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Before talking about our state-of-the art approach to

software-supported cluster analysis we would like to take

the opportunity to give you a brief overview of regionomics

compass. First because we are a little bit proud of what we

have achieved over the last years in the area of applied
economic development research. Secondly - and

more importantly - to show you the combined expertise
which has driven the development of the regionomics com-

pass software modules we offer to the economic develop-

ment community.

regionomics is a network of economic development

professionals from national, regional and local levels in Den-

mark, Finland, Germany and Sweden which have for years

combined their expertise to work on specific areas of applied

economic development research. All members of regionomics

are pragmatists in their respective field. The latest area

regionomics focused on is software-supported economic de-

velopment, especially regional cluster analysis, interregional

business cost comparison (and benchmarking) as well as

advanced methods for data storage, analysis and presenta-

tion.

The development of the software modules and the un-

derlying methodology was made possible through the gener-

ous financial support from European Union Interreg IIIB
BSR programme within the compass project – therefore

we combined the name of the network and the project to

regionomics compass.

So far about our background.

Who is regionomicsâ  compass?



regionomics compass
software modules

regionomics offers a suite of web-based software
applications and underlying methodologies which are in-

tended to serve as practical support tools for economic de-

velopment organisations on a national, regional and local level.

All software applications – or modules as well call them – are

integrated into the myCompass portal. Before we de-

scribe the cluster analysis module in more detail we would

like to give you an overview of the modules currently avail-

able.

Œ myCompass

is the portal which makes functionalities available jointly used

by all modules. This includes an online help system (which

includes a functionality to print a full user documentation), the

user administration which allows for different access

levels as well as the user interface which is currently available

in five languages (Danish, English, Finnish, German
and Swedish). Of course myCompass also controls the

access to the modules and data.

•  The compass ClusterAnalysis module

enables a software-related cluster analysis on a national,

regional and local level. While cluster analysis is the political

buzz word of today, very few practical tools are available.

compass has developed an easy to use methodology
based on location quotients and shift-share analysis which

makes cluster analysis an easy and transparent process.

Ž  The compass CostComparison module

has been designed and implemented with the growing

competition between locations for inward investments in

mind. Too often location decisions by companies are not unlike

the selection of the pope or the next site for the summer

Olympics – based on too few facts. The cost comparison

module allows for a 10-year cost calculation for indi-

vidual investment projects in up to four different locations. To

facilitate the calculation a methodology has been developed

which includes adaptable model companies and a full

set of relevant cost data.

•  The compass FactBook module

is the core of the software suite since it includes the central

data storage serving all modules. Apart from supplying the

data to the individual modules the fact book allows for the

production of individualised printed fact books, the

import of raw data from various sources as well as data sharing

among various users and locations resulting in considerable

efficiency gains when obtaining data. Of course the data could

also be exported for integration into further analysis and pres-

entation systems such as geographic information systems.

•  The compass InvestTracker module

is a practical support and marketing intelligence tool
which assists inward investment officers in screening and su-

pervising the market of location seekers. Based on a term

database, an information source database and a prospect

database individual investment radars can be created

which alert the inward investment officer if prospects under

supervision start investment projects. Since this tool contains

a good deal of proprietary information the InvestTracker is

only available for limited distribution.

‘  The compass SiteSelection module

is a database and analysis tool which supports inward
investment promotion agencies in defining their ‘mes-

sages’ for specific target industries. Based on an analysis of

more than 300 international studies on the factors which drive

the location of companies in certain industries and certain

locations the site selection module points the direction of action

for inward investment promotion officers.

Of course, given todays attention to the subject of eco-

nomic development and inward investment promotion the

compass modules are constantly improved to reflect the lat-

est in methodology and technology. This includes the regular

update of the shared data in the FactBook.
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The idea that national, regional and local economic
success depends on the development of localised concen-

trations of industrial specialisation can be traced back more

than one hundred years to Alfred Marshall. A century later,

economists have rediscovered Marshall’s work on industrial

localisation. Two interrelated issues have underpinned this

rediscovery: the so-called ‘new trade theory’, and a renewed

focus on ‘increasing returns’.

In short, the argument is that the more geographi-
cally localised is an industry within a given na-
tion, the more internationally competitive that
particular industry is likely to be (Porter). Interest in clus-

ters has not been confined to academic research, however.

Over the past few years, the cluster concept has found a ready

audience amongst policy-makers at all levels, from national

governments, to regional development bodies, to city authori-

ties. The argument is not that governments can create clus-

ters, but that they can help to provide the business, innova-

tive and institutional environments vital for cluster success.

To do so, the clusters starting points or ‘suspects’ must

be known – a task for the compass ClusterAnalysis module.

From Marshall to Porter:
theoretical background

Porter argues that the leading exporting firms in a

range of different countries are not isolated success stories

but belong to successful groups of rivals within related indus-

tries. These groups are termed clusters, which refers to in-

dustries related by horizontal and vertical links of various kinds.

Porter saw high productivity growth as the outcome of the

ClusterAnalysis



interactions between a ‘diamond’ of four factors: firm strat-

egy, structure and rivalry; factor conditions; demand condi-

tions; and related and supporting industries.

The systemic nature of this diamond produces clus-

tering and, moreover, geographic concentration of the lead-

ing rivals in an industry magnifies and intensifies the interac-

tions between the factors. Hence, “The process of clustering,

and the intense interchange among industries in the cluster,

also works best where the industries involved are geo-
graphically concentrated”. The compass Cluster Analy-

sis module helps to identify these concentrations.

Porter’s more recent work has continued this theme,

arguing that while co-location is not sufficient for cluster for-

mation, it supercharges’ and magnifies the power of domes-

tic rivalry which is the major spur to continuous innovation

and improvement. He now defines clusters as “Geographic

concentrations of interconnected companies, specialised sup-

pliers, service providers, firms in related industries, and asso-

ciated institutions (for example, universities, standards agen-

cies, and trade associations) in particular fields that compete

but also co-operate”.

To transfer this fundamental theory into practical
economic development work the compass Cluster

module is further upgraded to unveil the linkages between

the actors in national, regional and local clusters. So “stay

tuned” for the compass ClusterDevelopment module which

will built on the ClusterAnalysis module.
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The compass
methodology

The compass cluster analysis module follows a

multi-step process to produced a cluster overview as well

as detailed descriptions for the individual clusters. The na-

tional, regional or local clusters are identified from a detailed

analysis of regional 5-digit NACE employment, turnover, gross

domestic product or number of company data  In essence,

the analysis attempts to identify Porter clusters - i.e. geographi-

cally co-located industries whose interrelations reinforce their

competitive advantage. A 5-digit NACE is being used as the

definition of a specific industry.

Building the regional clusters involves a process that

is indicated in the flow chart on this page. The compass

cluster analysis module begins by identifying those industries

in the region which are ‘over-represented’ in terms of (for ex-

ample) employment and which are significant employers. com-

pass calls these industries ‘high points’ of the regional

economy and they are (as a standard setting) defined as 5-

digit NACEs which:

· Have an LQ (regionally) over 1.25 and

· Employ over 0.2 per cent of the regional workforce.

Typically, this identifies between up to 50 ‘high points’

in each region. It is clear that this process produces a selec-

tion of industries that is not random - in other words, there are

clear relationships between the industries.

i
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Having identified the high points and based on judge-

ment and interpretation, compass groups them to form the

basis of a cluster. Occasionally, an industry will be allocated

to more than one cluster. Using the basic cluster as a starting

point, compass then reviews the regional industrial struc-
ture once more.

compass examines all the remaining 5-digit NACEs

with an LQ over 1.25 but with employment less than 0.2 per

cent of the regional workforce. (i.e. those not allocated to a

tentative cluster) and, where appropriate, allocates them to

one of the clusters. Occasionally, a group of NACEs emerges

in which all industries have LQs greater than 1.25 and where

none employs more than 0.2 per cent of regional employ-

ment but which nevertheless emerges as a cluster. This gives

a set of ‘clusters’ with their associated industries. All the in-

dustries have an LQ over 1.25.

compass also considers all industries with substan-
tial employment (over 0.2 per cent of the regional

workforce) but with an LQ below 1.25. Many of these turn out

to be ‘local’ services. compass considers these industries to

be significant if they are not serving local demand. Where

appropriate these industries are also allocated to clusters or

examined to establish whether they could be seen as core

cluster industries on their own. Substantial/significant NACE

are then allocated to the clusters (as defined above) or exam-

ined to establish whether they could/should form the core of

additional regional clusters. The non-clustered ‘high points’

and NACEs with LQs over 1.25 are then examined to estab-

lish the employment significance of these isolated and ‘stand

alone’ industries.

Based on knowledge of the national, regional

or local industrial structure an activity analysis is carried out.

This part of the analysis focuses on industries with high re-

gional LQs that could be, but are not obviously, part of a re-

gional cluster.

The crucial part of the process is the group-

ing of industries into clusters. Grouping the industries to form

clusters depends upon judgement based on knowledge of the

Cluster Results
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cluster concept and of the industry. More specifically, defining

the clusters draws on:

· Knowledge of input-output linkages as described

previously along with evidence of industrial

colocation.

· An understanding of production chains.

· Knowing that industries (i.e. NACE) in the same

sectoral area tend to locate in the same region. They

are not randomly spread. Hence these can be read-

ily identified and grouped.

The compass ClusterAnalysis methodology is not ‘fool proof’.

Some industries may be included which, in reality, have no

actual or potential link to the cluster. Others may be excluded

because of a lack of knowledge about specific links and local

circumstances. Nevertheless, the analysis does identify sig-

nificant regional clusters.

From theory to practical
application: Our offer

The methodology described above has been imple-

mented as a web-based tool which allows national, re-

gional and local clusters being identified with the greatest

possible freedom of selecting the calculation parameters.

If you are interested in using the compass Cluster

Analysis module for your geographical area of responsibility

we offer the following options:

· compass induction workshop – The induction work-

shop will take you on a  two hour tour through the compass

ClusterAnalysis module from data import through specifica-

tion of clusters to conducting and interpreting the cluster analy-

sis results. The induction workshop will usually make use of

sample data. The workshops are offered free of charge
throughout the year at our Lübeck office.

· compass user training workshop – The user train-

ing workshop lasts two days and will give you and indepth
understanding of the compass ClusterAnalysis module.

At the end of the workshop you will be able to carry out a

cluster analysis yourself including the definition of templates

and the interpretation of data. Provided data for your region is

made available in good time prior to the workshop your own

data will be used. The workshops are offered at a cost reim-

bursement basis of Euro 2.600,00 for a maximum of three

participants throughout the year at our Lübeck office.

· compass supervisor training workshop – The su-

pervisor training workshop will acquaint you with additional
knowledge about the compass ClusterAnalysis module,

such as the import of data, the updating of existing cluster

analysis templates, the user administration including individu-

alised online help functions, user interface set-up and other

useful tools which help to administer the compass Cluster

Analysis module. The one day workshops are offered at a

cost reimbursement basis of Euro 1.300,00 for a maximum of

two participants throughout the year at our Lübeck office.

On reimbursement of travel expenses all workshops

can be arranged at the site of your choice.

To use the compass ClusterAnalysis module a flat rate

license fee has been established on a “per user” basis. The

yearly license fee per registered user is Euro 2.900,00 pro-

vided a trained supervisor and user is available at the users

site. The license fee entitles the user to use the compass Clus-

ter Analysis module, includes the regular update of the clus-

ter analysis module and e-mail user support. However it does

not include the data which can be supplied by the user or by

regionomics compass on a cost reimbursement basis.

All costs are applicable to German VAT (currently 16%).
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