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I International Competitiveness in Industry - Key Is.wes 

1 The rationale or and scope for outward-looking industriali7.ation strategies 

1.1 The c:rim of inward-looking industrialization strategies 

One point of departure of considerations on economic and overall social development is 
population growth (1989 - 2000 1.6 ~ pla; to 6.2 billion persons). This as well as 
aspiration levels that are nowhere sinking are bursting the traditional structures of economy 
and polity. A second point of departure results from the intemive dynamics generated by 
scientif"1e and tec:hnolocical dum&e, including the emergence of new technology-related 
forms of organii.ation. Individual nation states can do little more than exercise a limited 
measure of control over these dynamics in given areas, while industrially underdeveloped 
countries are powerless to influence them at all. Yet they are giving rise to global 
adjustment processes, among other things via transfers of technology and forms of organi
ation. A third point of departure has emerged in the past three years in connection with the 
collapse of three patterns of economic: organization that shaped some of the basic 
structures of society: 

the socialism characterized by all-ecompassing planning, with its view to forced 
industrialiation ootside the frame of reference defined by the •world market•; 

national CS'.,italism, with its likewise one-sided inward orientation, high !evels of 
interventiomsm and inefficiency; and 

neoliberalism (9market and free trade·), which foreshonens market theory and 
exacerbates existing economic, social, .and ecological imbalances. 

These three simplistic ideologies share some common ground: "vis-a-vis the intrinsic 
function of the state and the specific springs of a national government, • 1 they are blind in 
both theoretical and practical terms. They ignore the fact that scope for industrialii.ation, 
competition, and welfare are created from the recognition and full utilii.ation of latent 
development potentials as regards the global economic frame of reference. i.e. that any 
national base of comparative advantages in international competition is for the most part 
"man-made•. They fail to come to grips with the process of technological and industrial 
change, in particular with the new techno-economic paradigm that is changing industrial 
production and industrial society. 

Inward-looking industrial development - via the alternative offered by the socialist 
system or within a national-capitalist framework - failed to take adequate account both of 
the dynamics of scienlific and technological chang(; and the demands placed on social 
transformation capacity by society and the international market. What has proven possible is 
extensive growth and quantitative success in industriali1..ation, but without any 
approximation to the international level of productivity. This holds true even when 
endogenous dP,velopment potentials are intensively mobilized and gre.at social efforts are 
undertaken. Ever. at high rates of investment, national resources (e.g. energy and capital) 
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were wasted because these countries failed to create \!fficient structures. The more intensive 
the vertical linkages tended to be, the more was inefficiency passed on along the linked 
chain• of production. 

The extreme bias in incentive structures against agriculture and exports gave rise to an 
isolated industrial sedor the dynamics of which were largely determined by government 
interventionism and domestic demand. There was a distinct lack of pressure to push for 
increases in productivity. Low competition found expression in low-qwlity, high-price 
products. Industry demanded little of the service sector. 

11te national-apilalist inward orientation saw enterprises benefitting from permanent 
protection and subsidies, while they experienced little pressure to step up their 
technological learning processes and to gear their organizational and marketing planning to 

the world market. The more dynamic, technologically exacting :ndustries attracted 
subsidiaries of foreign corporations that were often quick to adjust downward to the 
exigencies of the domestic market. These industries as well as state-owned enlerprises, 
often with conspicuously inefficient management, further restricted the room open for a 
national private economy to develop. Tendencies on the part of enterprises to diversify 
vertically and horimntally and oligopolistic organi7.ation grew to the extent that the 
investment and production incentives emanating from domestic demand were exhausted. 

Both the industrial associations, representing enterprises which at the same time 
lacked any enduring challenge and were ol:structed in the domestic market. thus being 
induced to gear their activities to rent-seeking. and the trade unions looked to government 
in its redistributive capacity. Government was overburdened by its own planning privilege 
and the rentist-corporatist demands placed on ·it by the associations. One consequence of the 
overburdening of the government budget was a chronic inflation that increasingly saw 
economic policy determined by ad hoc "stab~lization". High requirements for capital goods 
and technology imports triggered chronic deficits in balances of trade and current accounts. 
Government efforts to press ahead with domestically oriented economic growth led in the 
end to the debt crisis. 

Beyond the "world market" frame or reference, it proved impossible to achieve - or 
to make headway with - any sustainably dynamic indust.ialization. In view of economic 
stagnation, social crises, and pressing ecological burdens on the one hand. a growing 
distance to and adjustment pressure from the countries with productivity-driven and 
competitively oriented industrialization on the other hand, nearly all processes involving 
one-sidedly inward-looking industriali1..ation have been ab~.ndoned in recent years. 

Growing populations and the modernization process arc leading to a higher level of 
system complexity, including a "rapialy growing differentiation of subsystems, "2 system 
integration, and national system autonomy: an ensemble of "market" (purposive 
rationality) and "organization" (community relate.does~). more economic rationality 
("market"), adequate regulation ("government"), complex controi C'i!roups of actors"), and 
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democracy c·civil society•) - the constmction of a competition-oriented cooperative 
system controlled via basic consensus, dia~oguc, and a complex interlinkage of actors. In 
order to improve their national transformation capacity, all covntries will have to: 

develop a concept of control that does not refer to traditional concepts or even central 
planning, 

create an organi7.ational pattern that links economy, law, democracy, welfare, and 
sustainability of devdopment, and 

devise and implement a strategy for enhancing international market competence. 

As regards these three dimensions, particularly the concept of control, what is 
important is to distinguish, along institutionally fixed lines, between economy, government, 
and civil society: enterprises are restricted to their own fidd - microeconomic optimization 
of production. Government is responsible for improving, in favor of market economy, the 
legal-institutional, social-structural, and infrastructural conditions, as well as those relating 
to market structures (Ordilngspolitik) and poli(y. Government's task is to avoid and correct 
any negative effects stemming from the market economy. Reforms in the areas of health 
care and education as well as a poverty-related public social policy mobilize civil society. 
The intermediary organizations stmtgthen civil society ar.d democratic institutions. 
Autonomy and self-interest are conditions for any synergetic interaction and for the •art of 
joining•. 3 Dialogue and complex interlink.age are aimed at achieving a finely tuned 
formation of economic and social structures. Optimization of production, educational, or 
research policies requires closer and closer coordination between the relevant groups of 
actors with an eye to developing systems in the various institutionally differentiated 
functional areas (subsystems). The long-term goal is to build a system of complex 
interlinkages between industry and society as a whole. 

The organizational pattern of economy and society as a whole must be adapted to 
the functional requirements of competition-oriented enterprises and market economy, must 
make possible an "active society"4 and increasingly broad social effects, and must diminish 
as far as possible the negative external environmental effects of industrial production. 

The strategy aimed at improving intemational market competence is geared to 
creating conditions adequate to productivity-driven and competition-oriented industrializa
tion. All three dimensions require open search processes. 

1.2 Outward orientation and competitiven5 - how strong is the link? 

One of the primary considerations in any reorientation of economic policy is to create 
conditiort~ adequate to competition-oriented industrial development. This is true of the 
struggle to find stahle political, administrative, legal, and macroeconomic framework 
conditions that gener •. te confidenc.e, strengthen market forces, enhanc.e the average 
pr<Aitability of the economy, and achieve an orientation of the economy in terms of the 
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·world market• frame of reference. Market-strengthening policies. effective government. 
and world-market-oriented specialization are essentials, although, as is emphasized by the 
present report, they are not conditions sufficient for an establishraent of internationally 
competitive industries that will lead to a productivity-driven and competition-oriented 
industrialization. The task is to create leeway for industrialization via a competition
oriented mobilization or endogenous resources. This serves to enhance the international 
competmveness of individual enterprises and to safeguard the international 
competitiveness or national economies, i.e. their capacity to expand their market shares 
or. in the long run, to achieve a higher rate of growth of domestic demand without any 
deterioration of current-account balances. 

Competition-oriented industrialization requires from the very start an o:ientation 
toward the international market: in terms both of the processes of science and technological 
change and the new tecboo-ec:onomic paradigm that is currently unfolding in the industrial 
countries and manifesting major impacts on their industrial production. and, in addition, in 
terms of competitors in the world market. What is approaching its end is not mass 
production but the Taylorist model of industrial organization. Only if the re.quirements 
posed by the new rough technological-organizational-social pattern are taken into 
account will i! prove possible to shape an efficient national industrialization profile 
capable of integration i11to the international economy, not least via increasingly high value
added industries. A lack of orientation of this sort and an active molding of structures will 
prevent any outward orientation from penetrating the international economy on its own (i.e. 
an active integration); instead, the result is ap' to b.: at best a passive integration - on the 
basis of existing comparative advantages. lower value added, and entailing pronounced 
dependence on foreign direct investors. 

J .3 The scope for outward-looking industrialization strategies - the importance of 
supply- and demand-side constr-dints 

The following concepts have underlain all processes of dynamic industriali7.ation in this 
century: 

l. Concept of endogenous development: every society must, on its own account, come to 
terms with technology and its consequences, i.e. recognize its own development reserves 
and fully utilize its existing latent development potentials. The conditions for this are 
national integration and a national consensus on the direction in which social development is 
to proceed. 

2. Concept of national control: The most important groups of actors (government, 
industry, intermc.diary organi1..ations) come to terms on a realistic overall ~1rategy and 
modify it along the lines or tht> requirement profile of the e('onomy. This strategy is 
aimed at an industrializ.ation process shaped by a strong government and a strong economy 
and by cooperative forms of action on the part of the central actors. 
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3. Concept of efficient allocation of resources: 1be task is not chiefly to seek to icientify 
and close •capital gaps•, but instead to undertake efforts to enhance the efficiency of capital 
utilization, the average productivity, and the average rate of return of the economy. As a 
rule, it is possible to mobilize sufficient funding for profitable projects. Productivity-driven 
growth and world-market-oriented competition have proven able to ensure comprehensive 
rationali7.a.tion of the utili7.a.tion of national resources (labor, material, energy, capital), 
which is of the utmost significance in ecological terms. 

4. Concept of strengthening strong market forces: Relatively autonomous government 
creates functioning markets via its regulatory activities, promotes the formation of 
structures, provides incentives for the private sector (e.g. by eocomaging SMEs) and 
contributes toward expanding their room for external maneuver. By reinforcing perceptible 
business initiative and entrepreneurial strengths (pickin& the winmrs), government of this 
sort proceeds selectively, i.e. not globally, and sets store on demonstnlion effects. 

S. Concept of innovation- and export·-oriented networking: The direction taken j-intly 
by the groups of actors is reinforced through interlinkage mechanisms: between workforce 
and management at the company level and among the enterprises themselves, between 
industrial associations and trade unions, industry and private and public R&D, municipal 
and regional administration, as well as industry and state, industry and research, and 
intennediary organi7.a.tions. Dialogue and interlinkage lead to a SJDn'&J of networks that 
intensifies and corrects the role of the market. 

6. Concept of full utilization of existing and development of new specialization 
opportunities: The growth industries of the international economy and international trade 
consist not only of technology-intensive segments, they also include labor- and capital
intensive segments (e.g. toys, sporting goods, clothing, furniture) which also off er 
speciali7.a.tion chances for developing countries/Des that are just beginning with industrial 

development. 

7. Concept of optimization of supply-side strength: The supply conditions available to an 
economy are developed by utilizing advantages associated with learning, interfacing, and 
interlinkage: the core element is national technological competence · the capacity to 
develop a clear grasp of the technologies available, to assess and select the right 
technology, to adapt and improve the technology, and, finally, to develop technologies - as 
the most important presupposition for international competitiveness and socioeconomic 
development. The effectiveness and intensity of technology transfer depend on technolo
gical competence at enterprise and government level. 

8. Concept of the full and optimal utilization or domestic, regional, and international 
market demand: The demand conditions with which an economy is faced are enhanced by 
exploiting the potential offered hy the domestic, regional, and intemationai market. 
Enlarging the dimension or the market via free-trade zones/FTZ, expanded to form 
customs unions/CU, so as to heighten the investment interest of domestic and external 



enterprises is of particular importance in the initial phase of industrialization. It is 
funhermore important to diversify markets geographically. What counts over the medium 
term is a rapid expansion of domestic demand, since this provides a solid base for major 
segments of an economy. 

9. Conttpt of high-prof"ale players: As the strength of national groups of actors grows, 
external conditions can likewise be improved. Players gain influence on changes in the 
international industrial division of labor !S soon as they begin to seek •cooperation and 
competition• with foreign enterprises and, from the very start, make use of their marketing 
organizations. There are signs that indicate that in the 1990s more and more DCs are 
vigorously ~.sisting growing protectionism on the part of groups of industrialized 
countries/ICs. Joining regional IC trade or integration groups, or an open, constructive 
reponaJiqn among the DCs themselves enhance the conditions for an active integration 
into the international economy. 

If these concepts, which constitute elements of a theory of dynamic 
industrialization, are taken into account, it is possible to create the scope for the dynamic 
development of a national base of comparative advantages. What is important is that the 
•right l.lirection• - toward an active integration in the international economy - be maintained 
from the very outset. National profiles and growth paths will differ in accordance with 
specific national, regional, and international economic conditions. 

What is at stake is of course not only to diminish supply-side weaknes.ses of the 
economies of industrially underdeveloped countries, which has until now been the major 
shaping factor in trade relations with the ICs; one other key factor is the grcwth of demand 
in the OECD countries and access to the bECD markets. The position of the ICs as 
economic partners of the DCs depends largely on whether they will likewise be able to 
contribute to strengthening the system of multilateral trade and to cultivating an open 
regionalism, and furthermore whether. on the issue of external debt, they will continue to 
advance a position that, in view of the pressure on the public budgets of the DCs, will 
entail dramatic social impacts and an inadequate level of public activity aimed at improving 
the competitive conditions with which their economies are faced. Should the recessionary 
tendencies in the ICs spill over into the DCs - and there are signs that indicate this - the 
debt problem could again become virulent. No substantial contributions to reducing these 
debts have been forthcoming, even in cases in which the economic-policy efforts 
undertakeri by DCs toward active integration would justify this. 
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2 Combining errtdency, social equity, and sustainability - the unresolved issue 

2.1 Combing errtcienc:y and social equity 

A competition-oriented economy and efficient government make it possible, within the 
framework of a long-term strategy, to implement a complex set of dovetailed policies 
aimed at reducing absolute poverty, expanding employment, and increasing the level of 
domestic demand. When dynamic industrial development is realimt, it is possible, as can 
be seen in East and Southeast Asia, to achieve a system of basic social security and a 
clear-cut ~ in employment via some such set of policies, despite major progress in 
productivity. Small and mid-size countries such as Chile have, even in the face of a low 
level of industrial dynamics, reduced absolute poverty and unemployment while sustaining 
high medium-term economic growth rates; however, the multiplier effects stemming from 
the dynamic economic sector are limited. Presupposing the political will to do so, many 
other DCs will be able to achieve a system of basic social security, and with it a reduction 
of absolute poverty. 

1. Population policy: An annual growth rate of the population of 2. 7 ~ and more and the 
labor force of 3 - 4 % , as expected in Honduras· or Nicaragua in the period from 1991 -
2000, indicates that government is in a position neither to implement the required set cf 
policies nor to contribute toward building a competition-oriented industrial sector and an 
efficient service sector. The share of persons living in absolute poverty and persons 
working in the informal sector will continue to rise in such countries. If, however. the 
unused potentials of self-detennined family placning are fully utiliz.ed, the demographic 
growth rate can, in the medium-term, be reduced to 1.5 - 1 % p.a. Since this case would 
make possible an economic growth rate distinctly above the demographic growth rate as 
well as substantial progress in development, priority ought to be accorded to high levels of 
private and public investment in order to reduce population growth. Population policy is a 
national problem of the highest order. 

2. Employment policy: A minimum long-term growth rate of over 5 - 6 3 p.a. is required 
to reduce the employment problem and other problems directly or indirectly linked to it 
(high levels of domestic migration or urbanii.ation): growth rates of this magnitude would 
neutralize population growth of some 2 3 a.1d make it possible to partake of productivity 
growth stemming from international economic factors. Only above this level would 
additional employment opponunities emerge. To be sure, competitiofl-orienteJ 
industrialii.ation would offer the chance of far higher rates of productivity growth. 

3. Social policy: 

Private-sector participation eases the burden of the public social services and gives 
rise to competition in the health-care, educational, and social-security sectors. In the 
case of private retirement schemes, current pension payments are financed via 
investment returns on a capital fund fed by the contributions made by me;:mbers. Such 
pension fun<b have proven to be important instruments for invigorating the capital 



market, in tendency also for raising the savings rate and long- term lending. Their 
workability depends on the institution of a government supervisory authority to 
provide for adherence to legally binding, risk-limiting guidelines covering the use of 
the funds and prevent mismanagement through corruption. 

Public social policy is concentrate.cl on poverty-reduction target'i (initially via social 
funds). Centrally regulate.cl, the structure of social policy is shapP.d in municipalities 
and regions, the central tiOVemment supporting the initiatives developed by local 
authorities of low-income regions. 

As a rule, there is plenty of room to raise the ef'f"lciency and quality of social 
services, e.g. lowering costs by introducing competition in public procurement. 

Social policy should a!so be more closely geared to the needs of indamry. This is 
true in particular for selective vocational training conceived with reference to the 
clusters of the economy and avoiding any overburdening of the economy due to social 
policy. 

4. Budgetary policy: Effective basic services can be achieved in the medium-term with a 
poverty-oriente.d public social policy via redistribution of around 1 - 1.5 % of GDP p.a. 
Budgetary policy should at the same time permit a high level of private investm:nt (and 
thus future orientation as opposed to consumption, i.e. orientation toward the present) by, 
for example, disproportionately raising public expenditures for health care, education, and 
R&D as well as pursuing social goals via restructuring in the individual policy areas, e.g. in 
favor of elementary and vocational schooling at the expense of university financing. 

S. F.mployment policy: Flexible yet increasingly integrate.d labor markets ease the task of 
restruccuring low-wage sectors to form dynamic industries. 

6. SME policy: Tax incentives ana medium-term to long-term credits are required to 
modernize relatively labor-intensive SME clusters (e.g. the shoe industry), entire branches 
of industry, as well as production chains when this at the same time involves organii.ation 
for export. One question yet to be clarified is the extent to which relatively labor- and capi
tal-intensive processes can be combined. 

7. Policy toward the informal sector: Microenterprises assume great significanc.e during 
transitions crises. Claiming little public social support, they create jobs while government 
and formal enterprises are shedding them. When a high level of economic growth is 
achieved, the informal sector shrinks. Encouragement of microenterprises improves their 
chances of returning to the formal sector and - there is no lack of examples - even of 
growing into export to neighboring countries. The dynamics in the informal sector will, 
as long as the sector exists, be shaped largely by the dynamics in the competition-oriented 
economic sector. The organizational level of the poor population and the social and 
political pressure of the intermediary organi7..ations influenced by it, is in all countries of 
great significance for reducing extreme poverty as well as for raising wages, although this 
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does not hold true with regard to the development of employment in the productivity

oriented economic sector. 

8. Sedural policies: Structural reforms in the agricultural sector and high levels of 
anvestment toward lhe end of forming human capital clearly contribute, as can be seen in 
F.ast Asia, to reducing extreme poverty and the employment problem. If the agricultural 
sector is eP-iciently organized for export (e.g. via trading companies), it will give rise to 
additional jobs (Chile). Transition from a long period of one-sided domestic industrial 
orientation can entail significant losses of jobs (manufacturing employment in Latin 
America 1980: 11, 1990: 10 million). which requires flanking social funds. 

9. Research policy: In view of the - for the foreseeable future - major tendency toward a 
growing employment problem in industrial and developing countries when •new 
technologies• are employed, extensive reflections on the relations of the factors labor and 
capital, which would go beyond the scope of this report, wilt prove to be of great 
signifir.ance. 

2.2 Combining efnciency and sustainability 

150 years of indusllialization have led to an enormous ecological burden. Air pollution, 
destruction of the ozone layer, overwarming of the earth's atmosphere, degradation and 
contamination of the soil, exploitation of nonrenewable and renewable natural resources, 
growing mountains of industrial wastes are the results of a pattern of industrialization and 
consumption that has until now mainly been geared to individual rationales of profit and 
utility and neglected considerations of nationil and global costs. 

The main responsibility for the ecological burdens attributable to industry lies with the 
industries of the ICs. The overall burdens continue io accumulate, meanwhile not least 
due to the rapid gro~1t. of envirol'lmental degradation stemming from industrialization 
processes in the South. If the present patterns of industrialization and consumption in the 
North remained unchanged, the ecological collapse of the ecosystems in the North, the 
South, and at the global level would not be long in coming. 

What is required if this is to be avoided is a swift transition to a concept of sustained 
development, in particular sustained industrial dev~lopment (ecologically sustainable 
industrial development/ESJD~, i.e. patterns for present and future generations, s without 
impairing basic ecological processes. These new patterns must in particular take into 

account: 

eco-capacity: Use of nonrenewable resources at a rate guided by the availability of 
substitutes, use of renewable resources at a rate limited to their natural or managed 
regeneration rates, and the dispersion of ind1Jstrial wastes at a rate limited to the 
assimilative capacities of ecosystems, thus preventing irreversible effects on basic life
support syst1..ms; 



ptteaution: Adherence to the precautionary approach, which calls for environmental 
measures that prevent environmental degradation and attlck its causes, thus 
anticipating threats of serious or irreversible damage; 

anticipation: De-IClopment of procedures for accident prevention, thus reducing the 
risks of and potential losses asmciated with environmental emergencies; 

prevention: Prevention of pollution at its source in products and manufacturing 
processes rather than removing it after it bas been created; 

efrac:iency: Minimization of resource consumption per unit of output and waste per 
unit of output, thus ensuring efficient use of man-made and natural capital; 

equity: Provision of opportunities for all countries to participate in the 
industrialiation process, to benefit from the wealth generated by industrial activities 
and to apply the same principles of equity between genders and between present and 
future generations. 

The transition from the dominant but unsustainable model of the North toward ESID 
challenges the entire industrial and oommercial system. In the end, it will require conscious 
and deliberate changes in corporate goals, business practices, lifestyles, consumption 
patterns, and regulatory frameworks. ESID cannot be left to the market alone, since 
markets fail to intemaliu social and environmental costs. But neither can it be planned or 
driven solely by governments. Instead, both industry and govemmeots need to become 
more open and accountable, and develop active partm•rships with stakeholders, whether 
citizens, employees, or consumers.6 As the most re.ce.u developments demonstrate, there 
exist even today, both at the enterprise level and at the government level, considerable 
latitudes that come close to the concept of a sustained industrial development: 

1. Technological latitudes for F.SID: There exists considerable objective latitudes fOi 
substantially reducing environmental burdens via improved production processes and 
products if even today's "best practice technologies" are used. One interesting example is 
the development of the specific energy consumption of industry. For instance, industrial 
value added in Germany grew by over 80 % between 1970 and 1990. The energy require
ments of industry fell in the same period by 20 % , even though energy prices, adjusted for 
inflation, are today lower than at the beginning of the 1980s. Nevertheless, the progress 
that has been achieved is as yet completely inadequate. What is crucial is not only to lower 
the specific energy consumption in production, but also to reduce the energy consumption 
associated with the use of consumer goods. Here, too, there are considerable technologicaJ 
latitudes (e.g. low consumption/low emission cars). It will, however, only be possible to 
ease substantially the burden on the environment when in industrial production the notion of 
closed cycles has gained currency and, in the use of industrial products by enterprises and 
consumers alikr-. the ecological dimension is taken into account. 

1. ESID and emerging new technologies: The focus of enhancing the eco-f riendlincss of 
industrial pro1uction processes has thus far been on the so-called "end-of-pipe remedies". 
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Meanwhile, however, a new trend appears to be emerging: the focus is shifting from the 
end-of-pipe remedies to a concept of •clean production•, ·i.e. a concept that addresses all 
phases of the production process or product life cycles with the objective of prevention and 
minimization of short-term and long-term environmental risks• .1 Examples might include 
CFC-free refrigerators, low consumption/low emission cars, or the growing attention 
accorded to the notion of recycling as a design criterion for industrial products. 

The fact that the number of enterprises about to redefine their business and technology 
strategies in the light of ecological requirements is on the rise is confirmed by numerous 
business polls recently conducted in Western industrial countries. F.nterprises like Du Pont, 
one of the pioneers in the fidd of integrated environmental management, even believe •that 
an environmental management paradigm shift is underway, so that, rather than regarding 
environmental quality as an added burden for business, it is now considered a vital part of a 
company's competitive advantage• .a 

3. New regulatory frameworks: The changes of patterns of behavior of enterprises in 
industrial countries is essentially a response to tighter environmental regulations in the 
OECD. The time is foreseeable when the trend toward tightening environmental standards 
will intensify even further. 

Countries like Japan (New Earth 21 Action Plan), Canada (Green Plan), and the 
Netherlands (National F.nviromnental Policy Plan) have already formulated long-term action 
plans aimed at enforcing environmentally compatible modes of production. F.arly in 1993, 
the EC adopted a Community program for environmental policy and measures aimed at a 
sustainable ecologically compatible development and plans to draft a medium-term 
Europe.an plan, in line with the guideline5 set out in Agenda 21, to encourage i! new 
development model. The OECD has begun to prepare comprehensive environmental reports 
for individual member states. 

In the DCs, too, there are signs of a distinct change in attitudes toward environmental 
and resource protection. The DCs continue to emphasii.e that environmental and resource 
protection must not be allowed to impair the latitudes open for economic growth processes. 
All the same, at the Earth Summit in Rio the DCs recognized that they too will in future 
have to accord high priority to environmental and resource protection within the framework 
of their national development strategies. Supported by the World Bank, 16 African 
countries have already begun to formulate national environmental action plans. A number 
of the young, dynamic ICs in Southeast and East Asia are about to review their 
development strategies and economic policies in the light of the requirements posed by 
sustainab1e development. 

4. ESID and international competitiveness of ICs: The growing acceptance of the 
concept of environmental protection in the manufacturing industries of the industrialized 
Western countries could be due to the fact that environmental protection need not 
necessarily be especially expensive, even when no more than the technological opportunities 
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available today are utilized. Thus. for instance, a recentiy published OECD study arrives at 
the conclusion: •Environmental compliance costs are not a large share of overall costs to 
industry: in most sectors, they constitute approximately 1 - 2 CJ{, of total costs or turnover 
. . . This picture is not expected to change much even if environmental standards are 
tightened further in the pursuit of sustainable development ... •9 

Environmental-protection measures will, to be sure, remain neutral in terms of 
competitiveness only if all countries participating in international trade are geared to similar 
environmental standards. It is for this reason that the running - but protracted - efforts 
directed toward establishing internationally binding environmental standards will prove 
essential to stepping up progress in the direction of sustainable industrial development. 

National, regional, or intemallonaJ environmental standards as a rule reflect merely a 
minimum social or international consensus. Any orientation of business strategies in terms 
of those minimur.i standards will, however, in the coming years without doubt prove 
in~llfficient to remain compet:tive at the national and international level. The reason for this 
is that in all industrial sectors there are currently highly capable enterprises that have begun 
to use the eco-friendliness of their products as an important competitive factor. This new 
competitive factor will, in the view of the OECD study, gain in importance in the future, 
since •firms and sectors which invest early in environmental technologies can reali7.C 
advantages in efficiency and productivity and put themselves in a position of a comparative 
advantage in meeting future regulations. Many enterprises in the OECD rountries are 
starting to profit from the technical and marketing advantages of earlier investments in 
'going green'• .'0 Se.en this way, the future winners in national and international competition 
will tend to be the enterprises and countrie~ which assume an offensive attitude toward 
environmental protection, and not those that go on the defensive. 

S. ESID and international competitiven~ of DCs: DCs have thus far bener:'ted in two 
ways from the change of the Industrialization pattern initiated in the OECD: 

by pulling environmentally harmful industries out of the OECD, 

by avoiding environmental-policy regulations, which has led to competitive 
advantages in a number of sectors (e.g. base industries, textile industries). 

The phase in which it was possible to gain competitive advantages by avoiding or 
failing to internalize external costs will, however, soon be over. Marketing chances in 
OECD markets will in future be enjoye.d only be those who offer products that comply with 
the standards of the OECD countries. In the future, DCs will therefore also have to adhere 
to the concept of •c1ean production•; the OECD countries will no longer permit any eco
dumping, and consumers will come less and less to accept products that harm the 
environment or are based on environmentally questionable pr<"<luction processes. 

F.SID thus poses an enormous challenge to the DCs. They must adapt not merely to 
the radical technological progress triggered by new key technologies, but at the same time 
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to the as yet relatively new challenges associated with the concept of ·c1ean production•. It 
must be assumed that, aside from the ICs in E.ast and Southeast Asia, very few I>Cs will be 
in a position to come to grips, more or less on their own, with these new challenges. What 
is demanded of the ICs will be aa:ordingly high, i.e. to support the DCs in their transition 
to ESID or to ·c1ean production•. 

3 Creating a compdilive inclmtrial base - which is the best basic course? 

While there is growing consensus as regards the role of exports ir: the process of late 
industrialintion, recommendations on how to establish intenationally efl""1eient industries 
in DCs still differ widely. Aooordingly, developing countries wanting to succeed in 
international markets ~ faced widl difficult choices. 

3.1 Prescriptiom or* oeoclagjcal school and opposing views 

Ac.cording to the prescriptions of the neoclassic:al school, industrial competence and 
international e.:>anpetitiveness develop best within the framework of an open free-market 
economy. In particular, opening up a country to foreign trade is seen as the best way to 
reap the benefits of international specializ.ation in accordance with a country's comparative 
advantages as determined by its factor endowment. As the more sophisticated variants of 
the comparative advantage theorem, such as the •stages approach to comparative 
advantage," have souiht to demonstrate, I~ developed economies have a comparative 
advantage in low-skill, labor-intensive industries. Economies at the intermediated stage of 
development lose their competitive strength in the labor-intensive sectors and ought from 
then on to concentrate on more capital-intensive sectors. Economies approaching industrial 
maturity ought to shift from capital-intensive to skill- and technology-intensive industries. 11 

The neocl~ical view that a free-market economy, free and unrestricted trade, and a 
philosophy of economic management that relies on general rather than specific policies 
together form a sufficient and sound base for establishing internationally competitive 
industries in DCs has constantly been challenged by the adherents of the "industrial policy", 
or •structuralist", school on both theoretical and empirical grounds:12 

They argue that the free-market and free-trade models lack an adequate theoretical 
basis, since they rest on a number of highly restrictive assumptions, namely perfect 
competition, no barriers to entering domestic and foreign markets, no dynamic 
economies of scale (ecor.omics of learning), no externalities, and no asymmetries of 
information. 

They claim that economic policy practice in most OECD countries and virtually all 
successful NICs, Hong Kong excepted, is indeed far removed from the economic 
policy credo derived from the neoclassical theory of competition in trade. Although 
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there is no denyin~ that numerous attempts are being made in both the OECD and 
many DCs to deregulate markets, ~o reduce govemment•s role in industry. to limit 
subsidies. and to open markets to foreign competition, almost all countries arc seen as 
relying increasingly on, e.g. "n active technology policy, an active shaping of 
industrfal structures, and sele:'.1vc: trade policies in order to survive in an era of 
radical technological and orga-'T.ational change. 

While not disputing the importance of competitive markds, the proponents of the 
•industrial policy•, or •structura!ist•, school therefore oontinuc to cmphasi7.e that a much 
broader analytical framework is needed to define the requirements for successful world
market-oriented industrialization strategies in both developed and developing countries 
under real-world conditions. 

3.2 Competitive strategies in an era of radical tedtnologic:al and orpaizational 
change 

Until the late 1970s, industrial best practice in developed countries, i.e. the combmation of 
best practice technology and best practice organization of production. was largdy associated 
with the Fordist/Taylorist model of industrial production. Its main features were 

the production of largely standardiud commodities to meet mass demand, 

The use of inflexibly linked. dedicated machines (Fordist assembly iine production), 

incremental rather than process innovations. 

in-company organiz.ation of work on. strictly hierarchical lines, with a vigorous 
division of labor and each worker performing only simple, repeti!ive tasks 
(faylorism). 

a tendency for the division of labor among enterprises to be loosely organii.ed, and 

the concentration of public policy on macroeconomic management so as to 
compensate for fluctuations in final demand (Keynesianism). 

Since thee late 1970s, however, it became increasingly clear that a powerful range of 
new manufacturing technologies and closely connected organiz.ationaJ innovations would 
lead to fundamental changes in industrial production methods and competitive strategies at 
both the euterprise and the government level. Stemming from the interplay between-demand 
pull and technology-push factors, the competitive strength of companies in the OECD is 
now seem to rest increasingly on 

the manufacture of differentiated goods lo meet a rapidly changing demand in 
differentiated, highly compctiti,:c markets; 

the use of flexible manufacturing technologies, i.e. either flexibie mass production 
technologies as found in the automobile industry or flexible small-batch production as, 
e.g., in machine tool production; 
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rapid product inno\-ation as the cumulative application of new key technologies such 
as electronics, new materials. etc. is making it p<mible to manufacture products with 
new or significantly improved properties, or entirely new types of products; 

the shortening of lead times in order to benefit from early mover advantages and 
respond to the shortening of product cycles; this requires, among other things, a 
systematic scanning of technological trends, markets and competitor strategies, close 
cooperation between R&D personnel, production engineers and marketing specialists, 
a. j the use of CAx technologies (CAD, CAM, CAQ); 

a combination of incremental and radical ~ innovatiom based on factory and 
office automation technology: 

new manaremeot concepts stressing manpower development. intensive feedback 
between the various functional areas and flatter hierarchies. 

Moreover, in view of the complexity of the new technologies and their systemic 
nature. the successful companies are no longer operating in isolation in the market. Instead, 
they seek to become part of technological networks in which information is exchanged and 
learning about the latest techniques is acquired. 

How important it is to think in terms of technological networking, in particular at a 
time characterized by the merging of areas of technology (technology fusion) central to 
industrial strategies. e.g. electronics and engineering (mechatronics), chemistry and 
electronics (chemitronics). and chemistry and biology (biochemistry). was recently 
illustrated by Dosi: • ... the rates of innovation/imitation in user industries are often 
dynamically linked with the technological. levels of that domestic industry where the 
innovations come from. The opposite holds true as well: the technological levels, the sire 
and the competitive patterns in user industries provide a more or less conducive 
environment for technological innovation and/or imitation in the industry which is 
'upstream', i.e. the industry originaling the innovalions ... • . 13 

Contrary to the assumption made by the theory of competition. technical progress !s 
therefore by no means solely the outcome of processes of trial and error undertaken b) 
enterprises operating in isolation in the market, It is also heavily influenced by the quality 
of the industrial environment, name!y its industrial structures, and the technological, 
physical, and institutional infrastructure, which must be actively shaped on the basis of 
cooperative planning procedures in which the know-how of enterpriliCS, the research 
community, and government are pooled. 

Comparing the features of the "old" and the emerging "new" industrial best practice. 
it becomes evidenl that the sources and determinants of industrial suength and competiti
veness have changed substan1ially over lhe Jasl decade. At a time when the tcchno-economic 
paradigm, i.e. the best praclicc set of rules and customs for designers, engineers. 
entrepreneurs, and managers differing in many respects from the previous prevailing 
paradigm, is changing,•• many ICs - despite their free-market rhetoric - are obviously jn no 



way relying on the ·more competition and free trade· and the "less government" model 
propagated by the neoclassical school. The organizational model currently emerging in 
many OECD countries is characterized not only by the growing importance attached to 
strategic corporate planning, symbiotic, even cooperative interaction between enterprises, 
but also by an active encouragement of key industries and technologies based on a broad 
social dialogue embracing notably the business community, intermediary institutions, the 
research community, and public authorities, the last of these assuming the important role as 
an initiator, stimulator, and coordinator of a broad-based competitive strategy. 

3.3 Radical tedlnolo&ical daan&e and its implicatiom for competitive strategies or 
DCs 

For DCs, the emergence of generic technologies, including advanced flexible 
manufacruring technologies, since the late 1970s, the attendant major changes in the 
organization of industrial production process at the enterprise and government level, and 
changes in consumer preferences will eventually alter the macrocontext within which they 
will have to pursue their industrialization strategies in the years to come. ts According to a 
recent OECD study, the introduction of factory automation and flexible manufacturing 
systems means nothing less than that the NICs are gradually losing their initial comparative 
advantage. ·ne momentum of innovation is also altering the position of some industries in 
the product cycle, since they are moving from obsolescence or standardization to the new 
product phase. As a result, the theory of international product cycles that effectively 
accoumed for the dynamics of the OECD-NIC relationship in the 1970s is no longer so 
appropriate for interpreting current chan"5• . 16 In the end, it seems that developing 
countries wanting to succeed in international markets will have no choice but to adapt to the 
new industrial best practice evolving in developing countries, and this chiefly for three 
reasons: 

1. At a time when production functions and locational requirements of all industries are 
rapidly changing, low labor costs as a main source of competitive advantages will swiftly 
decline in importance. DCs must therefore prepare themselves for an increase in importance 
of man-made competitive advantages that can be developed only on the basis of state-of-the
art technologies and managerial concepts. 

2. Demand for manufactures has clearly shifted toward differentiated and higher-quality 
products, while ·the market prospects for simple, standardized goods will be fairly limited in 
the future. Exports of non-standardired goods at competitive prices will be possible, 
however, only if modern (flexible) manufactmiog technologies ::md modem concepts of 
organizing production in and between enterprises are used. 

3. In view of the complexity and the systemic nature of the new technologies, the 
enterprises of developing countries - like their counterparts in ICs - will also have to 
become part of technological networks and seek a symbiosis between the principles of 
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competition and cooperation. Networked ent~ arc in a far more favorable position 
than enterprises operating in isolation in the market in that they are better able 

to benefit from advantages stemming from a ronsciously organized division of labor 
among enterprises, 

to tap the rationaliation potential of interplay logistics, 

to concentrate on developing specific strengths, and 

to take advantage of the strengths of other units in the network and combine them 
with their own strengths. 

Rather than establishing functionally unrelated sectors and following a strategy of 
·marching through the sectors• - as implied by the •stages approach to comparative 
advantage• - developing countries WO".dd be well advised to concentrate on establishing a 
select number of •poles of competitiveness,• since a strong rommitment in certain •families 
of industries" facilitates economizing on indirect production costs (communication costs), 
finer-tuned production at the several s:ages, more efficient quality control as well as 
chronological upgrading and continuous learning within and among industries, and the 
timely provision of pole-related infrastructural facilities (physical, human). 

It follows that under the conditions of radical technological and organiutional change, 
government is faced with a new chaJlenge as an actor in the process of world-market
oriented industrialiution. In particular, it will not be able to eschew the role of initiator, 
coordinator, and stimulator. For two reasons, an active government must above all ensure 
that the industrialiution process is based on a medium- and longer-term strategic 
perspective: 

It appears rather unlikely under the conditions of radical technological and 
organiutional change and fierce international competition, and in view of the still 
fragmented industrial structures in most DCs that tedlnological network.~ wiil be able 
to develop here solely on tt.e basis of a spontaneous and entirely market-regulated 
process. Technological networks will, rather, have to be deliberately created and 
supported by a set of industrial and technology policy instruments such as national 
subcontracting schemes, Jocal content programs, selective import protection to 
encourage technological lea.ming, specific service and R&D facilities, mission
oriented R&D schemes, etc. 

In view of their highly limited financial, manpower, and managerial resources, 
developing countries cannot spread their resources thinly over the economy. They 
inevitably need to focus on a limited number of •poJes of competitiveness" to be 
selecte.d on the basis of a thorough analysis of existing industrial and technological 
potential, actual market trends, strategies of competing countries, and new promising 
areas of speciali1..ation. 



An active and anticipatory structural policy initiated by an active government in no 
way means, however, the drafting of indicative plans by government agencies with limited 
knowledge. The shaping of structures must, rather, be based on national dialogue in which 
relevant actors participate and which thus becomes the core elements of a concept of 

"managed economic change. 

4 From comparative advantage to systemic competitive~ 

4.1 The need for concerted action at four levek 

Industrial competitiveness comes about neither spontaneously via a change in the 
macroframework nor merely via entrepreneurship at the microlevel. It is, rather, the 
outcome of a pattern of complex and dynamic interaction between government, enterprises, 
intermediary institutions, and the organii.ational capacity of a society. One factor essential 
here - and to this extent we are here following the neoliberal view - is a competition
oriented incentive system tt-1t compels enterprises to undergo learning processes and 
increase their efficiency. There is, however, at the same time a need for - and here we are 
taking up a structuralist train of thought - selective surJ>Ort of enterprises with the aim of 
advancing from comparative advantages to competitive advantages. The OECD uses the 
term srructura/•1 to designate the competitiveness which comes about in this way. The 
present repon prefers the term systemic competitiven~ as a means of stressing the aspects 
of interaction, dynamics, and process character. 

The determinants of systemic competitiveness are located at four levels: 

I . Metalevel 

Sociocultural factors and shared values. These are, for example, essential in determining 
whether in a society the development of entrepreneurial dynamics are stimulated or 

discouraged. 

The basic pattern of politico-economic organization. An outward-looking and 
competition-oriented (i.e. competition between enterprises, but also between politicaJ 
groups) basic pattern encourages international competitiveness, while a basic pattern geared 
to clientelism, protection, and inward orientation does not. 

The strategy and policy competence of the social actors. International competitiveness 
emerges only when a society succeeds in establishing a solid consensus on this goal and 
developing medium-term strategies. 

2. Macrolevel 
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(C) GDI 

Mm1etary policy provides for a stable framework (low inflation), without obstructing 

investment through excessively high taxes. 

Budgetary policy aims at achieving a manageable budget deficit with an eye to ensuring 

monetary stability. 

Taxation policy stimulates productive investment. The graduated system of taxation is fair, 

transparent, and progressive. 

Competition policy counters the emergence of monopolies and trusts and misuse of market 

power. 



Currency policy is conceived in such a way as neither to obstruct exports nor to unduly 
rais'! the prices llf imports. 

Trade policy encourages an active integration into the world market. 

3. Mesolevel 

Import and export policy is managed in such a way as to protect or encourage selectively 
select industries for a given, limited period of time. 

Inf rastmdure policy ensures that co~petitive advantages in production are not thwarted 
by losses in transportation and communication and that successful industries are able to find 
support in a modem infrastructure. 

Educational policy is conceived in such a way as to ensure a broad, solid elementary 
education for all citizens and higher educational services for as many persons as possible; 
higher education is also designed with regard to needs in the fields of specialii.ation 
required by the productive sector. 

Technology policy aims above all in the direction of a broad diffusion of new technical 
processes and organizational concepts and in this way encourages a continuous industrial 
modernization process. 

Regional policy aims not at a uniform distribution of industry throughout the country, but 
at selectively strengthening emerging industrial clusters. 

The development of new branches of industry is initiated and stimulated by government. 

Environmental policy ensures that competitiveness comes about via technical and 
organii.ational effectivity and not via exploitation of man and nature; it ensures that 
economic and ecological efficiency are aimed for simultaneously. 

4. Microlevel 

Crucial to the competitiveness of enterprises is workforce qualincation and managerial 
competence. 

Competitive enterprises are in a position to design and implement strategies. 

An important condition for competitiveness is innovation management capacity. 

The competitiveness of an enterprise is based on the use of best practice along the entire 
value-added chain (development, procurement and stock-keeping, production, marketing). 

The competitiveness of enterprises is strengthened by integrating them in technological 
networks (with other enterprises and research and technology institutions). 
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A properly functioning inten:ompany logistics is an important approach to increasing 
efficiency. 

Innovative impulses result from learning processes; these processes emerge from interaction 
among suppliers, producers, and customers. 

4.1 Systemic competitiveneg - for an exdusive dub of countries only? 

A country can not arbitrarily choose the one or other policy or element of competitiveness 
from this set of determinants. F.specially competitive countries have 

structures at the metalevel which encourage competitiveness, 

a macrof ramework that exercises performance pressure on the enterprises, and a 
structured mesospace in which government and social actors come to terms on 
support policies and advance the formation of social structures, 

at the microlevel a variety of enterprises which at the same time aim at efficiency, 
quality, flexibility, and responsiveness 611d many of which are integrated in networks. 

In contra!:t, most DCs are marked by severe deficits at all four levels. What 
approaches are avai!able to developing countries which are in the process of establishing 
internationally competitive industries or intend to make existing industries competitive in 
the international market? Which measures must be taken first? The experience of a number 
of successful and less successful countries permit the following propositions: 

It is above all important that the- economic macroframework be stable (i.e. 
manageable infiation, budget deficit, exchange rate, and government debt and the 
rules of the game not be changed constantly so that investment security is ensured) 
and that macropolicy emit clear, unequivocal signals that indicate to the enterprises 
that they will have to approximate to the internationally adequate level of 
efficiency. Trade policy can serve this end as long as protection against imports is 
dismantled in clearly defined stages. Competition policy can play a major role in 
preventing monopoly situations. 

Many DCs that have long been developing with an eye to their domestic market were 
marked in the 1980s by social obstructions to development and a ;ack of consensus on 
the direction any future developmen~ strategy was to take (obstnactiom at the 
metalevel). The success of the new model of the world market as a frame of 
reference is making it possible to reduce these obstacles, learning processes in 
economic policy thus being initiated. The more and more widespread consensus on 
the direction of development is a necessary condition for the establis~ment of policy 
and strategy competence on the part of the groups of strategic actors as well as for 
social search processes directed toward an approximation to the new rough pattern of 
industrial development and the development of government and intermediary 
institutions which make it possible to shape the macro- and mesospace (building 
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consemus on politics and economic policy). The dynamics of this process will, 
however, differ (societal integration capacity) as a function of sociocultural 
structures, which change very slowly (traditions, shcued values, basic social organiza
tional and power structures). 

The formulation of mesopolicies makes little sense as long as no steµs have been 
undertaken to stabilize the macroframework. But the stabili7.ation of the 
macroframework itself is merely a necessary, but not sufficient condition for the 
sustained development of competitiveness. 

Parallel to alteration of the macroframework, certain mesopolides need to be changed 
(e.g. educational policy, selective import and export policy, privatiation of business. 
It has, however, proven extremely difficult to provide enterprises mesopolicy support 
in an early phase of the transition process. It is frequently on!y p:r~ible to formulate 
effective mesopolicie:; when a development-strategic consen.~•Js is beginning to emerge 
(it is only here that the addressees show a wim'lgness to er.ter into a dialogue) and 
stabilizatior. is beginning to take effect at the macrolevel (this is the condition for 
substantial new investment). Technology policy, for examp.e, will achieve its goal of 
strengthening the technological competence of enterprises only when the entrepreneurs 
themseives strive to attain oompetitiveness. Sele.ctive import protection only protec~ 
the strengthening of industriGS when the e.-.terprises actually Htili7.e the time to become 
competitive. 

Stabilization of the macroframework, consenslls-building, and mesopolicies place 
great demands on society and its political-administrative system, i.e. on its organizational 
competence at the metalevel. Lack of ability. to meet these demands is the core feature of 
underdevelopment; in many DCs, an incomplete process of nation-building or other 
unfavorable factors at the metalevel are, even over the medium te1 m, running counter to an 
industrial development which aims at international oompetiti\1eness. Not many societies will 
run through an industrialization process so rapidly and dynamically a~ did the Republic of 
Korea or Taiwan Province. Nevertheless, there are in many other societies latitudes for 
development of the essential factors at 211 four levels - systemic competitiveness is not a 
permanent privilege of any one small group of countries. 



II Sources and Detenninants or IndlL~rial Competitiven~ - The Need for 
Concerted Adion at Four Levels 

1 F.Qabliming requiranellts essential for competitive industries at the national 
level (metalevel) 

1.1 Fonnation or social structures as a condition or economic modernization 
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Crucial to an optimization of perfonnance potentials at the micro-, macro-, and mesolevel 
are the control and governance capacity of government and fonns of social organization 
which make it possible to mobiliz.e social creativity potentials. Economic modemi7.ation and 
the development of systemic competitiveness cannot succeed without appropriate social 
strudures. Many OCs were until recently characterized by centralist political decision
making processes and bureaucratiz.ed, inefficient government apparatuses with a low level 
of governance capacity, overlaid with rentist-rorporatist structures which permitted 
privileged groups to effectively realize their particularist interests. These power-pervaded 
and encrusted political structures corresponded with forms of social disintegration and 
fragmentation that were characterized by the exclusion of broad segments of the population 
as well as by political ruid social polarization. 

Economic-policy strategies which attempt to set in motion economic modernization 
processes by releasing market forces and reducing the scope of government often 
underestimate the extent to which DCs are characterized by weak markets and weak 
enterprises, an omnipresent and at the same time weak government, and weak social actors. 
Macroeconomic reforms initiated without establishing regulatory and governance 
capacities (government reform, formatiorr of complex interlinkages between strategic 
actors) and formation of social structures will lend further force to the tendencies toward 
social disintegration. Systemic competitiveness without social integration is a futile 
endeavor. Building systemic competitiveness is thus a soci2.l transformation project that 
goes far beyond correcting macroeconomic framework conditions. 

Social integration rests on an institutional context of action which is characterized by 

three features: 

compatibility of the chief shared values, initially on the part of the strategic actors, 
then on the part of an expanding interlinkage of groups (minimum consensus); 

the ability of the social actors to respond swiftly and effectively to adaptation 
requirements (learning and transformation capacity); and 

over the longer term, institutions, regulations and habits that make possible stable and 
long-term behavioral expt>...ctations (stability) and are at the same time open to new 
challenges (change)."' 

Against this background, the emergence of a basic social consensus on the direction 
of the changes aimed at proves to be an imponant element of a reorientation toward the 



world market. Medium-term orientations and visions are important to being able to assert 
future interests against current interests and generate stable expectations. If this fails, the 
required structural change will - as was the case in many Latin American countries in the 
1980s - be deferred, thus prolonging the process of social disintegration; the bill for this is 
paid by weak social actors unable to articulate their interests adequately. What is needed 
over the medium term to overcome obstructive social structures is the development of 
durable patterns of social organiution and an orientation of the values shared by the social 
actors in terms of concerted action and cooperative approaches to problem-solving. 

I .l Social pattttm or orpnizatioo and systemic competitivaaess 

1be task involved in the process of social structural change is on the one hand to safeguard 
the autonomy of social institutions and organiutions from encroachments on the part of 
government c·art or separation· 19). The ·denationaliution· of trade unions, industrial 
associations, universities pending in many countries will give rise to self-responsibility, and 
with it social creativity potentials. On the other hand, government must be safeguarded 
from influential, privileged groups. Only a relatively autonomous government is able to 
orient its activities toward overall social and economic interests. It is a clear-cut separation 
of government, industry, and social actors, i.e. the emergence of autonomous functional 
subsystems, that makes it possible in the first place to develop them dynamically and 
innovative!y via intrinsic learning processes, flexibility and responsiveness, and dialogue 
anJ efforts l!> cooperatively search for all optimal solutions ("art of communic.ation•lO) 
involving government and social actors. 

. 
The autonomous social actors and intermediary institutions proceed along the lines of 

three complementary logics. First, they optimize, on their own responsibility, their 
institutions or enterprises (inward-looking orientation); second, they represent their 
interests vis-a-vis government or other social actors (competition); third, they shape their 
own environments through cooperation and networking with public or private institutions 
(cooperative competition). Heightening sodal self-organi1..ational competence and 

clustering and channeling social creativity potentials are complementary tasks. 

Government's scope in shaping the macrottonomic framework has monopoly 
character. The establishment of basic regulatory-policy (OrdnungspolitikJ, institutional, 
infrastructural conditions is indispensable to giving a direction to social and economic 
development and creating conditions for strengthening market forces. Below the level of 
macropolicy, dynamic societies reveal an increasing .neasure of differentiation of 
organii.ational patterns and forms of governance. Not unlike industrial production in which 
new forms of organi1..ation gain ground, leading to a breakup of the Fordist paradigm, the 
emergence of new, complex governance patterns can also be made out in the sphere of 
mesopolicies aimed at selectively optimizing the economic sector and correcting the market 
economy with the means of social and environmental policy. Aside from the forms of 
governance already prevalent in societies organi1.ed along the lines of market economics -
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(C) GDI 

hierarchic coordination and steering in enterprises and public institutions, market-like 
coordination among enterprises, and hierarchic governance of society by government -
network-like forms of organization are beginning to emerge, in panicular at the mesolevel, 
which are characterized neither by simple market allocation (competition and price) nor by 
centralist governance mechanisms (hierarchic control and governance of interventionism 
exercised by government). 

While market mechanisms are characterized by the absence of dedicated coordination 
among de.centrally oriented actors and hierarchic control and governance relies on 
government as an autonomous governance actor, the new forms of governance are marked 
by loosely coupled interaction between private and public actors, with the goal of shaping 
structures in a policy field. Government here acts as an impulse generator and moderator, 
promoting a dialogue-oricnloo industrial location policy. In other words, governance 
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mechanisms ·between markets and hierarchies•21 are based on a coupling of the logirs of 
free-market medi2oism and hierarchic, clas,gaUy statist f onns of governance: 

on the one hand, the existence and logic of action of autonomous, decentrally 
organized actors of the type typical for marled mechanism; 

on the other hand, the attempt typial for hierarchic governance to define medium
and long-terms goals and the instruments adequate to achieve these goals; these means 
are geared to shaping structures in a subsystem. 

The discussion predominant in the 1980s on the topic of •market vs. government• 
overlooked these innovative forms involved in the shaping of social structures via a 
combination of market, government, and a variety of forms of self-coordination in the 
shadow of the marlc:et, the shadow of hierarchies, and in self ~rganizing networks. 22 

These new forms of governance are the outcome of tendencies toward increasing 
differentiation and specialization and functional interdependencies of modernizing societies 
stemming from them. The form of organiz.ation of the policy network in which autonomous 
actors, in negotiating systems, aim at reaching joint solutions to problems is, in particular, 
a mechanism for mobilizing governance and shaping potential in the me.sodimemioo, 
because it is here that the available know-how and the decision-making, program
formulation, and implementation capacities are broadly spread across a variety of private 
and public actors. The mesodimension can therefore be shaped neither by government nor 
by the private enterprises or interme.diary institutions on their own. What is meant here are 
policy arenas in which either government objectives can simply not be achieved via direct 
government action without cooperation from the enterprises and intermediary institutions 
(e.g. increase of competitiveness via industri°aJ policy); an implementation of government 
programs by public administration would be re.quire undue control efforts, thus rendering it 
too expensive (e.g. industrial safety, environmental protection regulations, technical 
standardiz.ation), or would prove ineffective without active cooperation of the private sector 
(e.g. vocational training, R&D). The shaping of structures in the mesodimension thus 
requires high levels of technocratic competence on the part of public actors, a high degree 
of social organizational skill, and a willingness on the pan of the actors involved to 
engage in strategic interaction. Only in this way can the relative loss of autonomy of the 
actors, i.e. the dependence of the success of one actor (e.g. the business sector) on the 
effectiveness of others (e.g. public training or research institutions) [and vice versa] due to 
the growing differentiation of the economy, be translated into dynamic development. 

Traditional forms of intervention by autonomous government are inadequate to the 
task of shaping the economic sector and developing specific, scarcely replicable national 
competitive advantages. Mcsopolicies are base.d on interactive governance patterns and 
interlinkage-oriented forms of organi1,ation capable of coupling the logics of hierarchic and 
market-like mc.chanisms. The network-like control forms aimed ar forming structures in the 
mesodimension have the advantage of 



mobilizing the available know-how in a functional system, thus enhancing cooperative 
problem-solving capacity; 

developing joint visions and views on weaknesses, strengths, and future challenges 
toward which private and public institutions can seek orientation; 

increasing the legitimacy and realizability of mesopolicy; 

ensuring stability, accommodation of interests, and long-term orientation within 
subsystems. 

1.3 Normative patterm of clec6ion-maldng styles in complex patterm of 
organization and control 

The functioning of policy networks is bound ta rules, values, and action-related orientations 
accepted by the actors involved so as to rule out moral hazard (opportunistic advantages 
derived by individual actors). Important rules are: 

fair exchange, 

reciprocity, 

distrioution of costs and benefits of decisions jointly taken, 

voluntary restrictions of freedom of action, 

respect for the legitimate claims associated with the interests of ochers. 

Stability and workability develop via. density of communication, information 
exchange, and mutual trust. If it proves impossible to achieve an integrative and 
cooperative orientation of the action of the actors involved and establish fair rules of 
distribution governing the balance of advantages and disadvantages. networks tend t~ward 
endless disagreement, internal obstruction, and structural conserv3tism. In view cf the fact 
that hierarchic, traditionally statist forms of governance are inadequate to the task of 
shaping structures in the mcsodimension. while at the same time the market is in need of an 
institutional framework, the conditio sine qua non of network-like and interlinkage-oriented 
forms of organization, societies seeking to build systemic competitiveness are largely reliant 
on adors capable of dealing with conflict and compromise and developing styles of 
decision-making geared to cooperative problem-solving. 23 

What is meant by cooperative problml-solving in the mesodimension is that, in 
contrast to the conventional dichotomy of symbiotic or competitive relationships (pure 
coordination versus :zero-sum game), even actors with both joint and conflicting interests 
are ahlc to arrive at reciprocal pauems of in1eraction aimed at defining common t;•1als and 
advancing the shaping of slruc1urcs with an eye to giving a direction to economic 
development. The principle of reciprocity within the interlinkage prcsuppo~s egoistic 
motives as well as autonomous decision-making processes (e.g. improvement of the 
competitiveness of individual enterprises) and mobilizes them, while, however, at the same 



time channeling them in the interest of maintaining and optimizing the social system (e.g. 
improvements in the field of in<!~rial siting). 

1llese functional conditions in the mesodimension explain why authoritarian regimes, 
while being in a position to initiate p~ of social change, :are quick to reach their 
limits when the task at hand is to mobilize social creativity and play an -.'"live role in 
shaping structures. The ·mtdligcncc• of democracy and interlinkage-oriented patterns i: f 
organization consists in the fact that it institutionalizes distrust in •mgher• insights, solitary 
decisions, or any one-sidedly defined c.oncqK of public welfare and at the same time 
advances the incremcntalist-evolutionary optimimion of a path taken. Democracy 
constitutes the basis for mobilizing social innovation potentials as well as a barrier to 

anificial simplifications of problems to be solved. The alternatives hitherto sought to 
democratic institutions and processes and interlinbge-oriented forms of organization, i.e. 
hierarchic government planning in market societies on the or.e hand (type: Latin America) 
and centralistic socialism on the other hand. have proven unsuited to coming to terms with 
complex, networked social problem complexes. Complex. nomransparent, networked 
problem complexes call for complex forms of go\·emance. 

1.4 Open interlinked systems capable of learning 

The close interconnection between actors, consensus orientation. and commcn visions are 
the condition of any integration and formation of social structures. Any m·crly close 
interlocking of strategic actors and exaggerated homogenization of interests, on the other 
hand, can lead to functional, cognitive. and political blockage, suffocating the creative and 
cumulative impulses and iearning processes that emerge from the intensive interaction of 
autonomous actors. Without potential for conflict and corrective, subsystems interlinked too 
closely tend toward 

organizational myopia and ignorance vis-a-vis new development paths and necessary 
economic and social transition, 

externalization of costs (e.g. ecological damage) to the overall system ("subsystem 
paternalism "2'), 

clientelism and corruption, 

exclusion of new actors who generate new adjustment pressure, introduce new ways 
of looking at things, and disturb the poise.d equilibrium in a routini1.e.d fabric of 
interaction, 

rigidification. the more strongly the originally weak tics evolve into strong tics and, in 
the worst case, monopoly-like slructurcs. thus eliminating the initial creativity of the 
form of organi1.a1ion situated between markets and hierarchic\. 

These tendencies by no means speak against intcrlinkagc-oricnted paucms of 
interaction on the part of the strategic social actors; instead, they speak in favor of 
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safeguarding comxtjve. conflict. and opposition potential beyond the networks in the 
process of constitution. 1be more durable and successful a well-organized network proves 
to be in proceed.ing along a given development corridor, in contributing tc, optimization 
within the corridor through ooncerted action, the more strongly it will tend to close itself 
off to the outside world, to become blind to necessary changes of course that threaten the 
internal balance of interests and resources within the interlink.age of actors. What is 
required to 11revent subsystem paternalism and this inherent dynamic of networked 
structures in the direction of incrustation is space in which to articulate •opposition 
potential.· 

Important factors arc: 

the integration of conflict potential into an interlink.age of actors so as to guard against 
cognitive blindness (e.g. integration of trade unions and environmentalist groups to 

form regional conferences on the planning of industrial siting); 

the openness of the political system, which makes it possible to mobilize corrective 
potentials from outside existing networks. 

Understood in this way, a conflict capacity on the part of the actors is an elementary 
component of a development strategy geared to interlinkage and social integration. 

This view of increasingly differentiated forms of social organization and govemance 
surmounts the classical dichotomies of ·market "·ersus government" and "total autonomy of 
decenual actors• (liberalism) versus "toaa!ly integra.ted society" (socialism). For social 
processes of searching and learning cannot be reduced to strengthening the market plus 
paring down the scope of government. Rattler, building systemic competitiveness is based 
on 

a strengthening of market forces via reduction of overregulation and creation of 
stable framework conditions for macropolicy; 

a disburdening of government and an increase of government efficiency by 
strengthening market forces and delegating control tzsks to nongovernmental actors, 
interlinking public and private actors, strengthening subsidiary principles and social 
solidarity, and building sectoral networks; 

a strengthening of social self-organization capacity as the precondition for the 
emergence of solid social patterns of organization and complex forms of governance; 

an integration of the market into effective institutional systems, with an eye to 
optimizing economic development potentials and correcting destructive tendencies 
stemming from a market economy (social and environmental policies). 
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2 Mattolevel determinants 

Even within a multidimensional conc:ept of economic management which sets store on 
competition, COOPf'.Iation, and social dialogue as a means of targeting national potentials to 
the development of intematiooal nwket competenee, functioning factor and commodity 
markets arc of key significance in safeguarding an efficient allocation of resources. 

The experience made in the 1970s and 1980s has demonstrated that an unstable 
macroeconomic framework seriously hampers the functioning of factor and commodity 
markets. The most important sources of macroeconomic instability arc high budget and 
current-account deficits: 

Persistently high budget deficits financed by money creation inevitably lead to high 
inflation rates, with the consequence that the signal function of prices, and thus the 
functioning of the market mechanism, is largdy deprived of its power. 

Persistently high current-account deficits stemming from heavily overvaJued exchange 
rates lead to high levels of foreign debt and a debt ~vice that cuts sharply into 
national investment activity. An economy's foundations of growth are thus seriously 
undermined. 

Any stabiliution of the macroeconomic f rameworlc must therefore first and above all 
come to grips with the task of reforming fiscal and budgetary policy, monetary policy, and, 
in particular. the exchange-rate regime. Transition from an unstable to a stable 
macroframework is, however. apt to prove difficull for the following reasons: 

Fighting inflation by means of a restrictive budgetary, fiscal, and monetary policy 
frequently leads to a curtailment not only of consumption but of investment as well. 
thus further cutting the economy's room for growth. 

Macroeconomic stabilization measures are frequently able to take effect only if they 
are accompanie.d by parallel, protracted strnctural reforms. e.g. reform of the public 
economic sector, the development of an efficient financial sector, and reforms of 
foreign-trade policy. 

The targets of individual reform measures often conflic1, thus prolonging the time
frame ne.eded for the reforms to take effect. 

The adjustment costs make themselves felt directly, while the adjustment gains take 
some time, and is apt to entail negative developments in production, investment, and 
employment in tne initial phase. 

The social groups are not affected equally by the imoacts of macroeconomic 
stabili1.ation measures and the structural reforms accompanying them. Instead, there 
are in this process losers and winners and correspondingly intense domestic conflicts. 

Stabilization of the macroeconomic framework thus calls for something on the order 
of a political tightrope act. This will succe.cd only if government demonstrates its resolution 
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to push through difficult and conflict-laden reforms and manages to organize a national 
coalition of pro-reform forces and mobilize inrernationaJ suppon. 

2.1 Safeguarding the domestic ecoaomic: balantt 

In a highly inflatiooary environment, the signal function of prices is neutralize.d. The 
consequence is an inefficient allocation of resources. What is crucial is therefore that 
government pursue a budgetary. fiscal, and monetary policy aimed at creating a stable 
financial environment. 

1. Budgetary and rascal polky: Reducing budget deficits at the same time requires 
measures on the spending and the revenue side: 

- Expenditure side: 'The politically more simple way to reduce government spending is to 
cut government investment, e.g. for education, health care, and infrastructural measures. 
This path, however, is a dead-end street, since it weakens the foundations for future 
growth. Consolidation measures must therefore start above all with consumption-related 
spending and the elimination of privileges for individual vested interests. This requires in 
particular a reduction of overemployment in the public sector, cuts in the deficits of 
publicly owned enterprises, cuts in military spending, and a reduction of subsidies by 
limiting the time for which they arc granted and introducing degressive subsidy rates. 

- Revenue side: Measures aimed at increasing government revenues must not be conceived 
merely in terms of a short-term reduction of the budget deficits: they must also take into 
consideration the dimensions of gro\\1h ana redistribution. An approach of this sort as a 
rule requires a thoroughgoing restructuring of the system of taxes and levies and a 
strengtt.ening of the administrative competence of the tax authorities. The tendency must be 
to tax consumption more than production, to focus on and tax progressively all types of 
income, to avoid any bias in the taxation of nation41 and international transactions, and to 
take steps in the direction of introducing cost-covering fees for government services. 

The package of measures required to consolidate the government budget shows that 
what is needed to cut budget deficits is in the end a combination of demand-side and 
supply-side reform measures. Thus, for instance, countries in which there is a large public 
economic sector will not be able to avoid restructuring and privatizing deficitary state
owned enterprises in order to broaden their tax base over the medium and long term. 

2. Monetary policy: To stabilize the value of money, budgetary, fiscaJ, and monetary 
policy must be fine-tuned to one another. In particular, a restrictive budgetary policy ought 
not to be counteracted by an expansive monetary policy. 

Under the conditions of an underdeveloped money and capital market, however, a 
stability-oriented monetary policy will be faced with narrow limits, since customary 
instrumenrs like credit rationing, sckctivc lending, and arbitrary setting of interest rates 
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tend more to lead to f urthcr deformations in the capital and money markets rather than to 
prove able to influence the volume of credit to the degree desired. 

An effective moncW)' policy in the end presupposes comprehensive reform of the 

financial sector. This must aim in particular at: 

strengthening the competence of the central bank to control domestic money supply 

and inflows of capital from abroad, 

developing an efficient and diversified private financial sector (banks, msurance 

companies), 

safeguarding effective c.ompetition in the capital and money markets, and 

reducing discretionary government interventions aimed at influencing credit allocation 

through directed credit programs. 

2.2 Saf eguanling 1he external balance 

Persistently high current account deficits restrict the scope open for growth and destabilize 
the economy. High current-account deficits as a rule signalize a general anti-export bias 
within the general economic framework and can thus be reduced only by thoroughly 
modifying economic policy. in particularly trade and exchange-rate policy. 

Exchange-rate policy: The experience made in the 1970s and 1980s demonstrated that 
strongly overvalued exchange rates inevitably lead to high current-account deficits, since 
they above all facilitate imports and hamper the export of industrial products. Countries that 
accept a long-term overvaluation of their currencies impede the development of an efficient 
industrial production apparatus in two ways: 

Currency-related rises in export prices lead to a situation in which the business sector 
no longer sees realistic chances of gearing its production to the world market as a 

frame of reference. 

Artificial reduction of import prices implies that domestic enterprises will also lose 
their competitive edge in the domestic market, with the consequence that investment 
will tend to concentrate on non-tradable goods, or even that capital will be exported. 

An exchange-rate level displaying a strong anti-export bias must therefore be avoided 
at all costs. What should instead be aimed at is a competitive exchange rate or a regime 
with a slight pro-export bias. Here too, however, the distance from a state of balance ought 
not to be allowed to become too great, since the prices for imported intermediate inputs and 
capital goods will otherwise increase excessively, wiping out the artificially low prices of 

domestic inputs. 



The exchange rate is therefore not simply one price among others. Rather, it is the 
strategic variable that determines whether an economy is in a position to create the 
macroeconomic conditions required to establish internationally competitive industries. 

Trade policy: Not unlike the case of exchange-rate policy, enterprises must also be given 
clear signals from trade policy, signals that impel them to gear their strategies to the world 
market as their frame of reference. A government can here choose between two clearly 
distinct concepts: 

General import liberalization: This approach aims at low tariffs uniform for all classes of 
goods. It relies on the validity of the principle of comparative cost advantages and accepts 
the fact that the industries that survive are in line with the factor endowment characteristic 
of the country. This approach is thus interested in an import liberalization that is at the 
same time ncn-discriminatory and swift. 

Selective import liberalization: In this case, imports arc liberalized on the basis of a 
liberalization timetable developed in connection with an analysis of the actually foreseeable 
response potentials of existing industries or the development needs of new industries. Trade 
policy in this way becomes part and parcel of a policy of actively shaping industrial 
structures. 

The first concept will not be able to be avoided if the control competence of 
government proves inadequate. The second concept aims on the one hand at not 
overburdening industry's adjustment capacity and on the other hand at creating time 
sufficient for the learning processes needed by industries. Countries such as the Republic of 
Korea and Taiwan Province have ciearl~ opted for the second approach to import 
liberalization. Both countries are, indeed, good examples that the goal of progressive 
foreign trade liberalization as a means of increasing external pressure, and thus pressure on 
productivity, can be achieved without excessivley high economic and social costs. 

3 Microlevel determinants 

The 1980s were, in the ICs and the advanced DCs, a phase of change at the microlevel. 
What emerged was a new best practice of production, in-company R&D, and intercompany 
interaction which can be paraphrased with the terms lean production, simultaneous 
engineering, and just-in-time. This new best practice breaks with the conventional 
Taylorist-Fordist paradigm. This presents a challenge for the for the Western ICs no less 
pressing than it is for the DCs, because this process is rendering obsolete deeply rooted 
ways of seeing and acting. Approximation to the new best practice is furthermore rendered 
all the more complicated by the fact that the pending changes arc not restricted to the 
company level. They extend as well to intcrcompany relations and the mesodimension. 
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3.1 Detenninants of competitiveness at the company level 

The competitiveness of enterprises is coming more and more to be determined at the 
microlevel by a company's success or failure in simultaneously meeting four criteria: 

Efraciency: The indicators are labor and capital productivity. Both must be optimiud; all in 
all, any one-sided emphasis of merely one indicator (in the past it was labor productivity) 
can in the end lead to inefficiency (if, e.g., optimiz.ation of manpower utiliz.ation proceeds 
at the expense of warehouse stocks or higt. reject levels). 

Quality: An indicator of growing importance in particular for DC enterprises - whose 
quality performance is often questioned by buyers in ICs - is certification as per the ISO 
9000 standard system. 

Flexanility: ·The concept of flexibility is considered as relating only to change-over times. 
In fact, it has a number of different dimensions: product flexibility (the ability to change 
easily to produce new products), volume flexibility (the ability to accommodate changes in 
volume efficiency, routing flexibility (the ability to process parts via different routes within 
the plant in response to breakdowns or other factors), machine flexibility (the ability to 
make different parts within a product family), operation flexibility (the ability to vary the 
sequence of operations, and process flexibility (the ability to produce a product family in 
different ways possibly using different materials)."" 

Responsiveness: Leading enterprises measure this in terms of the capability to generate 
innovations in rapid succession (technology leadership); one indicator of innovativeness is 
the share of products in the overall product·spectrum which has been introduced to the 
market within the last two to four years. Other enterprises see responsiveness as the ability 
to imitate rapidly the innovations of leading companies. One other factor is the ability to 
adapt swiftly to altered customer wants, changes in fashion, and the like. 

To meet these criteria, enterprises aim to achieve optimizations along the entire value 
chain - from R&D to production and marketing at the company and intercompany level. 
They must be in a position to formulate and implement strategies; and they must above all 
be able to adapt these strategies at any time to modified environmental conditions. 

3.2 New organizational concepts in product development 

After the Second World War, more and more {major) enterprises began to concentrate their 
R&D efforts and to separate their R&D labs from their actual production facilities. What 
was behind this was the expectation of achieving in this area economies of scale (by 
providing technical and administrative services used by all departments) and a reciprocal 
stimulation via spontaneously evolving or deliberately organi1.cd interdepartmental research 
projects. 
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This expectation was, however, met only in part, and the disadvantages of central 
R&D labs have become manifestly evident in the recent past. Some of the reasons are that 

in connection with the spatial separation, the interactive learning processes between 
R&D and production are diminished or even vanish, 

the n:searchers and developers are without any direct contad to the market - i.e. to 
the users of the artifacts devdoped by them, 

the material orientation of R&D is thus no longer marked by problems emerging from 
production and impulses stemming from marketing, but by introspective decision
makiog processes. 

This decoupling of R&D has led not only to a situation in which a sizable share of 
devdopment efforts ignore market needs. Even in cases in which, in the end, the 
development process gives rise to a successful product, the development it~lf often takes 
too long and consumes an undue quantity of resources - a finding that emerges from a 
comparison of Western companies with their Japanese counterparts. 

Japanese auto-makers, for example, re.quire on average just 70 % of the time and 60 
% of the engineering hours needed by their Western competitors for product development. 
The basis of this is the organizational model of simultaneous engineering, which includes 
two elements: 

- At an early stage, attempts are made to involve as many dep~rtments as possible in the 
development process - marketing, purchasing - and even the company's suppliers. 
Internally, the link between development and other areas is intensified by 
transferring R&D stiff over the age of forty (when they, in the Japanese view, have 
passed the zenith of their creativity) to other departments. 

- Product development does not proceed on the cascade model, on which various 
departments process a project in succession; here, different activities proceed in 
parallel. 

One further organii.atior.al innovation developed in Japan is design for 
manufacturability. This amounts to finding a compromise between technical product 
optimization and the production process instead of one-sidedly optimizing the product, thus 
causing high produ~tion costs, as has often been the case i:'l Western ICs. 

3.3 New organizational concepts in production 

The model of the 1980s for the rationalization of industrial production was the "factory of 
the future," in which computer-rnntrolle.d machines and robots were to render man, as the 
source of error superfluous. The model of the 1990s is, in contrast, "lean production" · 
with its close interlinkage of production and other departments, with teams of highly 



qualified workers in production and intensive, trust-based cooperation between suppliers 
and the manufacturers of end-products. 

The concept of the highly automated, computer-controlled factory has failed. 
Corporations like General Motors that have pursued this concept have been unable to 
improve substantially their competitive position because there is no systematic oonnection 
between degree of automation and productivity, for • .. . high-tech plants that are 
improperly organized end up adding as many indirect technical and service workers as they 
remove unskilled direct workers from manual assembly tasks. What's more, they have a 
hard time maintaining high yield, because breakdowns in the complex machinery reduce the 
fraction of the total operating time that a plant is actually producing vehicles. From 
observing advanced robotics technology in many plants, we've devised the simple axiom 
that lean organization must come before high-tech process automation if a company is to 
gain the full benefit. •26 

Today, it is no longer the Babbage principle and Taylorization, with its benefits with 
regard to specialization and the safeguarding of in-plant control, that shape thinking. 
Rather, what appears as the chief instrument for improving efficiency, quality, flexibility, 
and responsiveness is the re-integration of in-plant processes and previously 
fragmented work processes. "Lean production,• understood in this way, is, to be sure, not 
to be understood as an opposition between organization and technology. What is at stake is, 
rather, a systemic (instead of a point-for-point) approach; the issue is to scrutiniz.e routines 
and supposedly "secure knowledge"; and to use reorganization to create the conditions 
for effective automation. 

Systemic rationalization of industrial prOduction is a three-dimensional proc~: 

I. The first dimension is the introduction of organizational innovations: 

new logistics concepts at the company level, with order-related final assembly and 
flow optimization in manufacturing (in-plant logistics, internal just-in-time), 

new logistics concepts at the intercompany level, i.e. inclusion of suppliers and 
customers in intercompany logistics (external just-in-time), and - associated with this -
downward adjustment of vertical integration and longer-term relationships with 
suppliers; 

restructuring of quality assurance, e.g. via introduction of quality circles or total 
quality control. "In recent years it has been proved conclusively that the old idea of 
having quality inspectors examine products either part-way through or at the end of 
the line is an extremely inefficient one. "27 External just-in-time only functions when 
the customer is no longer obliged to perform receiving inspections; the supplier in this 
case assumes the responsibility for quality control. 

Introduction of group technology, segmentation of manufacturing, and organi1..ation 

along the lines of cellular manufacturing. 
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2. The second dimension includes social change: On the one side, concepts aimed at 
flexibilizing the deployment of labor so as to better utilire expensive computer-controlled 
machines; on the other side, teamwork, shop-floor programming, reduction of hierarchy 
levels, and a return of accountability to the shop level. 

3. The third dimension represents - reorganization having created the conditions for their 
effective deployment - the introduction of tedlnical innovations, i.e. the digitalization 
and electronic networking of machinery and other equipment. This includes: 

computer-aided design (CAD); this - use.d in design - serves to rationalire technical 
drawing by eliminating the need to prepare a new drawing for each workpiece; i.e. 
single elements are called up from a memory and displayed and manipulated on a 
computer screen; 

computer-aided planning (CAP), use.d for the direct planning of production; 

computer-aided manufacturing (CAM), a generic term for various forms of 
computeriud manufacturing, above all computer-controlled numerical machine tools 
(CNC machines) and flexible manufacturing systems (FMS, i.e. the integration of a 
number of automatic machine tools to successively machine various stages of different 
workpieces); 

CAD/CAM, understood as a rule as a coupling of CAD systems with numerically 
controlled machine tools, the data of the workpiece designed in the CAD terminal 
being communicated directly to a machine tool, which then produces the workpiece 
required; 

production planning and control system5 (PPS), i.e. the computer-controlled 
administration of procurement and rough planning of the production sequence. 

When enterprises simultaneously approach all three dimensions, this constitutes a 
new best practice of industrial production that sets standards of international 
competitiveness. This can, of course, not meant applying, recipe-book style, the experience 
of others. e.g. the Japanese; but it does imply making use of lessons learned from other 
countries or regions of the world to develop impulses for reflecting on established 
procedures and ways of approaching and looking at problems. Not beirg culture-specific, 
these organizational models can be transferred. All the same, they are of course shaped by 
economic, political, and social framework conditions as well as specific historical factors. 

3.4 Building networks 

In some Western industrial countries, the relationship between the supplier and his customer 
was in the past chiefly a transaction effected via the market, an arm's-length relationship, 
governed by contract and not envisaged as a long-term affiliation. A glance back 
nonetheless reveals that aside from arm's-length relationships there has always existed 
another type of relationship, which rev,...aled characteristics of a network - a long-term, 



trust-based relationship marked by numerous informal contacts. This type of relationship 
provided opportunities to develop intercompany learning-by-interacting: the customer 
supported his supplier in solving given problems; the supplier developed new products in 

close cooperation with the customer's engineers. Such close contact encourages 
technologial learning processes and leads to the development of specific specialization 
profiles: •The fact that Dennwic is strongly specialii.ed in dairy machines, Sweden in 
metal-working and wood-cutting technology, and Norway in fishery technology cannot be 
explained by the general factor endowments in those countries. Rather, we should look for 
the explanation in the close interaction betwe.en producers of such machinery and a 
competent lJ1d demanding domestic user sector. •21 

The insight that building networks of competitiveness is apt to be more beneficial than 
playing off suppliers against one another has gained prevalence above all in connection with 
the Japanese experience. As regards supply terms, the Japanese system of production 
differs from its Western counterparts in two respects: 

The manufacturing depth of the producers of end-products is much shallower than 
that common in the West. They generally concentrate on the scale-intensive assembly 
of components as well as on final assembly. As far as possible, deliveries are made 
just in time, i.e. the customer is not obliged to stock them during the production 
process. 

The structure of the supply system in Japan is pyramid-shaped, not star-shaped; 
only a minority of suppliers deliver to more than one customer. 

The structure of the Japanese supply system is based on the fact that the majority of 
major Japanese enterprises belong to ass0ciated corporate groups (keiretsu). which -
organii.ed for the most part around a bank and a trading enterprise - give rise to multisector 
conglomerates. The formation of industrial clusters within conglomerates is facilitated by 
the fact that market relationships are largely replaced with in-group, usually informal, 
"social relationships" which make it possible to minimi1..e transai:tion costs and risks. A 
close cooperative relationship with a major bank also diminishes their dependence on the 
external capital market and reduces their need to maximize short-term profits. 

3.S Company sii.e and competitiveness 

In the past decades, a great variety of models have shaped the discussion on management, 
in particular as regards the question of what type of corporate organiz.ation and size and 
what basic orientation are apt to off er the best promise of success. There has also been a 
continuing theory-level economic and industrial discussion on optimal company si1..e. i.e. on 
the advantages and disadvantages of small and large enrcrpriscs. The discussion stimulated 
by the emergence of a new tcchno·cconomic paradigm which seemed to favor smaller 

enterprises. 
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The question of optimal company size must be left separate from any considerations 
of efficient plant size. The determinants of the latter are technical; the optimal plant size is 
seen as reached as sv.., .. as economies of scale are utilized optimally. In practice, however, 
suboptimal plants constitute the majority. In the USA between 3.6 ~and 25.7 "·in Japan 
between 0.9 ~ and 14 ~ of enterprises in the various industries display the plant siu. This 
phenomenon can be explained by three factors: the foundation of new enterprises, at first 
small; the speciali7.alion of smaller enterprises in given niches; and the distinctly lower 
wages with which suboptimal plants compensate for their lower productivity. 

1be discussion on optimal company size has in recent years been marked by two 
experiences: on the one hand, the above-average competitiveness of Japanese corporate 
conglomerates; on the other hand, growing control and management problems and the 
exploding overt.cad costs with which corporations in Western ICs are struggling. 

The !nc.onsistent experienc.es made indicate that size in itself is often not the key 
category. What is more imponant is the manner in which an enterprise organius its 
transactions: a major corporation that maintains primarily conflict-oriented relations with its 
suppliers and customers will be less competitive than a smaller company that is integrated 
within a properly functioning network. 

JapanC!ili! conglomerates are exceptionally efficient because they constitute the basis 
for long-term supplier relations, because joint R&D is easier to organiu, because the 
procurement of credit with the conglomerate's bankers is relatively simple, and because 
there is here a large measure of tolerance for more or less protracted initial losses. 
Japanese conglomerates link a dense, Jong-tenn network of relationships with a low 
level of organizational rigidity. This distinguishes them from conglomerates in North 
America and Europe in which growth of scale has been associated with a multiplication of 
levels of hierarchies, bureaucratization of decision-making processes, and an explosion of 
overhead costs. 

Many of these enterprises today are suffering from the circumstance that they are 
saddled with severe weaknesses in regard to two of the four criteria specified above: due to 
their centralization of decision-making processes, their flexibility is as low as their 
responsiveness. To solve this problem, major enterprises in both regions are experimenting 
with various concepts, including 

replacement of rigid hierarchies with project organization; 

establishment of business units intended to operate as independent companies; 

stimulation of intrapreneurship, i.e. entrepreneurial behavior on the part of 
employees; 

restructuring of central R&D labs, which will no longer be financed across the 
board but will be required to canvas orders from among the business units. 



These experiments arc for the most part linked with efforts to slim down the 
enterprises conc.emcd. i.e. concentration on core competence, reduction of number of 
employees, and cuts in vertical integration. A tendency that is taking shape here is that 
major enterprises are looking more to their own strengths, viz. 

systematic observation of worldwide market processes. 

establishment of brand names and marketint, them throughout the world. 

organization of worldwide production networks (these less and less involving 
manufacturing plants of their own), 

organiz.ation of worldwide R&D oetworu. 

Similar processes are also proceeding in mid-size enterprises - in particular among 
systems suppliers - which are likewise slimming down their structures and restructuring 
their supply operations. Thus a structure appears to be emerging in the Western ICs which 
is more similar to that in Japan than it previously was: more vertically structured 
networks of companies, with one major enterprise f onning the core. What will prove to 
be the key variable for success for failure will - as experienc.e thus far has shown - be the 
extent to which major enterprises succeed in balancing cooperative and market 
relations; those which - at the in-company or intracompany level - set too much store on 
market relations are more than likely to fail. 

In contrast to the ICs. most DCs - with the exception of the Republic of Korea - are 
face.d with the problem that their enterprises are hampered less by oversize and immobility 
than by inadequate size. ll can thus make sense for major enterprises or groups of 
companies to develop (e.g. through acquisitions made in connection with the privatiz.ation 
of state-owned enterprises) during the course of the transition process. Such enterprises 
would be more in a position to organize and finance long-term export strategies; and they 
could also more -::-o;ily present themselves to overseas enterprises as partners to be reckoned 
with (not le.ast wnh an eye to technological cooperation). The danger that in this way 
national champions or monopolists might emerge is quite unlikely as long as markets 
continue to open. The greater risk is that chance conglomerates might emerge that lack a 
clear-cut profile - this would correspond to lhe failed strategy pursued by enterprises in the 
Western ICs in the 1970s. This risk can be diminished by using competition policy not to 
hamper the development of integraled corporations (e.g. in petrochemic.als or the metal 
industry) but to tolerate them on the basis of a model of global competition. Apart from 
this, this problem is not accessible to the traditional instruments of government control and 
can be minimized only via new forms of control on the mesolevel. 

A second possibility of coming to grips with the problem of undcrsi1.cd enterprises is 
to simulate the formation of clusters. Clu~ters of small and mid-siu companies permit 
the development of clear-cut company spcciali1..ation profiles and the rcali1.ation of 
economies of scale. At the same time, close cooperation between enterprises makes possible 
economies of scope. Mesoinslitutions. i.e. collective learning processes and jointly operated 
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or utilized R&D and training facit=ties in the cluster context enable even smaller enterprises 
to keep abreast of the accelerating process of technological change. without having to do 
without the benefits cnjo~ by smaller enterprises as regards flexibility. responsiveness. 
and flat hierarchies. 

4 Mesolevel determinants - the role or selective policies toward industry 

Within the framework of the structural adjustment of the 1980s, macroeconomic reforms 
and the microlcvd modemimion bolh made possible and forced by them were seen as the 
key to enhancing competitiveness. This view neglects the imporwice of expanding and 

building up economic regions and continuously optimizing external economies. In contrast 
to the neoclassical theories of allocation and foreign trade, which, pointing to properly 
functioning international technology markets and the optimal character of decentnlly 
organized decision-making processes, rejected active, anticipatory industrial and technology 
policies, those ICs and NICs developed most dynamically and best improved their position 
in the international economic hierarchy in the 1980s which succeeded in structuring the 

mesodimension situated between macroeconomic conditions and micro-actors. 

The market alone cannot provide for an optimal structuring of locational factors. At 
the same time, the ·development state• called for by the structuralist school has proven 
itself overburdened in view of the compl~xity of industrial production and organization 
when what is at issue is the development of an efficient industrial structure. Patterns of 
social organization of a new type and more complex patterns of public and societal 
governance appear to be emerging in countries which are pursuing a successful industrial 
location policy. The innovative interlinkage of banks. enterprises, and public and private 
intermediary institutions makes it possible to shape structures in the mesopolicy 
dimension with an eye to a long-term orientation. The Japanese success in particular 
demonstrates that creative forms of organization in this "third arena of alloation" -
"between markets and hierarchies· - is a crucial factor in building national competitive 

advantages. 

How central this neglected field of economic policy is for the development of 
sustained competitiveness is also revealed by the fact that a number of developing countries 
succeeded within the framework of structural adjustment programs in stabilizing economic 
framework conditions, though the expected reactivation of these economies failed to 
materialize. The reason for this is that the industrial sites have not been developed and in 
some cases important locational factors were further wc.akcned (e.g. education and R&D) in 
connection with the adjustment mc.asurcs targeted on budget consolidation. 
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ll is not only economic growth and functioning markets that depend on stability
oricnted economic policies (structuring or the macrodimemion); the development of the 
mesodimensioo is also in need of active industrial location policies (structuring the 
mesodimeosion). This is true in particular of the S:ructurally weak DCs. Dynamic 
cconomk regions are characterized by generally innovation-friendly framework conditions 
(basic education, higher education, etc.) and cluster-/sector-specific institutions that 
contribute to developing cluster-specific competitive advantages (e.g. industry-specific 
technology institutions, specialized training facilities). 

In the course of the past decade, the significance of the mesodimemioa bas grown in 
importance as a result of radical tflehnological-Organi7.ational change and the demise of the 
traditional. Fordist production paradigm. Innovation has an increasingly interactive 
character that rests on exchange processes organized along market-like and non-market 
lines. Cumulative learning effects and innovations on which systemic competiti v~ is 
based develop via close networking on the microlevel. formal and informal ax>perati·1e 
relationships between enaerprises, and sets of institutions close to the clusters in which they 
act. Innovation and the building of technological competence obtain under these conditions 
an interactive, community-related character, since, as a result of processes of leaming-by
interacting and exchange processes on both a reciprocal and a market-like basis, an 
enterprise's know-how production also relies on that of its rivals, suppliers, and an 
innovation-friendly institutional structure. Technological competence as the foundation of 
the competitiveness of economies is based on difficult-to-transfer know-how pools and 
cumulative learning processes that emerge in the interactive interplay among enterprises and 
institutions, giving rise to country-specific patterns, including patterns of competitive 

advantages. 

Accordingly, the world economy now sees as competitors not decer.trally operating, 
isolated enterprises but clusters or groups of enterprises organized in networks, and what is 
essential to their development dynamics is the efficiency of industrial sites, i.e. the 
existence of universities, training institutions, R&D facilities, technology information 
systems. private industrial organizations, and the like. Countries that. in the area of 
mesopolicy, see fit to do without the development of a strategic perspective as a guideline 
for entrepreneurial and governmental action and rely primarily on ad-hoc responses and 
trial-and-error processes are, in particular, underestimating 

the importance of a timely and deliberate development of physical and - above all -
immaterial infrastructure for the international competitiveness of enterprises, 

the length of time required to develop human capital and technological infrastructure 
as central determinants of international competitiveness, 

the negative impacts of in~curity and risk or, offensive business strah:gies. 
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4.2 Innovative fonns or eff ~ienl public-private interaction 

To the extent Wal enterprises manufacture more complex products, they give rise to 
growing demands on the local, regional, and national environment. Both the idea that 
government alor.e, as society's control center, can selective!y direct technological and 
economic processes and the dogma which imagines that gov~ment is obliged to assume a 
strictly subsidiary role vis-i-vis market processes are far removed from reality. The cases of 
success in the world economy reveal that, between the extremes of dirigiste interventiooism 
and a laissez-faire restricted to laying down framework conditions, there exists a broad field 
of action for successful policies designed to strengthen the competitiveness of industrial 
sites. Not unlike in industrial production, new fonm or organization and iovemance 
are emerging in the sociopolitical sphere as well. 

In many cases competition-relevant supply conditions emerge as a result of 
deregulation, privatiz.ation of state-owned enterprises, and external financial support. What 
is also essential is the construction of an export-oriented physical infrastructure 
(transportation and communication systems). But what is far more difficult is the reform 
and competition-oriented development of institutions in the spheres of educational. 
research, technology, and other industrial location policies designed to structure the 
mesodimension. The latter are geared to the devdopment of an efficient institutional setting 
(•hardware•) and rely on the interaction capacity of the public and private actors in a 
cluster (•software·). 

~ew fonns or governance eme.rge: Government acu more as a coordinator, 
moderator, communicator between enterprises and their associations, science, intermediary 
institutions, or even trade unions than in thC capacity of the classical interventionist state, 
with the aim of promoting the dissemination of relevant information and working out joint 
medium- and long-term visions conceived as points of orientation for government 
mesopolicies and private initiatives. These new industrial location policy strategies differ 
fundamentally from the top-down approaches of traditional industrial policy, industrial 
planning, or investment guidance. The latter are today unsuitable, since in the spheres of 
industrial location policy and development of mesopolicies the action potentials, the know
how requisire to long-term policies and implementation capacities are distributed across a 
variety of governmental, private, and intermediary agencies. If, in the epoch of Fordism 
and highlv standardized patterns of production, it was possible to successfully build 
vertically integrated major enterprises on the basis of centralist, government-controllc.d 
industrial planning (in the USSR, India, or even Brazil), one-dimensional, centralist 
patterns of regulation are doome.d to failure when what is called for is the development and 
support of complex entrepreneurial networks and speciali1.ed institutional landscapes.29 

"Soft governance media"lo like information flows, persuasion, inlegration of 
intcresls, procedural definition arc gaining significance as a result of these changc.d 
structural conditions. They have two functions: On the one hand, government mesopolicy is 
reliant on the know-how resources of and close cooperation with business, science, and 
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other strategic actors. On the other hand. these new governance media correspond with the 
interactive character of innovation and the syslemic character of competitiveness, since 
patterns of social organiz.ations that facilitate rapid flows of information, open information 
channels, networked structures, and communication themselves become competiti\'C factors. 

The new forms of gow:mancc. e.g. in Japan, have gained in imporunce since the 
1970s, when classical industrial policies (tariffs and nontariff trade barriers, export 
promotion via tax incentives and subsidies, R&D subsidies, forrnatioo of compul.$0[J trusts) 
were prevalent. 31 Thc plans and visions presented by Mm are devised in a protracted 
process of communicalion with representatives of science and the private sector. The plans, 
presented at regular inta\lals over a period of three to four years, have no similarity 
whatever with directives issued by a central administration, since they are directly binding 
ncilher on businesses nor on government institutions. Thc visions conceived by the most 
impor1ant actors provide a suney of the direction of overall economic development desired 
and seen as right by many actors and set out consensus-based short- and medium-term goals 
for individual sectors which rest on a joint analysis of bottlenecks and strengths and radical 
changes that must be expected. 

If dialogue gives rise to concre1e medium-term industrial-policy visiom, they are, 
under the conditions of rapid technological change, great instability in the capital markets, 
and sharp international oompetitivc pressure, of great importance for the allocation 
decisions of the enterprises and the orientation of the governmental and publie; intermediary 
institutions in the mesodimension. despite their non-binding character. They provide 
guidelines for banks' decis•ons on lending, long-term business investment decisions, the 
allocation of resources in the private sect9r. reorientations, and course corrections m 
intermediary institutions (such as training institutions and research centers). 

The close interlinlcage of private and public actors and the attempt to outline future 
development corridors diminish insecurities. stimulate the quest for innovations and R&D 
investments, and make it possible for the enterprises to pursue a long-term strategy geared 
to growth and winning market shares. instead of seeking primarily to maximiz.e short-term 
returns. 

A further example for the growing importance of soft governance media and the 
increasing relevance of functioning communications channels between important social 
groups, institutions, and organii.ations are the "regional conferences" which have been set 
up in a number of Germany's federal states, in particular in crisis regions in which far
reaching restructuring processes are underway (e.g. Nortll Rhein-Westfalia).32 Government 
assumes the role of moderator, •facilitating the blending of abilities and promol;ng 

structural networking. "ll A good number of the actors concerned here seek to reach 
agre.cmcnt on future development chances of their regions, to locali1.r. bottlenecks in the 
modcrnii.ation process, to anticipate (ecological and social) modcrni1..ation costs so as to be 
able to reduce them, thus creating orientations for political and entrepreneurial decision
making. In the regions, complex networks emerge. intergratmg business organii.ations, 



trade unions, industrial assoc1at10ns, local administrations, technology institutes, and 
universities. These interpose themselves between state and market (mesolevel), elaborate 
visions - or, expressed more pragmatically: scenarios - for regional development, pave the 
way for strategic decisions of far-reaching scope, and break the ground for non-statist 
political governance of economic restructuring programs and an active and anticipatory 
shaping of structures. 

These new network-like industrial- and tecbnok»&J-policy approaches thus differ 
clearly on the one hand from •hierarchic, one-sidedly statist governance concepts• 
(industrial planning•) and on the other hand from purely free-market solutions. The 

development of new patterns of social organization and •autonomy~mpatible techniques 
of intervention and rqubtion•14 in the mesodimension facilitate the governance and 
shaping of market processes and reduce the weaknesses of pure market mechanism and 
statist planning. 1besc mechanisms make it possible to relieve government's burden by 
shifting dec!~ion-making processes into intermediary arenas, ensure a higher degree of 
information zvailability, heighten the legitimacy of government decisions, and oplimiz.e the 
utilization of social creativity by mobilizing the problem-solving capacities of 
strategically important actors. They do, however, presuppose on the part of social actors 
a capacity to compromise, to perform and learn, and to accept transformation. The 
conditions for an efficient mesopolicy are difficult in many countries as a result of social 
polarizations and a lack of experience in communication and interaction between private 
and public actors or corporative struct1.1res with a rentist orientation. 

4.3 The importance or industrial clusters and networks at the regional and national 
level 

Aside from general innovation-friendly framework conditions, what is re.quired to develop 
dynamic competitive advantages are specific, selective mesopolicies. Selectivity in the 
mesodimension, instead of the widespread "pork-barrel"" approach to promotion, aims at 
"strengthening the strong• with an eye to huilding, as rapidly as possihle, dynamic 
industrial centers and efficient industrial sites that communicate their effects to less 
developed areas. 

Selectivity aims at three levels: 

concentration of mesopolicies on industrial dusters with development potential; 

at the cluster level, develi>pment of a powerful cluster environment, i.e. cluster
related innovation-friendly framework conditions, instruments to support best 
performers (picking the winners), so as to enable them to connect up with the 
international best practice, and the building of structures aimed at smoothing the path 
of enterprises with development potential toward the level held by the group of best 
;-er formers; 



strengthening of developing regio~ m which dynamic groups of cnt~rpriscs or 
clusters are emerging. 

Policies aimed at shaping the mesodimension have a national and a regional/local 
dimension. At the national level. mesopolicies are geared to developing physical 
infrastructures tailored to the clusters (transportation: ports, rail and road networks; 
telecommunications; supply and disposal systems: energy, water/waste water, refuse) and 
immaterial infrastructures (building of educational systems, etc.). What is furthermore 
imponant are selective and active external-trade policies (including strategies for tapping 
new markets) and an active body in charge of representing interests al the international level 
(e.g. against IC protectionism). Apart from this selective improvement of the national 
mesodimension, cluster-specific policies at the regional and local level are also of 
significance. 

The latter are essential in view of the fact that the process of clustering is most 
dynamic in regionally limited areas. Proximity of the actors involved in cluscers is an 
essential productive force, while the 1970s and 1980s discussions on the ·new international 
division of labor•3s were dominated by the idea that industrial siting (and thus proximity) 
would lose significance as an important competitive factor due to investment decisions of 
multinational corporations oriented in terms of wage cost advantages (worldwide sourcing). 
The shift of the production paradigm from standardized to flexible mass production and the 
interactive character of innovation have heightened the importance of industrial location as 
a factor influencing the competitiveness of enterprises. 

In the process of trade liberalization, dynamic export enterprises (often in proximity 
to resources) emerge in some regions. Local and regional governments have a great role to 
play in systematically improving the business environment in expon regions. In areas such 
as university ooucation and the founding of new or reorientation of existing facul!ies, 
industrial infrastructure, local and regional research and training instituti1)ns, and 
informations channels, local and regional "governments" gain in significance vis-a-vis 
central government. It is here that decisions touching directly upon industrial location arc 
made and structural policies implememcd. 

In regions displaying dynamic development, the efficiency of enterprises is enhanced 
by economies of agglomeration. Agglomeration advantages materialize to the extent that 
enterprises that produce at a properly developed site, with a good manpower potential, 
efficient suppliers, and a good supply of information - i.e. cor~1panies in a position to tum 
external economies to a<X:Ount - have lower production costs than the same enterprises 
outside such industrial sites. 

In other words, the necessity of dcccntrali1.ation policies and a redefinition of the 
competences of national and regional (local) policy instances derives from the growin~ 
significance of "spatiostructural factors" for the competitiveness of enterprises. 
Traditional industrial policies, formulated far from industrial sites in the planning ministries 
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of capitals, are obsolete. Extension of the competence and financial latitudes of regional and 
local administration has a crucial role to play within the framework of government reform. 
The goal is to build institutional structures that make it possible to shape the structures in 
the local and regional industrial sites (structuring from below). Regional structuring is 
geared to strengthening the intercompany linkages between enterprises, shaping the 
intercompany space, promoting close linkages between industry and services, and building 
interactional relationships between the regional and the national levels. 36 

Decentralization must not be misunderstood as a schematic shift of responsibility to 
lower decision-making levels or as a decoupling process between regions and state. 37 Just as 
in modem corporations the greater autonomy of profit centers implies not abolishing top 
corporate management but expanding control capacities and changing tasks for central 
management (network organizers and development of strategic visions for the enterprise as 
a whole instead of central control over all corporate se:etors), in the public sector, too, 
effective decentralization depends on complementary changes at the central level. 31 In this 
sense, any delegation of governance potential from the national to the regional and local 
level broadens the pool of effective actors, provides relief for central government, makes it 
possible for decisions to be taken in proximity to industrial sites, utilizes the contact 
benefits stemming from agglomeration and proximity, and improves the chances for 
cooperative relations between (hitherto often neglected and inarticulate) regions and central 
government. Central government remains important as the agency responsible for ensuring 
an integration of dynamic agglomerative interlinkages to form a national development 
strategy, initiating productive feedback loops between local and regional sites. accelerating 
the progress of building a national infrastructure, and implementing an active external trade 
policy (structuring from above). 

A structuring of the mesodimension geared to a close interlinkage between enterprises 
and surrounding institutions is the permanent task facing the public and private sectors; it is 
a protracted process that piaces great demands on government's control und steering 
capacity at the national, regional, and local level in close connection with other strategic 
actors. Even though many developing countries have training, technology, financial, and 
marketing institutions, these institutions have often failed to contribute to enhancing the 
competitiveness of enterprises. The interaction and communication links between 
enterprises and the institutions surrounding them are often so weak that no efficient and 
innovative structures emerge. Many countries will be concerned with transforming existing 
institutions in such a way a~ to enable these institutions to provide any services at all to 
industry and society. What is import.ant is that mesopolicy be understood as a cross
sectional task of public and private actors, aimed at continuity in improving locationaJ 
conditions. The crucial factor is to link individual measures in such a way as to shape 
interlinkage-oriented mesopolicics. A properly structured mesodimcnsion is important not 
only to enhancing and safeguarding international competitiveness, it is at the same time the 
basis of any effective implementation of flanking social and environmental policies. 
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4.4 Training and advanced training 

Economic structuring cannot succeed without the formatiop of social structures. During the 
phase of inward orientation, the development of industrial and educational systems was 
characterired by quantitative expansion. When market forces are strengthened without at the 
same •ime strengthening social structures, competitive orientation cannot not proceed in the 
direction of success. Reform and development of educational systems must be geared to 
achieving three goals: orientation toward social values, intensification of broad social 
effects, and preparation for new levels of qualification. 

l. Orientation of education in tenm of social values: For social and economic reasons, a 
value orientation is crucial that aims at consensus-based cooperation, joint responsibility and 
readiness to deal with conflicts, C<Jmmunicative cooperation and teamwork, and an active 
and autonomous process of lifelong learning. These primary educational goals encourage 
social integration and meet the requirements of industry. The new mass production calls for 
a a type of employee who is flexible, prepared to cooperate, quality-conscious, and 
accustomed to learning, and who is in possession of practical vocational competence and 
marked communicative skills and is able to think in broader contexts. The primary 
educational goals are most difficult to achieve in fragmented societies, although they 
constitute a condition for social consensus and any concerted social action. 

2. Intensification of broad social effects: Any achievement of broad social effects is 
improved by forming focal points in the fields of primary education and industrial 
vocational training. Vocational qualification can, according to needs, be tailored to the 
specific demands of the informal sector, techaical-manual training, or the training of skilled 
workers in the competition-oriented industrial segments. 

Other factors also contribute to achieving broad social effects: 

literacy programs that at the same time encourage technical understanding, 

media with preparatory educational or vocational-training programs. or 

university scholarships in fields relevant to the international competitiveness of the 
economy. 

3. Preparation for new qualification profiles: This will for the most part first emphasize 
intensification of in-company training and advanced training. Enterprises that make use 
of the new concepts of industrial organization intensify training. Due to low wage costs, 
even protracted courses can be financed with an eye to familiarizing workforces with the 
latest quality and lean-manufacturing systems. In view of already-high - and increasing -
qualification req•1irements, a rapid transition to the training of apprentices is important in 
competition-oriented economic segments. Moreover, spcciali1.ation will proceed, far more 
than during the phase of Taylorist mass production, via advanced vocational training 
("learning by doing" plus short in-company or external training courses). 
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At the same time, however, the transition to flexible mass production requires a 
parallel reform of general education and vocational training: 

on the one hand, a high level or average general education, e.g. at the expense of 
public support for university education, as the basis of higher vocational qualification; 

on the other hand, overcoming the traditional opposition between theory and practiec:: 
in intercompany vocational training geared to specific needs (Anglo-Saxon 
discussion: integration of education and training; German discussion: encouragement 
of a dual system in which practical training is conducted in-company). 

What is important in vocational schools is not only to increase specific performance 
but also to take into consideration requirements going above and beyond individual 
subjects. It is therefore recommendable to link the basic qualification provided by one 
vocational field (e.g. metal-working) with overlapping forms of learning and acquiring and 
processing information, working with computers and practicing teamwork techniques 
(specialized and despecialiud vocational training). 

The protracted transition from mass production organized along hierarchic Taylorist 
lines to flexible mass production on the model of lean production places great demands on 
education and educational research. This is true in view of the task of testing vari"us 
concepts of business organization (v= · combinational patterns of hierarchic organization of 
work processes and horizontal control on the operational level with autonomous units and 
teamwork), and because such concepts are gaining prevalence not only in industrial 
enterprises, but will also, in tendency, change the organization of work in the services 
sectors, including the public sector. 

4. Regulation toward the end of system integration: Educational reforms will be geared 
to international standards and the requirements placed by new concepts of organization and 
production, though they will al the same time take account of country-specific structures 
and needs. A gradual modus operandi and point-by-point approaches ought form the very 
outset to be tied into a system perspective, e.g. in terms of a system of vocational training. 
Core elements of the reform and development of education are: 

government regulation which increases the importance of education and research wilh 
an eye to economic and social concerns, 

concentration on strengthening managerial capacities in educational institutions so as 
to provide for responsible institutional management, 

sustaining the approach via educational research institutions and proposals advanced 
by intermediary organi1.ations, above all of industry, 

tine-tuning among central and deccntral educational institutions and ensuring 
competition between puhlic- and private-sector institutions at higher levels of 
qualification, and 
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linking quantitative expansion and improvement of quality with a more pronounced 
practical orientation. 

S. Step-by-step expansion of focus: Educational systems are expanded gradually and in 
close coordination with the needs of the economy. Urgent requirements include: 

rehabilitation of existing educational institutions, 

provision of meals in the educational institutions and solution of transportation 
problems, 

development of focal points in industrial vocational training in segments with a larger 
demand for skilled labor and participatory interest and willingness to provide funding 
on the part of industrial associations, 

expansion of technical colleges that train medium-level technical staff and 
management, 

concentration in universities on economics, natural sciences and engineering, and 
computer sciences, and 

priority expansion of technical universities and their post-graduate training in areas of 
qualification serving to improve technological competence and intematior.al 
competitiveness. 

6. Relationships of partnership between government and industry: The new demands 
placed on industry can be met only if there is close cooperation between government, 
educational institutions, research, and industry. This is all the more so as they can be met 
only in the course of a protracted transitional process that will involve a great measure of 
sectoral and regional differentiation and will on the whole change the ways in which people 
live and work. A cooperatively structured educational system is of great significance for 
these reasons. 

In view of its regulatory competence, government is responsible for the direction that 
education on the whole will take as well as for a high level of average general eduction. For 
instance, government is responsible for preventing or counteracting such undesirable 
developments as the emergence of a great number of small private universities of low 
quality. In the field of advanced vocational qualification, government should involve all 
aspects vf the economy (self-administered organizations like chambers of industry and 
commerce and trade guilds), including, if possible the trade unions, in developing and 
implementing a concept. Joint responsibility implies industry's taking a share in 
vocational training and bearing a share of the financial burden. As a rule, industry's share 
in vocational training is inadequate. In higher education there is competition. Studying 
implies paying tuition. Cooperation between government and the economy can provide 
some of the required funding. 

7. Concrete cooperation among education, research, and industry: Establishing linkages 
between the various subsystems involves: 
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courses of practical training. 

practical relevance of college theses, in particular doctoral dissertations, to best 
practice issues facing industry (for which, in tum, industry can offer scholarships), 

mobility of experts between educational and research institutions and industry, 

research and consultation proje.cts that contribute toward supplying laboratories and 
workshops with working assets, 

advanced training of scientists, in particular of engineers, abroad, and 

repatriation programs and invitations addressed to experts working abroad, in 
collaboration between universities and industry. 

Concrete cooperation contributes to a needs-oriented vocational trammg, a rapid 
placement of university graduates in the e.conomy, a joint testing of dialogue techniques and 
network-building, and improvement of the world-market competence of the e.conomy. The 
potential of institutions of higher learning to support the development of technological 
competence and improvement of the economy's international competitiveness via research, 
consultancy, and other cicumstances is significant, although it has until now for the most 
part been underutilized. This potential grows when efforts are roughly coordinated with 
non-academic research institutions and industry, which can also avoid any reduplication of 
the efforts undertaken. If the intention is to focus on knowledge-intensive te.chnologies in 
the universities so as to further the advance of science in technology-intensive industries, a 
clear-cut rise in public spending for education and research will prove unavoidable. 

8. Regional cooperation in education and .research: Regional coordination of vocational 
training and academic education and R&D cooperation can be deepened via cooperation 
between smaller neighboring states (e.g. Central America), and intensified via an 
orientation in terms of industry-relevant focal points (e.g. advanced technical and 
commercial training, post-graduate scholarships in natural sciences and engineering). 
Regional know-how in the field of new technologies (computer sciences, biotechnology) 
can be clustered to form regional centers of excellence. Regional educational and research 
networks contribute toward concentrating forces in priority industry-relevant fields. 
Obstructions to interaction among universities, R&D institutions, and enterprises from 
different countries should be dismantled. 

4.S Research and technology 

In most DCs technology policy has in the past contributed little to diminishing the 
technological gap and, in particular, to upgrading industry in technological terms. Although 
technology institutes and universities have been developed in many DCs. they have lacked 
relevance to the problems facing the economy, and their links to the productive sector have 
been weak. Unlike the case in the ICs and a few advanced DCs, no national system of 
innovation has emerged. 
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Technological networks of enterprises, univers1t1es, and research institutions have 
emerged where enterprises are engaged in sharp competition in innovation, quality, and 
meeting deadlines. This was, however, hardly the case in most DCs in the past; technology 
policy often proceeded on false premises. 

This is not to say that in those countries that pursued an inward-looking strategy there 
was no such thing as technological learning processes. But the problem was that the 
le.anting processes were dmorted. They aimed less at improving economic efficiency than 
at adjusting to conditions presented by narrow domestic markets. •Typical R&D efforts 
would be determined by the need to use different raw materials, scale down (to smaller) 
plant size, diversify the product mix, change the product design, use simpler, more 
universal, less automated and lower capacity machinery, stretch out the capacity of existing 
equipment, etc. •39 

It was thus an idiosyoc:ratic p~ of improvement and adjustment to a distorted 
environment. There is little to indicate that optimization as a means of adjustment to 
distorted conditions is an intermediate stage on the road to international efficiency. On the 
contrary: it was a process of optimization that led in a different direction and often 
increased the disparit/ of enterprises vis-a-vis the international lev~l of efficiency. 
Technology institutions and universities - for the most part geared to models imported from 
ICs - had little more than a minor role to play in this process. 

A further fallacy also played a role in the past: the establishment of technology 
institutions was based on the technology-push model, according tc which breakthroughs in 
basic research provide impulses to applied research, which these in tum pass on to product . 
dev~lopment. In fact, however, research and development is for the most part an interactive 
process; and it is frequently not scientific breakthroughs that impel technological progress, 
but, on the contrary, technological breakthroughs that induce scienti fie research, which then 
seeks to interpret the essence and foundations of a technology already in use. 

In contrast to this, a national system of innovation emerged in connection with the 
industrialization process in most ICs and in successful DCs. An efficient system of 
innovation is characterized by the fact that, above and beyond the level of individual, 
locally limited clusters, technological networks emerge between industrial and services 
enterprises, R&D and training institutions, and public-sector agencies. It is less the size 
than the density of networked relationships that decides on the success of a system of 
inr.ovation. A weli-organized system of innovation "may enable a country with rather 
limited resources nevertheless to make very rapid progress through appropriate 
combinations of imported technology and local adaptation and development. On the other 
hand, weaknesses in the national system of innovation may le.ad to more abundant resources 
being squandered in the pursuit of inappropriate objectives or use of ineff ectivc methods. "40 

Networks give rise to technological externalities - either intentionally (e.g. on the 
basis of contractual relationships between supplier and customer or enterprise and research 
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institute) or unintentionally (via manpower fluctuation, informal exchange of information, 
and the like). They are the prime example for positive external effects through which 
industry on the whole stands to gain more than individual enterprises lose; in most cases the 
benefit the individual enterprise derives from information stemming from other sources is 
even greater than the damage due to information •teaks.• The disadvantage implied by the 
circumstance that an individual enterprise is no longer able to enjoy the exclusive yield of 
its innovations is more than compensated for by the heightened competitiveness of the 
network; a network permits •a collective rather than an individual form of rent 
appropriation and re.quires social and cultural preconditions which some nations possess 
more widely than others. • 41 

The existence of pronounced technological externalities makes possible rapid 
interactive, cumulative learning processes42 in the course of which a network of enterprises 
and institutions comes to master, and translate into market success, technological process 
and product innovations far faster than can isolated enterprises sited differently. The 
existence of continuous cumulative learning processes can lead to situations in which a 
country (more exactly: given industries in a country) can build up absolute competitive 
advantages. 43 This type of absolute advantage rests not on static comparative advantages; 
rather, it is based on the capacity of a network of enterprises to hold, or even to build up, a 
lead it has once achieved. Empirical research has shown that technological leads can be 
sustained over a longer period of time. This explanatory model illustrates ·why, since the 
late 1970s, some OECD countries have run long-term, almost permanent trade surpluses 
and other almost equally permanent deficits.""" 

Successful national systems of iMovation that may even build up absolute 
competitive advantages are characterized in particular by a type of government which (at 
the level of central, provincial, and local government) stimulates and fosters the building of 
systemic competitiveness. In doing so, it avails itself of the following instruments: 

encouragement of basic and applied research in universities as well as in major 
public- and private-sector research institutions; 

stimulation of technology diffusion (information and advisory institutions. industry
specific demonstration centers, technology promotion centers); 

encouragement of industry R&D (indirect and specific promotion, R&D 
interlinkages, venture capital); 

public procurement policy; 

targeting, long-term visions, technology assessment, and regional technology 
dialogues, government playing more the role of initiator and moderator than 
pioneer. 
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4.6 Policies and institutions in trade 

In DCs, trade policy is faced with two challenges: the implementation of an intelligent 
import policy and an effective policy of export promotion. 

Many DCs have radically opened up to the world market in connection with structural 
adjustment programs, which has led in the manufacturing industries to a process of 
exaggerated adjustment. More promising is a gradual strategy of opening in which external 
protection is gradually reduced to the internationally accepted level of 10-15 % within a 
period of three to four years. 

Successful countries are characteriz.ed by a selective import policy. They not only 
stimulate exports by removing tariffs an<i levies on imported pre-products and, in some 
cases, investment goods (drawback). They also pursue a consistent policy of infant industry 
protection oriented in terms of clear-cut performance criteria and limited in time. 

1. Encouragement of exports is promoted in many DCs by a variety of different export
related institutions: trading companies/TCs, trade promotion agencies, information services. 
These are supplemented by certain infrastructural preconditions and conditions and 
institutions in the broader sense of the term, e.g. export-relate.d import regulation. 
Successful countries differ from less successful ones in terms of the effective organization 
of these institutions, but above all in terms of the articulation and creation of cumulative 
effects among institutions. Enterprises are able to asserts themselves in the world market in 
particular when they are accorded concerted support by the institutions named. 

2. Trading companies: TCs in the ICs (sogo" shoshas, and other, similar foreign-trade and 
marketing establishments) make up for up to 20 3 of the industrial goods exporte.d by 
developing countries. In some Latin American countries, they also pool the agricultural 
produce of SMEs for export; the best known example is the f ruticultura de exponacion in 
Chile. They arrange for sea freight (in modem refrigerate.d ships) and use their international 
connections to diversify export markets. They fre.quently have close relations to financial 
institutions; in some cases they even provide credit of their own. The activities of the TCs 
also have other important secondary effects: 

They provide: local producers with soft technologies (design, adaptation to different 
taste preferences, quality control). 

They give rise to rapid modernization of suppliers as well, e.g. in the field of 
packaging materials. 

They commission scientific studies at local universities. 

They send groups of local experts ahroad for advanced training, e.g. from Chile to 
California. 

They finance consulting services on economic, organi1.ational, and technical 
problems. 
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They push through rapid modernization of the local transportation sector and port 
facilities. 

Beside the foreign marketing organii.ations, cx1stmg or new local ~mp"5as 

aponadoras are growing in significance in Latin America, some of which have already 
grown to a considerable size. As a result of their disadvantages in scale and know-how, and 
because the countries of the region can now be integrated in the global telecommunications 
systems of the TCs, •indirect export• of this type, with its •system integration• via a 
foreign trading company. will continue to grow in importance. One other reason why this 
is the case is that the organizational and management services provided by the trading 
companies, in particular tr3de management, are being complemented by more and more 
service functions (supply of spare pans, warranty services, customer service) as well as the 
handling of contra transactions. One visible disadvantage is that export trading companies 
can permanently restrict the initiative and the learning processes of the firms participating in 
them which they would require to export on their own. 

3. Export consortia: ·nirect export• by SMEs can be transacted via consortia. These are 
an independent form of export cooperation, often limited in time. Such consortia serve to 
transact jointly production tasks involving major lot sizes, e.g. department store chains, 
mail order establishments, or the like, in ICs. These consortia, e.g. in the shoe or garment 
industries, do not as a rule exist on a permanent basis. In many countries it appears that 
they are being replaced by TCs, which are much more in a position to contribute to 
increasing the efficiency of local producers and provide for more continuity through follow
up orders. In Columbia, the formation of company groups below the merger level (·grupos 
solidarios·), aimed at improving the cos.t structure of production, is encouraged by 
government, although this practice has yet to achieve any particular significance. 

4. Trade promotion agencies: Successful trade promotion agencies meet four criteria: 
They are taken seriously and supported by enterprises; they employ qualified staff, who 
receive salaries usual in the market; they have a cenain measure of autonomy. 

Very few trade promotion agencies in DCs meet these criteria, which is why most of 
them are relatively unsuccessful; this is one further example for the failure of government 
institutions in inward-looking societies. In particular, there are six factors that guarantee 
failure: 

•the unsuitability of government employees to the task, 

the inflexibility of government procedures on expenditures and staffing, 

the confusion of purpose resulting from the assumption of regulatory and 
administrative roles, 

the perpetuation of wrong attitudes and strategies, 

misguided evenhandedness among potential export firms and producers that prevents a 
focused approach and limits the information given to potential importers, and 
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An additional factor is that existing government agencies have a legal monopoly and 
theref orc do not only not fuoction properly, but furthermore obstruct the emergence of 

efficient private agencies. 

5. ln£onnation services: One effect of the diffusion of new, computer-based technology is 
that many of the classical print media are be.coming obsolete. This is especially true for 
market information. Technological change is attended by structur.al change: private 
companies have increasingly come to see a lucrative martd in the transmis.~ion of 
information. 1be consequence is that, as more timely and systanatic information becomes 
available, access prices rise. This has two implications for OCs. On the one hand, they 
need a low--cost access to the international telecommunications system, for only in this way 
can they avail themsel "es of information sources in other counties. On the other hand, it has 
a dysfunctional impact when legal barriers bar domestic or foreign firms from this field. 

6. lnfrastrndure: High domestic transportation costs (frequently a result of inefficient 
road-bound transportation systems), unreliable i.ransportation systems and inadequate pon 
capacities, and ineffective and inefficient ports are in many DCs a severe export obstacle. 46 

By way of contrast, successful DCs are char.teteri7..ed by especially efficient ports. Thus, for 
instance, Singapore has the largest handling capacity of all ports of the world. This position 
is due not only to its geographical situation buz also to its exceptional efficiency: large 
container ships can be handled (unloaded, loaded. refueled, etc.) within a period of only 
nine hours. The pons of Hong Kong and Kaohsiung (Taiwan Province) are not far behind. 

4. 7 Industrial financing and financial export incentives 

In financing their activities, the majority of industrial enterprises in most DCs have in the 

past been confronted with five problems: 

a selective lending policy of private and public commercial banks, but also of 
development banks, which have preferred major private and public enterprises, so 
that no long-term financing has be.en available to other companies; 

exaggerated demands for collateral; 

an tmderdeveloped stock exchange, which has prevented most enterprises from 

issuing stock; 

high interes,· rates for working capital on the pan of banks or for borrowing in the 

informal sector; 

a lack of export-finance instiiu:ions. 

SMEs have thus in the past had to rely on self-financing; this on the one hand implied 
recourse to owner savings or mobili1.ation of capital among family members; on the other 
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hand. il necessarily gave rise to mark-up pricing to make it possible to finance investments 
from cash-flow. 

A fundamental change of the financial sector accompanies the opening of economies. 
The banking system - sometimes constrained by the entry to the market of foreign 
institutions - is modemiu:d, thus improving and diversifying the opportunities of financing 
open to enterprises. Competition between banks stimulates rationalization processes, thu~ 
leading to lower costs in the financial sector and the emergence of additional financing 
opportunities; transaction margins decrease, administrative costs for small portfolios fall. 
short-term mentalities and risk aversion give way to an interest in cooperation, including 
with SMEs. 

By consistently utilizing the opportunities afforded them by electronic banking, major 
enterprises can diversify their sources of financing, combine different financing 
instruments, and pursue a professional strategy of liquidity and foreign~xchange 

management. This, however, diminishes the banks' yields from the zero-interest transfers 
and cash stocks floating in the banking system and increases their incentive to diversify 
their customer base - not least in the direction of SMEs. ll can be observed in several Latin 
American countries that banks are discovering SMEs as new clients, especially as they can 
in this way diversify their risks; electronic banking moreover makes it possible for them to 
lower their costs for transactions with small clients. 

Aside from traditional credit. banks and specialized institurions increasingly support 
enterprises in utilizing other forms of financing: 

1. Leasing: Here, by paying a leasing fee, "an enterprise acquires the right to use a given 
equipment for a given period of time. One advantage of lhis over financing investments via 
credit is lhat the company concerned needs not provide collateral. In Latin America, for 
instance, this instrument has been in common use since rhe end of the 1960s; but leasing 
companies have tended to focus their leasing business on large enterprises. An extension of 
this business to include SMEs would imply considerable expansion potential. 

2. Bonds: Mid-size and larger enterprises in particular are in a position to finance their 
business via bonds. In Latin America, for instance, working capital is increasingly financed 
via bonds with a maximum maturity period of three months; these bonds are issued via 
securities markets or sold directly to institutional investors. They offer sizable interest-rate 
advantages as compared wilh bank loans. 

3. Collateral funds and partnership structures: For SMES, ii is often particularly 
difficult to provide colle:areral when borrowing. This prohkm is today solved in a number of 
DCs in two different way'i. Collateral funds serve a~ ~curily for SMEs to borrow working 
capital; the mulliplicarion factor usually sr~rts ar 10 and increases to 25 over the course of 
several years. The funds cover up to 80 % of a credit. The greater pan of the funding in 
most cases stems from government SME promotion programs. although these funds for the 
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most part operate independently - not lea.st because they function well only when they arc 
able to build up a good measure of credibility and professional standing and establish clear
cut rules. C11rrent financing is conducted via a provision fee paid by businesses making use 
of the funds. Partnership structures, on the other hand, arc characterized by the fact that in 
this case it is the enterprises themselves that raise and administer the money for the 
guarantee fund. 

4. Fadoring: The sale of claims to specialized factoring firms is a form of financing which 
is customary in ICs but has as yet not become widespread in DCs. It would therefore be 
useful and appropriate to found factoring companies or encourage international factoring 
companies to set up branch organizations. 

S. Export financing: Two instruments used to facilitate exports have been gammg 
prevalence; many DCs, however, have as yet made too little use of them. One instrument is 
the provision. at the national level, of letters of credit (domestic letters of credit in Republic 
of Korea, for example). an instrument that has thus far found too little use~ e.g. in Latin 
America only 2S % of exports are transacted via UCs. What is at stake here in particular is 
to ease for ·indirect importers·, i.e. the suppliers of export enterprises (which often have 
difficulty in providing security) access to working capital. The second instrument is 
establishment of export credit insurance organizations with which exporters can insure their 
transactions against payment losses. Founding a specialized expon finance bank is an 
daunting enterprise; but all successful exponing nations have undertaken this effon, because 
the benefits involved far outweigh the costs. 

6. Stock exchanges: In many DCs, particularly in East Asia and Latin America, the 
business transacted at stock exchanges has developed dynamically in recent years. But this 
should not obscure the fact that it is for the most part the stock of a small group of major 
enterprises that is trade.d here. It would thus in future be possible for mid-size companies to 
broaden their capital base by entcrin~ the stock exchange. 

7. Financing via venture capital: in several ICs and a lesser number of advanced DCs, 
vcnturl!·capit.al financing has prov~n to be an interesting instrument for founding 
technology-oriente.d enterprises. The lenders here bet that the profits from a successful new 
enterprise will compensate for the losses incurre.d from a number of flops. Venture-capital 
funds are, however, successful only when they are competently managed, i.e. in a position 
to distinguish between more and less promising business concepts. For new tcchnology
oriente.d enterprises, venture-capital financing is often the only possibility to obt.ain external 
funding, since they are unable to provide adequate collateral. 

8. Pen .. ion funds and insurance companies: Pension funds and insurance companies in 
DCs chiefly invest their capital in government bonds; a small share of it is, however, 
occasionally invested in housing construction. J;or industrial enterprises, they are a source 
of capital that has thus far remainc.d largely untapped. 



9. International financing: Once tt.~ economic performance of the highly indebted 
countries had improved, a number of major enterprises from these countries again 
suc.ceeded in gaining access to the international capital markets. They have often been able 
to procure capital at interest rates much lower the domestic rates by issuing bonds on the 
international capital market. 

SMEs often view busiriess forms such as leasing with skepticism, failing to 
comprehend the benefits involved or regarding the possession of capital goods as a value 
per se. For SMEs, it is therefore essential to disseminate inf onnation about new 
financing instruments, to practice using new financing techniques, and to improve their 
financial management. Here, specialized institutions can be of use which actively market 
these instruments among SMEs while being subject to clear-cut performance indicators. 

Fmancial-sector refonm arc concerned with creating the conditions that permit 
enterprises - and in particular SMEs - to gain access to diversified forms of investment 
financing. One important aspect of this is that domestic markets be opened to foreigners. 
Just as in the case of import policy, any too rapid, radical opening in financial-sector policy 
can be dysfunctional. Any opening to foreign banks looking for long-term investment 
opportunities should be welcome, especially since they step up the performance pressure on 
national banking systems. On the other hand, caution should be exercised in opening stock 
exchanges to foreign investors. As long as a stock exchange remains underdeveloped, i.e. 
relatively few securities are traded there, an inflow of foreign capital will lead to rapid 
price advances. But, as the experience of recent years has shown. the lion's share of this is 
speculative capital. If is withdrawn abruptly, the result can be a crash, an event that is 
detrimental to the institution's reputation as well as the to willingness of as yet unlisted 
companies to issue stock. What is therefore preferable are spet:ial investment opportunities 
for foreign investors, e.g. capital funds. administered by foreign branches of national 
banks. 

4.8 Environmental policy dimension 

The resource- and energy-intensive industrializ.ation hitherto pursued has exacerbated the 
problem that the practice of resource utili7.ation, i.e. attitudes toward nature, set going with 
an eye to augmenting material welfare now threatens to destroy the foundations of life. The 
problem in DCs is even more intractable in that the process of opening and the constraint 
on many developing countries to earn foreign exchange in order to repay their foreign debt 
can lead to overutilization of resources and extemaliz.ation of ecological costs (e.g. 
uncontrolled emissions). This objective pressure must be relieved via external measures 
(debt relief, reduction of protectionism, ecologically oriented \haping of GATf) and 
internal environmental policies. What is called for i-, a prevention-oriented 
environmental policy geared to combatting and avoiding ecological damage and providing 
incentives for national innovativeness aimed at the development of ecologically compatible 
forms of production. Any future-ori~ntcd environmental strategy rests on visions. 
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institutions, and instruments gearoo to altering existing practices vis-a-vis nature. It must be 

an integral component of industrialization strategies. 

Building a national setting adequate to shaping the environmental dimension of 
industrial competitiveness aims at: 

1. Reduction of unregulated ecological burdens: environmentally compatible 
technologies internationally available have scarcely been used within the framework of 
inward-looking resource- and energy-intensive industrialization, e.g. in Latin America, or 
in the former socialist countries. In addition, approaches to industrialization have often 
stalled in resource- and energy-intensive heavy industries. This has, accordingly, given rise 
to unregulated ecological burdens (air pollution and soil contamination, inefficient energy 
systems) which must be reduxd. 

2. Support for comprehensive rationalization efforts at the enterprise level that take 
ecological considerations into account: the process of restructuring industry toward the 
world market makes it possible to gear operations to internationally accepted best practices 
in environmental technologies and appropriate patterns of organization oriented toward 
decoupling production and the consumption of environmentally valuable resources. It 
would, for instance, be possible to install in industrial plants integrated power-heat 
equipment that could reduce industrial energy consumption by up to 90 3. In many I Cs 
(e.g. in Germany), the introduction of these technologies is progressing slowly, since 
oligopolistic supply structures in the en~rgy sector arc obstructing the process of change. 
DCs could make more rapid progress here. 

3. Increase of energy efficiency: the World-Watch Institute has pointed out that it would 
be possible for ICs to triple their energy efficiency on the basis of existing best-practice 
technologies. 47 DCs can improve their energy efficiency by an even greater amount, since 
design changes from the sta!'l allow processes of leapfrogging, while strengthening their 
economies. One example: Third World power plants consume as much as 44 percent more 
fuel per kilowatt-hour than those in ICs, while transmission and distribution losses are three 
to four times higher. A recent study suggt:!\iS that comprehensive efforts to improve energy 
efficiency could save the DCs $ 30 billion annually and eliminate the projected need for 500 
000 megawatts of power by 2025. "11 

Future-oriented environmental policy is shaped by government environmental 
authorities and relies on effective social actors: 

l. Industrial as.wciations could provide (e.g. via information in the field of in-company 
environmental protection) the me.ans of focusing entrepreneurial expcnisc and crc.ativity on 
solving the environmental problems caused hy industry. The tradt> unions, too, could 
contribute to improving environmental conditions by integrating environmental issues in 
their action plans (e.g. approaches to factors in enlerprises which arc detrimental to health 
and the environment). 
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2. Application-oriented science (universities, private research institutions, technology 
institutions) can develop environmental-policy programs and conceptions and provide 
support in formulating targets and standards of environmental policy and selecting and 
applying such instruments and measures. What is important for DCs is to have information 
on the know-how available in ICs and be able to apply it to their own conditions. 

3. Consumer organizations can, through their information and con~ulting work, influence 
the environment-related awareness and behavior of the population and generate pressure on 
companies to make allowance for environmental criteria as quality features of their 
products. 

4. Private environmental ~iations can promote ecological awareness and influence 
environmental policy, e.g. by issuing position papers and holding hearings on important 
ecologically relevant projects and legislation. 

The set of instruments available to environmental policy includes regulations and 
prohibitions, structuraJ-;x>licy measures and a variety of information and advisory services: 

The environmental liability anchored in law can call to account those responsible 
for causing ecological damage. 

Environmental compatibility tests can be used to determine and assess, 
comprehensively and at an early date, whether proposed projects, public or private, 
can be approved as ecologically sound. 

Product standards set by panels recruited from industry and environmental 
authorities can define the ecologi~l demand placed on products. Environmental 
symbols and quality ratings have proven to be an interesting incentive for enterprises. 

Spatial planning (spatial structuring, transportation planning, establishment of 
industrial zones, landscape planning) can contribute to avoiding and reducing material 
environmental burdens and using land economically and sparingly. 

Important economic incentives aimc.d at reducing ecological burdens can be provided 
by control levies exactc.d on emissions (e.g. waste water levy, C02 levy) and by 
increasingly focusing on ecological aspects in shaping taxation policies. What might 
furthermore be of importance is depreciation regulations or low-interest credit 
programs for the environmental modernization of enterprises. 

For the purpose of setting environmental goals and priorities and checking on the 
success of environmental measures, what is nee.ded is information on the level and 
development of the state of the environment and the e.conomic costs cause.d by 
ecological damage. Environmental reporting is an important means to this end. 

Most DCs (and many ICs) lack thc~c institutional structures for developing a modem 
environmental policy. The set of policies outlinc.d and an ecologically shapcJ 
mesodimension would contribute to overcoming the merely flanking character of the 
environmental policy of the past and change the environmental dimension, in the sense of 
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the "revolution in ecological efficiency" called for by the World Watch Institute, into an 
integral component of systemic competitiveness. 

III How to Make Industry Competitive: Guidelines for Key Decision-Makers 

1 How to start the transition from an inward-to an outward-looking strategy 

1.1 Achieving competitiven~ in resouru-based, labor-intensive, and capital- and 
skill-intensive industries - the need for a step-by-step approach 

l. As import liberalization advances, stimulating import competition, specialization first 
intensifies in conformity with factor endowment. Comparative advantages are enjoyed 
above all by resource-based and labor-intensive industries. When it turns its natural 
competitive advantages and lower wage costs to account, an exporting country is in a 
position to exploit an often significant specialization potential. The condition for 
maximizing the use of existing productive capacities and optimizing existing comparative 
advantages is that business organization, technology, and marketing be modernize.cl: 

In the sectors of mining, agriculture, and raw-materials-based industries, the goal 
must be to achieve the international level of best practice. For some products, 
however - in particular agricultural - sharp competition in international markets not 
infrequently triggers declines in prices. Many DCs succeed in countering this 
tendency by rapidly diversifying the products they export, e.g. in agriculture or 
fishery. 

Raw-materials-based industries (food-processing, textiles, footwear, furniture, and 
basic manufactured goods, above all hydrocalbon- and energy-intensive primary 
goods) may benefit in the short term from a significant latitude for modernization by 
utilizing low-priced raw-materials inputs, new organizational concepts, and state-of
the art technology. Furthermore, many food-processing or wood-working industries 
(furniture, printing and graphics) are accessible to intra-branch upgrading, and are 
thus able to break into areas of higher value added. Since basic manufactured goods 
require high capital inputs, joint ventures with foreign corporations are on the rise. 
Although production surpluses in the international markets often restrict the sales 
volume of these industries, an improvement of their medium-term prospects in 
connection with changes in the international division of labor is likely, since the ICs 
are expected to cut back on their production of many such products. 

In countries or regions characterize.cl by especially underdeveloped industries, the first 
step toward international industrial division of labor is likely to be an intensification 
of labor-intensive assembly operations by foreign firms. There is room for the value
added share of such in-bond industries stemming from domestic production to rise 
significantly. In many cases, these companies even constitute the foundations on 
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which foreign enterprises build up modem industrial subsidiaries in !)Cs. An 
additional field in which manufacturing competence counts is subcontracting by 
domestic firms to foreign companies, an element that can stimulate rapid growth of 
the technological competence of national private-sector enterprises. 

Following a protracteti period of inward orientation, organization for export is of 
great importance. State-of-the-art telecommunications and database technologies 
should be used to improve marketing activities abroad. What is also important is the 
pooling of the products of small- and medium-sized enterprises for export, an area in 
which trading companies, large agro-industrial enterprises and export consortia of 
medium-si:zed enterprises are already making a contribution. Many DCs even succeed 
in joining marketing networks of advanced countries, e.g. China in Hong Kong and 
Taiwan Province. This enables them to boost their exports, in particular of reltttively 
labor-intensive industrial goods, within a short time and rapidly diversify their export 
markets. 

The first phase of export orientation focuses on output from the existing plant and 
equipment. Not infrequently, there exists a significant potential for cost reduction and 
process optimization, which can improve the conditions for an efficient utilii.ation of 
modem machines and equipment, for the most part imported. The chances of passing the 
test of price competition are not unpromising; within just a few years, companies in DCs, 
e.g. in the steel industry, grew into the world's lowest-cost producers. Reorganization is 
followed both by efforts to develop better sites for export-oriented companies, e.g. in 
proximity to ports, and to improve quality and search processes aimed at concentrating on 
products with especially good export chances. If the economic-policy ':!nvironment is 
favorable, new small- and mid-size enterpnses may arise, often companies with export 
orientation from the outset. 

2. For capital- and skill-intensive industries. particularly tough organi1.ational and 
technical requirements emerge from an orientation toward market and world market. Any 
abrupt and sharp policy of import liberalization can spell the end for many enterprises in 
these industries (chemicals, engineering, electronics, motor vehicles, etc.). In other cases, 
e.g. the s:.ipply of parts and components, competition-oriented reorgani1..ation leads to 
integration within the international division of labor. Frequently, the local content is 
reduced with an eye to raising the profitability of final assembly. 

The development chances of capital- and skill-intensive industries will by no means 
decline over the medium term. The privatii.ation of public-sector enterprises for the most 
part strengthens the group of national private major enterpri'lteS Their si1,e is also 
increased by mergers and take-overs of mid-si1,e companies. Some major national 
enterprises employ highly qualified expert personnel and have a significant R&D potential. 
Their capital is for the most part adequate to enable them 10 rationalize dynamically and 
intensify their advertising efforts. When they introduce new concepts of organization, 
production, and marketing, they often succeed in swiftly boosting their international 
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competitiveness. The condition for this is that they have access to a well-trained workforce. 
In advanced DCs with many years of inward-looking industrial orientation, the 
modernization of major domestic enterprises leads to a gradual integration into the 
international division of labor in a great variety of industries, in some cases even including 
high-tech sectors. 

The responses of hitherto inward-looking subsidiaries of foreign industrial 
corporations to this reorientation in economic policy will differ in many respects: some 
will leave; others will put off modernization in view of low levels of domestic demand, 
although it is these enterprises that will come under growing pressure from imports. If 
domestic demand proves interesting, companies' thinking about regional and international 
strategies is also likely to prove positive. The most important example of rapid 
modernization attended by pronounced export orientation is Mexico's automobile industry. 
There, the NAFfA perspective has also given rise to new final assembly plants geared to 
the international level of best practice as well as the establishment of suppliers in their 
proximity. 

1.2 Setting priorities and defining sequences 

The process of transition is expanded in keeping with specific conditions. What is important 
is to bear in mind is that the various stages of reform are interdependent and that a •critical 
mass" of the highest-priority reform measures must be implemented as quickly as possible. 
The new pattern of growth is consolidated and exercised during the transitional phase: 

The functional conditions of market ecpnomy (property rights, freedom of contract, 
freedom of competition, unrestricted price formation, the rule of law) are developed. 
Central gove1 nment, regions, and local communities work at developing new 
relationships among one another, building up a professional bureaucracy, and 
creating, via a clear and distinct separation of functions, an interlinkage between the 
key groups of actors. 

Privatization of state-owned enterprises, rehabilitation programs, and conversion of 
defense industries strengthen private companies and attract direct foreign investment. 
Two other key elements are a level of regulation conducive to competition and a level 
of external proiu::t1on that compels adjustment while at the same time taking account 
of industry's .. "<;ponse potential. 

Transportation; energy, and communications costs ar~ reduced, a flexible labor 
market established, the educational, technology, and financial sectors reformed, and 
organi1.ation for export improved. What can also contribute to enhancing the 
competitive power of an economy arc a rescheduling of debt, a new inflow of capital 
(not least of flight capital), a relaxation of any .x>licy of high interest rates and a 
reduction of overvalued exchange rates (in connection with successful anti-inflation 
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productive sector. 

Government takes charge of controlling any derailed slow variables (population 
growth, domestic migration, crime in general, drug-related crime). Government 
implements policies against absolute poverty and enforces the principle of 
•productivity increases before wage increases• 

Via (sub)regional integration, government makes it possible to reali:ze growing returns 
to scale, increase market dimensions, and to fonn regional spatial-economic 
structures. 

A step-by-step approach can emerge only in the course of the transitional phase, 
when competence in setting priorities, forming sequences, and chan1;ing strategies is 
growing. There is a danger of sticking too long with low-value-added export products, but 
also the danger of attempting to push forward into the second sequence before appropriate 
conditions are in place. This second sequence sees sited industries being supplemented by 
innovation industries. An advance of industry into higher-grade fields of specialization 
raises the requirements it places on qualified manpower with technological know-how as 
well as on mesopolicies and mesoinstitutions. •Marching within the sectors· makes it 
possible to strengthen the innovativeness and competitiveness of families of industries in a 
functional and spatial interlinkage. As time progresses there is a need to build up additional 
;ndustrial clusters, with government and enterprises coordinating the priority sector as wdl 
as the next steps to be taken. 

In the course of the second sequence, new concepts of organization and marketing . 
gain ground in a growing number of enterprises. The national base of comparative 
advantages, in particular in the modem centers of industrial agglomeration, proves 
attractive for foreign innovation industries as well. The capital market is integrated. The 
most important characteristics marking the final phase of the second sequence are a 
successful integration of the national economy, approaching, across a broad base and within 
an intensive national interlinkage, the international "best-practice organization of 
production", the international level of competitiveness in the fields of industrial siting, 
growth, and export, and a high level or strategy competence on the part of the groups of 
key actors. This makes possible an advance into the third sequence, viz. to an 
industrialization process growing in breadth and depth. 

From sequence to sequence, the demands placed on enterprises and in tum the 
demands p1'1ced by them on the mcsodimension will continue to grow. This is especially 
clear :n the nations of East Asia: Their world-market-oriented industrialization was 
strategically planned by actors learning together dynamically and focusing on a few areas of 
specialization. Funher progresss is also likely to be stimulated under a selective industrial 
and technology policy geared to productivity- and technolog1-drivcn growth. As 
international growLh and siting competition become fiercer, the OECD countries too arc 
increasingly resorting to active industrial and technology policies. 



66 

1.3 Securing national control over the industrialization process 

The speed at which the competence of the key groups of actors in controlling and 
stimulating the industrialization process and social development grows tends to differ from 
country to country. Some of the reasons for this, in particular sociocultural and intra- and 
international power-political factors, are difficult to grasp empirically. Six important 
factors deserve to be underlined: overall stralegy, the development of sectors, the 
interlinkage of domestic and foreign capabilities, financial-sector policy, competition 
policy, and the way in which of domestic, regional, and international markets are shaped. 

1. Development and implementation of a realistic overall strategy: The most important 
instrument of national control is an overall strategy keyed to a national consensus on a set 
of shared values and medium- and lonJ?-term goals, the mobilization of endogenous 
development potentials, involving in particular a strengthening of the national private
sector, a utilization of external experience and potentia.ls, and the reduction of any external 
disruptive factors that may strongly impede, or even render impossible, internal processes 
of learning and development. This strategy is sustained by a interlinkage of national 
forces based on a cooperative relationship between government and strategic groups. The 
core of the dialogue is made up by coordination of and agreement on individual policies, in 
particular the mesodimension, achieved with the aim of jointly strengthening the 
competitiveness of the national economy. 

The first task is to break out of the traditional circulus vitiosus of a sterile short
sightedness (conop/11:.i.mw) by laying the groundwork for a joint medium- and long-tem1 
vision defining the direction which industrialization and social development is to be given. 
The next step is to establish a pattern of organization geared to national consensus and 
interlinkage, one that makes it possible to lower costs and to organize for export within the 
framework of a competition-oriented industrialization. Government has the tasks of 
supporting the process of systemic rationalization of the national private sector, wherever 
this should become necessary, and, as rationalization progresses. to stimulate a dynamic and 
broad-based learning process in the various sectors of society. Important instruments to this 
end include active and selective educational, research, financial, technology, and 
industrial policies that lend themselves to building an industrial system. 

2. Policies and institutions of sectoral development: At the outset, the greater part of the 
industrial goods exported consists of technologically mature products with low value added. 
There is a lack of specialized manpower. Following a protracted period of industrial import 
substitution, there are, however - in contrast to earlier processes of world-market-oriented 
industrialization - exports of technology-intensive industrial good~ (e.g. automotive parts 
and components, elcctrotcchnical and electronic equipment). The prime consideration is to 
enable existing indu~trics to boost their productivily. 

What frequently proves important to progressing on a broad front from resource-based 
and labor-intensive industries to capital- and skill-intensive industries is a limited period of 
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trade protection tailore.d to safeguarding the industrial learning process and serving to 
lower costs and achieve viability. Policies and institutions of sectoral development which -
as in East and Southeast Asia - elaborate strategies aime.d at areas of specialization, 

concentrating forces and proceeding step by step, and geared to providing enterprises with 
information and credit can distinctly reduce the period of time for which trade protection is 

required. Demonstration effects on the part of highly competitive SMEs can give rise to a 
pronounced imitative potential. 

Sectoral development institutions can take the lead in pointing the way to and 
supporting structural development at the enterprise level: in many industries (e.g. textiles), 
4-5 major and 15-20 mid-size core enterprises will account for the greater part of exports. 
Programs designe.d to reorganii.e and develop production chains are more apt to strengthen 
international competitiveness than isolated SME promotion measures. A competition
oriented process of cluster-building (SMEs, including clusters of small firms) can 
contribute to export growth (e.g. in the shoe industry) if the process is provided support 
over a limited period of time. Industry, design, and technology institutes are likewise a 
source of encouragement for competition-oriented modernization of groups of enterprises. 
This also applies for technology and marketing programs, initial ~upport for national trading 
companies, and incentives to the formation of local and regional networks. Overcoming 
problems related to organization and communication is one wa) of lowering costs. When 
vocational training programs of R&D institutions are to be expanded, focusing on industries 
already strong in exporting can accelerate learning processes at the enterprise level. 

3. Combining domestic and foreign capabilities: Economic policy - and this is crucial - is 
formulated and implemented in the national.interest. Direct foreign investment is, as far as 
possible, integrate.d in such way as to intensify existing national dynamics. Specific needs 
for support should be articulated concretely to donor countries. What is important at the 
levels of both business and government is to harness foreign capabilities for learning 
processes that make it possible to work out specific profiles of their own. 

The recommendations of multilateral institutions are heeded as long as they can be 
brought in line with national objectives. This is true in particular for any specific 
relationship between market and state. "Selectivity" implies that physical infrastructure and 
the institutions involved in forming human capital are developed in keeping with specific 

national potentials and the needs of industry. 

4. Financial-sector policy: Capital-market liberalii.ation not infrequently jeopardizes the 
financial sector's orientation toward the requirements of the productive sector. The 
reasons for this include high interest rates (in connection with anti-inflation policy), the 

short terms for which credit is granted. and security requirements that can he met only by 
major enterprises. Heavy short-term capital inflows could cndani!cr a country's future 
competitiveness. To the extent that they consist of speculative capital, high portfolio 
investments should be fended off, whereas direct foreign investment ought to be 
encouraged. Reliable and competitive real exchange-rate levels and interest rates declining 
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in real terms heighten investment interest and the security enterprises need for their 
planning. 

Private retirement f unm can constitute important instruments for stimulating the 
capital market and, in tendency, increasing the savings rate and levels of long-term lending. 
The \-iability of such funds requires government supervision to ensure that legally binding, 
risk-limiting guidelines are met in investing the funds and that mismanagement due to 
corruption is ruled out. Given attractive investment opportunities, taxes on luxury and 
leisure articles (as, e.g., in Taiwan Province), aimed against extravagant lifestyles, can 
provide a contribution to raising savings rates and increasing the volume of investment. 

5. Competition policy: Average company si7.e (in Latin America roughly 1110 of the IC 
companies in equivalent industrial segments) is an obstacle to industrial mass prcductio!l as 
well as to any R&D conducive to building up competitive positions in the high-tech sector. 
On the other hand, in the ICs transnational enterprises, including interlocked major 
corporations, continue to grow in importance. Not only are they competitors in the world 
market, they are also competitors in the areas of imports and manufacturing in the DCs 
themselves. Furthermore, the expansion of small enterprises to be observed in ICs proceeds 
as a rule in symbiotic relation to major industry. If the manufacturing techniques of major 
enterprises are restricted, the - complementary - dynamics of the fields in which small 
enterprises are active will also tend to diminish. This is the core problem facing SME 
development in industrially underdeveloped countries. 

One important basic decision governing market structures consists of ~.afeguarding the 
self-regulating function of market processes via framework conditions laid down by 
government (framework of competition policy), while at the same time taking measures to 
improve competitive conditions. Aside from reducing positions of market domination, 
safeguarding competition in domestic markets, and setting up obstacles to dumping imports, 
what is called for is a strengthening of national private-sector competitive potentials so as to 
improve the chances of domestic industry against strongly competitive direct investors and 
import competitors. 

This will give rise to countervailing market power and a potential for successful 
cooperation with foreign corporations. Once an adequate number of independent enterprises 
are active in the various markets, i.e. as soon as competition is able to fulfill its overall 
economic incentive and control function, it is - in view of the great demands placed by the 
world market - possible to tolerate export oligopolies. 

6. Exploiting the potential offered by dom~1ic, regional, and international market~: 
Domestic demand will tend to slump during debt crises and phases of transition. 
Stabili1.ation policies lead to reductions of real wagc!I. The adjustment of national private 
economics forced hy import lihcrali1.ation and deregulation usually entails considerable joh 
losses. The adjustment process can he cushioned by carefully dosir:. •d timing import 
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liberaliz.ation and the government export programs to SMEs. This problem can be also 
addressed via measures, e.g. within the framework of a social pact, aimed at limiting the 
slump in domestic demand. 

When an economy is strongly concentrated on exporting raw materials and resource
base.d and traditional labor-intensive industrial goods, goods low in value added, there will 
be little potential for raising real wages. Not infrequently domestic demand is even too low 
to spark any investment interest in complex industrial products or, in the case of 
multinational direct investors, interest in the re.organiz.ation and modernization of 
subsidiaries. The task is to stimulate clear-cut advances in productivity and dynamic 
growth; for it is export-oriented capital- and skill-intensive industries that make possible 
any high value added in the first place, and with it a marked expansion of domestic 
demand. The latter is of great importance if absolute poverty is to be reduced, employment 
significantly expanded, and growth dynamics steadied and sustained. Differentiated 
domestic demand is also a condition important to improving the international 
competitiveness of industry. 

Rationalizing the organi1.ation of production with an eye to lowering costs increases 
the chances associated with the use of new machines and technologies (now more often 
imported). Participation in a system of price competition is also a road to increasing 
exports, thus stimulating economic growth. Yet many enterprises are simply unable to 
direct a rapidly growing share of their products toward the demanding markets of the ICs, 
although some of them become regional players. For this reason too, it is important to 
develop regional demand via free trade zones/FfZ. In fact, world-market-oriented 
economic policy is giving rise to a new dynilmics aimed at opening up neighboring markets 
via FfZs, some of which are planned to be expanded into customs unions/CU. Neither a 
one-sided domestic orientation nor a one-sided world-market orientation is in a position to 
increase and safeguard national control over industrial development; it is best strengthened 
by utilizing the potential of domestic. regional, and international demands. 

2 Managing the transition - the main ta~~ 

2.1 Rebalancing the public and the private sector 

Any strategy which focuses on developing the productive forces of a national economy and 
is at the same time geared to the world market as its frame of reference re.quires a far
rcaching and thorough redefinition of the relationship between the puhlic and privarc 
sectors. This requires the iniliation of a process that strengthens market forces and increases 
the latitudes available to develop private initiative. This process above all entails examining 
the role of the public sector as a supplier of goods and services. This is true for the supply 
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of privat~ goods in competitive markets. the supply of public goods. and industries in which 
competition is restricted by a natural monopoly. 

l. Withdrawal or the public sector from competitive markets: As a supplier of goods 
and services. the public sector should withdraw from markets in which, in principle, the 
conditions of functioning competition can be created. For the following reasons in 
particular, efficiency gains may be expected from the privati7.ation of public-sector 
enterprises: 

In~rference of government authorities and agencies in entrepreneurial decision
making processes will decrease. 

There exist stronger incentives to raise efficiency in production and the quality of 
products when the returns can be appropriated privately. 

The trade in business shares and business themselves in the capital markets leads to 

continuous ratings of managerial decisions and a higher level of pressure to achieve 
success than is the case for public-sector enterprises 

Private enterprises are generally subject to more pressure to operate efficiently than 
publicly owned companies, since, when state-owned companies incur losses, the 
public sector is obliged to pick up the tab in order to ensure their survival. 

Privatiz.ation of state-owned enterprises will, however, lead to higher efficiency in 
production and allocation only they are actually faced with heightened competitive 
pressures. Privatiz.ation must therefore be accompanied by market deregulation. This 
includes in particular the successive dismantling of any exaggerated import protection, 
administrative barriers to market access, and price controls. 

2. Privatization or the supply of public goods and natural monopolies: Since the 1980s 
privatiz.ation in ICs and DCs has also included areas that have traditionally be seen as 
classical tasks of government. This goes above all for segments of telecommunications. 
power and energy supply, and the transport sector. Initial experiences indicate that 
efliciency gains can be made by shifting the interface bctw~n priva<c and public economic 
activities. Such gains can, for instance, be realized when government is restricted to 
running the networks and leaves the sectors to be structural competitively, e.g. electricity 
generation, telecommunications terminal equipment, and value-added services, to private 
suppliers. In many ICs and DCs, even distribution networks covered by a natural monopoly 
have been privatired. In this case, careful regulation of prices and supply are required to 
realize efficiency gains. 

Higher efficiency in the provision of public goods and goods suhjcct to a natural 
monopoly can also be achieved by granting franchises and contracting out service a<.:tivitics. 
It is in this way possible to create competition for markets in which there is no competition. 
Such approaches have proven efficient only when, on the one hand, the services provided 
by private suppliers are carefully defined and supervised and, on the other hand, 
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competition among suppliers is not subject to any sharp restraints (e.g. sunk costs). There 
are examples of success in the fields of public transport. construction and maintenance of 
roads, bridges and port facilities, and public waste disposal systems. All in all, the success 
of privatii.ation of the supply of public goods and of natural monopolies is heavily 
dependent on the effectiveness of government regulation. 

3. Core elements of a c:omprebensiv~ printi7.atioa strategy: Any redefinition of the 
relationship between the public and private sectors thus involves much more than the 
quickest possible conversion of public property into private property. Privatii.ation of state
owned enterprises is a politically sensitive process. Any privatii.ation strategy that 
arbitrarily picks out individual enterprises or sectors will soon meet defeat at the hands of 
public resistance. Government must instead show itself resolve.d to put the whole of the 
public sector to the test and develop a comprehensive privatii.ation strategy. The core 
elements of a privatii.ation strategy of this type include the following steps: 

Selection of the enterprises to be privatized: Aside from the basic decision as to 
which central public tasks are to remain with government and which should be 
privatized, it is necessary to select the enterprises that are to be privatized over the 
short and medium term. This involves setting priorities. Rapid privatii.ation is 
recommendable for companies relatively small both as regards their operating capital 
and their product markets. These companies can be privatized via a competitive 
bidding process. without any extensive regulation. The larger the enterprise. the 
greater the efforts required to prepare the privatii.ation process. Suppliers of public 
goods as well as natural monopolies QJl be privatized only after a regulatory 
framework has been developed. 

Development of marketable enterpr~: Numerous state-owned enterprises in ICs 
and DCs are incapable of being privatized because of their size, their line of products 
and services, and their poor financial records. In many cases, enterprises will have 
to be deconcentrated, freed of debt, and rehabilitated before they can be 
privatized. How far government should go here is a controversial question. But a 
good deal of experience has hccn made with situatiC'lns in which the competitiveness 
and profitability of public-sector enterprises was achieved through government 
rehabilitation efforts. But as a rule this process presupposes changes both managerial 
and institutional, namely bringing in new management on the basis of a management 
contracts to supervise the rehabilitation programs. Enterprises no longer accessible to 
privatii.ation and rehabilitation will have to be liquidated. 

Detennination of the market value of enterprises: The value of major state-owned 
enterprises must be established in a thorough corporate audit, which will as a rule be 
conducted by experienced international consultants. The prices of smaller enterprises 
can be determined by a competitive process in the market. But here too government 
will have to set a minimum price. 
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Choice of a privatization procedure: There are many ways to privatire enterprises; 
they extend from informal negotiations with one or more bidders. standardized 
auction procedures. to the privatization of company shares on a stock exchange. All 
of these procedures have their advantages and disadvantages. What speaks in favor of 
privatii.ation via infonnal sales procedures is that this approach permits discussions 
on prices and the business concept involved and enables the sellers to inform 
themselves as to the bidder's competence. The buyer's entrepreneurial competence is 
a factor of crucial importance to the success of any privatii.ation. In particular when 
major enterprises are privatized. it is important not simply to favor the prospective 
buyer who offers the highest price, but to choose the bidder who advances the most 
convincing business concept. The disadvantage of informal sales negotiations is their 
low level of transparency and the comparatively high levd of effort and expense 
required by the negotiation process. Such negotiations demand a competent and 
reliable government authority able to transact the privatization. Informal negotiated 
solutions are above all the best approach to privatizing medium- and large-size 
enterprises. The advantage of standardized auction procedun'S is that it is in this 
way comparatively simple to determine a sales price via bidder competition. Sale by 
auction does, however, rely on competition among prospective buyers, and this 
procedure is thus best suited for SMEs. Privati7.ation via the stock exchange is the 
most demanding approach. This requires a developed capital market; the enterprise to 
be privatized will have to be p1 _ fitable. and the transaction will require 
comprehensive evaluation and control procedures. This privatization procedure is thus 
suited only to larger enterprises. Regardless of the pri'vatization procedure selected. 
participation of a foreign investor with proven sectoral know-how in the new 
enterprise can markedly increase the chances of achieving sustained gains in 
efficiency. Restraints on competition for foreign bidders lower the returns stemming 
from privatization and may even impair the efficiency of the privatized enterprise. 

Accompanying measures for newly privatized enterprises: If the privatized 
enterprise is a supplier of public goods or a holder of a natural monopoly, the 
government will have to provide for accompanying measures such as regulation of 
supply and price formation. Other privatized enterprises will also often require 
accr.mpanying measures regarding complex privatization agreements, deferment of 
payment, assumption of government liability obligations, rehabilitation subsidies, and 
the like. 

2.2 A~ing the potential of domestic industri~ to adjust and restructure 

In the phase of inward orienlation, many DCs developed an ovcrdiversif:ed industrial 
structure. The recommendation that such countries develop a speciali1.ation profile implies 
that some enterprises, and even industries, will have to go. 



73 

I. An evaluation of existing industry determines which enterprises or industries arc closer 
to the internationally prevalent level of efficiency than others and are thus in a more 
favorclble starting position. PreparafrJns should include independent evaluations of the 
efficiency and technQlogical competence of sectors and individual enterprises, conducted by 
international industry experts of high repute. Aside from traditional methods of cost 
comparison, instruments such as benchmarking should be employed, i.e. the analysis of 
data which define the relative efficiency level of one company as compared with others 
(e.g. warehousing, value-added shares of through-put times, amount of rework, rejects, and 
scrap). 

2. Assessment is especially difficult with key industries, in particular the capital goods 
industry, which may have required considerable effort to build up under import 
substitution. This process saw the emergence of enterprises that sharply reflect the 
weaknesses of an exaggeratedly inward-looking industry - inefficient production, lack of 
let"' 'logical dynamics. overdiversification. A process of consolidation via mergers and 
clo~Jres of factGries in such industries will prove inevitable in the course of transition. At 
the same time there is a great danger that valuable technological know-how (above all 
manufacturing technology) acquired at considerable expense may be lost. It is therefore 
especially important to implement selective policies designed to prevent any overly far
reaching adjustment process. 

Industrial moderniz.ation policy should aim at structuring the machine-building 
industry in such a way as to tailor it to the projected spcciali1.ation profile of the national 
economy. 

. 
3. The conversion of armaments plants is extremely complex (and seldom successful). 
Armaments manufacturers are face.d with severe problems in surviving in competitive 
markets, especially technology-intensive civilian markets. The gap between the innovation 
cycles of civilian and military products continues to grow (at the expense of military 
products). Funhermore, civilian markets differ in their requirements from military markets 
~ e.g. user-friendliness as opposed to resistance to extreme environmental conditions. 
Armaments enterprises find it particularly difficult to adapt organiz.ation and technology to 
these new requirements. They therefore have little to contribute during the transition to a 
competition-oriented economy. 

2.3 Targeting priority sectors 

The transition from an inward-looking to a world-market orientation calls for development 
of economic and structural policies keyed to the adaptahility and responsiveness of 
enterprises so as to avoid any excessive adjustment processes and support any tenable 
spcciali1.acion profile advanced hy industry. The C)(pcricnccs availahlc indi'-·ate chat the ta.\k 
of rapidly opening tneir markets co foreign trade often overburdens DCs, especially since 
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they seldom have access to an efficient industrial environment and arc often faced with non
functioning internal markets. 

The process of transition should entail developing, as rapidly as possible, a number of 
internationally competitive clusters. Selective mesopolicies focused on priority sectors can 
contribute to bringing enterprises or groups of enterprises capable of development up to 
international efficiency levels. Properly structured meso-areas, development of vocational 
schools, te.chnology institutions, information systems will initially be able to be built up 
only in priority sectors: because of the necessity to develop specialii.ation patterns and as a 
result of the lack of financial and manpower resources. In addition, selective trade policies 
can create the time frame required to build up competitive advantages and to advance the 
restructuring process at the entrepreneurial and sectoral levels. 

Generally speaking, it is possible to distinguish three targeting variants: 

As a result of the altered economic framework conditions, nf'w t>xport-orit>nted field~ 
of specialization are developed in the process of change (e.g. Chile: exports of fruit, 
fish, timber); their commercial environment should be develo(.>f'..d systematically with 
an eye to facilitating the difficult search and learning processes with which enterprises 
are faced. In this case, mesopolicies can follow up on market selection processes. 

Based on an assessment of the potential of domestic industries to adjust and 
restructure (through evaluation, identification of efficient sectors), an attempt should 
be made to "strengthen the strong". If this is neglected, the process of rapid 
liberalii.ation and opening up to foreign trade can lead to the destruction of even 
potentially modemii.able segments ~ith a high development potential. "Non
discrimination" between objectively obsolete industries and modem industries 
entailing a lack of flanking policies to support the latter is expensive in both economic 
and social terms. Research on Poland has shown that here rapid trade liberalii.ation 
has led to the collapse industries which were entirely competitive as far as their 
production structures were concerned. In spite of sufficient competence in 
manufacturing. these industries failed to penetrate Western markets immediately 
following the rapid collapse of their traditional markets within COMECON. Export 
credits and other active export promotion measures would have been able to ensure 
the survival of these industries.~~ Such forms of destruction of prcxluctivc capital 
should if at all possible be prevented via assessing, targeting, and selective 
mesopol icies. 

The most demanding task is the search for future economic fields in industries with a 
high value-added potential and development of an anticipatory structural policy. 
This form of targeting promi..cs success only in connection with economic 
consolidation and on the hasis of cxix:ricncc made in dialogue hc1wecn enterprises, 
government, and science. 
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Targeting and selective mesopolicies are closely linked with the development of a 
complex monitoring system. What is essential in the initial phase is a strategic outlook 
on the part of government institutions (ministry of economics, advisory groups) as 
regards targeting. Business associations and lobbies will primarily represent particular 
interests and push to define their own industries as strategic centers. This phase of tran~ition 
will be marked by activities of strategically oriented actors in public institutions, with 
independent consultants and experts aiming at localizing industrial cores with development 
potential. The second phase of economic consolidation and successive expansion of the 
industrial base will be geared to developing a more broadly structured monitoring system 
based on a pluralism of actors and institutions. Economic research institutes, university
level research institutions, sector-specific technology and consulting institutions, industrial 
associations and private-sector research institutions, trade unions and consulting services 
contribute to continuously improving the information base on the dynamics in the 
productive sector. These institutions interact via the publication of studies and exchange of 
conflicting scientific opinions, congresses, cooperative research. 

The know-how accumulated in the institutions and the formal and informal forms of 
interaction between the institutions (interlinkage) are conducive to a continuous learning 
process on the part of all actors as regards economic and industrial location policy, increase 
transparency as regards the strengths, weaknesses, and challenges with which industry must 
contend, and improve the ability of enterprises and private- and public-sector institutions to 
define an orientation of their own. While many DCs are initially concerned with cre.ating 
the institutions in which know-how on the productive sector c1.rn he accumulated (type: 
Economic Planning Board/Republic of Korea), the accumulation of such knew-how is 
largely a self-propelling process in advance.d countries: for the institutions mentioned 
communicate via the exchange of studies, seminars, joint research projects, advisory 
boards, and the like. Aside from this horizontal self-organization, focal points of research 
policy are as a rule set hy research promotion institutions (type: Deutsche 
Forschun~JgemeiTL..chaft I German Research Council). 

But translating this know-how into eccnomic policy is a strategic decision. 
Government institutions in the areas of economic and industrial-location policy here again 
have the important task of coordinating and focusing the existing know-how, illuminating 
development corridors, formulating, in cooperation with strategic actors, medium-range 
visions, and on this basis shaping the most optimal locational structures possible. These 
"soft forms of governance" differ clearly from traditional planning concepts in terms of 
their interactive and procedural character. 

Aside from the ~lcctive improvement of supply conditions, it is also ncces!iMiry to take 
into account the demand potentials and conditions governing market access in the specific 
sectors of the international economy in thl~ course of the process of targeting priority 
sectors. For DCs, it is especially important here to realize that the growth sectors of 
international industry and trade include not only the technology-intensive sectors hut also 
other segments in which industrially k.lis a:lvanccd DCs have spcciali1_ation chances. 
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2.4 Removing the anti-export bias and controlling the speed of import 
liberalization 

Instead of strengthening a national economy, long-term protectionism causes higher costs 
for consumers as well as a growing level of inefficiency, a process that ends in declining 
industrialization dynamics. If the political leadership groups are too weak to sustain a 
gradual import liberalization, protection will be diminished by a shock effect. In any 
case, import protection should be reduced tangibly over the short and medium term in many 
industries so as to generate adjustment pressure on as many ente•prises as possible. The 
anti-export bias should be eliminated and replaced with an export-biased trade regime. It 
will also often prove necessary to remove export incentives that burden the government 
budget; the task always includes a rationalization or trade-policy incentives. At a lower 
level of import protection, i.e. a high level of import competition and attendant pressure to 
export, the world market becomes the economy's frame of reference. The pressure in 
the direction of reorientation and restrncturing should, however, not be allowed to 
overburden the adjustment capacity of an economy, 95 % and more of which may consist 
of SMEs. Under conditions of quasi free trade (e.g. import tariffs of 10 3 and low NTBs), 
many enterprises capable of specialization are forced to quit when faced with competition 
from experienced major foreign corporations. Accordingly, if more and more market 
segments are opened to import competition, trade-balance deficits will grow, strongly 
impairing not only the national private sector's adjustment potential but also its 
development potential. 

Resource-based and labor-intensive industries re.quire little protection. The 
subsidiaries of foreign corporations need at best a brief period of import protection. But the 
path of national private-sector capital- and skill-intensive industries to international 
competitiveness is a stony one. They are forced to compete with foreign corporations with 
large, sometimes even protected, domestic and regional markets and with superior 
technological competence. One facior of crucial significance in providing domestic 
industries with latitude for development is managing the delicate relationship between the 
level of import protection and the economy's competitive strength. Development protection 
is often re.quired only for a limited period if it is accompanied by complemetary 
promotional measures. Without any such selecth·e import protection (timetable for 
learning and shaping competitive advantages), balanced in terms of competitive and 
development potentials, dynamic industrial development finds itself up against nearly 
insurmountable obstacles. When such protection is in place and, as soon as new concepts of 
industrial organization have been introduced following the difficult phase of transition and 
consolidation, DCs are entirely in a position to achieve in the medium term levels of 
efficiency and quality that may even exceed those in ICs. 

It is particularly difficult to build up technology-intensive industries and to integrate 
priority sectors of this type in the technological race between competitively strong 
countries. The pragmatic policy of liberali1.ation and protection (selecnive integration 
strategy) pursued in East Asia was in this case largely based on fonm1I and infonn~I 
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mechanisms for protecting the domestic market and strengthening the national 
technological base: 

via tariff-like ievies. quantitative import restnct1ons. import licenses, consultation 
procedures involving the industries concerned. and programs aimed at strengthening 
domestic suppliers. and 

specific mechanisms such as restricted access for foreign companies to national 
marketing channels and directed credits for domestic institutions. 

Today, both these mechanisms and a policy of direct and indirect export 
encouragement. e.g. via preferential credits. are the preferred approaches. 

As industrialization progresses, and in close connection with the achieved levels of 
competitiveness, domestic import protection is reduced, always with an eye to a cautious 
liberaliution perspective, in part on the basis of a medium-term liberaiiution timetable and 
precise monitoring of import development. Persistently high NTBs are used to avoid 
excessive adjustment frictions and balance-of-trade deficits. In Japan or the Republic of 
Korea, the indirect restrictiom on access !o markets continue to be high - even in view of 
a •rapid shift in industrial structure toward capital- and knowledge-intensive industries". 50 

2.S Setting priorities in techno-industrial infrastructure development 

Advanced developing countries: One urgent task facing the advanced DCs is to build up a 
national system of innovation. This presupposes the establishment of priorities in the 
R&D sector, a reorganization of the system of science, and stimulation of technological 
networks. 

I. R&D: In advanced DCs, setting priorities in the field of R&D is first of all a political
organizational problem. There are frequently diverse actors in this field whose activities are 
in the best case uncoordinated, in tt.e worst case directed against one another. One approach 
to overcoming disarticulation and the lack of a strategy is offered by national technology 
dialogues. In them, r1:~r.!SCntatives of government administration are brought together with 
entrepreneurs and bankers, scientists and engineers, and representatives of key groups of 
society. These rounds are utilized to identify the most important bottlenecks and to 
formulate action-oriente.d approaches. 

2. Systems of science: In many advanced DCs, there exists a comparatively developed 
structure of universities and research institutions. But they are frequently faced with three 
problems: 

Their financial endowment is inadequate, which makes it difficult for them to retain 
qualified scientists and engineers; or these persons are required to employ a larger 
share of the;r working time on activities apart from their actual tasks. 
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They are too extensively bureaucratired, their institutional flexibility is inadequate. 

They are geared primarily to basic resea1ch and engage in very little applications
oriented research tailored to the needs of domestic industry; they have too little 
contact to the private-sector. 

The priority task is therefore reorgani7.ation, rehabilitation, and reorientation, if 
not, indeed, closure and reestablishment of universities and rese.arch institutions. 
Funding should be keyed more to performance - their output of students and the funds they 
acquire for research and consulting services. At the same time, care must be taken that the 
revenues from research and consulting services directly benefit the departments and 
facilities involved, and not simply their administration. It is in this way possible to 
stimulate cooperation with the private sector and provide disincentives to any tendencies 
toward brain drain. 

3. Universities: One further important aspect is the setting of priorities in the 
reorgani7.ation and/or construction of universities. The traditional model was the 
universal university which offered all fields of study. If universities are to make a 
contribution to modernizing industry, the appropriate approach would be to strengthen the 
departments of sciences and engineering and to design them from the very outset with an 
eye to an applications orientation. Moreover, it is important to build up technical colleges 
btside traditional, scientifically oriented universities, which - on the successful German 
model - train engineers for practical tasks in close contact with industry. In both areas, 
universities and technical colleges, it is necessary to establish fields of specialization in the 
subjects in which a country wishes to strengthen and dynamize its base of advantages. 

4. Technology institutions and technological networks: The attitudes of businessmen in 
DCs toward any close cooperation with institutions (and state-run ones, into the bargain) 
and other entrepreneurs extend for the most part fro.n skepticism to rejection. What is 
behind these attitudes is fear of losing know-how to "copy-cats" and a pronounced 
competitive consciousness. Enterprises will only build networks when their henefits clearly 
exceed their costs and, in addition, the sociocultural conditions, in particular with regard to 
a basis for trust, are favorable. Any construction or restructuring of technology institutions 
and development of technological networks is therefore an extremely demanding task. 
Taking the following aspects into account can help to diminist> tl-ie li1·"'ihood of failure: 

Experience has shown that the success of R&D inll;,;.:, ;·· ".',(• . ?lates closely with 
their degree of specialization: institutions with a cJ, .aa ~"' ana.i:date and a clearly 
defined orientation, e.g. in terms of a given branch of industry, tend more to entertain 
close contacts with users and to generate results that are implemented. It is for this 
reason that in particular specialized R&D institutions (e.g. wood-working, 
metallurgy, food-processing, textiles and clothing) should be encouraged. Institutions 
of this type can also develop competence in surveying the technology on offer 
throughout the world and stimulate the transfer of technology from abroad . 

• 
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Technology transfer agencies covering the entire spectrum of industrial technology, 
on the other hand, have proven less effective in the past. 

Government or parastatal R&D institutions should operate with the clear objective of 
maintaining close contact with ~ible users. The funds they are allocated could be 
made conditional on proof of such cooperation. Users with sufficient financial power 
should contribute to the financing of such institutions. It must, however, be borne in 
mind that the willingness of user companies to pay is low when the investment is for 
joint R&D projects, i.e. investment with a relatively long amortization period; this 
applies above all for SMEs. Enterprises are more willing to pay when the institution 
can contribute directly to solving acute problems (e.g. specific weak points in 
production processes, quality problems, repair of defective machines). This form of 
direct help can serve as a "Trojan horse· for any long-term technology consulting 
service 

As far as SMEs are concerned, it will often also prove necessary to seek to establish 
contact with them via technology extension services and encourage and support their 
processes of technological modernization; for these companies for the most part 
display a low level of knowledge on new equipment and organizational techniques and 
often lack sufficient awareness of the problems involved in systematic innovation 
efforts. 

In recent years, quality programs have proven to be a promising approach, e.g. 
linke.d with the attempt to meet the ISO 9000 standard. Such programs are not isolated 
activities, they are, rather, conditioned on a reorganization of an enterprise's entire 
value-adde.d chain. This implies introducing new technological hardware no less than 
implementing new management concepts. Technology institutions with the right 
know-how (that they in tum acquire, e.g., via internal quality programs) can provide 
important support here. They can organize seminars, but aJso provide consulting 
services for individual enterprises. Quality programs are thus a point of departure for 
the building up of industrial technology extension services. 

In many advanced DCs, the model of promoting the establishment of technology
oriented enterpri~ via the provision of facilities (incubators) and management 
consulti1ag has proven successful. The aim here is in particular to support an incipient 
exchange of experience and information between the users of incubator!;. 

5. Infonnation infrastructure: A private information acquisition system, set up with 
government support, can broaden the available database on products, markets, 
competitors, technical procedures, and patents. This makes it possible to reduce 
information deficits that can cause high costs. The task is to avoid faulty investment 
decisions, to reduce any duplication of R&D and superfluous patent applications, and to 
focus information on regional and international markets. A market information instrument 
of this type enhances m2.rkct transparency, thus improving the chances of markct-oricntc.d 
management and access to markets and familiarizing enterprises with techniques of 
researching information in databases. On-line researches re.duce company costs. Information 
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markets at the same lime improve the conditions for dialogue, early identification of 
technological trends, and selective technology and industrial policies. 

6. MSTQ: One important flanking control instrument of national industrial policy is a 
system of measuring, standards, testing, and quality assurance (MSTQ) At the outset, 
reaching a decision in favor of one of the various standards systems offered by competing 
industrial countries is of considerable importance. At the international level, the costs for 
the manufacture of semi-finished and finished goods rise because components are often not 
compatible, which increases the problems involved in maintaining and operating technical 
equipment. This problem will decline in significance as ISO standards gain in currency. 

For any industry geared to internationally valid rules, an integrated MSTQ system is 
an essential infrastructural investment. Often, only individual components of MSTQ are in 
use, which, in additional, are not keyed to one another. The task is therefore to integrate 
MSTQ within a national economy and, in particular, to eccourage its systematic relation 
to industry, e.g. intensive consideration of company know-how in formulating quality 
programs or laying down industrial standards. What is also crucial to standardization is that 
the publications of international bodies (above all the International Standards 
Organization/ISO) be systematically followed and that in the medium term nationai 
organizations participate in its committees. 

7. Conversion: Some countries are faced with the special problem that - isolated from the 
civilian sector - powerful high-tech islands have emerged there in the military and aerospace 
sector. They contribute little to civilian industrial development, although they do make 
claim to a major share of the available finaqcial resources and scientific and engineering 
potential. It is urgent to effect a shift in favor of the civilian sector. Yet this tends not only 
to encounter political resistance, it also r<iises practical problems; for the conversion of a 
military research institution is no less complex than the conversion of an armaments plant. 
It is thus unlikely that conversion will lead to any technological push for the civilian sector. 

Least developed countries (LDCs): The scientific-technical infrastructure of least 
developed C01Jntries is for the most part far from state-of-the-art. Building such 
infrastructure in these countries is a priority task for international development cooperation. 

In LDCs, the need for technology institutions that operate their own R&D programs 
and transfer their innovations to the business sector is as a rule slight. The manufacturing 
sector is for the most part technologically underdeveloped and in need of ad hoc consulting 
services. But here the ~usiness sector lacks the receptive structures required for IC'ng-tcrm 
technological projects carried out in cooperation with ::. technology institution. 

Ad hoc technological consulting services should he guided hy the ex i'>ting training 
institutions which arc in contact with cntcrpri\Cs or intend to establish such contact. It is, 
however, important to bear in mind here that the distrust of such institutions (particularly 
universities and independent institutions) among private companies is often considerable. 
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·confidence-building me.asures· are thus a crucial condition for the success of such 
projects. 

Consulting services going above and beyond this can be provided by industry
specific institutions which should be capable of a scanning process extending beyond 
national borders. Many elements re.quired to upgrade industrial enterprises in LDCs are 
available throughout the world - be it as mature industrial technology from ICs and 
advanced DCs, be in the form of medium-level or intermediate technology (•appropriate 
technology"). 

3 Capability creation and enhancement at the microlevel: the companies' 
responsibilities 

Industrial competitiveness emerges at the company level. Ideally. all stages of the value 
chain are organized efficiently and effectively: research and product development, the 
linkage of product develC'pment and production, procurement and materials management, 
quality assurance, production, sales, and after-sales service. 

Companies that emerged in closed e.conomies are for the most part faced with 
deficiencies in each of these functional areas. Research and product development were of 
little significance. the goal being to imitate standardized products. Procurement and 
materials management were as disorganized as production because there was a lack of 
pressure to operate efficiently. Quality assurance had no priority because products of lower 
quality were marketable. It was often unnecessary to invest much effort in marketing 
because the products sold. And after-sales service, finally, was non-existent because there 
were hardly any competitors to whom frustrated customers could switch. 

Moreover. companies emerged in many DCs during the phase of inward orientation 
that went too far in their diversification efforts as a result of the narrowness of the domestic 
market. Under new, competition-oriented framework conditions, these enterprises must 
strive to identify core compt>tences and develop a clear-cut speciali1.ation profile. This is 
the condition necessary for them to approach the minimum efficient plant si1.c. 

The transition to a competitive orientation has seen enterprises faced with the 
challenge of having, largely, to reorganize the entire value chain; incremental strategies 
are not enough. These enterprises will thus have to come to terms with a process that is 
heing discussed as re-engineering with regard to a fundamental restructuring of encrusted 
business structures in ICs. The concept of re-engineering gocs hack to experience with 
greenfield sites, in which it is far easier to introduce new organi1.ational principle\ than it i\ 
in older sites marked hy ossified organi1..ttional-micropolicy struclurcs. 
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The basic idea of re-engineering is the caning into question of all sequences and 
organii.ational patterns, i.e. a rejection of incremel'tal change. The target system is outlined 
by the term lean management: flatter hierarchy, less division of labor, more responsibility 
for lower hierarchy levels, moves toward teamwork, and the like. This also includes 
approaches such as total cost management, which entails ascertaining detailed costs for all 
production phases and, e.g., product variants with an eye to identifying and eliminating 
cost factors that have hitherto gone unnoticed or been classifie.d as fixed or overhead costs. 
Moreover, enterprises must learn to abstain from cost-plus pricing, and to start out by 
setting the re.quired price and tilen dedicating their efforts to developing a product that can 
be manufactured at appropriate costs. These organii.ational measures for the most part off er 
a great potential for rationalii.at..on. Enterprises in batch industries in particular can in this 
way come closer to competitiveness; investments in new manufacturing techniques should 
be made following reorganii.ation, which often makes it possible to lower them at the same 
time. The situation is different in process industries or, e.g., the textile industry, where 
both reorgani7.ation and high investment in new equipment are necessary in order to 
improve competitiveness. 

In any case, the roads open to enterprises that have not yet reached competitive levels 
of are different from those open to companies that have already competed successfully in 
the world market (fable 1). 

Marketing: When markets are opened, enterprises have to specialize far more intensively. 
Here it is helpful when they are as familiar as possible with their customers and their needs. 
This holds completely true for suppliers, who, ideally, cooperate closely with their 
customers as early as in the product development stage. And it is no less true for the . . 
manufacturers of final products. Enterprises in Western ICs have increasing realized in 
recent years that cooperation with customers in product development decisively improves 
the later sales chances of their products. 

In particular in the East Asian NiCs, it has been shown that enterprises can be highly 
successful when they stick to a defined succession of steps, with the aim of first 
concentrating on optimizing production, then learning product development, and only at a 
relatively late stage entering the arena of active marketing: 

The first step is subcontracting, often for a customer from abroad, which involves 
manufacturing certain product components (or - in the case of less complex items -
complete products) to the customer's exact specifications. The customer frequently 
provides technical support aimed at selectively eliminating given bottlene.cks i1. the 
suboontrai:tor' s operations. 

The second step is original equipment manufacturing (OEM), in which the 
contractor manufactures his customer's complete product. The customer is responsible 
for product design and marketing. 

The third step is original design manufacturing (ODM), During the 1980s the 
number of enterprises in the East Asian NICs grew sharply that not only manufacture 
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to the specifications of foreign customers, but themselves develop products, and do so 
on the product frontier (e.g. in the fielrl of notebook computers). The foreign 
partner's responsibility is no longer technology but only marketing. 

2. Exports: Enterprises that have developed in a sheltered domestic market and then initiate 
efforts aimed at exporting seldom meet with success at once, for they at first tend to 
underestimate 

the competitive situation in their customer countries; i.e. the proceed on the 
assumption that potential customers have been waiting just for them. Only following 
initial unsuccessful attempts to establish business relations do they learn to present 
their enterprises in an adequate light; 

the degree of specialization expected by customers, appearing on the scene with a 
product spectrum much to broad; only then do they develop a specialization prome 
of their own; 

requirements as to quality, on-time delivery and reliability; 

the advantages of continuous customer relations abroad, exporting sporadically only 
when this (due to demand shortfalls in their domestic market or shifts in exchange 
rates) appears particularly attractive; only when, for specific reasons, a stable supply 
relationship has developed and the exporter has, for instance, received technical 
assistance from his customer will the advantage entailed by this relationship become 
manifest. 

3. Managing the transition toward the "networked• enterprise: In inward-looking 
economies, closely networked relationships between specialized enterprises were the 
exception in the past. The rule was constituted by vertical integration within arm's-length 
relationships between enterprises. Enterprises increased their manufacturing depth because 
the local supply structure was underdeveloped; and the relations b~twcen suppliers and their 
customers were marked by mutual mistrust. 

What is involv~ in building networks is not simply creating an intcrlinkage between 
enterprises which have until then operated beside one another, without any contact. Instead, 
it poses two challenges: 

to strengthen potential suppliers who, owing to technological and organizational 
weaknesses, have not been regarded as competent suppliers; 

to build continuous, trust-based relationships between enterprises whose history has 
been one of mistrust and conflict. 

Final manufa< ·urers arc increasingly striving to reduce their vertical integration and to 
build supply networks, bccau."iC ,hey have no alternative - only through dl'.·:~n1cali1.ation can 
they improve their competitiveness. The development of suppliers is thus for them not an 
altruistic activity but grows out of the manifest necessities facing them. The condition for 
this is first the estahlishment of longer-term contractual relationships which provide both 
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parties with a minimum of investment security. This basis enables the supplier to initiate a 
learning process which is supported in technical terms by his customer. The contractual 
relationship here is such that the success achieved by the supplier in learning and increasing 
his productivity also benefits his customer. It can be useful for the customer to provide 
annual cost targets geared to ensuring that the supplier's learning processes are adequate. 

This model refers not alone to relationships between the manufacturer of the final 
product and his suppliers but to the whole of the supply pyramid. Suppliers too are faced 
with the challenge of reorganizing their own supply relationships and upgrading themselves 
into systems suppliers (i.e. suppliers of complete component assemblies). The goal must be 
to develop a multistage supply pyramid in which specific strengths can be built up at each 
stage. 

4 Securing close interaction between government and strategic groups - the 
institutional dimension 

4.1 Initiating stakeholder dialogues 

What will not suffice to come to effective terms with industrial change in a phase of 
technological and worldwide economic upheaval are concepts of organization and 
governance relating to competition between enterprises which operate dccentrally while 
government perceives its role as a regulatory and supervisory agency. This applies in 
particular for industrially underdeveloped countries with relatively open economies in which 
the primarily weak national enterprises are forced to assert themselves vis-a-vis direct 
investors and import competitors from competitively strong countries while at the same time 
attempting to grow into the world market, i.e. into the technological-industrial competition 
between the industrialized countries. An initially "weak government" must improve the 
conditions for the private sector, while at the same time coming to terms with fierce 
conflicts over redistribution. 

The first step often involves overcoming, after a long period of one-sided domestic 
orientation, markedly rentist-corporatist patterns of organization. What is crucial here is a 
clear and unambiguous institutional separation of government, private economy, and 
society that enables actors capable of self-organi7.ation to grow; 

When government separates itself from the tangle of interests constituted by 
particularist economic groups and strengthens the forces of the market, it will be in a 
position to reduce bureaucratic inflexibility and corruption and boost creative 
potentials. i\ relatively autonomous gov<'rnment whose economic technocracy is so 
insulated that it is in a position to pursue overall objectives will •le.: ahlc to impart 
impulses to industry and intermediary organi1.ations that aim at developing a new 
orientation. The initial phase will be charactcri1.cd at best by a small, consistent group 
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of technocrats; over the medium term the task will be to build a reputable civil 
service. 

Industrial associations and tra<f~ unions alike will have to free themselves from the 
fetters of their rentist-corporatist form of organiz.ation. To the extent that production
and export-oriented services hitherto provided by government are privatii.ed, the 
enterprises will now demand the same for their associations. Trade unions which 
continue to demand corporatist labor relations (•government control against we-tfare 
payments and protection•) and defend secure formal employment and what they 
currently posses as high wage elites against non-organii.ed and increasingly 
marginalized job-seekers are losing their influence. It is not infrequently government 
that provides the impulses toward overcoming the corporatist organiz.ation of capital 
and labor which has impeded the development of productivity and led to low rates of 
return on educational investments by inefficiently utilizing labor capacities, and 
government that has encouraged the development of independent self-help 
organization. 

Institutional separation and a new mode of regulation c.1n pave the way for 
cooperation between relatively autonomous partners representing : heir own interests in 
clearly defined paths. If this process fails to meet with adequate success, approaches 
involving learning by interacting are apt to prove unsuccessful, triggering abuses. It is 
especially the major enterprises that will utilize such approaches to lobby for special 
factors. Dialogue and interlinkage presuppose institutional autonomy - on the part ot 
business and trade unions - and mobilization of specific development resern~ un the part 
of the social actors. Within the framework of an independent though coordinated process of 
decision-making, government will refrain from intervening in areas typical of the market; 
the associations will reSJ)'3...Ct government's relative autonomy. Clear rules create the trust 
required for any successful public-private sector consultation and cooperation. 

The impetus toward developing more intensive government-business relations for the 
most part stems from government. It negotiates with domestic enterprises on investment 
projects and with foreign enterprises on their siting requirements. lt develop'> di~cussion 
circles to prepare the conversion ol production plants or research facilities of the armaments 
industry. Such groups also serve to improve framework conditions in favor oi exporting 
industries and to prepare programs aimed at modernizing SMEs across all scclors. Once 
decentralization efforts show signs of succes!l, discussion groups will emerge at the local 
and regional level, especially in heavily export-oriented regions. Not infrequently, wooing 
big business will constitute the focal point of consultations between government and 
industry. This purpose is served by the deliberation coundl~ in East Asia which are 
organi1.cd along function.ti line~ (e.g. financing) or according to industry (e.g. 
automobiles). They also strengthen the "competitive discipline"~ 1 of industry and 
government. 
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Consultation between government and the other key actors is also geared to building 
up rapid communications with an eye to using information transmission to heighten the 
transparency of the manner in which all of the partners proceed. The discussions will 
initially be strongly oriented toward practical considerations and provide industry with 
concrete benefits (•egulation, taxation, access to credit, coordination of export strategies 
and investment). Government consults with industry on the export-oriented development of 
material infrastructure and involves it in the reform and development of educational, R&D, 
and financing institutions (coresponsibility and partial financing). Government, industry, 
and trade unions cooperate in building a flexible labor market which safeguards export 
objectives (•high quality and low costs•). Efforts aimed at optimizing labor and manpower 
qualification will be stepped up with an eye to supporting corporate rationalization. 

The most important initial achievements aimed toward national industrialization 
consist in creating a basic consensus on shaping the environment in which enterprises 
operate as well as an overall development strategy, in particular orgar.izational pattems. 
This first jump in potential is possible as long as what is focused on is not the variously 
strong ideological economic and regulatory concepts of ICs that may contribute to 
macroeconomic stabilization, but the innovative organizational patterns of ICs, in particular 
as regards the best practice organization of produdion. This inclines the dialogue toward 
cooperative, flexible, innovation-oriented and focussed concepts of organization and 
governance. The dialogue serves to achieve agreement on the direction in which the 
industrialization process is to move and the sequences involved in the process as well to 
reach. again and again, agreement on particulars with an eye to shaping the various 
elements of the industrial system. 

4.2 Establi~hing cooperative relationships between government and strategic groups 

What is required to transform discussion groups dealing above all with concrete problems 
into established consultative councils is an effective government development agency (type: 
MITl/Japan, Economic Planning Board/Republic of Korea) which prepares the ground for 
an overall concept of economic and social policy as well as for the various elements and 
stages needed to implement it. The councils serve above all to tie the group:; of public and 
private actors into the overall concepts, to concentrate medium- and long-term economic 
and technological objectives, and to create the groundwork for implementing an 
inc:easingly differentiated pattern of strategies. 

This dialogue is doubtless facilitated when it is accompanieds by a redistribution of 
economic resources in favor of the strategically relevant private-sector actors participating 
in it. In the Republic of Korea, for instance, government has made scarce resources, above 
all bank credit and foreign exchange, available chiefly to national conglolilcrales and 
initiated the establishment of so-called general trading companies. Once a process of 
dynamic industriali1.ation was underway, however, the government curtailed the 
concentrat1on procc~.scs in industry, e.g. hy stepping up its encouragement of SMEs. 
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Government's role i.a the dialogue is to generate impulses, to coordinate, and to 
provide direction. Government reduces internal and external obstacles that prevent industry 
from bringing national locational and competitive advantages to bear. What is called for is 
not for government authorities, with their limited knowledge, to drn.ft indicative plans, what 
is required is an active, anticipatory and dialogue-based structural policy which emerges 
out of intensive interaction between the partners in dialogue and is tailored to developing 
and bringing to bear the pational competitive advantage. Imponant l'lements of any 
shaping of structures with the long-term goaJ of national systemic integration include: 

reduction of the gap, for the most part wide, between public governance and 
corporate decision-making, with the goaJ of creating the conditions for a strategic 
corporate management dedicated to developing world-market competence; 

intensification of the relationships between financial sector and industrial sector, an 
aim the chanc.es of which can be improved by including banks in the dialogue or 
providing national guarantees; 

inclusion of industry and, if possible, the trade unions in the process of institutional 
reform and development (e.g. of public vocational schools) and building a 
competition-oriented service sectors; 

a dynamic process of cluster-building; improving the network capabilities of self-help 
organizations within the business and the labor sector; intensification of netwcrk
building via local, regional, and national administration; cost reduction in major and 
mid-size enterprises via supplier networks and joint orgar.i1.ation so as to mobilize 
expert potentials; 

implementation of a stratl'gy of spatially polarized growth, in part via a policy of 
industrial location and encouragement which contributes to shaping spatial structures. 
This strategy creates, above all in first-order industrial agglomeration centers, 
favorable conditions for the development of spatially co1centratcd, functionally 
interlinked systems of production and innovation. It also strengthens second- and 
third-order agglomeration centers. Selective expansion of vocational-training, R&D, 
financial, and export-promotion institutions is used to support the fonnation of 
spatial focuses in favor of specific priority sectors. The allocation-related goals of the 
strategy include "cost reduction", "joint learning process", and not infrequently "joint 
representation of interests" vis-a-vis the outside world. 

In view of scarcity of resources and lack of competence, the public-sector/private
sector dialogue is directed toward clarifying the question: "How much selectivity?", i.e. in 
strengthening global and regional players, encouraging promising fields of industrial 
spcciali1.ation, in providing impulses for regions already strong in exporting, and in 
supporting communities of small firms, e.g. in utili;;:ing Ocxihlc manufacturing systems. 
Selecth·ity results from the ability of government to assess puhlic and private capabilitks, 
to provide orientation in terms of the organi1.ational-tcchnical patterns of M1cccssful ICs, 
and to accept the shaping of structures by the partners in the institutionali1,ed dialogue. This 



process requires positions to be redetermined again and again in the light of domestic and 
foreign requirements and joint action to be the rule in a wide range of fields. One special 
problem consists in the fact that the dialogue that was first conducted in East Asia between 
a limited number of •strategic partners• today appears to require an early inclusion of the 
local level, of mid-sire enterprises and important clusters. 

4.3 Encouraging the establishment or development-minded intermediary 
institutions or capital and labor 

Radical change grows out of market and world-market orientation: Economic associations, 
chambers of industry and commerce, and trade unions become self-help-organizations that 
offer services to their members. This applies, in close cooperation with business 
enterprises, for the diffusion of new production and marketing concepts or the 
representation of industry interests at trade fairs and exhibitions at home and abroad. The 
cooperation between government and industry associations should as far as possible by 
guided by branch-wide restructuring processes. Industry associations cooperate to support 
the competitiveness of world-market-oriented production chains (e.g. cattle breeding
leather-shoes). A high capacity for self-organization on the part of groups of private 
actors at the local, regional, and national level is a prerequisite for any effective 
representation of concrete group interests as well as for dialogue and interlinkage, both 
intergroup and with government. 

Within the framework of corporate modernization, a new type of industrial worker 
emerges who meets the demands placed on bim, despite low wage levels. Young, efficient 
core teams with higher educational levels support the new production concepts winning 
ground in particular in export-oriente.d industrial enterprises. It is above all these enterprises 
that give rise to growing demand for skilled workers. The process begins with intensive 
qualification on the job or abroad, thus making it possible to successfully utilize the latest 
lean manufacturing systems. In a second phase, the number of domestic and foreign 
enterprises upgrading operations to world quality levels increases. Over the medium term, 
the Jemand for skille.d labor leads to an expansion of extra-plant vocational training and 
~dvanced training. 

Government creates a labor market that is efficient, flexible, and responsive to 
changing conditions. New regulations provide for unimpede.d ac~ss to and exit from the 
labor market as well as a high level of labor-force mobility. At the same time, industrial 
safety is improve.d and accident, unemployment and health insurance systems arc expande.d. 
Government is responsible for limiting the growth of public-sector employment, i.e. it is 
responsible for preventing the misallocation of manpower in the public sector typical under 
conditions of inward orientation. Government will advance lahor-forcc qualification by 
investing in training, at the sam~ time supporting the trade-union discussion on optimizing 
labor in the interest of corporate ratior.ali1.ation, on job creation, with an eye to exploiting 
fhc crucial comparative advantage - the reservoir of manpower willing to learn and to 
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perform - as well as on a reorganization and reorientation of the trade unio1L~. In 
addition, government will secure a higher return on public investment in education by 
concentrating funding on elementary and vCY'..ational schools. 

Following the initial phase, in which a consistent low-wage policy is inevitable, 
government contributions to realizing uniform wage-Sf'tting practices assumes great 
significance. An orientation in terms of East and Southeast Asian countries makes sense 
here; the elements include: a base wage relatively independent of corporate profits and 
performance-based bonuses keyed to concrete enterprise performance; furthermore, 
wages responsive to changes in the demand for labor, which permit rapid adjustment to 
external macroeconomic shocks. The normally strong tendencies toward highly selective 
labor markets can only gradually be reduced and redirected toward a uniform price of 
labor. Any reduction of the gap between the wages for agricultural labor and unskilled 
labor or between skilled and unskilled labor - as in Taiwan Province - will, however, 
remain a long-term objective in most countries, provided that the various groups of actors 
are able to create jointly the conditions essential to achieving it. 

The labor market can be further integrated once a relatively high rate of economic 
growth has led to rising real wage levels. Wage increases for unskilled labor gradually 
erode international competitiveness in labor-intensive manufactured goods. The demand for 
labor will tend increasingly to be skill-intensive, because exporting enterprises will shift 
into more technologically sophisticated, skill-intensive goods. Assuming tliat population 
growth slows, this development will be supported by slower growth of the labor force. 

Even if government policy is to let marJ<ets work, it is faced with tasks in addition to 
those just named. Government is coresponsible not only for a creative discussion on 
shaping labor relations but also for acceptance of the new strategy by both industrial and 
labor organizations. A high level of acceptance first leads to a rapid reduction of cost
pushing behavioral patterns such as absenteeism, high fluctuation rates, and uneven 
workmanship, and thus to a high level of efficiency achieved via performance and reduced 
labor unrest. Government represents the common interest in improving international 
competitiveness and modernizing and democratizing labor relations while providing for 
basic social secuiity for the population as a whole. Government at the same time works 
toward the goal of dynamic social integration. 

The efforts of the trade unions to find a new orientation will tend to differ 
considerably. Some, with an eye to US business union concepts or Japanese company union 
concepts, will concentrate on enterprises as the central field for negotiating working 
ronditions. Others will look to the experience of European labor relations, even though 
there is no tradition of autonomous collective bargaining and negotiating working conditions 
in talks between representatives of employer and employee organizations. It is not 
unrommon for different patterns oi' trade union orgar.i1..ation to exist side by side. 



91 

•oistortions of competition" in the world market due to differences in labor costs and 
social standards are unavoidable. Any sucft distortion based on restrictions of basic rights 
(freedom of association, collective bargaining), viz. the repression of labor organizations, is 
not acceptable in the international community. In all countries, solving conflicts 
cooperatively at the local, regional, and national level, including labor unions, contributes 
to achieving the new technical-organizational paradigm. Any successful rationalization via 
improvements in cost, quality, and time saving processes which are able to mobilize high 
levels of competitive reserves also depends on the interest of trade unions in increasing 
productivity, and thus increasing wages. 

S The Regional Dimemioo of Intemational Competitiveness 

.5.1 The rationale of (sub)regional cooperation and integration 

The world economy is moving toward a small number of trading groups (EEC, NAFf A, 
perh. Yen Zone). The supply and demand conditions for competition-oriented economies 
can be improved distinctly in a regional framework. In particular. the medium-sii.ed I Cs of 
western Europe have been at work building a major economic zone with an eye to 
incn-.asing the investment, growth, and competitive chances of businesses. The completion 
of the EC single market entailed a jump in concentration aimed at de.creasing the scale
related disadvantages of European enterprises in comparison with those of the USA and 
Japan. The creation of the European Economic Space is intended to provide enterprises with 
relatively stable demand conditions for a major share of their products. Sharply increasing 
the funds available to finance EC research and technology policy is intended to close the 
gap in the utilization of new te.chnologies. The volume of support provided by the 
individual member states is nor sufficient to achieve and defend a te.chnological lead in 
many important high-te.ch fields against the US and Japanese econ1Jmies, which are far 
better funded.~2 

A!!t IC trade and integration groups are extended toward the south, the growth chances 
of the countries involved (e.g. Spain in the EC or Mexico in NAFT A) improve. The East 
and Southeast Asian "early imitators" with strong technological-industrial dynamics are 
seeking orientation in Japan's pattern of development, and entertain close ecor.omic ties to 
Japan, while at the same time benefitting in particular from the industrial division of labor 
with the US. The powerful industrial subpoles in these countries are reinforcing the 
tendency to form a regional group around Japan. Thus, for instance, the jump in investment 
in the Republic of Korea and Taiwan Province in Southeast Asia in re.cent years has 
stimulated intra-regional trade. At the same time, the nations of Southeasr Asia are building 
a subregional free trade 1.0nc of rhcir own. The process of group formation will continue; 
there are voices that advocate ir.cluding countries from Central-Eastern Europe and the 
Mediterranean are.a in the EC a1;d creating a pan-American FTZ. 



92 

The efforts of one-sidedly inward-looking countries to achieve an "integration against 
the world market• were unsuccessful because industry was sut>jected to little pressure to 
integrate. To avoid having to confront the regional groups of the North in isolation. DC are 
today making efforts directed toward mutual (sub)regional cooperation (e.g. MERCOSUR, 
ASEAN). They are seeking to improve jointly the demand and supply conditions of their 
industry, in particular the conditions required for cost-lowering industrial mass production. 
The goals of the open regionalism of the DCs is similar to those in the North, although they 
are encountering greater obstacles and more resistance. 

Regional markets often present an essential learning and tes.'ing ground for 
exporting industrial goods to exacting IL markets. Even more than their enterprises, the 
DCs themselves need a large market dimension as a testing ground to preparr. for their 
attempts to advance into the world market with technology-intensive products. More and 
more Latin American countries are sur.ceeding in becoming regional players, for instance. 
In MERCOSUR, the beginnings of a subregic ;.ll industrial subcontracting are also 
becoming visible. Furthermore, trading compamcs in some countries have also staned 
exporting products from neighboring countries (•indirect expon•). In addition, service 
enterprises (tourism services, business consulting) are growing into a subregional 
dimension. 

Domestic demand is a very significant factor for foreign industrial corporations. If it 
grows at the subregional level. subsidiaries are able to modernize in organii.ational and 
technical terms. in order then to produce more intensively for export into third countrir:s. It 
is in particular subsidiaries of automotive corporations that have been able surmount 
bottlenecks in demand, which can occur evc;n in countries as large as Brazil, by forming 
corporate interlinkages, via subregional specialization, and by seeking integration into 
worldwide corporate strategies. When regional demand is adequate, they expand their local 
advantages derived from interlinkage, e.g. via networks with suppliers and maintenance 
firms. 

Regional cooperation and integration strengthen first-. second-. and third order 
agglomeration centers, which in turn interlink and radiate out intll their own frontier areas 
and peripheries. Intraregional specializ.ation encourages the formation of spatial-economic 
structures and shapes spatial industrial structures. The first-order industrial 
agglomeration centers grow to form technological and industrial cores with regional and 
international relevance. They entail the great advantages of •agglomeration· and 
"proximity" on which innovation industries rely. The enterprises in them are in possession 
of high levels of experience in utilizing economies of scale and flexibility. These centers 
experience very close interlinkages between enterprises, R&n institutions :ind financial 
institutions. and between producers and consumers. The differentiated demand in industrial 
cores is an important condition for international competitiveness . 

The development of favor.1hle supply conditions for induMry proceed from the first
order centers. The second- and third-order centers are not so likely to liUcet.~ in creating, 
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on their own initiative (or even with foreign support), supply conditions adequate to launch 
a broad-based advance into the high-tech sphere. These centers are responsible for the 
speciali7.ation process in their national economies and regions, increases in productivity in 
industries based there having for the most part provided the initial impulses. The 
spe.ciali7.ation chances of such enterprises are improved when they are closely linked to 
first-order regional industrial centers. 

But regional integration does not only stRngthen industrial agglomeration centers. It 
also permits integration of natiorial economies which lack sufficient potential to form such 
centers, or wh~ch in some cases even lack an industrialization perspective of their own. In 
the former case, the growing functionality and quality of agglomeration centers improve the 
chances of major and mid-size regional enterprises in industries engaged in mass production 
to grow out into competitive positions in the world market. In the latter case, the chances 
incrcase of taking advantage of the regional industrial location policy of foreign and 
domestic enterprises and of utilizing regional complementarities to build - as world-market 
orientation ~rows - regional complementary industries which may grow to form 
"developed peripheries•. 

The ICs should, in their own interest, step up their efforts to encourage rqional 
integration in the South: 

The development of regional groups in the North and growing protectionism among 
the industrial countries cle.arly indicate that the effectiveness of a model of 
international integration based on undifferentiated division of labor will, in many 
industries, soon prove inadequatz. An open, comtnactive regionalism - in both 
North and South - contributes to redudng the turbulences in the multilateral system of 
trade. 

Integration increases the power of the South's industrial agglomeration centers to 
form coreit and creates demand levels attractive for domestic and foreign enterprises. 
which can reduce the pressure on extraregional industrial exports. 

In integral~ regions, the size- and efficiency-related di!iadvant.lges of many small and 
mid-si1.e states, frequently a resuh of the process from which they emerged as states. 
will decrease in significance. 

One other factor is that the development of FT~ and CUs reduces arms races, and 
can sometar.- ·s even lead to military cooperation and the development of (sub) 
regional security alliances - this should induce the ICs to promote resolutely regional 
integration in DC regions. The fact alone that in some DC regions border conflicts, at 
times intensive, will fade into insignificance. rendering superfluous any regional arms 
races, justifies integration projects. 
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5.2 Fonnulating regional coo~ration and integntion schemes 

The currently emerging forms of (sub)regional cooperation and integration in DC n.-gions 
seem to indicate that we are in a phase preparatory to the development of free-trade groups. 
The first phase will above all see a reduction in individual regions of specific disadvantages. 
The conditions for regional in~raction are improved by the emergence of political parties, 
industrial associations, and trade unions with a regional dimension. This strengthens any 
common political vision; •democracy•, for instance, is the sine qua non for membership in 
an integration project. Moreover, the threat of a replacement of multilateral ism with a 
system of managed trade and closed regional blocks can be averted in this way. Regional 
endeavors also aim to encounter the threats posed by a defenoration of prices for raw 
materials (oil, coffee) and protectionism in industrial regions (banGDaS, textiles, ste.el. etc.) 

1. In some DC regions, regional coopention clearly contributes to improving dk! supply 
conditions for industry. Market and world-market orientation generate considerable pressure 
toward reorganization and development of physical infrastructure. This. in tum 
intensifies efforts directed toward expanding border-crossing infrastru~ture: 

Joint utilization of modem ports often makes expensive investment unnecessary or 
lowers transporbtion costs (e.g. export from Mendoza/ Argentina via Chilean ports). 

Joint energy projects (bilateral retaining dams, oil or gas networks) contribute to 
lowering costs, sometimes to the utilization of more ecologically compatible energies 
as wdl. In some exceptional case-.. joint energy policies are emerging that are aimed 
al forming (sub)regional energy-supply systems. 

One essential condition for integration, both international anJ regional, is 
modernization of the telecommunications sector. This is the necessary condition for 
any coordination between corporate he.adquarters in various regions of the world as 
well as for any networking of suppliers. manufacturers, and retailers, on the regi\lnal 
level as well. It is also a condition for the regional and international marketing 
activities of trading companies and the smooth operation of capital markets with a 
pronounced n:gional and intcrr..1:ional dimension. 

2. Bilareral, subregional. and regional - and in exceptional cases international - flZs create 
larger markets. They in this way intensify the investment interest of domestic and foreign 
enterprises. FTZs facilitate the adjustment and expansion processes facing exports, difficult 
in the initial phases. FTZs between ICs and DCs (NAFT A) enlarge the dimensions of the 
market available, above all to the latter. In view of an ensured access to the IC market, 
specialization will intensify, which will in the long run amount to associated 
ind11striali1.ation". This applies to joh processin~ by sahsidiarics no less than for industries 
like the automotive industry in Ml·it1ro. which can achic\'e comparative productivity and 
qualily at 1110 of (JS lahor costs. 

The attractiveness of FfZs lies · apart from initial boosts to exports · in additional 
arrangements in various arl'~s of cooperation (non-trade gain.~). Some examples are the 
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improvement of industrial safety and environmental protection in low-wage countries, 
enforcement of investment codes and legal regulations on intellectual property, and 
agreements on competition, subsidy, and public procurement policies. FfZs intensify 
existing dynamics by safeguarding institutionally flows of capital, goods, and services. If 
they are developed between ICs and DCs, they facilitate the take-over of relatively labor- or 
capital-intensive industries from ICs, while contributing little - at least in the initial phases -
to dismantling the worldwide system of graduated comparative advantages. 

If FfZs generate sophisticated rules on origin and local content, this can lead to the 
development of effective new instruments of protection. In addition, they also entail 
restrictions on second best options when they are regarded as a ~-ubstitute for national 
competitive strategies with an international dimension. To the extent that a liberal trade 
climate exists, the trade-creating effects of FfZs should not be overestimated. In some 
cases, FI'b contribute to improving the conditions for the emergenc.c of strong 
subregional f mw-trade groups. They often also create favorable conditions for subsequent 
CUs. 

3. The joint external tariffs in CUs do away with the need for rules on origin. If the 
•dominant economy• is stable and dynamic, a suitable framework will emerge for joint 
industrial development. To be sure, there are difficulties ir.volved in the economic and 
social imbalances between the member states (and regions): 

The weaker countries seek to reduce their adjustment burdens (exemption clauses, 
compensation mechanisms). At the outset, however. the main i::oncem of DCs car.not 
be to reduc.c interregional imbalanc.cs; the task is to give rise to a generally higher 
level of gro~1h dynamics. In a medi11m- and Jong-term perspecU\'e, an interregional 
compensation mechanism car. be used to address the social imbalances betwe.en 
member states and their regions (e.g. via regional funds). 

The subpoles will be unable to count on any subspeciali1..ation, ~ince any such 
attempts would - in pan due to the inadequate pull exercised by the first-order centers - not 
essentially improve their siting and growth condition·:;. Their dynamics are for a cenain time 
primarily dependent on tht. intensity of their world-market speciali7..ation. 

(Sub)regional markets represent a base for indu~triai µroduction of big companies, if 
there is a demand potential that makes it possible to realize minimum-efficient scales, the 
retevanc.e of which is in most industries not diminished by lean manufacturing. CUs 
between small countries will not create any •optimal economic rones" or strong fre.e-~.de 
groups. They will for the most part not even reach the sr..ale of moderately larges countries. 
Sinc.c this will fail to give rise to any autonomous intematior.ally meaningful functiona.I 
1.one, the option that remains is to join, simultaneously i( pos.4iib1e, a neighh..1ring regional 
group (e.g. CACM and CARI COM via FTZ with Mexico and, ;r feasible, with NA Ff A ac; 
a whole). 
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S.J The role of the public and prh·aie sector in regional cooperation and 
integration schemes 

1. Regional dialogue bcl~ governments is of great significance. A joint political 
f ramewo;k whh consultation and coordination mechanisms makes it possible to pursue a 
pragmatic approach to regional and world-market-oriented coordination and cooperation. 
An institution.al core assumes tt.e J61luired task of •soft control•. 

The shcrt-term goal is to de-1~1~ a joint vision on the principlei and methods of 
regional political 411d economic conperation. It is furthermore necessary to imbe.d regional 
institutions, including subregional FIZs and CUs, in a joint penpective. The focus of the 
dialogue consists of three topics: 

the ttonontic-pc:ilicy clisc:US'sioD, which is aimed at improving, in a fruitful exchange 
of i~formation, the conditions for the coordination of economic policies and laying the 
groundwork for r1rafting a joint regional regulatory concept; 

understanding on the rough pattern of intraregional division of labor. which can 
le.ad, crnont oth\!r things, to cooperative projects aimed at fo~tering market-related 
R&D a'~vities aud jointly builling precompetitive structures which at the same time 
improve the conriitioos for world-market specialization; 

joint efforts at improving ir1temational negotiation poh!ntials, on which a good 
number of markr.t ~t1ons are dependent: within the framework of a constructive 
reg.ionalism based on .. grow:ng consensus between government and industry. it is 
po!:sible to improve the conJitions ner..essary for an enlightened regional economic 
nation~tism, which can be channeled .via strategic negotiations with other regional 
trade ar;d integration groups. 

2. Markt:t and wJrld-markct orientatior. su a growth in the interest of industry in 
expandir.g the scope of its investmen: and growth activities via FfZs and, above all, CUs. 
The deregufa:ion and privatii.ation of state-owne.d enterprises lead to a process of 
concentratior. in th-! pnvate sector, thus strengthening, among others, domestic industrial 
COft.lOrations. in 'view ,_.f narrow dcmestic demand, both direct international investors and 
maior national enterprises will pn~h to expand markets. 

As a result of surplu~:; in the world market, domestic z.nd foreign corporations, in 
particular in petrochemical romp!exes, integrated steelworks, and the automotive industry, 
will press forward in this direction. Banks, insurance companies, trading companies, or 
consuiting firms will cJso demand equal opportunities on the intraregi'>nal level. For 
ini;ovation industrie~, above a!l high-tech enterprises, a larger domestic market is essential 
ro he ah!e to su1vive in international c1Jmpclltion. To achieve positions in the intraregional 
race for sites and growth, it is often important for the invrstmcnt .and development 
•.>pportunitics offcrCl.i by CUs first give ri:;c to a more pronounc<-d orkntation of the 
financial SC"CtOr in t•'-rJIU of the needs of the productive sector. 



6 From comparative advantage to systemic: competitiveness - a quest for visions, 
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1. A country's overall technical-organizational-social profile is responsible for the 
international competitiveness of its economy. Systemic competitiveness can emerge when 
•market• (purposive rationality) and •organiz.ation• (community-relatedness) display one 
direction of movement and are closely coupled with one another. Government coordinates. 
in dialogue with industry and intermediary organiz.ations, the relationship between 
competitive orientation and social <lcvelopme.nl. 

Factor endowments are first exploited. To this end, industry is increasingly organi:zed 
in world-market-speciali7.ed dusters c·mar .;hing within the sectors·), their numbers 
growing successively. If the focus is on the creation of new factors, market economy will 
have to be enriched by more and me re elements of managed ttonomic and social change. 
The competitiveness of industry depends on purposeful learning on the part of government 
enterprises, and intermediary organii.ations, the objective being to build a competitive 
cooperative system, i.e. a market economy corrected and magnified through dialogue and 
complex interlinkage. 

2. What is essential to achieving this goal is to establish economic management as a 
process of interactive learning. The market acts as a motor driving ratiomlizatioo, 
government as a motor linking economic and overall social f acto1'S. Govem::ient, in 
strategic pragmatism, represents the model, enforces the p~ttem of organization, and brings 
the groups of actors together. The organii.ational pattern of "interactive learning" is 
strengthened by imbedding the formation of structures in a process consi~ting of dialogue 
and complex interlinkage. Interaction aims· at an industrial structure and a social system 
that make it possible to concentrate national forces in favor of systemic competitiveness, 
reducing poverty. and sustaining development. 

Government must be relatively autonomous, strong, and efficient if it is to provide 
impulses toward gaining acceptance of the model, of new standards for industry and society 
as a whole, of patterns of behavior oriented toward consensus and coopcrc:iticn, of 
institutions enabling a dynamic interactive learning, and of intermediary organizations that 
advance it. It is often essential to join together structural elements which are already 
eAistent though isolated and oriented in terms of particularist interests to form an economic 
and overall social context. One further task is to re-create socioeconomic structures · 
down to and including civil societies with their complex rule systems. 

Government control, exercised as much as possible via lean managt>ment, ensures 
not only stable macroeconomic conditions and an adequate composition of the concrete 
husiness climate, it also shapes the vaiues and mganizational patterns of the economy. 
Organi1.ational integration in intercompany interaction patterns and the intl!rlinkagc of 
groups of national actors makes it possible to subordinate any striving for sh<'rt-term 
individual and busin~ss-related profit maximi1.ation to the medium- and lone-term goals of 



improving international compet1t1veness and capturing more and more market shares 
abroad. Labor is not a pure cost factor, it is ·human capital• that is worth investing in. 
Capital and labor are uot opposed to one another, they pursue, in joint basic consensus, 
their own concrete inte.-ests. What is at stake is less the profit of impatient sharehoiders 
than a medium-term provision of investment capitll for industry. 

3. Pub!ic welfare is not simply a goal of lesser importance in the overall strategy and its 
implementation. The overall strategy makes possible, from the very outset, concrete steps 
toward a community-based system. Social interlinkage is advanced together with ec:onomic 
interlink.age. In weakly organized DCs it is essential that various groups of actors first 
develop in their specific fields favorable patterns of behavior and organiution keyed to 
rapid and increasingly compkx leaming. Then. government, industry, meso-institutions, 
and intermediary institutions cara together create me conditions for cumulative learning 
processes and continuous intendive learning. C.ovemment has the tasks of integrating 
social groups, with:o the framework of an orientation of society in terms of a technical 
civilization. into processes of learning and decision-making. Systemic comiJetitiveness calls 
for a high level of organization of a society, enabling rapid progress tcward a creative and 
in many ways community-related civil society. 

The formatior. of structures in economy and society is oriented in terms of the 
development of groups of strong actors: an autonomous and efficient govemment, a highly 
competitive industry, and intermediary institutions that make possible a democratic 
interplay of forces. All thre.e groups of actors are, however, not "system actors" in the 
initial phase!> of industrial and social development: the national private sec~or must come to 
terms with foreign corporations at home and with import competition to find its way to the 
world market Government is faced with the challenge of having to crea:e for industry a 
favorable macroeconomic and specific climate and at the same time mobilize and organize 
society. Becat.se democratic and liberal patterns of behavior are often not rooted in 
everyday !ife, 1s e~~r.tial to build a participatory "strong democracy"H which can likewise 
coniribute lo securing the direction of economic and overall social development. What is 
~~sential is not for a highly interventionist and corporative-minded government to bind 
forces together in authoritarian fa:;hion, but a determined leadership group, an effective 
state constit!Jtion, a professional bureaucracy, and a strategic vision aimed at joining 
together isolated economic, social ar.d political forces with the obje.ctive of achieving 
world ·t't'..onomic and world-political advantages stemming from le.aming and 
organi7.ation. 

rr is the strategic orientation or system .adors in network-like relationship 
patterll~ that first makes it possible 10 increasingly replace traditional hierarchic patterns 
with forms of horizontal coopt>ration. To the extent that inlermcdiary organi1.ations ensure 
a <l\!mocratic interplay of forces, it is pos:;iblc for a construc:tive power to emerge that, 
while running counter to state and industry, at the same time shares its direction of motion. 
Balancing .comt- etitiveness and modes of cooperative ad ion is facilitated by inclusion of 
intermediary organi1..ations in dialog1.ae and intcrlinkage. A dcmocraric en.~emhle heightens 



the synergetic effects ihat make it possible to achieve technical-industrial gains, possibly 
even to gain and extend technological leads. It is important to balance more strongly and as 
quickly as possible the three goals of •systemic c0trpetitiveness", •sociai justice", and 
•sustainability of development•. 

Obstacles and resistance must be expected in building aa economic and social system. 
Relapses into authoritarian patterns cannot be ruled out. As. a result of tt-.e great cconomi..: 
demands involved, the risk of economistic foreshortening is great, especially if weak 
tnditions of community-relatedness are involved. Even when groups of actors interact, 
faulty decision:: cann'Jt be ruled out. Strategic options and key issues change rapidly in the 
process of industrial and social development. A strategic vision that includes precise 
knowledge of the rough pattern of industri.tliud countries makes it easier to adjust and re
adjust policies. A high level of dynamics is made possible by success in tailoring an 

autonomous economic and social profile, since, despite external disruptive potentials, it is 

the endogenous !actors that count in the end. 

IV lmplkations for Policy-related Cooperation Programs of International 
Organizations - the Role of UNIDO 

UNIDO should accentuate its profile in two fields of activity: 

It should initiate and ~timulate studies on industrial development at global, regional, 
and national level and explore in particular concepts and latitudes bearing on the 
possibilities of restructuring. in view "of the three cenual din1ensions of international 
competitiven~, ecology, and broad social impact, the industrial systems of 
individual countries. UNI DO should to this end intensify its cooperation with other 
UN organii.ations and in particular make more use of the instrument vf joir.i studies. 

It should, within the framework of its technical cooperation activities, support the 
efforts undertaken by countries in the proces!: of economic reform towarc! 
implementing productivity-based and ecologically compatible industrialization 
concepts. What is me.ant here are contributions of UNIDO with a dimension aimed 
at forming structures, i.e. contributions aimed at formulating policies, strengthening 
institutions and the know-how base at national and subnational-regional level and at 
the level of (sub)regional integration schemes. 

To heighten the effectiveness of its technical cooperation activities, UNIDO should seek its 
crientation along the lines of the following basic ideas which follow from the present 
report: 

I. To support capacity-building in icform-mined countric'l, UNIDO should in future set its 
sights on three dimen.~ions of intervention. Depending on specific national needs, the 
focus should consist of one or all of the following element~: 
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encouragement of a pattern of e:conomic and social organization aimed at creating 
dose linkages among key actor groups, in .,articular linkage between enterprises, 
collaboration between enterprises and ~ institutions, and cooperatiou between 
industry ~d administration (organizational dimension); 

initiation of a discussion on industrialization strategies in a national stratqy dialogue 
among the most important groups of actors as well as of subnational regional 
strategy dialogues, especially in export-minded regions of given countries. Both 
dialogues can lead to the establishment of consultative groups which offer advice on 
issues relevant to industrial and technology policy (strategy dimcmior.); 

support of national effons aimed at shaping structures at the level between 
macropolicy and microlevel actors, i.e. at the intermediate aggregation level, the 
objective being to improve the prospects of success of macropolicy and of supporting 
the market- and competition-oriented national private se.ctor by creating stmdures in 
the meso-area (mesodimension). 

The task in all three dimensions of intervention is to strengthen national cons..!llsus, 
institutional development, and the international competitiveness of industry. What is of the 
utmost significance in shaping structures are the institutions at the interfaces between 
science, technology transfer/technology development, and production (technical control 
boards, quality assurance institutions, consultative innovation institutions, technology 
transfer agencies, private R&D institutions, institutions for financing R&D, promotion and 
management centers, technical schools, technical universities). This applies above all wh~n 
they are attuned to national interlinkages (networking) and serve to strengthen national 
industrial clusters. 

2. Success criteria for operational activities are: 

effectiveness (operation as measured in terms of goals), 

efficiency (relation between input of funds and output), 

sustainability (independent continuation/continued development of projc.c( innovations 
by target groups), and 

significance (broad sectoral or regional impact, repeatability). 

The two success criteria "sustainability" and "signifi~ance" are of pa~icular importance. On 
the one hand, the task is to provide impulses with an eye to giving the proper direction to 
efforts to be undertaken. The aim here is to encourage achievement-oriented agents and 
viable institutions (i.e. as a rule not: to build institutions). On lhe other hand, it is 
important to mobili1.e endogenous development capabilities by actively integrating 
individual mc.asurcs (projects) into their environment while at the same time aiming for 
significance. Stressing significance shows the way to a strategic view of 01;erational 
activities. The decisive question is not whether an individual measure works wdl (is 
effective) and solves 1Jne or another of the innumerable problems to be contended with, but 
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whether a proje.c:t makes a signifi~.ant contribution to solving a problem that has been 
recognized in the context of a concrete development strategy as an particularly urgent one. 
It is not infrequently the case that the success of significant projects depends on whether the 
project environment is actively shaped and enhanced. 

3. Orientation in terms of significant contributioni &oward strengthening the technological 
competence of receiver countries requires foc:usi111. A focusing which implies 
specialii.ation, heighiened relevance, efficiency, and quality of UNIDO contributions aimed 
at an indentifiable transfer of know-how. Each focal point calls for an examination ~f 
whether measures designed to form structures toward the end of shaping legislation and 
policies, to expand efficient implementation institutions, and to develop human capital are 
necessary. The development of policies, imtitutions, and know-how is dovetailed. Any 
commitment to focal points aimed at shaping structures requires a systemic view of a 
national development process 

The number of relatively isolated proje.c:ts with varying objectives and different 
environments should therefore be restricte.d in favor of focused efforts, i.e. in favor of a 
select number of structurally relevant projects per country which provide impu~ toward 
the development of strategies: policies, institutions, and know-how at the interme.diate 
level. The programs aimed at supporting the formation of structures in selecte.d areas 
should, as a rule, consist of projects with a medium-term perspective. 

The advantages of focusing include re.duction of project diversity, i.e. of the high 
level of effort undertaken for preparation, implementation, and evaluation, and the 
possibility of concentrating on professional ~ntributions aimed at forming structures while 
at the sam\! time achieving synergetic effects (institutional learning, concentration of 
national forces via networked structures). A modular concept would permit the utilization 
in other countries of the experience made in a given country. the model then being adapted 
to specific national conditions. Repeatability is given when in one region as many focal 
points as possible correspond. This improves the accumulation of regional and expert know
how on the donor and the receiver side. There emerges on the donor sid: a clear-cut supply 
profile keyed to prominent supply strengths and on the re~eiver side a more distinct 
demand profile. 

4. The organizational reform in UNIDO should be geared to a continuous local presence 
in key countries of a given region. Integration projects should support joint efforts to 
improve the shaping of structures, viz. the supply conditions for industry. Consultative 
groups with high professional standards are of great significance within the framework of a 
concept of this type. this implying academic, organii.ational. and regional know-how. To 
build such consultative groups with a high level of continuity, UNIDO should first look to 
the specific supply strengths of given industriali1.ed countries, ~cond enlist the services of 
expert staff from the regions concerned. and third integrate expc:-t staff of its own in the 
mixed consultative groups. A period of joint initial and advanced training is essential for 
groups of this type, which should work together for ~veral years (at least three years). 
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UNIDO should build two consultative groups for each region: 

a strategy-dialogue group to work out, in and with national consultative groups, the 
f ocai points of competitive strategy and the contributions expected from the groups of 
actors participating; 

a mesogroup which engages in consultative acti~ities, in particular with regard to the 
development of educational, research, technology, industrial, and financial poiicies, 
and in the development cf corresponding institutions, and which also develops 
mechanisms aimed at strengthening and CA.""Ordinating the multilateral and bilateral 
development cooperation in these sectors. 

5. The domestic experts of the con~ultative groups should as far as possible stem from 
national research and consultative institutions with proven experience gained through 
contact with the prodU<.1ive sector and well-founded empirical research. Such local 
institutions would also be strengthened by conducting the advanced training of the 
consultative groups. There should be per country at least one established policy-r\!lated 
economic, financial. industrial, and technology institution that works in the direction of 
forming consensus. If this is not the case, it would be possible, by grouping together 
national and foreign experts, to build an institution of this type in which to concentrate 
expert and regional know-how with an eye to supporting government and industry with the 
aid of research pointing out empirically sound, applications-oriented, and implementable 
variants of possible solutior.s. It would here be possible to create a fruitful mutual 
relationship between research, consultation, and post-graduate training. The scientific 
independence of such institutions from po!itical partisanship and pressure groups would 
strengthen its professional ethos and identity .. 

6. The supranational regional dimension of UNIDO's work is of great significance. The 
consultative groups should organize the exchange of experience between the countries of a 
region, le.ad imponant groups of regional actors together, contribute to strengthening 
(sub)regional cooperation and integration projects, and support the coordination of 
promotion and financial measures as well as relevant policies within a regional framework. 
They should, together with the UN's regional organi1..ations, assess the industrial and 
organii.ational potentials of given countries. Together with the integration institutions, they 
should work on ~he development of both specific national and regional industrial 
profiles. In collaboration with groups of national actors, they should point out approaches 
toward concentration of regional forces and regionalii.ation, e.g. via regional free-trade 
groups. 

7. The concept requires a concentration of the stocks of regional and sectoral knowledge 
and organi1..ational units in the headquaners in order to be able to support and control 
and/or evaluate the relevant accumulation of loca! ~'ld regional know-how, ihe formation of 
focal points, and the deployment of consultative groups in the various priority areas. 
Regional departments should be responsible for guiding regional·, national-, and priority
arca-efforts. They would make it possible to pull together regional know-how in UNIDO, 
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which would then be supplemented by experts from the industrial countries and the region 
concerned, in particular as far as the individual focal points are concerned. The regional 
teams in the headquarters should also receive advanced training in regional institutions. The 
regionally oriented organiutional pattern would aim at gaining a closer approach to national 
and regionc.al decision-making processes and requirement profiles. Continuous close contact 
with the national a.'ld regional decision-makers would make possible more selective search 
processes and joint learning processes, without overburdening local administration. 

8. The concept would loosen up the boundaries between the bilateral, multilateral, and 
private development cooperation. This would not only reduce the problems involved in 
identifying and defining projects, it would also improve the chances of providing, on the 
basis of joint or coordinated efforts, relevant contributions of high quality. Many OCs 
complain of the diffuse "donor presence" with which they have thus far been confronted. 
•soft guidance" by UNIDO in given countries and regions would require dialogue, 
persuasion, and consensus-building. Concepts and discussion groups at the regional, 
national, and focal-point level would represent suitable control instruments. Dovetailing 
UNIDO measures with projects of other donors would be of great significance. At the same 
time, concrete efforts should be made to develop a specific UNIOO pr(lfile keyed to 
strengthening ilS capability in the field of strategy and policy formulation. 

9. Within the framework of its technical cooperation activities, UNIDO should seek largely 
to do without isolated projects. Instead, it should stimulate and foster effo;ts undertaken in 
individual countries at the strategy and mesoleve1. Within this context, UNIDO should, in 
particular, utilize the instrument of regional consultative groups as a means of involvmg the 
multilateral and liberal donors in the pr~ss of forming ~tructures at the national or 
regional level, i.r. as a means of substantialiy improvin~ donor coo~dination. This would 
place U1'1'1DO in the role of a central institution c,f orientation (centetb~excellence). This 
orientation is esc;ential because, above and beyor.d the macroeconomic structural adjustment 
of the 1980s, the problem of forming structures in the economy and in society as a whole is 
rapidly growing in significance. The present repon suggests lines of action for meeting this 
challenge. 
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