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Foreword

This report is the outcomef Hamdan Bin Mohammed-@éni ver si t yods pi oneerir
organize an annuaPolicy and StrategiRoundtable fogathering and analysing useful information

to guide policy making in the Arab World. Published every year in English and Arabic, the report

offers comprehensive information about the pressing issues facing policy makers in the Arab World.

With its analyss supportedby expertise and experience of eminent academics, practitioners,
consultants, and experts drawn from UN agencies, the report is the authoritative reference for policy
makers. In fact, this report is designed to deepen understanding of inimvhased clusters for

enhancing competitiveness of Arab states.

As the world market becomes increasingly competitive, gaestionshave emerged for the Arab
statesFor instance, why ¢ an onpeteAm iatdrnatoralunarketIPezesis e f f e ¢t
virtual unanimity arong experts suggesting that soofehese countries lack necessary policies and
straegies or, worse, haveneffective policies for international competitiveness. Indeed, recent
evidence from the GCC countries suggests that industrial clusters seem to enhance both international
competitiveness and greateconomicstability. The establishment of free trade zones lanlress

clusters in the UAEfor instancehas paid good dividends to policy makers.

Clusters mattéy cannot by itself, explain international competitiveness of nations. International
competitiveness would then be simply a matter of establishing indudtrsiers. We need another
explanation for international competitiveness. It pertains to innovation. Many Arab states are unable
to compete effectively in international markets simply because they have not ingtigteskrious
innovation programs to unldashe process of rapid economic growth and social development.

Lessons of experience fropeveraldevelopedand fastdevelopingcountries seem to suggest that the
innovation programs certainly expand opportunities for international business. They dlso lea

inclusive growth.The Arab states can of course learn important lessons from the competitiveness
experience of the developadd some developingpuntries. Clearlythe notion ofé fingk he pol i cy 6
is undoubtedly correctlowever,6 Fi x t h e-based olmtveart 3 omol i cy donghepear s
mark in the context of the Roundtable thenvghy? The success stories from emieig economies

such as China anddia, among others;learly suggest that industrial clustean of course enhance
interndional competitiveness of firms and improve overall economic performance.

Let me recollect here the idea of disruptive innovation introduced by Clayton M. Christensen and
Joseph L. Bower in a 1998arvard Business Reviearticle See Figure 1) It is stil valid and

certainly provides a deeper insight into innovation. The decision makers in the Arab World ought to
realize that established multinational firmsgbobal giants can be challengbgthose offerings from

industrial clusters that fulfill the ndes o f-s edroweed® cust omer s i n gl obe
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innovations, the offerings could improve overtirakence, Arab states cannot afford to delay the start
of any kinds of innovation programs to improve internatidneinessompetitiveness.

Figure 1. Distruptive Innovation
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Source: Based on Clayton M. Christensen and Jose

t he WeawadBusiness ReviedanuaryFebruary, 1995.

This report is bold in its advocacy of a strategy to distainnovatiorbasedclusters in the Arab

states. It has argued quite sensibly that successful implementation of any inAbaagdrclusters
strategy in the Arab World requires simultaneous and concerted action on different fronts by the
various policyactors concerned. But effective concerted action needs a common policy framework
agreed between the public and private sechodged, he success of any innovatibased clusters
strategy lies precisely in developing such a framework.

I hope,this thowghtful and forwarelooking report would be of interest to policy makers, academics,
corporate sector managers, UN agencies, media organizations, NGOs and ordinary people in the Arab
World.
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Executive Summary

This report is based on the deliberationstia¢ Policy and Strategioundtablet i t Devealoping 6
innovatonbased clusters for enhancing competitivenes
January, 201t its campus irDubaiThe Roundtable isreannual event bringing togetheminent
academicsgovernment policy makeré&JN agenciesmedia organizationand a number oéminent
practitioners.

This Roundtable, attenddaly distinguishedparticipantsdrawn from all over the world focused on
innovaton-based clusters for enhancing competitiveness of Arab states. The hope of better economic
management, more efficient allocation of capital, more productive investment in innelvasien
clusters, and ultimately higher standards of living for the peoplihe Arab World motivated the
participants in the Roundtabl® explore fruitful connections between industrial clusters and
international business competitivene$be Arab economies, particularly the GCC economies, are
taking an active part in the quest for enhancing international business competitiveness at both the
regional and global levels. However, they have to go a long way to outflank their competitors in the
internal markets.

The Roundtable noted that the Arab pglimakers have launched several initiatives to establish
industrial clusters to enhance their competitiveness in international markets. Nonetheless, additional
steps are needed foster the development of industrial clusters. Further developing the sluster
requires policy reforms to liberalize foreign direct investment (FDI) policy, broaden the investor base,

and build infrastructure in |Iine with Porteros |
best practices and a framework for consolidausters needs to accompany crossder
consolidation in the Arab World.

The GCC customs union has come a long way in liberalizing trade and investment policies and policy
makers understand how the GCC nations can benefit from deeper integratim thiee trade zones

and other clusters. The GCC is a global player in international business and a significant recipient of
FDI. Thedevelopment of innovatichased industrial clusters offers remarkable payoffs, particularly

as it facilitates better ecomic integration of the GCC economies.

Nonetheless, many challenges remain for the GCC countries and indeed other Arab states to improve
their competitiveness in global markets. Clearly, the policy agenda is extensive. The Roundtable

noted that in theourse of moving forward, policymakers are likely to tackle difficult issues,

including the appropriate sequencing of reforms across the Arab states, the desirable balance between
national and regional priorities, possible tradfis between borrowing inn@tionand developing

their own innovation base, and the relative roles of governments and private sector in shaping the path
forward.
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NBut 1T nnovation comes from pe
hallways or calling each other at 10:30 at night with a new

idea, or because they realized something that shoots holes in
how we've been thinking about a probl@m.

Steve Jobs
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Dr Narimane HadHamou
Assistant Chancellor for Learning and Academic Development
Hamdan Bin Mohammed-¥niversity

Introduction

Innovation has certainly come to determine economic performance of nations. It is an important source of
competitive advantage for any organization or nation in the global economy. Interestinglations do not
necessarily typifyproduct or service innovation; they may encompass leadership, business processes and
models, technologies, quality of life and even strategic partnerships .

A remarkable development in contemporary literature has been related to a new way of diwiding
understanding an economy and formulating policies and strategiesi€itwgay of thinking is about economic
development based on innovation. In a basic sense, innovation may be detimedascessful exploitation of

new ideas pertaining to products, services, business models, enabling technologies and of course marketing
strategies. Without doubt, science and technology are an important source of innovation.

Why is Innovation Important ?

While it is important for the nations to grow the economy, create jobs, and increase the quality of life without
causing uncontrollable inflation, they must also promote innovation (in terms of new ideas, new technologies,
new products and new servicés)stay relevant and competitive in the world economy. Gone are the days when
natural resources, size of territory and population were considered all important indices of prosperity of nations.
Today, innovativepolicies, good governance, effectianagenent of financial resources, and the extent to

which nations are able to harnélss creativity and talent of their human resources have emerged important
indicators of success. In fact, a new paradigm of innovation has come to exist to create a fukretbrys

(Table 1).

Table 1.Innovation Capacity Index Ranking 202011 (Selected Countries)

Country ICl Rank ICI Score
Sweden 1 80.3
Switzerland 2 78.1
Singapore 3 76.7
Finland 4 76.1
USA 5 74.8
Kuwait 59 51.3
Egypt 75 46.6
Algeria 83 42.5
Saudi Arabia 48 54.1
Oman 58 51.8
Jordan 51 53.7
Lebanon 87 44.3
Syria 97 42.0
UAE 28 58.9

Source: The Innovation for Development Report 22001, London: Palgraw®icMillan, 2010
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In this kind of hierarchy, it is not the size of the territory or population or natural resource endowments that
matter most; rather, it is the creativity and innovation that matter most. Table 1 shows that smaller nations such
as Sweden, Switzerland, Sapgpre and Finland occupy top 4 positions ahead of the United States in the
hierarchy of prosperous nations that rely on innovation.

In fact, innovation in theseountries isstrongly associated with cuttirefge scientific knowledge and

productivity. Thee countries have prioritized the promotion of physical and digital infrastructure and improved
their human capital. The policy makers have played a critical role the development of national science and
technology policies and promotion of technologicalawation in industries with a strong local, regional and

global linkages.

In the present era characterisettr alia by globalization of markets, innovation is quite often the function of
outsourcing and networking. Firms in the innovation businestkirgg advantage of the availability of
scientific knowledge and talent in any part of the world. Interestingly, a-telsed approach to innovation has
emerged as a consequence of internationalisation of the innovation paradigm.

Why is Innovation Important for Building Sustainable Competitiveness?

Innovation is a key factor that leads to sustainable competitiveness. This kind of competitiveness is based on
differentiation and is possible only through innovation. In view of the emergence of the knewtzmgpmy,

policy makers in several parts of the world have tried to improve productivity in a regenerative way based on
unique strengths, resources and opportunities . The experience of the first five nations in Table 1 suggests that
they have tried tareate abundance and renewal of resources by creating innovative value chains in the global
markets.

The outstanding dimensions of innovation (product, process and organisatiamce competitiveness of the
firm by making it more adaptive to change in a dynamic environment. In other words, sustainability is
inculcated into competitiveness of the firm when it starts participating in the change process characterised by
innovaton.

Towards a New Model of Economic Development

Policy makers need to appreciate that current economic performance does not necessarily assure a similar
performance in future. In fact, improving standard of living of people requires a sustained afrowth

productivity. It is the innovation that leads to improved productivity levels and is absolutely important if a

nation wants to compete internationally.

Consider Figure 21t suggests that the innowati capacity of a nation interacts witompetitiveness
improvement, thus contributing to economic growth. any nation these days, the goal is to increase
productivity, international business presence and opportunities to build sustainable prosperity. To achieve this,
it must carve a citdar economyFigure 9 for sustainable competitiveness.
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Figure 2 Innovation, Competitiveness and Economic Growth Linkage

With reference to policytican be inferred from FiguretBat policy conclusions involve building innovative
capacity to conduct meaningful competitiveness improvement exercises, ensuringtoay all actors to the
effective functioning of growth mechanism. The spotlight, however, remains on innovation.

The role of innovation and its effective interactions constitute a useful complement to the basic mechanism in
allocating resources and promoting efficient wealth creation. Effective innovation mechanism can address
market competition through new ideas, @at reduce policy uncertainty. When the innovation mechanisms

and business interact effectively, they can lead to more efficient allocation of scarce resources, conduct a more
appropriate industrial policy, remove the biggest obstacles to-sooimomic deelopment and create wealth

more efficiently.

The innovatiorbased model can promote economic performance, e.g. through improved allocative efficiency of
government spending and better growth and industrial policies (Singapore, for instance). Y etioimhaszed
strategies designed in tandem with a traditional model of development need to be disciplined by a set of
competition principles, or risk becoming collusive .

A traditional model of economic growth depends directly on economic fundamentalassG&P, skills and

capital formation as well as the efficiency through which factors of production is put together, but innovation is
a crucial factor behind efficient skills development, capital formation and sustainability of higher productivity
and inomes.

Lessons of experience from economic history of nations suggeshétterminants of competitiveness are
many and complex. Macreconomic fundamentals, firhevel strategies, human and social capital,
technological progress and innovation, conducive business environments, firm sophistication and demand
conditions, productrad market diversification are all considered important in enabling competitiveness of
nations. There is virtual unanimity among scholars, practitioners and policy makers that many of these
economic management issues are not mutually exclusive but ttugylyasupport each other in carving
competitiveness.

Examples from recent economic history of nations show that innoviaéised clusters can of course play a vital
role in enhancing competitiveness, economic growth and development.
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Defining Clusters

A cluster is a combination of a wide range of firms, suppliers, service providers, and institutions in a particular
business activity. These organizations are linked by supply and value chains and are usually located near each
other. Because of their prioity and linkages, cluster firms enjoy synergetic advantages. Such benefits include
access to skilled human resources and suppliers, scientific knowledge acquisition, and policy environment for
improving performance. The clusters eventually get intedriate the overall economy.

Establishing successful innovatitiased clusters requires an appropriate paradigm which allows the state to
support industrial development and technological upgrading but also creates opportunities for the private sector
andeducational institutions.

The World Economic Forum has categorised the UAE and Bahrain as innegtatien economies. Saudi

Arabia, Tunisia, Oman, Jordan, Morocco and Lebanon have been categorised as effiti@mcgconomies.

The factor endowmenidriven economies include Kuwait, Egypt, &lga and Libya ( WEF, Global

Competitiveness Report 2041). For countries already on the innovation track ( UAE, for instance), the
guestion is how to sustain innovation? For others, the question is how-tatdstin the direction of
innovationbased competitiveness. For all Arab states, however, it is strategically important to develop clusters
for enhancing international competitiveness of firms and attain what is called quality growth. This kind of
strategysurely brings in its wake opportunities as well as challenges for policy makers. In view of these
opportunities andhallenges, this Roundtakdeldressedthe following thematic questions.
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Thematic Question 1
Does the clustebuilding policyprovide a vehicle to drive existing businesses to a more competitive position?
This thematic question pavéige way for the following questions.

a) Does the cluster strategy create the potential for new industries?
b) Does the cluster strategy enhance qualitgroflucts and services?
c) Do clusters create international value chains?

d) Do clusters create multiplier effects for the economy?

Thematic Question 2

How can clustebuilding add value to policy tracks?
This thematic question logically e the following questions.

a) Will cluster-building lead to inclusive growth?

b) Will the cluster strategy integrate the local economy into the world economy in the globalization era ?

¢) Can clusters prove invaluable in addressing the research and develdp&Bhnéeds of the Arab
states?

The Roundtableprovided a forum for fully exploring the policlogic behind clusterand to test the argument

for a stronger focus on clusters, rather than just competitiveness based on innovation. The disd¢uhsants a
Roundtable pained a more informed scenario of the challenges facing policy makers in the Arab states, and
recommend effective policies for enhancing competitiveness of the Arab states throughonfmased

clusters. Moreovethe distinguishe experts at the Roundtable weable to construct arguments in support of
their recommendations for a sustainable cldstéesed competitive edge for the Arab states

Clusters: Some Success Stories

Recent years have witnessed a compelling body of evidence suggesting that clusters have paid rich dividends to
policy makers. We cite here some success stories in support of the thematic questions and to bring home the
point that clusters have the poteht@contribute to innovations and competitiveness.

The Clusters of Innovation Initiative launched in the United States nearly 2 decades ago focused on five

regions : Atlanta, Pittsburgh, the Research Triangle, San Diego and Wichita. These regiaedectre in

view of a diversity of size, geography, economic maturity, and economic success. The Initiative was undertaken

in the belief that productivity and innovative capacity occur in the regions where business organizations are
based and competitin act ual ly happens. I't was obswloepmdlcts hat Ame
and services depended on the creation of regional clusters of industries anchored in innovation.

A remarkabl e success st or yHaididn Saehce ParkdHS®) iniBsijing iecludinge d t o
high-tech firms, universities, Research & Development Centers and a sound knohbdesdgdt is set to

become a global technology and innovation cluster. HSP is at the heart of the innbaagdrdevelopent

policy designed by China. It had revenues topping US$110 billion in 2010, nearly twice the revenues achieved

in 2005 (China Daily, 14 September, 2011, p S4).

The Hong Kong gvernment has invited applications for the CyBert. This cluster will bable to

accommodate nearly 200 firms of different sizes. According to the Information Technology and Broadcasting
Bureau (ITBB), a large number of firms have shown interest in leasing at cyber port which includes IBM,
Legend, Microsoft, Oracle, Silicon &phics, Softbank, Sybase and Yahoo.

Available information indicates that some European clusters have attracted a large number of FDI projects in
recent years. They include Dublin in software, Stockholm and the Cote d'Azur that have developed sound
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clusters of information and communications technology design. Ireland, Scotland and Holland remain quite
attractive for call centres in the European Union.

The concept of innovatiedriven competitiveness has brought in its wake the strategic relevanctuefea

approach. Clusters can of course contribute to the foundation of knowledge and promote technological

innovation. Success stories include IT clusters in Silicon Valley, Hyderabad and Bangalore. They have also led

to creativity and innovation. Comigr, for instance, fashion designing clusters in Paris, New York, Milan and
London. Clusters can also accelerate the pace of c¢comn
zones) and facilitate the formation of new businesses through spifle&€ase in point is Dubai Media City,

among others.

Cluster Policies in the Arab World: Some Examples

Clusters have a long histoiiym Egypt. There exist major organic clusters including Damietta Furniture Cluster,
Sha'a El Te'aban District Marble and Granite Cluster, Sharm El Sheikh Tourism Clustahdtla EtKubra
Textile Cluster and Robiky Leather Manufacturing Cluster. Orteefoteworthy clusters is the furniture
manufacturing industry in Damietta. In this sector, Egypt has been successful to connect local industry to
global value chains. The Smafillage in Cairo is another businesark. It offers a wide array ofesvices
including business support to athletic facilities.

Evidence from Saudi Arabia indicates that policymakers have adopted innelvatied cluster approach to
enhance competitiveness. Consider the following initiatives.
1 King Abdullah University of S@nce and Technology
King Abdul Aziz City for Science and Technology
King Fahad University of Petroleum and Minerals
King Abdullah University of Science and Technology Research Park and Innovation Cluster
Dhahran Tchnevalley
Riyadh Technevalley

= =4 =4 -4 =

Qatar has been quite active in establishing clusters to promote industrial activity based on innovation. Doha
unveiled a forum on 6l nternational Experiences in |In
the mechanics and dynamics ofiistrial clusters.

Data collected by GOEan emi nent consulting firm, suggest that
growth in terms of number from 7000 factories in 2002 to nearly 10,000 in 2007; i.e. an average growth rate of
43%, and an avega annual growth rate of 7.4%. According to initial statistics organized by GOIC, the number

of industrial clusters iGCCmember states is nearly 200 in areas such as petrochemicals, traditional

industries, cement, aluminium, fertilizers and serlased clusters.

Cluster initiatives in any Arab country have the potential to contribute to innovations in the economy and
aggressive national competitiveness efforts including policy reforms, business capacity building, regional
business dialogues, regional economic development and human resource development. They might become a
catalyst, thus generating broad public underding and support for nearmaditional economic policies by

working closely with media organizations, institutions of higher learning , knowledge and technology creation
firms, business leaders and policy makers. When designed carefully and implemeartéd sluster

initiatives may turn out to be some of the most effective policy tools in a broader context of policy making in
the Arab states.

The UAE has embraced clusters as a means of enhancing innevasieth comp#ivenessThe UAE has
successflly used policy interventions based on value chains and free economic zones . It has also pursued
ambitious development projects, and has integrated industrial policy and entrepreneurship development
strategies into clusters. The UAE model is waxhsidering because of its focus on actively engaging the
stakeholders throughout the process, from cluster design to strategy formulation and policy implementation.
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McKinsey has estimated that nearly 70% of developing country exports, includingsome A&ra unt r i es 6 e X |
are entering the global markets through six clusters: agribusiness, mining, light engineering, tourism, ICTs, and

retail distribution. A study by the Harvard Business School suggests that locational patterns afreqied

clustes seem to reflect the underlying elements of linkages rather than economic geography. Therislester

export patterns generally reflect a high degree of innovation leading to enhanced competitiveness ( Porter et al,

2007)

Although several research dias have contributed interesting ideas for promoting the cause of clusters with
great intellectual emphasis, Porterds Di amond presen

of the world.

Figure3Por t er 6s Di amond

Michael Porter’s Diamond
Competitive advantage of nations

TheDiamond offers a very promising framework that can be used by the Arab states to identify and tackle

guestions relating to competitiveness. He suggests guidelines to assure the successlvdsbastaralyses and

puts forth the rationale for clustertiatives.! n speci fi c ter ms, Porteros Di amor
terms of four interrelated areas as follows: (1) quality of factor conditions,(ii) context for firm strategy,

structure and rivalry, (iii) quality of local demand conditions, @ngdthe presence of related and supporting

industries ( typically found in clusters).

Porter has argued that improving a clustersd competit
the cluster move from competing on basic endowments to etimgpon advantages arising from efficient and

innovative processes and products that contain as much added value as possible. At the heart of the Diamond is
innovation and creativity. The business environment is remarkably depicted in the Diamondnatea co

interplay among the four factors.
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Adding Value to Policy Tracks

Policy makers quite often argue in favour of a vkalit value chain. A valuehain approach is transaction

based and focuses on transactional efficiency within the chain. On the other hand, -@kretedt approach is

systemic and includesarobusfany si s of a clusterés value chain. Clus
meant to solve coordination and information bottlenecks through aovgahized participation of supporting

policy tracks outside the value chain.

Clusters may include locak well as national firms. Therefore, government agencies at all levels can be

involved. However, central coordination is necessary because of the inherent externalities of cluster activities
including most notably innovation, knowledge, and valbeinconstruction.

Opportunities and Challenges for the Arab World

Clusteroriented initiatives differ from traditional policy tracks pursed by a large number of Arab states in a
significant manner. Traditional policy is based on a notion of-gam gamein which some industries offer

better prospects than others and hence must be protected until they acquire the necessary scale and
sophistication to compete internationally on their own. Cluster initiatives, on the other hand, are designed on a
more dyamic view of competition among firms and their coordination with associated institutions.

A clusterbased model adopted by the GCC countries does not seek entry daoedrey against local or
multinational enterprises. In fact, the model efusteroriented strategy highlights the challenge and the need
for the timely and steady opening of the local market to imports of goods, services and technology, which in
turn might improve supply chain (or value chain) efficiency, refine local deg@mtitions, and stimulate
competition, resulting in a positive sum view of innovatidriven competitiveness.

The GCC countries, most notably the UAE, have established free trade zones and industrial clusters to attract
FDI. How are important are clusgein the determinants of FDI in the GCC countries? To tackle this question,

an HBMeU faculty conducted an empirical exercise in 2@0guestionnaire was developed for this purpose.
During the first phase of the research, an exhaubtivef variables tat influenced FDI inflows was prepared.

The list was largely based on inktg derived from the literature

To refine the list of variablesa focus group interview was conducted. Eight managers of multinational
enterprises operating in the UAE wengited to form a focus group. They were briefed about the purpose of th
meeting The discussion lasted nearly two hours. The discussion was led by a moderator and included two
observers. The exhaustive list of constructs on determinants of FDI, idgftifiewing a review of literature,

was revealed to the participants. They were asked to select and assess the variables they felt were important
when determining FDI flows in one of the GCC countries. The findings from focus group research were used to
refine the survey instrument design.

During the second phase of the research exercise, a survey instrument was developed to identify the perceived
determinants of FDI. The focus group acted as a basis for the development of the questionnaire. The survey
instrument sought information from thiespondents on a total of thirtjwo itemsidentified from the literature

and perceived to be determinants of FOl.Lh e it ems were recorded on a 5 poi
6Strongly disagbt8&edboagtiydagreeddcat ed

Managers from multinational firms operating in the UAE participated in the study. Questionnaires were
administered on randomly selected managers, after being told that the researchers were interested to know their
perceptions of theleterminants of FDI and were asked to respond to the questionnaire that was provided. The
respondents were told that their participation was voluntary and complete confidentiality was assured as no

responses were separately identifiable. A total of 5Baeses were obtained
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In order to group the thirtjwo items into meaningful clusters, factor analysis was conducted via principal
component analysis. Principal component analysis was used because it seeks to include as many factors as there
are in theanalysis. In considering the suitable rotation strategy, orthogonal varimax rotation was used because it
minimizes the number of variables which have high loadings on any one given factor, resulting in easier
identification of each variable vhita singlefactor. Apart from that, orthogonal rotation of itemsalacreases

the generalizationf theresearch findingswvhich is deemed important in an empirical research.

Only items with factor loading of 0.40 and above were considered significant in interpreting the factors. Of the
items, 22 of them correlated with factorial groups produced. Out of the thivty items, 7 factors were
produced. In selecting the numberfatorial groups to be extracted, the Kaiser criterion was adopted. Kaiser
criterion, which was proposed in the 1960s, states that all components with eigen values under 1.0 are to be
dropped. Thus, all the 6 factors that had eigen values greater thanre Extracted. These 6 factors accounted

for 74.58 % of the total varianc&he 7 factorial groups extracted were given the appropriate name in
accordance with the criteria, namely, infrastructure, market potential, incentives, low cost of operatidra, polit
stability, and productive use of capit@lable 2 shows the results of the factor analysis in terms of factor name
and the variance explained by each factor.

Table 2Factos Identified and Percentage of Variance

Factor name Variance Cronbachoc
explained coefficient
F1 Infrastructure (including cluster 16.30 0.77
infrastructure)
F2 Market Potential 14.29 0.82
F3Incentives 11.20 0.69
F4Low Cost of Operation 9.70 0.73
F5 Political Stability 9.54 0.81
F6 Productive use of capital 7.24 0.82
F7 Access to sources of raw materials 6.31 0.78

Total Percentage of Variance Explained 74.58

The items in the factorial groups were then tested for reliability. Reliability test was undertaken to ensure that

the research findings has the ability to provide consistent results in repeated incidences. To check the reliability
aspect of the items arith factorial groups, internal consistency analysis using SPSS was performed. The items
were grouped into its respective factori al group ar
coefficients ranged between 0.69 (factor grdapentive$ and 0.82 (factor group Market potential).This

indicates that all items and factorial groups in this study are sufficient reliable measures, as all of these are
above the value of 0.6 (Nunally 1967). 3hhwninffabkul ts of
2.
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Table 3.Degree of Agreement on the Importance of the Determining Factors for Investors in the UAE

Motivating Factors Mean Values | Standard Deviation
1) Cluster Infrastructurgincluding cluster 4.16 0.63
infrastructure)

3.91 0.97
2) Market Potential

3.88 0.91
3) Incentives

3.61 0.95
4) Low Cost of Operation

3.40 0.88
5) Political Stability

3.36 0.97
6) Productive Use of @pital

3.28 1.00

7) Access to Sources of Rawdtérials

5-point Likertscale:1= Strongly Disagres= Strongly Agree

Table 3 provides an overview of the mean scores and standard deviations for the 7 factors. The mean
score of the factor infrastructure is 4.16, indicating that there is a strong degree of agreement by
respondents on its importance as a determiningrfaét=DI in UAE.

During the qualitative interviews, some managers explicitty mentioned that the UAE continues to
attract FDI because it is perceived that supply constraints are not pervaaitieularly in the
clusters.This particular factor gives a competitive edge to the UAE compared to many developing
countries in the Middle East.

Should other Arab states follow the successful initiatives and adopt the -tlaseat strategy to enhance
competitiveness? What types of problems can a cluster strategy address effectively and what are its limitations?
How would policy makers go aboutwd#oping such a strategy systematically to achieve sustainability? What is
the relevance of clusters , in terms of bridging the gap that often exists between the private and public sectors, in
formulating economic policies? What should be the size amdndmce of clusters in an economy? Should

clusters be more specialised than the rest of the economy? What kinds of linkages should be created through
clusters across the Arab states to promote-ifstedd trade and investment? These are challenging gnsestio

addition to the thematic questions designed for the Roundtable.

The developed countries quite often drive innovation from their R&D units, thus translating breakthroughs into
new products. On the other hand, innovation by Arab countries lamkevehat different. In general, the
innovations come not from product technology but from the business models that surround the technology.
Examples include manufacturing, logistics, distribution, banking and finance. A challenge for the Arab
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countries irthis context is how to enhance their research and development (R&D) capability. Surely,
universityindustry partnership can play a key role in enhancing R&D capability of the Arab states. The German
model (where all institutions of higher learning mudtadmrate with industry for enhancing R&D activities) is
worth considering in the Arab World.

A great challenge for policy makers in the Arab World is that policies and strategies are not always directly
observable, yet there are ways to identify the fieetors behind effective cluster strategies by providing a
Roundtable forum at the HBMeU Quality Congress 2012 for the business and government officials to discuss
issues of common interest and eventually agree on a common policy agenda.

The Actors in Policy

Who are the key actors in developing policies and institutional architecture that obviously come into play for
enhancing innovaticrbased competitiveness in the Arab WorGai@vernment organizations do not always have
perfect information. The prate sector in the Arab World, on the other hand, also suffers from several
dilemmas and may not be capablegfating public goods and services alone. Therefore, policy making
exercises require collaboration among government ministries and departments at all levels, business
organizations, universities and research institutions, sepriméders, quality standds-setting bodies, and of
course the private sector .An approach in which a wide array of public and private institutions shoulder joint
responsibility for enhancing competitiveness is likely to be effective in the Arab World. A cluster approach is
desimable for initiating this process and for attaining innovatiased competitiveness . Lessons from several
developed countries (highlighted earlier in this paper) suggest that institutional architecture can play a vital role
in knowledge generation andjgation, eventually leading to a sense of policy identification or policy
branding.

Admittedly, several Arab states are constrained by a lack a solid technology base of trained scientists and
internationallycompetitive research universities. Theyynmat be in a position to earmark robust funds for
R&D activities in all sectors of the economy. A clusters approach in policy making could mitigate these
constraints and trigger innovation activity in certain vedfined economic sectors for enhancintginational
competitiveness.

The practicing managers in the Arab states may not feel the need for innovation due to constraints related to
budgets and R&D activities. However, a clusters strategy might create opportunities to innovate in other areas
including FDI, value chains, logistics, marketing, service quality and managerial leadership.

In the final analysis, no decision maker can afford to ignore the enormous potential of innovation for surviving,
competing , growing and sustaining profitalyilih the presentlay competitive world.
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Contributions from the Panel

Professor Mohammed Zairi (Chair)
Professor Khalid Hafeez
Professor Alan Brown, and
Professor Rick Edgemann

The Roundtable panel provided not just an analysis of industrial clusters in recent years but also a lucid primer

on innovation and socieconomic development. After extending a warm welcome to the distinguished members

of the panel ad the participants in the Roundtable, Professor Khalid Hafeez expounded iompthntance of
innovatonbased clusters in the Arab World and went to dab
in the Arab World. He argued with emphasis that sbherces of competitiveness must include innovation,
knowledge, creativity, risk, speed, reputation, quality and of course values.

Professor Mohammed Zairi chaired the panel and provided illuminating ideas that paved the way for the
Roundtable discussiofide gave an incisive and objectivaecount of innovation, knowleddmsed economic
development and industrial clusters in the Arab Wofldcording to him, the idea of innovation has been
around for a number of years now, as has the inference that irdeahatompetition has been affected by it.
However, the question of incorporating innovatidrased industrial clusters ircompetitiveness models is
refreshinglyinteresting as it has great implications for policy tracks in

the Arab World.

Professor Zairhighlighted that the thematic questions prepared for the
Roundtable discussions are important and relevant in the context of tt
emergence of the knowled@pased paradigm for attaining socio
economic development in the Arab World. Heasd with the
participants thatinnovation has come to occupy center stage in the
discussion relating to competitiveness and economic development. H >

urged the participants in the Roundtable to examine what is approprial

for the regionln the years ahead,d@tArab World is expected to account

for a big slice of the world economy. It is, therefore, necessary for

policy makers in the ArabNorld to explore what will make their

economies interationally competitive. He encouragélte Roundtable

to probeArabWord 6 s key chall enges i n-bdsedeédommiesdestabéshimypeseargh k n o wl
based institutions, strengthening regional integration, preventing financial crises, ensurihg thains from
clustersdriven international busines@re more evdy sharedin the economy, harnessingglobal trendsof

innovation and creativity, seizing the opportunities created by oil weattth,connectingrofitably with the

global economy.

Following introductorycomments,te chair invited the externedoderatos to make their presentations.

Professr Alan Brown appreciated the importanceafisters, particularly in the context of trade and investment.
He emphasized the potential of innovatdniven clusterd reflecting the current widespread euphoabout
their merits. Heexplained the following types of clusters.

1 Trade-driven clusters
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The tradedriven clusterstend to promote collaboration and accelerate the pace of trade between members.
Evidence from North American Free Trade Area (NAFTA), ASEAN Free trade Area (AFTA);Pasidic
Economic Ceoperation(APEC), and the Gulf @iperation Council (GCC), among other groupingsem to
suggest that tradériven clusters facilitate exports aockate business opportunities.

1 Knowledgedriven clusters

Professor Brown highlighted that clusters have come to exist to provide access to new knowledge based on
research and also create access channels for knowledge held by other organizatiorts. &licembinations

and permutations exist including private, public, national, international, intra andnidtstry firms. Even

virtual clusters have been formed to achieve some common objectives.

Professor Browrrecognized that it was not easy aorive at a simple judgment about industrial clusters.
Questions such asvho drives cluters? and what benefits and outcomes are expected of clusters?, must be
addressed comprehensively, he said. Evidence has emerged to suggest that industry umipellaagional

and local government policy tracks, regional initiatives, individual organizations, strategic alliances in areas
including education and business have contributed to the establishment of clusters in various parts of the world,
he explained.

ProfessoBrown went on to expound on the importance of innovation by citing evidence from Ausivalih
has unveiled a tear plan in 2009 for implementing the innovation agenda for tiec@dtury. The salient
features of the plan include the fmNing.

a) Availability of public research funding

b) Strong base of skilled researchers

¢) Fostering industries of the future

d) Effective dissemination afew technologies, processes and ideas, especially for the SMEs

e) Encouraging a culture of collaboration in thee@sh sector and between researchers and industry

f)  Fostering international collaboration on R&D activities

g) Promoting collaboration between public and community sectors in the area of innovation system for
improving policy development and service delivery

Professor Brown opined that the Middle East had the geographical advantage for establishing business clusters.
He argued that policy makers in the Arab World must identify (a) cultural enhancers and inhibitors, (b) policy
enhancers and inhibitors, and @conomic enhancers and inhibitors in the context of clusters. Moreover, it
would be helpful to identify which sectors to build through clusters. He cited the example of Singapore, which
has neatly identified the sectors where clusters would play arei@lin the final analysis, he agreed with the

chair thatinnovation must play a leading role in building business clusters for enhancing the competitiveness of
the Arab states in the years to come.

The second external moderatdttofessor Rk Ed g e ma n made a Pusteirowatioh art i on t i
Innovability: Innovation for a Sustainable Future@ He cited evidence from welinown multinational firms
to argue that there is a strong link between innovation and sustainability. Considemnthimfoihses

1 MAERSK

This multinational firm relies heavily on innovation to attain sustainability. It has 108,000 employees in 30
countries.

1 GRUNDFOS

The organization upholds innovation in its strateljjnas 80 companies in 55 countries.
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1 NOVOZYMES

The organization is number 1 in DOW Jones World and STOXX sustainability rankings ftedhinology. It
has nearly 5,500 employees in 130 countries.

1T NOKIA

Sustainability is a driver for future innovation in Nokia. This wWelbwn organization has designed neways
of material use, packaging reduction and energy efficiency. It also reflects innovation-batkkservices. It
has 124,000 employees worldwide.

1 AARHUS, DENMARK COMMUNE

This organization has developed active clusters within sectors such as @amgywironment, medicine, health

and food development, architecture and design. It has planned to involve more public and private sector players,
including players from other clusters to stimulate and support collaborative projects across clusters (e.g.
between energy, architecture and the construction sectors. Interestingbygtn@zation has planned to become

CO2 neutral by the year 2030.

1 AARHUS UNIVERSITY

The Interdisciplinary Center for Organizational Architecture (IC@Anaking all possible efforts ttacilitate
cluster activity in sustainability. Its objective is also to achieve excellence in process and performance,
organizational architecture, and cognition and leadership development.

Why are these organizations actimga way that ensures innovation and sustainability? Clearly, there are
substantial business reasons, according to Professor Edgeman. In the absence of innovation, the goal of
sustainability cannot be achieved, he argudthny of theinnovation and suatnability initiatives of firms help

to cut costs, improve product/service performasastain supplies, retain customers, and improve brand equity.
Policy makers in the Arab World can of course learn important lessons from the success stories in several
countries of the world.

Professor Edgeman emphasized that the role of the organization is critical in creating a sustainable
society. Therefore, firaevel strategieanchored in innovation and sustainabilitg important as
they interact with society.
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Working Groups

The participants in the Roundtable wetiwided into twogroups in order ttacklethethematic questions

Working Group 1
Professor Tito Conti, Professor Syed Aziz Anwar, Dr. Souma Alhaj (raporteur), Professor
Peter Heines Professor Khalid Hafeez and Ibrahim AlBadawi

The group members, at the outset, agreed that cluster wesesic term and all sorts @froupings,
associations, combinations and alliancas be included in it. Howevethe group unanimously aged that
industrial clusters have come ptay a keyrole in enhancingrational and internationalompetitiveness o
organkations. They argued that thessence of clusters strategy is to enable the members to be prepared
to respod effectively to, competitive onslaughts was also argued that clusters may offer a number of fc
of success to the participating organizations. For instance, they can assist organizations in exploiting t
opportunities. They can also providdetg nets for the organizations against all sorts of business risks.
they caroffer valuable platforms for learning innovation techniques.

In the context of any economic policy, it is always desirable to ask: can clusters make a difference
pointed out that there were good and bad clusters in the UK. A lot of public money had gone into cluste
UK. Some areas paid rich dividends, while others were not so successful. In the UAE, JAFZA has
success story; Dubai Healthcare City hamained below expectation, however. In Japan, strategic allianc
the automobiles sector produced good results. These alliances helped Japanese organizations spread
far and wide in the world, explained some discussdmtgota City was citeds a shining example of clusters
the world.

In response to thematic question 1, it was observed that clusters do enhance competitiveness of org
and the nations at large. Evidence from China and India was cited in support of this obseFhatiohAE
experience was highlighted to suggest that business firms operating in the free zones have actually
their competitiveness in regional and global markets. Indeed, they have been able to connect with tt
supply chains and market th@roducts and services all over the world.

Based on lessons of experience from all parts of the world, the group identified the following determir
success of industrial clusters.

Conducive policy environment

Needbased clusters strategy

Availability of infrastructure for clusters

Buoyant universityindustry collaboration

Availability of incentives for innovation and creativity

Open trade and investment policies

Availability of auxiliary industries

Existence of policy regime for integrating thestlers into the economy

=4 =8 =8 =8 -8 -8 -89

Addressing thematic question 2, the group members generally agreed that a key measure of cluster effi
is value chain that it creates. The value chain can of course transcend national, regional aediexale
boundariesFor instance, financial and telecommunications clusters operating in the UAE have becom:
in operation. Admittedly, value chains bring benefits but also require sound policies and governance sy
well as effective mechanisms to contain rmésks that could arise fromnanscending geographical boundaries
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Professor Conti enriched the discussion by sharing his value generation cluster (Figure 5) with ths
discussants. He also highlighted that it is the open system (dejidtglire 4)that helps the subystemsf a
modern organization interact with each other to achtbessynergy.The open system can of course help
organization integrate into the global econontiy.the absence of healthy interactions of subsystems withi
organization, managers cannot achieve the goal of innovation, he argued.

Figure 4 Interactions of Subsystems

Professor Tito Conti

Professor Contids value generation cluster <can
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Joining a clustebased organization requires top down, shared cultural changes within its me
Such changes become even more critical if innovation is the main cluster purpose.
Understanding which are the critical factors to create posiwmergyis a precondition: synergy is th
cluster driving force.

Leaders shoulthink in terms of systemsheclustershould be seen as a higher level system whicl
lower member systems are part of.

Systemsd value generation capability is no
It can be much more or less, depending onfifmess for purposef its internal relation system:
Relations are key to the achievement of outstapdasults

As J. Gharajedaghi puts lieaders should care more of interactions, less of ractieaders car
delegate full reponsibility for actions to their managers.

Building and supervising fit for purpose relations should be the task of the cleatrd, whc
themselves are bound to operate as a team.

Prospective cluster member leaders should have joint preliminary learning and discussion set
reach a common view on the cluster architec
All those who are part of the cluster network should be trained in cluster management
fundamenth t hat peopl e do not wihnatswne oftold styledmanagemée
concepts, as the pyramidal, functional view of the organization

Managemenshaul d | earn to think i n t &msansfvalds, likewmatle
respect and trust and transparent cooperation should be agreed upon to that purpose. If suct
are not shared, positive synergy will not take place, letealonovation.

Clusters are the ideal incubators for innovations. No doubt then that decent clusters ¢
innovation. But the issue is: how much innovation? And how significant?

The critical factor for innovatiori beside the quality of the cluster meensi ist he sy
environment Experience shows that innovation strongly depends on what kind of environme
leaders creates.

If the environment is favorable to value creation, innovation will more easily take place.
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conditions set in th&igure 5 are present, the environment willdeetainly more favorable. If the bas
building blocks of the organization are value generation cluster, not hierarchical functions, innc

will find a more fertile soil.
A If a positive environment is createavithin an organization, R&D is likely to be facilitated.

Figure 5

The “Conti Value Generation Cluster”, the synergetic

process of value generationin relations.
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Both value creation
capability and mutual
satisfaction strongly
depend on value
exchange in relations
between persons
and groups

The primary value flow is
from the group towards
the organisation.

In return, a fair value flow
is essential for motivation

For many Arab World watcherscluding members of the group, industrial clusters are seen as heralding a new
policy framework for innovation, growth and soetoonomic development. The group discussion concluded

with the remark that a clear commitment to the industrial clustersgstrstéhe Arab World can of course

provide a positive environment in which the policy discuspi@sented in this Roundtable report cdiddrish

in the years to come.

Working Group 2
Professor Mohammed Zairi, Professor Alan Brown, Dr. Masood Al AwarDr. Abdel Kader
Mazouz, Dr. Sanjai Parahoo (rapporteur),Professor Charles Aubreyand Dr. Abdullah Al

Sagheer
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This group added great depth to the discussion and highlighted that although some Arab nations he
considerable progress in creatimglustrial clustersthe situation remains rather fragmentiédvas highlighted
that if the Arab World is to boost growth and get competitive in the global economy, it would reqt
establish industrial clusters tertain specific areas of competitimelvantage. Indeed, at a time when sew
countries of the world are moving toward free trade zones and industrial clusters, many Arab states
lagging behind.

With reference to thematic question 1, it was observed Jdml Ali Free Zone Authaty (JAFZA) is a

successful clusteOther success stories in areas such as tourism, healthcare, reakdskzationand banking
and financan Dubai were cited. It was pointed out that Dubai has been ablessfiglty to position it€lusters
interndionally mainly dueto neat identification of customer segments and their needs. Moreover, a stat
conducive political environment proved extremely helpful in establishing and promoting business cluster
Interestingly the clusters in Dubai have @tted differenbrganizations due to the availability of incentives a
positive policy environment, it was pointed out.

Figure 5. Cluster of Educational Institutions in the Dubai Knowledge Village

The participants in group discussipainted out the following benefits stemming from clusters.
Improvement in the quality of products and services

Improvement in service quality

Intra-industry sharing of knowledge

Sharing of facilities across organizations

Liberalization of rules and reguilahs for international business

Emergence of positive conditions for innovation and creativity
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Some discussant®mpared the clusters in Abu Dhabi with those in Dubai and other Emirates. They point
that most of the clusters are in the same prdsleictice categories. They are, therefore, bound to compete v
each other. Competition was described as a healthy sign as it would improve quality of products and set
and reduce costs, thus improviognditions for innovation

The member of the group pointed out that good governance of clusters deteanslsules and expectations,
transparency in communication to monitor performance and incentives to attract and reward successful
More attention was needed to in areashsas financial management and competitive strategy.

The group made following recommendations for policy.
1 Strengthen industryniversity partnership to develop skills
1 Promote competition as well as-operationfor improving consumer welfare
1 Design ad implement strategy relating to business incubators
1 Promote intra and inténdustry networking
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