionable whether the long existing rivalry oliatries and regions should be
considered competition or not. Two opposing viewstan this respect. According
to the first opinion, while in the case of companithe concept of market
competition is unambiguous, in the case of citiegions and countries it is
impossible to talk about real competition. In thbeo view competition among
regions and cities exists, but its features essgntliffer form those of the market
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competition existing among companies. The basigtipasof the trends departing
from comparative advantagedemonstrates the first approach well, while the
schools acceptingompetitive advantagesupport the second one (Camagni 2002,
Neary 2003, Pike et al 2006b, Sheppard 2000, T2086).

Figure 1 Transitions in competition
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Source own construction on the basis of Porter (2001,1139-141.)

According to the theory ofcomparative advantagesif countries in
international trade specialize in producing the dgand products, in which their
relative labour productivity or their relative expliture cost is more favourable, that
leads to the development of an international divisdf labour, from which each
country benefits (Krugman 1994, Krugman—Obstfel@20This means that there is
no competition among countriesince free trade and the market automatisms
governed by the ’invisible hand’ generate a baldndevelopment and create a
favourable situation for each country that recogmigs comparative advantages.
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Therefore, it is useless to talk about competidamong countries and to talk about
competitiveness. Krugman’'s abovementioned thougins widely acknowledged
and it has become commonly accepted in regionansei thatthe rivalry of
countries and regions cannot be compared to congsaninarket competition
(Polenske 2004).

On the other hand, there is also relative consealsagt the idea that there is
not only rivalry among regions, but 'competitiokdi features have also emerged:
due to the effects of globalisation, the 'tradiabmrivalry among cities, regions and
countries has gained a new meaning by today (B&§9,12002; Camagni 2002;
Cheshire—Gordot998;Lever 1999; Malecki 2002, 2004).

The theory ofcompetitive advantage®flects to thenew conditions of the
global competition Michael Porter claims that today the theory ofmparative
advantages does not provide an acceptable exmlanatiout the international
division of labour (Porter 1990, 1998, pp. 322-324Porter's proposal to
development is theheory of competitive advantagewhich systematizes the
development phases of countries and the new elenwnthe international (and
regional) division of labour. The competitive adiage of a given country or region
depends on economic structure, the development ¢éthe institution system and
the quality of its operation, governmental econoputicies and ideas on regional
development.

The competitive strategies of globally competingnpanies and the regional
clusters exploit dynamic agglomeration economiefiriing thenew economics of
competition Michael Porter (2001, pp. 139-141.) highlights fsindamental factors
(Figure 1).

Formerly, the acting space of economic players #mel conditions of
competition were controlled mainly by macro-econonaispects like balanced
budget, foreign trade balance, economic policieid@ed on the basis of inflation
(monetary, fiscal, customs and industrial policiets). Today, however, economic
growth and the development of a given country arengrily defined by
microeconomic basegke the strategies of the dominant global comearand the
local business environment. Obviously, governmee@nomic policies remain
important but these have become highly similar iffecent countries (e.g. in the
EU’s member states) and their acting space haswead down due to the formation
of global capital markets and the predominanceraigsnational corporations. The
recognition of this has brought along a fundamecitiange in the economic policy
of developed countries: instead of traditional Btweent promotion, industrial
policy, infrastructural development, etc. that ulefhce productivity merely in the
short run, the main focus shifted to supporting foemation of a business
environment thatmproves innovation skills and capacivy helping the business
realisation of new ideas, the emergence of nevs lofdousiness and applying more
effective company strategies. The improvement otfipctivity in a region depends
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on what types of new goods are produced, whichmevket needs are satisfied and
not on the more effective production of old product

The new economic policy does not focus on econaseictors and large
companies, the ownership and market relations aftwi can hardly comprehend
and influence, but rather on improving the soufethe competitive advantages of
companies. These competitive advantages derive lynafrom company
collaborations and positive local externalitiesttRrermore, they are highly specific
depending on localness, which can be exploited flexdble way only byclusters,
networks and SMEsFormerly, improving economic conditions was altnos
exclusively the task of economic policy, while sdcpolicy mostly dealt with
'spending’ the budgetary earnings, and the ingtist their agents and ministries
representing the two policies were also distinoddy,economic and social policies
must work together, the two are closely intertwineherefore, need to set a shared
objective: to improve the welfare of the local plghn. It is impossible to design
separate economic and social policies becausesm @adiffering objectives these
weaken each other, which quickly leads to detelimmain the given country’s
position in global competition.

Nowadays, besides national economies (and partbtean of these),
supranational economies crossing national econon{eg. the EU) and
(subnational) regional economies have becalnminant territorial units Partly
related to this, the sources of the competitiveaathges of global companies are
mainly local and depend on the local environmeritictv means that the external
economies of scale (local externalities, agglonemaidvantages) and the overflow
of knowledge have become important. The recognitibatinnovation processes
basically have 'double ties’ partly depending oe thcal environment (the local
innovation climate) and on global networks (maiaiong knowledge creation city
regions), also seems more and more common (Var@@) 20

The above-mentioned thoughts related to the newanis of competition
cannot be regarded as fully mature, but shoulderabie interpreted as tentative
proposals or research concepts (hypotheses). Howes@ economic processes
more and more justify these observations and insa#at the traditional approach
to competition fails to describe reality. The sggonompetition generated by
globalisation processes and the changed economiane$tances force economic
players to come up with new answers.

According to Porter (1996), regions do not compeith one another like
national economies, which means that they do net werious governmental
(monetary, fiscal, customs, export promotion, faxestment and other) economic
policies, since they do not even have such polidieg their competition is not
similar to that of companies either, since themreasingle decision making centre in
the region that designs and executes a regionapetition strategy by focusing on
prifit maximizing. Regions and cities compete bgaiting abusiness environment
that fosters the productivity improvemegmd contributea to the success of the
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region’s firms: specialised institutes of educatieffective special infrastructure,
information services facilitating innovation, emese-friendly administration,
developing research and development institutes riedt the profile of clusters.
Networks consisting of the various local groupsafobers, institutes, universities
and so on) participate in creating the business@mwent.

3. Interregional competition

In connection with the territorial units we needdistinguish between competition
among countries and among the different (sub-naljaegions of a country. When
analysing regional competition and competitivendslecki (2002) underlines the
fact that the regions seem to separate from thienateconomy more and more:
today the development pace of the national econdepends on the economy of
regions and cities as successful 'regional motanst not vice versa. Companies can
choose from a great variety of locations, therefities compete in ’attracting’ the
scarcely available profitable companies: not omharicial benefits (tax discounts,
promotion, etc.) but mainly the favourable businesaditions (the quality of the
infrastructure, the flexibility and standard oftibges in education, transparent legal
regulations, etc.) are the decisive factor in tbhengetition. ,In short, competition
among cities is real and has become ‘fiercer” @&l 2002, p. 930.). Interregional
competition is a special type of competition thah de characterised with easily
producible parameters and regional competencieddBdirmis 2004).

In the competition among the different regions witla countryscarcity
derives from two interrelated factors: investmemgge in the new market segments
demanding special expertise and talented expere@i 2002, p. 930.). The
competition of regions is a skill ‘sticking’ or mtting investments and talented
labour force and the main goal is “to sustain tlairactiveness to both labour and
capital” (Markusen 1999, p. 98). Not only the attien of capital and creative
employess from outside the region is necessarythieuattraction of tourists as well,
and the local entrepreneurial skills also needwdtition. The results of interregional
competition are similar to those of the competitiamong countries: in the
successfully competing regions thewelfare (livingnslard) improves, employment
and incomes (wages) are high, new investments ghlae, talented young people
and successful businessmen move there, etc. (M&@0K, Polenske 2004).

Based on the abovementioned features thdinition of interregional
competitionmay be conceptualized as the following (Cheshid832 Cheshire—
Gordon 1998, Gordon—Cheshire 2001, Lengyel 20@8ajocess that occurs among
territorial units aiming to increase the welfare thfe people living in the cities or
regions by promoting the development of regionaldd docal economy, a
development that certain groups try to influenceliekly or often implicitly
through local policies by competing and rivalizwgh other territorial units.
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The definition of interregional competition desetb above is relatively
general and can be interpreted for a wide rangéwitorial units. Taking into
account also the practical characteristics of ietgonal competition, the following
factors are important in interpreting the defimiticeengyel 2003a):

1. The aim of interregional competition is to improve the veed of the
population living in the region, what calls for tpermanent increase of the
income produced there. This income is distributed wide range of the local
population especially through a high rate of emplemnt.

2. The playersof interregional competition are the territoriadits: regions and
cities, the interests of which are representetbbsl groupsoften competing
with one another. Besides the local governmenty cuncil and its
institutions, the representatives of floeal economic scenandcivil sphere
are also involved jointly constituting a so-callesjional network. The (city
or county) local government’s coordinatingole is indispensable in this
network.

3. We can only talk about interregional competitiondase of abottom-up
regional and local economic development, when dlallplayers design and
implement their competition strategy independently.

4. The main instrument of interregional competitiontlie development and
implementation of local economic development idedscilitating the
economic development. The creation of a businegsagrment that generates
an improvement in the income generating capacitheflocal economy is
obviously essential. The city or region’s vision fafure together with the
ideas that lead to it must be made public so thadrprises and households
can make their decisions (of implicit effect) wétvareness.

5. Interregional competition is process which means that it has a dynamic
approach and needs adaptation to constant chaflge®fore, it is necessary
to rephrase actual goals regularly and shift faoasng local groups based on
which of them can best achieve the realizatiorne$é goals.

6. Interregional competition occurs primarily among tterritorial units of the
same hierarchical levgNUTS-system) and in the same competitive phase, s
among cities or regions of similar development leared size. Therefore, an
industrial region, for instance, is not a direcinpetitor of an agrarian region
or a city region operating as a logistics-financiahtre. Indirect competition
among regions at different development levels atsmmurs but only
temporarily, for the duration of certain projects.

7. Interregional competitiodoes not zero-sum gamehich means that winners
do not necessarily gain advantages to the disaaganof losers; instead,
economic development is possible in each regiorcityr simultaneously.
Consequently, besides competition, conscious catipar and harmonized
development strategies (e.g. an airport in caselafger scale infrastructural
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investment) may prove beneficial, especially amaegyhbouring territorial
units.

8. Beyond a conscious development strategy, intemadjicompetition may also
be influenced bymplicit (indirect) developments not included in community
programmes and unforeseeable synergic effectsciefipehe consequences
of the decisions made by enterprises and households

It is essential that interregional competition rhostcursbased on economic
aspectsand the major goal of the players participatingthe competition is to
generate a long-term and stable increase in tlemiamf the region or city, that is,
successful economic development. A region or cigsdnot participate in this
competition as a whole, but is divided warious interest groupsften with
conflicting interests.

The results of interregional competitiorare similar to those of the
competition among countries: in the region sucedigstompeting welfare (living
standard) improves, employment and incomes (wageshigh, new investments
take place, talented young people and successfihdgsmen move there, etc.
(Camagni 2002, Malecki 2004). Naturally, in theslesiccessful regions just the
opposite occurs: welfare (living standard) deteties or stagnates, incomes fail to
increase, there is a reduction in the number ofkwalaces, no new investments
occur, unemployment increases, talented young peampd successful businessmen
leave, the population grows older, etc. Howeventr@oy to company competition
the results of interregional competition becomeaagept slowly, usually after long
decades, especially owing to the low mobility ofiseholds.

Summarizing the competition among regions: it osauith economic goals
to achieve the constant improvement of welfarernjstandard). In this competition
regions compete by creating a business environmgoctlable and attractive for
companies, by attracting or keeping successfulremses and talented labour force.
Each region must develop ttom-upcompetition strategythey must design a
vision of future, concept and programmes and aehigie public awareness this
way orienting the local population, the inhabitaatsl enterprises excluded from
active regional networks (Rechnitzer 1998). Regioas only be successful by
actively implementing a bottom-up development sggtthat departs from a widely
accepted vision of future and harmonizing projabit have different economic
development effects with the help of dynamic reglaretworks.

4. UFO model: cluster-based regional economic development
Successfulness in competition, or in other woodsnpetitivenestas been one of

the key concepts often used and quasi 'fashionablehany areas of economics
over the past two or three decades partly due & abumination of global
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competition. It is a fashionable term the use ofcwlseems nowadays to be nearly
obligatory. In lain Begg's apt formulation: “impred competitiveness, as we all
know, is the path to economic nirvana” (Begg 1999,95.).

The objective of regional and local economic depalent is the
improvement of the standard of living and qualitylife of the region’s inhabitants.
Hence economic development and competitivenessstaoagly connected, only
those kinds of programmes belong into the competeaficeconomic development
which improves regional competitiveness.

Two major issues emerged in the debates aimindhatinterpretation of
competitiveness: on one handpw to define regional competitiveness and what
indicators should be used to measure @n the other handow can regional
competitiveness be improvyeghich governmental and local interventions may be
regarded as successful? These two questions udigalty the background of other
professional debates too; while representativescatlemic economics concentrate
on the first one, experts of regional policy teaddcus on the second one.

There were a number of attempts to define the riwmof competitiveness
according to new global competition conditions e tmid 1990s. Thetandard
notion of competitiveness the Sixth Regional Periodic Report of EEIC 1999):
‘The ability of companies, industries, regions, araiand supra-national regions to
generate, while being exposed to international aitipn, relatively high income
and employment levelsin other words ’high and rising standards ofifig and
high rates of employment on a sustainable ba@< 2001) In the European
Competitiveness RepdEC 2008, p. 15.)Competitiveness is understood to mean
a sustained rise in the standards of living of davaor region and as low a level of
involuntary unemployment, as possible.” In the m@d Regional Competitiveness
Indicators of UK(DTI 2002): ‘Regional competitiveness describes the ability of
regions to generate income and maintain employrnesets in the face of domestic
and international competition’.

Hence thesubstance of regional competitivenetsge economic growth in the
region, which growth is generated by bothigh level of labour productivitgnd a
high level of employmenin other words, competitiveness meagsnomic growth
driven by high productivity and a high employmexter

The notion of competitiveness obtained in this wagnot be used, however,
to identify factors responsible for regional coniipetness or areas which are to be
strengthened or developed by regional developmelties and programmes for
improved competitiveness. Since the notion of cditipeness can be seen as
refining that of economic growth, it can often bbserved that proposals for
improved competitiveness combine traditional meahseconomic development
with methods based on endogenous development.

The pyramidal model of regional competitiveneseeks to provide a
systematic account of these means and to desdréédsic aspects of improved
competitiveness (Figure 2). ‘This model is usetuirtfform the development of the
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determinants of economic viability and self-contagmt for geographical
economies’ (Pike et al 2006a, p. 26.). ‘This isaggregate notion, ..., in a regional
context, labour productivity is the outcome of aiety of determinants (including
the sort of regional assets alluded to above). Mainthese regional factors and
assets also determine a region’s overall employnmame. Together, labour
productivity and employment rate are measures aitwihight be called ‘revealed
competitiveness’, and both are central componeritsa oregion’s economic
performance and its prosperity (as measured, sayGGDP per capita), though
obviously of themselves they say little about thederlying regional attributes
(sources of competitiveness) on which they dep@@dtdiner et al 2004, p. 1049.).

Figure 2.The pyramidal model of regional competitiveness
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The standard of living, prosperity of any region peleds on its
competitiveness (Begg 2002). Factors influencingjoreal competitiveness can be
divided into two groups dlirect andindirect components. Of particular importance
are programming factors with a direct and shomatarfluence on economic output,
profitability, labour productivity and employmenates (Huggins 2003, Lengyel
2004). But social, economic, environmental anduraltprocesses and parameters,
the so-called ‘success determinants’, with an éujr long-term impact on
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competitiveness are also to be taken into accouinygdi 1996,
Jensen-Butler 1999).

The elements of regional competitiveness are sydieeu by the pyramidal
model, which reduces the components of economieldpment to connected
factors (Enyedi 2009, Pike et al 2006b). Can coripemhess be improved by
developing the same factors in all kinds of regioMghat determines the success a
regional development strategy?

The vitality of regional development strategy iregion is depend on regional
innovative capacity. ‘This capacity is not simphetrealized level of innovation but
also reflects the fundamental conditions, investsyesnd policy choices that create
the environment for innovation in a particular lbea” (Porter—Stern 2001, p. 5.).
The regional innovative capacity depends on thresad elements: common
innovation infrastructure, cluster-specific conalits, and quality of linkages
(Figure 3). Porter has argued that traded regioluakers are capable of improving
competitiveness and therefore proposed a clustsebaapproach to regional
economic development (Porter 2003b).

Figure 3 Elements of regional innovation capacity
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Source Porter-Stern (2001, p. 5.)

In line with the structure of the pyramidal modeldaelement of regional
innovative capacity, we distinguish between fouvele of bottom-up regional
economic development programmes aiming to impra@gional competitiveness
(Figure 4): success factors, common innovation backgrouridster specific
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conditions, and linkages. While on the basis of gmgamidal model the

competitiveness can be measured and the influerfactgrs can by systematized,
cluster-based development enhances the basic iegdust the regions, an by doing
so it reinforces specialization necessary for meetihe challenge of global
competition.

On the basis olUFO model (UnconventionalFramework of Operational
programming) we outline the regional economic depelent ideas aiming to
improve the competitiveness of regions with différdevelopment types. The UFO
model suitable for the systematization of both wagl planning and cluster-based
regional economic development ideas, consequenttari be also applied for the
planning of the economic development strategiethefdifferent subregion (nodal
region) types.

Figure 4.UFO-model: the structure of bottom-up regionalrexuic development
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Four levels of UFO model can be distinguished wéthard to the objectives
of regional development strategies and the variobaracteristics and factors
influencing regional competitiveness (Figure 4):
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Success determinantsn the basis of the pyramidal models, the recdorent
of certain absent or weak background conditionsegion’s economy, which
are the bottlenecks of regional development. Réggrdhese actions
interregional competition does not emerge, funddaalgoublic utilities and
amenities must be guaranteed in the least develoggidns as well. Thus
within the meaning of cohesion all the regions maestsupported that are in
need.

Common innovation backgroundsuch programmes aiming at the
improvement of regional competitiveness, systeradtian the basis of the
development factors of the UFO model, that furtherreinforcement of most
of the industries’ and enterprises’ competitive aateges in the regions. The
regional development strategy of the common inrnowmdtackground depends
on the development/competitive type of the regisae( next shapter). In
connection with the improvement of the common iratmn background
interregional competition can be observed amongstmdar regions. This is
why the regional organization of bottom-up econontievelopment is
important, in order to support solely those regiggragrammes and projects
that are able to improve regional competitivenBssost.

Cluster specific conditionsin more regions it is possible that innovative
clusters will emerge. In other regions the emergeofc manufacturing and
tourism clusters can be expected. Clusters geneeayeintense interregional
competition. To develop similar industries are ewdeired also in other
regions of the country, therefore only those regi@tonomic development
strategies will be able to succeed that are baserkgional consensus and
unity and that aim to improve the competitive adages on the given
industry’s enterprises.

Linkages it is essential that there should be interdepecelebetween
programmes aiming to improve the common innovati@tkground and
clusters, because only this approach can restitieidevelopment of regional
competitiveness.

The UFO model can successfully be applied as a dsiragion shame in

purpose of systematizing development programmesegfons for improving
regional competitiveness. Because of the interrefioompetition, however, in the
nodal regions cluster-based programmes must alsdelbeloped and constantly
managed with the involvement of the concerned prisas.

5. Competitiveregional development

Different 'market places’ also occur in the gloleaimpetition of countries, regions
and cities.Todtling and Trippl(2005, p. 1209.) describe three types of regions b
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problem areas and regional innovation deficiencigseripheral region
(organisational thinness), old industrial regionkcK-in), and fragmented
metropolitan regions. In 2003 one of the researdjepts of the EU analysed the
factors influencing regional competitiveness andvhdominant the elements
determining competitiveness are in different regtgpes in order to create the
foundation of regional policy between 2007 and 20D8ring the research four
'theoretical’ region-types were distinguished basedtwo dimensions, density of
population and the growth rate of GDP (Martin eR@D3 p. 6-23.): non-productive
regions, regions as production sites, regions ascee of increasing returns, and
regions as hubs of knowledge.

Based on the characteristics obmpetitive advantagesPorter (2003b)
distinguishes three stages in the countries’ deweémt built upon one another. On
the basis of the amount of specific GDP and thepatition strategies of global
industry branches these are (Figure 5): factoredrivinvestment-driven and
innovation-driven phases. The three phases of ctitmpedevelopment designed for
countries can also be applied in the case of reg{tengyel 2003a). And these
types are very useful to underlie the bottom-upareg development strategies of
the regions.

Figure 5 Stages of competitive development of countrigsdies
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Source own construction on the basis of Porter (2003b.26-28.)

The division of labour among the subnational regioha country is different
from that of different countries. A region cann@avdlop own economic policies;
instead, its economy specializes as a consequdnoarket processes and central
governmental development decisions. Nowadakapwledge-based economy
strongly shapes the specialization patterns of anttg’'s regions with different
development levels, and also changing the formaratheristics of interregional
competition (Grosz et al 2005, Lengyel-Leyesdoffi@). Consequently, the three
phases of competitive development should be spédifased on the processes of the
knowledge-based economy by using the specialisatiotie postfordist economy
(Cooke 2001, Lengyel 2003a).

Based on the differences among regions it is pabferto differentiate where
knowledge is created and where it is only adapfesh€im 2001, Bajmocy 2006,
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Lengyel B. 2005). In the case of competitive regiodevelopment only in the
innovation-driven phase can it be stated definitélgt competitive advantages
derive from knowledge creation, while in the invesnht- and factor-driven phases
they originate from the mere adaptation of knowéedbess developed, lagging
regions are in an exposed situation, certain featwf the knowledge-based
economy are present, ngofordist characteristicare decisive (Lengyel 2003a).

In harmony with the phases of competitive develapntbree types of
postfordist regions must be distinguished (Asheim 2001, Lengyel 2003a,
Martin et al 2003):

- Neofordist region factor-driven phase (regions with low income angut
cost), regions as production sites,

- Knowledge transfer regionnvestment-driven phase (regions with medium
income and efficiency), regions as sources of airg) returns, and

- Knowledge creation regioninnovation-driven phase (regions with high
income and unique value), regions as hubs of kriyee

Neofordist and knowledge transfer regions diffenir knowledge creation
regions not only in terms of the sources of contipetiadvantages, but also because
they are economically exposed and fragile, firsalbfin the transition economies
(Enyedi 1996, Papanek et al 2008, Rechnitzer 200%).decision centres of global
companies hardy occur in less developed regionthespdemand knowledge less;
rather the executive type activities of global camps are present here. Besides
assembly plants, units of global companies selirgucts and performing service
activities on the local market, local branchesni&inational banks and insurance
companies, and sometimes subsidiaries engagingriarmesearch activities also
operate here. Naturally, most regions are 'mixdait while neofordist and
knowledge transfer activities and companies alsistex knowledge creation
regions, the number of firms based on knowledgeatine is close to zero in
neofordist regions (Lengyel 2003b).

In the course of the debate on interregional coitipet it is increasingly
acknowledged, that regions with similar state ofed@oment compete with each
other, while amongst the different types of regitimse is rather rivalry (Camagni
2002, Malecki 2004, Polenske 2004, Hall 2001). Cetitipn is especially intense
among metropolises, but within the EU or a counltmre also exist interregional
competition amongst nodal regions with similaresiaitdevelopment.

Concerning the three region types reviewed aboifégereint development
strategies must be applied, which means thatimprovement of competitiveness
demands different measures based on the diffeypaistof regionsThese steps
correspond to the phases of competitive regionatldpment and at the same time
indicate that competitiveness can be improved omith the help of complex
programmes. The UFO model systematizes those ecordewelopment priorities
that adjust to the real social-economic situatiod #ne achievable (realistic) aims of
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the different region types. The improvement of oegl competitiveness depends on
the consistent realisation of these developmeategjies.

6. Bottop-up economic development with different types of regions

In the course of describing the features of intgaeal competition we emphasised
that those regions compete with one another that Bamilar economic structure
and are at the same level of development. At timeestime, it is not enough to
measure the competitiveness of regions, but we rmdsal to outline what can be
done to improve competitiveness. Furthermore, aiapeersion of the UFO model
can be designed, the elements of which are budhupe real opportunities of the
given region type and may contribute to improvitg tcompetitiveness of the
region. The elements of the common innovation bemkgyd (basic factors of
pyramidal model) are different in each sub-type.

The neofordist regioris underdeveloped, it corresponds to a semi-penph
the generated income (GDP/habitant) is low, andett@nomy is typically in the
factor-driven phase. The development of infrastmecis insufficient, the education
level of the labour force is low, the members ofmpany management are not
competitive internationally and part of the qualifilabour force and talented young
people leave the region (Lengyel 2002). The magal docuses on developing the
technical infrastructure (transportation networkemgetics, etc.) and attracting the
sites of global companies with prepared industiahs, low local taxes, low wages,
etc.

Local companies do not neeelsearch & developmeim neofordist regions,
but as already mentioned, all of them purchaserdéehnologies from abroad
(Figure 6). Therefore, these companies do not HR&BD units and they are not
closely linked to development institutions eith8mce there are no local company
assignments, local university research and theectliboratories and equipment
must be financed from governmental funds. In swedions support should target
basic research, especially at local universities] aertain outstanding research
laboratories to solve minor applied R&D tasks.

Regarding the elements wffrastructure and human capitas development
factors, such regions should concentrate on dewvgjdpe transportation networks
that are usually less established and of low guaMainly motorways, airports,
railroad systems, ports, logistic centres mustreated that are essential for making
the divisions of global companies targeting cosvamthges settle. It is also
advisable to design industrial areas (industriatkgla containing concentrated
infrastructure, partly owing to environmental reasoVocational training cannot be
transformed based on special company needs, tharrdite quality of task-oriented
schemes offering wide basic training in existingfitutes must be improved.
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Figure 6 Bottom-up economic development of neofordistoagi
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In the case ofnvestments coming from outside the regitre divisions of
companies must be attracted that are able to genexgional multiplicator effects
by establishing a new activity. In the region thdsgsions and activities can work
as the starting points of a structural change, Wwiiiee local economic sphere is
unable to achieve by itself. The embedment of dlaompanies’ divisions, the
development of local business and personal rekationst be encouraged with the
help of various events, forums to enable informmafiow that can also be followed
by business transactions later on.

In neofordist regions very fewmall and medium-sized enterprises (SMES)
are present in the traded sector, neither the essirenvironment, nor the
preparation level of these companies is enouglglfaval competition. SMEs have
insufficient international knowledge; thereforeg titvide dissemination of modern
entrepreneureal skills and enterprise culture semtsal for their development. This
should be understood adearning processSMEs can learn not only at courses but
also from one another and from global companies @we of the most important
objectives is for SMEs to become the business earmn contracted supplier of
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settled global company units, because this way tiaywin a stable market and
gain modern knowledge and business experience.

In a neofordist region thénstitutions and social capitahre not market-
friendly enough. Public administration organisaiomust be made to have
‘enterprise-friendly’ customer services. As foritiag programmes available in
higher education institutions, the technical, bas# economic training necessary
for the successful operation of enterprises iseeithissing or is of poor quality, so
support must be lent to launch, strengthen ancelisste these programmes, so
that modern business training can become part efcthrriculum in each higher
education scheme.

Knowledge transfer regionsare usually medium developed, the most
important goal of economic development lies in canhg the structural change by
keeping existing companies and creating work plagie higher added value.
These regions are in the investment-driven phasg, have traded large companies
with local headquarters, which already have a nétwal local SMEs as their
contractors. Transportation infrastructure is deped; therefore, thenprovement
of the local business environmesin focus. The education level of the laboucér
and the training structure already correspond éortkeds of the economic sphere,
retraining programmes and courses to improve maizhgskills are frequent
(Lengyel 2009).

In knowledge transfer regions the need fesearch & developmertas
already emerged, local traded companies also cdeatopment units assigning an
increasing number of applied research part-taskiedal development companies
and research institutes (Figure 7). In the courfseamnomic development, the
harmonised research and development activity ofpeones and institutes must be
encouraged. In order to assist smaller companiesegttablishment of agencies,
institutes and other bodies dealing with technolggsfer must be facilitated.

Infrastructure and human capitalare relatively developed and the
transportation network has been established. Supmast focus on the institutions
and agencies of the business infrastructural backgt (training institutions,
consulting companies, etc.) that satisfy actual mamy expectations. In harmony
with the emerging R&D needs, institutions contribgtto the improvement of
innovation capacity (innovation centres, incubgtorsnust be created
(Bajmocy et al 2007). Strengthening local stratégitustry sectors can define their
needs precisely concerning the qualification of Ii®ur force, so special training
programmes related to these must be developed.

Among theinvestments coming from outsikleowledge transfer regions, only
those need promotion, whose activities are in hagnwaith the developing regional
strategic industry sectors already present. Theedmint of companies with bases
outside the region must be encouraged by increabimgircle of SMEs acting as
local contractors. This way more and more elemehtie global companies’ value
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chain can be present in the region, what not otilgutates the economic growth,
but also helps to improve employment.

Figure 7.Bottom-up economic development of knowledge transfgion
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In knowledge transfer regions more and mereall and medium-sized
enterprises (SMEs) operate in the traded sector, and are prdpéor global
competition. In order to strengthen these SMEsdthalopment of their horizontal
networks, clusters must be helped. The formatiostaft-up companies related to
the activities of developing strategic industry teex must also be encouraged
mainly with business incubator programmes.

In these regions the role afstitutions and social capitals increasingly
important. Fast and reliable public services asemsal for the successful global
competition of developing strategic industry sestand strengthening SME
networks. Therefore, it is necessary to decengralisiministration, since only
regional and local governments present in the regan take measures effectively
and flexibly. Local higher education must be eneged of design training modules
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corresponding to the labour force needs of stresmgtiy local strategic sectors this
way ensuring the prepared labour force supply éonganies.

In knowledge creation regiorsconomic output is high, these regions are in
the innovation-driven phase and the regional cerdfesignificant global companies
are situated here. Administration is decentralisad,cluster-based economic
development is set as an objective partly due te th improve the business
environment necessary to strenghten the competitdeantages of global
companies with local headquarters. Developing tlaek@round of innovation
capacities is in focus, scientific parks, univeesit incubator programmes, venture
capital and other schemes have an important role.

Figure 8 Bottom-up economic development of knowledge coveatgion
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In knowledge creation regiongsearch & developmens of high quality,
governmental and business R&D performs harmoniesdarch based on the needs
of clusters (Figure 8). The innovation environmenteveloped, the institutional
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system and the local society equally place emplasisupporting collaboration in
the frameworks of research programmes (Torok 20@6éga 2009).

Infrastructure and human capitatqually follow innovation expectations.
Transportation and business infrastructures areeldped, the most important
objective lies in improving the scientific infragbture: to establish scientific parks
and communications networks. In the traded seabeational training, especially
retraining must shift from task-oriented to becgmeblem-oriented, since more and
more innovative experts are needed who are abheate individual decisions and
perform work independently.

Among investments coming from outdide region the most important effort
targets attracting the decision centres of intésnat and governmental
organisations and global companies. The settlenoénsupporting and related
industries must be encouraged in order to strengldieisters. To improve
employment, support must be lent to cooperationorgmSMEs and global
companies with local headquarters.

The rate osmall and medium-sized enterprisdgraded nature is high, their
competitive advantages must be strenghtened bytirgealusters. The growing
number of innovative SMEs demand various formsesfture capital, therefore, it is
important to encourage the creation of such sesvigpin-off companies departing
from universities and employing creative graduaig @octoral (Ph.D.) students and
young lecturers must be assisted with differentili@tor programmes.

The institutions and social capitakqually support cluster-based economic
development. Higher education satisfies the nedd®aal strategic sectors and
clusters striving to launch training and researcbhgmmmes of high scientific
quality. Regional networks operate effectively aratjional identity is strong.
Mechanisms have been developed to handle conflinerging in the collaboration
of the various organisations of the decentralisddhinistration and the private
sector, the local economic governments and nontgnafanisations.

Concerning the three region types reviewed abovierent economic
development programmes must be applied, which mtaatthe improvement of
competitiveness demands different strategies basete different types of regions
(Table 1). These steps correspond to the phassmngietitive regional development
and at the same time indicate that competitivesagssbe improved only with the
help of complex bottom-up programmes. The UFO syatises those economic
development priorities that adjust to the real aleeconomic situation and the
achievable aims of the different types. The improgst of regional competitiveness
depends on the consistent realisation of thesd@mwent programmes.

Every contry is heterogeneous, since it consistsubhational regions with
significantly different state of development. Due the strong interregional
competition, bottom-up strategies must be develdpeall regions. These should
refer to reinforcement of clusters beside the commaovation background. This is
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the only way that provides an opportunity for thmprovement of regional
competitiveness.

Table 1.Elements of common innovation background of tlstintit types of regions

Research and Infra- Direct Small and Institutions
technological structure investment medium- and social
development  and human outside sized capital
capital from enterprises
region
Harmonised Science parks Attracting Clusters Collaboration
busw;)esg and Communi- decision Venture agwo_ng _
E%Ln[-) usiness cation centres capital a ?Els'gratlon
K nowledge networks Hub-and- Business and businesses
creation Integrated R&D Problem- spoke district incubators ﬁluste(;—onepted
Innovative oriented Local for spin-off igh education
milieu trainings, supporting Regional
retrainings and related identity
industries
Applied R&D Innovation Supported Horizontal Decentralized
Coordinated pentges, investments  networks administration
R&D incubators Satellite- Business High education
Knowledge Technology Business Marshallian  services for by local business
transfer transfer infrastructure :jqdu§tr|al start-up Non-profit
Task-oriented  district Trainings for  organizations
vocational Local value  managers
trainings chain
Non-business  Industrial Location of  Networks of  Enterprise-
and parks companies suppliers friendly
%%ngmemal Transportation Satellite Financial administration
Neofor dist networks platform promotion Business and
Separated R&D \/,tional district Entrepreneuri tce(jchnlqal higher
Laboratories,  training Local al skills education
equipments business Ability for local
relations cooperation

Source:Lengyel (2003a)

7. Summary

This study reviewed the most important questiontated to interregional

competition and regional competitiveness. Globttisa processes, their
interregional characteristics and global compatitiead to the development of a
'new economic space’. With the emergence of thewkedge-based economy the
international division of labour also transformsdatine role of regions in the
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postfordist economy must be reconsidered. Threac baegion types can be
distinguished that participate differently in thternational division of labour. The
acceleration of global competition has resultethaincrease of competition among
regions, or more precisely, nodal sub-regions.

Due to the special characteristics of global coitipai the concept of
regional competitiveness must also be defined. &hsrabundant literature on
competitiveness with certain well-known approachas, of which especially the
concept of standard competitiveness common in theogean Union seems
adequate in case of the regions not only for sifiemtnalyses but also for regional
economic political applications. The concept oindrd competitiveness is partly
linked to the thought of economic growth; therefatealso leans on theoretical
economics, although it also has strong regionatipal and economic development
aspects that brings it close to the questions sifiegs sciences as well.

For the interpretation of regional competitiven@spyramidal model was
established that offers a complex frame for the smesment and improvement of
competitiveness. It does not only make a proposaicerning the indicators
applicable for measuring competitiveness, but aBgstematises economic
development ideas depending on the types of regidhe logic of bottom-up
regional economic development is demonstrated &yJHO model, which connects
the approach of competitiveness and the practiceludter development in the
different types of regions.
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