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PREFACE

Under the influence of globalization facing insi® global competition it is more and more
difficult for firms to achieve fundamental competit superiority. Knowledge-based economy,
together with informational management, is becontireggengine of companies’ work. It is evident that
intangible organizational resources — informatiompwledge, organizational culture and image - are
becoming more and more important factors. Innowaticoriginality, adaptation and learning are
becoming an important aspect. Various methods aireghused for firming correlations, spreading of
ideas, a critical way of thinking, competence, arapion and team work. In this way companies,
organizations, academic institutions joins natyratito clusters in order to compete in the global
market by following strategies of adjusting intesegoining advantages and learning from each other
In the development ajlobaleconomy clusters — companies and institutions warehconcentrated in
certain geographical territory, interacting, enghge collective activities and complementing one
another by their specific activity - are becommgre and more important. More and more countries,
in aiming to increase competitive abilities of ecomics, began to apply clusters’ approach and
encourage development of creating clusters in gmnomic policy. Lithuanian and Latvian industrial
policy pays more and more attention to clusterramatrument for stimulating industrial competitive
abilities. Clusters as interacting systems of lessn researches, learning and financial and nétiona
companies are determinant power of regional econ@rowth and almost the only opportunity for
national economy to get into global market. Pratiany work is being carried out, studies are being
made in different industrial sectors and projectsiciv encourage clusters’ development are being
prepared in order to record the beginning of cngatiusters.

In Lithuania and Latvia processes of creating elisshave only a theoretical basis. Clusters are
always confused with technological platforms, ckaend other formations.In consideration of
scholarly theories of clusters’ creation, in Lithie and Latvia there are favorable conditions for
successful formation and existence of clusters, évew in practice it is different. Initiatives of
clusters’ creation are especially supported by omafi institutions and business representative
organizations, which use sources of financial spstsp (e.g. PHARE program, the European Union
Structural Funds, INTERREG neighborhood program muashy other) but the initiative of business
itself is very passive. This master's paper presantomparative analysis, using theoretical stieseg
of clusters’ creation, in order to reveal the prefian of South Lithuania and South Latvia to ceeat
and develop clusters’ activities, to analyze aralwate what relates and differentiates the regibats
have been mentioned and what are the possibifitiesgurther development of clusters and close

regional collaboration.



COLLABORATION OF SCIENCE AND BUSINESS

Very recently the concept of innovations was cléadeed: these were new industrial
technologies, new products. Today this concepersgived in a more broad sense. It is not only new
technologies, new products but also it is innovegiof management, education and design, spread of
information technologies etc. Finally, it is creatiof innovative society. There are enterprisesngta
that they do not need any innovations and can gityfdo with intensifying production, getting profi
and can buy new technologies abroad. Thereforestndlists, businessmen sometimes do not
conceive potential of country scholars and schotdtsn even do not know the needs of country
industry and business. Other measure is usedpthalked spread of innovations. Subjects of economy
buy innovative solutions, equipment, consumer gdgbdsnses) and the like. Business innovations are
influenced by their demand, hence innovative bissing discussed first and knowledge as a source of
innovations is discussed just after that. Scienday really could offer new technologies, things fo
managing of processes, new products but industisdiind themselves in a sad position because there
is lack of people who are able to absorb thosevations, specialists of new generation are nedded.
order contemporary economy could develop normabarching of innovations is essential. There are
branches of economy which will not be accreditedigi technologies, however it can be searched for
innovative solutions and new technological elemémtthose branches. Both Lithuanian and Latvian
economy is developing in traditional direction andfortunately, small and medium enterprises do not
have demand of innovations. Maybe it is a reasoy edecutives of important positions say that you
can buy new technologies from abroad. This showasphrception of innovations is rather constricted
and we can hardly hope anything till there are gearin thinking. Buying technologies does not solve
the problem but it only makes presupposition albesuming of certain production; however if no
further investments are made in it and it is noprioved, the process stops. Talking of the need of
small and medium business for innovations it caeehasized that it has typical innovations that ar
connected with marketing, information technologaesspecific production processes, therefore the
link between science and business is very impotarg.!

The core of innovation policy is to apply prioritf innovation practically for the results
present through close collaboration of science lamsiness. In other words, a task is being set to
establish distinctive chains of business and edatinstitutions in order they would unite attesip
in the process of creating new products, technelgictivity models and in some cases even business
models. Innovations are the base of country’s ecoeal and cultural progress. Constant improvement
of growth factors and their use developing techgie®, management, abilities and implanting
productive innovations is the real economic advgeiaf a country. Innovations themselves change the

present industry and supplied services, createmarkets and new consumers, new work methods, a

! Kri¢iukaitiens G. Inovacijos: tiltai tarp mokslo, pramis) verslo /Mokslas ir technika2006, nr.10.



new way of life and a new culture, therefore inrtavas are the main factor of cohesive economic end
social development.

Almost all new member states of the EU can be rdsgh as “pursuing regions” of the
European Union except Czech and Slovenia. “Pur8uiegions have characteristics of very often
implementation of traditional regional policy byckd authorities, which is directed to development o
physical facilities, direct grants for enterprisaxsd attraction of foreign investments. Stimulating
policy of innovations in these regions does notrgntee enough potential in an effective assimihatio
of the finances of the country despite of rathey heed of innovations in the context of specific
region. Regional system of innovations is weaklyaleped in some “pursuing regions”, fragmentary,
it lacks appropriate institutional structure resgible for determining and managing directions of
innovation activities and very often the reasothelse disadvantages is insufficient comprehendion o
the process of innovations in a region. Systermpbvations in many “pursuing regions” has neither
mechanisms of interaction and collaboration, whigluld help to coordinate demand and supply of
researches, experimental development and techwaloginovations (MTEPTI), nor appropriate
conditions, which allow to incorporate individuaiyate and legal persons into activity of sciennd a
business on the basis of synergy and collaboratiander to eliminate all present disadvantages and
avoid redundancy of activity. Moreover, regionaktgyns of innovations in “pursuing regions” are
separate from chains of technological innovatiavisich function the most successively. This is the
reason why small and medium enterprises have difigs in using technological sources and getting
in touch with partners, creating unofficial persiomdationship as well, which are necessary in otde
keep up with changes in new technologies.

However one of the most important factors fromth#t have been mentioned is the fact that
regional enterprises, which often represent farhilginess and compete with one another in rather
closed markets, do not have tradition to trusttancbllaborate with regional facilities of techngical
innovations, especially universities. Collaboratisnvery important in the activity of innovations,
particularly when small enterprises, which lackentuman resources and technical knowledge and
experience, take part in it. Enterprises do notehaxperience in formulating their needs for
innovationé and present regional MTEPTI facilities are oftest mtegrated enough into regional
economy in order they could determine needs fopvations properly and potentials they have,
therefore there is discrepancy between regiongblguand demand of innovations. In addition, there
are very little progressive business services ayjght®s working in chain/links of interaction, which
exist in developed regions, and they are not nac@sspecializations in the sphere of innovations.
This restrains possibilities of enterprises to gpphovations, which would be bigger, providing
proper technological audits that allow determing@ctly the effect of innovations on region and in

this way creating proper state strategies abouwvations, would be made. The same is applied for

2 Autio, E. Identifying causes behind symptoms: analy the elusive real needs of SMEs in RIS evadmati Discussion paper for conference in Lisbon.
2000, 24-25 January. Via Internet: http://www.htefautio
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possibility to use such strategically importantveas as innovation management, technological
prognoses, trainings etc. These initiatives, egflgain private sector, “become trapped” in a chbse
circle of little demand and bad supply, which rarean be broken inside the system. However when
these initiatives are stressed as a resultingioeatt market pressure, since defensive or confirmi
reaction is typical of enterprises (but not initiat position), usually technologies come onto the
market “straight from shelves” and local industrgds possibilities to develop and apply innovations

INNOVATIONS IN CREATING CLUSTERS

Creating clusters, or grouping of enterprises itedain geographical environment in order to
create and offer new products and services togdtirethe market, is one of the possibilities to
increase regional competitive abilities.

Instead of competing alone all over the worldatirgy clusters helps to unite powers in a certain
region (its size — of a country or half of a citis-not important) and fight for positions for thatire
group. This is one of the possibilities to get imtorld markets where small Lithuania or Latvia
competes with such large countries as China antU8®%. Enterprises, which belong to cluster, offer
for market a collective product or service andrame competitive. This is one advantage of cluster
and other is connected with creation of a new prodbivision of labor is a dominant factor in clest
Clusters of footwear production in Northern Itatyysters of textile in Spain, Portugal and China ar
widely known clusters, clusters are created in RumaClusters are connected with innovations which
are based on partnership. Competitor can have segelsnowledge as well which, after uniting on the
basis of cluster, becomes a partner and its kn@eled used for creation of a new product. It is
important that innovations are always connecteth wik and facing risk alone is more difficult than
taking part in a common activity and sharing tis&.ri

Even single-purpose statistics of innovations dram partnership separately. Maybe
partnership is not so important in other economgmieres as in innovative activity. Partnership is
important here because of creation of psychologaatural and legal, taxing environment.

Clusters are the basis of productive and innogaéeonomy. They do not mean only some
branch of industry that produces some good. Clsistehich operate successfully unite many
enterprises of similar industrial branches, suppléend other institutions located in one place.

In Europe clusters are ranked as especially impbrineasure stimulating development and
growth of small and medium enterprises. First, teliss help to increase productivity for their
enterprises and the companies can obtain informéatiat is in a cluster faster and at smaller expgns

clusters stimulate creation of innovations and watimns determine the growth of profitability,

3 Armalé A. Klasteryje konkurentas tampa partneriu // Lietsi Zinios. 2006, nr. 176 (11513).



therefore the profit of the enterprises involvedr@ases; clusters unite activity spheres of differe
companies which complement one another.

Clusters also stimulate orientation to innovatiamsl accelerates the rates of their appearance
only because of the fact that enterprises haveréd® conditions to experiment with small priced an
not to take great responsibility till there is restough of assurance that innovative project will be
successful, also importance of informal changedefis between specialists operating in clustertis no
denied.

Finally, clusters stimulate emergence of new lesses in that geographical place and in such
way expand their limits. Such feature is fixed hessaof many reasons, e.g. workers of clusters aave
right to greater possibility of identifying free nkats and create their business; moreover, clusters
have resources, suppliers and workers who candobed easily when new enterprises are created.

Productivity, orientation to innovations and en@rge of new kinds of business is a result of

enterprises that are involved in cluster - an iasieg competitive ability of a country.

VIRTUAL COLLABORATION

The European Commission seeks to stimulate tbeedase of quality and quantity of the
European Union resources through formation of amation chains between separate regions. Almost
all subsidies of the EU projects of financial pergmes are assigned to projects of international
consortium format. National strategies of ,old mem#y of the EU plan to give active support to the
sphere of internationalising activities of theiteprises, innovations, researches and development.

Smaller economies (countries) and their businebgests, such as SME’s (small and medium
enterprises), in a very competitive and rapidlyedeping world market environment have a need to
overcome inner restrictions of research and dewedop, business collaboration and growth.
Countries, such as Lithuania and Latvia, have §thMTEP (research and experimental development)
resources, especially in technological sphere. riferoto save internationally or form even small
niches, international collaboration is needed. Amamtage of integration of small countries into the
EU market is the fact that while national markets iategrating into European or world markets the
boundaries and spheres of MTEP and innovationglisagppearing. Local and national boundaries,
which are disappearing, such as restrictions wioekihg for proper developmental resources and
partners, vanish, therefore many clusters and esfsistnitiatives, which are important measure of
competitive abilities and growth during recent dixsg look for partners abroad and internationalize.
Modern clusters do not restrict their strategieg@ographical area of country even if geographical
closeness was the reason for formation of traditiamdustrial cluster. Application of informational
and communication technologies accelerated theepsoof disappearance of national boundaries even
more, consequently it is even more obvious that#heelopment of virtual (international) clusters ca

be the main measure of small countries for MTEPlauginess collaboration in the future.



VIRTUAL ENTERPRISES

Virtual enterprise is considered to be a temporamnn of business collaboration creating
strategic business alliance that looks for new rimss posibilities. Such formation, after it reaches
business aims, disappears instantly or transfanitosa more stable organizational, legal structure.

Such formation is similar in many aspects to \attar intellectual orgtanisation when separate
organizational elements (persons or departmenseédrate organizations) unite their forces in order
to collaborate during implementation of a projdatring collaboration between countries and using
such chain organizational form, collaboration hasbé “put down” till formation of relationship
between enterprises, including related SME'’s; esfigca lot of attention should be paid to the
relationship between directly related elementsusifiess process.

Virtual enterprise can be described as a groymahers — consortium that is interdependent in
various ways, depending on prepared agreementwtiith virtual enterprise is created, on format of
activity and on specific role of each country. Thke of these partners is not important; their meam
is to communicate with one another, desirably fellg determined protocol defined in
communication strategy which is implemented by gro@ommunication in virtual enterprise
probably has rather to rely on application of infiationary communication technologies because
during implementation of a project members can hHavexchange information or use it collectively
with partners of another country. Maintaining ofllaboration is fundamental factor of virtual
enterprise’s activity.

Members of virtual enterprise can be differentimterested countries, commonly called as
“partners,” “enterprises” and “organizations.” Thebdles in a project are different but one of thism
assigned to perform executive’s function. Cyclefferprise’s operation and development in principle
is composed of the following stages:

e determination of business possibilities and evalnabf perspectives,
e search for a partner and formation of virtual gmiiee’s composition and structure,
e virtual enterprise’s work,

e end of virtual enterprise’s activity or transformoat of structure.

CLUSTER: PECULIAR TYPE OF BUSINESS SYSTEM

According to the European Right for SME’s, passedune, 2000, member states acknowledged
that European competitive abilities depend on ritsals enterprises: they are the main dynamics for
innovations, employment and also for social andallaategration. Therefore the most suitable

environment for small enterprises should be prodhote
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Industrial clusters and chains attract attentiofb@jond-national and national politicians more
and more because they represent effective strigcthed stimulate competitive abilities, producipvit
and application of innovations of small industries.

Professor Arthur Brian, who works in Silicon Vallen the USA, calls technologies as “deep

craft™

and P.Drucker names innovation as active persabildy to react to changeable conditions and
to use them systematically for improving economasutt. P.Drucker draws a conclusion that “the
emergence of business based economy is both econtuhnological and cultural, psychological
phenomenon and innovation is economic-social but taochnological category”. Thus it can be
concluded that one or other innovations, includihgter’s creation, depends on specific peopleyThe
create, if they want and, of course, if they dare.

Therefore today, facing development of world ecopootusters- enterprises and institutions
concentrated in certain geographical territory,efiatting, engaged in collective activities and
complementing one another by their specific agtiviare becoming more and more important. More
and more EU countries, the USA and Third World d¢gas in trying to increase competitive economy
abilities began to apply clusters’ approach widelyheir economic policy, stimulate the development
of creating clusters. New Zealand, which groundseitonomics on clusters’ activities, in the list
mentioned by the Worl Bank is in a second positiorLithuania interest in clusters is also incregsi
their importance to competitive abilities of indivial region and all country is showing up.

Michael Porter, a well-known American economistsviae first person to use the concept of a
cluster. In M.Porter’s book “Competitive Abilitied Countries”, published in 1990, it is indicatdwt
in international markets the most competitive eecopdoranches are those in which one may find
interrelationship, that is typical of the so-callBdrter’'s “diamond,”of various economical factors.
There are 4 main distinguishing factors:

e strategy of enterprises’ activities and their &pilo compete;
e the use of initial resources, specifications otdes;

e demand, consumption;

e relative and sustaining activities.

All these factors are interdependent and thegtfan and strengthen one another. They create
environment in which enterprises compete and gampetition ecperience and advantages with
regard to competitors.

M.Porter’s “diamond” model perfectly correspondshagluster’s definitionCluster is a group
of enterprises and other connected institutions wiech are spread geographically close one
another, function in a certain sphere and use colitive technologies. Clusters may by very

diverse but their majority unites suppliers, equipnent manufacturers, service chain, finance

* Ekonomika ir vadyba — 2003. Ekonomikos teorijosiakjos ir praktikos realijos. Tarptautis mokslires konferencijos pranesSimmedziaga, 2 knyga.
Kaunas. Technologija. 2003
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institutions and enterprises of related industrialbranches. Cluster also often involves customers
of final goods, manufacturers of complementary goasl creators of facilities, state or private
educational and research institutions.” This definition emphasizes relations and intecari of
various cluster-constitutive elements, through Wwhémterprises that function in it gain competitive
advantages and faster development possibilities.

Two things are especially important, through whigimed M.Porter’'s “diamond”-constitutive
factors join into united dynamic system. This isdbcompetition and geographical unification of
industry, in other words called creating clusters.

Generally clusters are ceated spontaneously byelasparticipants who want to achieve
synergetic effect because of the following facfmessent in geographical sphere:

e existence of customers and suppliers near each, othe

¢ sufficient qualified workforce,

e easy accessible know-how knowledge,

e possible specific natural resources and propelitfasj

e less of legal transactions and communicative exgsedse to geographical nearness of
participants,

e nearness of universities

e nearness of training centres and research insjtute

e existence and determination to work together ofarite institutions and public
organizations.

Clusters constitute knowledge sources importantbiasiness. All members of a cluster are
established relatively close each other and thatress create formal and unformal relations between
enterprises, higher education and research inetist finance institutions, public enterprises and
associations and the authorities. All use infororativhich is spread freely. In such situation cotstac
with ministries, securing cluster’s facilities thairrespond with business needs, are made eadier. A
this facilitates innovation process. In fact wheying to make certain of survival in competitive
conditions cluster enterprises undertaken oblicgtido develop innovative strategies and use
necessary skills.

The most important cluster’s success rules amsethe

¢ innovation facilities developed at the maximum,

e education and research system operating reliably,
¢ sufficient capital resources,

e cluster’s enterprises in entrepreneur spirit.

Application of innovations is not only unificatioof universities or research centres, it is the
most important result of series of business inwé& and experiments. In cluster enterprises

consciously or unconsciously learn form each otivedt copy each oether. In such way errors may
12



occure which are the part of clusters’ creatiorgodd example for illustration is industrial regians
Italy. In addition, clusters that were able to sgten brand name provided its enterprises and
institutions with a valuable measure for realizatiof goods and services. “Bresle Valley-Glass
Valley” — a brand name that is known to an inteorel extent - was designed for increasing glass
sales of Bresle Valley in France. Label works focluster members.

On purpose to achieve certain results in one plaa# other economical branch the following
things are necessary:

¢ high productivity,

e competitive abilities,

e fast innovation processes,

e close collaboration of business and educationstii®ns and authorities.

All these processes are accomplished from begingino end only in an exceptional system —
cluster. The aim of each intelligent economy will & achieved only after uniting all these
elements: fast and spectacular putting of productsnd goods to the market, gaining maximum
profit. °

Clusters stimulate regional economic and sociafaxel According to Porter, prosperity depends
on productivity under which region distributes fiessources (workforce, natural resources, facilities
etc.) for manufacturing goods and providing serwidenovations increase productivity.

As it was described earlier, clusters can creatéepeenvironment for increasing competitive
abilities. They can increase productivity using cge suppliers, local know-how knowledge,
information, skills and education. Nearness of @u&rs, competitors, suppliers, universities and
research institutions, which stimulate creation amfdrmation exchange, increases possibilities for
applying innovations. This in turn maintains in@eagreater employment and regional attraction.
According to R.Jucevius, the fact that reality of advantages revieledve is rarely grounded on
scholarly basis does not mean anything. Till nownyatudies on clusters limit to providing
gualitative explanations about clusters’ creatiéor long time success of clusters was grounded on
technologies, however technologies change and ole\ss fast that cluster enterprises are more and
more vulnerable if they stick to old technologiesl aespond to these changes in insufficiently Bexi
way. Often they become guarantee of technologies.

On a regional level one should remember that tlaeeeregions which follow their clusters’
failure due to old technologies and due to toorgfrdependence on small number of enterprises. On
purpose of avoid these traps SME’s should try tonioee flexible and able to adapt, create cluster’s
skills (potentials) and be ready to share infororgtiacquire strong inner potentials when trying to
become attractive for present and potential pastr@éluster enterprises must accept the fact test th

will have to prove permanently that they are sidfitly flexible, competitive and open. Cluster is

® Juceviius R. Nacionalia verslo sistema -atsakamaujus is8kius. 2007 (not published)
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constituted of many enterprises and they are istedein achieving their tasks, therefore for each

cluster enterprise it will not be enough to be ‘ltéal.” In this case the meaning of specializatien

exceptional. Only strongly specialized enterprisas use modern technologies at the maximum,

engage employees of highest qualification, achiea&imum productivity, be cluster members which

are useful at the maximum and create the biggekdadalue.

Cluster’s gist is the fact that cluster constitgtenterprises try to concentrate their activities i

location where they can develop their essentialpaiances and “give” the rest for other specialized

enterprises. In such way each enterprise gets nuemiraconomic benefit, relates links of value

creation and turns their competition to collabanati

That cluster is formed and functions successfuly cebe statedwherf:

usually countries know each other well, there iffigant information about cluster,
enterprises have common history which stimulatdatooration;

there are obvious main cluster elements

direction of cluster development is evident;

main competitors are known;

cluster has a formed image that is acknowledgedbdmh elements outside cluster
boundaries and cluster enterprises themselves.

cluster has concentration of “creative density”otlgh which investments, foreign
enterprises and employees of high qualification atteacted from other regions or
countries;

there is certain central organizational formatiohick is responsible for important
functions (mediation, providing information, lobbyactivities etc.). This is organization
which fulfils function of interest uniting institioin the best;

for assimilation of technologies clusters under@st fnnovation processes and increase of
“spin-off” enterprises;

fully operating cluster distinguishes by sel-forgation.

Develop profitable “win-win” relationships. Develment of technologies increases with
exchange of technological knowledge.

Guarantee constant service and quality developniteistfaster to adapt for future plans
when planning together and exchanging information.

Allows surviving in business. Collective strateggvdlopment generates a long-term

competitive advantage.

6 Klasteriy kiirimo Lietuvoje prielaid analiz ir rekomendacij parengimas. 2002. Via Internet:
http://www.ukmin.It/It/veiklos_kryptys/pramone_irexslas/pramone/mtd.php
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e Allows becoming a qualitative organization, meetihg requirements of demanding
customers and providing work for quality work custrs.

Clusters, in comparison with chains, are differentheir constant existence in geographical
location defined by enterprise/organizational cens@tion. Therefore when comparing partnerships,
alliances, chains and cluster as exceptional amthgrhenal type of business system we can draw a
conclusion that both alliances, partnerships amdhshcan exist in a cluster but never vice versa.

Origin of each cluster is different. Initial stithof their creation could be:

e Existence of raw material;

e Climatic conditions;

e Markets that are neatr;

e Unexpected events, such as return to region ohbasimen with specialized skills and
objectives;

e R & D (research and development) base establishadegion and funded by authorities.

CLUSTER’S STRUCTURE AND CHAIN OF VALUE CREATION

Clusters’ essence is that cluster constituting rentes try to concentrate their activities in
location where their essential competences areaar e developed and “give’the rest for other
specialized enterprises. In such way each entergess maximum economic benefit, relates links of
value creation and turns their competition to dmation. Value link is concentration of enterpsise
for collective work for satisfying the needs ofextain sphere market. Value system can be defised a
follows: flow of related organizations, resourcesd eknowledge that takes part in creation and
presentation of product value for a final consunmiére object of value systems is positioning of
organizations which participate in supply link ider consumers’ needs would be satisfied very'well

Generally clusters cover enterprises of ready-nmdducts or services, suppliers of specialized
manufacture components, equipment and servicesndial institutions and companies representing
related industry branches. Clusters unite enterprikat work with supply and realization channels,
manufacturers of by-products, enterprises thatterErilities, governmental and other organizations
that guarantee special training (preparation), atime, providing information, realization of reselar
studies, technical help and standards’ creationve@unental agencies that influence clusters’
activities are their componefits

Real competition appears at level of certain eniggp but competitive advantage is gained faster
by such enterprises which work in a cluster of nel@ated and favouring each other enterprises,

academic institutions, business information, senaod consulting centres. Abundance of structures o

7 Nurturing competitiveness. Via Internet: httpul&tiernavigators.com/content/blogcategory/33/54/
8 B.R. Barringer, J.S. Harrison // Journal of Magxagnt. 2000
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such clusters and other collaboration forms decatesompetitive ability level of the entire sector.
Clusters’ importance for international competitakalities of industry is conditioned by these reaso
e direct competition between similar enterprises dsrthem to improve the quality of activities
and seek innovations;
e better preconditions for specializing activity éndmning expert competence in it are created;
e big opportunities open up for cooperation in impdeting various projects, research and
marketing studies and in exchanging information;
e collective facilities are formed, preconditions ff@ining synergetic economic effect of activity
are created and many other advantages.
In cluster’'s structure one can distinguish fourmedats that are common to all successfully

working clusters. They are given in Picture 1.

Core of
enterprise

Sustaining
businesse

Organizations

Facilities

Picture 1Cluster’s elements
Cluster Navigators Ltd information

Core of enterprises Enterprises working in a cluster.

Sustaining businessesBusinesses which directly or indirectly sustaimeeprises of cluster
nucleus. These could be suppliers of single-purpepgipment and its components, raw material,
service firms, such as finance/venture capitaly&a, design, marketing, public relations. Oftessth

enterprises are very specialized and are not distam core enterprises physically.
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Organizations. In a well working cluster core enterprises and aunstg businesses are not
isolated. Successful clusters involve a wider comitgicircle. Local schools, universities, vocatibna
schools, business and vocational associations,cagenf economic development and other sustain
their activities and are constituents of a well kilog cluster.

Facilities. This is sustaining physical facilities: roads, ppnivaste disposal, communication
networks etc.

These four elements reflect fundamental clustaalseschain shown in Picture 2.

Facilities -
Enterprise
1
\ Core of a cluster )
Related and Cluster’s team
sustaining Supply of raw materials, equipment;
L Marketing; Enterprise
tivit
activiies ‘\’ Advertisement; «— 2
Design;
Storage;
Public and / Trade;
) Logistics; :
nat|.onalll Consumer service; \A Enterprise
organizations 3
Academic Enterprise
institutions, n
research centres _

Final product created

'

Final consumer

Picture 2 Creation chain of cluster value

In this creation chain of cluster value the maindtion is fulfilled by cluster’s core team which
comes up to collective decisions necessary foca¥e product manufacture: collaboration of wood
enterprises is stimulateds a meeting of executives of wood cluster membemsdanized, questions
about enterprise specialization, activities, prasiiservices, work distribution etc. are discussed,;
wood cluster constituting enterprises sign liapitontracts;e a product that will be manufactured in
this cluster is chosem terms of product manufacture and quality of ahooming product are
discussed, works are distributed between clusttergrses;e the best specialists are attracted,;
necessary designer, marketing and advertisementasipts’ services are made clear;distribution
channels and transportation conditions of clustenufactured products are analysed, how and where
from necessary raw material (their quality and ahility are very important) will be supplied is

decided onp technologies that will be necessary for manufactdra target product are made claar;
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marketing work is started; the fastest and cheapstiving and spread of information about raw
material, products, markets, technologies, sciasb@gvements and trends in a cluster is guaranteed.

After accomplishment of the said works manufactofea product is started, all problems
connecting its manufacture are solved and unitdatypof cluster's management is implemented.
Common unification of these operations allows wue expenses and create bigger added value in a
cluster while reducing the risk and increasingubke of profitability. Enterprises working in a deis
can conscentrate on a single function — manufaattir@ product (or components), which has to be
operative and qualitative, fulfiled properly andetieg consumer’s requirements. They do not have to
take care about supply of raw material, buying qtiipment, design of a product, storaging or
marketing because this is already desided on inctre of a cluster. Enterprises distribute work
(specialize) in effective manufacture of a prodiactcomponents). Activities contributing to the wor
of core of a cluster are also important. Thesefac#ities (sustaining physical facilities: roagsrts,
waste disposal, communication networks etc.), edlabnd sustaining activities (suppliers of
specialized equipment and its components and rateriag service firms), public and national
organizations, academic institutions, researchresrétc. Without these formations cluster just \@oul
not be able to exist. They and cluster involve onstant activities and collaboration and give
feedback, which guarantees maintaining relationahip collaboration.

Generally clusters cover companies of ready-madedymts and services, suppliers of
specialized manufacture components, equipment andces, financial institutions and companies
representing related industrial branches. Clusterge enterprises that work with supply and
realization channels, manufacturers of by-produsserprises that create facilities, governmentdl a
other organizations that guarantee special trairjprgparation), education, providing information,
realization of research studies, technical help stashdards’ creation. Governmental agencies that
influence clusters’ activities are their componé?nts

Clusters exist in conditios of both developed ecoypoand economy in development. In
economically strong regions clusters are develapedh better and cover industrial branch spheres
that are developed more. Cluster boundaries chadgmending on the birth, reduction and
disappearance of new enterprises, organizationsirahgstrial branches. Their boundaries are also
conditioned by normative acts.

Government should facilitate the process of cngatiusters since:

e Initiatives of creating clusters are fulfilled aany levels: in small communities, cities, regions
and at national level. Combination of clusters anitical boundaries usually is determinants
of success.

e National government often has political difficutievhen it tries to support local initiatives,

especially if they are not in “development regians”

® Lietuvos pramoes klasteny plétros programia studija. 2003. KTU Verslo strategijos institutas
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Before supporting processes of creating clustexspmal government usually commissions to
do researches. In the case of creating clusteesures must be as a beginning of activities but
not as an end. Many governments commissioned texgpensive initial reports seeking to
involve private sectorThe main members of a cluster, private sector hatrealize well
cluster potentials, boundaries and its role in thisormation.

Creating clusters should reflect collaboration. dieg to initiatives of creating clusters has to

be performed with private sector as soon as pa@ssii governmental officer, scientist or

consultant can be in the first place.

e Development of public facilities often fall behinactivities of private sector, therefore

concerted agenda of activities of creating clustessto be established.

e Clusters represent a new way of thinking about ldgweent of local economy and determine a

new role for branch or other kind of business assions.

e Clusters exist in conditios of both developed ecoyp@and economy in development.

¢ In economically strong regions clusters are devedomuch better and cover industrial branch

spheres that are developed more.

In a table below main cluster characteristics arerg

Table 1.Main cluster characteristics

Characteristic

Characteristic specification

Geographical

concentration

Clusters are characteristic of geographical locatibn in the sense of resour
accessibility. Competitive advantage of modern enterprises becaowe connecte
with more productive use of resources and for thesy have to make investmer

constantly.

Clusters are characteristic of geographical locatipn in the sense of surrounding

environmentlnternal processes are very relevant for enterpriseking for guarante
and preservation of competitive advantage, als;mbas environment, which surroun

enterprises immediately, plays an important roleoterprise’s competitive abilities.

e
ds

Wide circle of

members

Clusters cover a wide circle of related industrgald business or other elements wh
are important for competitive abilities- suppliers of specialized resourg
(components, equipment, services), creators of iagpess facilities, educations
institutions, associated structures and other. t@isisoften expand vertically to sa
channels and consumers and horizontally to sustpiproducts and enterprises tf
work in related industrial branches. Cluster ermisgs use collective marketin
measures and synergy which can be reached thronitgctore activities of cluste

enterprises.

ich
es
|l
le

nat

g
!

Clusters cover
rather many

enterprises/

Sufficient number of cluster enterprises/ organtrad is a certain authority o
enterprise concentration in global business confElxis critical body of enterprise

(their size, competence etc) allow to see them rganizational whole that creat

=2

11
(2}
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=

organizations competitive advantage. Cluster enterprises arenoftesponsible” for increase ¢

economical indexes in certain geographical areghduld be noted that local cluste

-

S

not necessarily unite many members.

Clusters in different| Clusters in parallel spheres of industry or bustdgmve similar features because

countries are unique value-expense chain of similar product or serviealso very similarlt means tha

but have similar long-term competition success in global economigemels more and more on logal

features features, such as knowledge, relationship, motimatin this sense every cluster|is
unique.

Clusters have Cluster boundaries are defined with relationshipdadditions, arising from various

boundaries that are| industries and institutions, which are the most amgnt for guarantee of competitive
identified in a more | abilities. Cluster can come out of the country boundariesst€iboundaries depend on
clear or difficult its geographical character because there are losgibnal, national or international

way clusters distinguished.

Clusters stimulate | Strong competition is observed in a struggle fonstomers and their preservation.
both enterprise However at the same time cooperation, mostly \attimvolving related industr
competition and branches and organizations, is also clear.

cooperation

Clusters are auto- | Many clusters are created unconsciously (“from dimot) having own business

organizational interests and seeking for as full and effectivdization as possible.

Source: Research prepared by Ministry of Econonth@Republic of Lithuania

STAGES OF CLUSTER’S CREATION

Generally clusters form spontaneously after stitmaof competitive business environment and
collaboration between future cluster members. Qagesof cluster's creation may be cooperative
relationship between enterprises due to one orrdtetors. Clusters have significant effect on
competitive abilities of regional (country) econgmnigcrease enterprise productivity, innovations,
improve quality of work and products, technologiesl stimulate creation of new business activities.
Clusters are factors which improve competitive alzges of regional (country) economy.

In such way the process of creating enterprisdeisi€an be divided into 5 stages:

- Stage I: Stimulation of interpartnershigooperation between subjects of region economy and
other institutions is accelerated by participatdmpublic and private sector when forming regional
policy, establishement of initiative organizatiarddadentification.

- Stage lI: Clusters’ formation and developme@iusters’ formation and development is a result of
constant partnership created in region. This gyeaiffects economical development and
competitive abilities of the region and makes raglanarket lively.

- Stage llI: Evaluation of market situatioln this stage it is necessary to evaluate clasteat create

regional economy and to define economical facditshich strengthen cluster activities. In order to
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evaluate market situation, it is necessary to mekkpendent analysis which would create
thorough view of regional economical, social, pedit and technological environment.

- Stage IV: Creation of partnership stratedgconomy subjects which form demand and supply are
joined for identification of common problems andoption of appropriate decision methods.
Cluster’s structure facilitates partnership of emtises which form market demand and supply.
Cluster companies, regional autonomy and otheituisins should create certain plan of actions
for reformation and rearrangement of business egcitacrease of the value of existing resources
and stimulation of regional innovations.

- Stage V: Implementation of initiatives of creatigterprise clusterss commitment of regional
autonomy and cluster companies to establish orgtaiz that would be responsible for adoption
of decision methods for common problem solving.

Therefore enterprises that joined into a clustemmt left alone “in a fight for survival”. All te
part in stimulation of creating cluster initiativegovernment, autonomies, enterprises which join
clusters themselves, various organizations, pub#ttutions, academic institutions and community.
Close partnership that was created between memifeliscreasing competitive abilities (main
suppliers and consumers) unite demand and supptiieirmarket at the same time, which greatly
affects regional competitive abilities and develemtof economy.

Creating clusters is not self-purposeful but msiat increasing productivity of specific country,
regional or economic sectors. Even when thereoiseéparate strategy of creating clusters many
important processes can be seen in other stratdg@sstrial competitive abilities, stimulation of
small business, innovation business, science amaations, regional development and others. In turn
when preparing strategy of creating clusters onedsego evaluate relationship with other related
strategies.

The origins of each cluster differ, and each wake its own path, but there are a number of
common elements in their development. It is thesamon elements that we refer to in this manual.
Clusters start naturally, but the development of alisters does not need to be left to chancéhe
following eight stage process$or local clusters building is based on Cluster igators’ experiences
in New Zealand and internationally, and best peastifrom around the worfd.

Step 1: Analyse the local economy

The objective of this initial analysis is to figstidentify the clusters that are drawing wealth
into the local economy, and secondly, to prioritisese for attention. The clusters may be embryonic
at an early stage of development, or more matudesabstantive within the locality. The focus needs
to be on the driver clusters within the communiitgittare already serving ‘export’ customers, be they
tourists from a neighbouring community or overseastomers. It is usually not difficult to identify

the clusters within a locality, using one of twgegaches, or preferably a combination of each.

10 cluster Building: A Toolkit. A Manual for startirgnd developing local clusters in New Zealand /s@&uNavigators Ltd. 2001.
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A top-down approach based on available statistics is used in many c@sntLocation
guotients will identify local concentrations of ewmnic activity, relative to other localities. These
could indicate, for example, that while 10 % of falins (or a category of skills) are located in a
region, 50% of firms in the electronics sector la@ated in the region, giving a very strong locatio
quotient of 5, ie five times the expected average.

A bottom-up approach, through individual and group discussions, wilcawer other clusters,
and help in understanding the core competencies afister that is identified through the top-down
approach.

This bottom-up approach is particularly usefuhighlighting niche clusters that would not be
picked up by any published statistics, such asrmecdgaods, and service clusters such as retiremment
seismic engineering. The bottom-up approach alseseo more clearly define the activity within the
cluster. Tight definitions are much more valuabitant broad classifications, such as highlighting
‘furniture’ rather than the broader ‘timber prodegs ‘outdoor apparel’ rather than ‘light
manufacturing’; ‘daffodil bulbs’ rather than ‘hactilture’; ‘rural telephony equipment’ rather than
‘electronics’; ‘adventure tourism’ rather than ‘t@m’; ‘oil and gas engineering’ rather than ‘heavy
engineering’.

The clusters that emerge from this process willbgequal in importance. A selection process
may be needed &hortlist those for immediate action Criteria for prioritising clusters:

« should relate to the size of the opportunity {eat exports, and possible growth;
current and potential employment; number of firms

« the infrastructure currently in place (specialigelucation / training facilities, a
neighbouring CRI, specialised physical infrastroe}u

« the current culture of the cluster (degree adriattion / networking between firms;
the motivation cluster stakeholders have to movwedod; the availability of
potential private sector leaders; the current erist of effective associations).

To be most effective, the cluster process showdkwn aportfolio of clustering initiatives.
This will encourage positive competition between cluster gspand provide the opportunity to pick
up on and address cross-cluster issues.

Clusters may cover only a part of a local govemimegion, or traverse two or more regions.
The cluster boundariesneed to be carefully considered, with each clust@ing a unique ‘catchment
area’. Some clusters will have a broad coveradeerstwill have a very local focus. Primary-based
clusters and tourism clusters will tend to haveewridoundaries than manufacturing or other service-
based clusters. Local council boundaries are ireglewhen establishing the commercial boundaries
of a cluster. Cluster boundaries are driven by ysdaommercial factors, not yesterday's political

decisions. The cluster region needs to be smallgindo feel like a community, yet large enough to
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have enough critical mass to address key issuesoisao consider and they may be in conflict with
each other, are:

» How do customers view the region?

» What is the physical distance between the pagitis in the cluster? A drive of an hour,
possibly less, may set the boundary. This can lee lithit for frequent face-to-face
communications; further than this and participarasld have difficulty meeting formally,
or informally, on a regular basis.

* No ‘one-size’ will fit all local clusters; a mutbtedia cluster will have a much more compact
arena than an extensive forestry cluster.

» Establish the necessary critical mass to endlgl&ke¢y issues to be adequately addressed: eg
for a tourism cluster, having an adequate promdtigtget.

» Boundaries are flexible — as clusters evolve,noawies will also evolve. The boundaries
will also evolve as the focus of the clusteringtiative tightens, for example from
‘horticulture’ to ‘organics’.

» Some initiatives may benefit from linkages witkighbouring clusters; others are likely to
be in competition. As with firms, clusters benéfitm both cooperation and competition.

Step 2: Initial cluster stocktake

With the possibilities for a pro-active clusteriagproach identified and shortlisted, the next step
is to undertake an initial review of the prioritjusters. The purpose of this stocktake is twofold:

71 to identify the dimensions and nature of the |lataster and its place in the local economy

11 to introduce the clustering process to the kelyestalders, securing their ongoing
involvement in the process.

Effective clustering is an inclusive process, axidteng associations and their officials may well
feel threatened by interest and activity in whatythmay perceive as ‘their turf. In addition to
reviewing the published information, get more dethiand recent information from the senior
stakeholders within the local cluster. The focushafse interviews should be on identifying common
roadblocks and opportunities. For reasons of cenfidlity these will not always surface in a
workshop setting. Undertaking a seriesrdérviews with key stakeholdersin the local cluster will
enable to:

» understand the cluster's opportunities and cainss;

» assess the quality of linkages across the clastérthe extent to which the local players are
working as a team

* make an assessment of possible leaders

* introduce the cluster concept to sceptics.
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Based on the initial research and interviews,ftuditator needs to preparelaief discussion
paper on the key features of the cluster and the likedpes that will arise. This is a public document,
and should be made available to everyone with &mast in the cluster.

The process outlined here may suggest that thisnsestage in the cluster development process
is distinct from the next stage: the establishnoérthe Leadership Group. In practice, this is ofte
the case. Where leaders can be clearly identifjettheir involvement and support from the verytsta
of this process. In no way should the clusteringcpss suggest that their authority is being
undermined.

Step 3: Establish the Leadership Group

A key step in the establishment of all clusterimgatives is the early formation of a Leadership
Group that is specific to the cluster. The fadititaplays a leading role in establishing this Grolip
may initially be very informal, but over time wikvolve and formalise. The facilitator needs to
identify a group of senior stakeholders who colley cover the broader dimensions of the cluster,
and convince them of the merits of participatingthie cluster. It is not always easy to get the key
movers and shakers involved during the early staflesy may well be sitting on the fence watching
sceptically to see if this particular initiative liniake off or flounder. Senior people need to fewlt
there will be a pay-off for their time and involvent.

Maintaining this attention is often dependent emeayating early benefits for the stakeholders.
An early, and simple, measure of the success dbisteting initiative is the willingness of senior
participants to front up to the next meeting; anyewarning sign is if they delegate, or are ‘no-
shows’.

The Leadership Group, usually some 6-8 people arkocomfortable working together, should
be predominantly from firms in the cluster coreeTdroup should not be dominated by government
representatives or association officials. It does meed to be in place straight away. The facditat
will usually be responsible for forming the initiaéadership Group and ‘anointing’ the Chairperson.
A mechanism for electing the Group may be develdatd. Occasionally this Leadership Group may
relate closely to an existing association, but noften a new group is required.

Temporary teams with an issue focus will be dgwetbunder this Group. These teams benefit
from tight integration with the Leadership Groupaotigh a Group member being part of each team.
The selection of the Chairperson from amongst teadership Group is a crucial aspect of cluster
development. The facilitator needs to quietly eshbwvhom the lead candidate for this position is,
and make the initial approach. Occasionally, wheg nhot clear who the initial Chair should be, the
facilitator will need to step in and provide theatership. A useful approach for many clusterg is t

have Co-Chairs; possible one from a firm at the cand one from the supporting soft infrastructure.
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Step 4: Developing the cluster’s vision

The initial stocktake will have established therent position of the cluster. Building on this is
the establishment of a vision, a preferred futtoethe cluster. If there is not agreement on treat
shape of this preferred future from across the tefusthen it will be even more difficult to
subsequently gain agreement on the early actiomdagéo start moving the cluster towards this
preferred future.

The facilitator needs to balance the need foseriagainst the possible reluctance to create one.
This is one of the most difficult aspects of th@gass, and it is not unusual to find only limited
enthusiasm to participate in this discussion. Brdagh-level agreement is sought, not a detailed
picture of the future. It is likely over time thidse vision will become more focussed and more $ipeci
as the nature of the cluster's competitive arerththa opportunities available to cluster membees ar
better understood.

Step 5: Identify stepping stones

After the “preferred future” or vision has beerntaédished the cluster stakeholders need to
identify what broad steps are necessary to mak&ppen to deliver on the vision. It is critically
important to achieve a common understanding adtes<luster on the key issues that need to be
addressed. ldentifying these issues through a Wwogkgrocess is more powerful than having an
‘independent review’, and creates an environmeat é&mcourages those with passion for an issue to
step forward in the next stage. The prioritisatddrihese stepping stones should be by passiorerrath
than strategic impact: if no one within the cludtes the passion to address an issue or opportunity
then it simply remains on a ‘to-do’ list owned hy one.

Once the Leadership Group is firmly in place, il \ve valuable to review more diligently the
initial strategic agenda that develops throughvtbekshop process.
Step 6: Immediate action agenda

With the key stepping stones now identified, thisrehe need to move on from the broader,
long-term agenda to identifying the short term @i that will start moving the cluster towards the
preferred future. The objective of this step istart developing an action agenda for each of liloet s
listed issues. This involves:

1 outlining the activity
1 defining the expected results
"1 identifying the resources that are needed
" identifying who from within the cluster has theesplized skills/contacts/knowledge
needed and could be encouraged to participatavimgrparticular projects.
This action agenda is not producing a ‘wish ligt’,the hope that others will move on the priority
activities. Task forces work best if they seledntiselves. Occasionally the facilitator will needoto

proactive in encouraging people to step forwardchEtask force should have a leader and other
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supporting members, and if possible include a merabthe Leadership Group. The term ‘task force’
is preferred over ‘committees’; the task forces udtiobe viewed as self-destruct teams that are
dismantled as soon as objectives are realised.

Step 7: Institutionalisation

Many cluster initiatives are initiated by publigkstitutions, but over time move to a different
home. To be effective in the long term, the clugt@rcess needs a permanent organization before the
initial enthusiasm fades away. Often, a new orgdite is created and formalised. The process can
take 12- 24 months, but occasionally this occursimore quickly over a few months. The ideal end
point is a self-funding organisation with the Faaibr continuing as an active member of the
Leadership Group.

This new ‘meso’ organisation will likely serve amaller geographic area than existing
professional/trade organisations, and cover a leoadnge of organisations within that locality,
reflecting the wide range of participants from &srthe cluster.

Step 8: Upgrading the strategic agenda

Once a Leadership Team is firmly in place, momenhas been established and some early
benefits generated for the cluster participantsrehis a base in place for upgrading the strategic
agenda. Longer term / higher risk activities caw @ undertaken without threatening the clustering
initiative. These could include:

* benchmarking the cluster against Australian aernational clusters

* identifying capability gaps

« developing a collaborative action agenda to asiitieese

* increasing awareness amongst schools of therogpéens within the cluster and developing
school-business linkages

» developing the cluster's identity, the brand,alhinay well support a number of clusters

* joint initiatives with neighbouring and relateldisters.

STRETEGIES AND LOGIC OF CLUSTERS’ CREATION

There are many and various strategies for creatungfers. The object of scholarly arguments,
strategies, is applied in one or another clustengusheir transformation, adaptation to certain
conditions.

This chapter presents two concepts of strategiesréating clusters. Prof. R.Juc&ius and his
working group’s conception is one of them. It waspared and presented for the Ministry of
Economy of the Republic of Lithuania in a resed®hComplex Study of the Growth of Lithuanian
Economy and of Sources (Factors) of Competitivelidds”. This is basically a sampler example of
clusters’ creation strategies, which should beofedld by the side supporting clusters’ creationatest

- and by the side which creates - initiative grofiglusters’ creation.
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1. Strategies of the policy of creating clustersdaits realization have to coordintate common and
specific possibilities of creating clusters (quatat from “Growth and Competitive Abilities of
Lithuanian Economy”).

Commonmeasures are seen such measures and actiongekabscreate or improve common
conditions which help to create and develop clgstpecificmeasures are measures that are directed
towards development or stimulation of developméra specific cluster.

By the use of common measures on purpose to seratiraction of country and individual
regions for investments; through programmes of dating innovations and other increase
collaboration of business enterprises with acaddnsttutions; create common business facilities;
reduce “brain-drain”, improve preparation of wonkde; direct national institutions of business suppo
(LDA, SMEA and others) towards help for creatingisters etc. Such and similar measures are
universal and could accelerate creating clusteemn em separate branch which is ready for that.
However each branch, and especially a cluster,itegsecularities, the most important determinant
factors of their development and success are difftef-or example, success of textile and clothing
cluster will be determined mainly by marketing andnagement competence, whereas mechatronics
or biotechnologies will be determined by scientiisearches and innovations.

Success of wood cluster should be determined \mrakfactors:

e specialized enterprises that are based on modemndigies,
e a group of experts who are able to prepare spsisalt high qualification,
e system of specialized activities which works in@hoation and works for itself and cluster.

Thus, as we can see, specific cluster has to &apecific prepared strategy.

2. Creating clusters, though in their nature are me spontaneous, natural processes, have to be
managed effectively.

Cluster is a peculiar business system that inyesgecific case has its unique internal logic and
relationship between members. Such system cannatasmaged in administrative way. More over,
ordinary management methods disagree with its neanagt because organizational and human
(specialists) chains are organized and work acogrtti other principles. Management of clusters and
other similar systems, often also named as clysiersased on the principles of managing virtual
organizations. It is important that a cluster wohklve certain core that would perform function of
activity coordination and interest representatiéifso systems of information, knowledge spread,
resources of common use and other systems hawe dcehted. In addition, functions of formation of
cluster identity, international marketing and otbaifying activities are important as well.

3. Both principles - “from bottom to top” and “fromtop to bottom” - have to be coordinated by
stimulation of creating clusters.

“From bottom to top” is the most important prineif clusters’ creation and development, i.e.
initiative belongs to business enterprises theneselMJsually the main cluster elements and
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undertakers are young, dynamic, quickly growingegmises that distinguish in marketing culture.
Clusters are less important for big enterprises fioa small, governmental institutions have limited
possibilities to affect processes, small enterpride not trust in governmental institutions. On the
other hand, a cluster in the initial stages of teluglevelopment does not have critical power or
economic power, therefore state support or supgforégional authorities is very important for in |
addition, successful cluster development also nemdtain common conditions. Moreover, often
independent business subjects have not evaluagedethefit of clusters’ creation from beginning to
end.

4. Clusters’ creation has to be closely connectethwscientific, technological, educational and
business facilities.

Clusters do not exist separately from all socialeoonomical system. What is more, they
integrate researches, innovative activity, eduoatb employee competence, manufacture, services
and all other acitivities that constitute interaall external chains of value creation of specifitvéy.
Therefore in a profound and mature cluster all éhastivities are united harmoniously. Embrionic
cluster or cluster in formation has to have suatilifees that cluster enterprises and organizations
could effectively pursue their aims. Even if astér is rather mature, there will be never enougtso
internal potential and especially of researchesiandvations for maintaining constant renewal and
competitive abilities. Therefore national innovatioscience, education and other strategies and
programmes have to be adequate also for the neddstérs.

5. Policies and initiatives of clusters’ creatiorakie to make reference to history and traditionsaof
country, nature of knowledge and experience of &dif in partnership.

Clusters are rarely created in “open space”. Galyahis is a result of a natural or purposefully
manageable process of several decades or everr Ipaded. It is easy to notice that in any country
that has formed clusters they reflect namely Idcadlitions, country or regional experience and
competences in a certain sphere of activity. Howeesv industrial spheres of “knowledge economy”
often do not have such traditions, therefore chgste such branches are created with the help of
systematic and great investments. Such investnsioigld be directed towards clusters’ creation and
creation of especially important elements of valbain for guarantee of enterprise success.

6. National and local clusters are a complex patftioternational clusters and business systems.

Concentration of geographical activity is an intpat dimension of a cluster. Porter and other
models reveal particularity of big countries moféere one can distinguish peculiar regions which
have different industry and business. Local midusters combined of some between 11 and 19 small
related enterprises are an exception. Such clustersalmost inevitably, unless it would be craft
enterprises, are integrated into national clustarturn national clusters due to their small sheuld
try becoming a part of international cluster. Tiisery important to understand since only in tidse

there would be possibilities to become a significarbject of international business.

28



7. Clusters’ creation has to be directed towardg@erating innovations in industry and business.

Clusters’ creation is not self-purposeful “occupat. The main purpose of this process is to
create conditions for cluster members in order tt@yld be more competitive and productive. Logic
of contemporary business is that ability to creatd apply new technologies and social innovatiens i
the main condition of activity productivity and Wwitit — of success. Clusters in their nature are
favourable measures for creating innovations anplyamy them in practice. However the most
important thing is that technologies and equipniergnterprises of industrial branches in many cases
are rather old, therefore they cannot be productie enterprises cannot be competitive. As a rasult
task for industrial strategy as well as for measwkacceleration of clusters’ creation is to pdavi
help for such enterprises and at the same timetbaipodernize manufacture as soon as possible for
all economy of the country and become successfuhited market of the EU.

8. Cluster’s vitality condition is mechanisms of mstant improvement and development that are
created and work in a cluster and not “high-tech @it sight”.

One of the biggest dangers for successful cludesrelopment, according to international
practice, is the fact that organizers of policy athtegies often concentrate their attention gh-hi
technology clusters and to obvious examples of esgc¢such as Silicon Valley etc.). It tends to be
forgotted that creation of such clusters is almadgtays determined by combination of unique local
conditions and development of trends of severahdes, which cannot be repeated. Mechanisms and
experience accumulated in a cluster, no matter et is of “high” or “low” technologies, are
important. Clusters’ division into clusters of “higand “low” technologies is wrong in principle. &h
main thing is whether clusters are formed on tresbaf constant renewal and change competence. In
addition, success of any innovation is determingddmxial factors (5 pc — technologies and 95 pc —
human factor), therefore when preparing strated@s clusters’ creation one cannot follow
standardized models. Every situation is unique.

9. Strategy of creating clusters has to be closmipinected with other strategies (industrial, busgse

innovation and other).

VRTUAL CLUSTER

Virtual cluster can be defined as a structure logter's format collaboration between MTEP
elements that are distant in geographical sensebarthess elements. Such structure is based on
intensive use of informatory and communicative textbgies.

Virtual cluster can be considered as a form of iomador long-term collaboration that is based
on strategic innovations and business possibiliti@®rmatory technologies are the main measure of
maintaining collaboration. One can collaborate ba $spheres of business, research, development,
trainings, business support and other spheres,iav@eation of strategies.

Virtual cluster adds some additional elementsotacept of virtual enterprise, namely:
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e medium — long-term collaboration,

e multi-project approach,

e members are more interested countries,

o different levels of participation in virtual cluste
e formation of intercluster alliances,

e openness and dynamism,

e confidence.

These “boundaryless” virtual clusters present msingtegically important new possibilities of
international MTEP and business collaboration. Béftclusters can be considered as forerunners and
bases of organization that is created on the lodsisain.

Clusters and their initiatives are a measure whigims conditions for enterprises and
organizations to remove international restrictiamsting attempts and resources with the following
elements:

e other firms,

e MTEP institutions and universities,

e financing institutions,

e institutions of public sector,

e institutions of collaboration and other social pars.

In seeking for vision of common business or othen, cluster's cycle of operation and
development has a very important stage when seékititger development one needs to establish close
relationship and collaborate with foreign expexsganizations and chains. At the same time a
program of participation in international MTEPI pgots has to be prepared. Just at that time one has
to consider creation of virtual cluster. This qimst is also connected with so-called
“internationalization” of cluster when the concegit geographical nearness, the main element of
cluster's development, loses importance. Clusteoandaries are disappearing and questions about

virtual cluster are becoming more relevant.

STRUCTURE OF WOOD CLUSTER

Core of a cluster coordinates mainly cluster dtatis, also related projects, and enterprises

participating in a cluster use the following teclugies:

Main technologies Main services, products
o for sawmills e sawn timber, its elements
¢ for manufacture of pulp e pellets, briquets, other products of biomass
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for manufacture of plywood, boards e plywood, boards

for manufacture of woodworker products windows, doors
for construction e chairs, tables, furniture for living-room,

for manufacture of furniture bedroom, kitchen, bathroom etc.

for manufacture of prefabricated houses e prefabricated houses

for manufacture of chemical products e paint, varnish, decoration, matrices
e research services in wood processing and
forest sector

¢ testing and certifying wood products

This example of Slovenian cluster’s structure afdurcts/servicés covers practically all chain
of creating wood industry value from sawn timbdengentary constructional products and packing to
various range of manufacture of furniture. Witherehce to the example of Slovenian wood cluster

activities, Picture 3 shows chain of creating woatlistry value.

Raw material Sawmills Intermediate Use
(wood > | products >
products)
A 4 A 4
Sawn timber Constructional
enterprises
Wood panel
Wood
Plywood constructions
Pulp Wood products
Chemical Furniture
wood-pulp

g
S

Picture 3.Chain of creating wood industry value

1 The slovenian Wood Industry Cluster. Via Inter| :/lgrozd.sloles.com/en
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Cluster, as geographical concentration of relatgdrprises and institutions in separate spheres,
covering many related activities and institutionsick are important for competitive abilities, undi
suppliers of specialized manufacturing factors apdcialized facilities, is underlying spontaneous
process that takes place on the basis of percaiwaunon use. It also often expands down to the
sources of manufacturing actions and customers lamgzontally to complementary product
manufacturers and to enterprises in separate taesivirelated by skills, technologies and common
factors of manufacture. Many clusters unite governtal and other institutions (universities, agescie
which set standards, vocational training institusioassociations of trade unions etc.) that provide
specialized training, education, information, reskas and technological support.

Wood industry cluster can be divided into brancbemain andsupporting activities. These

activities are given in Picture 4.

Supporting
activities

Main
activities

Chemical
industry

Weaving,
leather
industry

Constructional
enterprises

Wood
products

Technological
industry

Forest Logging
owners

Education,
researches

Manufacturers
of panels

Paper,
packing

Wood trade

Business
organizations

Preparation
of fuel

Boiler-
houses

Picture 4 Activities of wood industry cluster

The main branches or subjects are forest owneomdwpreparation enterprises, sawmills,
manufacturers of wood products, manufacturers aefsaand manufacturers of paper (packing). It is
worth while distinguishing furniture industry. Sugfing industrial branches are suppliers of
technologies, suppliers of equipment, supplier§itbhgs, wood tradesmen, enterprises of wood fuel
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preparation, boiler-houses, transport sector, ot@&mindustry, weaving and leather industry,
energetics, services (finance, risk managementizatibn and researches.

In Lithuania and Latvia product range and entempiactivities are favorable precondition for
creating clusters. Structure of enterprise propanty geographical spread is also important.

When analyzing cluster relationship, main actigitiehich could be the basis of specialized
avtivity also of small, even micro-enterprises, digtinguished. Considerably more difficult problem
is business facilities. Relations of some furnitamed wood enterprises with enterprises of other
industries are minimal. The main reason is the ratesef service supplier of necessary quality aed th
lack of confidence. A more rapid creation of ctustwould make the solution of this problem easier
because there is a great potential for collabaratio

Thus far relationship of wood processing and fumeitmanufacture enterprises with enterprises
of equipment maintenance is poor. The applicagwell of informatory technologies is also rather.low
They are mostly applied in administrative accoumtiin some enterprises they are applied to
managing technological processes and manufactagngell. However in many enterprises, especially

in small ones, IT is practically not used exceptfémctions of activity accounting.

OVERVIEW OF WOOD INDUSTRY IN EU

In the context of growing globalisation, with wabréxports having doubled over the last decade,
EU’s economic trends have not been particularlyofmsble to its industrial sectors. Business
environment in the EU has been supported by a lodvstiable inflation rate between 2002 and 2006
even though the aggregated figure hides still g discrepancies, particularly between old ana ne
Members. The present favourable trend for job @aathas been driven by a sustained expansion in
the service sector. The EU has become a servieelmabomy, with industry now representing one fifth
of the total value added in 2006, despite a redgtihigher share in the new Member States.

For European companies, the world has actuallpineca global sourcing market for materials,
components, intermediates, subcontracting and fireducts, driven by considerations of availability
of materials, prices, relative volumes, and leate. The combination of these factors incites soime
the companies interviewed to keep their sourcinthiwithe Euromed zone. However for fibres
(polyester, silk, cotton), commodity yarns, greyries, tropical wood and intermediates, plastic
components, Asia and especially China, India, Pakiand Indonesia are mentioned as the main and
almost unavoidable sources of supply. In the waoawtlistry consolidation of the businesses is quite
low. Global competition is much less fierce in tmslustry than in the others as high transportation
costs do not allow a sheer global price competidgs to be predominant. The incentive to
concentration has thus been less strong in this. dfewever it is also expected to increase, as can
already be seen patrticularly in the sector of raasies kitchen and of office furniture. In this segm

significant economies of scale can be obtainedha gourcing of wood-panels with increases in
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production and purchasing volumes: 30% decreasesnat uncommon. In traditional wooden
furniture concentration trends are less markedeal differences in taste somewhat limits a global
outlook.

The EU wood industry accounts for about half & world's wood production with a production
value of € 82 billion. As a labour-intensive indysit provides employment for around one million
people. Material and service costs make up mone @86 of the production value. The value added
represents around 40% of the production, with lalooests accounting for about 78%.

The wood sector is a basic industry in most ofiticeistrialised countries, representing in general
between 2 and 4% of the production value of the ufearturing sector. The EU wood industry is an
assembling industry, which employs various raw malte to manufacture its products. They range
from wooden boards to metal through leather ansisgla

Currently, the increase of production capacitytiiy European industry is totaled at 6 million
cubic meters, but the market demand is only 4 omlliRepresentatives from Germany, the UK,
France, Italy, the Netherlands, Belgium, and Spaidied the French proposal to establish a European

fund for wood promotion through the introductioneo$mall charge at the sawmill level on sales.

THE EU POSITION IN W ORLD TRADE

In 2006, the share of wood industry products reddh9 % of the total extra-EU exports. Wood
industry together with four other sectors reach8%w%of the total extra-EU exports which represent €
1,071 billiors. This share has decreased since 1995 (6.9%).0faeBU (extra- EU) exports of the
sectors under examination amounts to € 56.9 billion

Wood;
Footwear 0,90%
0,50%
Leather
0,60%
Apparel Other
1,40% 94,70%

Textiles
1,90%

Picture 5EU exports by sectors
Source: EUROSTAT and IFM estimates based on EUROSd#a

The picture 6shows share of number of companies of 5 manufactusectors, and wood
industry takes 6,40 % of all manufacturing sectsrgU.
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Share of number of companies of 5 manufacturing sears in EU-27 2006

6,40%
6,40%
3,50%

1,30% @ Wood
0,80%
W Apparel
0O Textile

O Footwear

W Leather

@ Other sectars

81,60%

Picture 6.Share of number of companies of 5 manufacturing semrs
Source: EUROSTAT and IFM estimates based on EUROSd&#a

In the picture 7 is showen the number of compalyesectors and this indicates the most
successful sectors — wood and apparel.

Number of companies by sectors 2006
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Picture 7Number of companies by sectors
Source: EUROSTAT and IFM estimates based on EUROSA&a

In 2006 most increasing production of wood prodweas in Slovakia. Picture 8 showes more
details regarding wood industry production by coiest

Wood industry production by countries in total manufacturing industry (in min. EU) 2006
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Picture 8 Wood industry production by countries
Source: EUROSTAT and IFM estimates based on EUROSd&#a
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In comparison with other four manufactorin sect(iextiles, apparel, footwear and leather),
wood industry’s (especially furniture sector) tweaoin 2006 was 119,1 billions EU.

EU turnover by sectors (billions EU) 2006

119,1
108,5
86
26,1
19,1
Textiles Furniture Apparel Footwear Leather

Picture 9.EU turnover by sectors
Source: EUROSTAT and IFM estimates based on EUROSd&#a

Spanish Wood Industry

The current level of activity in the wood industsyperceived to be satisfactory but prices are
considered to be inconsistent with the increaseosts of the raw materials and energy. However,
recent annual construction starts are totaled aertttan 700,000 units but the sector still shows a
good order record. Expectations are that the corggays will see a moderate rate of activity in
construction, due to the reduction of prices in kegas like Madrid where the price of housing has
fallen by 25%. Despite eventual price reductionb@he prices, a collapse of the market is notyikel
but sales are expected to be stiffer. AccordinthéoSpanish Timber Importers Federation, AEIM, the
prices of Southern Pine lumber have moved up amaeguence of a shortage of product offered to
the importers. In the opinion of this organizatidimere is currently little interest on the parttbé
suppliers for exporting which in turn is reflectedhe weak demand by the Spanish market.

Last year, total solid-sawn softwood lumber impdrtinto Spain experienced a reduction of
8.2%, totaling 2.25 million cubic meters. The maunppliers continued to be the Scandinavian
countries, lead by Sweden which suffered an exgaiaction of 15%. Finland, with a 27% drop, also
finished the year poorly. Central European supple®ntinued to capture market share. Germany had
a solid increase and Austria enjoyed double-digitagh. Chile continues to successfully introduce

increasing volumes of Radiata pine, intended prilgnéor the furniture industry.
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Table 2.Spanish Import 2005/2006

% 2005/2006 Import Vol
Germany 7%
Austria 74%
Brazil -4%
Chile 39%
USA -18%
Finland -27%
France -11%
Poland -25%
Portugal 4%
Romania -30%
Russia -22%
Sweden -15%
Average -8%

The overall demand for sawn softwoods has decdelbgd% in 2006 due to weaker activity in

the construction sector and due to reduced grawthea economy as well.

Export Balance of the Swedish industry during 2006

As shown in the table and graphic, the Swedishstrgt has reduced the volume of sawn lumber
exported during year 2006. Although it is not cleat, the overall economical situation of the
European Union seems sluggish. Construction reniins the major countries in the region and the
increasing competition from Germany and Austridtdsdocated geographically, is starting to impact

Scandinavian exports, mainly to Southern Europe.

Table 3.Swedish Softwood Exports to Europe

Swedish Softwood Exports to Europe

2003 2004 %
UK 1235 1195 -3
Denmark 594 559 -6
Germany 359 372 4
Spain 429 363 -15
France 326 356 9
Netherlands 360 345 -4
Norway 289 316 9
Total 3592 3506 -2,4
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Picture 10Swedish Softwood Exports to Europe
Source: EUROSTAT and IFM estimates based on EUROSIaa

Softwood Imports in Italy

This market has been basically stagnant through@d® with a minimal increase of 0.3%. Over
the past few years the construction sector waresiple for most of the increase in demand sinee th
exports of wood goods have no impact. The lateditators suggest this trend is coming to an end.
Specialized applications for lumber will become emamportant, which will likely have a positive
impact on American lumber supplies.

The lItalian timber trade is increasingly importinglue-added goods such as window laminates
and flooring products. Structural products arehi@ heavy timber category, like those called “duo”
and “trio,” and are basically an engineered jofstwo or three thick laminations glued togetherhwit
finger-jointed ends to achieve the desired len@tiese products are finding great success due to the
increasing difficulty finding appropriate wood bemmin addition, a need remains for properly
documenting the structural characteristics of {eenents used as load-bearing structures.

Although Italian statistics do not distinguish thge of softwood imported, it is basically
Douglas fir with a significant amount of hemlocks@lbeing imported. Demand for Southern Pine
remains low due to the preferences for other smgmm woods in this market such as larch,
redwood, spruce and other conifers indigenous ¢alléorests and neighboring suppliers around the
Alps, from France to Slovenia, as well as all thentfal Europe and Scandinavian and Russian pines.
All of them provide enough grades and patterns ime dumber to cover almost any demand.

Nevertheless, Southern Pine exports to Italy ara siparp 21% for the first two months of this year.
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Picture 11Italian wood import
Source: EUROSTAT and IFM estimates based on EUROSd#a

Table 4.ltalian Import Volume. Selected Suppliers

2005 2006 %
Austria 3.586.558 3.630.727 1%
Germany 765.730 734.077 -4%
Russia 445,058 378.756 -15%
Finland 234.262 251.499 7%
Sweden 230.227 220.701 -4%
Czech Rep 104.053 191.174 84%
Ukraine 117.492 145.815 24%
Switzerland 85.996 84.811 -1%
France 90.388 54.902 -39%
Romania 52.976 50.716 -4%
Canada 73.572 50.350 -32%
Poland 35.922 43.538 21%
USA 31.720 32.420 2%
Other 74.451 47.216 -37%

Source: EUROSTAT and IFM estimates based on EUROSda#a

OVERVIEW OF FURNITURE INDUSTRY IN EU

The furniture industry in the EU accounts for &86nterprises with over 20 employees,
employing 600,000 people, and more than 80,000r@nges with under 20 employees (employing
almost 300,000 persons).

Germany is the largest furniture producing countmypresenting over 27% of total EU
production, followed by Italy (21.6%), France (1%.)pand the UK (10.4%).

Upholstered furniture and kitchen furniture are targest industry sectors representing 14.5%
(valued at more than 10 billion euro worth of protion: +4.5% compared with 1997) and 13%
(+2.7%) respectively. Three other significant sebters are office furniture (11.7% of total
production), dining room furniture (11.5%) and beamn furniture (10.3%).
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At the end of its lifetime furniture generally loeces municipal solid waste. The main options
for furniture waste are:

- reduction at source (including re-use of produetshanges in the design, manufacturing,
purchase, or use of materials or products (inclygiackaging) can reduce the amount or
toxicity before they become municipal solid waste

- waste combustion (preferably with energy recovang land filling

- recycling of materials.

Furniture can easily be disassembled and pargedeumaterials recycled into new materials or
exploited for energy purposes. Between 30 and 4D&tdofurniture ends up in second-hand or third-
hand markets and therefore is re-used, extendsbfétime of products.

The export picture is dominated by the USA whiepresent 25% of extra-EU exports in the
sector in 2006. It used to be 33% in 2000, anddbe has been considerable (-26% in export value).
can be largely attributed to the very aggressive successful strategies implemented by China's
exporters for the US market, almost the only onthefurniture sector where volumes are important
(the EU market is extremely fragmented). Howeveerall exports have remained stable over the
period, thanks to the development of many secondaaykets, particularly in the Euromed zone
(+almost 90% between 2000 and 2006). This growfleats the increasing delocalisation of the
sector, in terms of companies’ sourcing and prodasembly.

On the various subsectors of the furniture ingqusktra-EU export prices are somewhat higher
than their intra-EU counterparts (by 15%, betweefh éuros/kg and 3.3 respectively). Intra trade
represents 74% of total export value, with a sigaiit proportion of subcontracting within the EU,
and develops faster than extra-EU exports. Forsdwtors considered, with the exception of leather
products, the two main clients of European expsrége the United States and Switzerland. The USA
represent some 15% of the total extra-EU exports.

The Swiss market is much smaller than the Amerma®, but a lot of EU firms have set up
logistic centres in Switzerland in order to serx&r@UE neighbouring markets. Except for textiles —
where the Japanese domestic industry is a leadatmlgplayer, Japan is always among the first five
clients of the EU. It is even the first EU exporanket for leather products. Nevertheless, European
exports of footwear and apparel to Japan have ritlbetween 1995 and 2006. Russia is also an
important market for furniture, footwear and appared is a promising export market for leather
products and textiles.

As far as the Euromed zone is concerned, Europeaorts to Romania have clearly increased in
textiles, leather and footwear (Romania is the se@a®stination for the European exporters, espgcial
Italian, in textiles). This is a consequence of dmgoing delocalisation process initiated by the EU
fashion industry.
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Between 2000 and 2006 the total exports of the figctors to Euromed countries have only
increased by 10%. However, even though the growttsamewhat limited, the Euromed zone
represents a key trade partner with a share of Bd%e European exports of textiles, apparel,
furniture, leather and footwear. This share isipaldrly high in textiles (38%). In the furnituredor,
imports are much less important than in the otketass considered. This is largely attributablén®
physical weight of the products, which consideraiblgrease logistics costs and to the existence of
regional markets, held by local retailers, tailgriheir offer to the specific tastes of local cansus.
Imports from the Euromed zone in 2006 represent &8%xtra-EU imports, among which Romania,
with its long historic tradition of wood furnituiteolds almost the half of it.

EU furniture imports (millions EU)
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Picture 12EU furniture imports
Source: EUROSTAT and IFM estimates based on EUROSda#a

Investment data for tangible assets only repastigaificant increase for Estonia, and a slight
growth for Italy, Slovenia, Spain and Finland. Ayrgficant divestment rate can be observed for
Portugal over the period.

Furniture industry: average yearly investment ratein tangible assets (2002-2006)
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Picture 13Average yearly investment rate in tangible assets
Source: Amadeus
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Machinery investment increased the most in theifure industry in the Eastern countries
especially in Lithuania (+36% a year), in Latvia2®% a year) and in Hungary (+27% a year).
Reduction in investment in this industry was mamenpunced in Portugal and Belgium (-20% a year),
and in Germany (-18.8% a year).

Statistical evidence is corroborated by the intdegmalysis of consultants’ fieldwork. There it
clearly appears that tangible investments madedysirial firms have seldom taken place in order to
increase the productive capacity of existing fie#i, nor to build new ones from scratch. Firmsaluhi
have raised their production capacity have mostgedso by acquiring or merging with another
company. In that case they have both developed fineduction ability and their commercial power
(clients’ portfolio and market shares). Productineestments that have occurred in the recent years
have mostly been very limited as they have beertlyntzsgeted at optimizing existing structures and
systems, in order to improve on costs, flexibilityactivity to markets and clients. These phenomena
have been analyzed in the above sections devoteédet@oncentration of the industry and to its

modernization.

SWOT ANALYZE FOR WOOD INDUSTRY ON EU MARKET

Table 5.SWOT analyze for wood industry on EU market

STRENGTHS WEAKNESSES
- Sustainable and expanding raw material base - High raw material costs, especially wood
- Efficiency of production facilities - High labour costs
- Advanced technology - High energy costs
- Use of ICT technology and multilingual knowledge | - High costs of printing
- High quality products and service - Lack of forest/wood cultural consciousness
- Strong environmental performance - Fragmented structure
- Potential for FBI clustering - Inadequate training
- Targeted advertising in magazines and newspapets | - Often conservatism and lack of innovation
directories - Skills and knowledge in IT and economy
- Knowledge of local languages and culture - Lack of end user/market orientation
- Experience in data management - High taxes
- Know-how & skills - Low profitability (low re-investment)
- Proximity & access to one of world's largestand - Complicated (& costly) bureaucracy
sophisticated markets - Lack of capital for modernisation
- Good health and safety standards - No reliable statistics on SMEs

OPPORTUNITIES THREATS

- Capitalise on expanding forest resources - Increasing wood costs and lower supply
- Participate in supply chains from cost competitiv - Increasing importance of recovered fibre (wood &
regions paper), but risks of distortion of mix through innfeet
- Development of Trans-European Networks policies
- Electronic publishing - Lower costs and environmental standards incomgeti
- Expand use of wood third countries
- Promote wood as lifestyle product - Declining readership, household penetration avat p
- Total product solutions literacy
- Specialisation - Advertising revenue moving to commercial broaticgs
- Electronic commerce and new media
- Archived information providers - Lack of trainers
- Complementarity with new media - Unbalanced environmental taxes
- Capitalise on environmental investments - Potential shortcomings of adequate protectiocooftent
- R&D and know-how advancement - Decreasing budgets of schools and libraries
- Restructuring (especially networks)
- Success of euro
- Enlargement (larger market and control of lowtcos
competition)
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GENERAL SITUATION OF WOOD AND FURNITURE INDUSTRY IN LITHUANIA

In 2006 there were 2014 thousand ha of forests3%or % of all territory of the country) in
Lithuania, which had 104.1 min m3 of wood. Accoglito the data of State Service for Forest
Inventory and Management under the Ministry of Emwinent, forest coverage of the country during
the last five years increased in 1.1 percent. Ahimgease of wood only in Lithuanian farm forests
(of -1V forest group) is 13.1 min m3 and gendyaln Lithuanian woods there is annual wood
increase of 16 min m3 (shafts with bark). In Lithisaforest sector makes 4 % of Lithuanian gross
domestic product (GDP), the industry of wood praducreate 10 % of added value of Lithuanian
industry.

Wood products, sawn timber, panels, paper, cardbdarniture, constructional woodworker
products etc., in Lithuania are manufactured byesethousand enterprises of various sizes. On the
whole there are 54 thousand employees working imdwidustry.

Wood and furniture enterprise is one of the moatitional and competitive spheres of
Lithuanian manufacturing industry, distinguishing consistent growth of manufacture and sales
amounts. During the last decade the annual increfas®od and furniture industry exceeded in 20 %
on the average. In the period of 2000-2004 manufa®f wood and wood products (except furniture)
increased in 86.8 %, whereas manufacture of fumitacreased even in 150 %.

Export amounts of wood products in relation witarrhes made 23 % in 2006. This is reflected
in Picture 14:

Lithuanian export of wood products in 2006, pct.
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Picture 14 Lithuanian export of wood products in 2006.
(Source: Department of Statistics under the Govenirof the Republic of Lithuania)

Overall majority of wood and furniture productseisported to the Western markets. Lithuanian
sector of wood and furniture faces with problenst tre characteristic of all manufacturing industry
of the country, i.e. world competition of Asian nudacturers, lack of workforce and increasing costs

of energy. Export of round wood in comparison w02 tends to drop, therefore we can draw a
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conclusion that Lithuanian enterprises tend to expot raw material but wood products which have
much bigger added value created. Data of Lithuaeiquort of round wood is given in Picture 15.

Lithuanian export of round wood in 2006, thousandsh®
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Picture 15Lithuanian export of round wood in 2006.
(Source: Department of Statistics under the Govemiraf the Republic of Lithuania)

Lithuanian wood and furniture manufacturers groutitkir competitive advantages in
international markets first of all on cheap workf®and cheap local raw material wood (cheaper than
in neighbour Latvia and Poland), ancient traditiofhsvood processing which guarantee high quality
of a final product, thus — on factors that allowhiawing good proportion of price and quality.
Nevertheless, although Lithuanian manufactureesadly have a good name in international markets of
manufacturers, their production for a final consun generally presented through marketing
channels of Western enterprises-customers and g@rodames. In such way most Lithuanian
manufacturers do not participate in the chainsatdie creation which create the highest added value.

Enterprises gradually confront with problem of lamkraw material, cutting rubbish are used
insufficiently. It is likely that in the future rationship between manufactures of neighbour CIS
countries (Russia, Belarus, Ukraine) will strengtehen solving lack problems of both raw material
and workforce/ increased expenses. Intense debbtms building cellulose factory take place and
receive rather controversial evaluations from sewpresentatives. On the one hand, the emergédnce o
such factory would intense competition due to lediresources of raw material. On the other hand,
such factory would be a source of extra profit $ome elements of wood sector — foresters and
sawmills. Wood and furniture manufacturers keepegtvng in modernization of manufacture
technologies, increase productive capacities argl rbanufacturers and enterprise groups buy
enterprises in neighbour eastern countries. It Ishdwe noted that namely the above-mentioned
furniture concerns alco won support from the EUaRiial funds for building new factories. This
sector remains the most perspective one in manufagtsectors and its future will depend on ability
of enterprises to switch to activity spheres creatiigher added value, on ability to solve problems
connected with increasing costs of expenditurees&to raw material, rational use of resources and

energy and success of cooperative creation ofastist
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Processing of raw material (sawmills)

Wood sawing and planning (sawmills) industriesymaprominent role. They use the major
part of prepared round wood which is produced anplorrted to the country. Products of sawmills
are sawn wood (boards, girders and their blanks2006 Lithuania produced about 1.2 min cubic
metres of sawn wood of which 0.8 min cubic metr66 o) were exported. Export of these
products in comparison with 2005 decreased almp&0D thousand Lt. This is reflected in Picture
16:

Lihuanian export of sawn timber in 2006, thousand/ri
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Picture 16Lihuanian export of sawn timber
(Source: Department of Statistics under the Govenirof the Republic of Lithuania)

Wood panels

The number of manufacturers of wood panels sim@@02has increased in three times, the
amount of manufactured products increased in Sstiame in 2006 it was 24 min®rbut export of
wood panels in 2006 in comparison with 2005 de@®as 32.6 %. This shows that more and more
enterprises in Lithuania use wood panel productsttieir further manufacture (furniture and other
products) but do not export them abroad. The dhtatiouanian export of wood panels in 2006 are
given in Picture 17.

Lithuanian export of wood panels in 2006, thousandm®
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Picture 17 Lithuanian Export of wood panels in 2006
(Source: Department of Statistics under the Govenirof the Republic of Lithuania)
45



Furniture industry
Most of the biggest Lithuanian furniture manufaetsrorient to export markets by exporting

products in terms of international competition athe for several years. Even smaller manufacturers
do not take risk to produce for Lithuanian marked aim for increase of exports. Enterprises applied
western standards for filling of foreign orders anddernized equipment. Enterprise activity in the
local market is still limited by insufficient puraking power of residents.
In total export of furniture and their parts in0Bwas for 2.207 min Lt, i.e. 2 times more in
comparison with 2002 (0.939 Lt). The data are giweRicture 18.
Lithtuanian export of furniture and their parts in 2006, thousand Lt.
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Picture 18Lithuanian export of furniture and their parts in 2 006.
Source: Department of Statistics under the Govemtimiethe Republic of Lithuania

WOOD PROCESSING AND FURNITURE INDUSTRY IN SOUTH LIT HUANIA

Analysis of industrial situation in today’s SouthtHuania and its trends of change and
perspectives showed that the main problem, asvell bithuania, is a low degree of development of
high-technology industry and slow pace of innovatpplication, therefore they condition insuffidien
international industrial competitive abilities. Gal reasons are old systems of manufacture
management and organization, lack of strategic gemant and thinking and manufacturing and
organization below modern standard that is chanaet® in unified and inflexible work organization.
Due to uneven distribution of internal and foreignestments and financial support in Lithuanian
regions, there are no formed industrial facilitieish developed cooperation relationship and service
market in Alytus district. Enterprises lack infortioa about new technologies, possibilities of their
implementation and innovations in work organizatiomanagement and other spheres. The main
reasons are weak relationship with academic inigtits, undeveloped scientific potential in the oegi
and absence technological park, therefore this maéeeiving fresh information and information in
due time difficult.

Low industrial productivity in the region was detened by difficult process of restructure

which influences fundamental changes in the sphefresterprise marketing, manufacture and human
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resources. Not all enterprises of the region mathageadapt to new requirements and some of them
re-oriented to manufacture based on more simplentdogical processes. A big part of industrial
work process consists of unproductive handiworkie@ation to low work expences and low
technological level of manufacture reduces competipossibilities in internal and export markets.
Due to imperfect regional systems of vocationahtrey and qualification development, there is &lac
of workforce and operating personnel in the industr

Sectors of wood processing and manufacture of tiumiare developing the most rapidly,

therefore hopes are mainly set namely on this saci municipal government pays the most attention

to it. Table 6 gives the list of main wood procagsind furniture enterprises in Alytus region.

Table 6.Main wood processing and furniture enterprises in Aytus region

Enterprise name

Enterprise activity, products

UAB Albrikas

Wood sawing, manufacture of sawdusdiets

UAB Alytaus rentiniai

Constructional arrangemeses,vices of wood processing.

UAB Alkokomplektas

Manufacture of wooden windowseprs, outdoor furniture

UAB Alrivika Enterprise manufactures stairs of bonded woodyiand
outdoor doors, windows, products of standard measents

UAB Alsantg Marketing of plywood, wood-wool panels, wood splint
panels, wood remains, oak logs.

UAB Alseka Manufacture of wooden windows, doors, fronts,
conservatories and interior elements.

UAB Doleta Manufacture of wooden windows, doord &onts.

Druskinikai forest company

Forestry activity: rouwndod marketing, wood loading and
transportation services, services of economicasior
activity, consultations on all questions about @coital
forest activity.

UAB Enermega

Manufacturing and repair of wood processing madine
tools and equipment, electric work and plumbing.

UAB Eremas

Services of initial wood processing.

UAB Helianta medis

Joint Lithuanian — Polish — lgarian venture. Products:
glued girder for windows, glued constructions fpesial
purpose, houses of glued girder.

UAB Feliksnavis

Products of glass plastic, woodgessing.

UAB Flanta

Constructional wood, constructionspaworker products
and products of standard measurements.

UAB Graanul Invest

Manufacture of pellets madevobd sawdust.

UAB Junda’s panel

Wood processing, desiccation, manufacture of furait
blanks from oak-wood, manufacture of glued pulpgban

UAB Junda woodworker
products

Manufacture of pulp doors (inner), furniture doongerior
elements from pulp.

UAB Kagi Manufacture of furniture and interioeetents from pulp.
UAB Kopainé Manufacture of furniture
UAB Likon Manufacture of woodworker products from glued pulp

(doors, stairs, furniture), wholesale and retavaifish and

paint.
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UAB Linmedé Sawmill, services of wood processing.
UAB LomBaltic Wood products, services of wood gassing.
UAB Markus Initial and secondary wood processing.

UAB Medwvekas

Wood products, services of wood processing.

UAB Mélynoji uoga

Eco-friendly wooden cupboards, manufacture of dadled
souvenir packing.

AB Murena

Manufacture of substandard furniture, hardwooditura
and interior elements, furniture for hotels. Constional
arrangements. Design, arrangement and manufadture o
doors and inner windowsills for various purposes.

UAB Nerlina

Manufacture of kitchen, hall, bedroochjldren room and
office furniture, marketing of domestic applianc8srvices
of sawing furniture panel, cutting out parts ofigas forms,
lamination.

UAB Radupis

Manufacture of wooden wondws.

UAB Sanlangis

Manufacture of wooden windows andrdpplaned profile
wood products.

UAB Skirnuva

Constructional works, manufacturevaioden and plastic
windows and doors.

UAB Skirmeda

Manufacture of constructional woodtdmor furniture, stairg
and fences. Wood processing: desiccation, affeetitim
germ-killer.

UAB Spyglys

Manufacture of wood products.

UAB Stamita

Design, manufacture, arrangement, selling and maamtce
of windows, doors, fronts and conservatories fréastc,
aluminium and wood constructions.

UAB Stora Enso Timber

Procurement (buying) ofdnd pine logs, sawmill services
processing of wood (fir, pine) logs.

UAB Sutyla and partners

Wood products, services of wood processing.

UAB Svenheim

Manufacture of panels coverd in retwood remains and
office furniture.

UAB Termosnaig

Manufacture of heat insulated decoration paioelbeat
insulation and decoration of building walls.

UAB Timber logistik

Marketing of fir, birch and pine wood-paper inhtgania.

UAB Usana

Building material shops, services obd/processing.

Varéna forest company

Forestry activities: marketing of round wood, seeg of
wood loading and transportation, services of ecacam
forest activity, counsultations on all questionsuatb
economical forest activity.

UAB Veimute

Wood products, services of wood processing.

A.Aliulis’ individual enterprise

Wood products, seres of wood processing.

Veisiejai forest company

Forestry activities: marketing of round wood, seed of
wood loading and transportation, services of ecacaim
forest activity, counsultations on all questionswb
economical forest activity.

A.Blazeviius’ individual
enterprise

Wood products, services of wood processing.

R.Bieliauskas individual
enterprise

Wood products, services of wood processing.

R.Bujanauskadl] (individual
enterprise)

Wood products, services of wood processing.

S.Bujanauskas’ ind. ent.

Marketing of wood, windows, decorative glass, omsrand

other glass products. Services of wood sawing &g
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processing.

J.Burbulewius’ individual Wood products, services of wood processing.

enterprise

D.Cesnulaitis’ individual Initial and secondary wood processing, manufaattire
enterprise biofuel.

G Civinskas' individual Wood products, services of wood processing.

enterprise

A.Diburieré’s 11 Wood products, services of wood processing.
R.Gavnas’ individual Manufacture of wooden doors, windows, wooden hauses
enterprise

G.GudZiauskas’ individual Mediniy duny, langi, mediniy namy gamyba
enterprise

R.Jablonskis’ individual Wood products, services of wood processing.
enterprise
Z.Jakubynied's individual Manufacture of soft furniture and mattresses.
enterprise
V. J.Januleviius’ individual Wood products, services of wood processing.
enterprise

A.Jasiulionis’ enterprise of Wood products, services of wood processing.
manufacturing wood products,
boats and yachts
V.Kazakevtius’ individual Wood processing, desiccation, manufacture of furaiand
enterprise doors, furniture painting.

R.Kuncas’ individual enterprise Wood products, services of wood processing.

Z. Kvederier’s manufacturing- Wood products, services of wood processing.
commercial enterprise
L.Liutkauskiere’s I Services of wood sawing, manufacture of leafy wblashks,
sawdust briquets, woodworker products (manufaattire
furniture and doors from pulp made to unitary osjler
A.Miskelis’ enterprise of wood| Wood products, services of wood processing.

products

R.Orliukierg’s individual Wood products, services of wood processing.
enterprise
|.Petruskewuius’ individual Wood products, services of wood processing.
enterprise
M.Petruskewius’ individual Wood products, services of wood processing.
enterprise
A.Pileckas’ individual Wood products, services of wood processing.
enterprise
R.Puskepalis’ individual Wood products, services of wood processing.
enterprise
B.Rgozier’s individual Wood products, services of wood processing.
enterprise
R.Sabestinas’ enterprise "Adra"Wood products, services of wood processing.
J.Skrabulis’ individual Wood products, services of wood processing.
enterprise

J.Talandis’ enterprise "Takrija'| Wood products, services of wood processing.

Products of wood processing enterprises in Alytistridt makes 7.2 % of all products
manufactured in the region. Alytus district is thest forested district in Lithuania, in additiohhas

cheapest workforce. Due to these and other reas@sonsidered that Alytus district is suitabte f
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successful development wbod cluster. However recently despite of big wood resourcesyenient
geographical location etc. more and more of thesergrises go bankrupt, have many debts or change
nature of their activity (refuse activity that isrmected with wood because it starts having ld68.
stated that this happens due to the fact that #meyrather small enterprises which are not able to
survive in strong competition conditions, they afeort in funds, lack qualified workforce, new
markets, search for suppliers etc. On the groumdsreign experience it is assumed that creation of
wood clusters in this region would help to solvis ffroblem. After establishing a cluster it woulel b
possible to increase competitive abilities of regiowood enterprises of the sector, stimulate
establishment of new enterprises and to look fow mearkets for product realization together.
Moreover, cluster of wood processing not only oj/tAs region but also of all Lithuania would be

developed and development of sector enterpriseitaesi would be stimulated.
WOOD PROCESSING AND FURNITURE INDUSTRY IN LATVIA

Latvia has large forest resources that are up 2on8n of hectares (42 % of all territory), of
which 87 % are (partially) usen and 13 % are ptetbdPresently Latvian forest resources are nat use
in full, therefore there is a great opportunityngsithis sector for commercial development. Wood
processing and furniture industry in Latvia hasig potential for development of international
business due to easy access to raw material resoaed to qualified and low-paid workforce.
Contribution of wood and furniture industry is ab@ub % of GDP. In wood industry there are 43 000
workplaces and in manufacture of furniture — 8 0A6cording to calculations of specialists in top
enterprises, in the future significance of thisnotawill increase.

Consequently, amount of wood rubbish will increa&ethe present wood rubbish is a local
source of energy. Their manufacture and sellingveithin the competence of private enterprises.
Wood biomass, which is used for energy, is up @ min nt per year. Mostly they are used for
heating individual and utility houses and for inolysn smaller amounts.

Export of wood and its products in 2006 was umbout 600 min LVL making 42 % of all
Latvian export. Latvian forest industry mainly mémtures for export — around 85 % of all products
are exported. Contribution of forest sector to iatvGDP in 2006 was about 7.5 % and it had about 5
% of residents working in it. Forest use is rapiigreasing and this is influenced by agrarian mafo
and economical increase. Manufacturing power of dvowlustry enterprises do not let use all cut
wood in the country, therefore large amounts ofncbwood are exported. In 2006 wood biomass
made around 86 % of this export. Softwood and hadadins used in equal proportions in this industry
but the use of hardwood is slowly decreasing. Tla@nmvood products in Latvia are sawn timber,
plywood, wood panel, furniture and woodworker protdu The exact number of wood sector

enterprises is unknown. It is assumed that thisbesris up to about 2000 enterprises including SMEs
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and individual firms and farms, which are relatedwood sphere. Since at least 1/3 of enterprises
actually do not work, the number remains at aral®@D enterprises.

From an industrial viewpoint there are severabjgms:

1) Itis difficult to lobby if there are too many assations working individually;
2) First of all, these enterprises protect and hedfir tmembers but not forest or wood processing
industry in generall.

Latvian forest sector is one of the most prospgiiau_atvian economy, contributing to positive
export/import balance of the country. Wood proaagsn Latvia is the only industrial branch that has
a positive import/export balance and successfubfisenewed forest resources helped to achieve this
According to specialists’ evaluations, contributiminforest sector to domestic product is up to 40-1
%. Forset complex employs from 34 000 to 40 000pfeoAccording to the data of Latvian
department of statistics, manufacture of wood pectgllbecame the main industrial branch in many
Latvian regions. Wood industry is one of the latgedustrial branches influencing export. Pictuge 1

shows Latvian export of wood industry productsemparison with other industrial branches.

O other
industry
O forest 2204
industry
35% B heavy
industry
8%
B metallurgy O agriculture
14% 10%
O textile

11%

Picture 19Latvian export of wood industry products in 2006.
Source: Latvian Department of Statistics

Competitive abilities of this industry increaseidly as a reaction to the needs of export markets.
According to the expression of the value, in 2080t of wood sector products was up to 750 min
LVL; this is two times bigger than in 1996 and etgent makes 35 % of export of all the country. Due
to globalization storage role is not so significaRtoduct manufacturing becomes more and more
dependent on deliveries which are made on time.

Business of forest sector, according to Latviaonggephical location and support for forest
sector, is becoming more and more stable, thorougiiks with permanent reliable partners who

deliver products directly to a final consumer.
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Processing of raw material (sawmills)

Manufacture sawn timber underwent important changeom 1994 product productivity
increased 10 times and product value increasednigst In 2006 Latvia manufactured about 4 min
cubic metres of sawn timber, of which 2.92 min culmetres (73 %) were exported. Import of sawn
timber, mainly from Russia, Belarus and Estoniareased from 388,200 cubic metres in 2005 to
687,800 cubic metres in 2006. In the world marKezaavn softwood Latvia has 1.3 % and this makes

2.7 % of common export. This data is given in Riet20.
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Picture 20Latvian export of sawn timber in 2006.
Source: Latvian Department of Statistics

It can be mentioned that Latvian enterprises obdvprocessing pay more attention to a final
consumer or customer and in such way avoid agewices. The main customers of sawn timber in
Latvian market are manufacturers of furniture (3§ #anufacturers of building materials — doors,
windows, floor (46 %) and manufacturers of woodvesrgroducts and housewares, including wooden
packing (22 %). Picture 21 shows the data of expiosawn hardwood boards as compared with 2002-
2005.

Export of sawn hardwood boards in 2006, thousand/f

700

626,1
600 - 567,6 554,6
493,6

500 + 447

400 +

300 A

200 +——

100 +—

0

2002 2003 2004 2005 2006

Picture 21 Latvian export of sawn hardwood boards in 2006.
Source: Latvian Department of Statistics
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In several recent years when there is competftiomaw material and after increase of prices
of workforce and power resources, concentratiomafufacturing power is stimulated and the number
of enterprises decreases. About 20 sawn timbewufaaturers of 550 are large, which use modern
technologies and manufacture the major part of sawrer products. Modern manufacturing
technologies and processes are developing: the nmégufacturers implanted equipment for
desiccation, assortment, aging and impregnation.

Wood panels

The number of manufacturers of wood panels ineasree times from 1993 and the amount
of manufactured products increased 5 times. Lgtvaaluces most wood panels in East Europe. In
2006, as compared with 2005, export of wood pamgeased in 11.1 %. The change of Latvian

export of wood panels is given in Picture 22.
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Picture 22 Latvian export of wood panels in 2006.
Source: Latvian Department of Statistics

Furniture industry

In 2006 general value of manufactured furnitures 88,5 min LVL. In 2006 the value of export
of furniture was 78,9 min LVL. The main countriesforniture export are Denmark, Germany and
UK. The value of furniture imported from Lithuanoland and Italy was 26,25 min LVL. Latvia has
perfect conditions for developing manufacture ofnfture. The main conditions for this are
investments in human resources and technologiesndsrof export of furniture in 2002-2006 are

presented in Picture 23.
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Export of furniture in 2006, min/LVL
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Picture 23Latvian export of furniture in 2006.
Source: Latvian Department of Statistics

About 200 enterprises (mainly small and mediumhich have about 12900 employees,
manufacture component parts of furniture. Investi@m modern technologies guarantee success for
enterprises that manufacture pine, birch and dla®iture and for those that manufacture furniture

components of glued girders. The amounts of soffitiure are increasing as well.

WOOD PROCESSING AND FURNITURE INDUSTRY IN SOUTH LAT VIA

In South Latvia, which is composed Lettigallia afemgat regions that have such centres as
Bauska, Jelgava, Jekabpils and Daugpilis, have 83@renterprises of wood processing and furniture
manufacturing. This makes over 20 % of all Latwveamerprises of wood processing. South Latvia has

great forest territories and retrieval of propastyn process.

There are over 80 enterprises of wood processidg@niture industry in Jekabpils region and
this makes the biggest part (about 30 %) of akkgmises of wood processing and furniture indusstry
South Latvia. This is rather big number having imdnthat a great part of all Latvian enterprises
concentrate in the outskirts of Riga. Table 7 giadist of the main enterprises of wood processing

furniture manufacturing in Jekabpils region.

Table 7.The main wood processing and furniture manufactumg enterprises in Jekabpils region

Enterprise name Enterprise activity, products

Flora, SIA Various wooden constructions, windows, fittings
Breku Studenti, firma Wood sawing, wood preparation

Kalna Babini, SIA Wood sawing, initial wood processing

Slijas mezs, firma Wood preparation, initial wooagessing
Medaga, firma Round wood sawing, initial wood ps®irg

Alibi, SIA Initial wood processing

Altaira koks, SIA, dkabpils filiale | Initial wood processing

Atstraumes, SIA Initial wood processing

Balt Forest, SIA Initial wood processing
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Birznieki, zemnieku saimni&ga

Initial wood processing

Celmares, SIA

Initial wood processing

Celmares, SIA, Kokapsades
cehs

Initial wood processing

Dizmezs, SIA

Initial wood processing

DLLA, SIA Initial wood processing
Eferts, SIA Initial wood processing
Elvis V, SIA Initial wood processing

Endzelnieki, SIA, Razotne

Initial wood processing

Gerigi, zemnieku saimni@ba

Initial wood processing

Holz-Kop, SIA

Initial wood processing

Jkabpils kokapstdes
uzmeémgjdarkibas park

Initial wood processing

JK Plus, SIA

Initial wood processing

Kalnberzi, zemnieku saimniéla

Initial wood processing

"Kontekss, SIA, Razotne

Initial wood processing

Lakstini, zemnieku saimnigba

Initial wood processing

Latega, SIA Initial wood processing
Lejas &rani, zemnieku Initial wood processing
saimnietba

Liepas-AK, SIA Initial wood processing
Madaras, zemnieku saimniba Initial wood processing
Marea, SIA Initial wood processing

Matiss, individdlais uneémums

Initial wood processing

Maju koks, SIA

Initial wood processing

Masani-1, SIA

Initial wood processing

Oslejas, zemnieku saimniba

Initial wood processing

Ozols, zemnieku saimnigsa

Initial wood processing

PaediSi un partneri, SIA

Initial wood processing

Palete 98, SIA Initial wood processing
Ramt, SIA, Razotne Initial wood processing
Reals, SIA Initial wood processing

Restaurators, SIA

Initial wood processing

Restaurators, SIA, Kokapattes
cehs

Initial wood processing

Ritma un partneri, SIA

Initial wood processing

Saka Prodeks, SIA

Initial wood processing

Saulgriezi, zemnieku saimni®a

Initial wood processing

Silpec, SIA

Initial wood processing

Sipoli, SIA

Initial wood processing

Sipoli, SIA, Kokapstides cehs

Initial wood processing

Talla, SIA, Kokapstdes cehs

Initial wood processing

Viedoklis, SIA

Initial wood processing

Virma, SIA

Initial wood processing

Zagini, zemnieku saimniéba

Initial wood processing

Likra, SIA

Furniture manufacturing and marketing

Arita, mébdlu darbrica

Furniture manufacturing

Goba koks, SIA

Furniture manufacturing

ULD, SIA, Ekabpils filiale

Furniture manufacturing

VK mebeles, SIA Blanks for furniture manufacturing, fitmne manufacturing

Jekabpils miSk urédija Marketing of round wood, services of wood lmgdand
transportation, services of economical forest @gtiv




Jkabpils miSk; urédija, Briezu Round wood marketing, wood loading and transpamati

girininkija services, services of economical forest activity.
Jkabpils miSk, uredija, Slpils Round wood marketing, wood loading and transpamati
girininkija services, services of economical forest activity.

In 2005, according to PHARE program for sponsqrshiakabpils Park of wood industry
enterprises was established in former prison tewitThe aim of establishing this park was creatibn
supporting point for wood manufacturers. Also itsqdanned to establish a training centre, however
this idea failed to be implemented thus far. Thisld be a pole axis for creatingvod cluster.

Presently premises of the park are rented for fooal manufacturers: enterprise “Indrikis”
manufacturing prefabricated wooden framework housSe®B Timber” which did not started its
activity and is still trying to attract money ofhet structural funds, manufacturers of doors - ‘t5od
sistems” and “Deiroor”. Maybe this is because opipblic organizations (Jakabpil council, public
enterprise “Vidusdauguva”, Ventspilis council, Kwda council, LMF and Latvian university of
agriculture) take part in project development antegrises thamselves do not show their initiative.
At present the largest and most successful enserfmi this park is “Gaujas koks” that manufactures

desiccated and planed wood. The enterprise alieadgted 1.6 min LVL in necessary equipment.

CREATION OF WOOD CLUSTER IN SOUTH LITHUANIA

Lithuania does not have yet a system of politicebns oriented to formation and development
of clusters, however preliminary work is in processveral studies were done on different industrial
sectors due to record the origin of creating chsstmany seminars were organized for businessmen
where clusters, their significance and role weesented. In two national documents significance for
strategy of creating clusters was recorded:

- Strategy of permanent development of the Republlicithuania, passed by decision No.IX-
1187 of Seimas of the Republic of Lithuania aszthlof November, 2002. Under this strategy
an agreement was made with Kaunas University ohielogy for making a research “A
Programme Study on the Development of Lithuaniagustrial Clusters” which should be
finished in 01 12 2005. Among the most importargksathat need to be implemented at
national level in order to achieve strategical afrindustry development, strategy plans “to
prepare and implement a strategy of attracting staents to Lithuanian industry, which
stimulates “empty field” investments, and with istraents involve Lithuanian enterprises into
nuclei of knowledge economy (clusters)”.

- A strategy of Lithuanian economy till 2015, pas$sdthe Government of the Republic of
Lithuania in 2002. The strategy was prepared fergariod of 2012, whereas it was planed to

prepare clusters’ strategy in next five years: lildnia has little possibilities to become a
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creator of new products or new technologies antt theorter, its part in new manufacturing
spheres (and perspectives for export of such ptejlis possible only after involving into
clusters of manufacturing”.

At present sector of wood processing and furnitne@mufacturing is the most rapidly developing
sector in Alytus district, therefore most hopess&eon this sector and municipal government pags t
most attention. Summarizing the data provided hiidanian Department of Statistics it can be stated
that in South Lithuanian region there are more th@@ enterprises and private persons, who work
under licences, which work in initial wood processi manufacture of furniture and their parts,
manufacture and market of woodworker products.

Products of wood processing enterprises in Alytissridt make 7.2 % of all products that were
manufactured in the region. Alytus district is thest forested district in Lithuania; in additiobhas
the cheapest workforce. Due to these and othepmsais is assumed that the region is suitable for

successful development ofrsod cluster.

CREATION OF WOOD CLUSTER IN SOUTH LATVIA

From 2000 Latvian industrial policy has paid maemed more attention to a cluster as an
instrument for stimulating industrial competitiviilities.

A project “Support for Reorganization of Induskr@uster”, funded from funds of the EU
PHARE programme for sponsorship, was the firstatiite designed for examination and stimulation
of industrial cluster development. This project Bmir clusters: Forests, Informatory technologies,
Engineering and High technologies.

The main governmental support is coordinationhaie of industrial clusters, determination of
ongoing shortcommings in business environment, wétion of international public relations,
marketing and export, consolidation of collabonatidbetween industrial enterprises and
academic/training institutions. Collaboration betweauthorities and ministries is the next important
task in the development of cluster initiatives ithuania.

Having limited natural resources and limited R&Ipossorship in various technological
spheres, Government identified several sectorshictwLatvia has relative advantage in comparison
with neighbour countries. These are informatoryhtedogies, pharmaceutical industry, materials
technologies, biotechnologies, wood industry andeahimaterials. Some of them actually are heritage
of the Soviet period when it was difficult for Lédvto specialize in some branches of industry and
when it was mainly supported with products fromeotrepublics of the Soviet Union.

For further development of these industrial brasc@&overnment stimulates creation of the so-
called industrial clusters. PHARE project, that wWasshed in September of 2001, identified four
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potential industrial clusters for further developrheengineering cluster, cluster of informatory
systems, cluster of forests and cluster of mixetensds.

Government supports creation of these clustersdowating cluster activities, carrying out
projects related to further development of collabon between participating enterprises and
international campaign of activity promotion andbpe relations. Latvian agency of economical
development, which concentrates all accessibleuresse that are necessary for a more effective
development of industrial clusters, was restructuie 2001. Latvian agency of economical
development also maintains constant relationship amterprises in order to identify and eliminate a
shortcomings in business environment.

e Cluster of informatory systems:

When PHARE project was finished, Latvian assoeiatof informatory technologies and
telecommunications started creating cluster ofrmfatory systems. Regular meetings of coordination
board took place, strategical questions about elugevelopment with executives of interested
enterprises and organizations were discussed. Wipkioups specializing in specific spheres, such as
the following, were established:

- Development of human resources;
- Education;
- Product development;
- Business environment;
- Marketing and public relations.
e Cluster of science and high technologies

Cluster is concentrated on research sector amd ja@searches and industry. Project aims at
creating innovative environment which can guarantdermational supply and effective use of
science and research potential.

e Engineering cluster

The main plan is to concentrate cluster developrorrgutomation and knowledge managment
systems. This is one of the most promising trerfdbie sector on the increase of the need of world
markets and prospective increase of the local maekesting excellent working skills, especially in
the spheres of design, programming and exact eleagchanisms.

e  Cluster of forests

Unlike previous clusters, development of foreststdu is influenced by slightly different
sectors. Since forestry is a well-working sectbe main problem is increasing added value in rdlate
sectors, which are mainly the only sectors in Lathiat have rather big base of raw material. Latvia
cluster of forests can be defined as a wide sysftieznllaboration between industry and services Wwhic
is connected with sectors of science and educa@idwse cooperation and coordination of making
decisions between public institutions that are eated with forest and wood industries, as well as
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between professional associations, is a perfectopaition for successful development of a cluster.
Constant data base of cluster’s profit and efficyeprogramme and also other initiative programmes
are drawn up, governmental, especially Liepoja Redeki’s free economic zones (which still have
great possibilities for development) are presented.

Latvian Ministry of economy presented Governmenthwprogramme of export support for
2005-2009. It was prepared as a continuation abnak programme of Latvian foreign marketing,
which ended in 2004. The programme aims at acttwmuation of international competitive
possibilities of Latvian enterprises, influencesgteation in new markets.

The main product of Latvian export is wood argl ptoducts. The authors of the programme
indicate that power of enterprise export does epedd only on competition possibilities but on othe
features as well. Therefore, on purpose to detertiie branch development trends that stimulate
export, it is necessary that every every branchlavdatermine the most significant whole of features
that determine competition possibilities. The osityprtcomings in the marketing of Latvian wood and
its products to be mentioned are insufficiently evigroduct specialization (Latvia is in 103 position
out of 114 wood exporting countries) and poor &pilo adapt to the changes of world needs in the

wood market (105 position among 114 exporting coes).

CREATION OF WOOD CLUSTER ON CROSS-BORDER

By using theoretical and practical informationttthwes analyzed earlier, the strategy of creation
of Wood cluster in South Lithuania and South Lataa be divided into 7 steps:

FIRST STEP: identification of clusters of certain spheres in e top flight, knowledge
interception, choice of the best variant.

The idea to establish wood cluster was begun teldpvand implement by Association of
Alytus Region Businessmen, which unites over 32@mpnises functioning in South Lithuania.
Example of wood cluster functioning in Nassjo regi®&weden, had especially big influence on the
strategy of creation of Wood cluster. Park of waadlstry enterprises was established in Jekabpils o
the initiative of the government of Latvia accoglito PHARE programme. Jekabpils branch of
Latvian Chambers of Commerce and Industry, whicm ithe park and maintains close cooperation
with wood industry enterprises functioning thereesl preparatory works for creation of cluster. By
pursuing project “Creation and Development of Wd&lidster on Cross-border” of INTERREG IIIA
programme of Lithuanian-Latvian-Belarussian neigithood, possibilities for uniting potentials of
both countries and creating united wood clusterameared.

SECOND STEP:collection of information about cluster’s role inlocal economy.

Detailed analysis of wood industry was made onudatkian and Latvian, as well as on South
Lithuanian and South Latvian scale, wood processntgrprises functioning in the regions were
identified, their activities, needs, markets of revaterial import and manufactured products export
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were determined, main obstructions that prevergrprise development and their need for qualified
labor force and technologies were determined, priger executive’s attitude towards potentials of
business and science cooperation was settled, tabiel discussions together with executives oflloca
banks, journalists, logistic enterprises and reprgives of science and municipal government were
organized. These discussions revealed interesthewiand potentials of future cluster partners.
THIRD STEP: to form a team of leaders.

The main step in creating clusterization initiagivie the early formation of Group of Leaders
that would satisfy cluster particularities. Preserthe Group of Leaders is made of 7 persons:
President of Association of Alytus Region Businessmexecutives of 4 main enterprises of cluster
nucleus: UAB (Joint Stock Company) “Termosréaig Ko”, UAB “Jundos stali gaminiai“, SIA
“Breku studenti” and SIA “Selko,” Executive of Peajts of V$ (Public entity) ,Pieq Lietuvos verslo
kooperacijos centras®, Director of Latvian Chambefr€ommerce and Industry of Jekabpils branch.
This Group of Leaders was not created artificially it formed during several recent work years @hil
visiting various foreign countries, analyzing ckrsperspectives in different countries, participgtin
exhibitions and implementing a range of commoneguty.

FOURTH STEP: FORMATION OF CLUSTER'’S VISION.

Vision of wood cluster of South Lithuania and Sougtvia is not developed fully. The vision
will be more defined and specific in length of tirbecause the essence of cluster's competitive
environment and potentials for cluster members kéllmore and more understood during common
work.

Cluster’s vision and strategy are best reflecte@lirster’'s map given in Picture 23.
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Picture 23Cluster’'s map

61



Description of wood cluster’'s map
Strategical aim:to become wood cluster, functioning practicallyopass-border, until 2010.
Cluster’s tasks:

- to unite wood enterprises of South Lithuania andtSdatvia,

- to reduce enterprise and product expenses,

- to make cluster enterprises competitive in varimaskets

- to combine business and science interests, needscaentials.

In Lithuania and Latvia institutionalized cluster meterprises are being establishedhich are made

of cluster Director, Executive of marketing depaetity Executive of advertising department,
Executive of logistics department. Virtual relasbip and cooperation is maintained between these
enterprises.

Cluster managementactivity strategy, orientation to potentials xlglity, optimal speed of decision
making.

Strategical resourcespartner networks (emerged naturally during sdvgears of cooperation);
developed cooperation, perspective employees goeresxprepared by using special programmes; the
most profitable products (solid furniture, woodénkered houses, houses of bonded girders, natural
wood interior and exterior decoration); for custesn&hose earnings are average and bigger than
average; products which have value that can beased (furniture made of wood splint panels).
Capital sources wood enterprises, equipment suppliers, logistitemrises, banks, educational
institutions, public institutions, funds (structlraf risk capital, private).

United cluster forcegmembers):

- Enterprises of South Lithuanian and South Latvegians, which have to satisfy requirements.
They have to be reliable, clearly specialized, apein in achieving common aims, recognizing
cluster requirements.

- Organizations serving business: Business AssoniaifoAlytus Region, Public Organization
“Business Cooperation of Southern Lithuania”, LatviChambers of Commerce and Industry,
other public institutions.

- Educational institutions: occupational training tes, labor market training centres,
universities, their branches.

- Authorities: Alytus city municipality, Jekabpilsea municipality, municipalities and ministries
of other areas.

United cluster forces

1. BAAR: Business Association of Alytus Region. On purptmsdevelop enterprise cooperation system and eeduc
expences of representative enterprises of SMB (samdl medium business), Business Association ofuslyRegion was
established in Alytus, that aims to stimulate dghiment and development of small and medium ent&p and guarantee
accessibility for quality business services angferential terms to Alytus county businessmen.

Main activity directions of BAAR:
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e Solving business problems in legislative body aodybexecuting laws;
e Preparation for projects designed for improveméitusiness environment and their management;
e Implementation of cooperation ideas;
e Situation of SME enterprises in Alytus county isksed,;
e Businessmen’s problems are discussed and solhaabjperation with city and district municipalities;
e Active participation in the work of business comaion board by analyzing especially important
business problems and discussing business prqeztsnted,;
e Cooperation with social partners in Alytus county;
o Cooperation with foreign partners.
BAAR unites 320 enterprises of SME that can be matemembers of wood cluster.
After becoming members of association, enterpiiséisctively represent their business:
e Protect legal interests in authorities of the Réipudf Lithuania;
e Express opinion of group of businessmen;
¢ Influence authorities of all levels in formationtbe environment favourable for business;
e Guarantees accessibility of quality business sesvand on preferential terms.

The board of BAAR is initiator of Wood cluster wias upheld cluster creation initiatives since 200& likely
that AKVA authority and importance in South Lithiemvill increase after establishing Wood clustero$ that are done
will be stimulus for new enterprises to join the@sation and find their place in cluster in suciyw

2. VSI “PLVKC” : Public Organization “Business Cooperation of 8eut Lithuania’was established in 2002 by
BAAR. Its main aim is to cooperate business enteeprby helping them to become more competitivihénmarket and
apply various business models. Main activitieshef¢entre:

- Representation for businessmen’s interests;
- Common projects in assimilation of financial resmg of EU structural funds;
- Search for the markets and buyers;
- Search for employees in accordance with employergiirements;
- Discounts for fuel;
- Discounts for car and property insurance;
- Cheaper legal services;
- Cooperation of buying materials and raw materials.
Cooperation model, tested in this centre, fumaisuccessfully, therefore it only needs to be rdduecluster.

Successful activities of this cooperation centré benefit that can be easily seen and named stienetderprises to
search for new methods to reduce expences. Inwaglenterprises will join cluster’s activity easdyd with little effort.
In addition, enterprises have been functioning ttegie for several months already, thus there willnwe process for
“warming and adaptation.”

3. VY “Verslo kaimelis” (“Business village”) represents the interests MESenterprises which are located in
Pramoms street 16, Alytus. This is an original clusteiting 46 SME enterprises that have manufacturirggaaf 100000
m?. Presently a detailed plan is being prepared ampdeimented in this territory (by the way, in onlyAlytus), facilities
are being developed in the place where it is pldrineestablish wood cluster.

VS “Verslo kaimelis” and its enterprises are inteeéstin creation of Wood cluster very much. Alytus
Demonstration Centre of Wood Technologies will bétpbfacilities will be arranged and roads will beilt in its territory.
In village territory there will be possibility forenting conference rooms and arranging businesgimgeg scholars,
advisers and experts will be brought in for solvimgsiness problems at any time depending on thdsneeany vallage
enterprise, slucter member. Enterprises of busividage know each other very well and are famitidth all the matters.
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It is considered that these enterprises, of whiah major part works in the field of wood processitrgnsport and
advertising will be one of the first cluster mente3ome oft hem already are active cluster members.

4. Chambers of Commerce, Industry and Craftprovide information about business conditions & ¢buntry and
abroad, foreign products and services, plans ofbéidns and fairs, business offers, organizesrivggonal exhibitions,
missions to the EU and other CIS countries. Thigyeaooperates with BAAR.

5. VS] “Alytaus verslo inkubatorius” (“Alytus Business Incubator’JAVI) provides help for enterprises that start
their activity, stores and provides information abbusiness and investment innovations, advisesaoious business
guestions, makes market researches, looks for @sntdth European Union, eastern countries and Araerincubators
and innovation centres. Incubation enterprisesngegirated support during first years of their atfi

Main activity directions of Alytus Business Incubat

e Spread of information about innovations, innovagvejects, EU support for business development.

e Help in preparation of innovative projects and mdisition of financial resources of EU structuranhdis;

¢ Inforamation about technological news and searchpfrtners to obtain new technologies. This enditso
organizes various free courses (e.g. computeaditgr

6. VS] “Verlso angelas” (“Business Angel”) which organized pupils and snoi$, gives free advises on starting
business. It provides universal help from the itteghe start of business. The vision of “Verslo elag” is a chain of
national and international level organizations varserves for improving economical, political andteal condition in all
country and creates favourable environment fotieg@new business and cooperation with foreign toemas well.

The mission of “Verslo angelas” is to educate reentatives of the young generation as enterprisgopalities
through implementation of various projects and progmes, who would integrate easily into businesgrenment after
their studies, be able to use their energy and ledye for team work with experienced businessmeth jam to
implementation of new business ideas.

Presently this organization is creating busines® riva Alytus, collects information about enterprisaad
familiarizes pupils with business fundamentals #mel like. Cluster that is starting to function amémbers of “Verlso
angelas” have good cooperation relationship: “asigésit enterprises and communicate with theircastves.

7. Alytus Occupational Training Centre prepares employees of the following occupations) aie able to work
in enterprises of wood processing and furniture ufesturing:

- Joiners (it is more oriented to joiners — cabinddeng);
- Organizers of construction business (joiner’s sgégtion);
- Training programme of brick wall, installation acdncrete pouring works (bricklayer-joiner).

Alytus Occupational Training Centre is an officj@rtner in creating of Alytus Demonstration CentfeWood
Technologies (AMTDC). The task of this centre ispi@pare programmes by teaching employees to widttk @ach
technical mechanism, which is Alytus Demonstrattantre of Wood Technologies, and adapt them.

It is agreed that several employees of Occupatidrgihing Centre will become members of expert grothus,
cluster and Alytus Occupational Training Centrelvailways have mutual close relationship that isedasn close
partnership.

8. Alytus Collegeis the only institution of higher education in Soltithuania which prepares business managers
for wood industry. Thus far the college does neppre managers for wood industry, however in thimgpf the coming
year programmes for preparation of specialists manmesuch field is being prepared. AssociationAlftus Region
Businessmen and Alytus College has signed an agmdior students’ practice in enterprises of asdmn.

It is likely and it will be aimed at making closertacts between cluster and Alytus College pecskege students
will do practice in wood cluster enterprises, exa®s of enterprises will be supervisors of theiukse papers and thesis,

in such way “raising” employees for their enterpaswho already know particularities and requiremenft a certain
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enterprise. Alytus College will get feedback absutdents’ preparation for work, will be able to reat its programmes
and work methods in order not to lose touch betwksmand and supply.

9. Professional Training Centre prepares employees of the following occupationkp vare able to work in
enterprises of wood processing and furniture mattufang:

e Joiners (it is more oriented to joiners — cabindtang);
e Organizers of construction business (joiner’s seition);
e Training programme of brick wall, installation aconcrete pouring works (bricklayer-joiner).
One little group of joiners, made of 25 persossprepared each year as well. There are 2 leve]sirers that are
prepared: the so-called joiners of 2 and 3 levelle@e also prepares trade businessmen for woadind

Wood enterprises ar@llytus Occupational Training Centre already haveselcooperation relationship because for
enterprises it is vitally important to have and mtain young employees. It is considered that aftablishment of wood
cluster, cluster and Alytus Occupational Trainingn€e will have close relationship per se; studeptepared by
Occupational Training Centre will do practice inadocluster enterprises, enterprise specialistsisadvby one expert
group, will be supervisors of their works in suclayw‘raising” employees for their enterprises whoeatly know
particularities and requirements of a certain gmise.

10. Kaunas University of Technologywill provide help for enterprises in creating vars strategies and models
for increasing labor productivity and creating adid@lue. It will also provide help for preparatiohexperts who would
be able to consult wood cluster enterprises.

Cluster’s creation is valued very positively byjandty of Alytus banks. AB Snoro bank is considetede the main
partner in creating cluster. YSPiety Lietuvos verslo kooperacijos centras” and thiskohave made a contract for
discounts for member enterprises of AssociationAbftus Region Businessmen. Enterprises value tlaakbvery
positively. Common meetings of association memlagrd bank representatives are organized severas amgear. The
participants discuss communication problems andenticisions in order to solve them in the ways #natthe best for
both sides.

Also during the last five years board and admiat&in of Alytus city municipality were incorporatéato cluster
creation, cooperation agreements were signed,fpiobuilding AMTDC was given, co-financing decisidar projects,
connected with cluster creation, was made.

11.Centre for Education Initiatives in Jekabpils (CEI) was established with the aim to promote jmudlvareness
about the role of education in creating humanedamocratic society and to promote life-long leagniar the people of
Latvia.

Centre for Education Initiatives:

- implements projects related to education, developrokcivic society and society integration

- organizes seminars and workshops for educatorentsarmunicipalities authorities and NGOs and other
stakeholders in all regions of Latvia

- implements teacher in-service training programmes

- carries out research in education and integrati@itmic minorities and at risk groups of society

- provides access to resources (books, magazinexsjidvailable at the centre

- publishes teaching methodology books for teachpenrgnts and children's books

- provides consultations for schools and other edreat institutions, municipal and regional goveigivodies and
other organisations as well as individuals

- invites to co-operation on various local and in&ional projects.

12. Latvian Chamber of Commerce and Industry(LCCI) is a non-governmental, voluntary organiaatiuniting

Latvian companies of different sectors. The ainthef organization is to create favorable businesg@mment, represent
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economic interests of Latvia's enterprises and @ffisiness promotion services. LCCI representsiessiinterests through
a dialogue with national and local governments gandicipates in the drafting of commercial legigatin Latvia.

13. Latvian Timber Producers’ & Traders’ Association. The Latvian Timber Producers’ & Traders’ Associatio
(LTPTA) is founded to favour, in collaboration withe state administration, business and internatiorstitutions, the
development of Latvian largest export branch, trenftion of a stabile economic environment for libeal enterprises
related to export of sawn timber and other proattiseer.

The basic tasks of LTPTA are:

- Co-ordination of Latvian legislation, what applieseconomical environment and others with timbedprct
production and export connected industries devedspinwith legislation of the EU in the process af\ia
entering the European Union.

- Sawn timber and wood products market investigadio forecasting, acquirement of new markets.

- Formation of the policy of raw material market.

- Improvement of the state economic policy to createvourable environment for the development of the
branch and improving the effectivity of export bétprocessed timber.

- Participation in improvement and realisation of tlavian wood policy, facilitating the sustainalkled to
environment friendly wood operation, guaranteehgglbng-term and successful provision of the bramith
raw materials and increase of export of timber pobsl

Cluster policy is implemented:

- In respect of the markets: develop markets thragtghng image by using collective

relations.
- In respect of human resources: to guarantee ificiumber of employees who have
the highest competence.

- In respect of technologies: to provide the most enndechnologies.

- In respect of development: by carefully selectiagipers.
Cluster’s advantages are useldrough: specialized activities (marketing, logist attendant branches,
information technologies, design, planning, legalviees, accounting); shering information inside
cluster (all are interested and free); united nemments (for work quality, employees’ qualification
doing works timely); priority effect (to see, uselvertise, instill).
Cluster innovativenesss seen through implementation of new ideas inr®ss according priority
effect, technological advantages and synergy ofinees and educational interests, needs and
potentials.
Wood clustetechnologieshave to be the most modern and meet enterpriséreatents.
Clusterbuyershave to be clear in territorial principle (EU, Rizs World countries), value quality and
be prepared to pay for quality.
Clustersuppliers supply basic wood products, specific serviceshnelogies and equipment.
Knowledge about marketknowledge about buyers and competitors in locatkets, as well as on
EU and world scale; attraction of buyers, suppliansl competitors in each market; strength and
vulnerabilities of buyers, suppliers and competitoreach market.
Cluster’s structure is presented in Picture 24.
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Picture 24Cluster’s structure

FIFTH STEP: CREATE PROGRAMME FOR URGENT ACTIONS

To implement short-term projects that would stintellprocesses of wood cluster creation and
functioning (e.g. collective active participation exhibitions and fairs during presentation of own
activities and products, participation in businesissions and search for suitable markets and new
potentials for cooperation. In this step it is afmressary to define dimensions of cluster activity
expected results, determine necessary resourcesdantfy specialized capabilities, knowledge,
present contacts, useful for implementing particyleojects, of members that are inside cluster.

By general agreement on the basis of creationaafdacluster in South Lithuania it was decided
to choose the establishment of Demonstration Cafti@ood Technologies (MTDC) and after that
create wood cluster around it. MTDC is importantwood cluster creators because Demonstration
Centres of Technologies usually unite modern a@ments in technological equipment sphere of
certain objective industry sector. Demonstratiomt@ss of Technologies are created on purpose to

improve employees’ professional qualification ofrtmalar industry sector, stimulate spread of
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modern technologies among enterprises and eduehtiesearch institutions of particular industry
sector, cooperation with business enterprises. ,Ttiusugh activities of demonstration centres of
technologies, industry development in long-ternspext is guaranteed.
SIXTH STEP: FIXATE CLUSTER
The task of this step is to establish organizdithstitution which would support clasterization
processes in the future and coordinate partnetwrec Since cluster should become internatioma!, t
best decision is to establish two institutions (@amelithuania and one Latvia) that will combine
actions useful for cluster.
SEVENTH STEP: RENEW ACTION PROGRAMME
Because Group of Leaders is formed, motive powearéated and use for cluster members is
generated, the time comes for renewing programmstrafegical actions. Long-term activities and
activities of bigger risk can be started withoskrin cluster initiatives.
In this step essential works of cluster fixatioa done:
“Cluster’s head” is formed, which is comprised aisters established in South Lithuania and
South Latvia.

- Works for reaching cluster’'s strategical aim arsalocooperation of wood enterprises is
stimulated; meeting of executives of wood clusteembers is called, questions about
enterprise specialization, activities, productienvges, division of labor and etc are discussed;
responsibility agreements between member entegp$envood cluster are signed; product
which will be produced in this cluster is choseates of product manufacturing and quality of
a future product are discussed, works are divatedng cluster enterprises; specialists of the
highest level are attracted; designer, marketirdyadvertising specialists’ services which will
be necessary for cluster are determined, distobati channels and conditions for
transportation of cluster manufactured products aralysed; it is decided on the ways and
sources of supplying necessary raw materials aridnwdiuster enterprises can do that in the
best way; necessary technologies for planned ptodanufacturing are determined; marketing
work is begun; the fastest and cheapest way faioibg and spreading information in ckuster
about raw materials, products, markets, technospgeholarly achievements and tendencies is
guaranteed. After doing the works mentioned eantisvduct is started to be manufactured and
all problems conserning its manufacturing are tatkl

- Cluster's internationalization and integration iimiternational clusters should be implemented

acording the scheme, presented in Picture 25.
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POTENTIALS
It can be stated that stimulation of enterpriseperation and clasterization initiatives increases
their competitive abilities, stimulates their trdios to greater manufacturing of value added pobsiu
stimulates knowledge exchange and implementatiorewf technologies.

Close cooperation and constant maintenance diagetawith higher education and vocational
training institutions, science-research instituiasgrception and spread among cluster enterpo$es
positive experience of these institutions and tlestrmecent achievements in science sphere are also
one of the main activity pecularities. The estdishent of wood cluster is an objective response to
SMB challenges and real potential to use theselertgds in creation of higher added value and
competitiveness of each particular cluster enteeprieal chance to survive in the global market.

Project of INTERREG IlIA programme of Lithuaniaradvian-Belorussian neighbourhood,
runned by Association of Alytus Region Businessraad Jekabpils branch of Latvian Chambers of
Commerce and Industry, could become the basis feweldping clusters further and
internationalization. On the same purpose it wdwddclearly shown that cooperation of enterprises,
regions and EU countries is determined not by gowental initiatives and project financing but by
consciousness of enterprises themselves.

If on the basis of clusters united business sydtetween South Lithuania and South Latvia
would be created and virtual cooperation would kgetbped, it would be possible to compete in
international markets successfully and with oneet.c

Since it is considered that Demonstration Centré&/obd Technologies, which is planned to be
established, should become the axis of wood clusfteSouth Lithuania, wood enterprises in South
Latvia could use the wonderful opportunity to imypeaheir employees’ qualification and abilities to
work with the modern technologies and equipmentdkeilegating them to wood cluster of South
Lithuania. Detailed situational analysis, study aadculations what is more useful should be made:
whether to create individual training centres, prepappropriate specialists for them all, buy and
renew technologies or establish one demonstragotre of wood technologies in Baltic States (which
in any case will be built in Alytus) and save moiieythe use of other aims that are important ribee
less.

For sucessful development of clusters is recometena implement cluster's strategy and

model, presented at the methodology.
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