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Foreword 

The basis for this publication is formed by papers presented at the 

Symposium on Regional Development Processes and Policies and the Changing 

International Divisio3 of Labour, wnich was held at the Vienna International 

Centre in August 1984. The Vienna Economic University (Interdisciplinary 

Institute for Urban and Regional Studies - IIR) and the thited Nations 

Industrial Development Organiz~tion (Regional and Country Studies branch) 

formulated the concept of the symposium and instigated its planning. Funds 

were provided by the Vien~a Economic University, UNIDO, the Austrian Federal 

Chancellery and the Austrian Research Association. <Ee hundred participants 

from both developing and developed countries presented some fifty papers for 

discussion. 

This report is about the fate of sub-national regions m the face of the 

increasing p..ce of change in the international division of labour. The report 

contains analyses of the economic structures of various types of regions and 

of tr.•-- problems these regions have encountered during the past decades of 

structural adjustment to the intern3tiooalized industrial economy. Other 

authors, focussing more specifically on the productive units within this 

glo~al economy, analyze entrepreneurial behaviour and strategies of large, 

medium and/or small firma. Marginally, political, social, cultural and 

environmental aspects of regional and global restructurin, are also dealt 

with. Some of the papers emphasize structures or forms~ others emphasize 

processes or activities which take place within these forms. Some papers 

emphasize voluntarism at the regional le.,el, some the determini&m at the 

international level. Despite this variety of approaches, however, the papers 

selected share a co11111on purpose~ to lay bare conflicts, tensions and 

interdependencies within social structures an~ between groups of actors and 

thereby to create a greater awar~6~ss of the complexity of the international 

restructuring process to contribute to the on-going work of critical social 

9cienc~ research work on global structures, social behaviour, and local 

response, and to enable the design of policies. 

Discussions of the pa~ers presented at tne Symposium showed that the issue 

of regional development cuts across the various dimensions of the development

proceso. Hence, the historical pattern and the emerging driving forces 
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relating to regional develoom.ent need to be analyzed and c?nceived in a 

D1.Jltidisciplinary approach. For many participants it was essential to be able 

to confront their research orientation on particular regions with the global 

dimension of industrial restructuring, and in particular, of the restructuri".1s 

between developed and developing countries. For the ongoin2 activities of 

UNIDO on the other hand, it was important to obtain an insight into the forces 

at work at the sub-national, re&ional level. 

In addition to the scientific and poiicy-oriented discussions· in plenum, 

there was an active exchange of views among the individual participants 

outside the scheduled sessions of the symposium. Here the subject matter of 

the Symposium was discussed and questioned in terms of the pt:rsonal 

experiences of the participants as individuals, as actors in the proces~~s of 

social change. Econor::c an~ technological development, the central topics of 

the Vienna Symposium, were discussed in tenus of widely ranging v. ~e 

judgements of the prf ut economic-technological upheaval and its implications 

for the structures of society and for daily life. This a3pect of the 

Symposium - though not represented in specific chapters - influenced Lhe 

organization and structure of this report. 

11tus, this docilment attempts to illustrate various di.niensions of the 

symi>')sium ar.d to pass on the most inr:.nvative presentations and disc•Jssions to 

a wider audience. It is also an attempt r.:o put traditional analytic metlto. 's 

into a new context. This publication not only brings together reports on 

regional and general economic change of wid~ly varying nature and contrasting 

outlook, it also attempts to formulate the problems actors will have to deal 

with in the future (be they regional scienti8ts, politicians, UN-experts, 

businessmen or "'social entrepreneurs"). In the concluding chapter to this 

report, the need is also stressed to go beyond the conventional wisdom and 

methods of poJicy11aking and to achieve a truly global understand~~g of, and 

pclicy approach ro human affairs. 

11tis docu~ent was prepared by UNIDO staff with Paul Resp and ~rbara 

Stuckey as consultants. UNIDO staff and consultants are very grateful for the 

co-operalion and su~port provided by ~alter Stohr, Director of IIR, ar:.d staff 

members of that institute. 



------------------ ~--~------- -

P. Resp, ~. Sto"hr, b. ~tuckey and UNIDO secretariat 

INTRODUCTION 
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Industrial restructuring and corresponding spatial changes, whether on the 

local or international level, are nothing new. As pointed out in one 

contribution to this publication, early European manafacturing moved to the 

countryside in search of cheap labour and natural resources, and this search, 

not yet accompanied by industrialization, repeated itself on an international 

scale during the colonial period. The division of labour was the motive force 

behind the dissolution of "territorial life" (Friedmann and keaver 1979). 

llhere economic, ao~ial and cultural activities formerly to a large extent 

overlapped and were interwoven within definable boundaries, the tendency 

throughout the industrial era has been towards a separation of these 

activities and the overstepping of boundariP.s. The viability of local 

communities was strongly undermined. 

The international division of labour became an internationalized 

industrial division of labour only from the 1960s onwards, when restructuring 

began to affect spatial patterns of industrial organization on a global 

scale. This restructuring process affected national core areas, their 

hinterlands and the peripheries in the developed world; but it also invol;ed 

the developing countries. National patterns of industrial ·:Ores, hinterlands 

and peripheries are being internationalized into a global network of 

interaction and dependency. 

A number of factors have given rise to this new spatial division of 

labour. The more important (Frobel/Heinrichs/Kreye 1977, UNIDO 1981, Massey 

1983, Ballance and Sinclair 1983, Andersson and Johansson 1984, and the essay 

by Borner et. al. included here) are-:. 

"( ... ) - the reduction in transport and COlllDUn i cat ion costs due to rapid 

innovation in these fields·, 

the creation of new production techno 'i.ogies permitting the 

segaientation of production and distribution into discrete units 

which can be located separately from each other in space, thereby 

permitting the spatial segregation, e.g. of standardized routine 

production processes, research and development, managerial planning 

and control functions; 
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the•international standardization of production processes and 

product characteristics; 

liberalization of trade barriers and an intensified ir.tegration of 

national and international ccnmodity markets, 

the emergence of multinational corporations organized to work across 

the boundaries of nationally or continentally integrated markets and 

therefore able to make use of the optimal location for each of these 

specific functions on a world-wide scale; 

increasinR inteRration of inter-regional and international finance 

and capital markets permitting rapid and extensive capitol mobility 

and a reduction of related political risks; and 

the mobilization of a potential reservcir of industrial workers in 

practically all not yet industrialized parts of the world, along 

with the increasing prepare~~ess of territorial units (national, 

regional, local governments) to .offer incentives for new industrial 

activities (Stuckey 1980, p. 39/40)" (Stohr 1984). 

These factors have led both to a process of concentration and a process 

of dispersal. In the developed countries, the old industrial regions have 

lost mucb of their manufacturing capacity. These regions of early 

industrialization were dominated by industrial activities in t~e late stages 

of the product cycle, activities which have o~ten been relocated to the 

developing countries; in some cases they have been kept alive through 

government intervention; others have withered away. Productive activities 

with a greater viability, those in the early stages of the product cycle, tend 

to be concentrated in core regions. Entrepreneurial decision-making also 

remains concentrated in these Jreas. The same may be said for innovative 

activities and other essential producer services - although in a num~~r of 

cases these have shifted from major metropoli~an areas to other core regions 

(cf. Thrift 1984 and Noyelle's essay in this report). Thus, at the national 

level, there has been a concentration in developed countries of dynamic and 

inn<>'•ative activities. Seldom have industrial activities in these countries 

shifted to areas which - from the point of view of industry - were hitherto 

relatively marginal. 

International dispersal of industrial activities related to the late 

stages of the product cycle has taken place on a very large scale. It has 

assisted the emergence of newly industrializing countries in Asia, Africa and 
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Latin America. Yet, if one looks at the international spatial pattern of 

diffusion, 1c is obvious that in many cases relocation has favoured a 

relatively smal! group of countries. And inside the developing countries, the 

industrialization process tends to be highly concentrated in a few regions, 

especially those surrounding national capitals and major ports. The national 

economy as a whole often does not benefit much from linkages and spin-offs. 

Moreover, international restructuring is taking place to an ever greater 

extent within transnational firms; intra-company transactions are replaciPg 

imports and exports, while decision-making remains firmly located in a First 

World metropolis (cf. the essay by Somer et.al.). 

The pl·ocess of economic expansion of the 1960s and early 1970s was 

accompanied by great disparities and imbalances. These came dramatically to 

light during the recent restructuring crisis. The developed countries, where 

social and political imperatives conflicted with the imperatives of industrial 

restructuring, returned to protectionism to shield the stagnating ~rkets of 

weak industries from competition, mainly from developing countries; as a 

consequence of the disruption of their development process, developing 

countries ran into difficulties repaying and servicing the debts they had 

incurred to finance their economic build-up under the assumption of stable 

interest rates, market outlets and prices. 

The global restructuring crisis has prompted a broad re-examination of 

established concepts of the international as well as the (sub-)national and 

interregional division of labour. The 1960s ushered in the First Development 

Decade with hopes for expansion, growth, and social transformation in the 

developing countries. By the mid-1970s the Lima Declaration paid witnes~ to 

the new realization that the project of closing the gap was not going to be an 

easy one. Moreover, the debates surrounding the Lima Declaration made it 

patently clear th~t in the existing economic system there were no automatic 

mechanisms tor closing the gap. The Second Development Decade thus saw the 

switch from a vocabulary of assis~ance and co-operation to a vocabulary of 

conflicting goals and tensions, which reflected the transition of the booa 

period of the 1960s and early 1970s to the crisis which set in during the 

1970s. By the 1980s the problem of development was seen in terms less 

euphoric than those ;hat d~minated the disucssions of the previous decades. 
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The growing contradictions between developed and developing countries and 

rich und poor regions, between private ~ain and public loss, between haves and 

have nots, between human activitie~ and the resource base of a:l development, 

t~e natural environment (cf. Friedmann 1?84b, 4£), triggered off a series of 

attempts to formulate new policy measures at the national and international 

level and to find new conc~pts deaiing with the social and spatial aspects of 

the global economy. 

Io industrialized countries li~e Sweden and France, governments have 

intervened ia the regions to make regional industrial structures more 

internAtionally competitive. Developing country governments have confronted 

the regional problematic as well. An interesting example of government 

support for the industrialization of hitherto peripheral regions can be found 

in the essay on Nigeria by Abiodun included in this report. Parastatal 

organizations have begun to lay the foundatinn for agro-industrial development 

in widely varying regions in Cameroun (Resp 1985J. 

'The Fourth General Conference of UNIDO, held in Vienna in August 1984, 

stressed the fact that "( ••• ) international restructuring and redeployment 

processes have largely failed to attain the established industrial and 

socio-economic objectives and to create a basis for sustained economic and 

industrial development in the developing cou~tries" (UNIDO 1984). The 

~onference, seeking to create a new basis for a consensus on international 

restructuring was confronted with such questions as~ 

"Can the interdependence of the world's industrial pr?duction be mad.a 

more "equitable"? Can an international industrial policy or set of 

principles be found that encompasFes both the right of national 

sovereignty and a collective responsibility for the industrial 

advancement of the developing countries? Can global industrial 

restructuring become the cormnon denominator to which the treatment of 

finance, trade, manpower and technolo~y issues should be lilked? How 

then are national policies and intern~~ional agreements to be gradually 

adjusted to these new concepts?" (UNIDO 1984). 

It was suggested that, to help answering these questions, UNIDO should 

give particular atten~ion to the following activities~ 
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"( ••• ) setting up a system of information exchange on international 

industrial restructuring and related policies drawin~ on information 

systematically accumulated by UNIDO; ( ••• ) establishing a special 

programme of feasibility studies ( ••• and ••• ) of technical co-operation 

and promotional services to assist developing countrits in formulating 

progra111111es to adjust current structures; a~d ( ••• ) providing systematic 

support tc more dynamic mP-asures to create and retrain human skills and 

to the establishment of str~nger links between education and training and 

the skills required by industry." (UNIOO 1984). 

A respons~ to the global crisis also came from the academic community, 

where res~archers tried to grasp the dynamic and identify the processes and 

the actors which had instigated and were sustainin~ the transformation. Some 

emphasized the need to abandon the traditional mainstream framework within 

which both the global economy and regional problems had been viewed. The 

search reflected the realization that conflicts and tensions within the 

international division of labour must be seen as central issues and ~ot as 

momentary disequilibria~ 

"During the last decade or so, political economy has become the most 

adequate theoretical mode of inquiry into this process of restructuring 

and crisis. ·1'here are drama:ic differences between the explanatory 

models of political economy and those of neoclassical economic& that they 

replace. Neoclassical economics looks towards the harmonization of the 

system ~f economic relations; they describe a state of equilibrium. 

Political economy model~, on the o~her hand, seek to ?.~count for change 

and movement. Their point of reference is history and the struggles that 

animate it. These struggles are political in nature, and they take 

various forms~ between social classes, between fractions of a class; 

between regional class-alliances and the state; between states. They are 

fought for different reasons, but mostly for material interests and 

power." (Friedmann, in Houlaert/Salinas 1983). 

Out of the debate, a new awareness grew - an awareness of the firm as an 

individual entrepreneurial decision-maLing unit, caught up in the 

international process of restructuring. Ther~ was a rebirth of interest in 
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the work of .Joseph Schumpeter as researchers began to delve into the dynamics 

of firm behaviour from a perspective of the firm as a history-maker rather 

than from the traditional neoclassical approach which saw the firm as a 

passive price-taker. The word innovation came in to replace the long-standing 

vocabulary ~f supply and demand economics. At the same time, the traditional 

analysis of economic relationships among countries - the theory of trade and 

comparative advantage - came to be replaced by theories which took account of 

innovative processes at the level of the firm - product-cycle analysis came 

into vogue as the basis for analysis of disparities among firms, disparities 

among nations, and disparities among regions. From the point of view of the 

region, from the point of view of national governments and regional 

policy-makers, the central q~estion is no longer how to spread growth and 

clear away temporary bottlenecks - but rather the fundamentally different 

question~ why are particular regions and nations being abandoned by 

entrepreneurial interests altogether? 

The long-standing theoretical realization that capital was mobile started 

to take on the eerie concrete connotation of abandoned regions, abandoned 

activities, leading to an entirely new pattern and pace of employment creation 

and destruction - both nationally and internationally. Countries and regions, 

even cities, saw themselves competing directly for jobs with others. Strong 

regions in Europe saw themselves competing with regions in Japan and the US. 

Weaker regions in the North saw themselves competing with stronger regions in 

the South, and regions in the South competed among each other to attract 

whatever industrial activities were shifted to developing country locations. 

This emergence of a global:y competitive economy has lead to an awareness 

that~ 

"The role of specific, local, regional and national communities in this 

spatial division of labour has recently become increasingly volatile, not 

only due to the complexity of the factors involved and their accelerated 

'~te of change, the volatility in the movement of interesr. and exchange 

rates, in prices of natural resources and energy that shocked industries 

(Ballance and Sinclair 1983), but - and this particularly since the 

reduction of aggregate economic growth rates around the middle of the 

1970s - also through the emerging 'war between states' (regions and 

localities) waged within the public sectot to retain or attract private 

sector investment (&luestone 1981). 11 (Stohr 1984). 
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To use thP. expression used in the Castells essay-:. the "space of places" 

has been replaced by a "space of flows". As long as these flows streamed 

outward, tcickling-down effects to underdeveloped regions might be expected 

and indeed did take place in a number of areas. With the global crisis, the 

flows appear to be withdrawing into the developed world and within the 

transnationals which generate a large part of these flows. Yet, very few 

regions can now exist outside there flows, ''no region is an island to itself" 

(Friedmann 1984a, 3). A re-ei.amination of the concept "region" is called 

for. Obviously units of analysis which are in all respects (geographically, 

economically, socially, politically} as different as the ''Pacific Basin", the 

Swiss watcP-making region, the US North~ast, the Warsaw region and Central 

Nigeria cannot be treated on t;e same level; individually, they cannot even 

be treated as contiguous spatial units for all analytical purposes. In the 

present-day international economy, it may make more sense to think of Tokyo 

and San Francisco as being part of one (functional) region than an Indian 

village and an agro-industrial estate both located in Brazil's Mato Grosso. 

Especially in times when "trickling down" eff~cts have ber.ome unlikely, 

and the entrenchment both of governments and large enterpri~es have reduced 

th£ probability of "top dowa" forms of economic development, development 

initiatives will have to come from the ''bottom up", from a confidence in 

forces at the local level (cf. Galtung/O'&rien/Preiswerk 1980, StOhriTaylor 

1981). The Perrin, Stohr, and SjPbolt contributions to this publication 

show that, at leas~ after a certain level of know-how and development has been 

reached, such ''bottom up" strategies can be initiated. Of course, a 

reasonably favourable politicaly and economic climat~ is needed for such 

initiatives to succeed. In the highly competitive world of modern industry, 

such initiatives are more likely to be successful in developed than in 

developing countries. In the latter countries, given a sufficiently strong 

and capable national goverrunent, "top down" strategies may be successful, 

although several authors (see e.g. Abiodun's essay on Nigeria} have pointed 

out the serious obstacles (technological dependence, financing) such policies 

may be confronted wilh in the present-day ir.ternational political-economic 

environment. 

In all its aspects - economic, political, policy related, scientific 

the prese~t crisis represents a major break. The following chapters will take 
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stock of a wide variety of aspects of the situation, as highlighted by the 

papers presented at the conference and by the discussions surrounding their 

pres~tation. Both the organization of the chapters and the natu1e of the 

papers selected represent an attempt to clarify issues about the fate of 

regions in the context of the transformation of the global econc>lm!'. Thus Part 

I is devoted to the analysis and understanding of the global dynamic, Part II 

to an examination of spatial consequences and regional response. The essays 

which make up Part I, ''Global Dynamics of Entrepreneurship", analyze at a 

gereral level what is going on. Emphasis is on entrepreneurial strategies, 

on the who, those structural units which are perceived to be th~ main 

determiners of the global restructuring. The Stuckey, StOhr, Castells, Tichy 

and 8luestone essays provide a general framework; in the essays by .Auty, 

Borner et. al., Christopherso11.1Gradus and Miyakawa, entrepreneurial dynamics 

is dealt with in specific contexts. Part II, ''The Region - A .Sub-Rational 

Territorial Community", is a series of essays answering the questions" where 

does it happen?" and ''how do regions react?" - be it passively or actively. 

After a general introductory essay by Stohr, changes in spatial patterns at 

the sub-national level which result from changes in the i11ternational division 

of labour are described by Noyelle, Townsend/Peck, Haier/Todtlin~ and 

Helmsing. In the next section, development initiatives a~ the local level are 

the subject of essays by Sji>holt aud Perrin. Finally, the essays by 

Moulaert/Willekens, Lilaia/Pinho, Abiodun and Secker analyze problems of 

regional development in both developed and developing countries. 'nlroughout 

the book it becomes clear that capital, the developed couLtries' 

entrepreneurs, sets the pace. Capital is viewed as the history maker of the 

111U1Dent. Labour and the developing countries are seen by most authors to play 

largely passive role, the role of history-takers. In the conclusions we deal 

with the question~ Now what can social scientists and policy11akers do? 

Here, the most far-reachi,~ analyses, discussions and coaments made during the 

symposium were used to 1..•·- ;nulate a research and policy agenda, raising basic 

questions about human development, the region, international relations and 

social science. The need for a global approach to regional analysis, an 

awareness of the often contradictory activities competing for the same space 

will be stressed in this last chapter. 'nlis approach (succintly formulated 

ir e.g., Grocholska 1984) combined with thorough investigations of specific 

problems, could be an analytical step beyond the "intermediate level" theories 
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in social science which deal only with one aspect of social reality. As was 

argued by many participants in the conference, the present economic and 

technological transformation is a pa t of a more general crisis which also 

involves human value systems and the relationship of humanity to its natural 

resource basis. Moreover, this transformation, this crisis, affects all of 

us, "itether we live in the North or the Scuth, in the East or the West. 
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1. Forms a.1d measu:t'es of sociai change 

In this essay we discuss three aspects of structural change (cf. UNIDO 

1979a )';. 

Changes in the product aix ("what"); 

Changes in tne protfoc t ion process (''how") ;. 

Chang~s in the geographical distribution of productive activities and 

output capacity (''where"). 

A short historical review of the growth and developaent of industrial 

cc.aodity productioa brings to light fundaaental changes in the way economic 

structures manifest themselves on a world scale. Hist~rical changes are aost 

obvious in the case of products ("what"), whether these are inputs for further 

steps in product~on or consumer goods. Think of the changeovers from candles 

to lightbulbs, froa the abacus to the computer, from washboards to automatic 

washing machines, from the horse-drawn carriage to the supersonic jet. 

Second, forms of labour and manufacturing technologies, both for new products 

and for goods which have been in use for hundreds of years, have changed 

beyo11d recogrition. There have been changeovers from self-s~fficiency to wage 

lzbour, from cottage industry to the assembly line and automatized production; 

from scissors to computer-controlled textile cutters, from powders mixed by 

mortar and pestle to mass-produced, automatically packed and controlled 

pills. In contrast, the third factor - the ''where" - the geographical 

distribution of production for the world market on the intercontinental level 

(i.e. between former colonizing countries and their colonies) long remained 

exceptionally stable. 

For hundreds of years, the colonies produced almost nothing but basic 

materials. Wi~hin the European and North American continents, however, 

industrial capacity continuously grew and relocated. During the 16th and 17th 

centuries domestic piecework, carried out under merchant control in dispersed 

rural locations, begans to compete with the dominant type of guild-controlled 

production largely located in towns (cf. Kriedte/Medick/Schlumbohm 1977). 

During the 18th century, these cottage industries were relocated in towns, 

especially in towns close to rivers where water power could be utilized in 
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production. Competition by the new capitalist firms slowly pushed the guilds 

out of business. Then, the invention of the steam engir.e brought about a 

growth and relocation ~f industry in the vicinity of coalfields, which in the 

19th century led to the growth of a number of industrial metropoles. The 

development of railway networks made industry less dependent on waterways and 

ports. Later, electrification and decentralizing technologies greatly 

expamed the range of potent ia 1 indust ria 1 locations. Firms now located in 

areas where extens:;.ve labour reserves were available "IS a consequence of 

agricultural mechanization. After the Second World War industries relocated 

from town centres to suburbs in a new de:, entralization phase. During the last 

two decades ineustrial product and process change have: not only been 

accompanied by interregional and intraregional locational shifts within the 

industrialized countries, but also by a massive, parallel (and partly 

substitutional) international shift of productive capacity. For the first 

time, internationally competitive industries are emerging on a large scale 

outside the developed count-ies~ they have t>ecome globally mobile; the era of 

internationalized industrial production has started. 

How does one measure the extent of structural change within the context 

of this global perspective? The simplest and most common method is based on 

the three-sector hypothesis, which in Europe is connected with the name of 

Fourast iE (Fourast iE 1954). Tha generally accepted empirica 1 methods which 

now form the basis of structural research build on his hypothesis, or can even 

be considered as an extension of it. Political, theoretical, am empirical 

interest has, above all, been concentrating on structural change in the 

second, the imustrial sector. This has led to the establishment of 

time-series and a more and more sophisticated analysis of the industrial 

sector. Focus is on the product range of a nation, i.e. productive activities 

are categorized into branches a ld product types. Tog~ther "1ith iq;Drt and 

export data, these national indunrial statistics - long since available for 

cyclical research - are now serving as the basis of empirical ana ly.1is of 

structurcl change. As the problems of international structural change became 

acute in the 1970s, ~his data base bec.<11ne inadequate.!/ The "traditional" 

explanation of productive structures was felt to be unsatistactory as the 

Cf. Burgener, Zur Wettbewerbsfa"higkeit schweizerischer Unternehmungen: 
Bedrobrngalage und Hamlungsspielraum. Diskussionspapier Nr. 88, 

Universitat Basel. 
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political awareness grew oi the consequences of the intensifying global 

competition among industrial firms. Political and theoretical discussions 

focussed on a new question: what are the decisive fac~ors for the 

~ompetitiveness of a specific branch in a specifi~ country? 

To trace these decisive factors the question of produc~~ve functions had 

to be reconsidered. Instead of considering technical advance to be an 

exogenous factor, innovation was now seen as an i~ortant production factor in 

itself. This discussion led to the development of the so-called neo-factor 

proportion model (cf. Haillat 1982, and Brugger 1983). Initially, the typical 

range of production fa:: tors in the various branches was used to describe 

production processes; later branch-specific production processes were 

categori~d on the basis of their respective main factors of production (raw 

materials, energy. labour, capital, innovation, research, etc.). As a next 

step, the long-term geographical distribution of industrial production 

processes was explained by analyzing the mobility of relatively mobile factors 

(basic materials, capital goods) in connection with the availability and 

cost-structure of relatively i11111obile factors~ unqualified, qualified, and 

innovative labour, infrastructure, organizations, institutions, etc. This 

problem-of locational co~etition required new directions in ~irical 

research. A concept focussing on the nature, the ''how" of the production 

process became necessary. The neo-factor proportion model offered a 

solution. !ts main finding is that basic material-intensive, labour-intensivE 

~ capital goods-intensive production in the industrialized countries is 

exposed to growing competition from certain developing countries; competition 

does not affect human capital-intensi~e and innovation-intensive processes as 

yet. The competition among industrial nations however, has become more 

intense in these demanding branches of industry. Moreover, newly 

industrializing countries (NICs) are becoming more and more competitive in 

some technically advanced fields. All in all, the pressure to adapt, to 

innovate and to develop cont inuousl}' is growing. 

2. Rivalling descriptive and explanatory models of economic develapment 

As soon as we leave the field of forms and measurements of st rue tura l 

change to addreso the question of the causes of innovative behaviour, we are 

unavoidably confronted with 4 broad spectrum of economic development 



----~-----------~---- ~-~----- - -

- 19 -

theories. It is not our task to depict the variety of relevant basic 

theoretical notillls or to explain, criticize or praise their philosophical 

backgrou~d. CD the other hand it does not make sense either to attempt to 

explain specific development forces in history without clarifying or at least 

having a notion of one's own basic attitude towards individual human actions 

and their importance for social development. Research on "impulses for 

economic development" automatic&lly raises basic questions which have 

philosophical, theoretical and methodological implications and consequences. 

Are changing social and economic phenomena or structures the result of 

"superhuman" forces (e.g. laws of human behaviour 1 economic laws 1 etc.) or are 

human beings to be understood as actors (with varying degrees of individual 

freedom), aR the creators of their society, i.e. as the originators of 

economic laws? Is it che duty of actors in economic life - whether as 

represeatatives of enterprises, governments, trade unions, or as individual 

workers 3dd consumers - to adapt to the conditions of structural change? Are 

thert identifiable single or collective actors whose actions determine the 

genesis and form of this current obsession with material and organizational 

innovation? Could one, should one reduce the pressure to inLovate? To arrive 

at any answer to these questions at all, we will have to survey the most 

common theoretical perspectives on development. After criticizing the basic 

notions of orthodox thinking, we will try to clarify our own premises. Below, 

we will discuss the three basic perspectives which still dominate the present 

academic debate on the dynamics of innovation and economic development~ 

growth stage theories~ 

theories of exogenous forces, exemplified by the theory of technological 

waves; and 

theories of equilibrium growth. 

2.1 Growth stag~ theories 

We characterize all theoretiral approaches which depict and explain the 

economic life of a nation as P more or less liuear process of development as 

"growth stage theories". According to these theories, the growth and 

transformation of the EnglLh market economy fonu the beginning of a 

universal development path. ~t ia still considered to be the model and the 

appropriate path for all countries cm their way to industrialization. 
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Empirical evidence for this theory is supposedly p~ovided by the success of 

other F.uropean states, the US, Japan and, nowadays, the newly industrializing 

countries. "nlis old philosophy of history experienced a renaissance among 

economic experts ia the early 1960s with the app~arance of a smal~ publication 

by Rostov (Rostov 1960). Explicitly or implicitly, the experience of the 

ocuntries of the North be~aaae a norm for the former colonies in the South. 

Rostov's hypothesis and the concomitant economic strategy imply a succession 

of growth stages which repeats itself from country to country. Strategy 

recommendations are based on a positive appraisal of i) the mooetarizatiJD of 

the economy, ii) the expansion of the industrial division of labour, iii) a 

progressive process of innovation, iv) the industrialization of the 

agricultural sector, and v) the exploitation of comparative advantages in the 

world 1112.rket. 

F1·om the start, this theory was heavily criticized; later criticism even 

became more intensive (cf. Gershenkron 1962). The ~ependencia theorists in 

the developing countries formulated the well-known "development of 

underdevelopment" ~cf. Amin 1975, Frank 1980, Kraute 1980) counterhypothesis. 

It is based on the view that the economic history of the underdeveioped 

countries is an integral par~ of the history of industrialization in the 

North. The development of the industrialized market ecoraomies is seen as a 

worldwide, not a national, process. In spite of a nmnber of structural breaks 

and the continuous dynamic of change in products, production methods and core 

regions, the advantages and disadvantage9 of capitalist expansion have 

stubbornly resisted shifts in their North-South distribution. The benefits 

have unilaterally gone to the majority of the population in the North; the 

economic disadvantages have been borne by the majority in the South. Although 

this theoretical approach is often as imprecise as the growth stage theories, 

it canuot be denied that theoretical and empirical studies based on this 

perspective do focus more on international developments and do show a greater 

consciousness of the international interrelationships in economic life. Since 

the 1981/82 recession, a global, co-ordinated economy has been considered as 

the only locomotive for a renewed economic upswing (cf. Bhagwati 1983). 

2.2 Exogenous torces~ technological waves 

In theoretical discussions and political debates on economic dynamics 

ref~rence is often inade to the role played by new technologies. Historical 
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evidence of the way in which 3 technology put its stamp on an era is often 

combined with analysis of long-run growth stages (e.g. Kond=atieff's waves). 

But innovations are not just a matter of technology and its inmediate 

applications to the production process or the product range; transformations 

of the division of labour, ways of life, social structures, landscapes, etc. 

are closely related. The leaders of innovative activities may detennine the 

general econo.nic fate of whole regions or nations. Take the steam engine and 

its application to textile production and railroads, and England comes to 

mind; take the petrol e06ine and the car industry - and it's the USA. 

Nowadays, it's micro-electronics and their apparently universal application 

and Silicon Valley in California and Japan are the leaders. These examples 

show that the exact source of a new technology, the place where it was 

invented, is not necessarily significant. What is essential from an econanic 

point of view is the application of an invention, the way of transforming an 

invention into market oriented innovation. The latter may result from 

intra-firm inventions or from acquired patents, from imitation and even from 

economic espionage. The temporal and material headstarts in innovation on the 

one hand, and the size and distribution of the potential profits on the other, 

are decisive for the dynamics of economic development. 

2.3 Equilibri'-Dll theories 

What we call equilibrium theories are theoretical approacht>s which 

characterize economic life as the collective result of market processes (cf. 

Samuelson 1964). The participants in these activites are assumed to be each 

others' equals, econanic subjects capable of independent planning whose 

actions are co-ordinated through the market. The collective result -

equilibrium - is supposed to be more or less a characteristic of the market 

process in general. Consumer demand supplies tne dynamics - the only task of 

production units is to produce the c011111odities demanded with given 

technologies at the lowes~ possible costa. All economic activities which do 

not take place under market conditions are excluded from the analysis. Demand 

crises in the commodity markets and employment fluctuations in the labour 

markets are interpreted as temporary disequilibriums. I~ an age of 

transnational corporations, growing poverty in de1•eloping countries and 

growing unemployment in the OECD countries, this approach is becoming more and 

more questionable. 
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We have arg·Jed that technological dynamics are considered by many 

economists to be decisive but exogenous factor in the economic process, while 

equilibrium theories do not touch on the question of the dynamics of 

producers' innovative activities. In the 1920s, Schumpeter, in a critical 

review of equilibrium theory, analyzed (entrepreneurial) dynamics as a cause 

of disequilibrium';, " ••• a theory of the transition of the national econoomy 

from an exis~ing centre of gravity to a new one (dynamism), in contrast to the 

theory of the cycle, the theory of the economy's permanent adaptation to 

changing centres of equilibrium and ipso facto of the effects of this change 

as well (st~tics). These spantaneous and discontinous changes in the cycle's 

path and in the centres of equilibrium take place in the domain of industry 

and co111Derce. Not in the shere of the needs of the consumers of final 

products." (Schumpeter 1926, p. 99). The "entrepreneur", i.e. the innovator, 

is identified by Schumpeter as the creator of economic dynamics. 

2.4 Critique-;. t•le absence of an explanation of entrepreneurial dynamics in 

globally intensifying competition 

The critique of traditional approaches to development problems and 

innovative ~ctivities has crystallized into two main research approaches-;. 

the analysis of innovative behaviour by individual economic actors -

especially at the level of the industrial firm; 

the analysis of general socio-political determinants of ec~nomic 

behaviour. 

To analyze the innovative activity and inno•.•ative capacity of the firm, 

micro-economic approaches were taken up and used in new ways. These 

approaches were now explicitly related to innovation dyn_amics ana to 

socio-political conditions, thus contradicting the traditional approach of 

perfect competition. Schumpeter's work became topical again. On the other 

hand, research focussed more and more on regional or national employment, tax, 

educational and even cultura 1 policies as competitive instruments for the 

conservation or expansion of econ~'!llic activities by innovat~ve enterprises. 

For the time being these two types of research often remain separated; the 

present fast pace of internationalization of industrial activities also makes 

for research difficulties. In dealing with locational characteristics, the 

production process and the network of marketing outlets of individual firms, 
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systematic attention will have to be paid to the firm's position in 

international networks. But this task goes beyond the traditional analytic 

framework of "Nc.~ionalOkonomie". which primarily regards the economic eye ie as 

a national phenomenon. The explanation of entrepreneurial dynamics must be 

sought in the process of competition unfolding on a world scale; the object of 

the analysis should not b~ restricted to an economic ~ycle within national 

boundaries. Just as the intensification of the international division of 

labour called the usefulness of an analysis of structural change on the basis 

of branches into question, so the glv~~~ innovation policy of the firm calls 

the relevance ,f national economics into question. The most important 

conditions for firm decision-making are not the conditions in one country, but 

precisely the differences in conditions between countries. 

3. Conditions and forces of global economic dynamics in a 6-sector model 

Our analysis of changes has brought us to innovative activities of firms 

and the {inter)national conditions under which these take place. In this 

section and the next we shall t~y to integrate the innovative behaviour of 

modern firmR in a historical perspective of internationally growing 

competition. This analystical step implies three tasks~ 

a) to grasp and explain the innovative dynamic within and between firms 

theoretically and empirically; 

b) to evaluate the consequences ot innovative firm behaviour for the 

behaviour and welfare of other actors in economic life; 

c) to analyse the importance of these other actors for the behaviour of the 

firm. 

To facilitate these tasks we use a simple, decriptive model of the 

international division of labour. It aims at providing a conceptual framework 

which for all groupB involved allows us to analyze the consequences of the 

changes in their collective, interdependent division of labour. The model 

includes behavioural trends of five groups of actor ~ 

1) Governme~.:.. 

2) enterprises/management 

big fims 

small and medium size firms 
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3) workers/trade unions 

4) consumers 

5) ''marginal groups" 

un- and underemployed workers 

housewives and children 

StJbsistence farmers and their families, agricultural workers 

"alternative" life-style groups. 

Firms' activities are considered to be the prime movers of the market 

economy. The activities of other economic actors are seen as constituting a 

framework within which firms struggle to maintain and improve their 

competitive position. ~ut the individual firm is restricted in its 

competition with other firms by general economic conditions. The basic 

concept of the model is the division of labour, i.e. the way the work process 

is organized among people whose economic activities ue interrelated. The 

first analytical step consists in identifying and describing the changes 

within this division of labour. It then becomes evident ti.at market~riented 

behaviour is only one result and one cause of changes within the division of 

labour. Thus to analyze these changes, all economic activities which have 

contributed to the overall, collective division of labour will have to be 

included in the analysis - not just commodity production connected with wage 

labour. Since not all economic activities have a price attached to them, 

other measures besides price and income are needed to assess chan~es in the 

division of labour. Institutional structu~es which have traditionally eme•ged 

alongside the market economy - nation states, capitalist enterprises and world 

markets - are not by themselves adequate categories for measuring and 

assessing eco1.omic changes. 

The primary purpose of our six-sector model is to focus attention on 

certain international relationships and tendencies in socio-economic behaviour 

which are not taken into account in most standard Models of national economics 

(growth modP: ... , cyclical models, str •. ~tural models). We feel, however, that 

these relationships and tendencies, which can only be understood in an 

international context, must be taken into account when evaluating present and 

future perspectives for industry. We emphasize changes in types of labour, 

tneir frequency, and their location - that is the quality and quantity of 

productive activities which have contributed to the gr' "th and expansion of 
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the aarket economy. ke have divided economic activities into a nUlllber of 

groups which togett.~r constitute a six-sector aodel (cf. Stuckey 1983) - see 

Diagraa 1. 

Sector 1 

C<Jm11odity (goods, services) production organized in enterprises located 

in the North which use wage labour-:. the traditional field of economic 

development, the sector at which national economic analysis of wealth and 

productioL ..re usually directed. 

Sector 2 

Coamodity production in the North without wage labour-:. faaily farms 

producing for the market, handicraft-activi~ies, corner shops, the 

self-employed (doctors, lawyers). 

Sector 3 

Non-coaaodity production in the North without wage labour-:. the domain of 

the housewife, the family vegetable garden, do-it~our-self work (from simple 

repairs to private home building). 

Sector 4 

Production of commodities using wage labour in the South, originally in 

the form of colonial enterprises, i.e. mainly in mine$ and on plantations. 

Today this includes, analogous to the North, factory workers and workers in 

the tertiary sector {offices, tourism). 

~ctor 5 

Commodity production without wage labour in the South, e.g. historically 

forced labour and slave labour in the colonial era and the cash crop share of 

peasant production, "today cash crops", handicrafts, etc. 

Sector 6 

Non-co111Dodity production using non-wage labour :&.n the South-:. the work of 

the (extended) family in the home and in subsistence farming, herding, hunting 

and fishing. 



Diagram l: A MODEL OF THE INTERNATIONAL DIVISION OF LABOUR 

1780 1880 

"NORTH" 

"SOUTH" 

c:::::::J North - Co!Mlodity production with wage labour/Sector l 

£2'.ZlJ North - Co!Mlodity :..roduction without wage labour/Sector 2 

g;;;Eg North - Non-commodity production without wage labour/Sec~or 3 

South - Commodity production with wage labour/Sector 4 

~ South - Commodity production without wage labour/Sector 5 

C""J1'1 South - Non-commodity production without wage labour/Sector 6 

1980 

N 

"" 
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By employing measures of inputs and/or outputs, one may trace the 

consequences of the production of a particular good or service for the 

quantity and quality of economic activities in all six sectors. Possible 

measures incl~de~ 

price~ despite the fact that this is the aost frequently used measure of 

economic activity, it is inadequate because resources, labour, goods, and 

services in sectors 3 and 6 do not have a market P'ice. 

hours worked~ for comparison among the sectors this measure requires not 

only computation of hours worked, but - in order to estimate productivity per 

hour worked - an assessment of labour qualifications and technology. 

physical resources and energy~ this measure requires an assessment of 

physical resources and energy embodied in raw materials, machinery, and 

infrastructure, and human energy used for productive activity. 

work satisfaction~ this measure assesses the quality of the work 

activity itself - in a physical, spiritual and social sense. 

When using a single measure or combinations of measures to describe the 

path of an economic change in terms of repercussions in all six sectors, the 

following points are of particular importance~ 

a grasp of the quality and quantity of economic activities in each sector 

before and after a change~ 

the structural and functional differences between economic activities 

within a sector in the North and witnin its counterpart in the South~ 

the long-term growth (or decline) in the absolute quantity and quality of 

the different types of economic activities which results from increased 

(decreas~d) population, increased (decre3sed) use of physical resources and 

energy, increased (decreased) working time, and/or increased (decreased) 

productivity·, 

the changing relative proportions of the six sectors, i.e. the 

intecrelation and/or sinrultaneity of expansion in one sector and shrinkage in 

another. 
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In the next section the main characteristics of the development of the 

.. rttet economy during the past centuries will be briefly sketched with the aid 

of our six sector •odel. 

4. Interpretation of historical development with reference to the six sector 

model (cf. Stuckey 1980. 1983. Stuckey/Fay 1980. FrObel/Heinrichs/tcreye 

1977. 1981; Kellenbenz/Schneider/GOaael 1978; Frank 1973). 

After the collapse of the international trading network built up and 

controlled by the Romans. an era of Arab trade dominance - which encompassed 

Asia. Asia Mi.nor. Africa and Europe - followed. During these epochs 

long-distance overland trade consisted mainly of luxury goods. Bulk goods 

like cereals. wood. etc. were exchanged as well. but could only be transported 

by ship over relatively small bodies of water. like the Mediterranean and the 

Baltic. With the defeat of the Arabs in France and with the rise of the 

Italian cities during the crusades. European merchants gradually superseded 

Arabs traders. During the 16th century the South European states began to 

support and undertake ''voyages of discovery". Soon. England. Holland and 

France participated in the competition for colonies. The aftermath of these 

discoveries was the collapse of indigenous economic structures in large parts 

of South America; the same would happen in various parts of Asia and Africa 

during the next two centuries. 

The formation of trading companies, combined with military superiority. 

permitted merchants to acquire products and labour cheaply in the colonies and 

to realize great profits in Europe. Gold and silver from Mexico and Peru 

provided the currency for purchases in India, China and parts of Southeast 

Asia; the European colonists took over and organized th~ production of 

precious metals and other cOlllllodities. Using massive imports of labour 

(slaves) from Africa, a plantation economy producting cotton, sugar, tobacco, 

spices, etc. was built up in America in the centuries preceding and during the 

industrial revolution. In Western Europe, especially in England, the 

expansion of comnercial activities and the growth of coanodity production led 

to a gradual dissolution of feudal modes of production in the countryside. 

Among other things, the rise of market prices for agricultural products led to 

expanded sheepherding in England (and Scotland). This again resulted in a 

reduction of labour in agricultural production and opened the way for a new 
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aarltet-oriented activity; rural cottage industry. The workers in the 

villages owned their tools, but the raw aaterials and seai-processed goods 

which they turned into end products were owned by aerchants. The aerchants 

took advantage of the new situation in the countryside to have comaodities 

produced aore cheaply than in the towns, where guild re6ulations guaranteed a 

rertain degree of "wealth" to guild ae.bers. the .embers of the foraer 

agricultural labourers' faailies who were involved in the production process, 

however, were not eaployed on the basis of a labour contract of the kind which 

emerged later with factory production. In short~ in the proto-industrial 

stage there was as yet no labour aarket. 

The earliest fora of aodern entrepreneurial activity is the aercantile 

trading firm whose motivating force is trading profit. this type of 

enterprise of course, still plays a significant role in the modern market 

economy (e.g. wood and feed grains). But the dynamic of the latter's 

development, which drastically changed economic life, is not primarily to be 

found in favourable trading opportunities in existing markets. A new element 

was added, an element which first emerged in 18th century England. There, a 

new form of production developed~ the factory - controled, owned and led by 

an industrial entrepreneur. Here lie the origins of a novel activity~ the 

conscious, intentional, and regular change of production processes, of the 

division of labour and of the technologies involved. This planned, 

intentional change of the enterpreneurially organized production process (the 

''how") is the starting point of what is now generally known as the innovation 

process. 

the factory e~ploited the labour potential of underemployed, landless 

agricultural workers. The result was a major social restructuring~ the 

emergence of urban labour markets and of wage labour as a basic relation of 

production in the modern industrial age (sector 1). From now on the factory 

owner owns both the means of production and the raw materials. 'l1le factory 

worker does not sell a specific product or the skills employed in finishing 

that product~ he sells his physical and mental faculties for a certain amount 

of time. He is then paid a wage with which to satisfy his needs through 

consumer purchases on the market. Food bought on the market is then 

transformed by unpaid housework (sector 3), out wage labour is the 

economically dominant activity. 'l1le pur·pose of a worker's activities and the 
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degree to which his skills and knowledge are used are decided on by other 

economic actors - at first by the factory owners, later by ''i.anagement" in 

general (a nev specialization~. And now the actor who has been analyzed so 

fascinatin~ly and extensively by Schu11peter steps into the liaelight~ the 

entrepreneur, the person who or,anizes buaan ~kills, raw aaterials and 

.achinery in a production process in order to realize a profit by selling the 

goods and services produced on the -rket. 

The classical econ011ists were the first to recognize the great 

competitive significance of innovation in the division of labour within the 

fira. In his Wealth of Mat ions 1 Ada• Saith argued already in 1776 that an 

increase of labour productivity really depends on the degree of the division 

of labour in the work process. His- famous pin factory example illustrates 

what he means by the division of labour~ production is divided into its most 

elementary activities which are then allotted to different workers, each of 

whom have to complete a limited nwaber of simple, repetitive, routine tasks. 

It is c0111Donly assumed nowadays that the machine bas been responsible for 

routine work. Smith, however, writing during the early years of the 

Industrial Revolution, recognized clearly that, on the contrary, routinized 

tasks - the consequence of an intrafactory division of labour which preceded 

the Industrial Revolucion - had brought about a rapid development of 

technologies replacing fragmented and routine work processes. Babbage, in his 

study of the organization of the production process in Smith's pin factory, 

where wages were differentiated by sex, age and qualification for every 

function in the production process, noted that the production process in a 

capitalist enterprise 11a1st be divid~d into the smallest and simplest elements 

possible in order to save expensive qual;fied labour (cf. Babbage 1971). But 

history shows that there has also been a continuous resistance from the side 

of the workers and their organizations against the dissection of the work 

process in its simplest and smallest elements. There has also seem permanent 

pressure on the employer to raise wages in the wake of productivity growth. 

These changes at the core of economic life and in the essence of the 

social conditions of production in European countries also brought about a 

transformation of the economic structures in the colonies. With the rise of 

industrialization in the North new sources of raw materials and food were 

sought and developed. During the 19th century forced labour continued to be 
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used; in many colonies taxes were introduced, thus speeding up the 

populations' integration into the monetarized parts of the economy.· People 

now had to look. for paid jobs in aines, in the transport sector or on 

plantaLions (sector 4); or they had to grow cash crops (sector 5) which could 

be sold to the colonialists for money. All this led to partial adaptation to 

the world market without leading to the slow, quasi-total disappearance of the 

subsistence econ01111y which was characteristic for F.urope. The share of 

wage-iucome increased, but the general wage-level was not higJl enough to 

satisf~ basic needs through the market; basic needs continued to be partly 

covered by non-comaodity production in the family (sector 6). In contrast to 

F.urope, the labour market did not expand. Until the mid 20th century, the 

(former) colonies continued to be predominantly raw material suppliers, and 

the production of these raw materials took place without a structural 

expansion of wage/consumption relations. Towns remained relatively small, the 

subsis:ence sector (sector 6J survived and fed the part of the population 

produccing for the world market (sectors 4 and 5). Nonetheless, the (small) 

towns and the elites in the colonies became important consumers of industrial 

products. 'nle colonial infrastructure became a dominant feature in European 

and American investment in the South. Apart from isolated initiatives during 

the Fi~st World War and during the depression of the 1930s, few attempts at 

modern industrialization were made until the 1950s and 1960s. Moreover, these 

early industries were import-substituting, not internationally competitive 

industries. The build-up of a competitiv~ industry in the Third World, 

combined with massive migration from the countryside and (generally) a rapid 

urbanization, has only occurred since the 1950s. Nonetheless, when compared 

to th~ number of unemployed and underemployed people, the number of industrial 

jobs remains very small in most developing countries {cf. Heinrichs 1980).!! 

While industrial productivity expanded continuously, the second half of 

the 19th century also witnessed a massive expansion and improvement of 

marketing channels (cf. Chandler 1977). Mass production and mass distribution 

mutually reinforced themselves. Competition became more intensive, and by the 

beginning of the 20th century a number of large companies with oligopolistic 

11 See also F. Wehrle, Der exportorientierte Industrialisierungsprozess in 
den Schwellenlandern Aliens und Lateinamerikas und Japans Aufstief zur 
Wirtschaftsgrossmacht - Betrachtungen aus einer schweizerischen 
Perspektive. Diskussionspapier Nr. 84, Universitat Basel). 
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or monopolistic positions in production and distribution h3d emerged. In the 

industrialized countries, econaaic activities became more and more 

concentrated in the cities, and the agricultural subsistence economy was 

reduced to the farmer's wife's kitchen garden and home-sewn clothes (sector 

3). The growing size of industrial firms led to a new wave of 

process-innovation historically known as mass production (sector 1). 

Productivity has since risen continuously. Simultaneously, markets have 

grown, sales techniques have been transformed and new or differentiated 

products have been marketed without interruption. All this has led to a more 

diversified division of labour, a more specialized occupational structure - in 

1982 e.g. 30,000 different occupations existed in the Fil:; (cf. Hicks 1969, 

Schneider 1982). Within two or three generations spectacular wage raises and 

gradual reductions in working hours improved the worker's lot in the Horth in 

a way which went be}ond the wildest dreams. The trade unions' battle against 

the disqualification and dehumanization of labour - now aggravat~d by the 

introduction of micro-electronics (Smith 1926, Munster 1980) - has also been 

intensified in the present century. Many analysts believe that 

micro-eJectronics will completely overshadow previous developme1¢1 in 

organization, productivity and products. The ominous consequen;es for the 

world of labour are a growing polarization of the qualification structure and 

11111ss unemployment. Characteristic for the analyses now available on the topic 

of productivity - whetter in industry or agriculture in the First or the Third 

World - is the significance ascribed to notions like "technological 

imperatives", "bureaucratic decisions", "pressure to adapt", etc. Analysis is 

far removed from the Smith-Schumpeter notion of the individual human being -

the entrepreneu1· - as the central actor, as the conscious creator, executor 

and utilizer of technologic innovation. 

5. Diagnosis of the central problems of structural analysis - a sunmary 

Our discussion of the theories and the history of structural change can 

serve as a basis for assessing current analyses of industrial transformation. 

We are primarily interested in change as a continuing process. To analyze 

this process, decision makers and their activities must be identified. We 

must search for an analytic prodecure which can deal ~ith both change and 

penianence. Focus must be put on the contradictions between innovation in the 

firm and the socio-political situation which surrounds these continuous 

innovations. Two questions are fundamental to any structural analysis~ 
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what changes? 

what does not change? 

S .1 Permanence 

The fundamental behavioural principle of finu exposed to competition has 

not changed - at least not during the past two hundred years. This principle 

is innovative activity. It has long since been identified as the motive force 

of change and growth in market economies, and our analysis focusses on this 

force. Entrepreneurial innovations consist of new combinations of diverse 

productive activities. In the past two hundred years innovative activity has 

centred on; 

the acquisition of inputs (''whence") 

products (''what"/ 

the production process ("how" aud "how much") 

locations ("where") 

sales (''whither") 

For firms as a group of societal actors, innovative competition has 

remained the basic characteristic of entrepreneurial activity. Nonetheless, 

trends and changes in the nature of this competition can be discerned~ 

a growing geographical entwinement of ''whence" 1 ''where" and ''whither"~ 

the search for new markets and cheap inputs (including finance and labour 

power); 

a simultaneously growing standardization and differentiation of ''what"; 

product cycle, product-differentiation, diversification, vertical and 

horizontal integration, conglomerates; 

a simultaneously growing specialization and mechanization (''how")~ 

Smith-Babbage principle, product-process cycle, rationalization, 

distection, automation; 

growing quantity (''how much"h economies of scale, concentration, 

multinationals. 
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5 .2 Changes 

Innovation is a continuous process - necessi~ated by the permanent 

cc.petition among firms. This process, the motive force of growth in market 

economies, unfolds against the background of na~ional and international 

conditions ~ich structure CQDpetition. 

These economic, socio-political and cultural conditions change in the 

course of time, partly as a direct result of innovation itself. Drastic 

changes in the quality of innovations and in the nature of the conditioning 

forces serve as catalysts of new stages in structural change. But we should 

also add those socio-political and cultural conditions in industrial and 

developing countries which are generally neglected in structural research~ 

the actions of people whose economic activities take place outside 

market-oriented firms and labour contracts. The natural environment must also 

be counted among the forces conditioning the conception and utilization of 

innovations by managers and workers in competing firms. Finally, analysis of 

economic and social change must be imbedded in a holistic understanding of 

transformations in human consciousness. 
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TIIE SPATIAL DIVISION OF LABOUR AND ENTREPRENEURIAL STRATEGIES 
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l. The p~oduct cycle theory 

'nle theory of international trade based on the Heckscher-Ohlin paradigm 

assumes that under conditions of free trade the spatial division of 1.abour 

will lead to a state in which each country (region) ''will export and 

specialize in the goods embodying their relatively more abundant factors" 

(Tyson and Zysman 1983, p.25). Highly developed countries or regions would 

therefore be expected to specialize in the export of capital-intensive goods, 

while less developed countries or regions would specialize in the export of 

labour-intensive goods. Leontief (1953), how~ver, showed that in reality this 

is not the ca&e; ratl·er tl.e inverse (Andersson and Johansson 1984) is true. 

This "inversion" has been explained by the fact that international trade 

theory assumes equal access to the ~ame production technology (Tyson and 

Zysman 1983. p.24), an assumption which is not realistic. In order to correct 

this assumption the differentiation of technology and innovation can be 

explicitly introduced into the theory of trade dynamics in the form of 

product-cycle theory. Product-cycle theory shows that the firm which first 

introduced a new technology or product enjoys a monopoly rent until the 

technology or product becomes standardized and other firms (in other countries 

and re~ions) enter into competition. The newer locations may gain comparative 

advantage over the innovative location because of the factor intensities 

required by standard technology (Tyson and Zysman, 1983, p. 30), particularly 

cheap labour and cheap land. "This theory essentially states that each 

product undergoes a development cycle in which each new conmodity enters the 

most highly developed regions of the world after a phase of research, 

laboratory testing, and implementation development. The product is then 

primarily produced in the region with a comparative advantage in terms of a 

high R & D level and access to employment categories with a required profile 

of competence. 'nle production of the product is exported from this region to 

other regions. When the product has matured in terms of process development 

(design of production techniques) and market penetration, the region of 

original introduction and specilization looses its comparative advantage and 

the production becomes regionally decentralized" (Andersson and Johansson 

1984, p.3). 

These theori~s have promoted a number of deterministic attitudes~ that 

highly developed countries or regions would have a comparative advantage in 



- 39 -

technology-intensive, human capital intensive, and innovation-intensive 

products (Stuckey 1980, p.46) which they could maintain only by continuous 

innovation and qualitative up-grading of their numan capital. Less developed 

countries or ~egions on the other hand would have a ''primary competitive 

advantage •••• in industries with homogenous output and standard production 

characteristics" (Tyson and Zysman, 1983, p.41) which they, on their part, 

could only retain if - in accordance with Ricardian trade theory - they reduce 

the cost of their most abundant production factors, namely labour and/or 

natural resources (p.25). 

'nle standardized production processes for homogeneous output, however, 

represent, at the same time the latest stage in the product cycle. Such 

productive activitie~ could best be obtained by less developed countries or 

regions via branch-plants of the multinational firms which had developed the 

respective product from its earlier phases onward. With the maturing of the 

product the firms would be looking for new production locations. As a 

consequence of reduced aggregate economic expansion, these "late stage" 

production facilities could also only be successfully attrar.ted by the very 

low cost of "abundant" factors (such as labour, land or natural resurces) - or 

by deregulating them, along with often massive public subsidies to attract 

chis decentralization. Transnational companies (TNCs) however could 

frequently only be attracted if the host country or region se~ured the TNC's 

"private access to its own R & D, technologies or human skills" (Ballance and 

Sinclair, 1983, p.181), in other words if it accepted the retention of its 

respective technological and human capital monopoly position. When 

decentralizing production, TNCs are normally aiming at the penetration of 

(otherwise inaccessible) markets, at cheap and unregulated reserves of labour 

or natural resources, or at the externalization of social or enviroranental 

costs (Wehrle 1980, p. 167 f.). It may be assumed, ho"'ever, that a major 

consideration in Tt«:s decisions is the maintenance or extension of their 

potential monopoly posiLion embedded in the product cycle of their respective 

coanodities or services. Thus, examination of entrepreneurial strategies and 

e•pecially innovation strate~ies appear as essential for understanding the 

spatial division for labour. 
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1.2. The regional question and entrepreneurial str&tegies 

'nte theory of international trade and comparative advaotage has been 

developed further to include econcaies of scale. industrial dynaaics. and 

particularly the role of technology and innovation in the dyna•ics of trade. 

°l'rade in manufactured goods typically follows a set patte~~ a country or 

region that introduced a good becomes at first a net exporter of it but 

eventually loses its net e:sport position when production of the good beccaes 

standardized and moves to those countries (regions) that have a coaparative 

advantage. given the factor intensities required by the standard technology" 

(Tyson and Zys.an. 1983. p.30). The theory of spatial development has assmaed 

that development would have to start in locations of high accessibility to 

world-wide markets. where the greatest interaction intensity. the greatest 

economies of scale and capital productiJity as well as the highest rates of 

social change (Fri~.ann 1972) can be realized. That is. develop•ent takes 

place in the so-called core areas. This wiaely coincides with the assu111>tion 

of product-cycle theory. 

The spatial application of prodqct-cycle theory (Vernon 1966. Schubert 

and StOhr 1981) similarly assumes that production in the early phase of the 

product cycle is located in the major metropolitan centres with the highest 

levels of coamunications and transportation access. proximity to high level 

research and training centres. and agglomeration economies which via 

technological monopoly rent would enable payment of high land rents. In the 

second (expansion) phase of ils cycle a product increasingly benefits froa 

economies of scale which serve to expand markets. The production location 

would. however. still benefit from proximity to large metropolitan transport 

and interaction centres. Increasing scale and standardization of production 

would cause more extensive land requirements and less qualified labour. the 

price of which would be lower in the hinterlands of metropolitan areas and in 

intermediate-size cities. Such areas could therefore increasingly become 

locations for products in their second phase. In the (third) maturity phase. 

production is widely standardized and requires little qualified labour and 

less interaction acceBsibility. Due to the vanishing technological monopoly 

position. new competitors can easily enter the market and fierce cost 

competition takes place. Areas with low cost of land and with poorly 
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qualified labour - usually rural areas - are chosen as l~cations. The last 

(stagnation) phase of a product finally is characterized by declining deaand 

and increasing c<>11petition. Production tends to ~ove to still lower cost 

locations, frequently t~ developing countries where social and environaental 

costs can be widely externalized. 

Both the sequence of the product cycle described (the aging of products) 

as well as of the spatial ·path- of their aigration have so far generally been 

considered in a deterministic way, i.e. hardly subject to policy influence. 

The 11ajor exception to this pattern of thinking were efforts towards an 

·innovation-oriented· spatial policy (Ewers and Wettmann 1980; Ellwein and 

Bruder 1982; Brugger 1981 and 1982; Thwaites et at. 1981) which however was 

aainly oriented to technological innovation; organizational and institutional 

innovation (Stohr 1985), including the organization of work (Sabel 1982) and 

of social and economic institutions (Olson 1971 and 1982) was often 

neglecte~. But regions do differ widely not only in their factor endowment 

but also in the degree of their social, organizational and institutional 

rigidity. Generalized variations in regional rigidity have been summarized in 

Table 1. But before the knowledge of regional characteristics can bear fruit 

for policy-making, the micro-economic strategies of firms must be carefully 

analyzed - especially in their spatial dimensions • Firms' strategies to 

·survive" (Ballance and Sinclair 1983) or to improve their position in the 

international division of labour provide extremely interesting learning 

experiences. Moreover, if we account for externalities which are external to 

the firm but internal to the region we can analyze the points of conflict and 

convergence between entrepreneurial strategies and regional development 

strategies (cf. the Introduction to Part II of this document). In the next 

two sections of this paper we shall offer a basic theoretical framework for 

considering entrepreneurial behaviour in the changing international division 

of laoour. 

Under the current conditions of reduced aggregate growth rates and 

increasing international competition, individual firms are pursuing a variety 

of •strategies for survival". Since we are specifically concerned with the 

fate of regions, and thus with the spatial division of labour, we shall draw a 

distinction between "in situ" survival strategies (cf. Diagram 1) i.e. 

entrepreneurial strategies without changes in location. "In situ" strategies 
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Table 1. Some (sub-national) Regional Characteristics 

in the Internation~l Division of Labour 

Cost of labour and degree 
of labour organization 

Cost of land and rigidity 
of land use regulation 

Diversity of qualification 
in labour market 

Degree of sectoral diversi
fication of economy 

Use of economies of scale 
(including size of firms 
and their dominance in 
regional economies) 

Use of agglomeration 
economies and local concen
tration of activities 

Degree of organizational 
and institutional 
flexibility 

Metropo
litan core 

areas a/ 

high 

high 

high 

high 

high 

high 

varying 

110 ld II 

industrial 
areas 

high 

high 

low 

low 

high 

high 

low 

Traditional 
handicraft 
areas b/ 

varying 

varying 

high 

varying 

low 

varying 

high 

Periphecal 
rural 
areas a/ 

low 

low 

low 

low 

low 

low 

varying 

!1 In developing Third World countries frequently only the first and last of 
these regional types exist as these countries rarely had early 
industrialization and their traditional handicraft frequently had been 
destroyed by industrialized countries' competition. 

~ Cf. for instance the crafts areas in the "third Italy" and in Southern 
Germany analyzed in Sabel 1982 and in Piore and Sabel 1983, further 
discussed below. 

roughly correspond to what is commonly referred to as "structural change" 

(UNIDO 1981). Besides, "in situ'' strategies firms can change the spatial 

distribution of functions (cf. Diagram 1) i.e. they can spatially "redeploy" 

(UNIDO 1981, p. 14ff) either by extending activities to additional or new 

locations, by redistributing entrepreneurial functions among existing plant 

locations, or by combining the strategies of expanding and redistributing. 
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3. Entrepreneurial strategies for "in situ" structural change (cf. Diagra• 1)) 

(The following is modified and regrouped from 8allance and Sinclair 1983, 

p.189 ff) 

3.1 Local factor cost cutting strategies e.g. in the fora of 

- reducing the cost of the most abundant local factor, which in less 

developed areas usually is labour, either by reducing wages per time 

unit or by reducing the number of workers or hours worked. This 

accords with Ricardo's trade theory. The feasibility of any of these 

strategies will depend on the degree of organization of labour and/or 

on the availability of alternative sources of incoae in the region. 

reducing the cost of natural resources. 

8oth strategies of reducing wages and the cost of natural resources are 

applied mainly in peripheral areas or countries where labour or natural 

resources are abundant, their markets are little organized and where 

competitiveness can be increased by reducing their cost. Particularly in 

countries lacking democratic institutions and autonomous labour organizations 

this is often used as an explicit strategy. In core areas or old industrial 

areas where ~abour is usually more organized and has more power, a reduction 

in the number of workers is usually attempted by firms. 

3.2 Spatial penetration strategies 

These may be chosen where the above mentioned· strategies are not feasible 

because of the existing territorial-political or social environment. 

Alternatives are the spatial extension of input or market areas either by ~ 

the import of low-cost raw materials or semi-finished inputs (Ballance & 

Sinclair 1983, p. 194), 

the import of cheap external labour, e.g. in the form of guest workers or 

COlllllu ter s , or 

market expansion and market channel investment (Andersson and Johansson 

1984, p.4). 
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Diagra• l. Entrepreneurial "Survival" Strategies 

Spatial Strategy Diaension ~~~~~~' 

3. "In situ" structural change 

Fir• related strate~ies 3.2 "Spatial penetra
tion"; spatial extensioi 
of input/aarket areas 

4. Spatial redeploya\!tlt 

~ 3.1 Factor cost Natural~~tensioo of low cost 4.1 Move to locatioos 
with lower factor cost/ 
easier regulations 

~ reduction or resources; input areas 
~ "deregulatiao" 
,... of ; 

Land 

• c: 
0 .... 
u 
(J 
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£ 

Labour . Iii.grant labour ~~~~:~c-ooditioo; 
Substantially Standard 

I lover wages production 
and/ or --~} for 

3.3.a Process 
innovation 

Market 
penetration 

deregulated hc.ogeneous 
labour market output 

4.2 Market Capital 
"toe-hold" intensive 

Standardization 
of technology 
and economies 
of s~ale ~~~;~ 

strategies~ production 
-~~-~~Cespec.if pro-

3.3.b Product Product 
innovation ("new" differentiation 
product yields 
•onopoly rent) Extension of 

product's life
phase 

3.4 Market 
segmentation 

Product 
substitution 

Product 
innovation 

Flexible 
specialization 

Differentiation stable/unstable 
demand ("dual economy" segmentation) 
Low market share strategy 
Focussing strategy 
Harvesting strategy 
Labour market segmentation 

tected market) 

4.3 Export of adjustment 
needs to other areas~ 
- functional spatial seg

mentation (key/routine 
functions) 

- sectoral spatial 
segmentation. 

- integral 
firm/production 
transfer (only if know
how monopoly can be 
retain:?d) 

- components strategy 

Small firm decentral
ization strategy (for 
µnstable demand) 
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these latter strategies, in contrast to the forementioned ones, are 

frequently applied ~n highly developed core areas/countries (an example is the 

strategy of the electronics industry in the US, which consisted in looking for 

cheaper sources of foreign labour while th&t of Japanese electronics industry 

instead was to adopt product design that incorporated solid-state technology 

Tyson and Zysaan, 1983, p.37). lbey are frequently combined with process 

innovation permitting the realization of greater economies of scale; however, 

they frequently substitute product innovation and delay long-term structural 

change. these strategies will also tend to increase capital intensity instead 

of knowledge intensity which is the basis for continued innovation. Yiile 

they usually permit short-term productivity increases, they usually cause 

aedium and long-tera losses in innovative potential. lbey furthermore require 

ever increasing markets, which with reduced aggregate growth rates and the 

entrance of new competitors in these markets becoaes less and less feasible. 

These strategies finally require a firm's (location's, region's etc) specific 

ability to organize and operate large-scale production, finance and marketing 

systems and to implement operational control of complex systems which some 

social systems seem to facilitate 1m1ch more (e.g. Japan, cf. Tyson and Zysman 

1983, p.31) than others (e.g. Britain, cf. Caves 1980). 

3.3 Innovation strategies 

these are likely to be a~plied if local cost cutting strategies or 

spatial penetration strategies are not feasible (e.g. due to lack of cheap 

external labour or to lack of access to potential markets). Innovation 

strategies may be related to ~ 

a) process innovation, reducing cost by the introduction of more 

standardized technology and economics of scale for the same products, 

usually in their mature phase. lbey are spatially usually applicable 

to semi-peripheral industrial areas with low innovation potential but 

with access to cheap labour and to large markets. 

or to different product innovation strategies such as ~ 

b) product differentiation strategy introducing a "sufficiently 

differentiated product to coanand a price e>remium" (Ballance & 

Sinclair, 1983, p. 194). lbis strategy is frequently applica~le to 

products in their third phase and with usually already declining demand~ 
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extension of a product's life phase by innovation - either by return 

to its earlier phase or by extension of the product's maturity phase 

(p.192). Eumples are the prevailing strategy of the .T:tpanese 

electronics industry or the "rejuvenation" of indus r J.es in France by 

the introduction of electronics to help cut unit cc~l~ in 

"threatened" industries since 1982 (Ballance & Sinclair 1983 • p. 187); 

product substitution i.e. the substitution of specific product lines 

by others (Ballance& Sinclair 1983, p. 192); 

product innovation i.e. the introduction of new products, usually 

corresponding to the first product phase. Locationally tais is 

frequently considered characteristic of metropolitan core areas. It 

has been shown however that through 

"flexible specialization" (Sabel 1982), i.e. by applying a specific 

flexible technology (e.g. numerical control) to the production of 

changing products. 11lis strategy can also be applied in 

decentralized form in peripheral areas, which as Sabel has analyzed 

for Northern Italy (Sabel 1982~ see also the introductory essay to 

Pare II). It can also be applied co coanodities in their Later 

product phases, as long as they represent speciality lines 

experiencing substantial growth of markets (Piore and Sabel 1983). 

11lis can also be considered as a flexible segmentation strategy, 

related to what will be discussed in the next point. 

3.4 Segmentation strategies 

11lese strategies consist in a segmentation of markets (usually commodity 

but also labour markets) for the maximization of profits and competitiveness. 

The basis here is the 

dual economy segmentation strategy {Berger and Piore 1980) in which 

certain firms, usually the larger and technologically most advanced 

ones {"the core of the economy"• or the "primary sector") cater only 

to the stable component of a product's demand, while "peripheral", 

usually smaller firms {the "secondary sector") apply less-refined and 
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less product-specific techniques principally to satisfy the 

fluctuating component of demand (Sabe 1 1982 1 p. 35). The "core of 

the economy" thereby predominantly ai-plies Fordist mass-production 

technology in concentn.ted form while "peripheral" firms apply 

flexible technology in usually decentralized form. On the part of 

large firms in the "core of the economy" this at the same time is a 

strategy to externalize instabilities and increase market 

predictability for themselves (Tyson and Zysman 1983, p.30). 

If in these large firms union and work organization becomes too 

rigid 1 however, Piore and Sabel (1983) have 1Jhown that "one phase of 

production after another shifted to the art~san sector - or, when 

economies of scale make that impossible, to subsidiaries abroad" 

(p.396). In the case studied by these authors rigid labour and work 

organization has apparently prompted redeployment. Interestingly 

enough, however, it has prompted in its new decentralized 

organizational and geographic pattern a broadly based endogenous 

innovation complex (cf. the introductory essay to Part II). 

The following strategies follow Porter's (1979, 1980) "generic" 

segmentation strategies based on his business portfolio matrix. Three of 

these strategies seem to be particularly relevant here, and complement Piore 

and Sabel's findings, namely ~ 

"Deliberate leiw market share strategy" (Ballance & Sinclair 1983, 

p.196) which encourages a firm to "segment, segment, segment" 

(Hammermesh et al. 1978, p.98) by carefully selecting its target 

market and its product range in order to maximize its profits. 

Connected with it is Porter's 

"focussing" strategy which concentrates on particular client groups 

or regions, stressing the profit possibilities of focussing on such 

''nich~s", intensifying the hold over a smaller and more seg,uented 

portion of the accustomed market and relinquishing mass-marketing, 

and finally 
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''harvesting" strategy which contains a carefully timed withdrawal 

from the cheaper segments of the market while concentrating resources 

in more carefully defined segments of it (Ballance and Sinclair 1983 1 

p.5.196). 

lbese latter three strategies arP closely related to Piore and Sabel's 

(1983) concentration on speciality products mentioned above. They however add 

technological flexibility on the input side, to impr017e supply of, rather than 

just to segment {the most profitable parts of) the market. 

Labour market segmentation strategy. Similar to the forementioned 

segmentation strategies on the coamodity market, firms also undertake 

similar strategies on the labour market in order to externalize the 

cost of instability. ~he hypothesis is that firms, in order to 

minimize the effects of external instabilitie&, create vertical 

internal labour markets in which workers' ascent is regulated by 

intra-firm negotiated norms and thereby sheltered from the price, 

qualification and allocation mechanism of the external labour market 

(Doeringer and Piore 1971 1 8uttler and Gerlach 1982). But empirical 

evidence on the regional implications of these segmentation 

strategies on different types of regions is still scarce (Buttler and 

Gerlach 1978). 

All these strategies will cause adjustment costs which in part have to be 

borne by individual firms, in part by the respective localities, regions or 

national governments. 

4. Entrepreneurial strategies for (spatial) "redeployment" (cf. Diagram 1) 

This second group of entrepreneurial strategies involves a spatial 

redistribution of fu~ctions in order to maximize the fulfillment of a firm's 

objectives. It must be ass•.aned that these strategies are chosen if the 

adjustment costs (Tyson and Zysman 1983, p.41 ff.) of in-situ structural 

change are considered higher than those of a spatial redeployment of 

functions. "nlis redeployment can encompass the entire firm or only certain 

functions in which case the increased segmentation possibilities offered by 
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modern technology (cf. section l) are usually utilized. As Tyson and Zysman 

(1983) put it, "the struggle over the pace of adjustment and its distribution 

lies at the core of new international economic and political conflicts" (p.26.:. 

4.1 Hove to locations of lower factor costs/regulation 

This happens particularly by~ 

moving to areas with lower cost/degree of labour organization if 

in-situ wage reduction strategies (cf. 3.1.a) seem unfeasible. In 

this case either the entire production process or certain segnien·.s 

thereof - usually those with standard-production characteristics for 

homogeneous output - are "redeployed" to areas of low wages and low 

degree of organization of labour according to what Fro"bel et al. 

(1977) and Stuckey (1980, p.38) call the "Babbage-principle". While 

this strategy usually increases the magnitude of employment 

opportunities and of production in the recipient regions, it tends to 

produce low skill intensity (UNIDO 1981, p.80) and few regional 

innovation effects, and tends to erode existing regional activities 

and create a segmented regional labour market. 

A' ~he international scale lower labour costs still appear as the 

most important reason for industrial redeployment to LDCs (Borner 

1980, p.25; UNIDO 1981 p.71). Within nations this motive is of less 

importance and has caused spatial redeployment particularly during 

high growth periods when absolute labour market bottlenec~d existed 

in the major core areas. 

access to raw materials and energy or lower coat thereof are a motive 

of reduced importance for international redeployment (UNIDO 1981) 

while the absence of environmental regulations in LDCs seems to lose 

attraction for redeployment as enterprises planning new investments 

increasingly appear to anticipat~ future environmental restrictions 

also in LDCs, as was shown for firms in the FRG, France and the USA 

(Knodgen 1984). Within nations, differences in these restrictions 

are usually relatively small and therefore as single factors have a 

minimal influence on redeployment, except in large federal countries 

where they may ~·e subject to differentiated State legislation • 

._ __________________________________________________ ·-
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4.2 Market "toe-hold" strategies 

To gain access particularly to protected markets, firms and especially 

TNCs have tended to move to, or establish branch plants in, their target 

countries. Market access was the second most important motive for 

international industrial re-deployment, particularly in capital intensive 

industries (UNIDO 1981, p.80). Frequently this was guided by the objective of 

an integral penetration of these markets, and to assume en oligopolistic/ 

monopolistic role in these markets (Borner 1980, p.25). This often took the 

form of the acquisition of existing national firms in order to get a 

"toe-hold" in that market (Ballance and Sinclair 1983, p.181). Within 

countries, the very large and physically unintegrated ones e~cepted, this 

motive is of little importance due to the unity of national markets. 

Further spatial re-deployment strategies are ~ 

4.3 "Export" of adjustment needs to other locations, regions, or countries 

(UNIDO, 1981, p.21) 

While governments may do this via fiscal measures, foreign exchange, 

trade or protective policies, individual firms apply various forms of 

specialization and spatial segmentation strategies for similar purposes such 

as~ 

functional spatial segmentation within firms by the spatial 

separation/transfer of specialized entrepreneurial functions ranging 

from key functions at one end (decision-making, planning, R & D etc.) 

to routine production functions at the other end (cf. also Hassey 

1979, Sade 1984). Within this functionally specialized 

multi-locational network, firms are able not only to choose the 

optimal location for each specialized function, minimizing 

externalities, but also to "export" adjustment costs to branch plants 

or to "peripheral" locations (Healey 1982) by transfer pricing 

mechanisms or by the physical transfer of functions. Part of the 

spatial redeployment of activities resulting from their position in 

the product cycle and the "age" of a product (as described under 1 
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above) also tak~s ~lace in this framework. Parallel to this - and in 

part related to it - functional segmentation within firms is taking 

place. 

sectcral spatial segmentation as the aggregate territorial result of 

firms' decisions and the consequent spatial distribution between 

different sectors (primary, secondary, tertiary, quarternary etc.) on 

the free market. This well-established phenomenon is the result of 

differences in scale economies, mobility and importance of immobile 

factors for different economic sectors. In addition, the functional 

spatial segmentation of multi-regional firms discussed in the 

preceding point has led to e.g. the increasing integration of 

production-oriented tertiary activities in multi-regional firms (or 

their discontinuation) in many (particularly non-metropolitan) 

regions or locations, making them unavailable or not fully available 

for the region. This is particularly true for the service sector 

(tertiary and quarternary, including consulting services, information 

processing, research and development, etc.) which for a long time has 

been considered a non-basic, "derived" sector and only recently has 

been recognized as an important "driving" sector for regional 

development. 

For the USA Noyelle (1984) e.g. has found an increasing spatial 

separation between "intermediate" services catering mainly to 

industry and of "final" services catering mainly to household dl!'Jl&nd, 

creating a highly biased potential to attract modern industries for 

the various regions. The emergence of high-technology parks as a 

national or regional policy instrument is related tn this trend (cf. 

the introductory essay to Part II). Another facet of this functional 

and spatial segmentation is the emergence of 

Compooents strategies in which a multi-regional and multi-national 

net~o•k of components suppliers is knit together by a few major 

assemblers. This was particularly successful e.g. in the Japanese 

car industry where the essential feature in gaining additional 

markets was the "restructut'ing not of the assemblers but the 
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components sector. And without the competitive components sector, 

the assemblers could not have made their world break-through" (Tyson 

and Zysman, 1983, p.36). The general view prevails however that in 

the Japanese case there exists a marked hierarchical relationship 

between the small subcontractors with poorly paid and unstable jobs 

and the large firms with predominantly life-long and well paid 

employment, the latter to a considerable extent benefiting from the 

first group. 

In crisis situations such an inter-regional/national components 

supply network however spreads crisis repercussions as fast as it has 

diffused marginal benefits during boom periods. 

A case with a similar origin but quite different outcome is the 

small firm decentralization strategy analyzed by Piore and Sabel 

(1983) in "third Italy" with a ''vast network of very small 

enterprises spread through the villages and small cities of central 

and Northeast Italy, in and around Bologna, Florence, Ancona, and 

Venice" (p.392). There increasingly rigid employment and work 

conditions and rising tax burden of the large North Italian factories 

led to a transfer of production to small and decentralized firms. 

nte latter, by the development of sophisticated technology adapted to 

small-scale production, and by increasingly marketing their products 

not only to large firms but also independently, could ·~reak the big 

firms' control over the definition of their products"' (p.398) and 

develop into a large sector of highly innovative, extre:nely flexible, 

mutually co-operating small and decentralized firms, to a great 

extent thriving ~nd self-determining. Piore and Sabel (1983) consider 

"certain long-established features of Italian society", auong them 

the centuries old handicraft tradition, the extended family and the 

family workshop, as well as a set of political and legal ?rovisions 

favouring small enterprise as a helpful though not exclusive 

condition for achieving this pattern of development (pp.406 ff.). We 

shall revert to this example again in the previously mentioned essay 

in Part II of this volume. 



- 53 -

Basically, it can be hypothesized that firms will try to minimize 

friction cost and in their strategy choices will first attempt local cost 

reduction (cf. the top left of Diagram 1), along with spatial penetration on 

the input and market sides and -the standardization of production processes 

with capital intensive ("Fordist") technology. Firm strategies will therefore 

tend to shift from top left to bottom right in Diagram 1, under external 

pressure. 

Given the relatively high cost and risk of new product development it may 

be assumed that product innovation is only underta&en when growth and profit 

opportunities on the basis of these strategies decline - because wages cannot 

be reduced further, and/or because accessible markets become fully penetrated 

with "old" products. Thus, it seems reasonable to assume that innovation and 

particularly product innovation will be prompted by external (including 

spatial) bottleneck situations. Local/regional policies which primarily try 

to reduce emerging bottlenecks therefore in fact may be impeding or at least 

delaying innovation. 
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1. Introduction 

Cities and regions, worldwide, are undergoing a fundamental change under 

the combined impact of two intertwined processes~ the current technological 

revolution, particularly in the fields of micro-electronics and 

comaunications, and the restructuring of capitalism (and of the international 

economy) to supersede the world crisis of the 1970s. This paper explores the 

connection high technology, economic restructuring and the urban-regional 

process, resulting in a new spatial division of labour internationally, 

interregionally and within the large metropolitan areas. 

nie current process of technologicai change is c~aracterised, as 

everybody knows, by the fact that it represents a new form of production, 

based on information and knowledge as the major sources of productivity. Yet, 

its development is taking place within the existing modes of production 

(capitalism and statism) whose logic it tends to reinforce. Furthermore, high 

technological activities are largely deter~ined by their role in the process 

of economic restructuring taking place in all capitalist countries, and 

therefore, in the international economy, as such economy is basically shaped 

by the logic of advanced capitalism. 

Thus, to understand the structural sources of the new spatial division of 

labour, we have to recall the main trends of the process of economic 

restructuring, as well as the specificity of the process of production 

generally identified under the term ''high technology". 

High technology refers to something else than to a new technique of 

production. It is a new form of production (based on information), and 

therefore, of social organization. But its development is taking place within 

the context of the fundamental restructuring of our economic system. It is 

irrelevant to ask which comes first. Both processes, the restructuring of 

capitalism and the informational mode of development, are historically 

linked. 'l'hey go together, reinforcing each other. Today, we are noc in the 

crisis any more (though we might be soon in another recessior.). We are rather 

in the phase of implementation of economic policies aimed at reorganizing the 

very bases of the model of accumulation within the realm of capitalism (cf. 

Castells 1980a; Carnay 1983; Bowles, Gordon and Weiskopf 1983; 8luestone and 

Harrison 1984; Car nay and Castells 1984). Though "Reaganomics" have generally 
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been associated with the main premises of this new model, we would not like to 

reduce the debate to a simple critique of the policy of a given U.S. 

Administration. In tact, the Reagan Administration has considerably departed 

from some key postulates of Reaganomics, such as the reduction of the 

government deficit. To understand in-depth the process of change we are 

undergoing, we have to look at the essential, lasting elements of the new 

economic model that is being put forward both in the U.S. and in Europe 

(regardless of the political tendency, since similar policies are implemented 

both by 11tatcher and by Mitterrand since 1983), and are also largely imposed 

on many Third World countries by the means of the requirements of the 

International Monetary Fund to refinance overdue debt payments~ 

a) The first, and most fundamental attempt is to redefine the relationship 

between capital and labour in the production process, increasing 

productivity and dramatically reducing labour costs, breaking down, if 

necessary, the social contract reached between business and organized 

labour in almost all capitalist countries in the aftermath of the 1930s 

Great Depression and after widespread social mobilization by workers. 

So, when things come to the worst, capitalism returns to its most 

straightforward logic to raise profits~ to extract more value from 

labour by increasing both relative and absolute surplus value, that is 

trilDIDing employment, containing wages and benefits, and increasing 

productivity through work speed-up, rationalization and automation. 

b) Secondly, the fight against inflation is led through budgetary 

restrictions that disregard the social contract also in the sphere of 

c~llective consumption, while at the same time the military budget is 

increased, both to provide markets for the industry and to ensure the new 

tools of world power. And again, this is true at the same time for the 

U.S. and for France. It represents what, following the hypothesis 

formulated years ago by the present author, we call the transition from 

the Welfare State to the Warfare State. 

c) The third major trend, and the most global one, is the growing 

internationalization of the capitalist economy with a total 

interdependency of the different national economies and a new, 

international division of labour, with the emergence of competitive 
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economies in the Asian Pacific rim. The interpenetrati~n of the national 

economies happens at the level of capital, labour, markets, and of the 

production process, in an economic space of increasingly variable geometry. 

Corporations, governments and individuals (through migration) all have 

incorporated themselves into the new dynamics of the international economy. 

Countries and nations have ceased to be the economic units of our historical 

reality. 

It is our hypothesis that high technology is playing a major role in 

these processes of fundamental realignment. So, in the following pages we 

will briefly try to examine the relationship between high technology, the 

labour process, the transformation of the public sector and the 

internationalization of the economy. We will also focus, for each one of the 

three major processes under analysis, on the urban and regional consequences 

of the role played by high technology in the overall process. 

Our analysis will rely mainly on information on the U.S., but we will 

refer, in a more casual way, to other societies, and we will emphasize the 

impact of each process on the spatial dimension of the international economy. 

2 • High tech co logy, labour and the urban process 

What we refer to as ''high technology" is not an industry, an activity or 

a device~ it is a process, a particular way to produce characterized by the 

key role that information plays in the production process. In this sense, 

''high technology" (understood as information-based production) is penetrating 

everywhere, and most rapidly in those activities where capital finds strong 

resistance from labour. Thus, it eliminates labour massively (Markusen 1983; 

Serrin 1983; New York Times 1984). At the same time, because it requires a 

great input of skills, of knowledge, of managerial capabilities, it greatly 

expands the sphere of highly-skilled, professional labour, yet falling short 

of matching quantitatively the jobs it suppresses (Saran 1982) • .!/ 
Furthermore, the development of information-based production is not limited to 

See also P. Walker~ nie distribution of skill and the division of 
labour, PhD dissertation, May 1983, reported by &luestone and Harrison 
1984. 
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manufacturing~ it actually requires a concomitant ex.;>ansion of so-called 

"producer services", so th&t the distinction between goods-producing and 

service-producing industries is increasingly blurred (Stanback 1979). The 

productivity generated by high technology and the income it induces in the 

highly-paid professional sectors create the basis (both in terms of investment 

and demand) for a wide range of service activities and consumer-oriented 

downg~aded manufacturing, fed by labour displaced from other sectors or other 

councries. Both processes reinforce each other and require each other. So, 

polarization of the labour force is a fundamental and necessary process of the 

informational mode of development (Bluestone and Harrison 1984; Thurow 1984). 

Yet, this polarization does not amount to a new process of class formation, 

because the two poles are ~ in direct relationship of production. Both are 

elements of the same system of polarized growth and re-skilling-de-skilling of 

labour. But the class relationships have been obscured in the process. To 

the cleava~e between ownership and management introduced in the capitalist 

pole, we now have to add the cleavage between machines and manual workers, and 

between information-processing and actual material production spreading all 

over the labour process. It does not follow that we are in a classless 

society, but that the relationship between production relations and people's 

experience is much more abstract, and can be found only at the level of the 

whole dynamics of the system, which has less and less meaning at the level of 

social and political practice that emerge around different, more cultural 

categories and strategic forms of behaviour. 

In spite of some uncertainty of existing information, several trends seem 

to appear quite distinctively in terms of the impact of high technology on the 

labour process~ 

a) By spurring automation in factories and offices, high technology directly 

suppresaes a substantial number of working hours. The fact that this 

translates into the suppression of jobs is a matter of the social 

organization of our economy, not of the technology. 

b) By putting pressure on the existing jobs, technological change curbs 

labour and makes it less resilient to capital's strategies. 
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c) While high-tech activities generate new economic growth, and thus jobs, 

the new jobs in high-tech industries fall largely behind the nuuber of 

jobs their impact eliminates. 

d) 11te occupational structure of high-tech industry is characterized by a 

bipolar distribution of skills, rank and income. Such an occupational 

structure is amplified by the social characteristics of laboar, wh:h 

white males at the top, women and minorities at the bottom. 

e) By contributing to a more dynamic economy, high-tech does create jobs 

indirectly. 8ut these jobs tend to be in a growing service sector 

(basically in business services and in personal services, m~ch less in 

public services) whose occupational structure tends to follow also the 

bimodal polarized pattern of high-tech, if anything even more 

pronounced. So, the new jobs created are less skilled, less paid, more 

insecu=e, and above all, less unionized than those destroyed. 

f) Consumer-durables manufacturing that survives automation is dramatically 

downgraded, as in the low end of the service sector, more and more using 

inmigrant labour (sometimes undocumented in the U.S.), women and 

minorities. 

It does not follow that micro-electronics or biotechnology are part of a 

capitalist conspiracy to exploit workers. But it is clear that technological 

change takes place in certain historical conditions and that its use is shaped 

by these conditions, which in our epoch amouLts to being a major instrument in 

the undermining of the bargaining power vis-A-vis capital achieved by labour 

through hard social struggles. 

Since this analysis refers mainly to the U.&., it seems useful to 

consider the variation of the effects of high technology on labour in other 

contexts. For the sake of simplicity, we will reduce these to three 

situations-. 

a} In Western Europe, the strength of the labour movement and of socialist 

parties (in Italy of the Communist Party) represents an obstacle to the 

over-exploitation of labour. This is, in our opinion, the main reason 
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for the tremendous difference in job creation between the U.S. and 

Europe. During the 1970s, while the U.S. economy generated 20 million 

new jobs (most of them in services), Western Europe lost two million 

jobs. 1bis trend is likely to accelerate with the introduction of new 

technology. The more labour resists, the more there will be an incentive 

or automation, particularly in the heavily unionized manufacturing 

sectors (cf. e.g., Getler 1~84). New jobs are being created, but many of 

them, for instance in Italy or in Spain, are being provided by the 

informal economy, to save labour costs by cutting social benefits (cf. 

Inchi'~ 1983). 1bus, the real debate will increasingly be the sharing 

of worKing-time, and the social and political pressures on capital to 

force the social redistribution of some of the productivity gains of the 

technological revolution. 

b) In the newly industrialized countries (such as Korea or Brazil), it seems 

that the tendency is towards a simultaneous increase in the exploitation 

of labour and in productivity through advanced technology, to increase 

their competitiveness in the international economy. While this process 

will still be largely under the financial control of international 

capital (through the mechanism of lending and of the interest rates 

dictated by the U.S. economy) the overall procesr is likely to improve 

the relative position of NICs as manufacturing centres. 

c) For most of the developing world, including large sectors of the NJCs, 

the new technologies will increase the surplus population, putting 

political pressure on the public sector to absorb labour in 

government-sponsored jobs, and fuelling even more a sprawling urban 

informal economy, as well as the process of migration to the new global 

or regional work centres. 

Now, if we turn to the spatial consequences of the restructuring of the 

labour process, we can summarize the trends in three major features~ 

i) There is an increasing international and inter-regional divi~ion of 

labour between skilled production and routine assembly operations, 

particularly in high-technology industri~s (Hendeuon and Scott :98'1·, 
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Storper 1982), but not only for them (Sawyers and Tabb 1984). \llat the 

new technologies allow is precisely the disjunction between different 

operatio1.s across spatial distance, with communications being able to 

restore the necessary links between different production unit (Nicol 

1983). 'ntere follows a considerable acceleration of the process of 

uneven development and a disequilibrium of the spatial structure 

(Weinstein and Firestine 1978i Mollenkopf 1983). The polarization of 

high-tech dominated production leads to sharp regional cleavages and to 

the formation of "ghettoized" areas of selective ~conomic activity (of 

San Jose's Silicon Valley or Boston's Route 128 type), increasingly 

distant or remote non-metropolitan locations of low-skilled jobs. 

(Saxenidn 1980). And this not only for electronics but for most 

manufacturing and service activities that can be disassociated in space 

dccording to the specific characteristics of their labour force. 

,_.; lasmeier 1 Hall and Markusen 1983). 

ii) The largest metropolitan areas are going through three combined, but 

distinct processes, within the same space~ ~owth of corporate services 

and high-tech manufacturing, decline of traditions' ~ctivities (both in 

services and manufacturing), and development of the new downgrated, yet 

booming, economic sectors (cf. Soya, Morales and Wolff 1983). This 

process of polarized growth creates very distinct spheres, yet it has to 

relate these spheres within the same functional unit. We observe, 

therefore, the rise of dualized metropolises that segregate internally 

their activities, social groups, and cultures, while reconnecting them in 

terms of their structcral interdependency (cf. Sassen-Koob 1984). These 

~etropolises are real magnets at the world level, attracting people, 

capital, minds, information, materials and energy, while keeping separate 

the channels of functioning of all these elements in the actual fabric of 

the metropolis. We are not in a situation of crisis and decline, but in 

a process ~f interactive growth between elements that ignore each other, 

while in fact being part of the same system. We are witnessing the rise 

of urban schizophrenia. Or, in other words, the separation between 

cities and society within the same space. 
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iii) The spatial dynamics of cities and regions of a specific country will 

depend upon their place within the hierarchy of functions and processes 

in the international division of labour. For. instance, the higher the 

country in the hierarchy of financial capital, the more advanced 

corporate services will play a role in its metropolises, and vice versa 

{Standback et. al. 1981). 11te larger the traditi~nal manufacturing 

sector in a given city, the more its decline or rise will depend upon the 

vulnerability of labour to capital (cf. 8luestone and Harrison 1982). 

The larger the public sector in a given economy, the more the dynamics of 

regions and cities will be relatively autonomous of international flows 

of capital and conmodities. Thus, to some extent, the relationship 

between labour, C3pital and cities is itself determined by the global 

dynamics of capital and by the specific form these dynamics take within 

the socio-political context of each country. 

3. High technology and the spatial form of the Warfare State 

The most far-reaching element of the current economic restructuring is 

the transformation of the role the State has held in the economy for the last 

50 years {Crouch 1979; Carnoy, Sherer and Rumberger 1983). Not that it is 

wit!· rawing from economic interventionism, quite the opposite. 8ut the form 

and context of government intervention are deeply changing, shifting from 

accumulation and redistribution t~ selective accumulation ~ military 

reinforcement. It would be a mistake to consider this trend solely as a 

product of the Reagan Administration, though its policy represents a 

qu~litative step in this direction (Palmer and Sawhill 1982). 8ut the last 

two years of the Carter Administration already showed a significant reversal 

of r.he redistribution role of the State, actually echoing policy orientations 

developed by the Nixon-Ford years. And in Western Europe similar orientations 

toward retrenchment of social expenditures and to the imposition of strict 

limits on collective consumption are apparent in Thatcher's E11gland, in 

Mitterrand's France, in Kohl's Germany and in Craxi's Italy ("Problemi della 

Transizione" 1984). 

The Welfare State is in c~isis (OECD 1981), not because of excessive 

social transfers, but because an increasingly older demographic structure, 
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combined with increased costs of health care and higher unemployment. 

underline the conflict between private appropriation and collective 

redistribution of the economic surplus. Thus. when the state was riding the 

crest of economic growth with socially accepted inflation during the 1960s. it 

could provide both for social welfare and for capital investment. including 

the military and aerospace expenditures. In the case of the U.S •• the Great 

Society•s progra111Des 0 the Viet Nam War. and the "Man in the Moon" were 

financed at the same time. But price of doing it without excessive taxation 

was precisely incre~sing government borrowing (particularly at the state a~d 

local level) and money supply. triggering an inflationary trend that went out 

of control. once energy and food prices skyrocketed. In other words. to buy 

social peace and pursue social redistribution without altering its support of 

capital investment and business profits. the government (all governments) 

financed their expenditures with inflationary measures. \lien. to curb 

inflation. the) had to choose between different chapters in the Budget. they 

went on triimning social expenditures, precisely at the mOlllent when the 

economic crisis created more hardship for more people in all countries. The 

retrenchment of the Welfare State has been particularly pronounced in the 

sphere of human and cOllllllunity services (Hirschorn 1983). The partial 

dismantlemP.nt of the Welfare State in the U.S. and the impact of this trend on 

urban progranmes and services have beendocumented by Norman J. Glickman, in 

one of the most synthetic studies on the matter (Glickman 1983). He sho~.1s a 

dramatic a,d rapid reduction from 1979 onwards. from 12.4 per cent of federal 

outla/S to 9.1 per cent in 1982 and a projected 7.5 per cent in 1984. 

In a parallel movement, the emphasis of federal spending has been shifted 

to defense spending. Arms demand, and thus arms production, has soared on a 

world levP.l. While countries auch as France, Israel, Italy, West Germany. 

EnglanJ and Brazil (not to mention the USSR!) are active exporters in the 

weaponry business, the U.S. is the leading producer and exporter in absolute 

numbers. Acc~rding to the Boston Study Group, U.S. production acc~unted in 

1970 for abou' 20 per cent of total arms transfers in the world, and the 

figu".'e in 1982 was 45 per cent (reported by Markusen 1984). The movement i£ 

accelerating~ in 1974, foreign sales ot U.S. weapons amounted to $10 billion; 

in 1982, to $21 billion, and in 1983, the projection was $31 billion (Klare 

1983). Concerning its own m~litary spending, the U.S. Governm~nt is engaged 
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in a massive build-up, particularly since l9b . actual spending rose from 

$156 billio~ in 1981 to $205 in 1983. But the real acceleration is yet to 

come~ the Reagan proposal for 1985 was $264.4 billion, and for 1989, if 

re-elected, an astounding $398.8 billion. To complete the picture of military 

spending we should also include a proportion of the budget of other 

administrations (such as an estimated 25 per cent for NASA), the Department of 

Energy (nuclear-related research), CIA covert operations, and National Guard 

expenses (supported by individual states). 

'nle tendency is very clear in the world in general and in the U.S. 10 

particular~ fiscal austerity for social e;penditures, and tremendous 

expansion of military expenditares (Dumas 1982; Gansler 1980). We are 

witnessing an increasing militarization of the economy, as Martin Carnoy and 

myself have argued elesewhere (Carnay and Castells 1984). Yiy is this so? 

Certainly, any trend related to the state has primarily political roots 

(Carnay 1984). Increasing competition between the superpowers, struggles of 

liberation in the Third World, manipulation of national antagonisms both by 

governments and by foreign agents, fights of influence over countries between 

the West and the East and a rampant Cold War are all elements of an 

increasin~ly tense and dangerous world. 'l1le response, particularly in the 

U.S. after the defeat of Viet Nam, has been to raise the stakes, using the 

technological superiority of the West to try to alter the balance of power 

with the ultimate illusion of winning an advantageous edge that will enable 

the U.S. to impose its conditions around the world. The Soviet Union followed 

the same logic, having coi.lllitted itself to a military build-up even greater 

than the one by the U.S. in proportion to its GNP, and the process has 

spiraled. 'nle national states in general, and the American State in 

particular, are getting ready for war, and for war of all kinds, from an 

all-out war to a limited connando operation, pauing through "limited local 

nuclear wars" or large-scale battles with conventional weapons and, of course, 

military support and training for subrogated armies. 

The current economic restructuring is f•Jndamentally shaped and 

conditioned by this political-historical trend, •c is not the other way 

around. It is not because of the economic crisis that governments engage in 

military spending. This is too mechanistic a view of how governments 
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operate. Ylat is true is that the economic crisis has increased international 

tensions, creating a favourable enviroll!llent for the military build-u~. But 

the defense policy itself has deeper historical and political roots that ve 

cannot analyse here, in this already too broad essay. What matters tor our 

subject is that the State, while disengaging from its commitment to Welfare 

(having politically subdued, at least for now, social resistance to austerity 

politics), has engaged itself in var-preparation activities. And the economy, 

whose dependency on military expenditures was decreasing during the 1960s and 

first half of the 1970s, is now being restructured around a core of highly 

profitable industries directly related to military production. .And here is 

where high technology enters into the picture. 

Many of the technological breakthroughs of the past 40 years, 

particularly in the field of electronics, have been induced or supported by 

military demand or the space progra11111e (cf. Carlson and Lyman 1984). The 

emphasis on performance, the low elasticity of price, and the abundant 

funding, characteristic of the military, were key elements that helped 

scientific research and technological development more tha~ a short-term 

commercial demand, necessarily cotlcerned with market profitability (cf. 

especially Hutlu 1979). In this sense, the State continues to be the Prince 

for scientists and researchers, provided they accept the lack of control over 

the use of their inventions. 

Nevertheless, during the mid-1970s, consumer products and new machinery 

were becoming increasingly important applications of high technology, 

especially in electronics. But the new surge in defense spending has reversed 

the trend in the U.S., actually leaving the lead in consumer electronics to 

the Japanese. In the U.S. the gigantic military build-up of the last 10 years 

is spurring the development of high-tech industries, which in turn rely on the 

defense market to produce a modified version of their products for other 

purposes. 11lus, the process seems to be operating in the following way~ 
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So, we do not pretend that all high-tech is military-related pro~uction. 

But the source of most high-tech industries is, and this has a necessary 

impact on the type of high-tech industries, on their products, on employment 

and, as we will see, on the urban ant regional consequences of high-tech 

induced economic development. But, it should be clear that the growing 

militarization of the U.S. economy is not a re3ult of high technology. In 

fact, the Japanese experience shows that high-tech can expand very rapidly in 

consumer-oriented, or even in social-service oriented products. And many 

current developments in the U.S. also follow this pattern (from 

computer-stimulated walking systems for quadraplegics to factory robots). But 

the bulk and the core of high-tech manufacturing, and therefore of the 

characteristics of the technologies being researched, are connected to the 

military market. 

Ann Markusen is currently pioneering research in this field. On the 

basis of her own study and on another empirical study by David Henry, she 

shows that~ ''heavily defense-dependent manufacturing sectors are dominated by 

those in the high-tech category, and that a substantial proportion of 

high-tech industries are important military suppliers" (Markusen 1984). As 

she points out, the effect of the Reagan Administration defense build-up is 

particularly visible in the growth of defense output in all but one of the 36 

four-digits sectors studied. A striking figure is the 141 per cent defense 

output growth in electronic computing equipment. In her study, Markusen 

calculated that these 36 sectors of military-related high-tech production 

accounted, in 1977, for 47 per cent of all high-tech manufacturing 

employment. Given the rapid increase since 1977, the proportion is likely to 
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be higher now and, if we consider the projections, it will be even more so in 

the near future. Also the regression analysis by Glassmeier, Hall and 

Harkusen {Glasmeier, Hall and Harkusen 1083) showed that defense spending per 

capita across a set of 226 metropolitan areas was the most significant 

variable explaining high-tech dependence in the eco •. .J1Dy of a given 

metropolitan area, a result that is confirmed Dy a completely independent 

study carried out by Steven Pinkerton on the distribution of high-tech 

manufacturing among the American states {Pinkerton 1984). 

Numerous empirical studies all go in the same direction of establishing 

an intimate linkage between high-tech production and military procurement. 

For instance, a study found that, in 1970, defense spending paid for the jobs 

of 48 per cent of all aeronautical engineers, 23 per cent of physicists, 21 

per cent of electrical engineers, 19 per cent of all mathematicians and 16 per 

cent of industrial engineers {Dempsey and Schurde 1971). And another study 

reported that 59 per cent of aeronautical engineers, 38 per cent of 

physicists, 22 per cent of electrical engineers, 20 per cent of technical 

engineers, 22 per cent of electrical engineers and 20 per cent of 

metallurgical engineers were employed by the Defense Department or by 

defense-related industries (Rutziek 1970). Thus, the expansion of high 

technology production in the U.S. is, in general, a direct consequence of the 

militarization of the economy,although its impact on the economy, on the 

society and on spatial forms goes far beyond the original matrix. 

This evolution from the Welfare State to the Warfare State is reshaping 

the urban and regional structure of the U.S. Norman Glickman has attempted to 

measure this impact by calculating the rates of growth and decline of federal 

outlays for selected progra11111es, between 1981-1984, for different cities and 

regions, typologized by a number of key variables (Glickman 1983). He shows 

that all welfare-related progranmes decline substantially, while defense 

spending increases sharply, particularly in the chapter "procurement". But 

even more interesting is tile fact that inter-city and inter-regional 

variations of both social and defense expenditures follow almost 

systematically opposite patterns. Defense spending increase is more 

pronounced than average in high-income, non-declining, low unemployment and 

"low-hardship" areas; in medium and small, rather than large ci:ies·, and 
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overwhelmingly concentrated in suburbs, though this last result (interestingly 

enough) is exclusively due to the high suburbaL concentration of defense 

procurement. In terms of regions, while concentration ratios for social 

expenditures vary across the country, depending upon programaes, defense 

expenditures are heavily concentrated in the West, South Central, South 

Atlantic, Mountain and particularly in the Pacific regions • .!! A study by 

Glassmeier, Hall and Harkusen also reports similar trends with high-tech 

defense-related activities being the most spatially concentrated of ali high

tech sectors, and showing a preference for the Southwest and the West, for 

medium-size cities and for suburban locations when they are adjacent to large 

metropolitan areas (Glasmeier, Hall and Harkusen 1983). Why is this so? 

Markusen proposes a number of reasons~ large extensions of undeveloped land 

are required, both for building the huge material structures and for the 

requirements of testing equipment~ clear weather all the year around, for easy 

testing of aircraft and missiles; skilled labour, isolated from the 

metropolitan environment, and if possible from unions, located in 

self-contained residential co1111Dunities close to the production facility. Bat 

the main reason seems to be historical and cultural~ the existence of huge 

military bases {for instance linked to the war in the Pacific) and the 

anti-urban, anti·-''big city world" feeling of the military, particularly 

significant if we co~sider the sizable cross-over between the army and 

management positions in the military industry. Also, Western and Southwestern 

states have consistently lobbied to attract military-related production 

facilities. Ann Markusen poses the question of the spatial form of the 

military-inc!ustrial complex. Could it be the ei.dless southwestern Jesert or 

the infinite Pacific Ocean, ridden by the last cowboys, the nuclear cowboys, 

in their winged, jet-propelled horses, coming back in the evening to their 

small, clean town, to pray in the conmunity church together with their family, 

which also has remained nuclear and indestructible? 

Whatever the reasons, it 1s clear that the military connection of most 

high-ter~ activities, induced by the State, has had an enormous impact on the 

spatial dynamics of the U.S., shifting investment, jobs and people toward new 

lands in the outskirts of the metropolitan areas, and in the southern and 

!/ For a map of U.S. regions see Bluestone's contribution to this publication. 
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western regions where new activities and new social environments could be 

recreated, far way from the constraints of a State that was the depository of 

the social contract agreed upon by classes after decades of struggle. The new 

urban and regional landscape segregates social universes besides classes or 

races, adding a new cleavage to the already existing forms of segregation. It 

is the cleavage between tne emerging production system, determined by the 

Warfare State and generator of a new culture (still unnamed) (cf. Saxenian 

1984), and the declining system of production and social organization, in 

which the State had become too deeply penetrated by interest groups and 

historic compromises to be an adequate tool for the economic and political 

elites. The restructurng of the State actually precedes, and determines, the 

restructuring of the economy, itself relying on a high technology-led process 

of production, that fundamentally reshapes of spatial forms. The Welfare 

State was born in the furnaces of life of the large inner cities. The Warfare 

State expands over an abstract space of distance and silence. 

4. The new international economy, technological change and spatial structure 

The growing internationalization of the economy is a fundamental element 

of the economic restructuring under way in the capitalist system. Though it 

has ~een a cruci~l feature of the expansionary period of 1945-73, the crisis 

of 1974-75 and the subsequent policies of both corporations and governments 

have increased the interdependency of the national economies, trying to 

overcome the crisis by winning a competitive edge over other economic units by 

investing, producing or selling in the most advantageous locations at each 

particular moment. 

The process of internationalization concerns certainly the exchange of 

COllllllodities, but international trade is by no means the most important, let 

alone the newest, aspect of the new world economy. The process of 

internationalization also concerns capital flows, migration of labour, the 

production process, and the organization of management of economic units (cf. 

Frobel et.al. 1980; Portes and Walton 1981). The combined result of this 

process is a complete reorganization of national economies and of their 

spatial structure, and this is even more so for less developed and newly 

industrialized countries. 
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Which are the main features of such a process? First of all, the 

organizational l'~ic of aultinational corporations gives support to the 

tendency toward a space of flows attempting to supersede the space of 
l/ places.- Nevertnele!'s, at the same time, the global reach of the 

corporation needs a network of advanced services, a material infrastructure, a 

series of comaunications facilities, and even a social milieu, that have come 

to be associated with the high-ranking downtowns in the largest metrop?litan 

areas of the world (cf. Cohen 1978). So, we find both a tendency toward the 

delocalization of the logic of the economic process, and toward the 

concentration of decision-caking units in a few coaaanding heights of the 

international economy. Secondly, much of high-technology manufacturing 

epitomizes the new spatial division of labour, with the locationally distinct 

hierarchy between research and design and assembly-line operations, the latter 

spearheading the new spa~e of global product•on. Furthermore, high technology 

makes possible, and actually accelerates the internatio~alization of the 

production process (cf. Trachte and Ross 1983) at three levels~ 

a) Because the value of the products in high-tech is increasingly linked to 

their informational component, the light weight of many of these 

components, together with tran~portation technology, facilitate the 

spatial division of labour. 

b) nie process of automation and the increasing precision of machine tools 

(particularly numerical machines and the robotization of the assembly 

process) make possible a large-scale standardization of the components of 

most manufacturing activities, and their recombination wherever the 

location appears to be.i more convenient. 

c) The growing importance of skilled professional labour and the decreasing 

importance of unskilled labour in high-tech reorganized manufacturin~ 

reinforce the trend tcward the decision to locate high-level operations 

in a few limited areas of the. world, while leaving a very broad choice of 

!/ For a development of this hypothesis on the emergence of a space of 
flows, see Castells 1983b. 



- 74 -

locations for routine operations, including fully automated plants closer 

to the canpany's basis. The application of high technology to all 

manfacturing definitely segments the production process, thus favouring 

its internationalization. 

In the third place, we should remember that high technology is, above 

all, a new process of production and management. Therefore, the more the 

economy becomes open, internationalized and competitive, the more the 

appropriation of high-tech, and its implementation in the factories, offices 

and communication systems of a company or of a country become crucial in 

winning a canpetitive edge. In this sense, the internationalization of th~ 

economy tremendously reinforces the growth and the importance of high 

technology activities. Furthermore, because of this importance, investment in 

high-tecq production, or the conquest of the growing markets for high-tech 

products hecome key elements in the strategy to dominate the international 

economy. The competition between Japanese and American companies in 

electronics, or the global battle over teleconaunications systems illustrate 

at •.ihich point high-tech sectors have become the decisive economic elements 

(and not just the technological ones) in the new worldwide competition for 

wealth, information and power. 

Fourthly, given the strategic role of high-tech sectors in the 

international economy, their development creates a new structure of 

international dependency (and not just interdependency) between countries, 

companies, regions, cities and social groups. Without access to the know-how, 

whichever the speed in the diffusion of innovation, countries or economic 

units will always be under the structurally prevailing logic of the dominant 

poles of the system (even if they succeeed in being better off in absolute 

terms), as far as they continue to play by the current rules of the 

international economy. 

Which leads us to our last, and fundamental point. 8ecause of the 

political, indeed historical implications, of repositioning in a world economy 

increasingly internationalized and structured by high technology, national 

governments (or even local and regional governments) cannot be limited to 

their traditional roles. ~~ Zysman and Cohen have indicated in their 
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comprehensive study of recent rrends in the international economy (Zysman and 

Cohen 1982), the developmental states, (whichever the type~ Japan, France or 

Brazil) have forcefully entered the arena of economic restructuring with 

international competition as their main concern. It follows that 

transnational corporations are not alone in the "game" any more, and that the 

national states try to recover the initiative they have lost to the private 

sector, by using their resources and influence both as national political 

actors and as international economic actors. It follows that national 

industrial policies, geared toward the new connection between high-tech and 

the world economy, become the core of economic restructuring, and therefore of 

urban and re~ional reorganization. 

We will now summarize the trends we have been able to observe in the 

spatial restructuring under the conditions of the new international economy. 

1) The internationalization of the economy actually reinforces the spatial 

polarization between sectors in different regions and their metropolitan 

areas (Glickman 1980). For instance, in the U.S., since manufacturing 

exports ar~ decreasing and manufacturing imports are on the rise, the 

old-line industries are increasingly hurt by international competition. 

Furthermore, outflow of capital investment (for instance in the 

automobile industry), and shifts of capital toward the promising new 

high-tech sectors will augment inter-sectoral differentiation, and 

therefore the distance between spatial areas we have been able to 

associate with each economic sector. 

2) Yet, this general tendency has to be qualified on two grounds in the case 

of the U.S.-;. 

Given the importance of agricultural expor~s, and the foreseeable 

jump in agricultural productivity through biotechnology, the new 

international economy favours the farming states, particularly in 

the Midwest, but only as far as they are part of the international 

agro-business complex (Glickman 1980). 
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Direct foreign investment is likely to counteract some of the 

de-industrializing processes of regions and cities (Business Week 

1984). Yet, it will look for locations with low labour costs, 

therefore likely bypassing strong union cities and interventionist 

local governments (Schoenberger, forthcoming). 

3) The concentration of economic power on a world level in a few hundreds of 

major corporations is spawning growth of advanced corporate services and 

headquarters in a few major metropolises, consolidating the formation of 

what Friedmann and Wolf have called the world city (Friedmann and Wolff 

1982). We would just like to add that an internal hierarchy exists 

between world cities, and that what should be emphasized is the crucial 

role of communications for the formation of world cities, and vice versa, 

the cumulative structuring of communication networks around the 

cODDDunication hubs that world cities come to represent. 

4) The new process of international migration concentrates a new labour 

force, and therefore the informal economy, precisely in these world 

cities, whose "underground" component has also to be underlined as a part 

of the same system. The urban informal economy is part of the same 

process of restructuring represented by the internationalization of the 

economy (cf. Proceedings of the International Seminar 1984). 

5) Finally, perhaps the most striking effect of the new international 

economy on cities and regions is the loss of their autonomy vis-l-vis the 

worldwide economic actors that control their activities in terms of a 

global logic largely ignored and uncontrolled by local and regional 

societies. Economic units whose size and transnationality place them 

above social pressures and political controls determine the rapid change 

of economic space. There is thus a tendency, favoured by the 

internationalization process ~by high-tech, towards ti~ im,'Osition of 

an abstract space of strategic decisions over the ex~erience of 

place-based activities, cultures and '!>Olitics. Yet, the reactions of 

developmental states in the international economy create a new dynamic, 

equally abstract in its horizon,but more directly rooted in political 
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pressures and social values (cf. Castells 1980b). High technology 

and the pro~ess of internationalization give rise to the space of 

managerial flows, but the historical dynamics of the decision-making 

process in the ~orld economy restore the space of historically 

conditioned meanir.J.. It is in the middle of this dialectics that 

citie~ and regions l~ve, die, struggle, change. And with them, 
l/ people.-

5. Cone lus ion 

The process of techno-economic restructuring that is altering the basic 

strucLure of our societies is simultaneously reshaping their spatial 

structure, as we have tentatively shofJID in this paper. At a ~igher level of 

abstraction we can SUUDll~rize the main spatial trends characteristic of the new 

division of labour as follows~ 

i) The internationalization of the economy, made feasible and stimulated by 

the new conmunication technologies, creates a space of variable geometry 

which changes constantly under the impulse of strategies of multinational 

corporations and developmental states. Specific cities and regions 

increasingly lose control over their own destiny, and their historical 

and social meaning tends to be disassociated from their economic 

performance and from their functional role. 

ii) New technologies allow for the emergence of a space of flows &ubst1tuting 

for a space of places, that is, communications and decisions over 

information and symbols (money, for instance) tend to prevail over the 

expression of social processes and cultural significance related to a 

given locality. The logic of large-scale organizations fits perfectly 

into a spatial form that abstracts itself from historical specificity to 

endlessly acconnodate itself to new information and instructions received 

according to the position of each locale in a network of exchanges. 

!/ For a developr.·-.1t of this theme, see Castells 1983a. 
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iii) The new model of capitalist growth, supported by the Warfare State and by 

the informational mode of development, induces a new territorial division 

of labour, based on polarized growth and selective development, that is 

reflected in international dependency, inter-regional cleavages, 

intra-metropolitan dualism and the simultaneous life and death of cities 

and regions. 

Neverthe!ess, societies are not only the expression of economic and 

technological processes. They are conflicting historical realities resulting 

frQm the debates between social actors (classes, genders, ethnic groups, 

regional and national identities, institutional ~pparatuses). In fact, most 

of the techno-economic processes of restructuring we have analysed here are 

the result of political decisions and organizational strategies. Thus, the 

spatial forms emerging from such a process are only tendencies that will be 

confronted by alternative projects from class-based demands, social movements 

and political progranmes. The new spatial structure will result from the 

interaction between the two processes, namely, the techno-economic 

restructuring and the new social movements. Yet, unless these social 

movements and the political actors place t:1emselves within the new hjstorical 

realm resulting from the technologi~al revolution and the restruturir · ~L 

capitalism, it is unlikely that they will be able to reverse the CI. ~ 

tendencies. And these tendencies go beyond the simple redefinition of the 

territorial division of labour~ they point toward the dissolution of the 

space of experience into the logic of the space of power. 
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Gilnther Tichy 

A SKETCH OF A PROBABILISTIC MODIFICATION OF THE PRODUCT-CYCLE HYPOTHESIS 

TO EXPLAIN THE PROBLE~ OF OLD INDUSTRIAL AREAS 



1. 
II Introductiorr-
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The problems of old industrial areas have found increasing interest in 

recent economic literature. Supply-side explanations, especially indigenous 

blockage, are increasingly emphasized. The usual explanations may be ~ble to 

explain the stagnation of these areas, but they definitely cannot explain the 

break in development: why and where have these areas, which prospered in 

former times, lost their dynamics and declined? The present essay tries to 

answer this question. It starts out to explain the stagnation of old 

industrial areas as an indigenous blockage of the product cycle (Chapter 2). 

Then it tries to modify and extend the ~heory of the product cycle by 

introducing stochastic elements to investigate the conditions that generate 

new products (Chapter 3). Chapter 4 extends the proposed probabilistic theory 

of the product cycle to the firm, Chapter 5 to regions. It turns out that 

indigenous blockage is a danger which does indeed threaten industrial areas. 

Chapter 6 attempts to work out the preconditions which make indigenous 

blockage more 0r less likely. 

2. Traditional attempts to explain the stagnation of old industrial areas 

Old industrial areas ~ere highly dynamic in their time. Their 

industrialization brought Frosperity, but somehow the dynamism was lost; 

regional incomes and prodLctio~ stagnated. The most prominent examples - both 

in Europa and the United States - are th2 o!d mining and iron and steel areas, 

less obvious examples are the old textile areas. These examples can be found 

in almost every devel0ped country: the Rtihr- and Saargebiet in Germany, 

Alsace-Lorraine in France, the Borinage in Belgium, the Manchester-Birmingham 

region in the United Kingdom; most of the traditional industrial belt in the 

United States (Norton/Rees 1979), Upper Styria in Austria and so on. Some of 

II The author gr~tefully acknowledges that the wiser parts of this paper 
were inspired by several talks with N. Geidner; the remaining parts are 
h!s own contribution. L. Beinsen and G. Palme read a first draft and 
i~proved it considerably. 
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th~se areas have declined to an extent that they cannot even be considered as 

industrial areas any longer. Examples are to be found a.o. in Scotla~d and in 

Austria (the Er~berg region and the Eisenwurzen). 

The main characteristic of old industrial areas is that they specialize 

heavily in industrial products of the basic sector or in textiles, and that an 

above-average percentage of the population is employed in direct production in 

the secondary sector. Production in these sectors, however, grows very slowly, 

if st all, and employment declines even though productivity is kept low. The 

tertiary sector of old industrial areas typically stagnates as well. It cannot 

compensate for the secondary sector's slow growth and decline in employment. 

Quite the contrary~ services move away from Old Industrial Areas when industry 

declines (Norton/Rees 1979, p.143). 

Various attempts have been made to explain the stagnation of old 

industrial areas. Approaches focussing on weak regional demand have not been 

successful. Nor would these areas grow noticeGbly faster if they had the 

industrial structure of more prosperous regions, as has been demonstrated by 

countless shift-and-share analyses (Richardson 1978, p.206). It has been 

shown that slow growth cannot be blamed on certain branchee or products which 

dominate. And in these regions stagnation not only affects production, but 

productivity as well (Steiner 1980). 

So the various dellUlnd explanations h3d to be given up, and supply 

explanations dominate touay. The most prominent is the hypot~esis of 

indigenous blockage (Wettman/Ciciotti 1980; Evers et. al. 1980a), IC\ich is 

based on the theory of the product cycle (Hirsch 1969). Every product has a 

life cycle~ after being created by an innovative entrepreneur, demand for the 

product grows heavily during ~ f~rst innovative phage, while it pene~rates the 

market. In the next phase the growth rates slow down; absolute growth, 

however, is at its peak as the good has captured a considerable share of the 

market. In the maturity phase saturation levels are reached, and a decline may 

follow during which the product is dis~laced by a new one. 

Regional theory is confronted with the fact that the different life cycle 

stages of a product are usually linked to different types of regions (Vernon 

1979; Geidner 1982). Innovations are heavily concentrated in urban agglo-
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merations because of the high density of information prevailing there. The 

first phase of the product cycle is usually linked to agglomerations as well, 

due to the availability of scientists and development personnel, as well as to 

external effects (market perception, problem-solving by specialized firms), 

t~e well-known urbanization economies. For the growth phase of a product, 

however, localization economies are of greater importance. Process innovation 

gains importance, product innovation slows down. Demand for labour increases, 

but it is less qualified labour. Apart from capital, space is needed for 

expansion. These conditions are more likely to be found near than in the 

agglomerations. For the maturity phase of the product cheap labour rather than 

qualified labour is needed, as the production process is standardized and 

capital-intensive. nie product is well-known in the markets and is scarcely 

altered. Direct contact with the market is therefore no longer necessary and 

the standardized production process makes production transferable. Technical 

knowledge is linked to specialized machinery, not to the production process. 

Mature products are therefore normally produced in less industrialized areas 

with low-skilled, cheap labour. 

To sum up~ theo~y predicts that industrial products start life in urban 

agglomerations and expire in rural areas. This implies that - in the normal 

course of development and depending on regional characteristics - every region 

takes over products which have reached the appropriate phase of the product 

cycle, and later hands over those products to less developed regions with a 

less sophisticated industrial structure. An indigenous blockage of this 

process occure if there are barriers to entry or to exit. 

&arriers to exit are likely to exist in areas whose industry is based on 

local raw materials like coal and iron ore (OEIR-Wifo-Tichy 1982, p.11 ff.). 

In their former growth phase, demand for labour increased, wages were 

increased and drove out other industries. High wages stimulated process 

innovations and concentration to increase productivity. When a product arrives 

at the maturity phase, it is difficult to shift labour to other industries, as 

these avoid the region because of high wage levels, the specialization of 

workers and the limited usefulness of the infrastructure for other industries. 

The barriers to entry imply that laid-off workers cannot find other jobs in 

the region. Shop stewards and labour vnions therefore will increasir.&lY stick 

to labour-hoarding practices, join the management and the owners in lobbying 
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for subsidies for the old industry and thus create additional barriers to 

exit. The regional product cycle is blocked even more, and so is development 

in the region. 

Thus, according to the theory of indigenous blockage, barriers to entry 

and exit lead to development problems in old industrial areas~ ideally 

speaking, productive activities in a region should take account of 

product-cycle phases and adapt themselves. 8ut there is another explanation 

for the above11entioned problems~ Schumpeter's theory, which insists that new 

products originate onl} from new entrepreneurs (Schumpeter 1939). If indeed 

the product cycle is so intimately linked to the firm, then the firm will age 

with its product - according to Schwnpeter only very large firms can 

endoge1~ize the development of new prodl..";-ts. In general, then, the firm's life 

cycle pa1~llels the life cycle of the product. If a region's firms have the 

same age - which may be accidental, or probable in the case of single-industry 

regions (se~ ch. 5), the typical problems of old industrial areas will arise. 

It then becomes more useful to explain how certain regions avoid the problems 

of old industrial areas than to explain the stagnation in other regions. 

The rest of this essay will try to demonstrate that the tvo theorems need 

not exclude each other, and to formulate the conditions for indigenous 

development and blockage. 

3. A probabilistic extension of the product cycl£ theory 

The theory of the product cycle and its regional implication seem to 

provide an excellent framework to organize research~ there are, however, many 

points to be investigated b2fore it can be accepted as a convincing theory. 

The first weak point of this model is the birth of the proauct~ how does it 

come into existence? Who creates it under which circumstances? That creation 

is intimately connected with the availability and quality of information, 

which favours urban lgglomerations, is correct. But it is no theoretical 

explanation, only a starting point. Much additional theoretical and ~npirical 

evidence has been collected in the last years in discussions on the 

organization of the firm, the conditions for successful innovation and the 

causes of differential rates of economic growth which needs to oe integrated. 
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There is a second &roint which needs further investigation~ How are 

products ''handed over" from one region to another? There are theoretically no 

problems if only multiregional (multinational) corporations with several 

plants in different regions are considered. If a firm in an urban 

agglomeration builds new plants in a number of other areas, and the product 

reaches the next phase of its cycle, there may be some. But if this were the 

only transmission mechanism stimulating regional potential, peripheral regions 

could never catch up, not even in theory. A more enlightening but more 

complicated analysis of the process cf ''handing over" products to less 

developed regions would probably focus on production to order, licences and 

imitation. Germany did not ·~.and over" cameras to Japan, nor did Silicon 

Valley ''hand over" calculators to Southeast Asia. The latter producers 

imitated at first, and the imitations were of lower quality and much cheaper. 

They were in a way new products, to be sold to a different group of customers. 

Then the industry learned, and improved quality until it produced top-quality 

products and lost (''handed over") the cheaper brands. 

In short, regional development involves the further development of a 

transferred product. This is not possible without the presence of a 

well-informed entrepreneur. The ''birth of a half-new product"-approach seems 

theoretically more rewarding than the ''hand over"-approach. As we concentrate 

on the regional (dis)ability to create new products here, we shall drop the 

second approach. 

What are the conditions which favour the emergence of new products? For a 

long time, economic theory apparently assumed that the origin of new goods is 

stochastic~ invention as well as innovation are due to the random intuitions 

of outstanding geniuses. SchlDllpeter was the first to use an economic approach 

and to emphasize that innovations are likely under conditions of "equilibrilDll" 

(SchlDllpeter 1939). Equilibrium for Schumpeter is a situation in which 

relative prices do not change so much that it is impossible for an 

entrepreneur to calculate the gains from marketing a new product (Tichy 1983; 

p. 24 ff,). Theoretical reasoning and empirical evidence have since confirmed 

Schumpeter's theory (Schmookler 1966). Schumpeter did not thoroughly 

investigate the question of who innovates, but he was convinced that this 

involved new entrepreneurs and new firms (Schwnpeter 1911, p.341). His age, 

however, witnessed t~e rise of rhe giant corporation, which endogenized not 
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only innovation but also invention (Schumpeter, 1939). Perfect competition 

made way for workable competition (Clark 1961; Kantzenback 1966), large 

oligopolies sharing the market. Only these giants were considered large enough 

for efficient R + D. 

Further research, however, has called into question the notion that large 

oligopolies are a necessary and sufficient precondition for R + D. lhder a 

wide range of conditions, smaller firms may develop new products faster, while 

it may be rational for large firms to choose the strategy of being ~he fast 

second {Kaufer 1980, p. 160 ff., 171 ff). Small firms are under pressure to 

market any new product iumediately while it may be rational for large firms to 

keep back the new product as long as· the machines producing its predecessor 

work adequately (Aiginger/Tichy 1982, p. 86 ff.). 

Large firms may also be organized in a way that makes it more difficult 

for them to coubine the ideas a new product is based upon {Casson 1982; 

Heiner 1983). Given these uncertainties and the new theoretical model of 

"contestable markets" (Baumol/Panzer/Willig 1982) (which jointly determine 

market structure and allocatively optimal prices, given free entry and free 

exit to markets), the number of firms in a market has lost its importance as 

an indicator of market structure; removal of barriers to entry has risen as 

the new goal of policies to enforce competition. 

What we have learned is that the answer to the question of who finds and 

introduces new products is much more complicated than the simple dichotomy 

old/young or large/small firms. Nor should one forget the old theories' 

emphasis on stochastic elements. So it would be the task of a comprehensive 

theory to work out the conditions under which the creation of a new product is 

more or less likely. Such a probabilistic theory would probably have to 

contain four groups of arguments~ 

a) It has to start with Casson's observation that the entrepreneur has to 

create markets and to coordinate production under conditions which are 

uncertain. In both cases the entrepreneur collects information from very 

different sources and evaluates and uses it in an unconventional way 

(Casson 1982, especially chapters 2 and 9). This last condition is very 

important, as otherwise other persons could create the same goods and 
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markets, and so eliminate any entrepreneurial gains right from the 

beginning. wt>ich circumstances increase the probability that useful 

information does come together? 

A young person more likely collects information from very different 

sources than an old one, an unconventional person more likely than a 

desk-slave, and a perSOil disposing over much idle time more likely 

than somebody with an overloaded time-schedule. 

An interplay of information from very different sources is more likely 

if persons with a different background contact each other, e.g. in~ 

a young firm which has not yet established a hierarchical 
organization·, 

a fast-growing firm which attracts new personnel; 

a firm which rotates its ma 
buys new ideas from consult. 
ideas; 

·anent, changes its organization, or 
and is able to implement these new 

a firm in the first ~ ,. of the product cycle where very different 
types of people have to conoerate to solve problems and which may 
have to attract still o· rouble-shooters to deal with newly 
evolving problems; 

a firm with an opti111G organized information system. 

There is, in short, a likelihood that new products will originate from 

young firms or firms whicl . .nanage to attract and process very different 

kinds of information. 

b) The second group of conditions may well prevail '' a firm which already 

develops and/or produces a product in the first stage of the product 

cycle. Setter chances for information interplay from unconventional 

sources already exist under those conditions; in addition several other 

avenues are opened that may lea~ to new products~ 

The same idea may be adapted to a new market and so create a new 

product; 

A different product may be produced with the same innovative process; 

The product or the process can be further developed or varied and so 

create an additional new product; 
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nte creation and development of a new market may induce a process 

which feeds upon itself and ~re«te demand for a new, similar ~roduct 

which may be best supplied by the same firm; 

A firm is more likely to develop a new product if it has habit of 

doing so. This will be the case in young firms or in firms producing 

goods with a short life cycle, which continuously forces them to 
l/ create new products.- Once lost, it is hard to regain this creative 

. l 2/ potentia .-

To sum up, under certain circumstances the creation of new products may 

become a process which feeds upon itself. 

c) A third group of conditions may work in two directions~ Changes in the 

environment may accelerate the creation of new products if the firms 

accept them as a challenge, if change makes them more receptive for new 

ideas and increases their mobility. But if this change is taken as a 

threat, if it creates uncertainty considered insurmountable by the firms 

and persons concerne~/, the creative potential ot change ts lost. 

Heiner has analysed this situation as a C - D gap, a gap between the 

agent's competence and the seriousness-of the problem to be solved 

(Heiner 1983, p. 562) • Firms may react to problea.s which appear to be 

insurmountable by retreating - reducing decentralization, reducing 

mid-level management's leeway, strictly limiting risks. Thus, flexibility 

decreases at a time when more flexibility is needed. 

In other words, changes in the business environment tend to be conducive 

to innovative behaviour as long as no C - D gap is created in existing 

firms. 

E.g., toys and leisure goods (magic cubes, skate boards, etc.) or fashion 
goods. 

This has happened in the car industry (Volkswagen, BMW); both cases, 
however, demonstrate that government subsidies and reorganization can 
help renew a firm's creative potential. 

"We think of organizations as being typically much better at the tasks of 
self-maintenance in a cona:ant environment than they are at a•major 
change, and much better in changing in the direction of 'more of the 
same• than in any other kind of change". (Nelson/Winter 1982, p.9 f.) 
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d) A fourth group of arguments relates to the origin of new products. A 

product serving a new need will usually be created by a new industry 

rather than by exi:ting industries. If the product is based on a new 

technology, the industry controlling that new technology will introduce 

the product rather than industries serving similar needs with established 

technologies~ pocket calculators and electronic watches were not 

introduced by manufacturers of calculating machines and watches, but by 

the microchip industry. Paper handkerchiefs were introduced by the paper 

and not by the textile industry, electric razors by the electrical 

engineering and not by the steel blade industry. ~ailway material, 

automobiles and mimeographers were all produced by newly-created firms. 

'nle fourth argument therefore is that new products originate with great 

likelihood in firms which control rele•rant pro6uction processes and not 

in those which served the relevant needs before. In terms of the product 

cycle they are new firms. 

4. Elements of a probabilistic theory of the firm-cycle 

If one accepts this modification of the theory of the product cycle and 

the introduction of stochastic elements, one can tormulate a probabilistic 

theory of a firm cycle~ n~c only products grow old, but there is a likelihood 

- not a necessity - that firms gr~w old as well. 

If a firm develops and produces one product only, its life cycle will -

at best - be identical to that of the product. It may be shorter and fascer if 

the regional factors mentioned in Chapter 1 intervene~ product and process 

standardization leading to the l'CJe of umikilled labcur may force the firm to 

move to a low-income country or even cause its demise before the product cycle 

;1as come to an end. The firm's life cycle is longer than th .. : of the product 

if the firm is successful in developing new products. Again, this is more 

likely when the firm is young. So it will probably ~row fast at first, but as 

the power to develop new products declines, ~o will the firm. Eventually (at 

the latest when its last product is pushed otf the ·aarket), the firm will be 
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dissolved as its creativity disappears. In Chapter 3 we surveyed the factors 

which are conduciv~ to creativity in a firm. They might collectively be called 

the ''new-product multiplier", as they normally reinforce each other~ 

young firms normally sell new products in an expanding market; 

expanding production should lead to expanded employment, which 

should bring new ideas into the firm; 

expandiI.g employment implies organizational change; managers will 

rotate and see their firms from different positions; 

the development process of a new product and its producti~n methods 

mEy start feeding on itself aad create additional new products, 

by-product~ and new production processes; 

developing a new product means discussing problems with a variety of 

people and era.r-.:..oying sever a 1 types of problem-solvers. This may lead 

to the creation of other products; 

in a growing market new ways may be found to use a product, or a 

demand may grow for related products; 

i~ a new market involving several new firms, cross-fertilization 

(synergy) may take place. 

If the firms are profit maximizers or at least profit-oriented, if they 

try to maximize the likelihood to survive and know that the product cycle 

exists, they are continually under pressure to search for new products.!! 

But even so, and even if they spend an increasing amount of money for this 

purpose, the likelihood that they find a successful new product decreases with 

their age. The multiplier decreases as organizational slack develops with 

increasing firm size, declining growth rates push .down the rate at which new 

persons with new ideas entering the firm, markets become satiated and the 

possibilities of product variations become exhausted. New products of other 

firms will begin to threaten the firm's market share. The firm will behave 

more and more conservatively; "••• a study of the determinants of firm 

spending on research and development formed the empirical arena in which it 

first became apparent that uuch of the firm behaviour could be l!JOre readily 

understood as a reflection of general habits and strategic orientation coming 

This search does not necessarily imply high a + D expenditure. Firms may 
lengthen ~heir life by buying firms which have developed new products, by 
buying licences or innovative personnel, by marketing and so on. 
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• 

from the firm's past than as a result of a detailed survey of the remote twigs 

of the decision tree extending into the future." (Nelson/Winter 1982, p. VII 

f.). 

Generally speaki~g. therefore, a firm is less likely to come up with new 

products in the long run. Yet it may be successful by chance, after a 

reorganization, or if it employs consultants with unusual ideas. And the new 

products which result may start the product multiplier process all over again, 

protracting the firm's life. 

The development of firms has been described as a Markov process~ in any 

period it depends on the development "in the previous period plus a stochastic 

factor (Nelson/Winter 1982, p. 19 f.). The theory of the firm cycle proposed 

here would add a systematic component~ the development of a firm in any period 

depends on its development in the prev:i.ous period plus a growth factor (new 

products) which is probabilistic in nature, much more likely to be found in 

young firms than in aging ones. 

On the other hand, firms do not necess.uily live hnger than their 

products. Manager's incompetence, lack of financial means, superior 

performance by cocpetitors, inability tc relocate when the product cycle stage 

demands it and other factors may shcrten their lives. Most new firms exist for 

less than five years. 

5. Elements of a ?robabilistic theo~y of the regional life cycle 

Although a firm's life will end, it may last many product cycles. The 

arguments brought forward so far can be extend~d t~ the region. A region may 

have a distinct life cycle if its firms have the same age and the same life 

cycle, and if the region is unable to attract new fi1"1111J (which does not seem 

likely in regions with a one-sidzd industrial structure). 

Most regions have several industries, a variety of resources and a large 

number of firms. Even if those have been founded at the same time, it is very 

likely that they have d~veloped differently. As long as there exist different 

firmt1 in different stages ,,f their life cycle producing different goods, the 
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information basis of the region is appropriate for the development of new 

products. Firms may cross-fertilize each other, depending on the strength of 

input-output relations (forward and backward linkages) between the firms, the 

mobility of employers and managers between firms and between regions and the 

rate of foundation of new firms within the region. With a diversified 

information basis and a produce range in the appropriate cycle stage, the 

region is attractive for new firms. Input or information suppliers may decide 

to move in or to establish a branch; sons of entrepreneurs and research or 

marketing personnel of firms in the region may decide to start their own 

business. 

So another cumulative process exists, the new-firm multiplier~ regions 

with firms in the early (Hirt of their cycle attract new firms which bring down 

the average firm age even m~~e. As the life cycles of the firms start at 

different points of time, the demise of a firm will probably be compensated by 

the pr~sence of "younger" firms. Regions to which these characteristics apply 

have n:, ,:.,vious life cycle, they may flourish "forever". 

The conditions described above appear to exist in most regions at least to 

some degree, and this is consistent with observed facts~ most regions do not 

appear to be either old or young. Some areas, however, have declined, they did 

age. How did ch is happen? 

'nle growth of quite a few industrial areas was controlled by a single 

industry. The availability of iron and coal in a region often resulted in a 

regional structure dominated by the steel industry, the availability of tar 

led to domination by the chemical industry, the textile industry was 

characteristic for regions with a humid climate, a wool supply and cheap 

female labour. Even lack of resources may induce a one-sided 

industrialization~ in some regions it stimulated the uncontested rise of the 

precision tools and instruments industry. 

Single industries tend to dominate areas outside the large agglomerations. 

Skills are not so much passed on by a broad spectrum of vocational or 

on-the-job training, but from father to son and mother to daughter; the labour 

market thererore is homogeneous, specialized. In a sense, centering on a 

certain type of product facilitates input supply and marketing. But the 
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h1J1DOgeneity decreases the likelihood that new industries are founded or 

immigrate or that new products are developed. As firms in these areas reach 

the end of their life cycle, a concentration process sets in, which is 

accelerated as firms apply ~conomies of scale, either because of process 

innovations (the only type of innovation likely to be familiar here) or to 

compensate for increasing costs as production stagnates. With increased firm 

size, the total number of entrepreneurs will sink, and this again diminishes 

the innovation-stimulating contacts between entrepreneurs. At the same time, 

the organization of the firm bec01111es more inflexible. 

The increasing inflexibility of firms sets into motion another mechanisa~ 

shocks which could have proved stimulating under normal conditions overstrain 

the adjustment potential of the firm (see point c, Chapter 3). Some firms 

close down, other mer6e, the regional industry as a whole becomes a sick one, 

without financial reser 'g• new ideas or a defensive strategy. No region has 

an unlimited growth po~~utial. But in these cases there is a probability that 

demand for a region's product disappears and that its industry is completely 

shifted to low-income areas. Regional senility has then set in. 

To sum up, it is likely that a single product experiences a product cycle. 

It is more unlikely that a firm experiences a firm cycle, and a regional life 

cycle is even less likely. Yet, examples of regions which appear to be in one 

th f 1. f 1 . l/ . 11 . h. h stage or ano er o a i e eye e exist- , especia y regions w ic 

concentrate on a very limited number of products or industries. Silicon Valley 

may be given as an example of d young industrial area of the specialized type, 

the old industrial areas enumerated above as its old counterpart. Several 

regions in Southern Germany and Switzerland with a high concentration of 

precision tools and instrument industries may be just on the brink of aging, 

and it could happen, two or three decades from now, that Silicon Valley will 

be an old intJustrial area as the Pit ts burgh area or the Old South in the U.S. 

already are. 

11 SteinP.r (1982) u~ed factor analysis in an attem?t to work out the several 
stageB of development o~ Austrian r~giQns. 
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6. Interacting conditions provoking indi&enous blockage 

The dominant position of a single industry in a region interacts with 

several other factors to increase the likelihood of regional decline. Some of 

these have been touched upon before; here we treat them more systematically. 

Preponderance of large single-product firms 

Large firms engaged in the production of a single vroduct, or using a 

single production process, normally have a strictly hierarch~~. 

bureaucratic organization; there is little scope for innovative behaviour. 

As these firms usually have internalized almost all transactions and 

tasks, the regional environment is unfavourable for new, small firms. 

Additionally, the highly specialized nature of the working population, the 

high average wage level and the low productivity per worker, partly 

resulting from trade union resi~tance to labour-saving techniques in old 

industrial areas, make the region unattractive. 

The few large firms are often owned by a few families. Entrepreneurship is 

passed on only to the fev potential leaders of firms emerging from these 

- families!/. The typical fcunde:.: of the modern small firm, a university 

graduate who has worked in a high-tech enterprise before starting a 

spin-off v~ntuce, will be found working in the major urban areas rather 

than in an old industrial area. The regional entrepreneurial potential 

therefore is limited. 

Habit per s is tence 

Reaearch by Simon (1959), Cyert/March (1~63) and Winter (1979) has shown 

that firm behaviour is often inflexible, based on the past rather than on 

the demands of the future. Chandler (Chandler 1967; Chandler 1977) 

emphasizes the variety of individual firm strategies. Firms have 

different interpretations oi economir. ~pportunities and constraints, and 

the gains of specific strategies are different for each firm. The 

!/ See for instanc~~ Roberts 1968, Cooper 1970, Roberts-~~iner 1971, 
Th~aites 1978, WettlllHn-C.iciott.i 198~. 
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capabiiities of firms are embedded in their organizational structure, and only 

a change in organization will allow adaptation of firm strategies. If a 

region's firms are similarly organized, cross-fertilization within the region 

is unlikely, and organizational change, which according to these authors is 

difficult anyw~y. becomes even more unlikely. 

Olson coalitions 

According to Olson (Olson 1982, Ch.3), economies and societies which are 

stable over a long period of time are likely to become fettered by a 

network of collusive, cartelistic and lobbying organizations which make 

the economy less dynamic and less efficient. Members of small and 

homogenous groups gain disproportionate organ~ational power for 

collective action, and these gr~ups tend to be distributional coalitions. 

Such coalitions slow down the process of decision-making, slow down a 

society's adaptability (e.g. to new technologies), slow down growth and 
. h l . f l . l/ increase t e comp ex1ty o regu at1on.- • 

Excessive C - D gap (Heiner 1983) 

When the environment changes, firms have to change. The speed at which 

firms change depends on (a) human characteristics; (b) the horizon of 

practical experience, which itself depends on the frequency of change; 

(c) the size of the change; and (d) the availability of alternatives, the 

knowledge of the actions others choose under similar circumstances. If 

(b) is limited, (c) large, and (d) small, which is frequently the case in 

areas in the later stages of their life cycl~. the C - D gap will be very 

wide and the region will probably decline. 

Olson implicitly formulates a theory of the regional cycle very similar 
to, but more monocausal than the one developed here~ the longer a region 
exists in g more or less stable environment, the more organizational 
mobility and decision-making will slow down. Slower growth increases the 
likelihood of distributional coalitions which slow down growth even more. 
New growth is only possible if furce majeure destroys the coalitions. 
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Tichy interpretation of the Verdoorn-ICaldor Law 

The Verdoorn - Kaldor Law (Verdoorn 1980 and Thirlwall 1980, ICaldor 1966, 

1967~ and Thirlwall 1983) says that there is a strong positive correlation 

between the rate of productivity growth and the growth of (manufacturing) 

output. It is both Verdoorn's and ICaldor's opinion that this relation is 

partly a result of economies of scale due to technical factors and 

learning, p~rtly the result of the movements of workers from 

low-productivity to high-productivity sectors of the economy. Tichy (Tichy 

1981~ p.22) has given additional explanation, matching the theory ~f the 

product cycle~ when demand for products (of a region, in this respect) 

increase3 faster than productivity, the labour market gets increasingly 

under pressure, because demand for labour is higher than supply. Labour 

unions and entrepreneurs are equally interested in labour-saving 

investment which increases productivity and provides the means for wage 

increases. 

If the demand for the product of the region slows down and falls below 

productivity increase, labour unions fearing unemployment lose their 

interest in productivity increase. They try to prevent labour-saving 

investment, and management, fearing labour disputes, may give in. 

Productivity increase slows down, and if it slows down more than in the 

more prosperous regions, the region's competitiveness decline:. Now a 

vicious circle starts~ decreasing competitiveness - decreasing sales -

decreasing production - labour-hoarding practices - decreasing 

productivity, further loss of competitiveness and so on. 

Heuss climate 

The last factor is a psychological one, emphasized by Heuss (Heuss 1980, 

p. 687) in his description of destructive competition in the late stages 

of the product cycle. According to him, by the late stage of the product 

cycle competing entrepreneurs have had so many collective experiences that 

they adapt to each other in their thinking and acting. ~en stagnation and 

falling demand set in, they are unable to break away from their collective 

experience~ a psychological barrier to exit e~ists. Their only answec is 

to try and retain market shares by lowering prices until all, in the long 
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run, are ruined. This catches exactly the economic climate in the last 

stage of a regional cycle. Government support for ailing industries will 

only perpetuate this situation - the only solution for industries and 

regions is to adapt to structural change. 

7. Conclusion 

Is indigenous blockage a pathological development or is it ~he senility 

stage of a life cycle which every region neces~arily reaches sooner or later? 

Both the most advanced theoretical explanations and regional policy makers 

apparently assume the first. This paper has tried to show that the regional 

life cycle will be especially distinct in regions with a one-sided industrial 

structure. If the theory sketched out here proves ·right, it would be wise for 

regional policy to intervene in a much earlier stage of the life cycle of a 

region~ it must try to improve information and to diversify industrial 

structure already at a time when regional concentration on a few branches is 

generally considered growth-stimuiating. Regional policy should e.g. try to 

prevent a further expansion of the electronic industry in Silicon Valley, or 

better still reduce its dominance and promote the establishment of other 

industries. If regional policy waits until a region has declined to the level 

of an old industrial area, it is very difficult and costly to bring the area 

to life again. 
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After more than a generation of relative labour peace cemented by an 

implicit social contract between corporate management and organized 

labour, a large contingent of the private sector has initiated a 

concerted cam;>aign against the trade union movement and against local and 

regional goverRDents that have fostered greater social welfare spending 

and enforced business regulation. This is not merely a managerial ploy 

to regain lost status or prestige, but in many ways a major effort to 

reconstitute the conditions for profitable investment after nearly a 

decade of moribund economic performance. The strategies being used to 

"discipline" labour and government are already redefining the economic 

landscape. 

The resurgence of "class warfare" in the U.S. and parts of Europe is 

largely a result of the loss of global dominance of capital based in 

these countries which ~educed its ability to generate its accustomed 

profit. Despite the increasing centralization of capital - as measured 

by conventional domestic concentration ratios - there is a clearly 

defined trend toward unrestrained competition among individual firms, 

including the very largest. A high level of global overcapacity in such 

key industries as steel, automobiles, tires, and machine tools 

contributes to this increase in economic rivalry. In the course of 

events, some of the most powerful U1Jltinational enterprises (e.g. 

Chrysler, Rolls-Royce) have found themselves facing extinction. 

The secular decline in profit rates in the United States and the 

United Kingdom is perhaps an even stronger indi~ation of the growing 

degree of economic rivalry, particularly among firms that Operate in the 

world market. According to research by Holland and Hyers, for example, 

the real rate of return for all non-financial corporations in the United 

States fell from 15.5 per cent in the period 1963~6 to 12.7 per cent 

during 196/-70. In the following decade, the profit squeeze continued. 

The rate fell to 10.1 per cent in 1970-74 and finally to only 9.7 per 

cent for the period through 1978 (Holland and Myers, 1980). In the 

U.S., profits fell even further through the recession years in 1980 and 

then again in 1981-82. 
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The tall off in profitability was especially notable in America's key 

industries. Using Internal Revenue Service data on corporate earnings, we 

have calculated the average rate of return on total assets for the periods of 

1963-66 and 1969-75. These pre-tax profit rates are shown in Table 1. those 

sectors that have sutterec! troa imports the most - radio and television 

equipment (consumer electronics) and motor vehicles - show the greatest loss. 

In both cases industry-wide profitability fell by nearly two-thirds. The 

average slump across all twelve manufacturing industri~s cited in Table l 

exceeded 46 per cent. 

In many of these industries, the decline in profitability reached a point 

in the late 1970s where it threatened the entire investment process. This 

forced corporate management to reorient its strategy toward labour and the 

state. 

Table 1. Net pre-tax profit rates in selected-manufacturing industries 

1963-75 (in per cent) 

Industry 1961~ 1969-7; Pcrcmtacc Clwlcc 

Rubber products 91 61 -162 

CWs products 120 79 -112 

Steel industry 7l H -194 

Fabncatcd mrtal products 80 64 -204 

IUdoo. teb-mon equipment 12.2 l8 -692 

!\.bch1rw products IJ9 91 -H .. 

Farm machinery 84 .. -SI 4 

'.\.bch1rw tools 129 61 -Sl I 

Elcctnal equipment (havyl nz ii -491 

~UI' ,-cf11c:lcs and parb 16 l 67 -646 

Sh1pbu11d1nc 58 ll -470 

Railroad equipment 7.8 l4 -S69 

Awncc for the twdvc industncs -461 

From the middle of t; l930s to the 1970s, organized labour in the U.S. -

as well as in other industrialized nations - won major concessions on a broad 

set of issues that ultimately limited management's flexibility in its use of 

labour. In the U.S. the union movement gained its most impressive victories 

in the northeast (the old New England states where the textile, shoe, and 

app: ·el industries dominated the manufacturing sector plus the states of New 

York, Pennsylvania and New Jersey where a range of industries from apparel to 

steel underwrote the economy) and in the industrial midwest, home of the auto, 

tire and agricultural implement industries. 
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A small indication of management•s loss of flexibility is found in 

the sheer size of contract documents negotiat~d between unions and 

management. The initial agreement be·ween the American auto workers 

union (UAW) and the General Motors Corporation was spelled out on a 

sin~le page when it was signed in 1937. The contract contained one 

provision, the reccgnition of the UAW as scle bargaining a,.ent for GM•s 

hourly-paid wor~ers. By 1982, the UAW-GM contrac~. with its extensive 

array of provisions coverinR each production unit, literally ran into 

thousands ol ~ges. In exacting detail, the contract specifies 

everythin~ from wage scales and a cornucopia of tringe benefitd to limits 

on subcontracting, the pacing of each niachine and assembly line, and the 

rules governing the introduction of new technology. Each of these rules 

and regulations was put in place by labour with the explicit purpose of 

limiting the discretion of management. tfith the important - indeed 

absolutely critical - exception (at least in the U.S.) of limiting the 

right of corporate management to reduce the aggregate size of its labour 

force, these incursions of organized labour we1e high~y successful. In 

those regions of the country where labour was strong, wages grew 

steadily, job benefits expanded, and management was forced to share some 

of its decision-making authority with workers• representatives. 

Moreover, exercising their influence in local, state and federal 

governments, organized labour and other progressive groups won important 

concessions from capital through regulatory legislati~~. Minimum wages, 

fair labour standards, occupational health and safety provisions, equal 

employment opportunity, extended unemployment benefits, and improveaents 

in workers' compensation (disability payments) comprise only a partial 

list of the gains made during this period. In Europe, workers were even 

more succe~sful in using this political route to obtain income and job 

security improvements. Taken together, these victories limited capital's 

ability to generate the high prof it rates of an earlier era. 

During the heyday of the "American Challenge'". roughly 1941-1971 

(ending symbolically with the U.S. being forced to abandon the gold 

standard), capital was able to reap healthy profits while it could afford 

these concessions to organized la~~ur. But then European and Japanese 

competition forced American managers to find fresh ~iys to circumvent 
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union rules and to undercut local, regional, and national regulations. 

The economic expansion of the Newly Industrialized Countries (NICs) led 

by Taiwan, the Republic of t<orea 1 brazil, and ~exico added to the 

competitive pressure not only on .American producers, but increasingly on 

European ones as well. Ry 1982, the so-called NIC "gang of four" was 

exporting to the U.S. alrost as much as Japan, and Brazil was producing 

more ste~l than &ritain (U.S. Statistical Abstract, 1982, Table 1488 and 

CIA, 1982). 

Heightened competition in the world market was manifest, at least in 

the U.S., in a substantial swelling in the import shares of many key 

manufacturing industries. In automobiles, steel, consumer electronics 

and footwear, to name but a few, foreign producers sharply increased 

their share of the U.S. market (see Table 2). 

Table 2. Import share of leading U.S. industries 

Pe1'e•I of M.ut 

1960 1979 

Automobiles 4.1 IMI 21.0% 

Steel 4.2 14.0 

Apparel 1.8 10.0 

Elccuical Components 0.5 20.l 

Farm Machinery 7.2 15.3 

Industrial Inorganic Chemials 2.0 19.0 

Consumer Becuonics 5.6 50.6 

Footwear 2.3 31.3 

Metal-cutting Machine Tools H 26.4 

Food Processing Equipment 3.0 18.7 

Metal-forming Machine Tools 3.2 24.6 

T cxtik Machinery 6.6 45.5 

Calculating & Adding Machines 5.0 43.1 

Soun:c: 1'h< Rc1ndu.suial11alion of Amnica.- B•snuss Fu.i. Special '-c.Junc JO. 19IO. ltpnar. 
p 8 

As a result, in one major industry after another - steel, 

automobiles, rubber, etc. - labour-management negotiations have taken a 

dramatic turn~ the corporations now make demands on labour, not the 

other way around. These demands go beyond wage concessions~ they involve 

concessions on the introduction of new technologies, work pacing and 

regulations guarding worker health and safety. 
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Imployers have always changed their labour market strategies to meet 

labour's chaliengE to profitability. The movemer.t from entrepreneurial 

to technical to bureaucratic contr.ol documented by Edwards, or 

alternatively the use of welfare capitalism, Taylorism, Fordism, and 

Quality Circle&, reflect managea~nt's efforts to extract work from the 

labour force (Edwards, 1979). The problem from management's perspective 

is that higher levels of control often entail a loss of flexibility in 

dealing with labour. ~reaucratic control, particularly when it is 

institutionalized within the ccatext of organized labour, transforms the 

employer's wage bill from a variable to a (quasi-)fixed CQSt. This 

rigidity - not only in the ~age bill narrowly defined, but more 

importantly in the control aspects of the labour process - has pose~ a 

serious threat to corporations struglling to survive in the global market 

place. 

The obvious response cf capital, and indeed the goal now being 

pursued by corporate manager.ient, is to make labour a variable cost 

component of production once again. To accomplish this requires that 

management disarm organized labour of its standard weapons~ the 

grievance process, various work act.ions, and work stoppages. 

"'1at makes the disarming process possible is the enormous increase 

in the ability 1f corporate managers to physically relocate production; 

that is, to move the locus of produciton or disperse it, and to 

inexpensively co-ordinate spatially dispersed production from a central 

headquarters. Put simply, capital mobility has become the most powerful 

mechanism available to employers to reinstitute flexibility in the labour 

process. It is the mechanism to transform fixed'costa into variable 

coats - to extract significant wage and non-wage concessions from 

labour. Furthermore, capital mobility has become the primary weapon used 

to reverse the regulatory gains won by labour and others frc.m local, 

regional and national governments. 
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The capital mobility option is now available to corporate management 

by reason of the permissive technological environaent provided by the 

transportation and c011munications revolution of the past decade and a 

half. Satellite-linked telex comaunications and wide-body jet cargo 

aircraft provide an enviroiment that, for all practical purposes, allows 

production to becoae spatially free. This aspect of the 11aut011ation 

revolution" has even aore profound iaplications for capital/labour 

relations than the introduction of ccap:.:ter-controlled tools and 

versatile factory robots. Satellite comaunications permit central 

aa-1geaent to oversee worldwide operations at close to the speed of litdlt 

while wiee-bodied cargo aircraft permit the aove.ent of physical 

coamodities at near the velocity of sound. Moreover, this technological 

revolution prcaises even faster and cheaper modes of C011111unication and 

transportation in the future. McDonnell-Douglas, e.g. has on its drawing 

boards a long distance jet freighter for the 1990s capable of fiying a 

mi 11 ion pound pay load (or 1,400 passen~ers ) • 

There are three components to the new management strategy: (a) the 

permissive technological environment that permits dispersed production 

(b) the centralization of capital which provides the financial resources 

for taking advantage of the technology's ::apability, and (c) the 

intensified international competition that provides the imperative for 

capital to adopt the new technology and the managerial strategy that ic 

permits. The technology is clearly not exogenous. The telex and the jet 

freighter were explicitly built to provide worldwide communication and 

transportation for the purpose of commerce. 8ut once the technology is 

developed, its use becomes imperative for corporate survival - at least 

within the traditional profit-centered environment. 

Data on the actual extent of capital mobility in the U.S. - on 

disinvestment and investment - has been compiled for the period 1969 to 

1976 and for the more recent 1978-~~ period. 8luestone and Harrison 

{1982) have demonstrat~d that over 22 million jobs were lost throughout 

the U.S. as the consequence of factories, stores, and offices closing 
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down operations between 1969 and 1978. By 1976. shutdowns and establishaent 

outaigrations (across states or out of the country) had destroyed 39 per 

cent of the jobs that existed in 1969. Using a similar data file Harris and 

her collea~ues at the Brook.inRS Institution have constructed estiaates of 

large manufacturing plant closures between 1978 and 1982 (Harris. 1983). An 

average of 900.000 jobs were lost to closure each year in aanufacturinR 

coapanies with 100 or 11<>r~ eaploye-·s - 11<>re in the recession years after 

1980. fewer in the prior period. but substantial in every !'ear. The 

distribution of job gains and losses reflect the strong tendency for 

aanufacturinR (within the U.S.) to aove away froa the traditional New 

England• Mid-Atlar.tic, and F.ast North Central reRions (see Fi~. 1) where 

unions are stronger and state governaents tend to provide aore worker 

benefits and corporate re~ulations. 

FIG. l: REGIONS /..ND DIVISIONS Of THE UNITED STATES 



------------------------------~--~-~------

- 111 --

Table 3. created fro. data supplied by Harris, indicates tl:at 

nationwide jobs that were created thr~ugh new business formations plus 

net expansions by existing 11anufacturing establishaents exceeded job 

losses as a result of plant closings by two per cent between 1978 and 

1982. 8ut the distribution was hi~hly uneven. In the East North Central 

states of MichiRan, <llio, ~iaconsin, Illinois, and Indiana, only 62 new 

jobs were created for every 100 lost. In contrast there were 168 nev 

jobs in the boo.intt West South Central states of Texas, Louisiana, 

Arkansas, and <X:lahoma for every 100 jobs lost. The Western Mountain 

states and those in the Pacific region (including California) also tad 

hi~ly favourable ratios. 

Table 3. 
jobs 

Maaufacturio5 job losses through closure, and the .anufacturing 
created through new business formations plus net expansions 

by existin§ businesses, by region~ 1978-1982 

197'1 - 1980 1980 - 19112 19711 - 19112 

jab jab 9al• job jab 
9ai .. 

jab jab 9ai• 
to to to 

lOSMS 9al• • .,._ los- 9.U. 
... _ los._ 9ai• ... ._ 

ll.S. total 1,5118.1 2,9J8.o 1.11s 2.96!.l 1,687.11 .S7 4,S49.2 4,62S.8 1.02 

... E199land ll2.0 208.6 1.se 21S.S 112.1 .S2 147.S 120.7 .92 

"ld-Au-uc 29S.7 4211.11 l.4S 48).8 251.6 .52 779.5 680.4 .87 

!:. llortll CenUd 159.5 478.1 l.ll 640.4 140.9 .22 999.9 619.0 .62 

If. llortll CenU al 112.2 llJl.7 2.21 166.9 95.1 .57 249.l 276.8 1.11 

South AUMtlC 224.9 4115.11 2.16 474.9 127.7 .69 699.8 llll.5 1.16 

!:. South Centr•l 91.4 167.l 1.8l 126.9 72.6 .12 lH.l 2)9.9 .75 

If. South Central 121.5 l6l.1 2.94 249.l 261.6 1.05 172.6 624.7 1.68 

-nUln 19.2 118.0 l.Ol 92.6 81.5 ... lll.8 191.5 1.51 

l•clf lc 219.6 501.2 2.10 411.0 151.5 .116 650.6 8S6.1 1.J2 
I 

•nurc•• candn Rarrl•, •p1a.,t Clo.11111• Md the 11-sil~ of llmlufactur1119 .Jab9• 1978-19112•, 
The lrookl"9• lnmtltutlon, ...,.,llllber 1983, cited with peni1Hlon. Only fll99 •ltll 
100 or 9IOl'e ...,loyft• •t the beqinnl119 of eacll period are Included. ll•tlo of job 
q•in• thrOU'Jh ,,.. bu•hwH f-tion• 1 lu• net ...-ion• to job loa•n throuqh 
plant cla.un• 19 the •r-sil•c-nt rauo• referred to In the t .. t. 
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On an estab:ishaent basis, &luestone and Harrison found that nearly 

JO per cent of all establishments in 1969 had closed down or moved by 

1976. There is good reason co believe that the greater proportion closed 

down in order to aove capital into a new region (domescically or 

inte1nationally), or in some cases to move into a differP.nt branch of the 

economy. For example, C.S. Steel, the largest s~eel company in America, 

announced the closing of 14 mills in a single day in 1979. It followed 

this aove hy spending over $6 billion of depreciation reserves, tax 

write-ofis, and loans to P.~qui~e Marathon Oil, a uaajor petroleum firm. 

the most centralized forms of capital - the conglomerates - were 

responsible for a disproportionate amount of capital mobility. This 

mobility of both physical, and muc~ mo=e quantitatively significant, 

finance capital, has put labour at a distinct disadvantage relative to 

eaployers and has placed it in an extraordinarily vulnerable position. 

Moreover, those regions of the country where labour traditionally has 

been strong and where local and state governments have provided ~reater 

worker benefits and imposed more corporate regulation are now at a 

substantial disadvantage .n maintaining and expanding their capital 

base. The ,,,usiness climate" of a region has become the catchword in 

corporate boardrooms. 

Beside the outright physical relocation of existin2 facilities, 

corporate management has resorted to an astounding range of strategies 

that have the common property of destabilizi~g iabour (i.e. increasing 

the employer's flexibility in the labour market) and of threatening 

community viability. One of these involves parallel production where a 

firm b~ilds and operates duplicate production facilities, usually in one 

or more union-free regions distant from the initial plant. Identical 

car.ponents are built in these various facilities, allowing management to 

move production from one facility to another whenever labour baulks at a 

unilaterally imposed managem<nt decision or a locai government attempts 

to raise tax revenues or supp1ement existing social regulation. A strike 

or other work action at one plant is quickly defused by shifting 

production to one of the non-union lJcations. The Pratt & "ilitney 

Aircraft Company, the world's largest producer of aircraft jet engines, 

has used this strategy successfully for a number of years. Instead of 
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expanding facilities in their central Connecticut location (wh~re they 

had been based since the late 1920s). Pratt has set up new plants in 

rural areas in Maine and in a number of Southern states (8laestone. 

Jordan. and Sullivan. 1980). 8y moving parts production from one 

facility to another. they have been successful in forcing contract 

concessions from the union that represents their Connecticut employees. 

An increasing number of U.S. producers are usiPg the parallel plant 

strategy in precisely this way. 

A second strategy involves the use of multiple sourcing. Instead of 

relying on sole source subcontracts for critical components or supplies. 

the priae contractor has a policy of buying the same component from 

several suppliers. often despite a loss in technical economies of scale. 

this allows the firm to play one supplier off against another. Pratt & 

Whitney provides another example. The company buys exactly the same jet 

tu~bine rings fr~m two producers• a subcontractor 6 miles away in a 

Connecticut suburb and an?ther 6 0000 miles away in Tel Aviv. Israel. The 

telex allows the prime contractor to be in immediate contact with the 

distant supplier and the cargo jet allows these high value-to-weight 

components to be shipped from Israel almost as cheaply as parts that come 

from the neighbouring facility. Any disruption of production at one 

su~plier can easily be redressed by simply ordering more parts from the 

other. 

Bilateral or DJltilater~l co-production agreements. while used by 

importing countries to assure that they will share in technology and 

emplo}'l'Gent gains. have the same destabilizing effect on labour and 

localities as parallel production and multiple sourcing. The sale of 

F-16 fighter jet aircraft to the NATO alliance is a case in point, as is 

that of F-15s to Japan. In the NATO co-production agreement, General 

Dynamics and Pratt & Wlitney (the American airframe and jet engine 

producers. respectively, for the F-16) promised that industries in those 

countries ordering the plane - particularly Belgium. the Netherlands, 

Norway, and Denmark - would be allowed to produce 40 per cent of the 

value of the 348 F-l6s they were purchasing for their own defense 

departments. 10 per cent of the value of the 650 planes to be procu1ed by 

the U.S. Air Force, and 15 per cent of the value sold to other countriP.s. 
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Of the 100 F-15 fighters sold to the Japanese Self-Defense Force, 14 

will b~ exported complete from the lhited States, eight will be delivered 

in kit form tor assembly in Japan, and the remaining 78 will be produced 

by Mitsubishi and Kawasaki using blueprints supplied by the American 

designers. The ne~otiated agreement dictates that 60 per cent ot the 

total value cc these planes originate in Japan. Japan's interest in this 

deal clearly rests in the gains that it makes from technology transfer 

and in employment generation. On the other hand, the U.S. producers have 

a~ least three reasons for engaging in such co-production agreements~ 

a) the co·1)roduction percentage is used as a "sweetener" in securing 

international contracts; 

b) there are substantial royalties to be earned on providing blueprints 

without the cost ~f actual production; and 

c) workers in the U.S. are put on notice that their services ar~ 

expendable. 

While we have used examples from the aircraft industry to illustrate 

parallel production, multiple sourcing, and co-production, th~se 

st-ategies are rapidly spreadin~ to other indu~tries including cars, 

electronics, and computers (Bluestone and O'Cleireacain, 1984). G~, 

Ford, and Chrysler are all moving toward. building the ''world car" where 

the loc&tion of parts production can easily be moved from one nation to 

another. Similarly, U.S. computer companies including Digital and ~ang 

have moved production facilities offshore to such countries as I~eland 

and Scotland, and established component manufacturing centres in a number 

of NICs. 

The capital mobility option - when playP.d out through any of these 

corporate strategies - shifts the fulcrum of bargaining power in favour 

of capital to an unprecedented degree. It provides employers with the 

ability to insist upon smaller wage improvements in future bargaining, 

and in a growin~ number of instances permits them to effectively demand 

wage roll-backs. Even more important f;om management's position, it 

gives ~mployers the ability to force labour to accept the introduction of 

labour-saving technology and the der.~gulation of job rules. In euence, 
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the capital mobility option provides c~pital with the ultimate power to 

make "take it or leave it" propositions stick. 

Moreover, in many countries regions are sufficiently different in 

attractiveness to stimulate moves within the country. This option 

provides capital with the necessary economic and political clout to 

insist upon reductions in social wages (unemployment benefits, welfare, 

education, health se=vices) via a r~duction in public revenues of 

subnational administrative units. At the state and local level in the 

U.S., this is accomplished through personal, corporate, property, and 

unemployment compensation tax cuts. The competition between regions to 

retain existing capilal or to attract new private investment leads to the 

weakening of the subnational territorial units. In the U.S., this 

inter-regional struggle to attract capital• -in light of the high degree 

of capital mobility, has led the business press to-write that the nation 

is in the midst of a new civil war - a new ''war between the states". 

the same pattern of weakened government bas become E'Vident at the 

national level. The U.S. and the U.K. under the Reagan and Thatcher 

governments have led the other developed country governmf'nts in the 

abandonment of go•1ernment regulation, the reduction of taxes on wealthy 

individuala and corporations, and cuts in the social wage - all in the 

name of increasing the incentive to work, save, and invest, ar.d justified 

by referring to the "reindustrialization" dehate initiated by the 

business coaaunity over productivity and investment. The sharp 

curtailment of non-defense spend~ng within the U.S. federal budget is 

also an element in the ''war between the states", in this case the war 

between nation-states fighting for their share of the world economy. In 

sun, the enormous increase in the footlooseness of capital has provided 

the strongest challenge to labour and community in this century, both at 

the point of. production and at the level of the state. It is prec~sely 

the newly enhanced ability of capital to relocate that threatens to 

reverse the gains of workers over the production process and the social 

welfare advances made in the public sector since the 1930s. 
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There is, of course, a fundamental contradiction in this development. 

That contradicti~n arises from the generation of er.ormous social costs in the 

wake of rapid capital mobility. Hass unemployment and wides~read COlllllunity 

dislocation have occurred as a result of the rash of plant closings in such 

industries as cars, rubb~r. and steel in the U.S., the U.K. and elsewhere. 

One st~dy after another suggests that the social costs in terms of lost 

earnings and savings as well as in physical and mental health deterioration 

are immense (8luestone and Harrison, 1982). In short, the demand for social 

wage rises dramatically as a consequence of capital mobility - a demand to 

which the response is curtailing social wage while capital mobility receives 

political support. Social reductions become visible in struggles over 

unemployment benefits and public spendina. At the level of the plant, there 

is already evidence that workers are more concerned with job security issues 

than with wages and fringe benefits. Private sector workers who are 

threatened by capital mobility directly, and public sector workers who are 

threatened indirectly by the cuts in social revenue and expenditure, have 

begun to organize campaigns to restrict management's right to move without 

warning or consultation. Organized labour.facing the growing transnational 

operations of capital, may finally begin to realize the need for international 

solidarity. Apart from that, at least three counter-strategies could and 

should be pursued. 

The first of these involves plant closing regulation. In the U.S., there 

are virtually no laws governing management decisions to shut down or move a· 

~stablishment. In Europe, such laws exist, but they are not uniformly 

enforc.ed. \flat is required at a minimum is a "social compact" between 

individual employers and the state specifying fair and responsible methods to 

be used in the event of a plant closing or mass layoff. Such methods should 

include sufficient advance notice to permit workers to find alternative 

employment, severance pay to maintain workers during job search, and 

maintenance of other benefits (e.g. health insurance) after the plant closes. 

In th~ state of Massachusetts, the first such law was passed in 1984. The 

"Social Compact" specifies fair and responsible action to include a minimum 90 

day advance notice, or il lieu of notice, 90 days of severance pay based on 

seniority and continuation of employer-paid health insurance for 90 days or 

more. The law is weak in that it lacks an effective enforcement mechanism, 



- 117 -

but it is a first step in the right direction. The original Vredeling 

proposal brought before the European Parliament would have provided for such a 

social compact involving workers' right to know about important investment and 

disinvestment decisions made by their companies. 

A "social compact" does not prevent a single plant from closing or a 

single worker from losing his or her job. There are countless firms (many 

small to medium size) that close every year because of particular problems 

involving labour-management relations, the inability to procure sufficient 

finance capital at reasonable rates, or because their products or processes 

are obsolete. Some of these firms can be saved if there is a closer working 

relationship between business, labour, and government. In particular, local 

and regional governments should establish "Industrial Advisory Boards" that 

work directly with employers and employees to solve management, financing, and 

production problems. Governments have aided private industry through research 

and development grants, procurement contracts and subsidized training in the 

past, and there is no good reason why local and state governments should not 

expand their role to include other "industrial policy" instruments. Technical 

aid etc. could be extended to manufacturing and commercial businesses with Che 

purpose of maintaining employment and protecting couanunity interests. Such a 

positive prograuane of private sector assistance would be far superior to 

current attempts to ''help" business through tax cuts and deregulation. 

An example of such an advisory board in the U. K. is the "Greater London 

Enterprise Board". It concentrates on small- and medium-sized enterprises. 

SupJl('rt takes the forms of loans, low-cost business locations, technical 

know-how (in co-operation with local scientific establishments). Special 

stimuli are available to firms which provide equal opportunity employment and 

whose products are "socially and environmentally innovative" (e • ._. producing 

apparatus for handicapped people which uses a ~inimum of energy). ~~ployment 

thus created reduces spending on unemployment benefits~ government also 

profits from the higher taxable incomes of those re-empl~yed. In fact, GLE& 

has created employment at a fraction of the cost of employment schemes of the 

central government (which is highly critical of these initiatives). The 

sociopsychological benefits of such efforts should not be und~restimated 

either. 
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Finally, organized labour should be involved in designing co-production 

agreements and other forms of managed trade. thder present conditions, 

co-production agreements and joint venture activity are negotiated between the 

managers of private sector corporations, or :,etween transnational managers and 

goveoment agents. In no instance has organized labour been a direct parly to 

these agreements. As a result, the interests of labour tend to be ignored. 

Strengthening the international labour lllOVement would be essential here as 

well. This, however, will prove a hard task in a period of crisis when labour 

organizations decline and trade unions tend to put national and branch 

interests before those of international co-operation. 

All three of these suggestions provide, at best, marginal reforms of an 

economic system operating under the new conditions presented by the capital 

mobilitj strategy. They are no more than palliatives to the growing 

insecurity of workers and c0111DUnities. A period of intense political struggle 

over basic issues of capitalist control and workers' rights seems to lie ahead. 
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1. Changed patterns of international demand 

the abrupt puncturing of the 1979-81 oil boom was accompanied by a radical 

revision of the expected growth and spatial distribution of global consumption 

and production of energy-intensive industrial intermediate goods. the steel 

industry illustrates both the magnitude and speed of the revision. In 1980 the 

<ECD forecast global steel consumption would almost double to 1,400 million 

tonnes by the year 2000 (Nijhawan 1980), whereas three years later an increase 

was being projected of no more than 20 per cent to 900 million tonnes (Barnett 

and Schorsch 1983). The abrupt termination of aluminium capacity expansion in 

1981 reflected the replaceaent of the expected twenty year doubling rate 

(already a significant downward revision from the pre-shock period) by a slower 

doubling rate (Fitzgerald and Pollio 1982). Lastly, the petrochemical 

industry, which had exhibited the most remarkable dynamism for two decades 

before the 1973-74 oil shock, provided the most spectacular instance in the 

early eighties of excess capacity caused by tardy recognition of forecasting 

errors. 

In the early eighties the two c~itical issues facing n~~ entrants into 

energy-intensive export industry were~ first, establishing the reliability of 

the newly revised demand forecasts and second, determining the marketing 

opportunities remaining for them in the industrial countries and emerging for 

them within the developing countries. the resolution of these issues has 

imi)"rtant implications for regional policy. To explore the first of these 

issues, postwar trends in the location of global demand and p~oduction for 

steel, aluminium and petrochemicals will be analysed for evidence that the 

fundamental changes were under way before the 1973-74 oil shock. Next, the 

factors governing conpecitiveness after the 1979-81 oil boom will be examined 

and the magnitude of change noted. A revised model of tie produce life-cycle 

which appears consistent with ongoing trends will then be outlined and 

subsequently used co ~xamine the second critical issue~ the evaluation of 

marketing prospects for the exporters of energy-intensive industrial 

intermediate products. Special attention will be given to the role of 

industrial inertis as a barrier to entry in the industrial countries and to the 

relative competitiveness of market-oriented and raw naaterials-

oriented production within the developing countries. 
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2. The decline of post-var industrial country markets for steel, aluminium 

and petrochemicals 

2.1 Differences in industrial maturity 

Long term demand forecasts for industrial products normally assume some 

ultimate level of market saturation which is reached via a logistic curve. 

the con~epts of youth and maturity are commonly applied to distinguish 

industries at early sta~es in the curve from those at later stages. A simple 

maturity index can be developed which expresses the total present cumulative 

demand as a fraction of total projected demand. Su'h an index recently 

compiled for the lhited States shows a range from O.Ol for office machines to 

0.7 for copper (Averbuch 1984). Within this range steel records an index of 

0.63, aluminium 0.4 a~ petrochemicals just under 0.3 suggesting that within 

the lhited Staces market, steel is closer to market saturation than aluminium 

while chemicals are at a relatively youthful stage. The actual figures in the 

cumulative index may underestimate the degree of market saturation. For 

example, an index that expresses present annual consumption as a ratio of 

maximum annual consumption suggests the U.S. market reached saturation by this 

measure in 1975 (Hochgraf 1983). The cumulative index may also overstate the 

degree to which chemicals and aluminium lag behind steel. However, the 

ordering of the three industries appears sound as the following examination of 

postwar trends in the industrial economies will show. Moreover, it will be 

demonstrated that differences in the level of maturity both between industries 

and between countries are reflected in si~nificant differences in industrial 

operating characteristics. 

2.2 Petrochemicals~ youthful dynamism 

The rapid expansion of petrochemical demand in the advanced economies 

from the early fifties resulted in ~rowth rates for that industry twice those 

of their GDP. During the sixties petrochemicals attracted nearly one-fifth of 

total OECD manufacturing investment (Carson 1979). The two leading producing 

regions, North America and western Europe, each accounted for around one-third 

of international production by the early seventies and - unlike steel -

diverged little in their rate of growth. In the decade before 1973 output 

grew at 8.6 per cent per annum in Western Europe compared with 7.4 per cent 
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per annum in North America. Compared with the leadinst producers, the Japanese 

petrochemical industry was still technically backward in the early seventies 

and dominated by relatively small firms with limited innovative skills that 

had yet to penetrate much beyond local markets (Isawa 1981). 

Some general insights into the operation of markets for capital-intensive 

industrial products can be gained from a brief comparison of the postwar North 

.American and tifest European petrochemical industries. The industry in North 

lmerica was strongly oriented to its large homogeneous regional market and 

drew largely on domestic natural gas for its feedstock, so that international 

trade in both inputs and products played c relatively minor role. ~ith its 

more competitive large continental market and more profit-oriented firms, the 

North American industry handled the ~roblems of long lead times, capital 

intensity and excess capacity more successfully than its West European 

counterpart. The North American industry appeared to follow an eight-year 

investment cycle (Carson 1979) in which four years of investment, accompa~ied 

by falling capacity utilization, prices and profits, were succeeded by four 

years of restrained investment and improving economic performance. 

The more fragmented West European market, a legacy of national 

subdivisions, was prone to excess capacity as producers stressed growth 

maximisation and export markets in order to escape the national constraints on 

scale of operation. Nationalistic policies towards the industry, notably b7 

France and Italy, exacerbated the tendency towards excess capacity as did 

dumping by East European producers. The lack of secure domestic feedstock 

inputs - the industry relied principally on Middle Eastern crude oil for its 

naphtha raw material base - encouraged the pursuit of vertical inte~ration and 

over-rapid expansion. Even though the West European pet~ochemical industry 

had caught up with that of the United States in termd of size by the early 

seventies, inadequate integration of the region's national production systems 

delayed the elimination of market imperfections and sustained the priority 

producers placed on growth. Clearly, the conditions under which the new 

producers of energy-intensive industrial intermediate products function has 

close parallels with Western Europe so that a tendency towards growth 

maximisation and overcapacity is likely. 
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Although by no means obvious at the tiae, the~e is evidence that the 

lonR~erm growth rate for petrocheaical de.and in the advanceJ economies vas 

already slowing dovn by the seventies (Carson 1979). lnteraediate products 

for use in the cheaical industry and other industries coaprised a declininR 

fraction of the advanced economies' cheaical sales (three-tifths by the 

seventies)~ the fastest Rroving segment of cheaical industry deaand in the 

advanced econoaies vas that for final de.and products with higher added value 

than basic cheaicals, such as tires and pharaaceuticals. 

Meanwhile, developing countries vith large domestic .. rkets, notably 

llexico and Brazil, vere able to establish nev plants on a scale that displaced 

iaports froa the industrial countries (Stobaugh 1970). 

However, the hope that the historically high growr-h rates in the advanced 

countries' consu•ption (7 to 9 per cent) and production of petrocheaicals 

vould persist through the seventies vas strengthened by the good year of 1973 

and the boom year of 1974. Although the outcome for 197~-77 was 2.4 per cent 

per annum for ilestern Europe and 4.5 per cent for North Aaerica, it reaained 

unclear whether the slov-dovn vas teaporary or long-term so that the potential 

excess capacity continued to grov, especially outside North America. 

2.3 Steel~ a maturing industry 

Figure l traces changes in global steel demand by region since 1950. The 

pre-shock rate of growth in the United States' demand contrasts sharply vith 

evolving patterns of demand in WePtern Europe and Japan. 

Production in the slow-growing U.S. market expanded at around 1.51 per 

annU111 in the twenty years before the first oil shock, compared vith 41 in 

western Europe and 151 in Japan (English 1980). A comparison of the growth of 

demand and growth of GDP for the critical period 1967-77 shows that while 

!Alited States' conslnption grew at one-fifth the rate of GDP. in western 

Europe it expanded faster than GDP until the early seventies and in Japan 

until 1974, ~-bile in the developing countries it remained above GDP throughout 

the period (Woolcock 1982). The postwar contrast between the steel industries 

of the lbited States and Japan provides valuable insights into the behaviour 

of producers in the mature and early stages of the market. 
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Figure. l Projected steel consomption by re~ion 

(•illions of net tons, crude steel equivalent) 
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lnllilUle (HSI). Sift# Scalisiicll -Mf»ook (lnaleh: llSI, waricM yun); and aulhan' esli
mates. 

Source: Barnett and Schorsch (1983). 
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Japan quickly set the pattern for production expansion. despite advice 

froa the IBllD in the early fifties against building a domestic steel industry 

on accowit of the country•s poor raw material base. By 1974 it had almost 

overtaken the thited States in total capacity. The Japanese built large 

integrated steel works at coastal locations. geared tirst to domestic needs 

and then to exports. EEC producers sought to emulate Japan. and by the early 

seventies their production exceeded that of North America - though their large 

new plants were dependent on exports for two-fifths of sales compared with 

amore prudent one-quarter in Japan. 

In contrast. the slower growth of steel production in the thited States 

(half the rate of the EEC in the 1950-1974 period and one-quarter that of 

Japan) was based largely on extending existing plants. trading lower 

productive efficiency and higher input costs against the hiRher capital 

outlays per tonne of competitors in the other advanced economies. Between 

1961 and 1971. the Japanese built 80 million tonnes of new capacity compared 

with 55 million toAnes in Western Europe and 6 million tonnes in the thited 

States (Crandall 1980). The higher proportion of plant of older vint£ge in 

North America. and to a lesser extent in ~estern Europe. left productivity 

levels there from one-third to one-half those of Japan (Gold 1982). &y the 

mid-seventies. the average size of integrated steelworks in the thited States 

was only half that of Japan and marginalised plants were closing amid growing 

calls for protection against Japanese and European imports. 

Crandall (1981) traced the onset of the rundown of the United States steel 

industry to the late fifties and attributed it to higher labour and materials 

costs. For example. despite lower productivity in the United States. the 

ratio of steel wages to average industrial wages there was 1.7 compared with 

1.25 in other advanced economies. American steel corporations expanded 

foreign coke and iron ore imports during the fifties, which quickly undercut 

U.S. domestic sources in terms of cost as freight rates fell with thP. 

diffusion of bulk shipping. Since the cheap new raw materials were available 

to all coastal producers, U.S. producers' dependence on domestic raw material 

supplies increasingly became a liability. 

Crandall neglected to explore the implications of the slower expansion of 

the lklited States' domestic market. 'nle U.S. ~roducers' disadvantage in 

materials costs was not a large one and it could have been ameliorated by 



·----------------------------~----~-----~-------

- 128 -

increasing the share of imported inputs in a rapidly expandin~ output. More 

important, a rapid expansion of output could have ameliorated the labour cost 

penalty by raising productivity through the employment of newer vintage plant 

and the capture of economies of seal~. Costly inputs were a symptom of slow 

adjustment rather than the cause of decreased competitiveness. The decline in 

the thited States steel industry's competitiveness resulted from prolonged 

operation in a slow-growing market. 

2.4 Aluminium~ moving towards maturity 

The evohing postwar pattern of aluminium demand in the industrial 

countries traced an intermediate path between that of steel and 

petrochemicals. The initial North American dominance was eroded, but not as 

rapidly as its dominance of steel. Production of aluminium in North America 

grew slightly faster than GDP in the two decades betore the 1973-74 oil 

shock. Growth in Western Europe and Japan was more than twice as fast as GDP 

growth and accelerated from the fifties into sixties. Due to its earlier 

start and somewhat slower growth rate, the North American industry operated 

with slightly older vintage ot plant that used energy and labour less 

efficiently than the newer smelters of Western F.urope and Japan, but offset 

these disadvantages through lower capital costs and energy charges that were 

the result of that earlier start. All producers increasingly drew their 

bauxite/alumina from the tropics but smelting was increasingly concentrated 

within the dynamic industrial markets as real energy costs shrank as a 

fraction of total production costs. 

During the seventies the price of aluminium rose half as fast as the price 

of steel, which doubled between 1972 and 1981 (Vais 1982), despite aluminium's 

much greater sensitivity to energy price changes. Rates of aluminium 

consumption expansion halved in the industrial c~untries over that period 

compared with the earlier one, dropping to 2.3 per cent for th~ United States 

1972-79 and 4.1 per cent for kestern F.urope and Japan. Per capita levels of 

aluminium consumption in kestern Europe and Japan remained one-half to 

one-thirds those of the United States so that the two lagging industrial 

regimts may expect faster growth than the United States. The switch to slower 

growth of aluminium demand in the industrial countries during the seventies 

had been expected by the industry (Younger 1970). 
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Althou le aluminium industry was cau~ht out by the scale ot the 

downturn in 82 (Vais 1982) its greater caution produced more reliable 

long-term forecasts for aluminium than for steel and petrochemicals, so that 

revisions in long-term aluminium demand projections were small~r (Fitzgerald 

and Pollio 1982). Moreover, althou~h the alumninium industry, like the 

petrochemical industry, was hit by sizeable production cost changes during the 

seventies its more accurate monitoring of markets permitted easier adjustment 

of productive capacity to changing geographical patterns of demand. 

3. Locational determinants of production in the early eighties 

Of the industries under study, integrated steel production is less 

sensitive to ene1gy cost differentials than DRI/steel !! production which is 

in turn less sensitive than aluminium smelting and petrochemical production. 

A critical locational determinant of integrated steel production is the cost 

of labour, not simply through operating costs but also through capital costs 

since the cost of construction labour forms a sizeable fraction of the 

latter. lidlereas aluici.nium and petrochemical plants may cost from 10 to 50 per 

cent more to construct in developing countries than in industrial ones largely 

owing to higher infrastructure and freight costs at the locations where such 

plants are built, integrated steel wor!cs cost less to construct in the 

emerging industrial countrie~ of Southeast Asia. However, despite the 

widening geographical differential in key cost parameters in the decade since 

the first oil shock, there is evidence that access to large expanding local 

markets is also a significant locational determinant of competitive 

incremental production. 

3.1 Steel~ critical role of market access for both integrated plants 

and mini-mills 

The greater part of the world's steel is produced in large integrated 

plants with a minimum optimum size of 4 million tonnes that is set by scale 

economies in the hot s~rip mill. A plant of such size would capture 90 per 

!/ ORI/steel refers to the process whereby iron ore is directly reduced 
to sponge iron using che~p oil or gas. This process is associated 
with electric arc furnace "mini-mills" in contrast to the blast 
furnace process of pig iron production associated with the basic 
oxygen furnace "integrated" (large-scale) method of steel production. 
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cent of the labour productivity and capital cost advantaKe of the large 

integrated 10 million tonne unit O~arnett and Schorsch 1983, p. 191). In the 

early ei~hties the total capital investment for a plant of minimum optimum 

size would be around $5 billion. Table l suggests that the labour cost 

advantage for a greenfield plant ot a Southeast Asian NIC compared with a 

lklited States producer would amount to 20 per cent ~n plant capital costs and 

25 per cent on total plant operating costs for a combined advantage of around 

23 per cent on total coses. Producers in Japan an~ the Latin American NICs 

occupy ~n intermediate position. Japanese plane construction costs matched 

th . l/ . h l . b l b . ose of Taiwan - in t e ate seventies ut a our operating costs were 

high~r, whereas the reverse was true for the Latin American plant. 

Table l~ Estimated production costs for raw steel, by region 
($ 19 78/ tonne) 

Location 
Plant vintage 

Taiwan 
New 

S. America 
New 

Japan 
New 

lh1ited States 
New Old 

Input: Labour 
Scrap 
Coal 
Iron ore 
Other 
Capital charges 

Total cost 

Source~ Crandall (1981). 

2l 
lO 
44 
3l 
H5 

146 

338 

fotemo item·. 1981 cost/tonne~ 

39 
lO 
44 
26 
85 
l~l 

395 

U.S. flat roll 

Japan flat roll 

Source~ Washington industry sources. 

84 
10 
44 
31 
85 

142 

396 

97 
10 
44 
55 
85 

177 

468 

1. old plant vintage 
2. new vintage 
1. old plant vintRge 
2. new vintage 

130 
10 
55 
55 

107 
33 

390 

474 
540 
386 
474 

Even a 20 per cent cost ad·.1antage is insufficient to reduce the risk of 

market entry for such large investments so that access to a rapidly expanding 

domestic market, such as that enjo:·~d by Japan in the ':lio decades prior to Lhe 

first oil shock, is required. Despite rapid rates of growth, demand in all 

but the largest developin~ economies has been insufficient tc sustain 

integrated steel planes ot minimum optimum size. During the s venties, 60 per 

1/ In this essay, the Province of Taiwan is referred to as Taiwan. 
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cent ot the growth in steel production in the developing market economies 

occarred in Brazil, Mexico, and India {Crandall 1981, p. 147). However, 

by the early eighties a nlDDber of dynamic economies in Southeast Asia 

along with several large developing country oil exporters were moving 

within range. The Republic of Korea announced plans in 1983 for a second 

world scale steel complex, having just completed the establishment of its 

first (Far Eastern Economic Review 1983}. The increasing reluctance of 

Japanese equipment suppliers to assist expansion plans in Taiwan and the 

Republic of Korea underli·H~s the competitive threat such producers 

represent to even the most competitive industrial producing reg~on. The 

larger more dynamic developing countries are well-placed to displace 

~estern Europe and Japan as exporters of basic steel products. 

Since the late titties a different mode of entry into steel 

production has been provided by the mini-mill- which has taken a small, 

but increasing, share of world steel production. T~~ mini-mill, using a 

predominantly scrap or DRI charge, can significantly undercut the large 

integrated plant in specific product lines such as rod and bar (Hashimoto 

1982) and is likely to make further inroads into the product range of the 

integrated plant (Economist 1983A). Thf inimum optimum size of such 

plants producing a single product is cur1_ntly around 750,000 tonnes, and 

1,000,000 tonnes where more than one product is produced. The capital 

requirements for such plants in the early eighties ranged between 200 and 

300 million dollars, one-twentieth of that for integrated units. 

Although the DRI mini-mill is sensitive to energy costs, since access to 

inexpensive gas can confer a 20 per cent cost advantage over producers 

using gas priced at internationally traded rates, this has been 

insufficient to challenge scrap-base~ mini-mills even in North America. 

The flexible construction and operating practices of the mini-mill 

operators in industrial countries have preserved their competitive edge 

both against low-cost exporters and large integrated domestic producers. 

Consequently, the production of such plants must be aimed at the domestic 

market, as in Mexico and Venezuela, or at local regional markets, as with 

Saudi ~rabia's new steel plant. 

3. 2 Aluminium·. the importance of the "shadow market" 

Access to secure cheap long-term power supplies dominated the 

1luminium corporations' expansion plans in the late seventies. Estimates 
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of ~reentield smelter costs for 1~80 (Table 2} show a sizeable advantaRe 

for smelters drawing on brown coal in Australia, hydro-electricity in 

Brazil, Indonesia, and West Africa, and natural gas in the Middle East. 

Such locations offered costs one-sixth to one-quar~er below those of new 

smelters in the United States, Western Europe, and Japan. A decade 

earlier when the power cost differential at potential new sites was 3 

mills/kwh total production costs varied by less than 3 per cent (Younger 

1970). 

Input 

Alumina 
Power 
Labour 

Table 2~ Greenfield aluminium smelter costs, by region 

($ 1980/tonne} 

U.S. Canada Brazil W.Europe Mid East Australia 

623 623 578 641 575 592 
675 405 270 675 270 675 
95 90 52 69 95 78 

Thermal energy 18 18 18 18 18 18 
Coke 135 135 135 135 135 135 
Fluorides 25 25 25 25 25 25 
Pitch 25 25 25 25 25 25 
Other 220 220 220 220 220 220 
Capital 354 354 407 370 442 354 

Japan 

563 
270 

95 
18 

135 
25 
25 

220 
389 

Total cost 2, 170 1,895 1,730 2,180 1,805 2, 122 1,740 

Total cost ($/lb) 0 .98 0 .86 0 .78 0.99 0 .82 0 .96 

Source~ Brown and co-authors. 

However, unlike steel, the industrial country markets are expected to 

provide the main source of increased demand through the next two decades. 

0 .79 

Even the North American market, where per capita consumption rates have 

reached 25 kgs, sho~ld experience significant expansion from the construction, 

automobile, and container industries, partly at the expense of steel and 

plastics. Western Europe and Japan have per capital consumption rates 

two-thirds to one-half the North American level and anticipate growth in line 

with the growth of their GDP. Consequently, with aluminium consumption in 

most developing countries ranging downwards from 8 kgs in Mexico and Brazil 

through less than 3 k~s in Southeast Asia (Aluminium Association 1980), 

aggre~ate demand remains too low to remove the continued dominance of thP 

industrial countries. Projections suggest primary aluminium consumption .:iay 
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rise by arowtd 10 million tonnes in the industrial countries during the 

1980-2000 period compared with 5 million tonnes in the developing cowttries 

(Brown 1981). In contrast, steel demand is expected to be static in the 

industriai countries so that the bulk of the projected 150 million tonne 

increase in global demand to 2000 should take place in the developing 

countries. 

In addition to cheap power, investors in new smelting capacity look 

for secure locations, so that Australia has been strongly favoured. Within 

the developing countries, those with actual and potential large dynamic 

markets, such as &razil, Indonesia and Venezuela, have been favoured over 

smaller producers. The "shadow markets" in these countries provide an 

alternative to the international market should that fail to develop as 

corporate strategists expect. This has long been an important factor 

behind smelter investment in developing countries, where domestic systems 

supplying 8razil and India were the earliest such schemes. 

3.3 Petrochemicals~ the role of discretionary feedstock pricing 

For naphtha users like the petrochemical producers of Western Europe 

and Japan, feedstock costs as a fraction of toLal costs rose from 50 per 

cent in 1972 to around 80 per cent by 1981 (Guyton 1981, Suganuma 1982). 

While naphtha prices rose in line with those of crude oil, prices of 

ethylene, a basic chemical derived from naphtha increased half as fast and 

final product prices rose only one-quarter. While the declining 

contribution of naphtha to final added value further down the production 

chain explains part of this difference, the inability of producers to 

maintajn prices during a glut by boosting margins was also important. 

During the late seventies, the position of naphtha-based OECD producers was 

aggravated by a 25 per cent cost advantage enjoyed by North American 

producers before gas price deregulati~n eroded it. Exceptionally low 

capacity utilization rates also boosted production costs and inflicted 

heavy losses that required the premature retirement of 20 to 30 per cent of 

industrial country capacity. In the early eighties, therefore, entry by 

new exporters was particularly ill-timed. 
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Table 3~ Estimated ethylene production costs for Rreenfield plants 
(US$ 1978/tonne) 

Input United States Gulf 

Feedstock and fuel 
Utilities 
Other plant costs 
Depreciation (straight line 15 years) 
Interest (at 51) 
Return on equity (pr~-tax 101) 
Total cost/tonne 

Source: Turner and 8edore (1979), p.102. 

90 
2 

13 
21 

33 
159 

Middle East 

12 
4 

16 
32 
16 
17 
97 

Note~ 1. Feedstock and fuel price $0.40/MCF in Middle East; $3.00/MCF 
in U.S. 

1. Capital structure for the Middle East project is assumed 33 
per cent equity and 67 per cent low interest loan. U.S. 
project is assumed as 100 per cent equity. 

Table 3 compates greenfield ethylene production costs for North 

American and Middle Eastern producers. The rapid expansion cf large-scale 

projects in undeveloped locations resulted in plant construction costs up 

to three times higher than those for North America, though the differential 

was normally closer to 30 per cent. In addition, Middle Eastern exporters 

faced a 10 per cent cost disadvantage for freiitht and 10 to 20 per cent for 

tariffs. Table 3 shows how cheap capital and feedstock inputs could offset 

these disadvantages~ typical gas costs have been $0.50/MCF and interest 

rates have been in the range of 3 to 6 per cent •. So long as they were not 

excluded from industrial country markets, the new exporters could expect to 

shade prices and achieve high capacity utilization rates. 8ut viable 

operl'tion depended on discretionary pricing of capital and fe~dstock inputs 

and artificially low prices imply a reduction in potential rents. It is 

not clear that, once the plants c0111J11itted before the recession of the early 

eighties have been absorbed, further large-scale expansion of non-market 

production wi'.l occur. 
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4. The product life-eye le model 

A revised version of the product life-cycle may capture basic 

relationships in the postwar evolution ot the energy-intensive intermediate 

industries and thereby furnish insights ir.to possible future trends with 

particular reference to the prospects for export into both industrial and 

developing countries markets. 'nle genesis of Vernon's three stage 

product-cycle hypothesis for the international location of manufacturing 

(Vernon 1966) lay in his earlier efforts to explain the changing 

intra-metropolitian location of American industry (Vernon 1960). In the first 

stage a new product requires close communication with the nascent market and 

access to external economies in order to reduce risk and is, therefore, highly 

location-specific to the most advanced economy at the international level, and 

to a particular subregion at the local level. In the maturing stage the 

increasingly s~~:1dardised product is exported to other advanced economies 

where production also becomes established. In Vernon's final "standardised" 

stage, slackening demand and reduced competitiveness in the market of 

innovation foster imports into that market from other advanced economies as 

well as from the developing countries. 

Stobaugh (1970) adapted Vernon's product cycle hypothesis co the United 

States' petrochemical industry by arguing that economies of scale, r3ther than 

unstandardised production and external economies, caused locational 

inflexibility in the early growth of the industry. The economies of scale 

created significant barriers to entry, particularly in the small domestic 

markets characteristic of most developing countries (Drucker 1974), favouring 

brownfield expansion and exports from the country of origin of product 

innovation. Stobaugh concluded that the U.S. petrochemical industry had not 

yet entered the final stage of Vernon's product life-cycle, but noted that 

cheap feedstocks in the oil-exporting developing countries and the increasing 

scale of world trade in petrochemicals in relation to the minimum viable size 

of plant might bring that stage about during the seventies. 

Vernon (1979) noted the decling utility of the product cycle model to 

explain the diffusion of new industry among the advanced economies during the 

postwar period as Japan and Western Europe narrowed the sea le and tech no logy 

gap that had existe~ between themselves and the United States. He suggested 

that ~~e model mi~ht retain some value in illumina~ing the diffu~ion of 

industry fi~m the larger developing countries to t~e rest ot the Third World. 
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Krugman (1979) returned to an exaaination of Stobau~h's su~esti!Xl that the 

model miRht account for the shift of industry froa the industrial to the 

developing countries. He concluded that as the dev~loping countries acquired 

the capacity to undercut the advancP.d economies in the production of 

standardised products, innovation in the advanced economies •iRht be 

necessary, not just to continue increasinR their incoaes, but to prevent a 

decline in incomes from occurring. Unlike the earlier work of Vernon and 

StobauRh which drew strongly on e;apirical data, lCrugaaan ch~se to set his 

analysis in a partial equilibriwa fraaework using a two sector North-South 

model and stylised industries. 

8y adapting the more empirir.al approach of Vernon and Stobaugh to examine 

global change in the location of industry, insights are Rained in addition to 

those provided by Krugman. The principal reasons advanced by Vernon and 

StobauRh for the relative decline of the innovating region during the second 

half of the product cycle are the decli~~ significance of research and 

development and of econcnies ot scale, with uncompetitive wage costs (a 

critical factor for Krugman) of secondary importance. A hitherto neglected 

parameter that compounds these causes and is closely interlinked with them, is 

a changinR demand growth dynamic. Once the threshold of minimum viable size 

is crossed, growth is rapid during the early part of the cycle, drawing not 

only from research and scale benefits but also from the operation of 

Verdoorn's Law (Lewis 1979, p. 156) as the rapid turn-over of capital stock 

boosts productivity and encourages high investment. Conversely, as demand 

slackens, declining investment prospects encourage owners to eke out capital 

so that aging plant vintage further retards productivity advance and raises 

the risk of tactory fossilization (Auty 1975). 

Assuming that the total demand of a regional market for industrial 

intermediate produces describes a logistic curve through time, as evinced by 

the advanced economies (Cole 1973, AVerbuch 1984), then the growth dynaoic 

strengthens along the first (accelerat~ng) segnaent. Hence the growth dynamic 

compounds the advantage of an early lead in the region of product innovation 

and may be lost co it when less advanced regions, having crossed the scale 

threshold, are moving along the first segment of their demand curves and 

acquiring the growth dynamic in their turn. As the world economy resumed its 

interrupted progress towards full integration after the Second World War a 

succession of initially less-advanced regions followed the United States' 

broad product consumption pattern, narrowin'- the gap between themselves and 
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that country in the process. First Western Europe, then Japan, and more 

recently the NICs of Latin America and Southeast Asi3 followed the lead 

region. the large populous countries of South Asia stand ready to fllow in 

the early eighties, as global economic growth resumes - assuming that global 

economic integration continues (Chenery 1982). 

the behaviour of firas through the product cycle can be incorporated into 

such a revised model drawing on work by Stigler (1951). He employed the 

product cycle to explore changes in corporate product strategy and evolving 

market structure, using the cotton industry as an example. Stigler described 

the early stage of product develop•ent (henceforth referred to as the 

"pioneer" stage), with its attendant high risk, as tending towards vertical 

integration. He expected the mature phase of an industry's development to 

lead to greater competition and the breakdown of vertical integration as 

expanding demand peraitted entry by specialised firms at various levels along 

the fDrmerly vertically-integrated chain. In the final stage (hereafter 

referred to as the "eclipse" stage) ca.petition decreases and vertical 

integration may reappear as surviving firms are increasingly forced to 

internalise hitherto specialised services that the market will no longer 

support as independent business activities. Tucker and Wilder (1977) provide 

some empirical verification of this relationship. Some implications of the 

product cycle for the corporate strategy of capital-intensive 

resource- processing firms have been explored with reference to the oil majors 

(Auty 1983). the high risk of such capital-intensive chains requires an 

uninterrupted flow of materials to markets which encourages the persistence of 

vertical integration through the mature stage. A dominant product strategy is 

favoured during the mature stage as related prorluct diversification proceeds 

in anticipation of eventual decline in the dominant industry. AS markets 

become sated, an upsur~e in mergers and product diversification occurs 

de;igned to perpetuate the growth dynamic at the level of the firm through the 

e'lipse phase of the erstwhile dominant rroduct. The development of new 

products which are related to the dominant product, but make greater use of 

research and development skills and the domestic market, assumes greater 

importance for the firm through the cycle (see Figure 2). 

Table 4 combines the ideas of Vernon, Stobaugh and Stigler in a product 

life-cycle model that links the stage of growth via a market dynamic to the 

location of production, market structure, corporate risk, and corporate 

product strategy. 
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PIONEER Etl..PSE 

DOMESTIC OUTPUT 
FUR HOME MAAICET 

FIGURE 2 Tt£ PRODUCT LFE·CYCLE 

Table 4: Some characteristics of the product life-cycle stages 

Stage Pioneer Maturity Eclipse 

Growth High/Erratic High/Moderating Slow/Contracting 

Risk High/Dec lining Low Increasing 

Market Structure Oligopoly Dec lining Concentration/ 
Oligopoly State Monopoly 

P roduc t Strategy Single Product Dominant Product Sing le Product/ 
Diversifying 

Trade Strategy Home + Export Hane + Subsidiary Iq>ort 
Substitution 

Demand for both petrochemicals and aluminium appears to have been 

passing through the late pioneer and mature stages of the product life-cycle 

in all three major advanced economy regions during the postwar period prior to 

the first oil shock, with Japan trailing North America in both industies and 

Western Europe closing the gap in petrochemicals. Stee 1 appears to have been 

further ito the demand eye le in all three regions by the first oil shock, with 
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the United States already moving into the eclipse stage. Meanwhile, domestic 

consumption in some developing countries, where growth was rising very 

rapidly, had reached levels of global significance by the late seventies in 

steel and petrochemicals, if not yet in aluminium. If, as appears possible, 

the product life-cycle has some validity in explaining pre-shock trends in 

global consumption and productive competitiveness, then a continuing strong 

link between the market dynamic and competitive production in these industries 

would be expected unless the cost realignnents associated with the two oil 

shocks significantly weakened the postulated close link. That link appears to 

remain strong for the steel industry but to have been significantly modified 

in the case of petrochemicals and aluminium. However, the dependence of 

petrochemical producers on discretionary feedstock pricing and the concept of 

the "shadow market" for aluminium suggest the persistence of the link, albeit 

in modified form. 

The product-cycle model as outlines here may provide useful insights on 

trends in international consumption and the location of production for 

energy-intensive industries, but it remains speculative and cannot predict 

future patterns. There are too many uncertain variables and there is nothing 

inevitable in the progression of the product life-cycle: major price changes 

and technological development can arrest, reverse or accelerate the passage of 

regional markets through the cycle. With the qualified utility of the product 

life-cycle model in mind, attention now turns to an assessment of the 

prospects for developing country exporters of energy-intensive intermediate 

products, exploring first marketing opportunities in the industrial economies 

and second those in the developing countries. 

5. Geographical inertia in the advanced industrial economies 

Forecasters now generally expect an economic growth in the advanced 

economies at around half the pre-shock rate, with demand flat oi: dee lining for 

steel, growing at around half the rate of GOP for petrochemicals, and 

expanding in line with GOP for aluminium. This would suggest that while 

aluminium demand remains in the mature stage, petrochemicals demand is 

following that of steel into the eclipse stage. Given the cost advantage of 

many new entrants in the developing countries, especially those in Southeast 

Asia benefiting from continued high rates of domestic economic growth, rapid 

penetration of the industrial country markets might be expected. That this is 

not occurring, and seems unlikely to o~cur, is due to the strength of 

geographical inertia in the energy-intensive industries. 
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The first adjustment in the industrial countries has been the cessation 

or marked slow-down in the construction of greenfield plant since the 1979-81 

oil boom was punctured. Capital spending is being concentrated on those 

existing plants offering the hiihest return, such as refinery modification to 

produce more light products, and process improvements in metals production 

such as continuous casting. The corollary of this is the neglect of the more 

marginal rtants that are being run into the ground and/or closed. However, 

the scale of capacity built in excess of demand in the industrial countries 

since the mid-seventies is such that this second important adjustment, 

closure, often involves plant of relatively recent vintage. 

In the steel industry, Japan as the most efficient industrial producing 

region is expected to require only minor reduction, but cuts of 23 per cent 

for the EEC and 16 per cent for the United States are forecast for 1990 

(Economist 19838, p. 71). A more pessimistic source (Barnett and Schorsch 

1983) suggests that some 40 million tonnes, or 30 per cent, of U.S. integrated 

steel production must be retired i>y 1990. Meanwhile, the developing countries 

are expected to almost double capacity over the same period so that their 

share of market economy steel capacity will have jtDDped from 6 to 19 per cent 

in the 1974-1990 period. Taking ethylene as an example of petrochemicals, 

global demand is expected to grow by less than 5 per cent until 1990 while 

market economy capacity will rise 10 per cent in the absence of any closures. 

Yet, within Western Europe and Japan some 30 per cent of capacity is surplus 

to dome<; tic requirements and requires closure (Economist 1983C, p. 77). The 

most spectacular adjustment, however, has been made by Japan in the aluminium 

industry. Domestic production fell from 2.2 million tonnes in 1974 to around 

400,000 tonnes in 1982 when the average cost of production at $0.82/lb was 

almost twice the international spot price. At least half of the country's 

presently idle capacity of 1.2 million tonnes is not expected to operate 

again. Adjustments on this scale, painful for corporations, workers and 

regions, are mostly designed to balance domestic consumption and production. 

Developing countries must expect fierce opposition, reinforced by accusations 

that their governments unfairly subsidise capita 1 and energy inp•!ts, if 

further adjustments are required to accOlllDodate their eXports. Consequently, 

developing country exporters must continue to proceed cautiously, constrained 

by voluntary quotas and legal suits against unfair trading practices. 

During the abruptly tenninated mature growth stage of their main 

product, th~ heavy capital investments of the energy-intensive industries and 

their preference for a dominant product strategy slowed down their adjustment 
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to change. Few have found it practical to follow the example of City Services 

and exit from an industry, ia this case petrochemica 1 ~. Although efforts to 

accelerate the process of diversification through _ 6~r have sometimes been 

impressive, as with DuPont's take-over of C~noco and U.S. Steel's annexation 

of Kerathon Oil, this process is normally a gradual one of trial and error. 

Kove2ent upmarket into more specialised and technically advanced products is 

favoured. For example, a recent survey of the U.S. chemical industry found 

that demand for special products grew by 3 to 13 per cent annually in the 

1971-81 p~riod compared with near static demand for basic chemicals, while 

returns were 5 per cent higher at 19 per cent (Quinlan 1982). However, the 

simulldneous shift of large numbers of producers into such markets is likely 

to erode profit margins, while the research involved makes for lengthy 

gestation periods and considerable risk. 

Established industrial country producers have advantages vis-a-vis 

developing country exporters that may be reinforced- to retain their 

competitiven~ss. Kore heavily depreciated plant and the consequently lower 

capital c:>s ts can combine with market proximity and external economies sustain 

domestic competitiveness. Provided that rapid technological change does not 

occur, capital-intensive plants can be adequately maintained for relatively 

modest capital outlays~ whereas the capital charges of greenfield plants may 

be one-sixth to one-third, those for older plant may be one-tenth or less 

(Crandall 1981). Even in aluminium, the marginal cost of existing plants is 

up to one-third less than the cost of ingot produced in the most efficient 

greenfield plant (Radetzki 1983) so that small increments in production are 

projected at existing facilities (brown 1981). 

Technical change can be employed to improve the efficien~y of existing 

operations through both the short and long term. In petrochemicals, for 

example, the peculiar configuration of individual plants presents a unique set 

of product permutations at each complex with which to upgrade overall product 

profitability. Inunediate avenues for enhancing plant profitability include 

building in feedstock flexibility so that inputs can be switched in response 

to changing feedstock availability and price, and close integration of the 

refining and processing complexes (Steinbaum and Picko·1er 1983, Bowen 1983). 

Longer-term technical options include the switch to coal as a feedstock for 

some petrochemicals (Hochgraf 1983); the expansion of the steel mini-mill's 

product range to include flat-rolled produc Ls, hitherto dominated by the 

integrated producers; and the development of alternative routes to aluminium 
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smelting ~ich might reduce energy requirements by one-third (Brondyke 1983). 

Aluminium produced from scrap uses one-fifth of the energy required by primary 

aluminium so that as the industry matures and the stock of al1m1inium scrap 

expands, the ratio of secondary metal to primary metal will increase. 

Penetration of industrial country markets by the new deve:.:-ping country 

exporters will be retarded by protectionism arising from the '.Cale of 

adjustment required; the conmitment of firms to maintain compe~itiveness in 

the absence of rapid diversification options; the improving efficiency of 

established operations; and longer-term technological adjustments to the new 

trading conditions. Krugman's gloomy coro(;lusion, that the introduction of new 

product lines will be needed to replace jobs lost to newly industrializing 

countries (Krugman 1979) oversimplifies the process of adjustment in the 

industrial countries and discounts the strong forces for inertia that exist. 

For developin~ country exporters the purchase of market-oriented 

finishing plants offers one strategy for entry into industrial country 

markets, while a les~ costly alternative lies in joint-ventures with those 

industrial country ~s prepared to diversify geographically by drawing some 

of their intermediate products from the developing countries. Clearly, 

however, the capital costs of the former and the limited number of available 

partners for the latter narrow the scope. 

6. Marketing prospects within developing countries 

The developing countries are expected to provide the fastest-gro•.1ing 

markets for energy-intensive intermediate industrial products. In the cas~ of 

steel they appear likely to account for almost all increased market economy 

demand as compared with less than one-third for aluminium, with petrochemicals 

in between. Drawing on their sizeable and dynamic domestic markets, Brazil, 

Mexico, South Korea, and Taiwan will steadily erode the export markets of 

Japan and the EEC though whether they will enjoy similar export dominance is 

not yet clear (COWPS 1977, p. 100). The large increase in steel demand in the 

developing countries is unlikely to generate correspondingly large export 

opportunities. The diffusion of the mini-mill, which is helping to curb the 

developing country imports of the industrial countries (Hiller 1984), will 

also encourage greater self-sufficiency within the Third World at the expense 
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of export. On the basis of committed projects, international DRl1steel 

capacity will tripl~ between 1980 and 1985 to 20 million tonnes (Manley 1981), 

with 'llmost half the new plant in Latin America (principally Mexico, 

Ven~zuela, Trinidad, and Argentina); one-sixth in Asia (mainly Malaysia, 

Indonesia and the USSR); and one-tenth each in Africa ,Nigeria and Libya) and 

the Middle East (Saudi Arabia, Qatar and Iraq). 

Most steel projects have been designed for domestic consumption (Far 

Eastern Economic Revil"W 1983) or for regional markets, as in the case of Saudi 

Arabia, though serious miscalculations of domestic growth in Nigeria and some 

Latin American countries may prompt dumping that maintains a doWlliiard pressure 

on international prices through the eighties. Consequently, small energy-rich 

or ore-rich developing countries face poor prospects. In particular, 

traditional iron ore exporters such as Mauritania ana Liberia, which may have 

hoped to extend downstream into steel production, are likely to be especially 

adversely affected for three reasons (South 1983, pp. 73-74). First, demand 

may actually decline in the industrial country markets. Second, many of the 

new developing country producers will seek to integrate backwards into 

domestic supplies of ore and therefore provide few new markets for traditional 

producers. And third, the economies of scale in mining will encourage export 

from such new iron ore mines at the traditional producers' expense. SUpplying 

ore and - if cheap energy is available near the iron ore mine - DRI in a joint 

venture with a multinational and a Southeast Asian steel producer appears to 

offer the best prospects. 

Unlike steel, new entrants into aluminium production in the developing 

countries require a multinational partner fo1· technological, logistic and 

marketing services, while the large scale of investment involved compounds the 

dependence on external capital. A world scale smelter of 180,000 tonnes calls 

for more than $500 million of investment. This sum must be doubled if the 

costs of expanding along the entire vertical chain are considered, and tripled 

if the cost of power provision is included. The risks associated with 

projects on this scale have led even the largest aluminium corporations to 

enter consortia for expansion purposes. Since large volumes of power exist 

worldwide, the difference in risk between potential new sites emerges as the 

critical crite,ion of selection. 
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A least-cost allocation ~odel of global aluminium trends during the 

1980-2000 period (8rown 1981) projected that the industrial countries would 

absorb half the developing countries' increased production; South Korea and 

Taiwan one-tenth; and domestic consumption mainly in 8razil and Asian 

countries with large populations the remaining two-fifths. The model yielded 

three regional marketing systems in which Australia, Indonesia, and Eastern 

Siberia fed Japan; South America (principally &razil) served the United 

States; and Western Europe drew from West Africa. However, whereas Australia 

has the advantage of low political risk, and 8razil and Indonesia have the 

cushion of large potential domestic markets, ~st Africa has neither of these 

advantages. It is significant t~at when the supply projections were revised, 

West Africa was eliminated first. Few small mineral economies have attracted 

s~bstantial alUDtinium investment, hitherto~ export smelters had severe 

start-up problems in Bahrain and Dubai, while plans for smelters in Saudi 

Arabia, Qlyana and Trinidad have been indefinitely postponed. The smelters 

favoured in the expansion of the early eighties were those with either 

political stability or potential large markets and access not only to cheap 

power, but also to domestic bauxite reserves. Established bauxite producers 

oriented to traditional OECD markets are likely to experience slow growth in 

demand through the coming decade, like their iron ore-producing counterparts. 

Despite projected rapid increases in consu11ption for the larger 

industrialising developing countries, petrochemical export prospects within 

the Third World are also likely to be restricted by a preference for domestic 

production. An ethylene forecast made by Shell in 198) (New York Times 1983) 

expects Japan to import l million tonnes by 1990; in 1978 the country exported 

700,000 tonnes. Western Europe was also forecast to have switched from 

exporting 1.5 million tonnes to a small but growing trade deficit. North 

.America would double its exports to 1.5 million tonnes, largely through 

Canadian expansion, and the Middle East would transform a small deficit into a 

l million tonne export surplus. However, despite increased demand, the 

remau1ing developing countries were projected to reduce their imports by l 

million tonnes to 1.5 million. 

Recent reports suggest that the large-scale expansion by Saudi Arabia is 

unlikely to encourage future non-market expansion. Returns are expected tQ be 

disappointin~ for the refined products and LPG, while higher capital returns 



- 145 -

on gas-processing are based on gas prices that do not reflect the rising 

opportunity cost of gas (Stauffer 1983). Moreover, in order to achieve full 

capacity operation, prices will be tied to Rotterdam spot prices and the large 

volumes involved are expected to exert downward pressure on crude oil prices 

via sinking product prices. kazavi and Fesharaki (1983) have estimated that 

for each million barrels of OPEC products entering the international market, 

crude prices will decline by $2.20/barrels through the short term and more 

than twice that through the long term. Some 3 million barrels of OPEC-refined 

export products are expected to enter world markets by 1986. The withdrawal 

of Dow from two major developing country export projects and slow-downs and 

cancellations elsewhere suggest that, like established producers, new 

petrochemical exporters may find a slower expansion, more sensitive to 

economic parameters and more tightly bound to long-term markets, a preferable 

strategy. 

7. Conclusion 

The new forecasting consensus suggests that the oil shocks of 1973-74 

and 1979 coincided with fundamental changes in the internation~l pattern of 

demand for energy-intensive industrial intermediates. During the postwar 

period high rates of consumption growth in the industrial countries domi• ted 

global demand and combined with falling real costs of ener~y and 

transportatic to heighten the attraction of industrial country market 

locations for the production of steel (Crandall 1981), aluminium (Auty 1983) 

and petrochemicals (Manners 1971). Although high rates of demand occurred in 

the developing countries and their steel production expanded particularly 

rapidly, they started from such a low initial base as to make little -~pact at 

the global level. The postwar dominance of the industrial count~y markets 

over incremental growth in global demand and production was probably waning 

before the 1973-74 oil shock but the change was simultaneously obscured and 

accelerated by the oil shocks. The industrial countries' slower economic 

growth and reduced consumption of energy-intensive intermediates were 

misdiagnosed as short-run adjustments to the sudden jumps in energy costs 

rather than long-term structural changes. C,nsequently, much of the new 

capacity installed in the late seventies was surplus co market needs. 
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Demand for steel and petrochemicals appears to have matured in the 

advanced economies though aluminium demand seems likely to grow faster at a 

rate in step with that for GDP. Market prospects for exporters look bleak 

through the medium term owinR to the inertia of firms and industries in the 

advanced econOlliies, and the determination of many developing countries to be 

nationally self-sufficient. The widened geographical cost differential that 

accompanied the oil shocks was insufficient to break the market 

dynamic /production link iP. global steel industry. It did weaken that link 

for petrochemicals and aluminium, but the need for inputs at discretionary 

prices (in the case of petrochemicals) and for a "shadow market" (in the case 

of aluminium) at the very least points to a continuing symbiosis, it not to 

market dominance. The larger developing economies with dynamic domestic 

markets face the least risk in developing large, capital-intensive 

energy-intensive industrial plants. lillere these economies are also large in 

geographical area, and therefore tend to be well-endowed with natural 

resources, that advantage is reinforced. The corollary of this is that small 

mineral economies which must rely on exports are disadvantaged. 

Although the revised product life-cycle can provide useful insights into 

the global adjustment of energy-intensive industry it is important to note 

that it cannot predict change. There are too many variables involved and 

there is nothing inevitable about the progress of particular regions through 

the demand cycle~ they may accelerate, slow down or even reverse. This 

important qualification aside, the product life-cycle interpretation of the 

location of energy-intensive industry outlined traces the broad constraints 

within which regional policy using such industries as key instruments must 

operate. 
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l I d . l/ 
• ntro uct1on-

In Section 2 of this essay we deal with world-wide structural change and 

the competitiveness of European industry. The empirical information presented 

focusses on Switzerland. Contrary to the customary way ln which structural 

change ls studied (centering on the need for adaptation at the level of the 

branch or product group), we focus on the industrial firm. In Section 3 we 

analyze the distinction between internationalized URJltis on the one hand and 

export-rriented firms with only one location on the other. There are 

fundamental differences between these two groups of firms in terms of the 

threats and opportuoities which global changes pose for them. These 

fundamental differences led us to examine the foreign activities of the 15 

largest Swiss industrial multis. The results of this survey are presented ln 

Section 4. In addition, the most important internationalization strategies of 

Switzerland's small- and middle-sized industrial firms were researched by 

evaluating available data on individual firms and by conducting 30 case 

studies. The results of these two research methods form the subject matter of 

Section 5. 

2. Global structural change~ its scope and its momentum 

A good 200 years of modern industrial history provides evidence enough 

that continuous change and innovative competition are nothing new. New are 

the great number of environmental parameters which are continuously and 

rapidly changing and increasing the level of their interdependence. This 

means that it is ever more difficult to understand the logic of contemporary 

change and to give this conLinuously changing reality a shape. The 

!I This essay, a revised version of an essay which appeared in 
Kyklos (No. 1- 1985), is based on a study entitled ''The 
Internationalization of Industry and Switzerland as an 
Industrial Location" by Silvio Borner, Bernhard Burgener, 
Barbara Stuckey, Felix Wehrle. The original report consists of 
seven discuqsion paper. A sunnary of the full report has 
appeared in Cennan under the title "Die Sechste Schweiz -
Uberleben auf dem Weltmarkt" (Orell Fiissli Verlag, Zurich). The 
authors are grateful to the Swiss National Research Foundation 
for generous support. 
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post-war world economic order - characterized by stable rates of exchange and 

relatively free trade - has given way to a world economic "disorder". This 

disorder arose because the absolute political, economic, and military power 

monopoly of the USA - the creator of the post-war global order - has been 

broken. Sales and investment-oriented activities abroad conflict more and 

more with the realities of power politics today; this conflict is most likely 

to increase in the future. Why? The old world economic order was essentially 

directed at regulating trade among the western industrialized countries and at 

regulating the level of uncertainty in trade and transnational investment 

decision-making which is due to monetary policies. This "American order" 

rested on two ftmdamental principles: 

A monetary policy based on the principle of stable parity and the dollar 

as the leading and the reserve currency; and 

Trade policy based on the principle of non-discrimination and free trade. 

During the 1970s, the old order of the 1950s and 1960s gradually 

degenerated. On 15 August 1971, when President Nixon ended the convertibility 

of the dollar to gold, the USA formally gave up her leading role in the 

monetary sector. Despite the enormous economic power of th~ USA today, the 

American contribution to the gross domestic product of the OECD countries 

dropped from 61 per cent in 1950 to 34 per cent in 1980. While US industrial 

exports accounted for 29 per cent of the world-wide total in 1953, this figure 

had sunk to 17 per cent by 1963 and further to 13 per cent during the 1970s. 

At the same time US hegemony in the field of direct foreign investment has 

been successfully challenged. 

Due to the permanent acceleration of inflation and the outbreak of the 

worst recession since 1929, a world-wide trend toward protectionism 

developed. After the shift from stable to floating exchange rates in 1973, 

the two principles of the old order - free trade and non-discrimination - were 

fundamentally put into quest ion. The Group of 77 thus proposed the "New 

International Economic Order". The old and newly industrialized countries 

have resisted it. Nonetheless the context of the North-South struggle has 

been altered: 
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Due to their sheer numbers and to shifts in real political power, the 

political self-consciousness of the develaping countries has risen. In 

additiO!!. the successful demonstration of power by the OPEC countries 

set an exa111>le in the entire Third World and led to a "labour union" 

stance of Third World countries toward the enterpreoeurs of the First 

World. 

Technol~ical and industrial developments within Third World countries 

have led to a continuous shift away from the classical international 

division of labour toward a new international division of labour. This 

shift may eventually lead to a final economic rupture of the North's 

dominance over the South. 

The trade surplus of the OPEC countries ~nd the corresponding deficits 

of the oil-importing industrial and develaping countries is forcing the 

western industrial countries to pay attention to the financial needs and 

monetary demands of the Third World. 

Through their high levels of imports and debt, the newly industrialized 

countries (NICs) and the develaping countries have also come to play a 

significant role in the international business cycle and the global 

rates of economic growth. The Swiss capital goods industry, dependent 

to a great extent on the building-up of industrial capacity in the NlCs 

and the develaping countries, is especially affected by the debt and 

general crisis in these countries. 

In a world where the South as a whole is enjoying a growing level of 

political, economic, and financial power and where the level of glc1bal 

interdependence is also increasing, the "chaotic power" of the Third 

World has also grown. Without an attitude of partnership there is little 

chance for the old industrialized countries to enjoy a stable 

international financial system or any level of security in the supply of 

energy and raw materials. 
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The "new" international division of labour has been accompanied by a 

Rradual recenteri~ of economic growth impulses in the newly industrialized 

countries. The agin~ econ0111ies of the highly developed countries are 

experienci~ difficult tests of their ability to compete and their ability to 

maintain their welfare states. The cautious, status-quo-conserving 

("besitzstanddenkend"} no-risk mentality of the majority and the new 

alternative valu~s of a growing minority have weakened traditional national 

commitments to W•>rld market-oriented structural change. Since 1950, the number 

of independent countries has tripled. The technological monopoly of the North 

has been weakened as industrial know-how has spread to all corners of the 

world. From an economic point of view the old picture of a rich North and a 

poor South has Riven way to a polycentric constellation which includes the 

OPEC oil cartel and the industrial eXport offensive of the NICs. 

The weakeni~ of the North-South dichotomy was made possible by the 

export-oriented industrialization of the Latin American and Asian NICs, by the 

rapid rise of Japan to a world economic power, and by the tendency away from 

economic dynamism to welfare state conservatism in the industrial nations of 

Western Europe and, to a much lesser extent, North America. The uncompromisi~ 

logic of the world market su~gests a displacement of the dynamic center of 

world economic development from the Northwest toward the East and the South -

toward Japan and the NICs. These young industrial, export-oriented countries 

h;·ve based their success on selling the products of their plentiful, low-wage 

labour forces, on increasing the qualification levels of their work force, and 

on an open, expansive policy of economic growth. 

ToRether, these measures have resulted in a newly-won comparative 

advantage for a broad spectrum of industrial activities. In the past, 

redeployment only hit the shoe-making, textile, and watch-making regions of 

Switzerland. Today, however, one can also witness the decline of the West's 

comparative advant&Re in the automobile and electrical industries. In this 

sense there is little difference between the redeployment of the production 

of automobile components and sophisticated machine tools today and the 

redeployment of the textile and shoe industries a good decade a~o. At the 

beginninR of the 1960s, there were no NICs, that is, the develapin~ countrie1 

were not inte~rated into the international industrial division of labour 
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throlJlith industrial multis or thro\llith indiJtenously owned companies. The basis 

of their integration was raw materials and agricultura: products. Since then, 

there have been drastic cha~es, even thousi:h the dynamic of industrial 

production remains in the h~nds of a relatively few new industrial producers 

and exporters. The export value of industrial goods of the Third World's 

industrial leader in 1960 - India - has been surpassed by the new leader -

South Korea - by a factor of 20. Hong Ko~, Si~apore, Taiwan, and Brasil have 

also overtaken India. In 1960 as well as in 1980, more than 80 per cent of the 

total export of industrial goods from the developin~ countries came from only 

12 countries, but by 1980 the total eX1)ort volume from these top 12 was 25 

times greater than in 1960. Despite this phenomenal growth in exports, the 

developin~ countries as a whole account for only one tenth of the world's 

industrial exports. But the dynamic lies in the rates of growth. 

Worries about structural adjustment in the aging economies have ar:sen 

primarily in the branches and rP.~ions whose comparative advanta~e has been 

shifted to the NICs. For Swiss companies and Swiss unions the fact that the 

developi~ countries exported only 1 per cent of the world's total exports of 

electrical products in 1963 and 12 per cent today is unsettling. The basis of 

the industrial success of the NI Cs and the developing countries no lon~er lies 

in the production of textiles, shoes, ~arments, and other "typical" LDC ~oods, 

but rather in the production of televisions, telephones, radar, household 

appliances, optical equipment, watches, automobiles, etc. The old 

industrializeci countries must finally accept the fact that the high level of 

competitiveness of Japanese industry is no lon~er due to a cheap imitation of 

the West's technolo~ical innovations. Rather, clever exploitation of the world 

market has allowed Japan and even some NICs to rise to the top. 

The social and political reactions in the North to the hi~hly demandi~ 

framework of the ~lobal economy have been ambivalent and even contradictory. 

On the one hand, there have been attempts to check forei~n competition, 

thereby supportin~ inefficiency in some industries. On the other hand, 

attempts have been made to maintain full employment and the real wage level, 

thus reducin~ the profitability, mobility, and fl~ibility in the market 

economy. Traditional technol~ical and ~rowth-oriented approaches find 

themselves on a course of collision with changin~ social and cultural values 
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and needs - people-oriented and envirocment-oriented values. It would be wrong 

to underestimate the socio-political and economic s~nificance of today's 

alternative movements or to attribute to them, at this point, the ability to 

draw western society out of its crippling lethargy. The paradox and the irony 

of our time lies in the ex~gerated desire for individual and entrepreneurial 

security, which in turn leads to a growing insecurity for the r.ation as a 

whole. Aversion to risk-taking and structural adjustment is not a cure for 

what ails. The hot potato is just being passed from one group to another, 

perhaps leading eventually to a vicious political circle blocking every 

challen~e and any cha~e. 

3. The internationalization of entrepreneurial activities 

The classical strategies of hardware exports and direct investment are 

being increasingly confronted by strong nationalistic measures to protect, 

control, and structure economic activities. New partnership-like forms of 

international ooerations are therefore becoming more and more co111DOn. The 

phase of intra-industrial interpenetration (1950-1970) led to a relatively 

weak level of pressure for structural adjustment. Specialization and product 

innovation were the major strategies of export-oriented Swiss firms. Such 

strategies enabled innovative processes and growth of production to take place 

without much redeployment and without the displacement of entire branches or 

product groups. Except for the large-scale iamigration of foreign labour, 

foreign t!."ade and structural change took place "without tears".!/ The 

political demands for indigenous production units (the Lima Declaration of 

1975), the growing attractiveness of industrial locations in Southeast Asian 

and Latin American NICs, as well as the need to test promising marketing 

possibilities have all combined to bring forth a true internationalization of 

production, the forms of which range from licensing to 100 per cent controlled 

direct investments. In fact, the internationalization of companies is 

gradually replacing market-oriented foreign trade. Goods and services are 

increasingly exchanged internationally among the units of one firm. Strategic 

J./ Cf. D. Lorenz Cl98lh "Ursachen and Konsequenzen des Neomerkantilismus", 
in~ A. Woll (editor) Internationale Anpassungsprozesse~ Berlin. 
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bundlin~ of resources in non-market packasting leads to an "invisible" 

international transfer of resources. Structural adjustment and the innovation 

process take place primarily inside the firm. Co1q>etitiveness has come to be 

based on "private" comparative advantastes internal to the firm. Nation£1 

resources and traditional indicators of co1q>etitiveness at the level of the 

branch or product group have been rendered virtually useless by these cha05tes 

in the form of economic co1q>etition, at least in the realm of primarily 

knowledge- and/or capital-intensive manufacturi05t activities. 

The main job of the innovation-oriented firm is to produce and market 

knowledge and mana~erial knotirhow. ~ven in a highly developeJ country like 

Switzerland, the nation cannot just rely on the profitable sale of know-how 

from its reservoir of technolo~ical and human potential. The firm-specific 

internalization of knowledge goes well beyond anythin~ that can be patented 

or ge<>l(raphically tied down. Know-how which can be internalized includes the 

following: organizational capabilities, marketing experience, creativity, 

team-work, flexibility. The world-wide sale of integrated packages of 

know-how and services takes advantage of all forms of trade, investment, and 

co-operation. Just as the export boom was the key to success in the postwar 

period, today entrepreneurs are weaving their fiTIDs into diverse forms and 

types of internati:>nal activities at all levels of company functions. Both 

classical export activity and direct investment are losing out tJ pressures 

for protectionism and local production. At the same time the opportunities 

for exports from the traditional industrialized countries are disappearing 

rapidly, as the credit available to developing countries is cut and as these 

countries try to meet debt payments by increasing their own eXports ani by 

limiting their imports. The complexity of w~rld-wide economic structures and 

relationships is likely to continue to increase. Neither a slowing-down of 

the pace of basic innovation nor a major shift in the direction of 

technological cha~e is to be exoected in the neJr future. Rather, for the 

individual firm, standardization (in the production process) and 

differentiation (in the product itself) as well as world-wide mobility of 

know-how are bringin~ about radical changes in the locational advantages 

which formerly characterized the or~anization of industrial production. 

The technological revolution in mass communication and transport has 

welded the old and the young industrial nations into one global economy. Most 
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of the factors of production have become ~lobally mobile, the one but very 

decisive exception beinst labour. While national prices of mobile resources 

have given way to a world fJ&rket price, enoruious differences in the price of 

labour - still sold on national labour markets - means that si~nificant 

differences in producti~n costs will continue to exist. Technol~ical chan~e 

has also enabled complicated production processes to be sub-divided into a 

large nuaber of simplified tasks, which, t~ether with the drop in 

communication and transport prices, has brought about a world-wide 

decentralization of production without the decentralization of mana~em~nt and 

control. Due to the division of complicated processes into simple step-like 

tasks, mar v new technol~ies actually reauire less qualified labour than their 

predecessors - watch-maki02 is a good example. All these factors have 

stren~thened the position of multinational firms and newly industrialized 

countries. The traditional notion of a product and a process cycle is still 

useful, but since the 1960s we can observe a loosenin~ of t~e relationship 

between the product/process cycle and industrial location. Fitms, and 

especially the multis, are even able to redeploy production in the early 

phases of product development and marketing. Product and process innovations 

often go hand in hand with locational innovation, resulting in the possibility 

of redeoloyin~ throui.thout the product/process cycle. 

The world-wide existence of excess industrial ~apacity, the 

proliferation of technolo~ical kno~how, and international confotmity in 

quality standards mecn increased price competition. The price coq,etitiveness 

of Swiss i''ldustry has la~~ed behind. The special strength of Swiss ir.dustry 

has been not to make basic inventions, but to innovate, that is to brin~ 

inventions into a marketable form. Until the middle of the 1970s, the Swiss 

export industry profited from the low exchange rate for the Swiss frar.c, whi.;h 

led to a general subsidy for exported ~oods. After the shock of the 1974/75 

recession, Swiss exporters concentrated even more on product innovation and 

were able to service very sophisticated buyers on a world-wide scale. The 

resulting expl~sion in the assortment and variety of products eliminated the 

ability of many firms to compete pricewise. During the 1970s, competitors not 

only from other industrialized countries but also from the NICs had learaed to 

rapidly cooy sophisticated (Swiss) products but, in contrast to i:.he Swiss 

producers, focussed their attention on producin~ cheaply and efficiently. At 

the same time Swiss production orocesces were becomin~ obsolete as a re&ult of 
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the fall in the level of investment which took place in the 1970s - after the 

dramatic drop in industrial emplo~nt and in profits. That this is not just 

pessimistic chatter is evidenced by the present situation of the previously 

higL.y PT'lised "invincible" Swiss machine industry; while the percentaste of 

value-added due to wa~es and salaries was 70.5 per cent in 1970, it had risen 

to 86.7 per cent by 1980. This drastic rise is certainly due more to a drop in 

ma~inal profits than to an increase in the Guantity of human capital. The 

cash-flow fi~res speak even more clearly. If we take a conservative estimate 

for depreciation costs and calculate the 1980 cash-flow for the machine 

industry, it is not even possible for the industry as a whole to write-off 

these depreciation costs. Since 1980, the situation has deteriorated. 

The most scarce resource in international coq,etition is management 

capACity. Its use, therefore, is increasi~ly taking place on a world-wide 

scale. For each marketed product there are countless functions involved - from 

the preparation of the raw material~ to consumer services. The si~le firm is 

thus characterized by the fact that it performs certain functions itself 

(internalized functions), while leavin~ the market to perform the rest. Duri~ 

the years of economic ~rowth, many Swiss firms built _ .. their internal 

capacities - both vertically and hcrizontally - which meant that after 1.975 

they be~an to become victims of the sheer quantity of functions they had 

internalized. A lar~e spectrum of internalized functions went hand in hand 

with a lar~e product assortment. Attempts to refocus firm activities on the 

difficult to imitate elements of know-how in the areas of conception, 

organization, and technique are concentratin~ on that scarce factor -

management. In particular the following three groups of mana~ement functions 

are coming under heavy scrutiny: 

acquiri~ better knowled~e of the needs of the buyers to be served; 

putting this knowledge more quickly and more cheaply into a marketable 

bundle of goo1s and services; and 

taking advantage of firm-specific advantages more efficiently and with 

more versatility. 

All of this means that modem firms - includin~ firms which continue to sell 

hardware - must be viewed as know-how producers and sellers and then be 

mana~ed from that point of view. 
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4. Foreign-based activities of Switzerland's industrial multis 

Switzerland has excellent export statistics. One knows exactly how much 

chocolate, how many diesel engines, or how many tranquilizers are exported -

one even knows to which country. In contrast to most countries, however, 

Switzerland provides its citizens with no statistics on the many foreign-based 

activities of its industrial firms. One can only surmise that Swiss industry 

produces more chocolate, more diesel engines, and more tranquilizers abroad 

than it does at home. In other words, the very complete and sophisticated 

export statistics stand in contrast to the total lack of statistics on the 

internationalization of entrepreneurial operations. In order to close this 

information gap, we ull'iertook a direct survey of Switzerland's largest 

multinational corporetions, which together account for more than 80 per cent 

of Swiss industry's foreign-based activities. We gathered information about 

the foreign-based activities of Swiss industry for the years 1970 and 1980 and 

3Sked for a prognosis for 1985. In the following pages we present ~nly the 

information collected on the development of employment - both at home and 
1/ abroad.-

4.1 The division of labour in Swiss multis: personnel at home and abroad 

In Table 1 we have summarized the employment data collected in the 

survey. Personnel is listed acr,ording to whether employment is in Switzerland, 

in other industrialized countries, or in the developing countries. In 

comparison to other countries, Switzerland's multis show an extremely high 

perc~ntage of their total employment abroad. Nine of the fifteen multis employ 

more than two-thirds of their personnel outside Switzerlznd. Only Sulzer, 

Asuag, and Von Roll have more employees in Switzerland than abroad. For the 15 

companies surveyed, 75 per cent of their total personnel worked abroad and a 

good fifth of these in developing countries, 

!/ For a more complete presentation of data on direct investment, foreign 
production, research and development according to economic areas, and 
figures on the destination of SwisP exports see Discussion Paper Nr. 84 
"Veranderungen der weltwirtschaftlichen Rahmenbedingungen und die 
lnternationalisierung der Schweizer lndustrie"; by F. Wehrle, 
Socio-economic Series/The University of Basle (1983). 
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Table 1: Employment in the l~ largest Swiss multis (1980) 

In In 
In I ndust ria li zed Developing Total Total 

Switzerland Countries Countries Abroad Employment 

Nestle 7,400 99,600 46,000 145,600 153,000 

Ci.ha-Geigy 22,900 45, 770 12,520 58,290 81,190 

BBC 21,760 74,640 8,900 83,540 105,300 

Alusuisse 8,650 32, 720 3 '710 36,430 45,030 

Roche 9,6io 25,220 8,820 34,040 43,650 

Sandoz 9,830 19,240 6,390 25,630 35,460 

The largest 6 80,150 297,190 86,:40 383,530 463,680 

Oerl ikon-Buhrle 15,300 19,080 2,830 21,910 37,210 

Sulzer 20,180 11,930 2,820 14,750 34,930 

Holderbank 2,060 11,850 4,820 16,670 18, 730 

Georg Fischer 8,030 9,250 9,250 17,280 

Schindler 6,010 12,660 2,990 15,650 21,660 

Asuag 12,830 2,740 2,740 15,570 

Landis & Gyr 6,480 ?,740 9,740 16,220 

Vc.n Roll 5,760 490 490 6,250 

Hes ta 3,840 8,040 570 8,610 12,450 

The largest 15 160,640 382,970 100,370 483,340 643,980 
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Swiss industrial employment total: ' 692,000 in 1980i the 15 largest 

multis accounted for 160,000 of this total. lbese same 15 firas employed 

483,000 persons abroad. It seems only a matter of time before Switzerland will 

be the first country in the world to employ more people abroad than at home. 

lbe regional distribution of foreign personnel in 1980 shows the dominance of 

Western Europe. lbe 15 largest multis employed 258,000 workers in Western 

Europe - accounting for half of Swiss industry's jobs abroad. lbe Federal 

Republic of Germany - which certainly cannot be called a low-wage country -

accounts for the largest number of jobs in a single foreign country with 

96,000. France has 52,000 employees. Among the 15 largest multi& every fifth 

job abroad is now located in North America (93,000). About 100,000 jobs are 

located in developing countries, of which about one-half are in the NICs. In 

Latin America, Swiss companies employ 70,000 workers, in Asia 22,000, and in 

Africa 8,000. lbe growth in personnel abroad between 1970 and 1980 is 

summarized in Table 2. 

Table 2: Change in the level of employment abroad: 

Switzerland's iargest industrial multis (1970-1980) 

The largest The 7th-15th The largest 
6 firms largest firms 15 firms 

Employ- Employ- Employ-
ment 7. ment 7. ment % 

In Switzerland 7,270 10.0 -4,200 -5.0 3,070 1.9 

In industrialized 
countries 74,420 33.4 23,790 38.4 98,210 34.5 

In developing 
countries 33,600 63.7 6,610 89.1 40,210 66.8 

Total abroad 108,020 39.2 30,400 43.8 138,420 40.1 

Total employment 115,290 33.1 26,200 17.0 141.490 28.2 
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Inside Switzerland the employment level of the 15 co111panies we 

surveyed rose by 1.9 per cent. If one takes account of aergers. thre~h 

which aany thousands of workers in Switzerland becaae e111ployees of these 

lane con>orations, one can speak of a stastnation of domestic eaployaent, 

even thou~h this varies greatly froa cOllll)any to co111pany. Outside Switzerland 

the employaent level of these saae 15 finas grew by 140 0 000 to a total of 

483 0 000 in the same period. The stagnation of e111ployment at hoae was 

accompanied by a growth rate of 35 per cent in the industrialized countries 

and 67 per cent in the developing countries. Al110st four-fifths of this 

growth of employaent abroad can be attributed to six firas. 

4.2 Consequences of the internationalization of industrial aultis for 

Switzerland as a location for industrial activity; mana5eaent, 

production, and employment 

Duri~ the 1970s, the 15 largest Swiss multis (size based on sales) 

eJq>anded their activities abroad at an unprecedented pace; employment grew 

by 140,000, while the level of investment. the value of production. and 

research and development expenses have all doubled. By 1980, the value of 

the llRlltis' production abroad amounted to 61 billion francs; the total value 

of Swiss exports was only 50 billion francs. These statistics should not 

lead too rapidly to an overestimation of the degree of iaternationalization 

of Swiss industry as a whole. In contrast to small and middle-sized firms, 

the 15 largest Swiss 11RJltis show a hi~h level of internationalization. The 

other 8,800 industrial firms - whether large or small, producin~ for 

domestic markets or for export - have in princip.le remained Swiss firms. 

Nonetheless, we must not underestimate the influence of these 10 to 15 large 

multis on the Swiss economic situation and on the small and middle-sized 

firms. The internationalized firms comprise the visible tip of an industrial 

hierarchy which is essential to the maintenance of the international 

competitiveness of Swiss industry as a whole. T~ether with the forecasts 

for the 15 largest multis for the year 1980, our findings have led us to 

sU111Darize in ten points the probable conseq iences of the 

internationalization of Swiss multis for Switzerland as an industrial 

location and as a source of industrial employment. 
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l) Durins: the 1970s, Swiss industry eXS>anded its foreign operations 

sittnificant ly; .ore than every fourth job now located in another 

industrialized country arose in this period, while in the develoointt 

countries the mmber of employees of the 15 la~est DJltis grew by 

67 per cent.. The iocreasi111t internationalization of Switzerland's 

large-scale industrial comoanies - above all in the fot111 of direct 

investaent - was siaultaneously a necessity if their cOlllpetitive 

posit.ion was t.~ be aaint.ained and/or improved. 

2) The stonily expansion of foreign activities of Swiss multis durintt 

the 1970s is not. just due to an internal tendency or desire for 

expansion. "any of the fires we surveyed claimec! that because of 

political pressures on many markets, the firm was forced - even 

against company policy - ,._o becOllle a multi. Under the pre:.sure of 

the govennent.s •lf both developed and developing countries local 

prod·.x:tion is iocreasinttly a condition for sellintt products in 

foreign markets. Political limits to company policies stem from the 

general trend toward protectionism. This trend has negative 

consequences for the role of Switzerland as an industrial location. 

3) Foreign expansion of the large Swiss multis durinst the 1970s did not 

take place in the form of a direct redeployment of jobs from 

Switzerland to foreign countries. Rather, Switzerland experienced a 

rise in the quality of jobs, while quantitative exoansion took place 

abroad. 

4) At. the end of the 1970s, the expansive phase of foreign activities 

came to an abrupt halt. The search for qualified workers to conduct 

headquarter-business in Switzerland gave way to cost-benefit 

analyses of how to reduce the number of headquarter-employees. At 

the same time the parallel expansion of exports and f~reign 

operations is threatening to give way to substitution between the 

two types of activities within companies. This may lead to a net 

loss of domestic employment. 

5) The year 1980 is seen as a turni111t point in the history of 

foreign-based activities of Swiss industrial firms. Two decades of 

sales-oriented thinki111t and strategy came to an end amonv, Swiss 
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multis, altho~h this fact has yet to be recognized by the general 

public. The exoerience of the 1980s and the 1985 forecasts for the 

15 largest multis show only a S111all rate of growth for activities 

abroad - for the most part in North America, Japan, and the NICs. In 

the li~ht of world-wide recession and the -ise and spread of 

protectionism, a zero rate of growth remains a real possibility. 

6) Inside Switzerland, the 15 largest multis eXpect a reduction in 

employment. Besides the watch-making industry, the machine industry 

expects a reduction o~ jobs in their headquarters plants. Only one 

coapany - a chemical company based in Basie - exoects an increase of 

personnel in Switzerland. The expected drop in personnel is more apt 

to take place among the 7th to 15th largest companies. The six 

largest companies expect to hold personnel constant until 1985. A 

lar~e-scale drop in employment is not exoected. 

7) 'Ole situation of research and development is si~ilar to that of 

total personnel. ~lthough R and D exoenses of most Swiss oultis have 

~rown more rapidly abroad than at home, none of the firms set up 

facilities abroad by reducing the nunber of R and D employees at 

home. The forecasts for 1985 show no plans to redeploy research and 

development facilities. 

8) Despite the fact that decisions about the deveLopment and regional 

distribution of research activities are made by the sinv,le firm, 

three trends have become visible during the 1980s. First, the 15 

largest Swiss oultis are plannin~ a reduction in the rate of growth 

of research expenditures. Concretely, this means stav,nation in the 

level of eXpenditures at hOIDe and a low level of expansion abroad. 

Secondly, R and 0 activities in Switzerland are concentratinv, more 

and more on basic research, whereas applied research and develapment 

is increasi~ly t~ki~ place abro&d. To some extent this is due to 

palitical demands that such activities accompany marketinv, 

operations. And thirdly, the hiv,hest level of expenditures for Rand 

D are, not surprisin~ly, expected to occur in ~rowth markets: the 

USA, Japan, and the East Asian NICs. 
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9) "ultinationality and internationalization alone do not ~uarantee 

economic success - nor do they ensure the maintenance of or increase 

in the nl.lllber of jobs at home or abroad. Nonetheless, we can conclude 

from our survey that the firms which have the best chance of •eetilllt 

the challerute of increased cOlll()etition are those firms which have 

"wil 1 inst ly" and thoroughly internationalized. Prob leas in genera 1 and 

employiaent problems in particular will threaten those firas which have 

remained la~e export firms, firms which carry on little, if any, 

research and development in foreistn markets, finas which have to fight 

against world-ide overcapacity. But the 15 la~est Swiss multis are 

anythirut but hoa~eneous. The pressures for structural adjustment are 

at the lllOlllent much greater for Von Roll, BBC, Asu~. or Alusuisse than 

for NestlE or Ciba-Geigy. These differences have repercussions for the 

success of regional policies inside Switzerland. 

10) To the disadvantaste of profit-maki~ and the security of employment at 

home and abroad, economic and political risks in the growth markets of 

North America and Southeast Asia were considerably underestimated. 

TaUstht by the negative experience of maintaining an exaggerated sales 

orient3tion, firms are turning back to a prof it orientation. 

Consequentl.y, money-losinst operations are bein~ purged from many 

firms. The firms' forecasts show a concentration of eXpansive activity 

in North America and Southeast Asia. However, exoansion in North 

America brin~s with it many dan~ers. On the one hand the North 

American market is too bi~ to be i~nored, but at the same time - even 

for Swiss 111Jltis with perhaps the exception of Nestle and the 

pharmace11t ical industry - the necessary or~anizat ional and financial 

commitments are so great that the very substance of firms can be 

endangered. In the NICs, the ne~ative experiences of Nestle in 

Ar~eatina or BBC in South Korea show how quickly the situation can 

change for a firm in these heavily indebted growth islands on the 

underdeveloped continents. In the sense of long-term, profit-oriented 

strategy, the market position and the potentialities of Swiss multis 

are dependent on the development of new forms of international 

investment on all ~rowth markets, forms of investment which allow 

risks to be distributed across the globe - among international 

financial organizations and amon~ foreign business partners. 
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5. Strategies for the internationalization of saall and middle-sized finas 

5.1 Competitiveness; nation, branch, or fira? 

If one judges the international ca.>etitiveness of Swiss industry during 

the 1970s on the basis of trade balances, .arltet position, or factor 

endo"1Dents, one arrives at the conclusion that the textile industry is 

seriously threatened, while the Swiss ••chine industry is doitUt quite well. 

When, however, one has a look at the profits or the cash-flow of individual 

finas the picture is fundaaentally different. Coapany figures show that the 

machine industry experienced a dramatic drop in man:inal profits at the end of 

the 1970s: increasiDJt comoetitive pressures brought about a decline in the 

non-wage share of value-added. The growi~ ~ap between the necessary rate of 

depreciation and the actual rate implies that this development is not due to 

an increased level of "human capital" but rather to a reduc~d leve 1 of profit. 

As a whole, the machine industry is no longe~ even in a position to finance 

the required level of depreciation. In the textile industry the situation is 

quite the opposite; StartitUt with a very low level of prof it at the beginning 

of the 1970s, improvement has taken place. It seems that duritUt the 1970s 

measures were taken which permitted many textile firms to continue production 

despite dramatic chatUtes in market conditions. Such measures have not yet 

been found or emt. Jyed in the machine industry. To date, the machine industry 

has relied too heavily on product innovation and product differentiation, 

strategies which have not been particularly profitable. 

In order to test these preliminary conclusions, we undertook 18 case 

studies in the machine industry, four in metallurgy, and ei~ht in the textile 

industry. Our objective was not to conduct .ii representative survey, but 

rather to explore the processes of change at the level of the individual firm. 

Our special interest was addressed to the various aspe<'ts of 

internation- alization of small and middle-sized firms (up to 500 e~loyees). 

We found significant differences between the degree of internationalization of 

Swiss multis and that of the s~ll and middle-sized firms in our sample. The 

possibility of carrying out a global strategy is obviously unequally 

distributed. The concentration of activities in neighbouring countries is much 

greater among the small and middle-sized firms. E:xpansion of smaller firms to 

other continents is undertaken cautiously because financial and management 

capacities often limit the -1bility to invest abro:id. 
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Tiie difference between the internationalization of la~e and small firms 

is most clearly seen in the case of research and devele>pment, thou~h even 

amorut the multis only the lar~est machine and chemical producers have been 

-~re to carry out a truly global R and D strate~y. From this point of view 

one could divide Swiss industry into three types of firms: 

(1) large llklltis which think and act on a ~lobal scale; 

(2) la~e firms which are nationally oriented; and 

(3) small and middle-sized firms. 

The differences between the latter two are much smaller than the differences 

of either to the multis. Our case study analysis of the internationalization 

of small and middle-sized firms will be presented below. First, we will 

discuss their behavioral parameters in terms of the structure of output and 

production. lb.en we shall examine some of the more successful strate~ies. 

5.2 The structure of output 

Our studies of small and middle-sized firms showed that - in contrast to 

the geographical mobility of output and factors of production - such firms are 

rarely mobile across the boundaries of the industrial branch in which they 

aperate. Only in a very few cases did we find evidence of firms aperating in 

another branch inside Switzerland - and this was a strate~y for avoiding 

international redeployment. The borders of the branch are more siv,nificant 

barriers to the transfer of company-specific know-how than international 

borders. 

During the last ten years, almost all firms investi~ated showed a 

significant change in their assortment of products. Many products not even 

available in 1970 were best-sellers by 1980. For the most part the "new 

products" were not really new, since they had been ori~inally launched on the 

market by comoetitors. Product "iMovations" were not new for the market but 

new for the fim. In many cases the "new products" were old products in which 

mechanical parts had been replaced by electronic parts. It is notable that in 

the machine industry many small and middle-sized fims undertook research in 
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the field of electronics and developed their own systems. There was virtually 

no co-operation with highly specialized firms, despite the fact that - given 

the stiff competition and the highly developed market for electronic 

components - this would have seemed a l~ical strategy. 

In general, small and medium enterprises concentrated their efforts on a 

few product 11:roups. Within these product groups the dominant strategy was 

clearly aimed at filli~ market niches. Swiss firms tended to produce a great 

many variations of the same product in order to satisfy a highly 

differentiated group of buyers. The assortment was also characterized by an 

increase in customer services and by the general improvement of product 

quality. Small and middle-sized Swiss firms have become more and more 

specialized in particular market segments where they can sell their high 

quality, hi11:h price products. 

The disadvantages of this trend have become self-evident: avoidi~ basic 

competitive oressure by producing ever more specialized and expensive goods 

often leads to a "dictatorship of the salesmen", who in their desire to get 

orders are apt to agree to almost any special wish of the buyer. This 

practice has led to an explosion of the number and specifications of products, 

robbing many firms of their profitability. This, in conjunction with low 

levels of investment over a long period of time, explains why firms find 

themselves stuck with an obsolete production base and a hu~e array of 

products. The so-called flexibility of output has not been matched by a 

correspondirut flexibility in production processes. This caused in turn an 

increase in costs and a consequent loss of prof its. 

Our case studies revealed the need and possibility for firms to focus on 

marketi~ a unique package of inimitable know-how and performance rather than 

concentrating on a well-defined piece of hardware. This strategy should be 

seen as complementary to attempts at untyi~ bundles of know-how in order to 

package individual elements for separate marketing. The main. objective of 

know-how orientation is to achieve multiple marketing of the firm's unique and 

inimitable capabilities and core skills. 
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5.3 The structure of input and production 

We examined the production processes of the firms in our sample from two 

points of view: (l) the internationalization of firm activities and (2) the 

cha~es in the spectrum of activities conducted within the firm, that is, the 

de~ree of internalization or externalization. The first has to do with 

~e~raphical boundaries, the second with the boundary between the firm and the 

market. It is clear that there has been an increase in the inte~ration of 

Swiss firms into the world market, not only in marketing, but also in 

production, research and development, finance, and within branch ~lants in 

sales, assembly, and production. 

The special fonu which internationalization takes depends on the degree 

of control the firm wishes to achieve over a particular activity. In fact, the 

de~ree of entrepreneurial control covers a broad spectrum - from complete lack 

of control (spot sale on the world market) to complete contrvl (the operation 

of a branch plant). The means by which control is achieved extends from 

non-binding discussions to contractual regulation, from minimal financial 

participation to 100 per cent ownership. The concrete use of a particular 

means of conttol - and thereby the choice of strategy - results from the 

possibility of profitable sale of the finu's unique competitive advanta~es. In 

order to take full advanta~e of its core skills a firm must decide which 

activities or functions to control and to what degree control is necessary. If 

the firm-specific advant~e lies in the realm of production, then the 

marketing of this element demands control over a particular set of functions. 

If the firm's unique advantage lies in the realm of marketin~, then this uill 

result in the internalization of a different set of activities. Depending on a 

firm's unique core of know-how, particular activities must be internalized and 

others externalized. 

Discussion of entrepreneurial strategies from tr1s perspective means 

that the subject of direct investment is taken out of its isolation and can be 

seen as one of many ways of exercising control. The spectrum of direct 

investment can range from export to 100 per cent ownership of a branch plant. 

Between these two poles lies a multiplicity of forms of cv~operation - some 
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with and some without financial participation: barter, marketing, sales 

~reements, advisory and man~ement assistance, licensinst, franchisi~, plant 

construction, sub-contracting, joint ventures, etc. The flexible use of a 

variety of forms of co-operation should enable optimal marketi~ of a firm's 

unique core skills and an optimal level of internationalization as well. In 

other words, the d~ree and the form of internationalization must be optimized 

and coordinated with the unique core activities of the firn>. 

5.4 Successful strategies of small and middle-sized industrial firms 

It is very difficult to test statistically just which measures and 

decisions have led to a successful strategy in an individual firm. Even la~e 

data banks do not permit clear-cut theoretical conclusions or a true 

understanding of entrepreneurial dynamics. Nonetheless, our case studies 

enable us to divide the firms studied into four groups: ( 1) ·those which 

especially failed or (2) especially succeeded during the time period 

investigated, (3) those which developed from very good to very poor firms, and 

(4) those which develaped from very poor to very good firms. 

In the case of firms which lost a great deal of their competitiveness 

during the 1970s, it is obvious that there was a fundamental lack of 

co-ordination between a firm's internationalization strategy and its actual 

core skills. A famous brand name and a good marketing organization do not 

necessarily require internalization of production activities at the 

international level. Depending on the nature of a firm's unique know-how, 

concentration of control on activities other than production may be more 

profitable. Firms which exoerienced a dramatic improvement in their position 

often renounced internal control ~f activities in which the firm had no 

particular competitive advantage. Internalization and internationalization 

were limited to the central core functions. Other functions were purchased on 

the market. This is also true for firms which showed a strong market position 

both at the be~inning and at the end of the period investigated. On the one 

hand such firms always look systematically for new ways of marketing their 

particular competitive advantage and on the other hand they rely on internal 
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control of activities only where it is absolutely essential. In addition, the 

soectn.'ID of internal control is treated flexibly. At any moment the situation 

may call f:Jr further externalization or internalization. 

The case studies also show that successful strategies are based on 

precise co-ordinc.tion of ~ore skill~ and the scooe of internally controlled 

activities. Each individual actjvity is internalized or externalized to the 

ootimal degree. It i~ obvious, however, that for most small and middle-sized 

firms internationalization too frequently takes on traditional forms. It seems 

that a great deal of potential with respect to exclusive know-how remains 

unuseJ or at least underutilized. Too much emphasis on product innovation 

leads many firms to overlook new forms of production and internationalization 

which VJJld allow 1111ltiole, inte1'.'llational exoloitation of firm-specific 

advant&Res. 

6. S•1lllD4ry and cone lusions 

(1) Duriwt the 1970s, Swiss industry as a whole extended its forei~n-based 

activities considerably. This increase in internationalization - which 

for the most oart occurred as direct investment - slowed down at the end 

of the decade. There is a clear qualitative difference in the 

intern a': ionalizat iou orocesses of large multinational companies on the 

one hand and national companies of all sizes on the other. 

(2) Conc~tually, internationalization should not be limited to production 

and sales, but should rather be extended to cover other areas of f:rm 

ac ti vi ty; ourchasi11g, research and development, f inane i~, etc. 

Similarly, internationalization should not be conceptually reduced to 

traditional forms such as export, licensing, and direct investment. The 

resultin~, exoanded conceot of internationalization enables one to 

perceive the ever-growing level of internationalization, even of small 

and middle-sized companies. 



(3) Internationalization is no cure for all the ills of diminishing 

competitiveness. The optimal structure and co-ordination of innovation, 

internalization/external~zation, and internation~lization must be 

central to all company strategies. It is obvious, however, that it is 

essential to view problems and opportunities in terms of the global 

economy and take this into account in every discussion of company 

stratestY· 

(4) The concept of innovation should not be limited to hardware - products 

and production processes. It must be SP.en as relevant to all types of 

entrepreneurial activities: purchasing, production, sales, research and 

development, finance, and organization. 

(5) The profitable realization of competitive advantages should determine 

the spectrlDD of activities a firm controls directly, indirectly, or not 

at all. A firm's know-how must not only be offered for sale in the form 

of a compact package; in addition, this bundle of product coq,onp· ·: 

must be untied and the profit-making potential of each component lilUSt be 

examined and taken advantage of separately. In this way the ~tt ;ture of 

a firm's output can be composed of many elements, each w. is based 

on a different degree of control 

and intemat ionalizat ion. 

a different degree of internalization 

(6) It is apparent that direct investment and export are only two extreme 

forms of international 0peration. Successful firms are characterized oy 

a flexible strategy of marketing thei~ core abilities. In order to 

prevent imitation of these unique abilities they choose amon~ many types 

of contro 1 - both external and internal. 

(7) New forms of co-operation are continually~~:,· ;n iq>ott.lince: 

compensation, mana~ement contracting, licen; 3i:ts, joint 

vent•1rP.s, sub-contracting, etc. A varied combination of stratesties 

allows maximu~ flexibility ~n the type and length of commitmer.t, in the 

distribution of riska, and in the de~ree of control, thus creatin~ a 

troad spectrum over which int"'!mationaliz •. '•<«)cesses can take place. 
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l. Introduction 

During the ?ast ten years, Israel has emerged as a maJor centre tor 

technological research and development outside the industrialized ~estern 

countries. Movement along a high technology development path has been swift 

and is effecting maJor changes in Israeli society. Israeli census data 

indicates that between 1965 and 1982, the propo· r~on of men employed in 

agriculture dropped from l3 per cent to 7 per cent while tile proportion of men 

employed in scientific and profe~sional occupations doubled from 9 per cent to 

18 per cent. According to l.klited Nations data, a higher percentage of thP. 

population in Israel is engaged in researcr. and development activities than in 

any country in the ~ 

Much of this activity is directly attributable to foreign investment, 

especially by U.S. headquartered fir.ms. 150 U.S. firms have subsidiaries in 

Israel involved in some form of research and development or have 

sub-contracted for research and development with an Israeli firm or another 

U.S.-Israeli subsidiary. At least 28 of these firms rank among the Fortune 

"500". Among the firms investing in Israeli researc'.l and development are 

Hewlett Packard, General Electric, Control Oata, intel, Monsanto and 

Motorola. National Semiconductor, headquartered in the "Silicon Valley" in 

California, is one of the biggest research and development inv£stors in Israel 

with a projected 55 million dollar invesLment scheduled tor the next several 
l/ years.-

There are several reasone for taking a close look at why ~nd how IJrael 

has emerged as a major site tor research and development. First, the types ot 

1/ A cou.prrison of listinu in the Directory of U.S. Firms Operatin~ in 
Foreign Countries (1982) and a directory of firms involved in research 
and d~ ~lopment in Israel (Israel, hinistry cf Trade 1984) indicates 19 
U.S. l.::ddquartered firms with research and development subsidiaries in 
Israel. 12 of these firms are in the electronics industry, 4 in 
chemicals and pharmaceuti~als, 2 in metal working and 1 in optical 
equipment. U.~. f~rms also participate in joint ventures with or 
subcontract to Israeli firms, such as Oprotech, which desi~ns and 
manufactures computerized electro-optical systems for tue printed circuit 
board industry. Among Oprotech's customers are General Electric, Hewlett 
Packard, Texas Instruments and Rockwell International (Israel, Ministry 
of Trade 1984), Further research is necessary to determine exactly which 
research functj ontr ar.: being carried out by subsidiaries in Israel or 
subcontracted to Israeli firms. 
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activities being located in Israel are quite distinctive and illuminate 

differences within the high technology industrial se~tor. Seco~dly, high 

technology investment is closely associated with Israel's geo-political 

objectives but conflicts with competing intra-national goals. Finally, and 

more generally, the process of high technology location in Israel implies t3e 

inadequacy of descriptive devices such as the new international division of 

labour if they 3re predicated only on wage differentials. 

2. Research and development as a subset of international production 

Research and development, like the general ca~egory of high technology, 

is on~y beginning to be aefined. iecent attempts to differentiate among high 

technology industries provide a crude basis for distinguishing the types of 

employment which might be contained within high technology research and 

development. They suggest the kinds of questions to be asked rather than 

providing a satisfactory answer. At the least specific level, high technology 

ind~stries are defined in terms of the relative number of scientific personnel 

{MsrkusenJ. A more complex approach combines the number of scientific 

personnel with the level of research and development expenditure in the 

industry (Thompson and Thompson). Fin'illy, tl.ere an. tl.ose definitions that 

attempt to define high technology in terms of the products being produced, in 

terms of the value ot research and development in the final produc: (Riche, 

Hecker and Burgan 1983). 

~hile they capture some broad ditferences, classificatory variables miss 

an important set of dynamics which differentiate one form of research and 

development trom another. These dynamics are based in the competitive 

situation of the industry ~,d firm, the industry in the world economy and the 

firm in the industry. With this in mind, we can distinguish industries such 

as ~onsumer electronics which are highly competitive and oriented toward a 

large market, from industries such as aerospace and defense electronics which 

produce customized products for particular markets. In the tirst type, 

research a~d development takes the form of product differentiation and process 

innovation to reduce costs. In the second, research and development involves 

customizing products for a specialized use. 
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The organization of research and development in a particular industry 

will be further mediated by the history of production or~anization and the 

labour process. For example, in some induscries, most notably electronics and 

chemicals, research and development has frequently been decentralized. This 

decentralization is related co the tendency of firms in t~1ese industries to 

acquire subsidiaries where research and development activities are already 

located and to require a link with production facil1cies 1 such as a 

fabrication plant (Malecki 1980; Kruume and Hayter 1957). 

3. Research and Development in Israel 

Foreign firm investment in Israel is overwhelmingly intended to produce 

intermediace products for market niches, particularly in the defense and 

aerospace industries. f~ has alrea~y been suggested, the investment typically 

comes from very lar~e firms, such as Lockheed, Rockwell International, 

McDonnel Douglas and Boeing. It is not entrepreneurial research of the kind 

carried out in small firms on route 128 in Boston, or in the Santa Clara 

Valley in California. It can more properly be characterized as product 

modification and diff~rer.tiation rather than product develcpment. 

i.hile many of the technical skills required are as sophisticated as in 

the smaller product develcpment firms, research and development tor these 

industries and markets ~s carried out by teams of engineering and technical 

employee~, not by entrepreneurs. In the small product development firm, a 

diverse range of skills is required, including management and marketing. The 

research an~ developfuent department ot a larg~ firm is likely to be a separate 

organization which may be located a.·ay from other headquarters organizations. 

The ideal kind ot labour torce required tor this kind of activity 

com~ine~ somewhat oppos~d qualities, short-t~rm stability and long-term 

flexibility. Ti'e work is primarily organized in terms of fixed-time 

developmunt project, ranging ).rom t1o10 to six years. To be mo11t produc!ive, 

the team must retain a stable mem~ership over the course ot the ~roject. On 

the ni:her hand, the employer or cont re: c tor does not want to commit h imse 1 f to 

employ hip,hly specializecf and costly employees beyond individual contracts. 
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It is primarily U.S. headquartered firms that are ~earching for research 

and development facilities outside the centres of innovation in their home 

country. In the United States, tirms which require engineer employees have 

had to compete with many other firms with similar labour requirements. The 

absolute cost of labour has been secondary to their need to maintain a stable 

l~bour force and to control the results of research and development (Whalley 

1984). 

Access to venture capital and the dearth of management jobs for enRineers 

encouraged lateral job mobility as well as spin-otfs built on know-how, ideas 

and experience gained in the parent company. According to one survey. 

engineers and technical employees averaRe two years employment per compar.y in 

the Santa Clara Valley. F.mployers queried about this turnover indicated that 

loyalty was the most important quality they looked for in an employee (~urray 

1981). 

Obtaining and maintaining the labour force for the kind of on-Roing 

research and development ettorts that are part and parcel of manufacturing 1n 

industries like aerospace, chemicals and automobile production has typically 

involved three strategies~ 

locatinR in amenity-rich areas such as Southern California which tends to 

increase other production costs~ 

pcoviding stabi,_ity-inducing rewards such as stock options·. or 

subc~ntracting or UaOving resezrch and development to locations outside 

the United States. This las~ opti~n is limited to an extremely small 

nud>er of locations, the most notable of which is Israel. 

To attract this activi.:y away from U.S. sites, the potentfal labour force 

must be less prone to muve and be less capable of spin-off activities. 

l)ev~loped agglomerations of research and development are desirable new 

!ocations becau~e they offer the possibility of raiding existinv, firms 

(Th!id .. tes 1978). Along 1Jith Israel, two other contenders in this very limi~ed 

circle arP. Northern Ireland and Singapore (Friedland 1984). All three 

countries have small national markets and very lit~le venture capital. All 

three have con~entrated urb~n centers and limited urban hierarchies. They 
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coabine highly skilled labour with access to low wa~e labour that can be 

employed in production plants. 

Through their active investment authorities, Israel, Northern Ireland and 

Singapore compete with one another and provide considerable incentives to 

firms willing to locate research and development facilities in their country. 

In Israel, for example, a newly established company can have up to 66 per cent 

of its research and development costs subsidized. A special research fund 

allots 50 per cent oi recognized costs of research and development projects in 

industry. Subsidies for this kind of activity in Israel are also provided by 

funds from the United States goverument through a bi-national indc::;trial 

research and development foundation. Funds from this project currently 

support 66 facilities and projects in Israel. 

Israel is in a strong position tu attract this particular kind ot 

research and development effort. It has a skilled labour force (28 per cent 

of Israelis have more than 13 years of education), concentrated in a small 

geo~aphical area. For a variety of reasons, some of which will be discussed 

later, social, economic and legal constraints severely inhibit spin-off 

ventures by the members of this labour force. Very importantly, research and 

development activity can be locat~d proximate to a low-cost production work 

force. An added benefit to many firms which produce products in Israel is 

access to the European market through the European Economic Community. 

Although the political si,uaLion in Israel, including the Arab boycott, 

might be expected to inhibit foreign inve&tme~t, this is alleviated by 

Israel's strong defense ties to the enited States. The inflation rate 

approaching 1000 per cent per year might also be a strong detriment but this 

has a limited effect on firms that are ?rimarily producing for export. In 

addition, the Israeli governll'ent is maki!I~ a concerted effort to attract 

investors and dispel fears about the economic and political security of 

production in Israel. A measure of their success was an economic conference 

held in Jerudalem last year that attracted 400 participants, 47 per cent of 

whom came from the United States. The Israeli Investment Authority 

particularly invited officials of technology-oriented firms whose annual sales 

exceed~d $100 million annually. 
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4. The historical context 

To understand the role and potential effects of high technology in the 

Israeli economy, two intersecting historical processes &ust be exa•ined~ 

government-initiated population settlement policies~ and the Israeli response 

to continual external military threat. 

First, government population dispersal policy during the mass migration 

into Israel in the 1950s has resulted in serious regional inequalities. Of 

the one million Jewish migrants who entered Israel during this decade, the 

majority were of North African or Asian origin. These iunigrants were 

overwhelmingly settled outside the high-growth coastal centre in the 

peripheral development towns where they currently constitute at least 70 per 

cent of the population (see Map 1) •. A portion of the Sephardic migrants 

settled in or eventually migrated to the major cities but are concentrated in 

urban q11arters on the outskirts. 

Among the statistics which describe the inequitable relationship between 

the central cities of Tel Aviv and Haifa and the peripheral new towns are a 

higher infant mortality rate in the periphery, higher unemployment, lower 

levels of municipal services, and a shortage of skilled teachers (Hassen ~981, 

Gradus 19 78) • 

The centre, which now encompasses Jerusalem, continued to be dominated by 

the Ashkenazim or European Jewish population. The "Oriental" migrants, as 

they are referred to in Israel, were relegated to the bottom of the class 

structure and mainly to the geographic periphery. Only the Arab population 

ranks lower on the socio-economic scale.!/ 

While Israeli society became more heterogenous as a result of migration, 

that heterogeneity was defined by a clear spatial division of labour between 

the European-Ashkenazi upper-claHS centre and the Arab and Sephardic 

!/ According to the Israeli Centr41 Bureau of Statistics, the average Arab 
household in urban area has only 70% of the income of its Jewish 
counterpart. Since about half the Moslem Arab population in Israel is 
rural, the income gap would be still wider if the Arab population as a 
who le were compared with the Jewish population (Friedlander ar.d 
Goldscheider 1984). 
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periphery. Today, approximately 70 per cent of the population of Israel 

resides in or adjacent to the core cities of Haifa, Tel Aviv and Jerusalem and 

30 per cent in the development towns of the Galilee and Negev. The 

approximately 15 per cent of the Israeli population that is Arab is 

concentrated in the Galilee and in and around Jerusalem.!/ Population 

groups are also highly segregated within Israeli cities, with Haifa and Tel 

Aviv showing significantly higher indexes of segregation among ethnic groups 

than Jerusalem (Friedlander and Goldscheider 1984). 

Because of the political consequences, the government attempted to 

redress the inequalities associated with the distribution of the North African 

immigrant population in development towns. This regional development policy 

took the form of (largely unsuccessful) regional industrial redistribution 

policies in the 1960s and 1970s. The lack of success of these policies is 

attributable both to the kind of capital available for i11dustrial development 

and co the character of labour demand in what was at that time a limited 

private sector.~/ It was primarily low wage, mature industries, and 

1/ When Jerusalem was annexed, 60,000 Arabs were added to the Israeli 
population. There are also significan~ Arab minorities in the North (the 
Dru.ie) and in the South (the Bedouin) of the country. 

2/ At the heart of the Israeli economy is a set of industries that are 
government- or worker-owned. The public or government sector of the 
Israeli economy invested in and controls certain indusLries with the 
purpose of creating a diversified national economy and erQuring the 
continued operation of strategic industries. This sector includes a wide 
variety of industries from food processing to banks and the highly 
successful aerospace industry dominated by Israel Aircraft Industries 
Ltd., the single largest enterprise in Israel. Industries controlled by 
the public sector account for 15 per cent of the total industrial output. 
The labour or Histradrut sector also employs people in a range of 
industries throughout the Israeli economy. Enterprises in this sector are 
organized as co-operatives or are companies owned by the central 
organization of the Histradrut. The largest of these is Koor Industries, 
a conglomerate which employs over 33,000 people in 80 industrial plants. 
In 1982, Koor sales a~countad for 15 per cent of Israel's industrial 
pr~duction and 15 per cent of industrial exports. The private sector 
accounts for approximately half of the economic activity of the country 
and industrial output. The degree of private holding varies by industry. 
In the agricultural sector, only 15 per cent of production is private 
while textiles, diamond polishing and many of the new high technology 
firms are privately held (&ank Leumi 1984). 



- 183 -

subsequently, branch plants, that responded to government incentives and 

located in the development towns in the periphery during the 1960s. 

Consequently, only one-tifth of gross investment went into development towns 

(Hasson 1981). Social and economic disparities have not lessened during the 

past thirty years of Israeli development • .!/ 

5. The military challenge and its political and economic consequences 

The dynamic political and economic forces that stimulated the 

introduction of high technology research and development can be traced to the 

late 1960s. Israel's involvement in two wars in the space ot seven years 

meant an infusion ot a substantial capital investment in defense industries. 

The development of the aerospace industry was also stimulated by the French 

arms embargo which increased the government's conmitment to self-sufficiency. 

It was the expansion of this sector that eventually spawned Israel's research 

and development revolution as engineers began to spin off new high technology 

industries, such as Tadiran and Elscint, which were substantially if not 

wholly privately owned. In this way the public or government sector acted as 

a stimulus for a high-growth private sector. 

The further expansion of this private sector activity "at the top" and 

its spatial character is the result of both economic and strategic plannin~ in 

Israel. As in many countries, attention shifted in the 1970s from regional 

equity to national economic development, on the assumption that the 

stimulation of the national economy must take precedence (Chisholm, 1976). In 

Israel, this shift was further influenced by concerns for national security, 

!I There was a widespread assumpti'>n that ethnic differences would di.sappear 
in the second generation but this has proved n0t to be the case as e.g. 
demonstrated by declining rates of intermarriage between the European 
Ashkenazim and Oriental Sephardim. Socio-economic status has also 
remained remarkably the same for various ethnic groups since their 
incorporation into Israeli society. The spatial policies ot the 
government, especially as they have affected the Arab and Sephardic 
Jewish populations, are at least a contributing factor to this lack of 
integration. 
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for settling the predominantly Arab Galilee with a Jewish population and for 

securely incorporating Jerusalem within the Israeli polity. The spatial 

expression of these policies will be further discussed in the next section. 

For firms interested in locating in Israel, the less tangible effects of 

the social and political character of Israeli society act as strong stimuli to 

investment. Because of their experience of war and sense of being under 

siege, Israelis are very security-conscious and thus very desirable employees 

for firms doing military-related work. Ideologically, many Israelis are 

cODDDunity-oriented and tend to be co-operators rather than competitors in the 

workplace. Social security benefits, such as pensions, tie people to their 

jobs while high taxes with few deductions offer little incentive for 

entrepreneurial ventures. These conditions make it more difficult for the 

individual entrepreneur to strike out on his own, even if he has access to 

capital. There is another way in which the transnational firm locating in 

Israel benefits from the social security provided by the quasi-socialist 

public sector~ the high levels of health care, education and cost controls on 

essential food products provide an invisible wage-cost subsidy to firms. 

Finally, the emergence of Israel as a high technology center can be 

attributed to two interconnected international flows, those of investment 

capital and military alliance. The military character of Israeli society and 

its alliance with the United States are well documented. What is less well 

documented is the economic dimension of this alliance~ the United States \s 

the major purchaser of Israeli defense products. This trading relationship is 

strengthened by offset agreements, under which Israeli purchases from U.S. 

companies must be compensated by U.S. firm purchases in Israel. These 

purchases are covered by offset credits to the firm ~y the U.S. government. 

Examples of the relationship fostered by offset agreements include those 

between General Dynamics, Hughes Aircraft and Honeywell -ith Elbit computers 

~nd GTE with Tadiran. These ties have been strengthened by the use of 

American technical specifications in the production of defense-related 

products. In addition, the U.S. government must approve export sales of 

Israeli military hardware containing U.S. components. The Kfir jet, for 

example, has a General Electric en~ine and falls under this agreement. 
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These agreements and the stable national and international market they 

assured enabled investment in local production infrastructure. The dominance 

of defense industry production in Israeli research and development is 

demonstrated in several ways~ 

46 per cent of Israeli research and development funds go to 

defense-related projects (as compared with 2 per cent in Japan)~ 

the largest research and development institution in Israel, with more 

than 5,000 employees, RAPHAEL, is a division of the Israeli Defense 

Forces; 

30 per cent of all Israeli exports, except diamonds, are from the defense 

sector and 75 per cent of the exports in electronics and metal products 

(the fastest growing sector in the economy); 

40,000 people work in the three major state defense industries, half of 

them in exports. 

Israeli defense industries have always specialized in the improvement and 

modification of weapons systems, not in the creation of new systems. They 

have had to maintain confiscated and imported surplus wrapons and thus learned 

to overhaul and manufacture ammunition and parts for those weapons. The 

defense alliance with the United States created a stable but limited market 

that has expanded to the world as Israel's ability to customize weapons 

systems has increased. AS in the United States, the technological advances 

associated with the defense industry (and the infrastructure and expertise it 

fostered) stimulated research and development in non-military fields such as 

~obotics, lasers, computer software and medical technology. These activities, 

however, are dwarfed by the dominant defense orientation of the Israeli high 

technology sector. 

6. The interregional location of research and development 

Because the phenomenon we have been describing is of fairly recent 

origin, its specific locational character is only beginning to emerge. 

Studies are now under way which will describe in detail the geographic 

location of high technology firms, including research and development 

(Felsenstein 1984, Razin 1984). Preliminary infor1nation from the Israeli 
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Association of Manufacturers and from the Investment Authority provides strong 

indications of the geographic concentration of the new sector. Virtually all 

of the firms in this sector are located in the Haifa-Tel Avia corridor (see 

Map 2 and Table 1). Jerusalem has the fastest growing high-technology sector. 

almost exclusively built on foreign investment. This rather small geographic 

area also encompasses the major universities, all ot 'lhich have established 

special intitutes to apply technological advances to industrial needs. 

Preliminary information indicates some differences in the locational 

characteristics for types of firms. 

Table 1. The location of companies active in research and development 

in Israel 

Location Percentage 

Tel Aviv metropolitan area 

Haifa metropolitan area 

Western Galilee (including~ 

and Nahariya) 

Jerusalem 

Kibbutzim 

Non-metropolitan centre 

Beer-Sheva 

Negev (Dimona) 

Ashdod 

Ashquelon 

Upper Galilee 

Total 

:1 

158 

34 

7 

27 

57 

8 

11 

l 

3 

4 

4 

314 

51 

11 

2 

9 

18 

2.5 

3.5 

97 

Source~ Data gathered by Bank Leumi, 1984, Research and Development in Israel. 
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The multinational firms that combine reserach and development with a 

fabrication plant appear to be locating in the Haifa area and in the adjacent 

"Region 2000", recently targeted as a high-technology region. The attractions 

of Haifa include the Technion, Israel's technical research university, and a 

high-quality physical and telecoamunications infrastructure with access to a 

low-wage Oriental Jewish and Arab labour force in the more rural Galilee. In 

this respect, the development of Haifa and the adjacent Galilee, including the 

towns of Karmiel, Maalot and the private suburban development of Kfar Vradim 

resembles similar industry-residential configurations in Santa Clara and San 

Diego counties in California (see Map 1) (Saxenian 1983). 

Veeco, for example, is a transnational firm thaL has located a wholly 

owned subsidiary, Lambda Israel Ltd. in the town of Karmiel, designed 

especially for mid-level engineers and technicians. Veeco turned down a 

comparable of fer in Ireland because of the opportunity to combine high-quality 

engineering labour (less available in Ireland) with a low-cost pro~uction 

workforce, available in the surrounding development towns and Arab villages. 

Laubda's general manager describes this labour force as one "whose direct 

labor rates are substantially lower than in the lhited States and ••• 

comparable to Mexico~ about the same as Singap~re and comparable to Japan. 

Productivity compares favorably" (Wiener 1984). 

The small spin-off research and development firms, such as software 

firms, are overwhelmingly located in Tel Aviv and its suburbs or in the 

kibbutzim "1ich, although geographically located throughout the country, have 

strong communications and organizational ties with the centre. This is 

presumably related to the agglomeration economies in materials and access to 

skilled personnel and a market (Israeli Association of Software Houses 1984). 

Al though tt.e pie tu re is not yet clear, firms locating in the newly 

constructed industrial park~ near Jerusalem could also replicate the 

configuration between Haifa and the Galilee because of the potential of 

employin~ the Arab poJ)\Jlation in the Israeli occupies territories on the West 

Bank, immediately adjacent to Jerusalem. 
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The location of a lar~e Intel subsidiary in Jerusalem has as 11a1ch 

strategic as economic significance to Israeli planners. There is a marked 

tendency to justify all intrastructural development in Jerusalem as necessary 

for security purposes and to strengthen Israel's capital. One result of the 

priority placed on development of Jeruselem has been to increase the 

interaction between Jeru~alem and Tel Aviv, a forty""111inute drive away. 

7. Implications for national and regional development in Israel 

To the extent that they help to develop the strategic settlements in the 

Western Galilee and strengthen Jerusalem's economic base and its control by 

Israel, transnational and investment facilities in Israel are in concert with 

national economic development and geo-political objectives. It appears, 

however, that there may also be significant costs to Israel in hosting this 

kind of development. First, transnational subsidiaries typically depend on 

internal sourcing, thus reducin~ local multipliers th4t might occur if 

development took place in locally supplied smaller firms. Secondly, there is 

the question of the monopolization of highly skilled labour. If the 

transnational subsidiaries locating in Israel raid existing firms and, through 

contractual agreement& and other means, further reatrict the spin-off process, 

they may impede the development of a more self-sufticient, diversified 

economy. An example of th~s raiding phenomenon is the case of Tadiran, the 

largest Israeli military technology firm, and Intel, headquartered in the 

Santa Clara Valley. Intel twice raid"!d the Israeli-trained technical staff of 

the Tadiran quartz crystal plant tor employees for its Jerusalem plant. The 

Tadiran plant was eventually forced to clos2 (Friedland 1984). Firms locating 

in Israel have also exacted agreements that no competing firm can be located 

within 30 miles of its plant. Considering the size of IBrael, this seriously 

prohibits competititon and spin-offs (Felsenstein 1984). 

The current Israeli road co hi~ tec1inology d'?Velopment is quite likely 

to increase already existing inequities among population ~roups and among 

regions. This is the almost certain result of introducbg a private-capital 

do~larized sector into an economy in which wages are low and strictly 

controlled. Also, the great majority of the new well-paid hil\h technology 

jobs is likeiy to go to the already privileged Ashkenazim segment ot the 
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population. These jobs will be located in such a way as to capture a 

strategically important portion of the labour supply for low-wage, 

non-dollari.zed jobs, while being inaccessible to the lar~e portion of the 

population located in development towns or suburban enclaves. The urban 

Sephardic Jewish population and the Arab population are likely to benefit from 

the high technclogy development only through the expansion of low-paid jobs in 

the service sector. This ray in fact increase competition between these 

groups and possibly raise the deuaand for Arab labour from the occupied 

territories. Already nearly ~0.000 inhabitants in these territories coamute 

to work daily in the State of Israel. 

8. Implication for the "New International Division of Labour" 

The process behind the loc~· ~on of transnational subsidiaries throughout 

the world have been analyzert with respect to long-term trends in th~ 

internationalization Jf capital and short-term investment cycles that create 

different industrial profit and production conditions • .!/ As a spatial 

conception of these economic processes, the new international division of 

labour has been fr~~uently reduced to a consideration of regional and national 

labour cost differentials, another version of comparative advantage. As a 

consequence, the analytic concept h.~s been drained of what which made it such 

a provocative instrument for understanding changes in the world economy~ 

historical description of the creation of regionally different labour supplies 

and emphasis on the processes connecting places in disparate geographic 

locations. 

AB the location of high technology activities in Israel demonstrates, an 

interpretation of the location of transnational production activities based 

only on wage differentials is extremely limited. The path that Israel is 

!/ There is a wide-ranging theoretical and empirical literature on the 
character, origins and effecrs of the global production. Directly 
related to the subject discussed in this paper are the works by Taylor 
and Thrift 1982; Frobel, Heinrichs and tcreye 1980; Cohen 1981; Hymer 
1979 •1 and Clark 1981. 
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taking as an outgrowth of the flows of military alliance and investment 

capital contradicts simplistic notions of comparative advantage. At the same 

ti.me. the pc-ocesses we have outlined strongly suggest the need for more 

comparative research. In trose researc~ efforts we should recognize 

difference and division. but our primary concern should be to explain how they 

emerge from overarchinR processes of connection and interdependence. 
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1. Introduction 

Japan's industry has developed remarkably, especially after World War II. 

Many have been impressed by its development; few are familiar with the 

historical evolution of Japan's economic and industrial growth. 

;echnology imports, which played an essential role in the genesis of 

Japan's modem indastry, are nothing new to the counc.ry. kith the 

introduction of Buddhism from India, in the 6th and 7th centuries AD, by way 

of China, Indion and Chinese technologies were introduced as well. And ~ven 

at that t~me, the Japanese goverrment supported technology transfers: new 

productB based on the imported techniques were developed in craft centres 

owned by the state. 

In the 16th and 17th centuries, Portuguese, Spanish and Dutch 

missionaries and merchants introduced European technologies and ideas. 

Western thinking was transferred on a much larger scale, together with the 

inventions of the Industrial Revolution, in the late 19th century. Britain, 

"the workshop of the world", now played a major role, and it would be 

interesting to pursue the historical parallels between Britain and Japan as 

hubs of the world industry. Later, the US became the major source of 

technologies; in 1923, General Motors and Ford established their Japanese 

subsidiaries. 

With the expansion of its modern industry, Japan also had to rely on 

foreign resources and markets: cheap energy and raw materials from Third World 

countries, the vast markets of the United States and Western Europe. To 

secure resources and markets, Japanese companies have expanded overseas; 

nowadays they run over 2,600 establishments in both developing and developed 

countries. 

Within Japan, not only the -::orP. re~ion around the capital of Tokyo but 

also the peripheral regions were of major importance in industrial 

development. The southern island of Kyushu, on the old international shipping 

routes, was a c~ntre of technology diffusion for many centuries up to the 

early modern period; Hokkaido island in the north was an incubator for mode ... 

agricultural and mining technoloiies. The core region itself has shifted in 
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the course of time~ Osaka was a major economic centre in old Japan, Tokyo came 

to prominence only when it became the national capital in the aftermath of the 

1868 Meiji Restoration, which brought the eq>eror back to power and opened the 

way for modern industrialization. The rapid growth of the automobile industry 

ii:t the 1970s accompanied the rise of Nagoya, between Tokyo and Osaka. The 

evolution of economic development both at home and abroad has forced the 

Japnese government to foruulate a variety of industrial and regional 

policies. The following chapters will highlight the relationshit>S between 

government policy. the metamorpaosis of Japan's industrial system and the 

development of the international division of labour. 

2. The development of modern industry 

2. l Cotton 

Japan's first modern industrial equipment, textile machinery, was 

imported illegally from England by a Kyushu nobleman in 1867, just before the 

Meiji Rest~ration. Part of the cotton yarn and the fabrics had to be imported 

as well initially, and these imports led to a decline of native cotton 

production. Reactions in the old cotton producing areas were of two kinds. A 

part of the working population migrated to large towns like Osaka, to work in 

the modern industries. But when a Japanese artisan invented a spinning 

process which used waste and old fibre and demanded less capital and skill 

than the imported manufacturing process, a remarkable redevelopment of these 

areas took place. A 1877 goverrmaent project, installing small spinning mills 

imported from England in these areas, was less successful. Knolrhow, 

investment capital, inputs and energy (these mills still used water power) 

were not avaiiable on a sufficient scale. Native technology adapted to local 

situations in this instance proved superior to governnent-supported 

industrialization based on imported technologies. 

Of the early modern textile factories, only the Osaka Cotton Spinning and 

Weaving Co. Ltd. was successful. It was established by a retired Ministry of 

Finance official, and financed by former feudal lords, financiers and local 

cotton merchants. Software (management and technical know-how) and hardware 

(steam engines and spindles) were acquired in England by a Japanese student of 

econo~ics and mechanical engineering. Osaka was the obviocs location for this 



- 198 -

enterprise: it was not only a major traditional economic centre, but also 

designated to be an international port, and it soon became th~ town where most 

ginned cotton imported from the US, Chiraa and India was landed. 

The Osaka Spinning and Weaving Co. Ltd. showed the way to other 

entrepreneurs: from the 1890s onwards, Japan became an exporter of cotton yarn 

and fabrics to China (potentially a very large market) and Korea. English 

cotton imports gradually came to a halt. Entrepreneurs kept their costs low 

by using cheap fenale labour, inputs produced by the cottage industry and by 

successfully lobbying for the establishnent of import duties on ginned cotton, 

against strong opposition from cotton fanners. Transport costs of Indian 

cotton were reduced through government-supported co-operation with a major 

Japanese shipping company. During this period, the Japanese began to improve 

imported machinery and to invent and produce their own. The low price of some 

mad .1es pennitted the diffusion of textile manufacturing to iocalities in the 

Aichi and Shizuoka prefectures, east of Nagoya. Some areas responded to 

growing competition in the cotton market by diversifying into wool 

manufacturing. 

World War I caused a cotton boom. Apart from the 1921 and 1927 crises, 

which resulted in mergers and the diaappearance of many of the smalle~ 

companies, the cotton industry kept growing, surpassing the English industry 

and finally topping the world market in 1933. Silk, traditionally Japan's 

main textile export product, had been replaced by cotton. 

China was the first country where Japanese industria 1 entrepreneurs 

est9blished subsidiaries. Overseas }Qcation was stimulated by low costs, the 

World War I boom and the imposition of import duties on cotton yarn and 

fabrics by the Chinese government in 1919. By 1925, 87 factories were being 

operated. Competition and co-operation among these were regulated by the 

Associatio11 uf the Japanese Cotton Spinning and Weaving Industry in China. 

The internationalization process of Japanese cotton capital was eventually 

prevented from following its own course when the Japanese government 

reorganized 177 cotton firms in 14 groups in 1940, as part of its economic war 

policy. In the end, only 10 cotton groups remained; the others were assigned 

to other (military) tasks. 
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After World War II, the industry was in ruins. The largest company, 

Toyobo, had lost 90 per cent of its installed capacity. The recovery of the 

cotton industry, however, was strongly stimulated by the US occupation 

authorities. US technologies and know-how were now available, and so was a 

large US cotton surplus. Promoting the cotton industry would not only help to 

cover the large post-war demand in the Jdpanese market~ textile exports would 

help to pay for much needed food imports. An extra boost was given by the 

Korean war, and in 1952 Japanese cotton exports were once more the largest in 

the world. Soon after, the decline set in. Governnent policies began to 

favour synthetic fibres, economic growth led to competition from the budding 

electric and automobile industries in the labour market, forcing up wages. 

Japan also had to compete with such low-wage countries as South Korea and 

China now. By 1981, cotton fabrics accounted for only 0.4 per cent of total 

exports; JapanesP firms, however, retained a hold on the international market 

through their overseas establistments. 

2.2 Automobiles 

Although car manufacturing in Japan goes back to 1907, and although the 

government promulgated a law stimulating production for military purposes in 

1918, the automobile industry only tcok off after Ford located a plant in 

Yokohama in 1923. The infant national industry once more relied on English 

technology, but the precursors of the present day Isuzu and Nissan companies 

were no match for the Americans who, among others, soon acquired a large order 

for Tokyo city buses and accounted for more than 80 per cent of the Japanese 

market by 1929. 

The 1936 Automobile Manufacturing Act, proclaimed on the instigation of 

the Army and the Ministry of C0111Derce and Industry, radically altered the 

picture. Ford and General Motors plants were closed in 1939, after an 

increase in duties on automobile parts. The Japanese governnent not cnly 

supported the car industry at home, but also its establishment in China. 

Seven Japanese automobile companies headed by Nissan had already collectively 

set up a plant in Mukden (now Shenyang) in 1932, after the completion of the 

¥.anchurian Railway, with the support of the Japanese··dominated Manchurian 

government. In 1937, Nissan completely took over this fa<.tory. Toyota 

reacted by establishing plants in Shanghai and Tientsin. The oligopolistic 
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structure of the Japanese ::ar industry took shape at this t we and has never 

been fundamentally altered, in spite of the emergence of the Mitsubishi, 

Toyokoga (Mazda), Honda and Suzuki motor companies after World War II. The US 

occupation authorities did much for the industry's recovery after the war, 

large orders being placed for the US forces in South Korea.!/ 

In the early fifties, new sa:all passenger car technologies were imported 

from Rngland and France. The great US companies at tt.at time concentrated 

their efforts on recapturing the European market, so Japan could exploit the 

export markets of Asian countries and countries like Brazil and Mexico with 

large Japanese communities; growing prosperity also created a home market. 

Host factories were located in the Tokyo ~etropolitan Area, but the great 

Toyota assembly plant was built in Koromo, near Nagoya , later renamed Toyota 

City. Subsidia1-y plants were built in a number of Asian countries, Mexico, 

Brazil and South Africa. In 1960, Japan succeeded Australia as the leading 

car producer in Asia and Oceania; by 1967 Japan had surpassed West Germany as 

a car producer. 

Apart from the import liberalization policy, few central government 

measures can b~ identified which had a direct influence on the car industry in 

the sixties and seventies, although the Ministry of International Trade and 

Industry appears to have guided the reorganization process behind the 

screens. It is certain, however, that the construction of industrial estates 

by regional and local authorities encouraged enterprises to relocate to e.g. 

northern Kyushu and the fringes of the Nagoya and Tokyo metropolitan areas. 

In the seventies, the automobile iadustry also began to relocate to 

developed countries. Toyota, Nissan and Mitsub~shi constructed plants in 

Australia; Honda tried to capture the American market by setting up an 

integrated factory in Ohio, soon followed by Nissan in Tennessee and Toyota-CM 

in California. In Europe, Honda began to co-operate with British Leyland. 

Nissan entered into joint ventures with Alfa Romeo and Motor Iberica, and also 

became active in the UK. This internationalization process again had its 

repercussions on regional develoµmcnt and government policies in Japan - a 

!/ In this essay, the Republic of Korea is referred so as South 
Korea. 
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matter to which we will return later. International energy conservation 

measures further stimulated the exports of Japanese cars with their low 

fuelconswnption: they grew from 38.6 per cent of total production in 1975 to 

54.0 per cent in 1980. In the latter year, Japan became the world's largest 

car producing country. 

2.3 Aircraft 

In 1910 Japan's first (military) airfield was constructed near Tokyo. By 

that time, both private companies and governnent authorities already disposed 

of pilots and engineers trained in Europe. Japan's first airplane was 

constructed by a naval officer in 1913, and World War I stimulated airplane 

production in the vicinity of the Tokyo ~~d Nagoya airfields and of the 

various naval yards where Navy planes were repaired. In the 1920s, British 

and German engineers were engaged to improve aircraft technology, and by the 

late 1930s the country was turning out warplanes which were a match for 

anytning produced in Europe or the United States. Output reached its peak in 

1944, with 25,000 planes and 40,000 engines. 

After World War II, aircraft production was totally prohibited by the 

occupation authorities for seven years. In 1952, Japanese firms began to 

carry out repair assignments for the United States Air Force and took up 

licensed production for US aircraft companies. The major beneficiaries were 

the Mitsubishi and Kawasaki companies in Nagoya, experienced airframe 

producers who were strategically located between the capital of Tokyo and the 

US Air Force units facing China and Korea. In 1954, the Self Defence Forces 

were established, providing a sound national market. Its strict quality 

controls and the establishment of a major aircraft engine factory, 

Ishikawajima, near Tokyo, attract~1 engine and parts manufacturers to the 

cap ital reg ion. Airframe and equ; '•~nt manufacture rs remained concentrated in 

the Nagoya area. 

In 1959, the Aircraft Industry Development Law was passed. Mitsubishi 

began to produce airplanes based on its own designs in the 1960s, but the R 

and D costs '"or large planes were too high to be borne by Japanese finns on 

thier own. illl..wever, joint ventures with US, UK, Italian and West German finns 

to develop and produce engines, passenger planes and helicopters proved 
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fruitful and led to a consolidation of the aircraft industry, which remains 

concentrated in the metropolitan areas along the South Coast. 

Although Japan's aircraft i.nports still vastly exceed exports, the latter 

reached a level of over 28 billion yen in the early 1980s. Imports and 

exports largely consist of airframes and accessories, the Et£ being the main 

source of imports, and the US being by far the most important buyer. The 

increased preoccupation with space industries in the US presents Japan with an 

opportunity to enlarge its share of the conventional aircraft indust-y. 

3. Internationalization of the Japanese industry 

3.1 General overview 

During the pre-war period, Japanese factories were not only built in 

China, as described in the last chapter. Japanese firms also established 

la h 1 . f nd T . l/ 1 ho h h b 1 . p nts in t e co onies o Korea a aiwan.- A t ug t ese esta ishaents 

were lost at the end of World War II, their presence exerted an influence on 

the later industrialization of these countries, and they provided Japanese 

entrepreneurs with basic know-how and skills for the internationalization 

process in the post-war period. In 1982, Japanese enterprises owned 2,659 

overseas establishments; the stages of international expansion e?:erge clearly 

from the following tabulation: 

New overseas 
Period establishments 

1964 276 

1965-1969 374 

1970-1974 935 

1975-1979 706 

1980-1981 368 

The growth in the 1965-1969 period hers a parallel in the growth of 

imports after the 1965 import liberalization measures: both underline the 

1/ In this essay, the Province of Taiwan is referred to as Tt .wan. 
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increasing internationalization of the Japanese economy. Investment laws were 

liberalized in 1967, and the 1969 Japanese-US textile conference played 

asignificant role in the decline of Japan's domestic textile industry. These 

developments heralded major changes in the country's industrial structure and 

contributed to the great expansion of overseas investment in the 1970-1974 

period. The world crisis reduced the growth of new overseas investment during 

the next period, but the Japan~se industry quickly recovered. Trade barriers 

and growing internat iona 1 competition with the US and the EEC have intensified 

ov£ seas investment; 368 plants were built overseas in 1980 and 1981 alone. 

The structure of overseas investment has changed through time. In the 

pre-1964 period the textile industry, with 41 plants, still played a 

significant role. It was replaced by the electronics industry as the major 

overseas investor; during the fourth (1975-1979) period, it established 125 

overseas subsidiaries, followed by Che chemical industry (122) and general 

machinery {84). Initially, cheap labour in other Asian countries was a major 

location factor for Japanese investors. Later, govenuaent industrial policies 

at home and abroad and caq>etition in the international market became more 

important factors. In Asia, where most Japanese overseas factories are 

located, Taiwan and South Korea are by far the most iq>ortant locations. Ir. 

the Americas, the US and Brazil stand out, in Europe most Japanese investment 

takes place in the UK and the Federal Republic of Germany. Most of the 

Korean, Taiwan, US and UK factories produce ~lectronics; in ASEAN countries 

chemicals dominate. In Brazil and the FRG, general engineering dominates. 

3.2 Japanes~ industrial investment in selec~ed countries 

- Taiwan 

Relations between Japan and its former ::olony Taiwan have a long history, 

and although diplomatic relations were broken off in 1972 when Japan 

recognized the People's Republic of China, the remarkable development of 

Taiwan's industry was and is to a large extent due to Japanese firms. 

Initially, Japanese manufacturers of paint and pharmaceuticals were attracted 

by low wages, favourable goverRDent policies and the domestic market. Later, 

the textile, electronics, automobile, genera 1 engineering and miscellaneous 

goods industries were attracted to Taiwan as well. In recent years, wages 

have ceased to be a major attractive factor, but government policies (domestic 
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market protection, free-trade zones, technology parks) continue to favour the 

establishment of foreign-owned factories, whjch are mainly locat~d near Taipei 

in the north, Taichung (Central Taiwan) and Kaoh~iung ic the south. Taiwan 

itself is the main market for Japanese finns based there. Altho•.iv.h it has had 

an export surplus since the mid-1970s, its trade balance with Japan is stiil 

negative. 

- South Korea 

When Korea was a Japanese colony, industry was concentrated in the 

north. The partitioning of the country resulting from the Korean War left the 

South without and industrial base. Development progranmes in the 1960s 

stressed the prQDotion of the heavy chemical industry. Jar-anese firms 

provided capital and technologies, but many of these firms have withdrawn from 

the country since the mid-1970s. Aprat from the influence of the oil shocks, 

the rapidly rising South Korean wages (trebled, on average, during the 

1975-1979 period) and a rather strict control of foreign capital movements 

contributed to tl.ese withdrawals. Japanese electronics and automobile 

establishments were also affected, but a new goverrnent policy promoting 

high-technology industry has attracted a number of prominent Japanese firms in 

these fields. Industry is mainly located in the Seoul and Pusan regions, in 

the north and south of the country, respectively. Although South Korea's 

trade balance with Japan is still highly negative, the country has outrivalled 

Japan in the world marl:et for severa 1 products (ships, iron and steel). South 

Korea has also become a serious competitor of Japan in the US electronics 

market. 

- Hong Kong 

Hong Kong differs from other East Asian locations. It is a centre of 

international trade and finance which has attracted many Japanese banks and 

trading companies, and Japanese industrial finns use their Hong Kori 

establishments not only to benefit from low wages but also a "test base" for 

the Asian industrial products market. Until the late 1970s, miscellaneous 

goods production was dominant in Japanese establishments, but in recent years 

the e lee tronic s industry has received important stimuli. 



....... ---------------------~-~------~-~---------- --- --, 

- 205 -

Table 1. J!fanese Qverseas establishaents - major reasons 
for relocation of roduc tion ( ) sales and rodoc t ion (s) 

per cent) 

South 
Korea Taiwan Hong Kong Thailand Malaysia Singapore 

Labour cost (L) p 57.3 60.6 47.7 29 .5 40 .o 37.2 
!.; 45 .8 58.4 35.7 43.5 38.2 39.2 

Development (D) p 14.7 11.5 6.8 33.8 32.3 25 .5 
policy s 38.5 29 .2 3.5 51. 7 45.6 29.4 

Market ~M) p 27.3 28.2 38.6 42.4 33 .'3 54.3 
s 60.5 52.6 46.4 58 .8 57 .I:. 68 .6 

Parts and (P) p 3.3 3.9 2.3 12.7 23.l 3.2 
materials s 3.7 5.2 o.o 5 .8 23.5 9 .8 

Total answers (T) p 183 259 44 71 65 94 
received s 109 154 28 85 68 104 

lndo- Phili-
nesia ppines Australia America Brazil Mexico 

L p 44.3 50 .o 5 .8 6.3 27 .7 26.3 
s 29.3 31.2 o.o 4.6 23.3 18.5 

D p 44.2 15 .6 17 .6 6.3 34.7 26.3 
s 53.4 47.9 32.0 3.3 38.8 51.8 

M p 54.2 25 .o 5.8 44.2 43.0 21.0 
s 62.0 54.1 64.0 62.6 68 .9 55 .5 

p p 11.4 31.2 52.9 23.1 25 .o 5.2 
s 10.3 16 .6 o.o 16.0 11.6 3.7 

T p 70 32 17 95 72 19 
s 58 48 25 150 103 27 

West 
U.K. Germany France SpRin Nigeria World 

L p 0 .o 10 .o o.o o.o 21.4 41.9 
s 6.2 o.o 0 .o 9.0 14.2 31.5 

D p 33.3 0 .o o.o 0 .o 21.4 20 .6 
s 25.0 4.3 0 .') 27.2 42.8 34.4 

H p 33.3 40 .o 50.0 50.0 50 .o 34.9 
s 81.2 52.1 71.4 72. 7 100 .o 68 .6 

p p o.o 0 .o o.o o.o 21.4 13.6 
s o.o 8.6 o.o 0 .o 0 .o 12.3 

T p 6 10 4 6 14 1,123 
s 16 23 14 11 7 1,096 

Source: Toyo Keisai's Overseas Subsidiaries Address Book 1983. 
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Industrial d~velopment in these East Asian countries has had varied 

repercussions on the Japanese economy. Some firms in the iron and steel, 

machinery and organic chemicals sectors have been able to expand their eXpOrts 

because of their central role in this overseas development process; in the 

long run, however, the iron and steel, shipbuilding and textile industries in 

Japan's peripheral areas suffered. The main region to gain was the Tokyo 

metropolitan area, the centre of ma.nageaent and R and D of the firms which 

redeployed to East Asian countries. 

- Singapore 

Before Singapore separated from Malaysia in 1965, the Malaysian Economic 

Development Bureau had been quite active in attr:JCting foreign capital to the 

Singapore area. An early result was the location of the Ishikawaj ima Harima 

shipbuilding and repair company in the proximity of Southeast Asia's largest 

harbour. After iniiependence, the Singapore government continued to attract 

foreign enterprise with large industrial estates. Initially low wages 

attracted labour intensive industries (textiles, electric machinery). In the 

1970s, the Singapore goveroaent adopted a high-wage policy (with part of the 

increased wages being deposited in a central develop14ent fund) and a policy of 

attracting technically advanced industries, services and trade. As a 

consequence, a number of Japanese factories were closed down and re located to 

Malaysia; other switched to e.g. automatically produced high quality 

electronics. Although Singapore may become a rival for high value added 

products, its develClplllent has had no repercussions on the Japanese domestic 

economy yet. 

- Malaysia 

Malaysia {like its neighbour, Indonesia) is traditionally a major 

supplier of natural resources (tin, rubber, timber) to Japan. Under the first 

(1966-1970) development plan the country began to promote and co-ordinate 

industrial development. Industrial estates and free trade zones near the 

major towns attracted overseas investors. Initially, lhe country's natura 1 

resources were an important location factor for Japanese firms. To speed up 

industrialization, incentives for overseas investors resulting in a.o. the 

establistaent of Japanese electronics and chemicals factories were provided in 

the early 1970s. As mentioned before, textile manufacturers redeployed to 
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Ha laysia as we 11 during this period, as a consequence of Singl"?ore 's high wage 

policy. 

In recent years Malaysia has begun to attract J£panese car 

.anufacturers. In the present Fourth Halayr.ia Plan, the governaent 

coacentrates on large oil refining, liquid natural gas and iron and steel 

projects in the .ore peripheral regions, the latter projects involving Japan 

Steel. 

- Australia 

Like Malaysia, Australia is one of Japan's traditional raw material 

suppliers (iron ore, coal, wool), Japanese firms have in .ore recent years 

aoved to Australia to process rav materials. AluainilD smelters, e.g., were 

built near bauxite deposits in Queenaland and near Sydney. 

Japanese-owned factories have only been operating in the country siace 

1964. From 1970 onwards a relatively strong expansion of Japanese inve!tment 

took place, but it was che::lted by the vorld crisis. Proainent investors are 

the autcnobile and electronics industries. The Australian goverDaent has 

promoted high-techr.ology development during the last years a.o. by 

establishing 4 technology park in co-operation with the South Australia 

Engineering University and Birchwood Science Park in the UK. So far, it has 

not attracted Japanese finas. 

- Brazi 1 

Apart from being an important supplier of iron ore, Brazil is linked to 

Japan through its iron and steel industry. The domestic industry's great 

expansion after World War II vas to a large ex~ent due to Japanese 

participation (involving mos~ of the major iron and steel c~anies) in a huge 

integrated plant in the State of Minas Cerais, followed by the establishment 

of other Japanese iron and steel works. In recent years, these have had to 

cope with competition from South-Korean producers. 

Host Japanese firms are found in the general and electric machinery 

branches; textiles and chemicals are also well represented. Plants are 

generally located in the Sao Paulo - Rio de Janeiro region, but investors have 
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begun to move inland, a.o. to the Hanaus F1·ee Trade Zone in Amazonia, to 

exploit Bcazi l's vast natura 1 resources and its cheap labour force. 

- United States 

Since the US established tiade relations with Japan 1~ 1854, it has been 

Japan's most i.mportan~ export market. Rav silk was long the major product 

sold to the US, but nowadays more than half of the ceramics and rai!.vay 

vehicles and more than one-third of the automobiles, motorcycles, office 

machines, cameras and integrated circuits exported from Japan find their way 

to th~ US. In return, the US supplies the major share of Japan's i.q>orts of 

such products as plastics, airplanett, cereals and soya beans. 

Japanese enterprises located in the US (the third largest concentration 

of Japanese overseas establishments) because this afforded better access to 

the huge market, and because of the availability of natural resources and 

high-quality manufactured inputs. These factors attracted, on the one hand, 

the producers of electronics, cars and machinery, and on the other the food, 

paper and chemic a ls producers. Ano her pull factor is the availability of 

sophisticated technologies, which in turn has induced Japanese firms located 

in the US to set up their own R arid D establishments. Host of the investment 

is quite recent - more than half of the plants were constructed after 1975. 

- United Kingdom 

EEC-markets and the availability of engineering know-how were important 

motives for the major Japanese automobile manufacturers to join forces with 

British automobile companies in the 1970s. For identical reasons, electronics 

manufacturers also established plants in the UK. In the late 1970s, several 

Japanese-UK i'.irms became active in the field of factory automation. So far, 

however, Japanese firms have not used the facilities offered by the various 

"science parks" in the country to furt11er develop high-technology products. 

- Federal Republic of Germany 

As in the US and UK, Japanese investment in the FRG largely postdates 

1970. Capturing a share of the general, electronic and precision machinery 

markets, t:raditional Gennan strongholds, was one of the incentives for 

investment; the high quality of inputs needed for these industries was another. 
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4. Some major recent issues in Japanese industrial develapment 

4.1 Overseas management 

In most cases, Japanese f'.inas rely on Japanese management for their 

overseas plants. Both linguistic and cultural barriers and the often 

relatively recent establishment of subsidiaries have prevented J.rapanese firms 

from attracting enough local executives. Some 70 per cent of overseas 

subsidiaries have a Japanese dire.::tor. Otherwise, the main problem in 

developed countries is to attract sufficiP-nt high-level engineers, whereas in 

developing countries financial specialists are hard to find. 

Exchange programaes are used to familiarize Japanese and local staff with 

conditions at overseas locations and in Japan, respectively. Training courses 

have also helped to solve the problems, and during the last decade special 

medical, educational and social s~curity facilities have been made available 

through the intervention of the Japanese Overseas Enterprises Organizaton. 

4.2 Foreign investment in Japan 

UniJer international pressure, Japan has relaxed the regulations for 

foreign direct investment in Japan, especially since 1970. Although the 

Ministry of International Trade and Industry and regional development bodies 

promote the establishuent of foreign enterprises in peripheral areas (Kyushu 

and Hokkaido), most foreign factories are concentrated in the Tokaido 

megalopolis formed by the three major metropolitan areas (Tokyo, Nagoya, 

Osaka). During the 1972-1982 period, only 22 out of 100 new enterprises were 

located outside the megalopulis. The Tokyo and Nagoya areas have been most 

successful in attracting foreign high-technology enterprises, such as 

electronic and medical apparatus, pharmaceuticals and high quality chemicals 

producers. The more peripheral regions have received their share of 

integrated circuit manufacturing - Kyushu, where eight US firms have settled, 

is called Silicon Island nowadays. In Hokkaido high quality chemicals are 

being produced by European firms. The share of high-technology ind~stries in 

foreign investment is five times as high as in new domestic investment. 

Foreign plants also tend to be much larger (both physically and qua manpower) 

than domestic plants. The main motives for investing in Japan are the 
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domestic market and the proximity to Asian markets, research facilities and 

the availability of highly skilled labour. 

4.3 Research and development 

Japanese government investment in Rand D goes back to 1948, when the 

Agency for Industrial Science and Technology (AIST) was created. It 

incorporated 12 R and D institutes belonging to various government bodies. 

From its early locations in Nagoya and Osaka, branch offices ~pread all over 

the country. These have been or are involved in research on oil derivates, 

seabed exploitation (manganese nodules, oil}, jet engines, high speed 

computers, optics, solar energy, waste heat utilization, energy storage, 

resource recovery, etc. 

In 1983, AIST and the Ministry of International Trade and Industry 

started the Local Technology &nd Regional Technological Frontier Development 

project which aims at improving local and regional industrial structures, 

taking local needs and locally available expertise as the point of departure. 

Decentraliz~tion of research facilitis was paralleled by the integration of 

diverse research institutes in Tokyo into one R and D centre at Tsukuba, north 

of the cap ital. It has attracted dozens of private research institutes. 

Joint international research and technology transfer have resulted in 

projects in many Asian and South American countries. Most of these conce""ll 

improved resource utilization, ranging from tropical fibres (Mexico) and 

bamboo (Sri Lanka) to volcanogenic ores (China) and industrial and urban waste 

(Philippines). Industrial technology transfer has taken place in Indonesia 

(improving colour fastness of paints and dyes) and South Korea (software for 

metal-working presses). AISl' has also provided various Southeast Asian 

countries with remote sensing techniques and metereological measurement 

techniques. Apart from their long-term benefits to Japan as an importer of 

raw materials (the oil crisis was a major catalyst of these progra111111es) -

these projects may also be expected to bring indirect advantages through their 

contribution to impr~ving the global economic environment. 

The pressure of international competition and the establishment of 

science parks in the US and UK H imu.ated work on a ne"" research policy 

intended to promote the change-owr to high-technology industry in Japan in 

the 21st century. In 1983, the La~ on the Promotion of the Construction of 
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High Technology Industry Areas (generally known as the Technopolis Act) was 

enacted. At present, 19 areas have been designaced for technopolis 

development. Local authorities, enterprises and research institutes jointly 

plan these areas along guidelines provided by the central government; they are 

not only conceived but also constructed as units, with industrial and housing 

estates and research facilities. 

Technolopolis locations are generally well outside the metropolitan areas 

with the exception of Utsunomiya north of Tokyo, Hamamatsu east of N~oya, 

Nishiharima west of Osaka and Hiroshima Central Technopolis. Nagoya was the 

only metropolis to build a technopolis all by itself (the Tokai Techno Belt). 

General technopolis characteristics are (or will be)~ a high-quality 

infrastructure (airports, access to high-speed "'bullet train" lir.es), a 

concentration of research institutes and a local/regional resource base or 

industry with development potential. Technopolis growth has been fastest in 

the south of the co-.ntry, the "industrial frontier"' with Asia. 

5. Cone lus ions 

The world economic cri~is and heavy international competition have forced 

the Japanese domestic industry t~ undergo a metamorphosis. Old textile areas 

whos~ attractiveness for capital was based on cheap female labour have had to 

switch to electronics industries. And the !lectronics, automobile and 

petrochemicals producers also had to adapt. 

Although research and development are heavily concentrated in or near 

Tokyo, high-technology industry has been attracted by local facilities all 

over the country. New information systems, improvements in phy&ical 

infrastructure, local enterpreneurship and government support - especially at 

the prefectural level and in the form of university research and training 

facilities - have all made their contribution. AIST and the 1983 Technopolis 

Act have provided the framework for further development. 

So far, Japan's unemployment rates have been low. Traditional producers 

have often managed to switch to modern manufacturing, areas with declining or 

mature industries have redeveloped their industrial structure. RoDotized 

production in the new industrial era, however, will lead to lower employment 

rates and will force central and local authorities to formulate new social ~nd 
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regional strategies in the near future. In general, more attention will have 

to be paid to living collditions. 

The key word for future development may be ''ltno.,ledge". Both the 

Japanese govenaent and Japanese businesS111en in the metropolitan areas, the 

peripheral regions am overseas locations will have to improve their 

understanding of international developments in order to preserve Japan's 

position in a chaotic, heavily competitive world. Japan will also ~~nefit 

economically and politically, in the short and in the long run - from the 

diffusion of technological know-how to developing countries. 

In the emerging international di vision o~ labour, the new information and 

R and D industries may be expected to become the motive force for the further 

metamorphosis of the Japanese industry. 
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FIGURE 2 

FLCJW PATTEll5S OP MATERIALS FOR JAPAllESE OVERSEAS FACTORIES 
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FIGURE 3 

Fi.CJI' PATTElUIS OF MATERIAU' FRO!I! JA!'AllESE OVERS~ FACTOP!ES 



FIGURE 4 DISTRIBUT~ON OF R + D INSTITUTES IN JAPAN 
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Introduction 

Basically. regional developaent strategies have siailar options as 

entrt!preneurial ones, (cf. Stoor, '"rhe spatial divisio:i of labour and 

entrepreneurial strategies" in Part I) except that they also have to take 

account of effects external to firas (cost/benefits) but internal to 

territorial coamunities, particularly the spatial and social distribution of 

these effects (Tyson and Zysaan, 1983, p.35). The degree to which this is in 

practice done will depend on the aaturity and responsiveness of deaocratic 

institutions in the respective country and region. 

Policies actually adopted therefore usually are a function of the power 

relations and the political weight of specific groups within the respective 

region/country which noraally will try to miniaize (politic~l) friction cost. 

As in national policy, the main policy options will be international 

integration oriented adjustment promotion on the one hand, or regional 

integration oriented policy (frequently via financial protection) on the 

other. As Tyson and Zysman (1983) say, "the categories overlap, but the 

distinction remains useful ••• In political te-lDS such policies represent more 

than just a reward to the politically powerful. Rather, they are often part 

of a social compact about how the costs and strains of industrial change will 

be shared. As such, protective subsidies may be seen as a contribution to 

social peace, a payment to avoid destructive industrial conflicts, and a means 

to assure that market adjustment can continue" (p.35). Political support for 

international integration oriented strategies will normally come from 3 

groups: employers and enployees of TNCs, international financing 

institutions, highly innovative and competitive sectors; regional/national 

integration oriented policies however usually will be supported by the rest of 

the regional population and economy (Wehrle 1980, p.167). 

On efficiency grounds, government intetvention in industrial 

restructuring will attempt to promote the movenent of both capital and labour 

resources from industries in relative decline to more profitable employment 

opportunities. Promotion policies with this objective will essentially try to 

do three things (Tyson and Zysman 1983, p. 35, 43)~ 
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1) assist the eaergence of new industries, particularly growth -linked 

ones; 

2) assure that regional/national filllS reaain competitive during the 

process of transition and transforaation of an industry; 

3) easing or •oothing the cit of resources froa declining industries. 

Covenment intenention in regional/national industrial restructuring 

furthenaore will tend to be particularly strong if (Ballance and Sinclair 

1983. pp.188. 198): 

1) the re is a major threat to eap loyment or to existing indust ria 1 plant; 

2) few options are open to existing finas to .ake the saae products in 

altemative ways (process innovation) or to develop alternative 

products (product innovation); 

3) the cost of running dovn uncompetith1e capacity is higher - this will 

increase the pressure of interest groups (in this case usually 

entrepreneurs and labour jointly) on governaent to intervene. 

For regional adjust11ent as well as for national adjustment policies 

however the observation that "growing involvement of the state was seldom 

acc0111panied by institutional arrangements to co-ordinate the many decisions" 

necessary for integral and effective adjustment (Ballance and Sinclair 1983, 

P.18) is ?ertinent. In other words, governmental adjustment policies so far 

have done little to promote integral self-regulating adjustment mechaniSllls for 

structural change and innovation. Alternatives will be discussed in the last 

section of this paper. 

Regional adjustment policies will be analyzed in the same categories as 

entrepreneurial strategies have been in the previous essay by the present 

author. But social costs and their distribution will have to be included in 

the evaluation. We shall try to do this in the following sections. 

Regional development strategiea have usually followed similar option 

paths as entrepreneurial ones (cf Table 1 and Table 2 in the autho~'s previous 

contribution), last not least because they have generally followed political 

press~re to reduce emerging factor or market bottlenecks. 
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1. Regional strategies for in-situ structural change 

1.1 Local factor costs cutting strategies 

labour cost reduction: Politically this will depend on the degree of 

organization and the political power of labour. Like a deregulation of 

the labour mark.et, it will usually be a political option only in less 

developed countries/regions or in those with politically weak trade 

unions. Ballance & Sinclair (1983) quote the example of South Korea 

where "the govenaent used its influence in the banking system to curtail 

borrowing by firms whose wage awards are 'too high"' ( p.182). 

Economically such a strategy however sinultaneously reduces regional 

purchasing power and therefore tends to reduce effective regional 

demand. Socially it will mainly prejudice the "external" labour market 

to l_arge firms (cf. 3.4 in the author's previous contribution). 

reducing capital cost: This strategy to attract firms is applied in most 

areas instead of or in addition to a reduction in labour cost; it is 

usually offered on an inter-regionally c~etitive basit in the form of 

public subsidies or low cost credits, which with declining economic 

growth rates has becane a serious drain on the public sector competing 

for mobile transnational capital (Bluestone and Harrison 1980). With 

declining public resources, capital incentives have in many countries 

tended to become oriented towards the most powerful TNCs while at the 

same time pressure for labour cost reduction has increased. 

Where capital incentives have been predominant, they have furthermore in 

many cases been counterproductive as they mainly tended to attract 

production processes in a late stage of the product cycle (typically 

highly capital intensive). Products in early phases of their cycle, 

however, typically have to be highly labour/human-capital intensive while 

processes have to be flexible. This would make the stillk.llation of 

non-flexible fixed capital a risky undertaking both from a technological 

and financial point of view (Borner 1980, p.26). 
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1.2 Spatial penetration policies 

During earlier periods of high aggregate growth rates the mo~t fr~quently 

applied strategies have been : 

promoting immigration of cheap lalour ("guest workers") which led to 

short-term productivity increases in the highly developed areas but to 

retarded innovation in the medium tenn. With declining growth and 

employment rates, this strategy caused a rapid increase of the full 

social cost of guest workers and t~~ir dependents as they become eligible 

for wider social benefits. With declining ecoccmic growth rates there 

has also been increasing resistance on the part of the domestic labour 

force against external labour. 

market expansion strategy has also brought benefits mainly as long as 

high aggregate growth rates pertained. Market channel investment by 

firms has been shown to be a substitute for R & D investment (Andersson 

and Johansson 1984, p.24 ff.) so that it may be assumed that market 

expansion (usually for mature products) in many casts setves as a way to 

avoid or retard structural change through innovation. 

Both these spatial penetration strategies have in the short teno helped 

to reduce bottlenecks, but in the long term have tended to substitute or at 

least retard innovation. 

1.3 Innovation strategies 

Given the dominance of capital incentives in traditional regional policy 

instruments, these were mainly oriented towards ; 

process innovation which, particularly under high growth rates, consisted 

primarily of rationalization investment to achieve scale economies for 

expanding markets. With declining growth rates however this has led to 

an increasing pressure to reduce the cost or magnitude of labour inputs 

and thereby to unemployment or wage reductions. Regional benefits tended 

to accrue only to new or mature products with still increasing demand 

which however usually had to be accomp~nied by product innovation. 
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Diagram l. Regional "Survival" Strategies 
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product innovation and other related entrepreneurial strategies mentioned 

in the essay in Part I have hardly been promoted at the regional level by 

government until the end of the sustained-growth phase in the mid-70s. 

Only then major efforts in this direction were undertaken on an 

experimental basis and little reliable experience is available yet. 

Regional strategies on the whole have so far mainly tended to help reduce 

bottleneck situations in the short term; in the medium. term they have aided 

regional structural change fran primary to secondary sector activities, again 

mainly favouring large-scale production of "mature" products. Policies were 

predominantly capital- and mobility-oriented and pursued an industrialization

urbanization strategy in which the promotion of economies of scale and 

agglomeration dominated, with the objective of increasing the productivity of 

capital. 

2. Territorial protection strat~gy 

Territotial protection by barriers against competing imports, subsidies 

for exports, etc. is a defensive regional survival strategy. These protective 

measures are usually applied to avoid structural change but very often tend 

also to forestall technological and societal innovation. Such protection 

should therefore in principle only be applied as a transitory measure to 

reduce the (economic, social, political) friction cost of structural change or 

as "selective spatial closure" to redress unilateral external dependence 

~Stohr 1981). 

3. Regional strategies for spatial redeployment 

3.1 Spatial dislocation strategies, mainly dislocating mature labour-intensive, 

low-wage industries in highly developed areas. 

Such a strategy is likely to be adopted on the part of governments for 

territorial units where the absence of hinterlands, labour and land reserv,..s 

constitute major bottlenecks to furth~r development. An exam~le is Singapore, 

which "forced the most labour-intensive industries out ••• to produce goods 

having a higher income elasticity of demand than traditional 'early' 

industries like textiles" (Ballance and Sinclair, 1983 p. 183). The less 
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productive and less innovative activities in such a case are pushed out to 

make room for more productive and innovative one3. Cities or regior.s within 

larger countries have however - particularly since the reduction in growth 

rates during the last decade - abstained from such policies (e.g. London) as 

they have become more concen1ed about short-term employment losses thaa about 

long-term structural chanr~- ~hey have frequently embarked on the 

establishnent of (tax-) free enterprise zones to directly attract new 

inno~~tive firms. These will l'.)E! dealt with in the following section. 

3.2 Spatial "capturing" scrategies 

These are the opposite of the forementioned dislocation strategies. 

Three types of such strategies have particularly proliferated around the world 

in recent years, i.e. the establishment of : 

enterprise zones. These are mainly found in the most developed areas of 

industrialized countries, such as urban areas of Great Britain and the 

11s, which due to agglomeration dise ·.omies have experienced a massive 

loss of economic activities. In these core areas of potentially high 

accessibility, tax breaks and related incentives have in many cases been 

able to induce the (re)location of enterprise and revitalize these core 

areas. This w~oing of mobile capital was often supported by heavy 

subsidies and/or tax incentives. 

export processing zones (EPZs) have been installed along similar lines in 

developing countries, mainly to attract exterqal capital and technology 

by offering cheap local labour, duty- (and frequently tax-) free status. 

Production at EPZs is oriented towards international markets (Frobel et 

al., 1977, UNIOO 1980). The objectives are on the one hand ar increase 

in GNP, real wages and foreign exchange earnings, and an improvement of 

the national terms of trade; on the other hand a spread of 1todem 

technology and of export-oriented industrialization to the re3t of the 

country. It is increasingly questioned whether these objectives are 

realised. Many sources maintain that the major characteristic of EPZs in 

Third World countries is a substantially higher labour productivity per 

worker-year ("more working hours per week and fewer holidays per year") 
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than at traditional industrial sites in industrialized countries, in 

spite of substantially lower wages, leading to substantially higher 

profits (Ul'CTAD, 1983). According to one source, real wages in 

manufacturing in these countries have actually been declining over time 

(Ford 1984, p.21/22). 

Hore recently, with similar objectives, 

high technology parks have been added to these strategies, in 

industrialized and more recently also in developing countries, 

emphasizing the transfer of high technology and de-emphasizing the factor 

of labour. They were in part copied from similar, mainly locally and 

privately sponsored experiences in the USA and in other industrialized 

countries. These high-technology parks were expected to fulfill what the 

World Bank calls an "incubator" function for the promotion of new 

technologies and new products; they would also initiate a sustained and 

broadly effective regional and national innovation mechanism. They were 

mainly oriented towards the promotion of small, dynamic high technology 

enterprises. Hore recent studies of high technology parks in the US 

ho~ever seem to show that they have increasingly become the domain of 

large multi-locational and multi-national firms (Malecki 1984) which 

dominate production and markets. These studies maintain that high 

technology development has thus become loc~ed into a restricted nl.Ullber of 

locations (Silicon Valley, Massachussetts Route 128, etc.) from which 

low-wage and low-skill routine activities are farmed out to other areas 

and countries (Swyngedouw and Archer, 1985). 

The preceeding regional adjustment strategies have focussed on the 

displacement or attraction of specific economic activities or factors but not 

on the creation of integral regional innovation and adjustment mechanisms 

within regions or countries. Wehrle (1980) has shown for TNCs that a 

production transfer - instead of pure commodity exports - takes place only if 

a technological, marketing, management and experience-based "multipack" of 

competitive advantage can be gained which gives Tl(! a monopolistic/oligopolistic 

advance (p.25). In order to achieve endogenously driven territorial 

(local/regional/national) development it seems necessary that territorial 

governments or communities promote and attempt to "lock in" similar 
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·multipacks· of interacting regional innovation and adjustment mechanisms in 

territorial space, as lNCs do in functional space within their organization. 

4. Integrated endogenous regional innovation and adjustment complexes 

In the following, two examples of what appear to represent such 

integrated regional innovation and adjustment complexes are described. They 

both are located near what are considered old industrial areas. The first 

exaG1ple is based on a collaborative network of private enterprises, the second 

on a co-operative network. This is to illustrate that intraregional 

interaction ar.d co-operation are a decisive criterion rather than proprietory 

~haracteristics. 

The fact that they have not been state policy induced but emerged from 

local/regional collective initiative - in part even as a response and 

challenge to segmented and sectorialized state institution policies - in no 

way reduced their value as a learning experience. On the contrary, they 

emphasize the need to widen the range of actors not only in terms of firms -

including small and medium sized firms (UNIDO, 1981, p.14 f.) - but also in 

terms of social and economic groups at the territorial level (Stohr 1985). 

"Third Italy" inter-related small firm innovation c:>mplex. A very 

interesting example of what might be considered a regionally integrated 

endogenous innovation complex is described by Piore and Sabel (1983) for 

what has come to be frequently called "Third Italy, to distinguish it 

from the older industrial triangle \defined by Milan, Turin, and Genoa) 

and tile less developed South ••• The centre of the new wave of Italian 

growth is a vast network of very small enterprises spread through 

villages and small cities of central and Northeast Italy, in and around 

Bologna, Florence, Ancona, and Venice". (p.392) 

These firms are described as being generally very small (frequently ten 

workers or less) and to range across a wide spectrum of sectors "from 

shoes, ceramics, textiles, and garments on one side to motorcycles, 

agricultural equipment, automotive parts, and machine tools on the 

other", A significant number of these firms "belong to the most 
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sophisticated and technologically advanced sectors of the industries in 

which they operate" •••• and '"'Ibey work with machinery adapted to their 

unusual size and structure (some of them controlled by sophisticated 

micro-processoLs), and they yield some of the highest earnings in Italy 

today". (op. cit. p. 393, 397). 

There ar~ some specific long-established features of Italian society such 

as the extended family and the tradition of the family enterprise as a 

source of labour, entrepreneurship and capital, but Piore and Sabel 

(1983) feel that these are not an irreplaceable foundation for this 

development and have often been overestimated in their importance for its 

success (op. cit. p.406 f.). 

What appears to be an important precondition is the specific legal status 

under which small shops operate which does not subject them to the rigid 

"tax and labour legislation that governs large enterprises" and not only 

gives them "numerous opportunities fo.: reducing the direct costs of 

production" but above all increases "the flexibil; ty of their 

operation". (op. cit. p.406) 

A second important precondition for the highly innovative performance of 

this large number of decentralized small firms appears to be the 

intensive functional interaction taking place within and between firms, 

serving as a feedback mechanism. Within firms there is close 

co-operation between owners, designers, technicians and production 

workers in which "hierarchical distinctions tend to be treated as 

formalities" (op. cit. p. 400). Between Lrms there is intensive 

exchange of ideas among owners, skilled workers and small consulting 

firms. Also, direct collaboration takes place between dynamic small 

firms which share the cost of innovations, mutually exchange orders, have 

joint marketing, accounting and technical services, Jointly purchase raw 

materials, subscribe to loans, etc. (op. cit. p. 401). Collaboration is 

triggered by an interesting mechanism~ as firms are all small but 

growing, once a "firm begins to expand and move beyond its original 

speciality, it finds itself dependent on the help of neighbours with 

complementary kinds of specialities; and because the neighbours ca.1 never 
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anticipate exactly when the positi'>ns will be reversed, the help is 

forthcoming ••• Where invention creates demand and invention is also 

collective, collaboration is a natural result." (op. cit. p. 401). Piore 

and Sabel in fact maintain that while atomistic competition tends to 

favour cost-cutting and labour exploitation strategies for survival, 

collaboration frequently offers conditions which favour entrepreneurial 

product innovation strategies (op. cit. p. 420). This seems extremely 

important for the design of regional strategies. 

A second relevant example is the : 

Mondragon Co-operative comp lex in the Basque Country in Spain. It 

comprises about 16\: co-operative enterprises in a wide vatiety of 

manufacturing sectors (ranging from metal working and capital goods to 

intermediate products and durable conslmler goods), industrial services, 

training and education, housing, agricultural processing, community 

services and one consumer co-operative. It is spatially decentralized in 

a great number of medilD- and small-sized towns and villages South of the 

major old industrial centres of the Basque Country which focus upon 

Bilbao and have traditionally been dominated by the heavy steel industry 

and shipbuilding. 

While traditional Basque industry has been in severe crisis for several 

decades now, and has had to face increasing job losses and plant closures 

during the past few years , the Mondragon Co-operative Federation (the 

beginning of which goes back to the 1940s) has been able to increase the 

number of its plants and stabilize, in part even increase, the number of 

workers, even during the recent years of radical into?rnational structural 

adjustment. This has to a considerable extent taken place in 

technclogically sophisticated sectors such as process electronics. But 

in more traditional st:ctors such as household electrics, the Mondragon 

Co-operative plants are also amongst the technologically most advanced 

and most efficient in the respective national sector, E.nd strongly 

oriented towards export markets. 

Th.:- .·elativeiy high innovative capacity of the majority of the Mondragon 

Co-operatives is to a con~iderable extent due to the fact that the 
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Co-operative Federation has its own training, research and technological 

development units, consulting services and financing institution (Caja 

Laboral Popular). This endogenous t raining-resea rch-·innovation-

f inancing-production complex (Thoaas and Logan 1982) with its intensive 

feedba.-k mechanisms appears to be a major reason for the high innovation 

rate and the competitiveness of aost of the Mondragon plants (Stohr 1985). 

Diagra• 2. Territorial feed-back aechanis• for technological innovation 

(exaaple Mondragon Co-operative Federation, Basque Country) 
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A second group of reasons for the relatively high organizational and 

institutional innovative capacity (including organization of work, etc.) 

are the participatory structures within individual co-operatives, and 

between them in the frame of the Co-operative Federation, dS well as its 

territorial, cultural and ethnic identification with the Basque Country 

(cf.Stohr 1985). 

Diagram 3: Territorial feed-back mechanisms for societal innovation 
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In concrete terms the latter iact e.g. implies that the financing 

institution of the Mondragon Co-operative Federation (Caja Laboral 

Popular) is only alloveci to invest the substantial surplus it makes 

within the Basque Country (interestingly enough including the Basque 

areas in France). As Caja Laboral Popular is not able to shop around 

for the most profitable investaent on a world-wide scale (as banks 

normally would); it is forced to generate profitable projects within the 

Basque Country and promote institutional structures which will 

facilitate this, like the ones just described. This territorial 

"locking in" of capital and surplus, embedded in a competitive 

international market situation, has thus created what might be 

considered a self-propelling territorial innovation and adjustment 

•echanism. 

The above examples suggest three cone lusions: 

First, that there is no "deterministic" rule that innovations -

including new technologies and new products - need to develop in core regions 

and must be diffused from there (as the current spatial interpretation of 

product cycle theory would suggest - cf. also the present author's 

contribution to Part I) but that they ~ also emerge on a sustained basis in 

semi-peripheral or peripheral regions. 

Second, that innovations are not necessarily linked to high world-wide 

accessibility (usually a characteristic of core regions) but that 

knowledge-creating and transmitting activities are, as Andersson and 

Johannson (1984, p.32 ff.) have shown, to a high degree dependent on the 

intra-regional accessibility of related activities, which, as Stanford, 

Princeton and Ann Arbor in the US show {p.34), may also be high in 

non-metrapolitan areas. 

Third, the examples mentioned above suggest that important 

intra-regional relations in this respect are those between training and 

research, technological development, consulting and advisory services, 

financing, and production activities {cf. Diagram 1), as well as between 

regional economic activities, regional decision-making processses and broad 
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representative participatory structures in the context of territorial 

identity (cf. Diagram 3). Finally non-hierarchical collaboration within and 

between regional firms not only in such matters as marketing and 

administration but also in the creation and application of innovations is 

essential. 

This would seem to indicate that sustained technological and societal 

innovation is much more dependent on intra-regional characteristics like 

availability and interrelation of specific functions than on extra-regional 

characteristics such as world-wide accessibility. 
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1. Introduction 

11le United States, like other Western economies, are in the midst of a 

major transformation associated with a shift of employment and output to 

service industries. 11lis transformation has been in the making for most of 

the postwar period, b~t has quickened considerably since the early ~9-Js under 

conditions of rapid technological change and increasing internatio~·L 

competition and interdependence. Although likely to rival the earliel· 

industrial revolution in terms of wrenching changes and developmental 

opportunities, the significance of the service transformation for people, 

places and the economy remains widely misunderstood. 

By early 1984, roughly 21 million net new jobs had been added to the U.S. 

economy since 1969 and over 95 per cent of those had been in the services. 

For the third time in 15 years, manufacturing was attempting to recover from a 

dramat.c spill, from a peak of 21 million jobs in 1979 to a low of 18 million 

jobs by the end of 1982. 

But while helpful in pointing to some of the directions of change, the 

aforementioned statistics still failed to reflect the extent of the 

transformation that had already taken place in cities and regions across the 

nation. Between 1970 and 1976, the New York City metropolitan area lost 

nearly 600,000 jobs, over two thirds of which were in its manufacturing 

sector. During the ensuing recovery, from 1978 until the later months of 

1982, New York made up part of this loss creating roughly 200,000 new jobs, 

almost all of which were in the financial and producer service industries. 

Meanwhile, the decades of the 1960s and 1970s were seeing the emergence of 

newer cities such as Atlanta, Houston or Miami as major regional business 

centers, while some of the older northern cities, such as Boston, Philadelphia 

or Columbus were ~bedding their old skin, breaking loose from their former 

dependence on manufacturing employment and strengthening their position ~s 

regional service hubs, attracting scores of offices, research laboratories 

and, generally speaking, white collar facilities from different sectors of the 

economy. Other urban centers, however, such as Buffalo, Youngstown or Flint, 

were not enjoying this kind of transformation, paying a heavy price for their 

incapacity to substitute new employment opportunities for disappearing blue 

collar jobs. 
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As I havP argued elsewhere, the shift to a service economy is bringing 

about a fun~dmental restructuring of both labor markets and the economic 

geography of the country (Noyelle, 1983a; 1984b). In this presentation, I 

focus exclusively on the spatial dimension of the transformation, and make use 

of findings from my current research on technological change to explore in 

greater depth the potentials and limitations for the geographical diffusion of 

service industries {Noyelle, 1983a; 1984b; Noyelle and Stanback, 1984b; 1984b). 

In the next two sections, I lay out the basic analytical framework. I 

first review briefly the nature of the linkages between manufacturing and 

services. Second, I highlight some of the principal Jimensions of the impact 

of the growth of services on the system of cities. I am then in a position to 

take a closer look at the changes in the locational dynamics of service 

industries resulting from current technological developments. I conclude with 

some suggestions for needed policy directions. 

2. Services 

The shift to the services finds its origins in a number of important 

postwar economic changes, of which three need to be highlighted. The first 

major change stelDl!led from the postwar transformation of domestic consumer 

markets, involving the breakdown of local and regional barriers and the 

development of nationwide markets in which virtually all consumer goods are 

promoted and distributed on a coast-to-coast basis. 

In terms of services, such a transformation brought with it the 

development of new networks of distribution and retailing, the development of 

new modes of marketing, and, especially after the mid-1960s, increasing market 

segmentation and the conconmitant development of services such as engineering, 

design or styling needed to translate product differentation into new products 

and services. 

The second major change was associated with the increasing importance 

taken by the large corporation in the postwar economy, with its emphasis on 

generating corporate-wide scale economies through the centralization and 

development of service functions previously carried out at the plant level. 
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The rE~ult was a major growth of employment and output in the divisional 

offices, regional sales headquarters, R & D facilities and like service 

establishments of the large corporation, reflecting the latter's increasing 

emphasis on the use of producer services. 

The third and last major change has resulted from the rapid opening of 

the U.S. econoomy to international competition after 1973, a development which 

has tended to both accelerate the move of capital out of older sectors into 

newer ones - mostly ''high tech" manufacturing and services - and further 

accelerate the development of producer service functions needed to run firms 

operating increasingly on a world scale. 

In short, the shift to services has come to reflect the dual 

transformation~ in what the economy produces and in how the economy produces 

(Stanback et. al., 1981). 

In terms of what the economy produces (that is, in terms of final 

output), the shift to services reflects not only increases in some free

standing services - mostly, health and education - but also increases in 

services provided along with goods in the form of specialized retailing, 

consumer credit, maitenance services and the like. 

In terms of how the economy produces, the transformation to the services 

points to the increasing importance taken by services used as intermediate 

inputs in economic processes, reflecting the need of the corporation to devote 

greater resources to R & D and engineering, to customizing and styling, to 

distribution and retailing, to long range strategic planning, or more simply 

to day-to-day magement of the corporate institution itself. 

Empirically, some of these shifts can be assessed by way of the 

classification of services shown in Table 1. This classification 

distinguishes between services which are primarily intermediate as opposed to 

primarily final outputs, and among service outputs provided under different 

institutional settings - private, public or non-profit. Six groups of 

services are identified~ 
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(1) the distributive services - transpc;rtation, communications, utilities 

and wholesaling; 

(2) the complex of corporate activitiPs which includes the central 

offices of corporation - national headquarters, regional offices, divisional 

offices or R & D facilities - and the producer services - finances, insurance, 

accounting, legal counsel, advertising, management consulting and so forth; 

(3) the retail services; 

(4) the mainly consumer services - hotels, car rentals, movie theatres; 

(5) the non-profit services - mostly higher education and health; 

(6) the public sector services. 

'ftle first two groups are mostly intermediate inputs, the next tw~ mostly 

final outputs and the last two a good bit of both. An examination of postwar 

shifts in employment and outputs - shown in Table 2 - indicates~ 

(1) that, in !._ ns of employment, growth of the services has occured 

mostly in the public sector, the non-profit sector and the complex of 

corporate activities, not so much in the retailing or mainly consumer services 

groups; 

(2) and, that, in terms of output, growth has come principally fr~~ the 

two groups of services most directly identifiable as intermediate inputs - the 

distributive services and the complex of corporate activities, with their 

share of GNP rising from 29 to well over 36 per cent between 1947 and 1977. 

Such a perspective on the ris~ of the services h~lps explain the seeming 

paradox that while employment and output have incr~~singly shifted to the 

services, the U.S. have remained very much a goods-oriented society. Services 

are playing an increasingly critical role in consumption but, for rhe most 

part, as intermediate inputs. In some sense, what is happenine is not unlike 

what has occured in agriculture as a result of mechanization. ?arm employment 
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declined by 10 million to 3.6 million between 1910 and 1981, but real output 

rose 219 per cent between those years (Shelp, 1983). Likewise, some 

employment displacement in manufacturing is likely to continue occuring, yet 

real mEnufacturing output is also likely to continue to grow. 

Some final words of caution are necessary to help place the 

aforementioned industry classification scheme in a sharper perspective. 11lis 

scheme was devised to avoid some of the weaknesses inherent in conventional 

sectoral typologies. Like any such classification, however, the result was a 

set of conceptual and empirical compromises (Stanback et al., 1981; Stanback 

and Noyelle, 1982; Noyelle and Stanback, 1984a). In particular, the necessity 

to develop a scheme which could be used to analyze employment statistics at 

the metropolitafi level (SMSA level) placed serious restrictions on possible 
. . 1/ 

d1~~ggregat1on. -

The distinction between retailing and mainly ccnsumer services on the one 

hand, and non-profit and public sector services on the other, is not unlike 

that suggested by other researchers between "private" and "collective" 

consumption (Singelmann, 1979). Such a distinction tries to take into account 

the fact that the dynamics of growth in these two broad sectors of the economy 

has differed widely in the past, in part because of major differences in the 

dynamics of demand in each of them. It must be emphasized that the 

distinction between non-profit and public sector services remains "sloppy" as 

does the one consisting in treating these two groups as final rather than as 

intermediate outputs. Thus, higher education and medical services are 

delivered by both the non-profit and the public sectors. An a number of the 

non-profit and public sector services are more of an intermediate output 

nature, than a final output nature~ for example, regulatory actions by federal 

agencies, foreign trade financing by the Ex-Im Bank, infrastructure 

development by the Conunerce Department, non-profit or public sector-based R & 

D and so for th. 

!/ SMSA stands for Standard Metropolitan Statistical Area. SMSAs are 
de fined in terms of aggregates of adjacent counties. Tc carry out our 
study of metropolitan transformation (Noyelle and Stanback, 1984a), we 
needed to develop employment profiles for the 140 largest SMSAs. As a 
result, in developing the scheme presented in Table 1, we had to take 
into account the availability of disaggregated data at such a level of 
analysis. 
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With respect to the distinction established in the classification scheme 

between distributive services and activities of the corporate complex, 

findings from our recent research suggest using a finer breakdown and 

distinguishing among not two but three ar~as of services (Noyelle and 

Stanback, 1984a)~ 

1) among decision-making related services, that is among activities 

ranging from strategic planning to routine management, which are typically 

carried out in the national headquarters of firms and in firms of the 

financial, accounting, legal counsel and related industries~ 

2) among technology-related services, that is among activities ranging 

from research to development of products and process engineering, which are 

usually carried out in the divisional offices of firms and in their R & D 

facilities, in engineering consulting firms, in private-, university- or 

public sector-based laboratories, or in certain pilot plants or production 

facilities of industrial firms~ 

3) and among distribution-related services, that is among activities 

ranging from market research to product distribution, which are typically 

associated with employment and output in the regional or d~strict offices of 

firms, in warehousing, in wholesaling and transportation, and in marketing and 

advertising. 

At the very least, this threefold breakdown accounts better for 

functional differences a~d or differences in the growth and locational 

dynamics of major groups of intermediate services. 

In this paper, we make use of both breakdowns of intermediate service 

inputs, depending on whether we use empirical material prepared under the 

original classification and difficult to alter, or material which can be 

reinterpreted with the finer, three-type dissagregation. 

3. Cities 

In The Economic Transformation of American Cities (1984a), Stanback and I 

investigated in detail the impact of the growth of the services during the 



- 246 -

1960s and the 1970s on the economic base of the 140 largest metropolitan areas 

(SMSAs) and the resulting restructuring of the U.S. system of cities. We 

found that the transformation had been highly uneven in terms of cities 1 

leading to sharp differentation among four groups of metropolitan areas. 

'nlese four groups are shown in Table 3. 'nley are~ the diversified service 

centers, the specialized services centers, the production centers and the 

consuruer-oriented centers. 'nleir characteristics are described in the 

following parographs with some support data provided in Table 4, showing the 

way the three networks of intermediate services described in the previous 

section are located vis-a-vis these four major types of cities. Within each 

major type, cities are grouped by population size, with the population size 

bracket described in the footnotes to Table 3. The following presentation is, 

of necessity, a very sketchy one. 

'nle first group of metropolitan areas, that of the "diversified service 

centers", includes places ranging from New York, Chicago, Los Angeles, 

Philadelphia or Boston, to Atalanta, Charlotte or Quaha. These are centers 

that have already undergone and are continuing to experience strong 

transformation, involving in many instances sizeable job losses in their once 

important manufacturing base, considerable rebuilding through growth in 

corporate offices, producer service firos, wholesaling, transportation, 

comn:unications and somewhat more selectively universities, hospitals and 

public sector services. 

and as suggested by some 

In terms of three networks of intermediate services, 

of the data shown in Table 4, these centers have 

become critical locations for corporate decision-making and strategic planning 

services, for marketing and distribution (especially among size l and 2 

regional, and size 3 sub-regional diversified centers), and to a more limited 

extent, for technology-related servicees. The concentration of banking and 

accounting functions shown in Table 4 underlines, in particular, the role 

which these locations play in determining how and where capital is going to be 

put to use throughout the entire economic geography. 

The second group of cities, that of the "specialized services centers", 

includes a mixed assortment of places ranging from Detroit, San Jose or 

Rochester, to Akron, Wilmington, Ann Arbor or New Haven. Typically, these are 

centers undergoing a more painful process of transition due to a continued 
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dependency on large numbers of production jobs, and are experiencing more 

limited rebuilding. Their rebuilding is coming mostly from employment growth 

in the engineering departments anu divisional offices of large corporations, 

in higher education, in research and in a number of cases in some of the 

''high-tech" industries. The data shown in Table 4 are helpful in suggesting 

that, compared to the group of "diversified service centers", these centers 

display a relatively weak positioning vis-a-vis the networks of 

decision-making and distribution services {with the exception of the seven 

largest size l and 2 centers), but a relatively substantial involvement in the 

development of engineering resources, new products, n~ desig, .. , that is a 

relatively strong positioning vis-a-vis the network of techn~logy-related 

services. 

The third group of cities, that of the "production centers," includes 

cities sucn as Buffalo, Youngstown, Flint, Reading or even some of the smaller 

manufacturing towns of the South which have grown as result of plant 

relocations during·the 1970s. By comparison to the "specialized service 

centers" which have tended to hold on to high-value-added production, these 

cities have tended to become increasingly engaged primarily in low 

value-added, standardized production {mostly assembly work). Either by design 

{in the case of the newer places), or as a result of accelerating processes of 

corporate concentration during the 1960s and 1970s (in the case of the older 

ones), they often tend to lack or to have lost involvement in the planning, 

management, or research and development functions of their industry. As a 

result, these centers have tended to become ~ighly vulnerable to competition 

from third world production platforms or to almost any adverse developments 

affecting their particular industry. In general, these cities have found very 

little relief from plant shutdown and the widespread shrinking of once 

well-payin~ blue collar jobs, other than through development of mostly 

low-paying, local public sector jobs or consumer-oriented service employment. 

The las:, and smallest group of centers, tha~ of the consumer-oriented 

center 0 (12 places only), includes places that have sprung up in the postwar 

era under the combined effects of residential suburbanization, rising 

consumerism and increasing retirement benefits. In ge~eral, these places have 

been characterized by trends in population settlement that have made for 
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substantial growth. However, with the exception of the largest ones 

(Nassau-Suffolk, Anaheim, Orlando and possibly Taapa) that have tended to 

partake characteristics thdt resemble those of diversified service centers, 

the orientation of their economic growth and employment expansion toward the 

provision of consumer services has tended to \!Ork against agglaaeration of 

activities which draw upon high level corporate, public or non-profit 

services. If anything, Stanback and I found that the only consistent 

departure in their pattern of development has come through some, if limited, 

growth in the area of manufacturing assembly. 

4. Decentrali~Jtion and diffusion of the services 

Implicit in the preceding presentation is a discussion about 

decentralization tendencies among high level servicees. The suggestion is 

being mede that, during the 1960s and 1970s, when major shifts in the location 

of manufacturing assets (to the South, away from the major urban centers, or 

even abroad) and major decentralization of population and residential services 

were taking place, high level services were growing primarily in the most 

central locations of the urban system (Noyelle and Stanback, 1984a; Bluestone 

and Harrison, 1982; HUD, 1980). The result was the emergence of a geographic 

dualism between centers well-positioned in the production and export of high 

level services (the diversified and specialized service centers) and those 

that were not {the production and consumer-oriented centers). But, with much 

of the dynamism of the economy revolving incrPa&~ngly around the high level 

services, this apparent lack of diffusion speaks poorly of the future of the 

latter groups of cities. I shall now take a closer look at this issue. 

4.1 A look at some employment figures 

Table 5 sununarizes the record of employment decentralization in four key 

service groupings between 1959 and 1976: the complex of corporate activities, 

the distributive services, the non-profit, and the public sector services. 

The highlights of this table are revealing~ 

1) with the exception of the distributive services, whose share of total 

U.S. employment decreased from 11.8 t~ 10.4 per cent of all employment between 



- 249 -

1959 and 1976 (their output share increased - cf. Table 2), the importance of 

employment in the high level services grew sharply during the period, from 

41.7 to 51.l per cent of all jobs for the four sectors combined; 

2) with the exception of public sector employment and distributive 

setvice employment, which reaained under-represented respectively in the 

diversified service centers and in the specialized service centers, employment 

in the high level services tended to the sharply over-represented in the 

diversified and the specialized service centers in both 1959 and 1976 (share 

of sector above share of all industry). With the exception of employment in 

the distributive services, there was very little indication of 

decentralization a¥£y froa these two major groups of cities ~etween those two 

years: the decline of employment share in each service grouping for the 

aggregate of the two groups of cities was typically smaller that the decline 

for all industry employment; 

3) despite the lack of decentralization away from the diversified and 

specialized service centers, there was a good bit of change among cities 

within these two major groups. In general, the period 1959-76 was 

characterized by strong decentralization away from the largest diversified and 

specialized services centers (size l cities) towards the medium sized service 

centers Cs ize 2, 3 and 4 cities). This tendency was strongly in evidence 

among activities of the corporate complex, with the employment share of the 

largest diversified service centers (the "national" centers) dropping from 

28.5 to 22.2 per cent of employment between those two years. 

4.2 A closer look at major groups of services 

In light of the above, it is helpful to review recent and current 

decentralization tendencies among specific high level services in order to 

assess what lies ahead. This assessment is done in the following paragraphs 

in terms of the three major groups of intermediate services. 

a) Decision-making related services. During the 1960s and early L970s, 

there was a tendency among a number of the largest U .s. corporations {Fortune 
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500 firas>11 to decentralize their nationa~ headquarters away from some of 

the largest metropolitan centers. In The Economic Transformation of American 

Cities (1984a), Stanback and I examined this tendency in detail, and found 

that most changes in the location of Fortune 500 national headquarters 

resulted from one of the following movements: 

(l) a large contingent of Nev York-based corporations relocating to 

neighboring SMSAs, primarily to t~e Stamford-Greenwich-Bridgeport area (nearly 

30 Fortune 500 firms during the period 1959-76); 

(2) a smaller group of Nev York based corporations relocating to some of 

the large regiQnal diversified services centers - primarily Dallas, Houston, 

Atlanta and Minneapolis (approximately, a dozen Fortune 500s); 

(3) a few of the largest corporations shuffling their headquarters from 

one regional divPrsified center to another (typically from some of the 

northern to some of the southern centers); 

(4) and, limited local gains or losses of large national headquarters 

associated with rank upgrading or downgrading of local corporations. 

Overall, however, our investigation indicated almost no change between 

1960 and 1980 in the share of the nation's 1150 largest corporations (Fortune 

1150).!/ headquartered in the diversified and specialized service centers: 

roughly 85 per cent on both years. Furthermore, there remained co°"elling 

evidence showing that, once larg~ corporations had taken over smaller ones 

headq1 •ered in more remote places, the larger companies would usually take 

most 1114 .. agerial functions out of these newly acquired subsidaries and out of 

these more remote places, ar.d would consolidate them with those which they had 

already established in their other, typically more centrally located 

headqurters (Connittee on Small Business, 1980). 

!/ Fortune magazine's list of the 500 largest U.S. industrial corporations. 

_!/ The 1150 largest corporations includes Fortune's 500 largest industrial 
corporations, Fortune's second 500 largest industrial corporations, 
Fortune's 50 largest utilities, 50 largest transportation and 50 largest 
retailing finas. 
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Turning how to banking and insurance, my current research suggest trends 

thet are highly revealing because they point to the general directions in 

which institutions that employ large numbers of white collar employees 

(financial firms, producer service firms, public sector agencies, medical and 

educational institutions, or even large industrial firms in their 

administrative offices) seem to be using technology to reorganize their 

operations geographically (Noyelle, 1984a). 

In terms of assets, financial deregulation has clearly been pushing 

towards increasing concentration of financial assets in fewer but larger 

firms, most often headquartered in the largest financial centers; primarily in 

New York, Chicago, San Francisco, and i.os Angeles - the so-called "money 

centers". For example, between the early 1960s and the late 1970s, the share 

of deposits held by the 250 largest U.S. commercial banks headquartered in 

these four cities grew from roughly 30 per cent to well over 50 per cent. By 

the late 1970s, New York's largest commercial banks controlled over 25 per 

cent of the nation's banking deposits, compared to less than 15 per cent back 

in the early 1960s (Noyelle and Stanback, 1984a). 

In general, this increasing concentration of assets, achieved partly 

through mergers and partly through direct market share competions, has 

translated in an increasing concentration of the corporate staff of large 

financial institutions in the nation's four money centers (Noyelle, 1984a). 

As regards the financial firms' marketing staff (accounts officers, 

calling officers and the like) - often referred to as "front office" staff, 

which in the past tended to remain highly centralized at headquarters, the 

tendency has been towards decentralization of personnel in antenna-like 

"front-offices" set up typically in key business locations. Preferred 

locations are chosen mostly among diversified service centers (Noyelle, 1984a). 

Among processing staff - often called "back-office" staff - the trend has 

been, simultaneously, towards the consolidation and the decentralization of 

back office facilities. In coamercial banking, investment banking and 

individual life insurance, back office staff used to be highly centralized in 

the he;idquarters city. In group insurance (medical and group life) and in 
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property and casualty insurance, back office staff was traditionally split 

between the headquarter city ana a large number of small processing offices 

scatrtered fairly evenly around the country (some of the largest finns may 

have had several dozens of those small processing locations). A conjunction 

of factors including increasing rents in the largest urban centers, labor 

considerations and technological change is resulting in dramatic changes in 

the locational dynamics of back office employmen, however. Increasingly, the 

tendency is towards decentralizing back office staff away from the very large 

metropolitan cities (especially places like New York, Chicago or Los Angeles) 

to newer processing centers located usually in either the suburban areas of 

the largest centers (places such as Nassau-Suffolk, the Northern New Jersey 

shore around New York, or Anaheim south of Los Angeles), or in sane of the 

regional diversified service centers or their suburLs (Philadelphia, 

Minneapolis, Atlanta, Denver, ColUDbus (Ohio) are among some of the favored 

locations). Not surprisingly, this redeployment of back office facilities of 

large banks or insurance firms is often accompanied by intense competition 

among cities as they each try to attract one of these processing centers. 

Furthermore, in those cases when firms are operating small processing 

centers around the country in addition to their main offices in their 

headquarter city, the trend is towards shutting down these facilities and 

consolidating their activities in the •le:.i regio1;al processing centers. The 

result is usually dramatic for sma U urban centers characterized by a h.mited 

service orientation because such consolidation takes away from them one source 

of their limited involvement in the service economy (Noyelle, 1984a). 

Among other producer servi~es associated with decision-making activities 

- for example, legal counsel, accounti~g. or management consulting - current 

locational tendencies appear to be rather similar to those found among the 

financial industries (Noyell~ and Stanback, 1984a; Cohen, Mollenkopf and 

Noyelle, 1983). Usually, as the industry becomes better established, and as 

the importance of the largest firms in the industry increases, the tendency is 

for sales, assets, and "corporate staff" to become increasingly concentratad 

in the largest diversified service centers. This centralizing trend is often 

accompanies by some decentralizing tendencies among "front office" staff as 

the firm attempts to establish a stronger presence in the hinterland raarket, 



- 253 -

typically through offices located in regional and subregionai diversified 

service centers. Finally, whenever the distinction between "front" and "back" 

office has become better defined (which assumes a certain degree of maturity 

and rationalization in the industry), the tendency is again to establish "back 

office" processing facilities outside the largest center, typically in the 

regional diversified service centers. Here again, however, the non-service 

places tend to by bypasssed. 

b) Distribution-related services. Among the regional sales headquarters of 

large corporations, Stanback and I (1984a) observed that not only did such 

facilities rarely venture beyond the regional of subregional diversified 

service centers, but that there might be a tendency among corporations for 

cutting back on the number of such facilities and for becoming far more 

selective in determining where such a presence needs to be established. What 

this would seem to indicate is that modern means of communication are making 

it increasingly possible for large corporations to oversee larger regions from 

a more limited number of regional outposts. A major result would seem to be 

increasing competition among regional and subregional diversified service 

centers as they struggle to retain these regional facilities, with evidence 

that some cities may be declining as others rise to prominence. This trend is 

clearly in evidence among the regional and subregional centers in the Western 

Pennsylvania-Southern Ohio area where there is considerable redundancy. This 

form of com.>etition is obviously feeding onto the type of competition 

mentioned before and associated with regional centers competing with one 

another to attract the regional processing centers of the larg~ financial or 

producer service organizations. 

In advertising, Stanback and I (1984a) found very little evidence of 

major decentralization out of New York City, where the industry has 

traditionally tended to be overwhelmingly concentrated. We did note, however, 

some growth of the industry in a few regional centers - primarily Los Anieles, 

Chicago, San Francisco, Atlanta, Minneapolis, Philadelphia, Boston, ana a few 

other3 - in part due to the trend among nationwide advertisers to better 

tailor advertising to regional markets via the regional editions of national 

(printed or electronic) media. 
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In air transportation, we found that the smallest diversified service 

centers and many among the specialized service centers have be~n losing rather 

than gaining air connections and traffic as a result of higher fuel costs and 

industry deregulation, while the largest diversified service centers were 

consolidating their leadership (Noyelle and Stanback, 1984a). 

Finally, in wholesaling, warehousing and trucking, we observed some 

movement away from the larges~ centers towards outlying suburban areas or 

towards smaller service centers, primarily because the completion of the 

interstate highway system and the rise of large-scale containerization have 

made it increasingly possible and even profitable to operate large warehousing 

and shipping facilitie~ in locations at distance from the more congested 

places. 

c) Technology-related services. In the case of this third and last major 

network of services, Stanback and I found strong evidence of increasingly 

tighter linkages among divisional head offices of firms, specialized 

production establishnents (batch production, pilot production), research 

establishments and higher educational facilities (Noyelle and Stanback, 1984a, 

eapecially Chapters 4 and 9). This appears to be so because the kind of 

engineering work which gets carried out in divisional offices needs proximity 

to pilot production, to specialized expertise generated in R & D 

establishments, and to the pools of skilled personnel (engineers, draftsmen, 

technicians, computer S?ecialists, etc.) trained or employed by universities 

and development labs. 

We also found indications that there had been some decentralization of 

these technology-related functions over the past two decades or so, often led 

by the decentralization of research and higher educational facilities to more 

remote locations. The result was the relocation or expansion of key 

divisional offices or pilot facilities or established firms or even the 

development of new technology-oriented firms in places previously marginally 

affected by industrial development (Noyelle and Stanback, 1984a; Joint 

Economic C0111Ditte, 1982). San Jose in the 1950s or Raleigh-Durham-Chapel Hill 

in the 1970s seemed good examples of such a process of development. However, 

we also argued that since funding for research and higher education remained 
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largely dependent on federal dollars, current federal retrenchment on these 

fronts would most likely freeze things to the status-c;uo at least for the 

forseeable future. 

5. Conclusion 

This presentation suggests two major locational tendencies among high 

level services, both of which underscore the spatial dualism hypothesized 

earlier on in this paper: 

- First, a tendency for some, but limited, decentralization of high level 

services, primarily away from the largest diversified service centers and 

towards the medium-sized diversified service centers or the specialized 

service centers; 

- Second, a tendency for non-service-oriented places (production and 

consumer-oriented centers) to not only benefit little from such 

decentralization but to be losing in view of the trend among large 

corporations to consolidate small, remotely located, service facilities in the 

larger facilities that they are deploying or expanding in the medium-sized 

diversified service centers or in the specialized service centers. 

Back in the 1930s, a major objective of the nation's economic development 

policy agenda was to devise strategies by which inequalities and uneveness 

between rural (i.e. agricultural) and urban (i.e. industrial) areas - largely 

a North vs. South regional development issue - could be alleviated. The 

Tennessee Valley Authority, the Rural Electrification Program, many of the 

early state highway construction programs were aimed at developing an 

infrast1"Ucture that would hepefully make it possible to bridge these gaps. 

How successful these programs ever were can be debated endlessy. The fact is 

that these efforts did permit some industrialization in the rural South during 

and after the war. 

I believe that the U.S. are faced nowadays with an economic development 

problem which is not unlike that of the 1930s, although today's uneveness is 

primarily between service-oriented and non-service-oriented cities (mostly a 
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distinction between larger and smaller urban centers) meaning that the 

developmental issue is no longer to bring industry to rural areas, but 

services to industrial areas. 

I have already made extensive suggestions as to what may be needed to 

brioge the gap {Noyelle, 1984b). Let me suumarize some of these by suggesting 

that, in my opinion, we must deal vith at least three problems: 

1) A problem of infrastructure. We must insure that the economic and 

social infrastructure reaches out to all areas of the country. In our 

increasingly service-oriented economy, telecOlllllU~ications and training 

institutions (vocational schools, community colleges, four year colleges) are 

likely to be at the core of the new infrastructure. Therefore, we must give 

consideration to the fact that retrenchment in education and deregulation in 

tele~oaaunications are most likely aggravating uneven development of the 

infrastructure rather than alleviating it. 

2) A problem of capital mobility. Two tendencies have be~n sugegested in 

this paper: a tendency for increasing competition among medium-sized 

diversified and specialized service centers as they coq>ete to retain or to 

attract certain kinds of service facilities; a tendency for the upward - not 

downward - filtering of small service facilities from the most unfavored to 

the most favored urban centers, contributing to the further peripheralization 

of older an smaller cities. Restrictions on capital mobility may be needed to 

regain control over some of the most negative aspects of these tendencies, 

although as I have also argued, more extensive, formal economic planning may 

truly be called for. 

3) A problem of dependency. Even if we succeeded in brirging some 

vitality back to some of the most peripheral locations - and this obviously 

has to mean bringing those places in the mainstream of the service economy -

we must ask ourselves whether it will occur within the kind of "dependent" 

mode with which we brought industrial development to the rural South (i.e. 

mostly branch plants) or whether a better and fairer alternative can be found 

and developed. 
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In the context of an increasing international division of labor and 

growing global interdependence, the development problem faced by many regions 

and cities of the developing world seems of a nature increasingly similar to 

that faced by the "non-service" regions and metropolitan areas of the 

developed world. More and more, dependency is couched in terms of service 

inputs and expertise. This is why, in North-South discussions, it is of 

utmost strategic importance for countries of the South to develop a response 

to current pressure exerted by the North, and the U.S. in particular, for 

opening trade in the setvices via GATT negotiations. 
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Table 1. Classification of sectors for GNP and employment analysis 

Agriculture, e..trac~ive and trans formative industries 
l Agriculture SIC 01, 02, 07, 08, 09 

2 Extractive and transformative 
Mining 
Construction 
Manufacturing 

Services 
3 Distributive services 

4 

Transportation, coDDunications and 
utilities 

Wholesale 

Complex ~f corporate activities 
Central administrative offices 

Pro"''1cer services 
?inance, insurance, ana real estate 
Business services 
Legal services 
Membership organizations 
Miscellaneous professional services 
Social services 

S. Non-profit services 
Health 
Education 

6 Retail services 

7 Mainly cunsumer ser.,ices 
Hotel and other lodging places 
Personal services 
Auto repair, services and garages 
Miscellaneous repair services 
Mot in pine tu res 
Amusements & recreation services 
Private households 

8 Government and government enterprises 

*I After 1974. 

SIC 10 , 11, 12, 13, 14 
SIC 15, 16, 17 
SIC 20 to 39 

SIC 40 to 49 
SIC 50, 51 

CAO & A of each 
1-digit SIC group 

SIC 60 to 67 
SIC 73 
SIC 81 
SIC 86 
SIC 89 
SIC 83 ·~/ 

SIC 80 
SIC 82 

SIC 52 to 59 

SIC 70 
SIC 72 
SIC 75 
SIC 76 
SIC 78 
SIC 79. 84 
SIC 88 

SIC 91 to 97 

Sourc~~ From Noyelle and Stanback (1983). Adapted from J. Singlemann, 
from Agriculture to Services. Based on Standard Industrial 
Classification Manual, I. S. Office of Management and Budget, 
Washington, U.S. Government Printirig Office, 1976. 
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Table 2. Percenta e distribution of full-time e uivalent 
employm.ent and gross national product in 1972 dollars 

by industries, 1947 and 1977 

1947 1977 

Agriculture extractive and 
trans formative 

Agriculture 

Extractive and 
transformative !/ 

Hanufac tu ring 

Services 

Distributive services 

Retailing services 

Non-profit services 

Complex of corporate 
activities ~ 

Mainly ~onsumer services 

Government and government 
enterprises 

Empl't GNP 

49.39 37.38 

4.31 5.51 

39.08 31.81 

32.27 24.53 

56.61 62.68 

13.54 13.36 

12.57 11.06 

2.61 2.67 

6.06 !.5 .50 

7.67 5.47 

14 .16 14.62 

100 .oo 100.00 

!I Includes mining and construction (not shown). 

Empl 1 t GNP 

31.60 32.81 

1.90 2.87 

29.70 29 .94 

24.10 24.18 

68.40 66.09 

11.36 16 .51 

14.18 9.89 

6.34 4.04 

11.96 20 .12 

4.99 3 .11 

19 .57 12 .43 

100 .oo 100 .oo 

~/ Because of data lim1Lations, this grouping includes only the producer 
services (see Table l). Employment and GNP originating from the 
Central Administrative Offices are not disaggregated and are included 
in their respective category~ e.g. distributive service6, retailing 
services, manufacturing, and so forth. 

Source~ From Noyelle and Stanback, 1983, from U.S. Department of 
Connerce, Bureau of Economic Analysis, the National Income and 
Product Accounts ot the United States, 1929-1974, Statistical 
Tables and Survey of Current Business, July 1978. 
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Table ). 140 Largest SMSAs Classifiea by Type and Size, 1976 
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l. Introduction 

11le period from 1977 to 1981 represents in the U.K. a period of 

greater relative decline, and greater increases in unemployment, than in 

virtually all other parts of Europe. It represents a new period of 

analysis in the behaviour of large corporations, both in the greater 

emphasis on employment decline in U.K.-owned corporations, and in 

1 !ucing the question of serious absolute decline in many previously 

su~~essful foreign corporations in the U.K. 11lere is comparatively 

little precedent for practical analysis of the impact of 111Ulti-national 

corporations iu regional development. Many writers, such as Brooke and 

Renmers (1978), have discussed the general global strategy of 

multi-national corporations. Geographers such as Watts (1979, 1982) and 

Dicken and Lloyd (1980) have assessed the changing distribution of 

foreign manufacturing investment in the U.K. Yannopoulos and Dunning 

(1976) wrote an exploratory paper on the role of multinational 

enterprises in regional development, while Taylor and 11lrift (1982) 

edited the first volume on the geography of multinationals, including 

important papers by Blackbourn, and 11lrift. 

The evidence which is presented :1ere has the advantage of being a 

subset of equivalent data for plants of all kinds of ownership 

throughout the U.K. (Townsend and Peck, 1985). 11le absence of any 

reliable, consistent and publicly available data source on company 

behaviour has previously been a major stumbling-block to research. The 

data source used as a basis for this study must be seen in this context. 

The analysis makes first use of a computerised data set derived from 

reports of job losses in the Financial Times between October 1976 and 

October 1981. Coverage of the data can at leas~ be tested against the 

most relevant official redundancy series of the British government, 

ES955. A comparison of the total redundancy figures reveals that our 

source provides a 43.l per cent coverage overall, though fairly unevenly 

spread across t.he regions of the U.K. 
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The severity and widespread effects of the British recession after 

1979 have many implications for the analysis of regional patterns of 

change in manufacturing eaployment. As in the U.S.A., the existence of 

an "urban-rural shift" in employaent during the early 1970s has been 

widely accepted, despite continued controversy over the exact causes of 

these changes (Fothergill and Gudgin, 1979; Hassey, 1979). Recent 

studies of patterns of redundancy during the 1976-79 period appear to 

show strong negative differentials aost noticeable in peripheral regions 

as a whole (Townsend, 1982, p. 1402). As industry entered recession, 

however, in 1979, all the indications point to a change in these 

patterns, with some continuing elements of a return to a ''North-South" 

division in employment performance which was dominated by manufacturing 

decline (Own, Coombes and Gillespie, 1983, p. 12; Regional Studies 

Association, 1983, p. 44). 

nte emergence of a substantial differential shift in studies of 

Pmployment change, however, points to processes which are not reflected 

in any way in the most detailed industrial classification. 11tis opens 

the door to many possible avenues of inquiry, one of which is explored 

here because of its immediate relevance to foreign-owned corporations. 

It is possible that the recession has disproportionately affected branch 

plants in the peripheral regions, having accounted for differences in 

industrial composition. In this way it is hypothesised that companies 

faced with the need to cut capacity more often closed or reduced 

employment in more distant branch plants rather than equivalent plants 

within the head office regions. 'nle idea that such branch establishments 

are discriminated against in closure decisions is of course not new, and 

indeed the evidence of such behaviour from former time periods is 

extremely inconsistent (Watts, 1981). There are sufficient reasons, 

however, for examining this simple hypothesis in the recession itself 

where plant closures become much more numerous. 

2. Foreign-owned corporations; past experience in British regional 

development 

In the light of our overall context, of more than 1630 occasions of 

job loss in the United Kingdom, 1976-81, we may now proceed to look at a 

part of the data, that which deals with 264 cases at establish.11ents owned 
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by non-U.K. firms. In general, the analysis of foreign investment in the 

U.K. has been concerned with its size, origin and financial significance 

(see for example, Dunning, 1958). Discussion of its possible impact on 

the stability of employment in foreign-owned plants was in many cases 

based mor~ on the potential threat than on real evidence. In the United 

Kingdom, the best-known statements to this effect are in the books of 

Holland (1976), but his hypotheses were not extensively supported by 

aggregate statistics, nor by citation of the performance of many 

individual corporations. On the whole it appears that the cyclical 

sensitivity of 111Ultinationals' branch plants was less than that of 

home-owned factories (Clarke, 1976), and that their patterns of investment 

were not necessarily contrary to the role of governments' regional 

policies. "It has been fairly well established that such (multinational) 

firms exhibit greater employment robustness than indigenous firms in times 

of recession and, at best, go solidly against the trend displayed by 

older, declining industries. In such instances, for Scotland, the 

witnessing of large numbers of closures among long established 

multinational enterprise plants is a totally new experience and one not 

readily understood" (Hood and Young, 1982). 

The impact of new conditions since 1976 has guaranteed fresh 

controversy surrounding the role of multinationals, which have clearly 

been involved in major adaptations to deal with recession. However, 

closing plants in one country in order to concentrate production in 

another can often be misunderstood. Multinationals appear to have given 

insufficient priority to their political relations with the societies in 

which they are operating; hence a dissatisfaction in many parts of Europe 

with the various codes of conduct for multinationals which have been 

evolved by the Organisation for Economic Co-operation and Development, and 

the United Nations. 'nle most recent expression of disillusionment, and 

the one to which multinationals most object is the Vredeling directive of 

the European Conmission, which would impose on them requirements to 

provide information and to engage in consultation. The need for more 

information is stressed in one of the latest volumes on Multinationals and 

Political Control (Robinson, 1983). 
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3. Statistical evidence of the growth of foreign investment to the 

mid-l970s 

Dicken and Lloyd (1980) showed that in the years 1963 to 1975 

foreign-controlled establishments 

a. increased their share of total net output from 10.6 per cent to 

16 .6 per cent 

b. increased their manufacturing employment by 71.7 per cent in 

absolute terms, and from 7 per cent of wor~ers in private 

manufacturing to 13 per cent, in relative terms 

c. increased their manufacturing employment in all eleven standard 

regions. 

It is clear, however, that "first-time greenfield investments" 

concentrated in Scotland~ in 1945-65 it attracted 46,200 out of 108,500 

manuf.acturing jobs from abroad (Board of Trade, 1968), and in the period 

1966-75 it attracted 10,900 out of 34,100 jobs from abroad (Pounce, 

1981). However, very few of these jobs arose from moves occurring after 

1972, except in developments related to preparations for the production of 

oil from the North Sea. 11te effect of development in peripheral areas 

assisted by the government's regional policy was to weaken the overall 

concentration on South East F.ngland. In the 1970s, however, takeovers by 

foreign manufacturers have primarily involved U.K. companies based in the 

more developed regions of the country, particularly the South East and 

West Midlands. "The higher incidence of foreign-owned manufacturing plant 

closures in the assisted areas between 1972 and 1975 may be related to two 

factors~ first, their increased peripherality with regard to the market 

of the EEC after 1973, and, second, the increased importance of 

acquisition as opposed to greenfield investment after 1971. Both sets of 

circumstances may have encouraged foreign companies to focus their 

rationalisation strategies on these peripheral regions during the recent 

recesaion" (Smith, 1982). The overall distribution of foreign employment 

in British manufacturing is shown in Figure 1. 
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4. The evidence of our data; the withdrawal of foreign investment, 

1977-81 

Clearly any downturn in foreign employment in the U.K. is a serious 

departure from past trends in investment histories which were associated 

in general with the arrival of "growth industries" in the U.K. Following 

hints given above about a changing climate from 1972 to 1975, it is 

apparent that total foreign manufacturing employment in the U.K. increased 

slightly from 925,700 in 1975 to 1,013,800 in 1977, and declined to 

974,200 in 1979, and 858,100 in 1981, t~e last recorded figure in the 

Census of Production~ job losses had thus become the dominant component 

of change by 1980 (as in domestically-owned industry). The area where 

analysis of government data is most advanced is for Scotland, where Hood 

and Young (1982, p. 9) estimate a net employment reduction of 27,700 in 

overseas-owned units from 1975 (108,200) to 1981 (80,500), involving at 

least two job losses for every one increase (p. 35). 

In total our record covers 100,400 job losses at known locations in 

the United Kingdom. These may be attributed, according to Who-owns-Whom 

(Dun & Bradstreet, London) to the nationalities of ownership shown in 

Table 1. The table shows clearly that employment in foreign-owned 

establishments in the U.K. remains dominated by the U.S.A. which accounted 

for 70 per cent of the one million manufacturing jobs controlled from 

outside the country. Traditional trading links with Canada ancl the 

Netherlands gave these countries more prominence in U.K. manufacturing in 

1977 than investment by other countries of the EEC, in which one should 

recall the short period since the U.K.'s accession to membership in 1973. 

Our source for this analysis documents the loss of ten per cent of 

these manufacturing jobs, and very few more in other sectors of the 

economy, mining, services, etc. This figure is of course subject to some 

recording errors, as the Census of Production records a loss of twelve per 

cent of jobs in this sector, 1979-81. It undoubtedly indicates a fairly 

even spread of job reductions among the different nationalities of 



Table 1: Nationality of cor2or1tions resr,:asible far Job losses in the ll.K., Ii reported 
in the F n1nci11 Ti111es 

(1) Total 111nuf1ctur1ng 1 (2) Recorded Jobs lost tn (2)~(1) (4) Le1dtng corporatjons 
e111Ployment 1n U.K., 1977 U.K. 1111nuf1cfurtng for Job loss, 1977-81 

1977-81 
Per cent 

·----
U.S.A. 711,800 fi5 ,6003 9.2 General Motors; Stn,er 

CANADA 66,500 7,600 11.4 Missey Ferguson 

E.E.C. including 
n.1. 7 France 32,100 10,900 Peugeot-Cttroen 

f.R. Germany 19,400 2 ,1004 11.0 Hoechst~ Grunutg 
Netherl.mds 63,200 4,100 6.li Phtl tps 0 Akzo 
Italy 2,000 600 29.6 Fttt> Jefferson-S...rfttt 
Eire 9,800 600 6.1 

OTHER, including 
Switzerland 52,100 4,400 8.4 Ctb1-Getgy 0 Alusutsse 
Sweden 19,500 1,700 8.6 SKF; S1ndvtk 
Australia 12,900 1,400 10.87 Wor.ald Industries 
Japan 1,100 1,2005 n.1. Toshtb1 
Other 21,200 200 0.1 

TOTAL 1,013,800 100,4006 10.0 

Notes: 
1 As in Census of Production, Her Majesty's Stationary Office, 1977 
2 As recorded in Financial Times, and ~dentified by this project as described above 
3 Or 64,SOJ includir@ non-nenufacturing cases 
4 Or 4,2CX> including non-manufacturing e<>ses 
5 Or 1,2<X> includi~ non-manufacturing cases 
6 Or 101,6CX> including non-m:inufacturing cases 
7 Not applicable, as job losses were in holdings acquired after 1977 

N 
...... 
N 
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ownership in British manufacturing, with comparatively little variation 

around the apparent average of ten per cent. One of the lowest figures is 

~or the Netherlands, where the Anglo-Dutch corporgtion of Shell had 

r~latively modest losses. There are a number of reasons why recorded 

losses may not always be compared directly to the 1977 total figure for 

the same country, and the chief one is that certain job losses were in 

holdings acquired only after 1977 (see footnote 7). The most notabl~ case 

is that all the French job losses were in Peugeot-Citroen, in respect of 

their acquisition of the European operations of the U.S. company Chrysler 

in 1978. 

This French car-making group are the leading corporation responsible 

for job losses in the U.K., as is shown in the ordered list in Table 2. 

They are followed in the list by nine further vehicle-manufacturing and 

component groups, inmediately by General Motors of the U.S.A. and 

Hassey-Ferguson of Canada. The rest of the list is domin~ted by U.S.A. 

corporations, as one would expect from Table 1, although the foot of the 

list includes rationalisation of relatively recent investments made by 

Australia, Japan and the Federal Republic of Germany. Eighteen of the 25 

corporations in the list are shown, in our third column, to be among the 

leading 1,000 corporations in U.K. domestic industry in their own right. 

There are comparatively few leading foreign corporations with less than 

1,300 job losses (i.e. not shown in Table 2). As an indication of the 

concentration of job losses in a relatively small number of foreign 

corporations, it is notabie that the 20 corporations which are listed in 

Table 2 provide r.eady 70,000 (70 per cent) of the total shown in Table 1. 

5. Sub-regional distribution of foreign job losse~ 

Virtually all "main products affected" in the table were clasiii~: 

as expanding industries, 1953-66, and the majority wer.:? in turn d,. 

on geogranhical mobility in the U.K. as a whole in the same period 

(Townsend, 1983, p. 178). Both because o1 a conce3tration of ownership, 

and a history of mobility, the table is important in studying the overall 

recorJe~ distribution of job losses in foreign-owned establishme". 



Table 2: Foreign corporations responsible f0r 1 2 300 or more job losses in the United Kingdom as reported in the Financial Times, 1976-1981 

U .K. nJUDe 

?eugeot-Citroen 
General Motor~ 
Massey-Fergusvn (UK) 
Singer (UK) 
l!oover 
International Harvester of GB 
Goodyear Tyre & Rubber (Gh) 
Ford Motor Co. 
l iba-Geigy (UK) 
IIT Industries 
Philirs Electronic & 

Associated Industries 
Monsanto 
fires tone 
Marathon ~anufacturi~g 
Heinz 
raccar 
Chamr·ion 
Bo.·g-Warne'!' 
~l<F (UK) 
Wo?111ald lntern~tiona! 

Holdings (UK) 

Nat iona 11 t:y 

FRA 

USA 
CAN 

USA 
USA 
USA 
USA 
USA 
SWI 
USA 

l!S,\ 

USA 
USA 
USA 
USA 
USA 
SWE 

AUSTRALIA 

Ran:, by 
U.K. turnover 
if under 1,000 

336 
75 

114 
553 
250 
289 
251 
10 

143 
557 

76 
210 
579 

193 

368 

374 

Jobs 
lost 
(sum) 

10,900 
9,100 
5,800 
5,700 
5,100 
4,200 
3,700 
3,200 
3,000 
2,800 

2,400 
2,300 

L-0cation(s) of job losses 
(leading 3 in order of importance) 

Strathclyde,* Coventry, Luton 
Luton, Cheshire,* Southampton 
Coventry, Peterborough, Strathclyde* 
Strathdyde* 
Mid-Glamorgan,* Strathclyde,* London 
Doncaster, Bradford, Lancashire 
Wolverhampton, N. Ireland,* Strathclyde* 
London, Merseyside,* Swansea* 
Essex, Manchester 
N. Ireland,* Brighton, Hastings 

Suffolk, Lancashire, Co, Durham* 
Strathclyde,* Co. Durham,* N. Ireland 

2,100 London, Clywd* 
l,900 Strathclyde* 
1,700 Wigan,* N. Ireland,* London 
1,600 
1,500 
1,400 
1,400 

Cheshire 
Bradford 
West Glamorgan,* Hertfordshire 
Strathclyde,* Luton 

1,300 Manchester 

Main product affected 

Motor cars 
Motor cars 
Tractors, dies~l engines 
Sewing machines 
Domestic appliances 
Tractors, commercl.al vehicles 
Tyres etc, 
Motor cars 
Photographic materials 
Television sets & electronics 

Television sets & electronics 
Artificial fiures 
Tyres, etc. 
Oil rigs 
Tinned food 
Commercial vehicles 
Woollen cloth 
Vehicle components 
Bearings 

Mechanical engineering 

* Locacions in Special Develorment Areas and Development Areas assisted under British government regional policy in 1976 

N 
-..J 

"' 
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between the sub-regions of the United Kingdom. 11te penul~imate column of 

the table uses principally the location-names of the counties (in England 

and Wales) and Regions (of Scotland). 

Strathclyde clearly dominates the map of foreign job losses, just as 

it stands out among the leading seven corporations ente:-ed in ~':>le 2. 

Its 23,100 jobs losses are largely attributable to the complete closures 

of a large motor-car plant by Peugeot-Citroen, ~ large factory for tractor 

comvonents of Hassey-Ferguson, and a long-established factory for 

industrial sewing machines by Singer. these rem.ackable blows to 

Strathclyde (and others) all arise ·omplex international patterns of 

decisions, but are not seen as havi•,., _ si:'lgle local cause (Hood and 

Young, 1982). The next most important locations, Bedfordshire (5,700), 

Cheshire (5,000) and Coventry (4,800), do share a coaunon source in that 

they all s•1ffered from major rationalisation in the foreign-owned vehicle 

industry. Northern Ireland (4,500) figured prominently in Table 2 but in 

a variety of industries. In distinguishing between U.S. and other 

corporatior.s the map is of very great interest, but it would appear that 

the distribution of foreign-owned job losses by nationality is largely 

incidental to the history of acquisition behaviour. 

The overall volume of t~tal job losses nonetheless shows a certain 

broad distinction between the principal conurbations of England (Greater 

London, Greater Manchester, West Midlands) and certain peripheral Kegions 

where there is a tendency toward large figures of job loss. One very 

important question i111Dediately arises in considering Table 2. That is 

whether c~rporations were ~ffecting more job losses in· the aaterisked 

areas or in the other, tt.e mainly "non-assisted" areas. 

This central questic can be approached in a number of stages. At 

its simplest le'l.el, Wormald International Holdings of Australia had no 

choice in effecting rationalisation of Mather & Platt because all the 

latter's engineering factories were in Greater Manchester. Similarly, 

Singer UK had only one plant, in this case, contr~stingly, one near 

Glasgow which they had owned since 1881 and which originated in a decision 
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of 1867 to manufacture ln the U.K. Peugeot-Citroen's closure of their 

plant at Linwood, near Glasgow, represented clear withdrawal from a 

"branch-plant" established in the "periphery" with government assistance 

(by their predecessor, the Rootes Group) to U.K. headquarters at Coventry 

- where there were also redundancies but where activity survived. On the 

other hand, the Borg-Wacner group closed their factory at Letchworth, 

Hertfordshire, in the "core" and retained factories in the "periphery" ln 

South Wales - although announcing equal nUDbers of job losses there. 

These two cases represent extremes of a spectrum on which a large 

proportion of multi-plant companies may be placed. 

6. A regional comparison with job losses in U.K.-owned corporations 

The 101,600 job losses of foreign corporations have been cla~sified 

by geographical area, and their regional distribution may be coq>ared with 

that of the ove ra 11 set of data for reported job losses. The general 

thrust of coD1Dent in previous literature, and first indications of what we 

have said above, might be that job-losses in foreign-owned establishments 

were disproportionately weighted towards "peri;>heral Regions'', and perhaps 

more concentrated ther~ than job losses at large. An initial comparison 

is shown in Table 3. 

This shows that the total of 101,600 represents 17 per cent, or one 

in six, of total job losses reportea in this source. There are 

significant geographical differences in the distribution of losses in 

foreign-owned establishments, and they appear to support the assertions 

made above. Firs!: ly, the foreign- ow'led sector contributed a greater 

proportion of its losses in the "periphery"; this was el3pecially a feature 

of Scotlend which received a full quarter of U.K. job losses from this 

source, which was nonetheless heavily under-represented in the North of 

i;::igland. The foreign source was consistently under-represented in all 

Regions of the 'Manufacturing Heartland', but was an iq>ortant origin of 

job losses in the South Ea'lt, experiencing one-fifth of total losses of 

this kind. The question arises whether the variations in the distribution 

of f~reign los&es are due to variations in the initial distribution of 
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activity, as at the start of our study period, or to reporting errors 1.11 

our s~urce, or to one of our initial hypotheses~ greater job losses at a 

greater distance from U.K. headquarters. 

Table 3: ~egional distribution of job losses in foreign and all other 
corporations, as reported in the Financial Times, 1976-81 

Reported jcbs lost in Reported jobs lost in 
foreign-owned establishments all establishments 

Nos Per cent Nos. Per cent 

PERIPHERY, including 42,500 ~1.8 203,400 34.8 

N. Ireland 5,300 5.3 21,900 3.7 
Scotland 25,200 24.8 60,300 10.3 
Wales 9,000 8.8 56,500 9.7 
North 3,000 2.9 64,600 11.0 

'MANUFACTURING 
HEARTLAND', including 33,500 32.9 268,700 45.9 

North West 14,000 13.8 105,000 18.0 
Yorkshire & 

Humberside 5,500 5.4 43,300 7.4 
East Midlands 2,700 2.6 31,l::OO 5.4 
West Midlands 11,400 11.2 88,800 15.2 

'CORE', including 25,700 25.2 112,800 19.3 

South West 1,970 1. 9 14,300 2.4 
East Anglia 3,100 3.1 13,500 2.3 
South East 20,600 20.2 85,000 14.5 

TOTAL U.K. 101,600 100.0 584,900 100.0 



- 278 -

The 'initial' regional distribution of employment in foreign-owned 

establishments is available for manufacturing establishments for the year 

197/, and provided the basis of Figure l. A small adjustment to our own 

cata enables us to exclude non-manufacturing plants, and then to 

demonstrate regional manufacturing "jobs lost" in our own record as a 

proportion of all foreign jobs (1977) in respective regions. Clear 

results are evident from inspection of Figure 1. ntus, when we 

standard is.? for the su. .. of "initial" foreign employment in 1977 the 

averahe apparent loss of ten per cent is exceeded in the 'periphery' and 

unde:r-represented in the "core". ntus the high level of Jbsolute losses 

which we recorded in the South East is entirely due to the 

well-established concentration of plants in the South East, and the 

apparently low level of losses which we record in the West Midlands is in 

fact a poor performance relc1tive to the small scale of foreign investment 

in the Region. On the other hand, the "periphery" showed a poor 

performance in relative as well as absolute terms, though it is still 

clear that Scotland showed an even worse record than N. Ireland and 

Wales. Further comparisons confirm that there was a relatively poor 

performance by foreign-owned plants in ~cotland, Northern Irelan<l and the 

West Midlands. The poor perfor111ance Jf the periphery cannot be attributed 

to differential Ieporting error. 

In summary, what we have found so far is~ 

a) The rate of job looses per thousand manufacturing workers in 

foreign-owned olants is not higher than that in UK-owned plants. 

The Census of Production fn: 1979 to 1981 shows a loss of 12 per 

cent ~f jobs, compared with 15 per cent for national 

~ianufacturing as a whole. 

b) In al: solute terms, the worst affected Regions are Scotland, the 

South East, the rlotch West and the West Midla11ds (in that order). 
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c) Relative to 1977 levels of employment in foreign-owned factories, 

the worst-affected Regions we re Scot land, Northern I re land and 

Wales, followed by Regions of the 'Manufacturing Heartland', on 

both adjusted and unadjusted bases (although the adjusted 

calculation puts Yorkshire and Humberside and the North West 

above the West Midlands). 

d) Regions of the "core" show the lowest rates of loss on all bases, 

although the North, sanewhat remarkably, shows the best 

performance after completion of adjust~ents. 

7. Spatially discriminatory decision-making at the =orporate level 

Closer dissection of the 100,400 job losses reported is possible in 

terms of attributes of the 264 cases which they represent. Among these 

cases some corporations are represented up to fifteen times, in effecting 

job losses at different times, in different parts of the country, or in 

different ways, for instance through redundancies, reported labour 

wastage, plant closures or site closures. We may r.ow examine the 

foreign-owned cases by year of re~ort &nd compare results with the outline 

for the whole data-set which wa~ provided at the ctart of the paper. We 

have now seen from our analysi$ of all closures throughout the period in 

section 3 that geographical patterns changed during the period of 

analysis. In dealing with foreign co1porations this analysis cannot be 

undertaken 10 this exact form due to the lower numbers ~f c~ses involved. 

Considering all job losses however (that is including reported 

redundancies, wastage and closures), slJll'le broad similarities can be 

identified. 

7.1 Distance from United Kingdom head office 

The international literature on multi-plant corporations carries thP 

coamon hypothesis that sites which are more distant from the headquarters 

o{ tloe organisation are more liable to closure and reduction than are 

geographically c lost-r 9ites. This hypothesis might be applied at the 
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international level, but that is not possible here. It certainly is 

necessary to enquire whether the differential rate of job losses as 

between the South East on the one hand, and Scotland, Northern Ireland and 

Wales on the other is a function of distance from headquarters in the 

London area. 

All but 15 of the 85 foreign corporations ln our data-set had 

identifiable U.K. headquarters in the U.K. To a remarkable extent these 

headquarters were concentrated in South East England (53 cases), including 

central London (18). There was no other focus of relevant head offices 

anywhere in the remaining Regions of the U.K. (17 cases ln all). A 

glimpse at Figure l suggests then that the redundancy pattern in 

foreign-owned corporations is in overall terms consistent with the 

descriptive generalisation that "corporations close more distant plants 

first". 

Table 4 may be related to reported job losses under all ownerships by 

reference to its final row, which alone includes U.K. based as well as 

foreign-owned corporations. Comparison with the penultimate row will 

indicate that reports of job loss at fore ign-owneti plants, 1977-81, 

related more often to "long-distance" control than at UK-owned plants, 

(distance over 500 km including all plants in Northern Ireland), and less 

often to "short-distance" control (under 100 km) (to be read in the light 

of regional distribution seen in section 6). This feature varied in 

significance over time, with long-distance cases becoming steadily and 

relatively less important from 1977 to 1981, and short-distance cases 

becoming more important from 1979 to 1981. The latter feature was not, 

however, accompanied by proportionate increase in actual closures at 

shorter distances (not shown in this table). These results are compatible 

with the view, noted above for U.K. corporations, that, on average, 

foreign corporations met difficulties in a fairly normal trading period, 

1976-79, by running down and in some cases closing more distant plants, 

and in severe recessivn also produced job losses (though w£thout a full 

complement of closures) nearer to headquarters, cor.nnonly in the South East. 
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Table 4: Cases of reported job loss in foreign controlled 
establishments; distance from UK headquarters by year 

0-100 101-250 251-500 Over Total cases 
km km km 500 km analysed 

1977 Nos. 3 1 0 3 7 
Per cent 42.9 14.3 0 42.9 100.0 

1978 Nos. 4 6 3 8 21 
Per cent 19.0 28.6 14.3 38.1 100.0 

1979 Nos. 4 14 7 9 34 
Per cent 11.8 41.2 20.6 26.5 100.0 

1980 Nos. 23 29 24 17 93 
Per cent 24.7 31.2 25.6 18.3 100.0 

1981 Nos. 27 22 18 11 78 
Per cent 34.6 25.6 23.1 14.1 100.0 

TOTAL Nos. 61 72 52 48 233 
Per cent 26.2 30.9 22.3 20.6 100.0 

ALL 
OWNERSHIPS Per cent 40.9 27.2 22.7 9.1 100.0 

7.2 Assisted areas under government regional policy 

As one would expect from our historical introduction to foreign 

investment in the UK, and from analyses immediately above, it is clear 

that there is an overall bias toward assisted areas in the cases reported 

in Table 5. Non-assisted areas are under-represented in this set of 

reports at least until 1980, and the i.'c idence of reports on the 

foreign-owned planta of Intermediate Areas is unremarkable. Conversely, 

if we ta~e Development Areas, Special Development Areas and Northern 

Ireland together we find their share of U.K. cases declining steadily from 

57 per cent (1977 and 1978) to 47 per cent (1979), 41 per cent (1980), and 

35 per cent (1981). There is some similarity in the pattern of clos~res 

(included within the figures). This of course partly reflects the 

national manufacturing incidence of recession (Martin, 1982; Townsend, 

1982), but is also fully compatible with a model of gradual withdrawal 

from branch plants under accelerating difficulties. 



1977 

1978 

1979 

1980 

1981 

TOTAL 

ALL 
OWNERSHIPS 

Table 5: Cases of reported job loss in foreign-controlled establi~hment~ 
government development status by year 

Non- Intermediate Development Special Northern 
assisted Area Area Development Ireland 

Area 

Nos. 3 0 2 2 0 
Per cent 42.9 0 28.6 28.6 0 

Nos. 5 5 4 8 1 
Per cent 21. 7 21. 7 17.4 34.8 4.3 

Nos. 13 6 3 13 1 
Per cent 36.1 16.7 8.3 36.1 2.8 

Nos. 44 17 14 19 9 
Per cent 42.7 16.5 13.6 18.4 8.7 

Nos. 38 20 3 24 4 
Per cent 42.7 22.5 3.4 27.0 4.5 

Nos. 103 48 26 68 15 
Per cent 39.6 18.5 10.0 26.2 5.8 

P~r cent 44.5 21. 9 9.4 20.7 3.4 

Total 
cases 

analysed 

0 
100.0 

23 
100.0 

36 
100.0 

"' 103 00 

"' 100.0 

89 
100.0 

258 
100.0 

100.0 
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8. Conclusions from the analysis 

For the first time in U.K. history, foreign corporations have played 

a significant part in a manufacturing recession. Further data will be 

available at a later stage from the Census of Production, and from further 

analysis of individual corporations in this project, according to concepts 

and approaches presented in Townsend and Peck (1984). Contrary to many 

impressions, there is no evidence that foreign-owned corporations played a 

disproportionate role in the periods 1976-79 and 1979-81; rather, it is 

clear that their patterns of disinvestment broadly reflected those of 

UK-based private corporations when adjusted for initial conceutrations in 

certain Regions. This is notably the case in respect of a concentration 

of losses in the years 1976-9 in assisted areas more distant from London, 

and in a gradual spread to non-assisted areas including further locations 

of post-war greenfield investment, 1979-81. This is, however, only an 

average picture; as we saw there are corporations which placed the balance 

of their job losses Ln assisted areas, and others which actually 

'favoured' assisted areas from the start of this period. 

As a whole, however, foreign cases accentuate the contrasting 

experience of "peripheral" and "core" areas. Where serious employment 

loss has taken place in foreign-owned plants, this has been the 

consequence of the concentration of foreign investment in large sites. 

Indeed the dispro~ortionate job losses in Strathclyde and the West 

Midlands result part]y from the location there of particular vehicle 

plants of Peugeot-Citroen and Hassey-Ferguson. By contrast, Merseyside 

had comparatively few job losses in its important post-war foreign plants 

(Lloyd and Dicken, 1980), and this is attributable to the relatively good 

redundancy record of the USA car plants of Ford and, tc a lesser extent, 

General Motors. Of course, th£se events must be seen in the gene~al 

European pattern of planning and investment. But the monitoring of our 

overall data on 1633 occasions of job loss reveals relatively few in which 

withdrawals from the UK, whether by British or foreign corporations, are 

directly attributable to openings in the Third World. 
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The overall picture, however, challenges many assumptions of past 

growth planning. It would seem that "peripheral" areas of the UK are less 

likely to receive multinational corporations' investment in the future, 

compared with the EEC area, the Mediterranean and the Third World. As 

Hood and Young (1982) point out this experience does not argue for a 

reduction of regional policy in "assisted areas". Indeed, the renewed 

attraction of foreign investment appears to be one of the main reasons for 

a Conservative government's re-dedication to a modified regional policy 

(Her Majesty's Government, 1983). 
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l. Introduction 

Because of the loweri~ of transport and communication costs and the 

liberalization of trade barriers, the post-war period period has seen a very 

stro~ expansion of international trade and factor flows (capital, technology) 

and very high ra~es of growth in industrialized countries. In the 1970s 

considera~le changes took place in the world economy (Fro"bel et al. 1977, 

UNIDO 1981, Skolka 1983): :nrket saturation and overproduction in many 

industries, cost increas~s due to scarcities of raw materials and 

environmental problems, an acceleration of technological cha~e in production, 

an increase of manuf;JCturi~ production in some newly industrialized 

developing countries, etc. 

The latter process, the ilk.~~ase of Eanufacturing capacities in newly 

industrializing develooing countries, has received much attention in 

industrialized countries, where it is considered as a u.ajor cause of 

unemployment problems. But, as some studies have shown, the industry and 

re~ion-specific impl'o-:t are of more concern to industrialized countries. In 

this context, UNIDO (1981) states that: 

" trade with developi~ countries has (in general) positive or 
ne~ligible effects on employment ••• Such n~ative impacts of imports 
from developi~ countries as exist (structural or frictional unemployment 
and the decline of certain activities) are very often concentrated in 
particular industries and re~ions or on specific types of workers" 
(UNIDO, 1981, p. 10). 

As a consequence of the changes de9cribed above, competition has 

increased in many industries and enterprises had to adapt to the new 

conditions by various strate~ies (Ballance and Sinclair 1983, Muller 1983, 

Stobr 1984). Such strat~ies inc lu1ie measures to cut labour cost 

(standardization of production, shifts to low wage areas), and the search for 

~ew markets or products and for more flexible technology or organization. 

Many of these strategies have spatial consequences 4ltho~h only few (e.g. the 

spatial transfer of production or the spatial division of labour) have an 

e:-:plicit spatial dimension (Hassey and Meegan 1979). 
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Several hyPotheses have been formulated with r~ard to the regional 

consequences of the changing international division of labour (e.g. the 

neo-factor-proportion concept or the product-cycle concept, to be discussed in 

lllOte detail in section 2) but up to now there is a lack of consistent 

operationalized theories and empirical insights remain limited. 

The present paper is based on an empirical study of Au$tria, a country 

which is strongly exposed to the recent changes in the international division 

of labour, for several reasons: 

as a small open economy it is very much interlinked into the network of 

international trade and factor flows, and 

its economy has a very high share of basic industries and production of 

traditional consumer goods (Seidel 1979, Urban 1980), industries which 

are strongly affected by the new international division of labour because 

of their low skill and high labour intensity (Frobel et al, 1977). 

Severe problems could arise for those regions where these industries are 

concentrated, such as "old industrial areas" and nP.wly ind\lstrialized rural 

areas. 

In this paper we will present some empirical evidence on changes in 

employment and in the industrial composition of production in Austrian r~ions 

in the 1973-1981 period. These cha~es will be analysed in terms of 

product-cycle characteristics of activities. In particular, we will 

investigate two aspects; the skill and labour intensity of aclivities (since 

low-skill, labour-intensive industrie& are st1·ongly affected by the new 

international division of laoour - cf. Urban 1980) and the "information and 

knowledge character" of activities, which is considered to be important for 

the innovation process of a region (Andersson and Johansson 1984). 

Some imi>0rtant aspects of the changing international division of labour 

and its effect on Austria and Austrian regions (see Holl and Kramer 1982) will 

not be dealt with in this paper; 

the high share of foreign capita! in the Austrian economy ( s:milar to 

e.g. Behiu:n). 
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Austria's weak role as a capital exporter: in contrast to e.g. the FRG or 

Switzerland the transfer of production to less developed countries 

(direct foreign investment) has not been very important up to now. 

the rather low R & D efforts of the Austrian economy (Chaloupek, 1980), 

and the dependency on foreign technology. 

In the following section we will discuss the conceptual background 

relati~ the cha~i~ international division of labour to regional 

develo1>111ent. In section 3 we will present some results of e111>irical research 

on Austria. 

2. Conceptual background 

Two major theoretical concepts relating regional development to changes 

in the international division of labour are the neo-factor-proportion concept 

and the product·~:~te concept. 

The neo-factor-proportion concept roots in the tradition of the 

international trade theory (Ricardo, Heckscher-Ohlin) and argues that a change 

in comparative advantages has taken place during the last years. Developing 

countries have become more competitive in low-skill and labour-intensive 

industries while industrialized countries are said to be competitive in 

human-capital intensive industries (Urban 1980). For regional development in 

i:klustrialized countries this implies that particularly agglomerations, 

traditionally specialized in human-capital intensive industries, are less 

affected while regions with predominantly low-skill and labour-intensive 

industries (e.g. rural areas) would be more severely hit by the new 

international division of labour. It is a wea~ness of this concept that it 

referes only to the given factor and resoui:c.e endowment of a region and does 

not take dynamic aspects explicitly into account. 

Product-cycle theory deals better with thesE technological and dynamic 

aspects: according to this theory regions and countries have a different 

attractivity for products and production processes in the early, growth and 

maturity stage of the product cycle (Norton and Rees 1979, Erickson and 

Leinbach 1979, Suarez-Villa 1983). 
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Products in their early phase have small markets, a low price elasticity 

of demand and unstandardised production processes. This favours location in 

a~glomerations, where ag~lomeration economies (access to market and 

technolo~ical information, research institutions and universities, skilled 

work force, supplvinst firms) can be exploited. Products and production 

orocesses in their growth and maturity phase become standardized, have large 

markets and a hi~h price elasticity of demand. They are s~iifted to more 

perioheral areas and countries in order to save labour cost. Relocation is 

intensified in later phases since price-competition continuously increases. 

From the persoective of regional policy for peripheral re~ions in 

industrialized countries the result is very ambiguous: on the one hand these 

regions theoretically attract production activities and e1111>loyment from 

agglomerations, while on the other hand these activities exoerience stron~ 

c01Dpet it ion from newly industrializing co1•: .... ries. Therefore activities 

relocated to oerioheral re~ions may be rat'f- ·r unstable. 

3. Empirical analysis of Austria 

In this section the followinst questions will be analysed for Au~trian 

regions; 

how did employment chanste in various types of Austrian re~ions during the 

seventies (1973-1981)? 

can this change in regional employment be related to product-cycle 

characteristicc and to the chan~in~ international division of labour? 

Has there e.g. been a shift of low-skilo and labour-intensive activities 

to peripher~l rural areas while ag~lomerations have improved their 

industrial structure by attractir.g skill and knowled2e-intensive 

activities? Or has strong international competition reduced employment 

in all types of regions because oi the high prop0rtion of low-skill and 

labour-intensive activities? 

3.1 Methodological aspects 

We will use a c'assification of Auatrian regio~! basea on two criteria; 

sectoral structure (Geldner 1982) and acceps to markets (Kaniak 19S3, Hai.er 



and Todtling 1984). The sectoral structure classification of regions 

distinguishes between service centres, manufacturinlt, industrialized-rural, 

rural and tourist areas. It is used because these types of regions differ 

strongly in location factors for t~e investiltated activities (availability and 

price of production factors such as land and labour, labour skill, 

unionization and work discipline of the work force, environmental aspects). 

For details of this sectoral clas~ification see Geldner (1982). 

Accessibility criteria are used because the distance to .arkets and other 

economic activities is considered an important location factor (e.g. in the 

product cycle theory) for new activities and for the ability of existiO't 

regior.al enterprises to restructure and adapt to changing conditions in the 

world economy. "Accessiblity" was measured by three kinds of market potential 

for Austrian districts (1973): regional, national and European (Kaniak 

1983).!/ ~nese potentials have been aggregated by adding the respective 

rank orders of districts (Maier and Todtling 1984). Figure 1 and Hap l show 

the resulting reltional classification. 

The classification of industries has been made accordiO't to product-cycle 

aspects: manufacturing industries liave been grouped according to skilJ., 

·hour ;.m:ensity and walte level at a three-digit level, using W. Urban's 

(1~80) i«>rk. Low skill, hilth labour intensity and low ~ages were considered 

to be indicators for ind us~ ries in the "late phase of the product eye le" which 

are endangered by the chan~ing international division ~f labour.~/ In the 

service sec to- those industries which have to do with the generation/ 

transmission of information and knowl~dge have been analyzed separately, 

because they are considered important for the early phase (innovation phase) 

of the product cycle (Aaderso~ and Johansson 1984). Of course th~ information 

and knowled~e aspect, altho~h very important, constitutes only one factor of 

!/ To calculate these market potentials, distance was measured by car 
travel-time (road accessibility) and was weighted by gross regional 
product by district (S:uttoregionalprodukt 1971 fiir Bezirke). For 
regional, national and Eurap~an ~otential1 ~hree ~ifferent - empirically 
derived - distance functions were used (Kaniak 1983). 

2/ In Urban's analysis (198~) skill intensity was measured by the praportion 
of white-collar and ckilled blue-collar workers in the total labour 
force. Labour intensity was measured by c-omparing employcr0 nt and 
production value. Th~ wa~e level i.ndicator was the yearly ross salary 
oer wage earner. 
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Fig 1: CLASSIFICATION OF AUSTRIAN DISTRICTS BY 

SECTORAL STRUCTURE AND ACCESSIBILITY 
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the reRional innovation process and ther~ are many other essential factors, 

such as a qualified work force, venture caoital and markets (Bru~~er 1984), 

which will not be dealt with in this paper. 

3.2 Research results 

In this section w~ will discuss a) some aspects of the performance of 

the Austrian economy since the early seventies b) look at the major chanRes 

in the ref(ional distribution of employment in the 1973-1981 period and c) 

then present mor~ detailed {indin~s on r~ional chan~es at the industry level. 

a) The Austrian economy during the economic crisis 

Until the early seventies AJstria experienced very hi~h GNP ~rowth rates 

(annual averaf(e, 1955-72: 5.1 per cent). In the seventies, growth rates 

severely declined (1972-82~ 2.6 per cent; see also Fig. 2), as in many other 

countries. In spite of these reduced growth rates unemployment ~emained 

relatively low (2 per cent; see Fig. 3) due to an expansion of the tertiary 

and the public sect~r. a high social cor.sP.nsus on the priority of full 

employment ("social partnership") and an expansive fiscal policy (Butschek, 

1981). This period was character~zed by considerable labour hoardin~, but the 

number of foreif(n workers was constantly reduced. Because of strong 

Rovernment and union efforts to prevent dismissa!s (Duda and Todtlin~ 1985), 

structural problems have become dominant in the ei~hties: the economy is 

burdened with a hi~h share of basic and traditional consumer ~oods industries, 

many of them low-skill intensive and in the late phase of the product cycle 

(Urban 1980). The 1981 recession (GNP decrease: 0.15 per cent) hit the 

labour market fully in 1982, when emo loyment decreased by more than 1 per 

cent, the unemployment rate reachin~ a level of 4.5 per cent, hi~h by Austrian 

standards. By 1985 the firms seemed to have elimin~ted surplus labour which 

had accumulated durin~ the period of slow growth; they may now he able to 

adjust more quickly to chan~inR cor.ditions in the ~oods market (Duda and 

Todtlin~ 1985). 
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The followin~ analysis of r~ional chan~es in Austria refers to th~ 

1973-1982 period. The re~ional pattern of the recent increase of unemployment 

is not covered b~· Ln., present data set, but it has been analysed i•1 Maier and 

Todtling 1984. 

b) Changes in the re!ional distribution of employment in the 1973-1981 period 

Despite the severe recession in the world economy at the c:ld of the 

seventies and in the early eighties, Austria experienced a sli~ht increase in 

e._,loyuaent (1 per cent) betweeen 1973 and 1981. When differentiating by 

region - classified in the way mentioned in section 3.1 - la~e differences 

can be found (Fig. 4; se2 also Maier and Todtling 1984). There were large 

increases in eP'!l>loyment in the rural and tourist areas (6 to 18 per cent), 

while there i. .s a drop by 5 per cent in the core areas. This latter figure 

mainly refers to Vienna; the city lost almost 8 per cent of its eq>loyment 

during the 1973-1981 period, and the agglomeration as a whole!/ lost S per 

cent. Employment also declined (-2 per cent) in manufacturing areas with 

mediu111 accessibility ("old industrial areas"). In highly accessible 

D'anufacturing areas and in service centers of medi1m1 accesaibility employment 

has been ~rowing at ~n average rate. 

In all areas except the service cen~res accessibility had a possitive 

influence on employment growth; the fastest growin~ areas in terms of 

e._,loyment have been those which combine rural characteristics (availability 

of labour, low wages, a disciplined labour force, low degree of unionization, 

good natural environment) with a good system-wide accessibility. 

c) Re!ional changes at the industry level 

Regional changes in the Austrian economy at the irutustry level have been 

investigated by calculating entropiP.s, i.e. measuring the spatial 

concentration of industries in 1973 and 1981 (using the small-scale 

!/ The Vienna agglomeration was given broad limits to tak? account of 
sub~rbanisation processes. It includes the districts of: Wien, 
Wien-U~ebung, Modling, Baden, Korneuburg, Tulln. 
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administrative districts), and by a detailed analysis of industrial chaoste in 

the various types of r~ions. 

Changes in the spatial concentration of industries 

Entropies have been calculated in the standard way (Theil, 1967), usiost 

the foTIDUlas: 

0 <=Y. < = 1 and 
is 

N 

~Y. = 1 
i=l 1S 

(1) 

in which "s" denotes the sector whose distribt·tion over space has to be 

measured, "i" the spatial unit (with i = l, ••• ,N) and ''Y" the employment share 

of spatial unit "i" in jobs in sector "s". The entropy of sector "s" (I ) s 
measuring its spatial concen:ration is defined by: 

I 
s 

N 
= ~ Y. 

i=l 1S 

log(Y. ) 
is 

(2) 

To avoid undefined tenos in the suonation of (2) it is standard practice in 

this context to define (Theil, 1967, p. 24£): 

Y. log(Y. ) = 0 for 
is is 

y. ;: 0 
is 

(3) 

Thus, the entropy as defined by (2) varies between zero and log (N). It is 

zero when all e111Ployment is concentrated in one spatial unit and takes on its 

maximum value when employment is evenly distributed over space. Since the 

number of spatial units does not change, the corresponding entroi>ies for 1973 

and 1981 can be compared directly, and rates of change can be calculated. One 

has to keep in mind that a lower entropy measure denotes a higher spatial 

concentration of employment. 

For non-agricultural activitie~ some expected as well as some surprising 

results were found (see Fig. 5). 

The hiv,h (1973) de~ree of spatial concentration of the "information and 

knowled~e sectors" (research and science, business services, banking and 

insurance) and the relatively low spatial concentration of manufacturi~ 

activities and of public services such as education were expected, as was the 

further dispersal of manufacturing activities between 1973 and 1981. 
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Ag~inst exoectation, however, many other industries and particularly 

those service industries which had shown the highest concentration in 1973 and 

are generally considered as "a~lomeration-oriented" (research/science, 

business service, banki~/insurance) had dispersed. One has to keep in mind, 

thou~h, that despite this disperal trend the degree of spatial co3centration 

of these activities was still rather hi~h in 1981.!1 

The dispersal of service activities which has also been found in other 

countries (see Noyelle 1984 for the USA, Aydalot 1984 for France) cannot be 

explained by the theoretical concepts discussed above (Section 2). Possible 

exolanations: 

the new coanunication and office technologies allow operation at a more 

decentralized level and in more peripheral locations; 

these services follow the dispersal of population and manufacturi~ 

activities (van den Ber~ et al. 1982). 

Focusi~ on the manufacturing sector, a more detailed classification with 

regard to skill intensity, labour intensity and wage levels was worked out 

(see Fig. 6). 

Skill-intensive and high-wage industries were more concentrated in 1973 

than those with low qualifications and wage levels. As could be eXpected on 

the basis of the product cycle theory, the latter industries experienced a 

dispersal between 1973 and 1981. But 111C1nufacturing industries with hi~her 

skills and/or wage levels also showed dispersal tendencies. 

!/ Apart from the spatial concentration of information and knowled~e 
activities another factor may influence regional innovation processes: the 
difference in or~anizational characteristics of plants (Bru~~er 1984). A 
study on Austria (Todtlin~ 1984a, 1984b) established that headoffices of 
multiresr ""nal firms and endc~enous re~ional plants are stron~ ly represented 
in Cllre •·.!as, while externally controlled branch plants dominate in "old 
industrial areas" and in industrialiud rural areas. 
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Fitt 8: CIAMGE IN SERVICE SECTOR. EMPLOYMENT, l) 

1973-1981, BY TYPE OF REGION 
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Industrial c~arute by type of r~ion 

In 3.2.b it was shown that eq,loyment declined in the core areas and tha 

manufacturing areas of redium accessiblity ("old industrial areas") between 

1973 and 1981, whereas it 2rew in ru~al and tourist areas. Which industries 

caused these spatial trends and how did the industrial structure change in 

these regions? 

Figures 7 and 8 show the aggregate eq, loyment cha~es 0973-1981) for the 

manufacturing and the service sector by type of r.~ion; it can be seen that 

the large reduction of emp loylilent in core areas has been caused by a dee line 

(18 per cent) of manufacturing eq,loyment. The employment gains in rural and 

tourist areas, on the other hand, can be at~ributed to gains in both the 

manfacturing sector (outside the peripheLal rural areas) and the service 

sector, where eq,loymE:nt 2rowth has been particularly stro~ (between 10 and 

24 per cent). In all areas except the service centres accessibility had a 

Positive influence on employment growth in both manufacturin2 and services. 

To which extent did the regional develapment of employment show the 

expected product-cycle characteristics? To answer this question, we used 

skill and labour intensity as indicators for the maturity of industries, as 

mentioned before. In the service sector infonnation/knowledge related 

activities were considered as factors favouring innovation processes. 

Manufacturing activities 

In a ~tudy by the Austrian Institute for Economic Research (Urban, 1980) 

manufacturing activities were classified into three groups according to skill 

and labour intensity: 

I) "highly endangered" by the new intemat ional division of labour Clow 

skill, high labour intensity); 

II) "endangered" Clow skill, low labour intensity); 

III) "not endangered" (high skill intensity). 

Since the first two categories showed very similar performance, we have 

a~regated them in the following presentation to form one group labelled 

"endangered industries", which is characterized by low skill intensity. 
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F~ures 9 ~nd 10 show the employment shares in 1973 and the employwmt 

ch:~·-iges he•_ween 1973 and 1981 for "endanstered" (I + II) and "non-endanstered" 

industries (III), respectively by type of region. 

In 1973 the "endarutered industries" (I + II: Fig. 9) were strol\.~ ly 

represented in medium-accessibility manufacturing areas ("old industrial 

areas", 35 per cent of con-agricultural employment) and in industrialized 

rural areas (20 - 26 per cent). The employment share of these industries was 

very low in the service centres (lO and 13 per cent). 

Between 1973 and 1981 these industries declined heavily Cin terms of 

e111>lOY11lent) in core areas, manufacturiQR areas with hiRh ~.ccessibility and 

perir.h,!ra l indust ria lized-rura 1 areas (dee reases by 23 - 25 per cent). Only 

one ~egion, a rural area with high accessibility, showed a (small) employment 

increase (+ 2 per cent) in this group of industries. Employment-reducing 

restructuring, then, occurred in both service and manufacturirut agglomerations 

and in peripheral industrialized rural areas. The mechaniS111s may have 

differed; in agglomerations high wages and costs may have caused firms to 

introduce capital-intensive technology or to relocate to peripheral locations 

while in the peripheral industrialized rural areas branch plants may have been 

closed down to cut capacitj (Massey and Meegan 1979). 

There was little employment chaDRe in "endangered industries" in 

manufacturiDR areas with medium accessibility: the employment decrease was 

less than the Austrian average. This may be due to a general slow structural 

chaDRe of thi1 region, and to labour hoarding in which strong unions, public 

policy and state-owned enterprises (see 3.2.a) played a role • .!/ 

Figure 10 gives an overview of the employment changes (1973-1981) in 

"non-endangered industries". Employment in this group of industries was 

relatively stable, growing by l per cent. Employment decreased only in core 

!/ Since 1982, however, job losses have been particularly high in old 
industrial areas and unemployment has increased strongly (Maier and 
T'Odt ling 1984). 



- 306 -

area (-15 per cent); stron~ incre~ses took place in all other 

hiRh-accessibility areas and in rural and tourist areas. Skill-intensive 

industries have contributed much more to the e•loyment ~ains in rural and 

tourist areas than standardized low-skill production. 

However, a closer look at the employment ~3ins of rural and to~rist areas 

in the ''hitth-skill industries" reveals that the major gains took place in 

low-waste, lclbour-intensive activities such as furniture, wood products and 

electrical instruaents manufacturi~ (Urban, 1980). In some of these low-wa~e 

industries the "high skill" classification may be biased because firms 

s0111etimes e•loy former blue-collar workers as white-cellar workers (hi~her 

social status, better l~al position) in order to coq,ensate for low w~es. 

Despite their foTI11al hi~h skill intensivity, these industries therefore do not 

represent an improvement of the industri~l structure in rural and tourist 

areas. 

Informati~n and knowled~e activities 

A considerable part of the service sector employment increase took place 

in trade, tourist activities, personal and social services and health 

services. From the Perspective of product-cycle theory and the cha~i~ 

international division of labour the followin1t "information and knowled~e 

related" activities which favour re1tional innovation are of particular 
. 1/ interest;-

bankiRlt and insurance, 

business services (le1tal, business a"d technical consultiR1t), 

education, 

research intttitutions and universities. 

1/ The lQ73 and 1981 industrial censuses which served as a basis have only 
used thes~ cate1tories to classify whole plants or separate spatial units, 
and not, e.~., enterpreneur functions within plants re lat in~ to the 
~eneration or transmission of information/knowledite (cf. Bade and 
Eickelparsch 1983). There is no detailed "functional" clauification of 
such activities in Austria yet. 
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Fist. 11: CflAtcE IN INFORMATION AND KNOWLEDGE SEX:'rORl) 

EMPLOYMENT 1973-1981 BY TYPE OF REGI<»f 
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Total employment increase in these servic~s was high (31 per cenl). 

Business services (+45 per cent} and researchiuniversities (+43 per cent) 

ranked first and banking/insurance (+26 per cent) also increased at a higher 

rate than services in general. The share of these services in Austrian 

non-agricultural employment increased from 8.5 per cent (1973) tu 11 per cent 

(1981). 

As indicated above, these activiti~s are heavily concentrated in core 

regions (with the exception of education) but displayed strong tendencies of 

dispersal between 1973 and 1981. The investigation led to surprising results 

(see Fig. 11 to 15). 

Very high relative employment increases took place in all of the rural 

and touri.st areas (between +40 and +65 per cent} and in the manufacturing 

areas with high ac=essibility (+42 per cent; see Fig. 11). Accessibility was 

once more a factor favouring employment growth. Only two areas showed below 

average growth, nam~ly the core areas (+19 per cent} and the "old industrial 

areas" (+27 per cent), while in service centres with medium-acce~sibility the 

employment increase was average. 

Despite these dispersal tendencies, regional differences in the 

employment shares of these activities wer~ still quite high in 1981 (14,2 per 

cent in core areas, 7 .9 per cent in "old industrial areas").!/ 

Regional employment change in the individual categories is shown in 

Figures l~ to 15. The picture is essent~ally similar to the one just 

described, with some deviations: 

In banking and insurance (Fig. 12) there was a clear difference between 

the service and manufacturing areas on the one hand (average or be low average 

increase: 16 to +31 per cent) and the rural and tourist areas on the other 

hand (38 to +73 per cent). The high growth rates of the latter areas are 

y It is remarkable that the areas with the lowest share of these activities 
have shifted in 1973 the lowest share was found in tourist areas with 
medium accessibility (5.8 per cent), in 1981 it had shifted to the "old 
industrial areas" (7 .9 per cent). 
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probably due to the spatial ex~ension (branch offices) of bankins; and 

insurance companies and may reflect the ~rowth of routine activities rathe~ 

than information and knowledge transmission. 

A similar spatial pattern of employment growth can be seen in educ at ion 

(Fig. 14). With r~ard to these activities the public policy of building 

schools in rural and peripheral areas was the driving force behind dispersal. 

In principle the increase of human capital is favourable for these regions, 

but the followinst questions aris~: 

are the appropriate skills provided? 

will the increase in human capital lead to selecti·.Te outmigration? (this 

has been the case in Austria in the sixties - cf. Maier 1983). 

Business services (le~al, technical and business consulting), which were 

hi~hly concentrated in 1973, almost doubled their employment in some rural and 

tourist areas (even in peripheral ones) and in manufacturing areas with high 

accessibility (+84 per cent - see Fig. 13). Surprisin~ly, the lowest increase 

was in serv~ce centres with medium accessibility (+30 per cent). For rural 

areas the increase in knowledge-~enerating and transmitting activities should 

be of particu!ar importance in stimulatinst innovation processes and structural 

change. 

Employment in research institutions and universities, which grew stron~ly 

(+43 per cent), constitutes only a very small part of total Austrian 

employment (less than 1 per cent). In 1973 these activities were concentrated 

to a high de~ree in the core area (66 per cent of all employment in this 

sector)!/ and in service centres with medium accessibility (22 per cent -

see Fig. 15). The share of core areas had dropped to 57 per cent in 1981 

while that of the service centres with medium acce::;t:ibility had increased to 

26 per cent. The extension of university facilities in some provincial 

capitals (Graz, Kla~enfurt, Innsbruck) is probably r1!spo11sible for this 

!/ Because of some very low scores for 1973 employment, the regional shares 
in Austrian sectoral emploYfllent are reported instead of ~rowth rates. 
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trend. Tite manufacturinst areas with hi~h accessibility and, surprisin~ly, 

most of tne rural and tourist areas increased their collective share from 1.5 

to 4.5 per cent.!/ 

Besides the core area and the peripheral industrialized rural areas only 

the "old industrialized areas" eXperienced a decline in their research/science 

eQ>loyment share. Together with otheL" findings on the slow development of 

information and knowled~e activities this could be an indicatQr of the 

weakness of innovation and structural renewal in "old industrial areas". 

4 ) S U111111Cl ry 

The empirical analysis of regional inductrial change in Austria 

(1973-1981) and its relation to the changing international division of labour 

can be summarized as fllows: 

1. Strong regional differences exist in the employment share of "endanstered" 

(low skill) industries on the one hand, and of innovation-related 

information/knowledge activites on the other: 

Employment in the low-skill industries is highest in manufacturing 

areas with medium accessibility ("old industrial areas" - 37 per 

cent of non-agricultural employment in 1973) and in industrialized 

rural areas {23-31 per cent); service centres show lowest shares {13 

and 15 per cent). 

Clear regional differences exist in the distribution of inform~tion 

and knowledge activities {such as research and science, business 

services and banking) which are considered to stimulate the 

innovation and re~tructuring process of enterprises. In 1973 11 per 

cent of employment in these sectors was found in "old industrial 

areas" and some rural and tourist areas accounted for only 6 per 

cent. 

!/ Titese findings are similar to those of Malecky 0980) for the U.S., who 
found tendencies of dispersal for corporate R & D activities. 
Although the relative increase in research/science activities in rual and 
tourist areas is remarkable, the share of these areas was still very low 
·n 1981 (4.5 per cent) as compared to their share in total employment. 
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2. Re~ional employment cha~es and cha~es in regional industrial structure 

have been only partly in line with expectations between 1973 and 1981: 

As would be expected on the basis of the product cycle theory, there 

was a lante employment decrease in lov-skill and labour-intensive 

industries in the core areas (-23 per cent) and an increase in rural 

areas with high accessibility. This latter increase, ho~ever, was 

small (+2 per cent) and contributed little to employment growth in 

these areas. 

The very strong glowth of the service sector in rural and tourist 

areas (between +10 and +24 per cent) and particularly of the 

information and knowledge-related services (between +40 and +66 per 

cent) do not conform with the product cycle or neo-factor proportion 

th~ories. 

3. Employment and industrial cha~e (1973-1981) by type of region can be 

sunmarized as follows: 

Core areas exp~rienced structural cha~e with a general employment 

reduction (5 per cent). Structural change involved a growth of the 

ser1ice sector and particularly of the information and knowledge 

activities. The main characteristic of this process was the 

reduction of employment in manufacturing and particularly the 

lov-s ki 11 "endangered" industries. 

In service centres with medium accessibility and manufacturing areas 

with high accessibility structural change was accompanied by a 

stagnation ~f total (non-agricultural) employment growth (+l to +2 

per cent). The restructuring process replaced low skill 

"endangered" manufacturing industries by high-skill manufacturing 

and service activities and was strongest in highly accessible 

manufacturing areas. 
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ManufacturiOJt areas with mediwa accessibility ("old industrial 

areas") eitilerienced an overall employment decrease (-2 per cent) and 

a much slower structural chanste than other areas. Althoutth these 

areas had the histhest e111>loyment shares in "enda~ered" industries 

of all restions (37 per cent in 1973) the employment reduction in 

t'1ese industries was rather saaall (-4 per cent) - this may be partly 

due to labour hoardiOJt. Employiaent growth in histh-skill 

manufacturiOJt industries, the service sector and information/ 

knowledge activities was below aver~e, indicatiOJt that particularly 

in these areas there are obstacles to innovation. 

Rural and tourist areas experienced a strong employment growth (with 

the exception of the peripheral industrialized naral area). There 

was also a remarkable structural cha~e~ skill-intensive 

manufacturi~ and service sector activities (including information 

and knowledste) became more i...,ortant. In steneral, areas with good 

accessibility performed best. The peripheral industrialized rural 

area did worst; every fourth job in "endanstered" industries has 

been lost, which contributed to the considerable decline in total 

manufacturing employment (-12 per cent). 

4. Altho~h re~ional development trends in thP. investigated period 

(1973-1981) do not look too bad from the point of view of some 

disadvant~ed areas there are reasons for concern: 

In 1982 and 1983 unemployment in "old industrial areas" increased 

strongly after labour hoardi~ had to be given up. Some rural 

areas, particula.·ly in the periphery, were also affected (Maier and 

T'ddt li~ 1984). 

Up to now no information on chanstes in the organizational and 

functional characteristics of plants is a1•ailable in Austria (see 

e.g. Bade and Eickelparsch 1983, Todtling 1984a). Detailed 

information on the skil!s structure and the technological and 

product characteristics (quality, market prospects, etc.) of plants 

is missing as well. These, however, to a high degreP. determine the 

ability of enterprises to innovate and to adapt to the changing 

international division of labour (Brugger 1984). 
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Appecdix 

Classification '~ sectors according to the industrial census 

Water, enenv 

Mini DR 

Manufacturin~ 

Const rue tion 

Trade 

Hotels 

Co11111unication, transport 

Banki~, insurance 

Business services 

Personal & social services 

Cultural facilities 

Health facilities 

Education 

Research & Science 

Security 

Public administration 

(Betriebssystematik 1968) 

100-199 

200-299 

300-599 

600-699 

700-779 

780-799 

800-899 

910-932 

933-938 

940-945. + 9910 

950-956 

961-969 

971 without 9711 

972 + 9711 

981 without 9811, + 9862 + 987 

983-986 without 9862, + 981~ 
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1. Introduction 

The effects of the changes in the international division of labour 

on the interregional division of labour are by no means well understood. 

In regional studies literature two •ain vievs are held on this 

issue. The first one considers them largely separate areas, rPlating to 

different di..aensions of developaent at different levels of analysis. 

Regions are seen as open econoaies, but their contacts with the 'rest of 

the world usually are not differentiated according to their dcnestic or 

international origins. With the increasing attention to the aultinational 

enterprise a point of overlap and contact was created, namely the 

locational behaviour of the TNC's and its regional consequences (cf. 

Storper, 1981 and Hayter and Watts, 1983). 

The second view has gained increasing acceptance with the rise of 

dependency cum imperialism approaches to regional development. Realizing 

the danger of gross generalization. this view holds that the international 

division of labour takes predominance over the interregional st rue ture of 

a country. A top-down sequential conditioning takes place; international 

centre-periphery structures shape interregional centre-periphery 

relationships. There are considerable differences between such authors as 

Myrdal (1957), Frank (1968), Slater (1975) or Massey (1978), and they are 

not all equally specific on this issue. But on the whole it is argued 

that Third World countries find themselves in historically developed 

unequal (trade) relations with center countries, and that their internal 

(interregional) structures are not only historically shaped by those trade 

relations, but also that the continued postcolonial internationAl (trade) 

dependency causes a worsening of the (inter-)regional problem. For 

example, a macrocephalous urbanization process (metropolitanization or 

development of primacy) is seen as one of the results of the international 

insertion (cf. Quijano and Castells in Schteingart, 1973). Similarly it 

is argued that, as interregional economic relations remain structured 

~long "internal colonialist" lines, regional inequalities are exacerbated. 
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Altho~h some of the mechanisms through which international effects 

are mediated downwards are identified (transnational corporations and 

state policies). many cone lusions are based on a sort of parallel 

argumentation (e.g. centre-periphery relations of one level that are 

"reproduced" at another level). This has a certain common-sense appeal. 

After all, regions are more open econQDies than nations and therefore are 

bound to be more susceptible to external influences. Finally, there has 

been a considerable bias in the analysis. Industry and industrialization 

have received most attention. 

Perhaps matt£rs are not so clear cut however. Historically, and 

prior to processes of national integration by industry, several Latin 

American countries had one or more individual regional economies that had 

strong international ties, stronger than those with other regions with 

which they formed a national unit. It is reasonable to argue that this 

fact influenced the regional shape of the national integration process 

and the interregion!.l division of labour that evolved as a result of this 

process. However, international trade factors are not the only ones 

involved. In some cases and instances they do play a key role, in other 

they clearly do not, or only at a very reduced level and along with other 

factors. 

ln this paper, on the basis of a review of Colombian national and 

regional development processes, we will discuss the relation between the 

two divisions of labour. In doing so we will hold the view that as 

national integration proceeds, the interregional division of labour 

increasingly complements the international trade participation of the 

regions. In other words, national integration processes draw regional 

economies more and more into market and trade relations. This trade may 

be either international or interregional, depending on a number of 

factors. Since it is unlikely that both the interregional and 

international trade accounts of a reg~on can remain negative in the long 

run, a trade deficit on one account has to be compensated by a trade 

surplus on the othc:r account. For example, a region may be a large net 

international exporter and, because of it, at the same time a large net 

interregional importer. Similarly, a region (e.g. the capital region) 
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may be a large international net importer, and at the same time dominate 

interregional trade. 

In the following three sections we will discuss the major features 

of the Colombian development process, focussing on agriculture, industry 

and international trade, describing sectoral and spatial processes. In 

section 2 the early industrializat~on process (1900-1950) is briefly 

analysed against a background of some historical facts. In section 3 we 

deal with the period 1950-1967 during which major transformations took 

place in agriculture and industry largely completed its import 

substitution process. Section 4 describes the changes that took place in 

the 1967-1980 period, in which relations with the internatinal economy 

were altered under the new policy of export promotion. 

A comparison of the regional changes a~ they took place under 

different national and international conditions in each period allows us 

to discuss, in section 5, the relation between the participation of 

Colombia in the international division of labour and the changes in the 

divisiuu of labour between the regions of the country. 

2. Early industrialization and agricultural change 

One of the early development problems of Colombia was that it 

lacked a strong international sector. The country failed for a long time 

to develop a viable export base and, because of this, it also lacked the 

resources to build and maintain a strong central state. There was a 

number of shortlived attempts to replace gold production which already 

before Independence had entered into decline. However none of these 

(tobacco, quina and some textile production) succeeded. Taking into 

account the country's geographical features, there was in fact little 

that united the varicus regions. 

In passing it is perhaps useful to mention here that the country is 

carved up by three spurs of the Andes Mountains, which run north-south; around 

the various valleys, regions have developed (location: see Hap 1). The 

eastern highlands are the most populated part of the country (Cundinamarca, 
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Boyaca and Santander). J.n the north, the Andes give way to the Atlantic 

Coast region, sane parts of which, because of their role in the natural 

transport system, have a long development history. Finally, there are 

vast natural regions with very low population densities, such as the 

Llanos Orientales, the Amazon region and the Pacific Coast. 

These geographical features constitute formidable barriers to 

communication and movement between regions. For instance, by the end of 

the 19th century it was cheaper to transport a cOlllllOdity fran Liverpool 

to Medellin, than from Medellin to Bogota (Ospina Vasquez, 1951 and 

McGreevey, 1975). 

The weak export base and the absence of a dominant national elite 

able to displace the old landed groups, led three decades after 

Independence to the adoption of a federal structure which permitted a 

minimization of conflict among the variously structured regional 

oligarchies. Only by the end of the 19th century did the 'Regeneration' 

culminate in the reinstitutionalization of a unitary political

administrative structure (1886), but witil considerable powers still 

vested in the "departments" (Ruiz, 1982). Departments had a large 

resource base, controlled key functions such as poli~e, education, 

inmigration, land settlement, roads and railways, etc. (Tirado Mejia, 

1981). This change towards a unitary system coincided, not surprisingly 

perhaps, with the development of coffee as a new export sector from 1870 

onwards. 

Traditional regional power was gradually weakned as new departments 

were created and functions transferred tc or displaced by central 

government. The ''War of a Thousand Days" (1899-1902) was the last 

regionally inspired civil war, and resulted in the creation of five new 

departments (Narino, Caldas, Atlantico, Huila and Norte Santander). 

The growth of coffee exports contributed to the strengthening of 

the central government. The growing revenues derived from them made 

possible the expansion of central goverrnent institutions and activities, 

either directly financed or on the basis of now accessible foreign 
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loans. In the first decade of the present century, coffee came to 

constitute around one-third of total Colombian exports. Partly due to 

the cha~ging ~rld market in coffee in favour of the fastgro~ing 

post-World War I United States economy, coffee exports rose rapidly to 

70% of tc.tal exports in the 1920s. This share went down during the Great 

Depression only to recover after World War II, rising to morn than 75% in 

the 1950s. 

Without doubt, the growth of coffee production and exports enabled 

industrialization to take place (Urrutia, 1979). First of all, the 

structure of coffee production was much less concentrated than in other 

agricultural sectors, generating a more favo~rable distribution of 

(monetary} income, and thus constituted an important source of demand for 

manufactured products. Secondly, the growing coffee exports generated 

the foreign exchange necessary to finance the imports of industrial 

machinery and raw materials. To this ~ne may add, as a third point, that 

the coffee exports stimulated the creation of a much-needed transport 

infrastructure, which facilitated the physical P.ntry and movement of 

industrial equipment. o~ring the 1920s great advances were made in the 

expansion of the various railway net~rks of the country (HcGreevey, 

1975). Finally, the emergence of the industrial bourgeoisie is related, 

thought not exclusively, with coffee production and trade (Brew, 1977). 

In addition to coffee, several other factors should be kept i~ mind 

which contributed to the establisbnent and consolidation (from 1930 

onward!!) of the manufacturing sector. First, the temporary interruption 

of foreign competition, particularly during the First and Second World 

Wars, and during the Depression (when protective measures were made 

necessary because of the reduced capacity to import), created a similar 

effect. A further factor of importance has been the import of foreign 

loans and capital, particularly during the 1920s, with which thP. 

construction of transport infrastructure was partly financed. Foreign 

(US) private capital concentrated mostly in oil extraction (Escorcia, 

1978). 

The main branches of manufacturing concerned basic consumer goods, 

such as foori, beverages, textiles and clothing. The dE:.velopment of the 
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sector as a whole was based almost entirely on internal final demand and 

continued to rely on i119orts of intermediate and capital goods. 

Industrialization was not a widespread phenomenon, but developed 

largely in the Antioquia~aldas coffee region (Medellin and to some 

extent Pereira and Manizales), in the eastern coffee region, Cundinamarca 

(Bogota), and saue port cities, like Barranquilla. This fact 

notwithstanding, it constituted a pl'lwerful st i.mulus to the integration cf 

local and regional markets. This is also evidenced by the tendency 

towards oligopoly fonnation, first on a regional and later on a national 

basis. In the production of textiles, beer, tobacco and saue food 

products like chocolates such processes occurred in the 1930s and 1940s. 

Periods of reduccion of competitive imports, marked by great spurts in 

oligopoly formation by means of absorption of competing firms, were 

followed by periods ot incorporation of new technical progresJ leading to 

larger plant size, which in its turn led to a further consolidation of 

these market structures (Helmsing, 1979). 

In Table l it can be seen that already by 1045 the two most highly 

industrialized regions accounted for 50 per cent ·f total manufacturing 

Table Manufacturing net output and employment by region, 1945-1980 
(per cent) 

Antioqu~a 

Atlantico 
Boll var 
Boy a ca 
V.Caldas 
Cauca 
Cordoba 
Cundlnamarca 
Hull a 
Magdalena 
Meta 
Narlno 
Nor.Santander 
Santander 
Tolima 
Valle 
Total 

Ol'tput 
1945 1958 1967 
25. 3 24.8 23. 7 
13.1 9.0 8.3 

3.3 2.1 3.1 
2.2 2.2 2.5 
6.0 5.2 4.6 
1.1 o. 7 o. 7 
-a- O. 1 O. 2 

25. 3 27. 1 25. 8 
0.3 0.11 0.3 
0.9 0.6 1.0 
-b- 0.1 o.11 
o.6 o.6 o.6 
1.1 0.9 0.9 
5.3 5.3 5.5 
2.7 1.5 1.1 

1 2 • 6 1 8 • 5 20 • 3 
100.0 100.0 100.0 

a-included in Bolivar 
b-not available 

1975 1980 
21. 1 22. 6 
1.1 6.2 
11.9 6.2 
2.6 2.6 
11.9 4.9 
0.9 0.6 
0. 1 o. 1 

30.3 28.0 
0.3 0.3 
0.6 0.6 
0.3 0.3 
0.11 0.4 
o.8 1.0 
5.2 7.8 
1.0 1.1 

18.5 17.1 
100. 0 100. 0 

1945 
26 
11 

4 
3 
6 

a 
20 

1 
1 
b 
1 
2 
1 
3 

j 3 
100 

employment 
1958 1967 1975 

211 25 211 
10 9 8 

2 2 2 
3 2 2 
5 5 5 
1 1 1 
0 0 0 

30 30 33 
0 0 0 
1 1 1 
0 0 0 
1 1 1 
1 1 1 
5 4 4 
1 1 1 

16 17 16 
100 100 100 

source.>: Ce .. 3us or Hanuractui'i ng Product ion, Bogota, various years 

1980 
25 

8 
2 
2 
6 
1 
0 

33 
0 
1 
0 
0 
1 
II 
1 

16 
-100 
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net output. The growth of industries, trade and state fomented 

urbanization. Not only was the growth of urban population higher than 

the rural one, but particularly the departmental capitals gr~w at 

above-average rates. Within this group, the largest cities (Bogota, 

Medellin, Cali} and the towns located in coffee-producting areas grew 

fastest. 

With regard to agriculture, it is important to recall some 

fundamental historical aspects. The agrarian structure was dominated by 

the latifundilDD-minifundilDU complex. Large haciendas were found in the 

fertile valleys, high plains and lowlands, whereas peasant holdings were 

situated alongside them on less fertile land and on the mountain slopes. 

Agriculture was most developed in the more teq>erate Andean regions. 

Some subtropical regions were just recently settled (Antioqueno 

colonization} but tropical agriculture was virtually undeveloped. Very 

ex tensive livestock production prevailed in regions such as the Costa 

Atlantica and the Llanos Orientales. 

The development of coffee production had relatively little direct 

impact on domestic agriculture. Its labour requirements were such that 

it e;ould be easily incorporated into peasant household production in the 

newly settled lands of Antioquia and Caldas. In Cundinamarca, where most 

of the production was organized on large haciendas, it did however put 

pressure on traditional tenancy relations. The major impacts on 

agriculture came from public works, industrial expansion and urban 

growth. The r~sulting increases in demand for labour contributed to 

uproot traditional forms of tenure that had tied labour to the land. 

Secondly, there were local impacts in terms of demand for urban food and 

industrial raw materials. These effects were mo~tly felt in the Andean 

regions of the interior (Cundinamarca, Tolima and Valle). Peasant 

organization and movements during the thirties produced some positive 

change during the liberal governnents (improvements in land tenure laws 

and some land red ist ri but ion). 

The regional pattern of the development of agricultural production 

was relatively straightforward. Market production e>epanded most around 
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the big cities and in a pattern consistent with the industrialization 

process. In Cundinamarca anJ to a lesser extent Antioquia concentrated 

most of the agricultural produc Lion was concentrated, but a agriculture 

remained diversified (Bejarano, 1979). 

Table 2. Origin of international ex~orts and distribution of 

international imports by region, 1950-1980 (per cent) 

exports imports 
1950 1956 1967 1975 1980 1950 1956 1967 1975 1960 

Antloquia 21 22 28 22 27 19 13 11 13 tll 
Atlantico 1 1 4 It .. 18 111 11 6 6 
Bolivar 1 3 5 9 5 !I II 4 1 2 
Boy a ca 0 0 1 0 2 0 1 4 0 0 
Caldas 37 45 35 29 37 5 3 3 2 2 
Cauca 1 2 2 1 2 0 0 0 0 0 
Cordoba 0 0 1 0 0 0 0 0 0 0 
Cundinamarca 12 5 1 13 10 31 46 49 60 61 
Choco 0 0 0 0 0 0 0 0 0 0 
Guajira 0 0 0 0 0 0 0 0 0 0 
Hui la 0 0 0 ,... 0 0 0 0 0 0 -. 
Magdalena 3 4 4 5 3 1 1 0 1 
Hcta 0 0 0 0 0 0 0 0 0 0 
Nari no 0 1 1 1 0 1 0 1 0 0 
Nor.Santander 8 9 3 1 0 2 0 0 0 0 
Santander 7 4 2 1 0 2 3 3 1 3 
Tollma 4 2 1 1 1 1 0 0 1 0 
Valle 5 2 6 12 9 15 1 4 12 tll 11 
total 100 100 100 100 tOO 100 100 100 1 ()() 100 

sources:An1Jario de Comcrclo Extertor,DANF.,Bi:>gola (various years) 

With r~gard to the regional distribution of Colombia's 

international exports it is found, not surprisingly, that by the Pod of 

the period (1950) Caldas and Antioquia were the major contributors, with 

respectively 37 and 21 per cent of total Colombian exports (see Table 

2). Being the third coffee producing region, Cundinamarca ranked third 

with 12%. Other region contributed with secondary exports products, such 

as Magdalena (bananas), Santander (tobacco). Consistent with the pattern 

of industrialization and urbanization, the four most developed 

departments accounted for 834 of the international imports, but within 

this group there was a manifest differentiation in the sense that 

Cundinamarca alone accounted for almost one third (31%) of total 

international imports. The relatively more prominent role of pons or 
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port-related towns such as Barranquilla and Cali was in all probability 

due to the fact that here we find more specialized iu.,ort trade firms. 

If we look at the net interregional foreign exchange flow we find 

that Caldas contributed 64% and the two Santander departments another 

22%. The largest net user was Cundinamarca (38%), followed immediately 

by Atlantico (33%) and at a lower level Valle (19%). It is interesting 

to observe that Antiquia, much in line with its "independent" reputation, 

generated within its own department the foreign excharge it required to 

finance its internatio~al imports. Finally, it is important to mention 

that a number of regions had no or hardly any direct international trade 

participation. Here we refer not only to dis~ant frontier regions such as 

Choco and Meta, but also to long e~tablished but subsistence regions like 

Narino, Huila, Boyaca and Cauca. 

From this brief account it can be concluded that the period 

(1900-1950) was a very dynamic one. Various processes of change in part 

reinforced each other. The production and export of coffee created 

demand and the reduction of competitive imports due to external factors 

stimulated a domestic supply response in manufacturing. Furthennore, 

coffee production made possible an accumulation of capital which under 

the prevailing conditions could best be profitably invested in domestic 

industry. The infrastructure made possible by, and necessary for, the 

mobilization of the coffee exports unified and extended some regional 

markets for industrial production. The infrastructural works employed 

rural labour, stimulated rural-urban migration and co.1tributed to the 

formation of urban labour markets. The migration fuelled the process of 

urbanization which in turn amplified the demand not only for industrial 

products but also for agriculture. Given the technological conditions of 

agriculture, these new opportunities could best b~ met through raising 

local peasant production. The development of Colombia as an 

indust ria lizi ng, single-crop exporting nation contributed to shape the 

interregional division of labour, particularly insofar as the Andean 

interior is concerned. It should, however, be added that many regional 

ecoaomies were as yet little affected, particularly the Atlantic Coast 

and the southern part of the country, and that large parts of the 

territory were not even settled at that time. 
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3. Import substitution and the evolving interregional division of 

labour (1950-1967) 

The change from one period to the other was marked by a spectacular 

investment boom inmedi2tely following the Second World War and by the 

beginning of the period of rural conflict known as "La Violencia". The 

boom greatly expanded domestic manufacturing capacity and, together with 

balance of payment problems which resulted from temporary declines in 

coffee export earnings, induced governments t1J adopt import substitution 

policies. The recurrent and in many respects systematic government 

protectionist intervention marked an important difference vis-a-vis the 

previous period. However, it should be added immediately that this 

policy was determined by balance of payments considerations rather than 

by conscious and deliberate it..1.Jstrial development objectives (Montes y 

Candela, !_981). 

For the period as a whole (1950-1967), manufacturing industry grew 

at an average real rate of 8.1 per cent. The greatest contribution, 

namely 3.7 per cent, came from the intermediate product sector while the 

consumer goods sector contributed 2.7 and the capital goods sector only 

1.7 per cent (Montes y Canielo, ibid). This demonstrates the stage in 

the import substitution process which the country had already achieved. 

The importance of import substitution as a source of growth is well 

illustrated in the following table. 

Table 3. Percentage distribution of growth by demand component 

in manufacturing production, by subsector, 1951-1968 

change in change in import 

domestic demand exports substitution 

Consumer goods 93.5 3.6 3. 1 

Intermediate gds 71.8 -0.5 28.7 

Capital goods 53.3 0.6. 116. 1 

Total Manufacturing 811.2 1 • 1 111·. 7 

Source: Montes y Candelo(1981),op cit.,table 6 

total 

100.0 

100. 0 

100.0 

100.0 



- 330 -

Altho~h sectorwise the pattern of manufacturing growth conforaed 

with the import substitution model, it should be stressed that, on the 

whole, changes in domestic demand (final and intermediate) vere far more 

impor~ant than the external sector, either on the i111p<>rt or on the export 

side. In fact the increase in import duties on consU1Rer goods hardly 

produced any growth effect at a 11, and consequently must be seen in the 

context of domestic price rises. 

To analize the regional pattern of change, a shift and share 

analysis has been cond...:ted for the periods 1945-1958 and 1958-1967. The 

main results are s..-arized in Table 4. The major cooclusions can be 

fonaulated in the following way. The regional pattern of output change 

in the period 1945-1958 revealed some very clear changes. Whereas 

industry in Antioquia, the "oldest" industrial area, grew at a rate 

slightly below the national average, Cali (Valle) became firmly 

established as the third industrial centre of the country. The 

extraordinary growth of output in Cali can, to a large extent, be 

explained by the expansion of the Buena Ventura harbour on the Pacific 

coast which made Cali and attractive alternative transshipment point to 

Barranquilla in the North. Output growth in the department of 

Barranquilla CAtlantico) consequently fell behind. This trend continued 

up to the present day. A second important reason was found in the 

expansion of agro-processing, particularly in relation to sugar grown in 

the area near Cali. 

As a matter of fact Valle, together with the capital city region 

Cundinamarca, contained almost the entire positive shift. Peripheral 

regions such as Marino, Norte Santander, Tolima and Magdalena not only 

had a relatively unfavourable industrial structurP, but also performed 

worse than elsewhere (negative shares). The same ar;plies also to regions 

that did not have a clear peripheral status such as Bolivar and Viejo · 

Caldas. 

The fact that in this period the domestic market was protected from 

foreign imports, enables one to interpret the relative interregional 

changes as in a zero-sum context. That is to say, there is a direct 

relation between the high growth ~f the central industrial regions and 

the relatively poor industrial growth performance in the periphery. 
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A shift and share analysis of regional industrial output 

and growth in Colombi_a, 1945-1958/1958-1967/1967-1980 

Table 4: ~put Output let l•l•tlYe Cmperatlwe Deccmpoaltlon let Shirt 
1945-1958 (Y&) (Y&) sb!R dhtrl llutlon sbtrt industrial reglon.al 

19'5 1951 • cmpoaitlon resld~l 
llltle1911a 36.1175 8cn.aa- -13.1158 5.3 -1.T -101 .265 81.ao8 
ltlantloo 18.882 292.570 -129,508 51.2 -30.T -30.097 -99.'11 
Y.BoUwar 11,759 93.569 -12.811 5. I -12.0 -a,390 -11.1121 
lopca 3, 173 711, 1211 3.197 1.3 11.5 -2,502 5.699 
Y.Caldas 8.693 168,280 -26,038 10.3 -13.11 -23.2115 -2,7911 
ea- 1.5611 22,738 -12.223 •.8 -35.0 3,216 -15,1139 
Cimdta•ca 36.601 875.9'5 57,787 22.8 7.1 -73.858 131,6U 
Bulla o.506 ti ,86' 0,553 0.2 11.9 -1,91' 2,•67 
Y.lllqdal- 1.326 20.os1 -9,590 3.8 -32.11 -2.~06 -7 ,28• 
larlno 0,970 18.202 -3.1181 1.11 -16.1 -2,267 -1,2111 •ort• sar:. 1.623 29.6711 -6,606 2.6 -18.2 -11,1161 -2, 1115 
Santmdr T.665 172,11611 1.125 0.11 O.T 2110,866 -239,7'2 
Tollu 3.916 118,1113 -39.393 15.6 -115.0 -o. 715 -38,679 
fall• 1812'2 598.216 190111'5 75.2 116.T 61936 183,509 
TOUJ. 1••.395 3.221.12• 0 100.0 100.0 0 -

note: Yal- la (•106) CUM"mt peao. 
Source: lel•l ... 1983b 

Table 5: output output net ralatlYe - ... •tlYe daccapoeltlon net alllrt 

1958-1967 (YA) (ll) sblR distrlbutlon allltt l lldua trl al ...... oeal 
1958 1967 • -Pllllltlon r•ldual 

Antloqula 801 ,88• 3.590, 703 -161,,99 26.3 -•.1 ""'00:W91 239.399 
&tlantlco 292,570 1.258,•ao -110,523 18.0 -8.1 53.602 -1611.125 
V.Bollnr 88,633 566,920 152, 186 2•.8 36.T -311.871 187.056 
Boyaca T•,12• 383.258 36,1115 5.9 10.5 -25,11117 61 .861 
¥.Caldas 168,280 691.919 -95,502 15.6 -12.1 -29.«»'1 -66,1162 
Cauca 22,738 119,1183 13,087 2.1 12.3 -11,331 17 ,1118 
Corde>lla •.936 211,1138 1. 3111 0.2 5.8 -1,916 3,257 
Cundln'ca 875,9'5 3.908,677 -190.0711 31.0 -11.6 91,1110 -218,11811 
Hull a 11,8611 5T,U1 1,927 0.3 3.6 -3.222 5, 1118 
Magdalena 20,051 151 ,833 58,0tO 9.5 6t.8 -6.739 611,7119 
Met.a 5,072 56,199 32,1166 5.3 t36.8 -l,510 33.975 
larlno 18,202 911,1611 8,993 1.5 10.6 -6.227 15.220 
ICJP"te~. 29,6711 135,879 -2.973 0.5 -2.' -9.965 6,993 
Santandel" 172,11611 839.•~6 32.'27 5.3 11.0 120,206 -87.779 
Tollu •8,1'3 172,1111 -53. t58 -1.T -23.6 -8.799 -1111,359 
Valle 5981216 3.0761071 2761879 115.t 9.9 260.7117 t61t~ 
Total 3.232,196 15.127,005 0 tOO.O tOO.O -
no~e: v~t~es ln (•106J current pesoe 
~ource: Hel1Wsln1, 19831> 

Table 6: output output net ralatlwa cmperatlYe dacGmpoel tlon net allltt 

(YA) (Yl) e111rt dlatrlbutlon allltt lnduatrlal regional 
1967-1900 1967 1980 • cmmltlon r•ldual 

3.t;90,703 16.27'.976 -3.6h.h2 t5.1 -4.6 -•.' .•Si 513,625 
&nUoqula -1.952,3117 -5.012,336 

1.258,1180 21.060,216 -6.9611,680 28.5 -211.9 
&tlantlco 65.8 -1.518,665 9.8211, 335 

'j66,920 20.930.328 8.305.675 311.0 Y.Bollwar 2.827,111 -2.731,11119 
383. 2'j8 8.630, 37• 95,661 t'.11 I. I 

Boyica 6.7 -1.«»'0,275 2.013,1128 
691 ,919 16.'111,319 1.033.152 11.2 v.Caldas -21.5 -258,510 -31 3,111111 

Cauca 119,•83 2.081,19• -571,9511 2.3 
;>•,•38 506.2711 -37.932 0.2 7.0 -511,886 16,9511 

Cordoba 8.3 6.6011,916 621.011 
3.908,6i7 911.261,728 7.226,008 29.6 Cundln'ca -3.8 111,11211 -96.571 

Hull a 57,UI 1.2)0,992 -•8,153 0.2 
·1110, 162 -1.133.989 

151,833 2.106,9911 -1.2711,152 5.2 -31.1 Y.Ha1d'na -2.3 -111 ,606 13, 115 
56, 199 1.222,996 -28,1191 o. I Meta -36.6 -110,515 -726, 1911 

Nari no 9•, 16• 1.330,215 -766, 709 3.1 
Jlorte San. 135, 879 3.2611,395 231.527 1.0 T.9 -70,898 309,1125 

839,1126 26.212,662 7.519,6111 38.0 110.2 -1,]19,029 8.908.631 
Santander -195,318 -16,906 

172,1111 3.620.•86 -212,2911 0.9 -5.5 
Toll.M -15.8 1.1119,255 -12.21191111 
Vall• ~.076,071 57.670,088 -10.8~01'56 1111.11 

Total 1 .121.oos 336.8&o,928 o 100.0 100.0 

note: valun ln (•106> oirrent peaoe 
aource: H•l .. 1n1,1983b 
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Table 7: Regional export base dependency ratio, by region, 1945-1980 

Serle l Serle B 
19115 1958 1958 1967 1980 

lntloqula 25 32 33 32 30 
ltlantlco 25 18 20 22 25 
V.BoUnr 33 35 35 53 63 
Bo ya ca 116 57 611 69 71 
¥.Caldas 33 39 39 36 211 
cauca 115 60 60 61 62 
Cordoba ( 1) ( 1) 55 58 59 
Cwidln'ca 18 18 19 21 22 
Kulla 38 119 51 56 69 
V .Magdalena 110 511 55 61 51 
Meta n.a. n.a. 5E 611 73 
larlno 18 111 Iii 58 70 
lorte Santander 32 113 116 511 51 
Santander " 59 59 53 63 
Tollu 39 118 118 511 110 
Valle 15 28 29 30 32 
Total 25 29 30 32 3• 

notes: (1) lncluded ln Bollvar 
I.a. not available 

Methodology: The aanuractrlng export base was calculated with the rollovtng 
tonaula 

OB(l). ~ • oo> ror Lq(l)>-1 
Lc;(l) 

ir Lq(l)<I then OB(l)-O 

tne export dependency ratlo E(r) • ~OB(l)/~O(l) • 100 

Table 8: Regional export base diversification index, by region, 1945-1980 

aerie l aerie B 
19115 1958 1958 1967 1980 

lntloqula 0.20 0.211 0.26 0.32 0.31 
ltlantloo 0.73 0.62 0.79 0.83 0.78 
V.Bollvar 0.79 0.59 0.59 0.55 0.211 
Boyaca 0.52 0.36 0.33 0.51 0.29 
¥.Caldas 0.13 0.110 0.110 0.60 0.80 
cauca 0.56 0.118 0.118 0.1111 0.27 
Cordoba ( 1) (I) 0.57 0.31 0.38 
Cundln'ca 0.66 0.83 o.85 0.80 0.89 
Kulla 0.116 0.111 0.115 0.211 0.21 
V.Hagdalena 0.27 0.02 0.07 0.119 0.16 
Meta n.a. n.a. 0.211 0.115 0.00 
larlno 0.69 0.66 0.66 0.59 0.01 
lorta Santander 0.69 0.117 0.52 0.52 0.50 
Santander 0.79 0.59 0.111 0.38 0.02 
Tollu 0.39 0.50 0.51 0.52 0.57 
Valle 0.75 0.67 0.69 0.72 0.72 
Total o.86 o.88 o.89 0.90 o.88 

Range or lndH O< lndes <0.93 O< Index <0.95 

Notes: (I) included In Bolivar 

Hetnodology: The Index which la known aa the Gibb-Hartin Index or trade 
divera1r1catlon, la ronaulated as rollowa: 

2 
CJl(r)• 1 _ OB(l) 

fEOB(l)) 2 

The upper boundary varies with the adopted n111bt!r or sectors 
(1) Ccr. Ha111111end and HcCullagh,19711) 
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In the second part of the period (1958-1967), the slow growth of 

domestic demand manifested itself in a relative stagnation of consumer 

goods industries, something which explained the relative standstill of 

the "early" industrial regions, such as Cundiuamarca and Antioquia (see 

Table 5). In contrast, Valle continued to grow fast thanks to the growth 

of foreign enterprise-dominated intermediate goods production. A 

parallel differentiation can be found within the periphery, where some 

regions experienced fast growth on the basis of a particular branch of 

production (e.g. Santander, Bolivar and Boyaca), while other regions 

continued to stay behind. 

The industrial export base was estimated for each region on the 

basis of the same data. An export dependency ratio and a sectoral export 

diversification index were calculated. Che results are quite revealing 

(see Tables 7 and 8, and Figure land 2 in the Annex). There was a clear 

tend enc.. y towards specialization (reduced diversification) in the 

mancfacturing exp<>rt base of almost all peripheral regions, as well as an 

increased dependence on industrial exports. With regard to the core 

regions no such phenanena can be observed. Export base activities 

remained highly diversified (except in Antioquia) and the export 

dep~nde~ce rose only slightly, if at all (Helmsing, 1983b). 

Perhaps three conclusions stand out: 

a) by far the greatest source of growth was domestic demand, rather 

than the ex tern al sec tor (import substitution or export growth). Changes 

in the domestic conditions of demand (e.g. migration) and the evolving 

oligopolistic market structure must therefore be seen as the principal 

factors exolaining the regional pattern of change; 

b) for those 11ectors where the external sector played a more important 

role (production of intermediate products), the regional pattern of 

change is not of a centre-periphery nature, but differentiation took 

place ~ithin both the centre and the periphery; 
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c) the integration process affected regions diCferent ially. Almost 

all peripheral regions underwent a restructuring. Increased eXport 

dependence, reduceJ diversification and relatively poor gro~h 

perfonunce were all features of the integration of the peripheral 

regions into the national market. In contrast, the more developed 

regions did not undergo such restructuring. They benefitted from the 

integration in teras of relatively high growth. 

In order to eXplain the developments in agriculture a nuaber of 

factors need to be taken into account. The ''Violencia" in certain 

regions, which had ~evastating effects in that it contributed to uproot 

the traditional tenure re lat ions and distribution of ownership, has 

already been mentioned. Many peasant smallholders/tenants left their 

holdings, often never to return (Oquist, 1978). The rural exodus from 

the areas of violence - which may have involved more than two million 

people - mostly ended up in the towns but also led to settlement of new 

land, mostly in tropical regions (e.g. Caqueta, Putueayo, Meta, Hedio 

Magdalena). 

Another major factor was the new technolog•1 that became available 

after World War II:. it made large scale entrepreneurial production 

feasible {Kalmanovitz, 1976), and caused supply conditions to shift in 

favour of the landlords. 

Thirdly, there was a considerable increase in the demand for 

agricultural products. During the intercensal period 1951-1964 urban 

growth was as high as 5.7 per cent per annU111. The proportion of 

population living in towns rose from 39 per cent in 1951 to 53 per cent 

in 1964. Also the growth of industry stimulated the demand for 

agricultural output. The latter did not result automatically. It is 

known for instance that textile finus continued to import cotton. Only 

after the domestic market was shielded from foreign competition could the 

agricultural import substitution process start (cotton, soya, sorghum and 

palm oil). 

During the fifties the government agricultural support system was 

built up:. agricultural extension, some marketing facilities and credit. 
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The growth of the public sector took place largely at the national level. and 

implied a de facto centralization process. 

Finally, it is relevant to mention the role of producer associations as 

irehicles for the rapid diffusion of technological knolrhow and as channels for 

procureaent of inputs and marketing of output (cotton. rice. coffee. banana). 

These associations often emerged in a response to monopsonistic trade and 

industrial firms. 

Table 9. Annual growth rates agricultura 1 production. land and employment 

Columbia. 1951-1973 (per cent) 

production emplo)'llent crop accreage 
51/611 64173 51 /611 611173 51/611 611173 

Caamerclal crops 8.3 3.8 8.5 -11.1 7. II 2.1 
Mixed crops 1.7 -0.1 1 • 1 -8.0 0.8 -0.11 
Trad! tional crops 2.6 0.7 2.2 -4.2 0.8 2. 1 
Plantation 2. 1 0. II 1.6 -4.8 2.3 0.6 
Minor crops 3.0 5.0 1.6 -1.2 2.3 1 o.6 

Agriculture 3.0 1. 2 2.0 -5.0 2.0 2.0 
Livestock 11.0 II. 1 1.2 -3.8 2.0 1.5 
Total 3.3 2.9 1.7 -3.7 1.0 1.2 

Based on:DNP,1977,op cit,p.158 

Table 9 summarizes some of the main aggregate features of agricultural 

development. The so-called conmercial crops, i.e. those that are 

predominantly used as inputs for industry. have been the most dynamic elements 

in the transformation of Colombian agriculture. Their share in the value of 

crop production almost doubled from 10 to 19 per cent and continued to grow 

thereafter, but at a lower pace. The fact that on the whole neither land nor 

labour productivities changed very rapidly, indicates that a geographical 

widening of the base of transformation occurred. Only in the sixties and 

early seventies did a strong deepening take place. 
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The production of basic foodstuffs such as maize, cassava, plantain 

and potatoes - and with the notable exception of rice at the end of the 

period-remained within the realm of peasant production. Given the fact 

that productivity increases were very low, the only way to eXp lain 

increased supply is through the continuation of market incorporation of 

peasant agriculture and the expansion of the latter through 

land sett len;ent. 

In the sixties the development of the agro-industrial complex took 

a great leap forward. In had two major features. Firstly, the growth in 

production resulted in exportable surpluses (cotton, rice and sugar). 

Secondly, the new technologies that enabled the large increases in 

productivities (HYV's and related inputs), raised the capital 

requirements of production and this threatened to marginalize the 

participat;on of the smallholder farmers. The nU111ber of smallholdings as 

well as agricultural wage employment, which had gone up in the fifties, 

went down in the sixties. 

When industrial growth slackened and the employment absorption 

capacity of industry was severely reduced, capitalist agriculture started 

to expel rural labour and peasant agriculture was threatened with 

marginalization. Two policy solutions were put forward to solve the 

"social" problem. One was to keep the peasants in the countryside. 

Recognizing the social function of landownership, land reform would be 

the principal instrument. The second was an urban solution via a 

progra111T1e of labour-intensive urban housing construe ti on. Both solutions 

were experimented with by successive governments. Though there were 

outspoken differences with regard to the "social" issues, there were 

remarkable similarities on how to tackle the economic problems. Instead 

of seeking to stimulate domestic demand - eventually by means of some 

redistributive measures a re-orientation towards external demand was 

aimed for. To this end a number of major reforms were introduced in 1968. 

What were the regional aspects of the emerging structure of 

agricultural production? As already implied above there was a 
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considerable expansion of the agricultural frontier. First, in tenns of 

a transformation Jf the estates to capitalist production, particularly in 

the interior and later in the Atlantic Coast. Secondly, in tenns <'I' 

peasant land settlement, which occured on a fairly large scale in the 

south and south-east of the country, but extended basically to tropical 

are~s all over the country (Helmsing, 1982). On the basis of regional 

land use data available for the principal 16 crops, it was found 

(Helmsing, 1983a) t:1at agricultural production expanded most notably in 

the Atlantic Coast. Here expansion occurred in commercial crops like 

cotton, sorghum and rice. In addi~ion, Antioquia extended its 

agricultural frontier considerably. With regard to tile commercial crops 

it can be concluded that some already specialized production areas 

switched to other (more profitable) crops and new specialized production 

regions emerged (sorghum, barley), in part replacing existing ones 

(barley, rice and cotton). With regard to the mixed and traditional 

crops, changes in the interregional distribution of production were much 

more limited. Hostly, there were no specialized production areas at all 

(maize and plantain), or they existed for climatic reasons only (wheat). 

Nevertheless, these areas tended to account for a growing proportion of 

production, something which may be related with market incorporation 

(potatoes, beans and tobacco). 

With regard to the changes in the regional participation in 

international trade, the following major conclusions can be drawn. 

Whereas exoprts in the fifties were completely dominated by coffee, which 

originated for the greater part in two regions (Caldas and Antioquia), in 

the sixties a considerable diversification took place (cotton, rice and 

sugar), which extended regional participation to Atlantico, Bolivar and 

Valle. The most remarkable changes are however found on the import 

side. There was a persistent tendency for Cundinamarca, the capital city 

region, to monopolize intemationai import trade. Its share went up from 

31 per cent in 1950 to 49 per cent in 1967. All other regions (except 

Boyaca and Sant and er) saw their direct participation dee line. 

Unfortunately, we do not have detailed information on the sectoral 

composition at the regional level. However, it appears that this change 

cannot be explained adequately by the urbanization, regional agricultural 

and industrialization processes alone. 
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As to the pattern cf international net foreign exchange flows, 

based on the analysis of the trade balances of each region, it can be 

concluded that, while the number of net contributors increased with a 

less polarized distribution, the opposite occured with the net 

receivers. Consequently, interregional trade must have become 

increasingly dominated by the capital region as this constituted a way to 

cover its growing international deficit. 

Perhaps a major cone lusion of the analysis of sectoral and spatial 

change in the period is that the evolving interregional division of 

labour was shaped by the physical and economic integration of the 

country, the considerable extension of the land frontier and the 

development of nati~nal market orgdnization of industrialized 

agriculture. If any externally conditioned process is of importance, it 

is the import substitution process - but with regard to agriculture, not 

industry. 

4. International restructuring and regional differentiation (1967-1980) 

In 1968 a numbe1 of reforms were carried out which aimed at 

developing exports as a new source of accunulation and growth, and to 

this end a structural adjustment of the economy was imperative. The 

exchange rate regime was changed so as to avoid large balance of payments 

problems by means of frequent sma 11 devaluations (crawl; ng peg). Fisca 1 

incentives for exports were increased drastically, first only for 

manufactured products but later (1970) also for agricultural ones. New 

export promotion institutions and funds were created, including free 

trade zones in the main cities. Finally, the Andean Pact gave an 

additional export stimulus (Bejarano, 1978). Later govermients extended 

this policy in neo-liberal fashion by c:>nsiderably lowering the nominal 

tariffs on manufactured iq>orts. It should be added, however, that the 

latter policies were also inspired by other events, in particular the 

coffee price bonanzR of 1975/76. 

Together with the economic reorientation, an institutional 

reorganization of the state took place. An administrative reform 



- ))9 -

expanded considerably the role of national, semi-autonomous public 

agencies. Some figures on the distribution of expenditures by level of 

government are quite revealing i.n this respect. I~ 1950/52 the share of 

central government and agencies in total public expenditure was 63 per 

cent. In 1969/71 this share had risen to 79 per cent (DNP, 1977) and i.n 

1980 it had become 85 per cent (Cont ro laria General de la Republica, 

1983). 

The effects of the new economic policy, summarized above, on the 

growth of manufacturing industry can be seen in the following table. 

Table 10. Decomposition of growth in manufacturing by sector 

and component of demand, 1967-1974 and 1974-1980 

Total Domestic Export I:nport Tota I Domestic Export 
change change change subst. change change change 

Light consumer goods 5.35 4.92 0 .61 -0 .18 5 .18 4.64 0 .67 

Consumer durables 3.52 6.42 0 .65 2.46 1.95 8 .98 l.02 

Intermediary goods 10 .92 10 .30 0.92 -0 .28 5.47 5 .57 0.27 

capital goods IO .0 6. 79 0.35 2.96 6.3 8 .67 0 .64 

Source; R. Chica Avella, 1983, table 22, p. 83-84. 

Import 
sub.3 t. 

-0 .12 

-2.05 

-0 .40 

-J.04 

It is clear that in both subperiods export has become a much more 

important source of growth. For the sector as a whole exports contributed 

9 and 10 per cent respectively to the average real rate of growth. It: 

should be added, though, that domestic demand did not be-:ome less 

important. On the contrary, it even increased somewhat. The problem was 

that trade liberalization had a negative effect, particularly in the second 

subperiod, so that the total contribution of the external sector declined. 

Without going into too much detail, it is enough to say here that the 

pace of capital accumulation slowed down in the second part of the 

seventies due not only to the world recession but also to the restrictive 
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policies of the government to curb the inflationary effects of the coffee 

and illeg~l drug trade boans (Piedrahita, 1980). The latter activities 

were the main reason that the world recession only started to be felt in 

Colombia in the eighties. 

The change in economic policy attracted a considerable increase in 

the volume of foreign investment. By 1974 firms with major and mi.nor 

foreign participation were estimated to contribute no less that 45 per 

cent of total manufacturing exports (Arango, 1976). In this respect 

there is a clear link between the changing participation of Colombia in 

the international division of labour and the role this played for the 

foreign firms active in the country. 

If we look at the pattern of regional change for the period as a 

who i:. it can be cone luded that within the industrial core a 

're-concentration' ocurred favouring the capital city region, 

Cundinamarca (see Table 6). The Cali region in particular lagged 

behind. And it is notable that Atlantico in the north (Barranquilla) did 

not benefit clearly from the export drive. In spite of its free trade 

zone it continued to lag behind. The trend of 'differentiation within 

the periphery' also continued very clearly during this period. Bolivar 

and Santander experienced an above-average growth, which was almost 

entirely due to their insertion as producers of intermediate resource 

based outputs (cheriicals, oil and oil derivates). 

The effect of foreign investment on the .regional industrial 

division of labour was not simply one of accentuation of trends. In fact 

it is estimated that, up to 1974, 80 per cent of foreign investment was 

concentrated in the three principal regions. In this context it is 

striking to observe that foreign investment became much more important to 

Antioquia and Valle than to Cundinamarca. The effect was thus opposite 

to the overall tendency towards re-concentration. As has clearly been 

shown in Tables 7 and 8 and in Figure 2, all regions except the most 

developed or core regions, s<JCh as Cund inamarca, Valle and Ant ioquia, 

became not only increasingly specialized industrial producers, but also 

came to depend heavily 011 their industrial export base (Helmsing, 
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1983b). For agriculture, the new policy orientation aided and 

strengthened an alreG.iy emerging te~dency. The new policy measures 

offered new incentives for the expansion of capitalist agriculture. 

Now that both manufacturing industry and capitalist agriculture 

were leaving the confines of the domestic market, price intervention lost 

much of its rationale. Price control systems were either altered or 

eliminated altogether and the international prices came to rule more 

directly the domestic market. For the period as a whole the patterns of 

growth were influenced by three different processes. Firstly, with 

regard to the non-traditional agricultural exports, the inital expansion 

(12 per cent of total exports in 1975) was followed by the progressive 

collapse of Lnternational market prices and skyrocketing prices of 

chemical inputs. Secondly, the traditional export of coffee was greatly 

affected by the pric~ boom in 1975 and the subsequent production increase 

following a frost calamity in Brazil. The share of coffee in total 

exports, which had gone down to 43 per cent in 1974, rose again to 59 per 

cent in 1980 (Parra Escobar, 1982). The complex problem that goverranent 

had to face was to absorb the vast increase in purchasing power caused by 

the booms in order to avoid an inflationary process and a revaluation of 

the peso which would undennine the recently achieved export 

diversification. Exchange controls were adopted and the trade 

liberalization after 1975 was part of this effort to control domestic 

inflation and revaluation of the dom~stic currency. However, the policy 

falled, partly due to a decline in non-traditional exports as a result of 

the world recession. The other reason of failure refers to the third 

major ongoing process in agriculture. That is to say, the stagnation of 

peasant agriculture. 

Several factors need to be considered here. First of all, Colombia 

had in the late sixties passed the point at which its rural population 

started to declir.e in absolute numbers (cf. Johnston and Kilby, 1975). 

The shares of rural and urban population in 1973 were the reverse of 

1951. Rural population was by then only 36 per cent (DNP, 1977). 

Related with it was the fact that the continued land settlement in the 

outlying tropical regions no longer compensated the rural exodus in the 

Andean zone and in the older established tropical regions. Thirdly, the 
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agricultural policy had, for decades, neglected peasant production. 

There was no adequate extension or research, credit nor marketing to 

raise peasant agricultural productivities. Since the extension of the 

agro-industrial complex had not been fast enough to incorporate 

traditional and mixed crops into the realm of large scale capitalist 

agriculture - though certainly inroads were made e.g. in rice, cassava 

and potatoes - peasant agriculture came to constitute a real economic 

problem as prices of basic foodstuffs started to rise sharply in the 

early seventies. In 1976 an integrated rural development prograllllle, 

which is still being carried out, was initiated. 

The changes in the regional division of labour in agriculture in 

this period are not so easy to establish (Helmsing, l983a}. On the whole 

it appears that livestock production intensified and was partly displaced 

in a Von Thuenen-like manner to outlying regions (Llanos and Amazonas}. 

With regard to industrial crops, specialization continued and was 

accompanied by important shifts from one region to another (rice, sorghum 

and barley). Production became entirely organized at the national 

level. With regard to the mixed and traditional crops no such tendencies 

could be clearly observed except for cassava and, to an extent, maize. 

If the concentration patterns at the level of each region are examined, 

it is found that in the core region levels of specialization actually 

declined. The agro-regions in the north and interior showed marked 

tendencies towards specialization in a few crops. In the peripheral 

regions such as Cauca, Norte Santander, Narino and Boyaca, 

specialization levels which were already lower remained stable or 

declined. The regional peasant economies that continued to predominate 

in these regions maintain diversified crop patterns. 

With respect tv the regional participation in international trade, 

the following major trends could be observed. Consistent with the 

changes in the relative importance of coffee exports, Caldas' 

contribution first declined to an all-time low of 26 per cent in 1974, to 
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rise again to somewhat below 40 per cent. A similar pattern of change 

was found for Antioquia - the only core region with a positive 

international trade balance - although not only coffee but also 

manufactured eXports played a role here. In an opposite manner 

Cundinamarca, Bolivar and Valle first increased their participation, 

thanks to non-traditional exports, but later declined. For the remaining 

most peripheral regions no major change was observed. In table ll, the 

importance of international eXports is measured for each region. Not 

only is there a very large absolute variation among regions, but there is 

also considerable change over the period which does not follow a 

centre-periphery pattern (Helmsing, forthcoming). 

The tendency towards a concentration of international iq>ort trade, 

already observed since 1950, continued almost without interruption. By 

1971 Cundinamarca concentrated 62 per cent and throughout the seventies 

this high level was maintained: the region became the only major net 

receiver of foreign exchange. 

Table 11. International export as a percentage of gross product 

per region, Colombia, 1960 and 1975 

1960 1975 1960 
Antioquia 17.4 16. 8 Hull a o.6 
Atlantlco 3.8 6.5 Magdalena 18.4 
Bolivar 5.8 17. 1 Meta o.o 
Boy a ca 1.5 0.7 Nari no 1.3 
V.Caldas 71.6 52.5 Norte Santander 44.6 
Cordoba 2.0 1.5 Santander 10.7 
Cundinamarca 2.7 5.1 Tollma 7.6 
Choco 3.1 4.2 Valle 1. 8 
Guaj ira o.o 1.6 Colombia 17 .5 

Sources:Annuario de Comerclo Exterior,Dane,Bogota (various years) 
Cuentas Regionales de Colanbla,lnnandes,Bogota 

1975 
o.o 

25.3 
o.o 
3.8 
3.5 
1 .2 
1.5 

10.5 
14.0 
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5. Some final observations and conclusions 

During the first three decades of the present century Colombia 

began a process of integration of the various regional economies, aided 

by the development of external trade and by domestic industrialization. 

Up to the beginning of the fifties only a relatively 511all part of the 

territory and population was affected by these processes. ~e,.reral 

regional economies were not yet drawn into a market-based interregion2l 

division of labour, when the first stage of the industrial import 

substitution process was already almost completed and with it the basis 

of the reg iona 1 indust ria 1 st rue tu re. 

After 1950 some clear changes could be observed in the 

interregional division of labour and these did not so much arise from 

externally determined processes of trade specialization, but from 

physical integration of the country, a considerable incorporation of new 

land and of existing agricultural regions, and the formation of national 

oligopolies and markets for manufacturing products. If any externally 

conditioned trade factor played an crucial role, it was an agricultural 

iraport substitution process. 

In the third period considered here (1967-8(1), sectoral growth 

processes became increasingly regionally selective. That is to say, the 

continued area specialization in agriculture and the growing importance 

of domestic and transnational multi-plant fi1'1Ps in manufacturing, trade 

and services, which operate simultaneously in various regions, were key 

forces that s'iaped the regiona 1 economies. As a result a growing 

;>roportion of interregional trade has become 'intra firm'. This seems to 

be a fundamental feature of toe changes in the interregional division of 

labour in this peirod. At the aggregate level, neither core nor 

periphery advanced or &tayed behind in a uniform f~shion. 

Differ- entiation takes place within each. The centralization in 

government and in both foreign and Colombian enterprise (in agriculture, 

industry and other sectors), contributed to increase the leakages and 

transfer of benefits and resources to core regions so that, 

macro- analytically, impact multipliers of export growth in peripheral 

regions declined. 
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Although it is difficult to come up with definite and direct 

evidence it mist be concluded for the case of Colombia that the effects 

of the changing participation in the international division of la!:>our are 

much less evident than expected. Neither the first nor the second 

theoretical position summarized in the introduction seem to hold in the 

case of Colo.bia. the first position seems to be far too simple to 

capture the complex historical interplay between international and 

domestic factors in shaping the development of the Colombian regional 

econoai.es. The second position, while correct in its insistence on the 

importance of external factors in shaping the regional structure of the 

country, appears not to be entirely supported by the facts. While in 

periods of reduced international opening of the economy a center 

periphery type pattern of regional devel0pment did emerge, import 

liberalization and export growth have resulted in greater differentiation 

for both core and peripheral regions. 

Considerable changes took place in the regional economic 

structures. Some of these changes can be attributed to the changing 

participation in international trade. In this context, agriculture 

rather than industry played a pronounced role. But other factors, such 

as the physical integration of the country, land settlement and 

agricultural transformation and the centralization of governnent and of 

enterprise, also had a strong impact on the division of labour between 

the regions of Colombia. 
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Methodology; shift and share analysis: 

The first two colllllns give the value added generated by the 
manufacturing imustries. Expected ievels of net output at end of period 
are calculated by applying the national growth rate to each region. The 
difference between the actual value at the end of the period and this 
estimated value constitutes the 'real shift' of regional output change 
vis-a-vis.. the national average. This figure is presented in column 3. 
In column 4 the percentage distribution of the total negative and of the 
total positive net shifts are presented, while column 5 gives the net 
shift in terms of the 'expected' level of net output, imicating its 
importance within each region. In columns 6 am 7 the real shift of each 
region is broken down into the industrial mix (that part of the net shift 
which is attributable to differences between the region and the nation in 
sectoral structure) and the residual regional share component 
respectively. The method is based on the following equation: 

R( t)-R(O) * (N( t)/N(O)) =~RO( i,o)) (NO( i, t)/NO( i,o)-N(t)/N(o)+ 
+lROCi,o) (R>(i,t)/R>(i,o)-NO(i,t)/NO(i,o)) 

where, R(o) is the total regional net output at beginning of the period; 
R(t) is total regional o•.itput at end of period; N(o) and (N(t) are the 
same for total national outputs res~ectively; RO (i,o) is the net output 
of sector i in the region concerned at beginning of the period; RO(i,t) 
is the same at end of the period; NO (i,o) and NO(i,t) are the 
corresponding national se-:toral variables. 

Methodology, export dependency ratio: 

For each region the manufacturing export base has been calculated 
by the following fonnu la: 

OB( i) = Li~~~)l * Oi for Lq(i) ~ l 

if Lq(i)<. 1 then OB(i) = 0 

where, OB(i) is the export base portion of sector (i); Lq(i) the location 
coefficient O(i); the total output of sector (i). 

After having estimated the export base component of each sector, the 
export dependency ratio of the region concerned, E(R), can be calculated. 

E(R) = ~ OB(i) / %-o(i) * 100 
1 1 

Methodology, export base diversification index: 

The index, known as the Gible-Hartin index of trade 
diversification, applied here at the regional level to measure sectoral 
diversification of the regional manufacturing export base, GH(R), is 
formulated as follows: 

~OB( i)2 

GH( R) • 1 - ( Z OR( i)) 2 

where, OB(i) is defined as in table 5. The upper boundary of this index 
varies somewhat with the adopted number of categories i.e. sectors ( i). 
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NEW TRENDS IN DEVELOPMENT PROK>TION IN LOCAL NORWEGIAN COMMUNITIES 
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l. Intr0d~~tion 

The Norwegian socio-economic structure, like others in the West, 

has been strongly influenced by functional economic organization, when 

seen in a regional context. It was formerly characterized by 

single-company towns, mostly established by international capital to 

utilize what were considered comparative advantages, primarily cheap 

electric energy and raw materials (ores, fish and wood}. Norway thus 

became, early in this century, strongly linked to the international 

division ot labour - the export-import ratio reaching approximately 40% 

of the GNP about world war I. In this process, single local communities 

in the periphery became important cornerstones of the economy, bnt at the 

same time became extremely vulnerable to business cycles and gradually 

also to deeper structural problems, caused by increasing rationalization 

~nd automation and recently also by a new international division of 

labour. Many of these places were, moreover, so peripherally located 

that they lacked any potential for tertiary development beyond services 

for their own populations. 

Simultaneously, although the process was slower than in most 

continental countries and in neighbouring Sweden, the rural communities 

suffered a strong decline, creating a structural problem over wide 

areas. Apart trom a few favoured areas, Norway was traditionally a 

country of smallholders; farms were inefficient from an international 

perspective. Norway therefore saw a considerable transfer ot manpower 

not only from the a~ricultural sector, but from the countryside on the 

whole. A host of smaller local communities were left behind and 

gradually fell below the threshold ot being socially viable. 

Thus, by the 1950s, problems of regional imbalance were all too 

obvious. Simultaneously there was a strong political commitment to 

social equity. Something had to be done, therefore, to cope ~ith the 

growing regional differences. 
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2. The traditional approach to redress regional imbalancts 

Already in the early 1950s there was a growing awareness that 

particularly the northern part of the country needed a more vigorous 

economic development if the region was to keep its share of the country's 

population. To keep the region viable was part of a political and social 

obligation, and a strategic imperative. 

A development fund for North Norway w~s established in 1952, 

geographically covering the three northernmost counLies (Fig. 1) In 1961 

this fund was expanded into a national regional development fund (RDF) 

with a wide geographical area of eligibility. The areas in question were 

designated development areas, and could receive tax-free funds, cheap 

loans and later investment aid (Fig. _l). The· instruments were mainly 

confined to financial incentives and covered only a-few trades, above all 

manufacturing industry. Later, when the financial measures were 

extended, grants were also made available for major infrastructural 

improvements linked to development projects. The grants thus came to 

cover the building of industrial estates and municipal leasehold 

factories. 

The idea behind these measures was that of the Western policy of 

redistribution from above, an attempt to canalize expansion of more 

centrally located enterprises into smaller towns and rural areas. Even 

the growth pole idea was introduced, when the Government designated some 

such places in peripheral parts of Southern Norway in 196~, the most 

notable being Namsos, Forde and Kongsvinger (Fig. 1). The strategy 

mostly favoured the bigger firms with ample resources (see S,d'rlie 1979). 

Although Brox (1982) has characterized this policy, particularly in 

the context of the North of Norway Fund, as a purely functionally 

~riented strategy, of which the central bureaucracy and sin~le 

entrepreneurs were the only par~ie8, there was undoubtedly some initial 

success of the measures, even in a territori~l dimension. Hundreds of 

enterprises moved some of their activities into smaller and more 

peripheral communities, partly setting up branch plants but also whole 

enterprises, which became integrated into the local industrial structure 
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rather than acting as enclaves only. This tendency was particularly 

widespread when industrial estates we~e available, development 

instruments which in Norway were rather peripherally located, or when 

municipally-built factories could be leased. It must be admitted, 

however, that many enterprises were located on purely functional criteria 

with few, if any, links to the regional and local economy. And very n:any 

local coDDDunities and even contiguous regions in remoter parts of the 

country experienced no industrial development. 

This strategy, belonging mostly to the 1960s and early 1970s, has 

left quite a few viable enterprises in many rural areas and small towns. 

In the predominaqtly rural county Sogn og Fjordane 4,350 jobs have thus 

been created in enterprises which received large grants from RDF. 

Naturally only part c-f tt.e employment can be directly ascribed to the 

regional measures. For four peri?heral counties, including Sogn og 

Fjordane, Bivand (1984) found an increase of 2,500 to 3,000 employees in 

industry in the 1970-1981 period which was due to regional policy 

instruments. It must be conceded, however, that many closures have 

followed in the wake of the strategy, particularly when regional 

integration was weak. Some of the above-mentioned jobs have already been 

lost. The most notable example is the small single-company town Rjukan, 

where a number of middle-sized branch plant~ were installed in the late 

1960s and ear 1970s as a compensation for the cessation of major 

activities of the original company. Today, all except one of the 

enterprises have closed down. 

3. Alternative approaches to the problem of regional imbalance 

It should be emphasized that the above-mentioned regional 

development style has been count~rbalanced to some extent and in some 

areas in Norway by a long tradition of local entreprenP.urship, dating 

~ack to the prewar period, partly backed by local and regional financial 

institutions and developed through successive applications of appropriate 

technologies. This style of development was particularly true of the 

Sunnmore and Jaeren areas. Even though this development was in its 
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essence a spontaneous expression of local initiative, there existed links 

to and co-operation with local government, particularly in the provision 

of basic infrastructure. It should be stressed here that the strongly 

centralized political and economic structure, of which the Regionel 

Development Fund was part and parcel, has had its counterpart in Norway 

in a long tradition of local government. Municipalities have enjoyed the 

right of direct income taxation since 1837. In the areas mentioned 

municipalities were development conscious in the field of energy 

provision at a very early date. Thus, when grants from the RDF became 

available later, these were used more as a means of strengthening the 

existing industrial structure than as an instrument of attracting outside 

branch plants. Many of the enterprises thus created have continued 

developing. Their leaders have shown a remarkable skill of adjusting to, 

among others, the product-cycle, even supplanting traditional output by 

high-tech products. Many of the firms are among the most stable 

enter~rises and the most successful exporters in the country today, a few 

of them even going multinational. 

The situation on the Norwegian regional scene by the mid-seventies 

was v~ry complex indeed. There was, even though not very widespread, a 

certain initiative potential from below. Simultaneously many 

single-company towns were exposed to a structural crisis. As a 

consequence of the new international division of labour and.market 

liberalisation many industries, very often concentrated in particul~r 

local communities, were in a precarious situation. For some inland 

districts this was due to the obsolescence of LJW material processing 

industries and along the coast to cost problems in the shipbuilding 

industries. In these years offshore oil activities entered the ~tage and 

the general rost level soared dramatically. Except in oil-related 

industries which only in rare cases benefited the Development Areas, 

industrial development was generJlly at a low ebb. The structural crisis 

hit very unexpectedly, both as far as types of industries and localities 

were concPrned. In some places people, following the functional way of 

thinking, lo~ked outside the local environment for remedies. In others 

the reactions initiated a new way of looking at development with elements 

of territorial rather than purely functional organization. 
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There are some threads linking these new approaches for generating 

local growth, particularly in the periphery, to the tr. itional locally 

based small-scale initiatives mentioned above. Like in the old days tr.e 

approach is nowhere revolutionary. Developing niches in the established 

structures, and not primarily changing these structures, has been the 

goal of the endeavours. More than in the former types of local 

mobilization, however, political commitment has characterized the 

process. This change in development style is associated with a generally 

stronger belief in the political process as a means of problem solving in 

industrial matters and with greater political engagement at the 

grassroots. It is tied to a greater local resource consciousness than 

before, and is simultaneously a result of some decer.tralization of the 

governmental and administrative structure. In recent years, moreover, 

enterprise planners, particularly in the RDF and other parastatal 

organizations, have made conscious ~fforts in tracing local 

entrepreneurial talents and taking care of them. 

A development both from below and above, but always implemented at 

the local level, characterizes this approach, which is a more "unruly" 

way of attacking problems than the conventional regional policy. It does 

not fit rules and formalized procedures so easily as the old, 

institutionalized, redistributive planning process; anyway, the 

redistributive approach is only valid during a stable growth period. An 

active search process at the lower level is the hallmark of the new 

strategies. Whereas the municipality and oth~r local and regional 

governmental bodies were relativelj inactive during the former period, 

municipal engagement, even enterprise, is a typical response in the 

present period of industrial and employment crisis. 

4. Some examples of approaches to foster and consolid~te local 

initiative 

The attempts which, during the last ten years or so, have emerged 

in the field of local resource mobilization do not l~nd themselves easily 

to classification, let alone to a more theoretical evaluatton. 
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There are numerous manifestations and many initiatives seem to be 

of the ad hoc type, very loosely organized and pursued only as long as 

they satisfy a real need. l shall confine myself to four broad 

categories, the main components of which are summarized in Figure 2 • 
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Hjos and Jevnaker (1978) described the so-called Osteroy strategy 

(model 1), named after a local informally organized industrial 

co-operation in an island municipality east of Bergen. Although no other 

studies have been made of a similar organization in Norway, more examples 

could be cited, particularly from the areas with long tra~\tions in local 

entrepreneurship. This is also the case in some areas in Sweden, as 

found by Johannison (197~). 

In the vigorous co111111unities of the Osteroy municipality with their 

old craft traditions, small manufacturing firms of a distinctive 

chara~:er have developed, the dev~lopment model being akin to the 

traditional local mobilization type described above. Host of the 

enterprises, some of which date back to the pre-World War 11 days and 

some of which are offshoots of older firms, have developed strong 

informal, and sometimes formal communication networks. The former 

includes subcontracting between firms and some simultaneous purchasing, 

the latter some examples of formalized sales promotion. Local political 

links are generally weak, but have been increasing. Some infrastructure 

for manufacturing has been provided by the local government from the 

outset. 
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This type of development promotion might be characterized as a 

locally induced multi-entrepreneurial model, serving local needs and 

being to some extent tied to lo~al financial sources and local service. 

But it has clear limits. Many needs must be fulfilled outside the 

co-operating units. Host of the forward and backward linkage~ in the 

production process, e.g., involve other firms, and capital, technological 

consultancy, etc •. may even have to be sought beyond the border. 

Whereas this relatively informal approach to local development and 

local viability reflects a relatively long sustained process, most of the 

other kinds of mobilization are new types and are more dependent on 

fo~mal organization, althcugh the strategies might well have been ad hoc 

and informal at the outset. 

The next strategy of mobilizing loca: initiative {model 2) is built 

on a Swedish model of guidance and train~ng of prospectiv~ local 

entreprene~rs. Adjusted to Norwegian conditions, a progranune of group 

training in business management, sales organization and technological 

competence was impl~mented. Among a multitude of applicants, persons 

were picked out who were considered capable of starting viable businesses 

and keeping them running. In some cases contact was made with 

established enterprises as vocational sponsors (Smedal 1979). 

This method was first adapted by a parastatal development 

corporation in West Norway lUtviklingsselskapet for Naeringslivet pa 

Vestlandet), by organizing a so-called "boot-strap pulling projec~', 

which resulted in 32 new establishments, mostly in small communities. 

Thus, new products and an improved industrial environment have come to 

many communities. The idea was seized by the RDF and applied on a 

regionwide basis in ~11 at North Norway and Namdal, where a similar 

project was launched in 1980. By 1982, 75 new enterprises had been 

started in this area, many of which are by now in a phase of 

consolidation. 

The idea has also spread to single local communities, particularly 

in West Norway. Municipalities or small organized local groups have 

approached enterprising persons through announcements or more directly 
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with an invitation to start a new business. In the case of Modalen (one 

of the smallest municipalities in the country with 350 inhabitants) 

prospective entrepreneurs were attracted by offering subsidies. In this 

community, the procedure has resulted in 5-6 new small establishments in 

two years, some of which seem quite viable. A similar, but mere 

enterprise-centered project is going on in Stryn, while another project 

in Aurland failed because of co-operation problems in the local 

community. A very recent outgrowth of the strategy is a joint plan by 

the RDF and the parastatal STI (State Technological Institute) to 

organize permanent guidance of local entrepreneurs at the county level. 

This measure has also the explicit objective of giving small, prospective 

local entrepreneurs access to Lhe research and development frontier. 

Among the approaches to local mobilization, the development 

corporation (model 3), organized as a para-municipal body, is also of 

some importance. Several cases have been reported. The first and most 

widely cited example was the Kost Development Corporation, located in a 

tiny, remote Lofoten island (Fig. 1). In the early seventies this 

fishing community, with a population of about 750, was declining as the 

result of a growing specialization in the industry and the small 

population base which made the provision of new infrastructure extremely 

costly. Through the effort of a local social entrepreneur with wide 

contacts, and partly as a reaction against the principle of population 

thresholds in the 1972 Regional Plan for North Norway, the islanders 

created a development corporation almost overnight. I~ took care of some 

crucial repair and service needs in the local co11UDunity and steps were 

taken to organize the processing of some of the catch. The initiative 

was a remarkable success, the population rising from 7)) in 1972 to 82) 

in 1979, mainly as a result of remigration of young people. 

An outgrowth of this strategy is a more direct municipal engagement 

in starting and controlling manufacturing enterprises, mainly small and 

middlesized ones, reported by Aarsaether <197H) from North Norway. He 

surveyed nearly 200 projects, which led him to the conclusion that in a 

situation of sheer survival municipalities were induced to take on new 

roles, paving the way so to speak for entrepreneurial talents to follow 

up. Aarsaether labelled the model "kommunalisme" C "municipal ism"), as 
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the model builds on the municipality as a political/administrative body. 

Partly as a response to this local mobilization central governmental 

support in the field of extension work and consu~tancy was put at the 

disposal of northern municipalities in 1979, and officers for enterprise 

and entrepreneurship were placed in the communities. Although no 

panacea, mainly because so many preconditions and functional 

relationships are beyond local control {this became particularly evident 

in the tougher climate of the 1980s), this approach has released much 

hidden ,preneurial talent and spirit. 

A slightly different kind of approach, from the outset a 

territorially organized local mobilization, is represented by the 

so-called idea-bank or idea-archive strategy (model 4). Initially 

conceived in the Olen municipality, south of Bergen, in 1981 and extended 

to two contiguous municipalities in order to obtain government support, 

the intention was to stimulate the local population to voice ideas on 

enterprises, service institutions and environmental improvements through 

an organized campai&n at the local level. The essence of the strategy 

was to transfer these ideas from below, stored in data banks, to 

entrepreneurs. Implementation was supposed to take place in 

collaboration with a management group, ccmposed of local politicians and 

axternal expertise. As in the second approach, this ensures the 

evaluation of success or failure, an important element in this type of 

development promotion. This approach can become specially rewarding if 

aP,i when firms and institutions can be linked functionally, as in the 

Osteroy model described above. The idea bank project has evidently had 

some success in Olen. 40-50 jobs have been generated here since its 

initiation, though it is doubtful whether this expansion is due to the 

idea-bank strategy alone. The results in the neighbouring communities 

seem far more meagre, for reasons which will be comm~nted upon in the 

next chapter. 

Although only a short time has elapsed since the introduction of 

this local strategy, the idea has spread to other municipalities. The 

Fitjar project in ~he same county is under way and in Stongfjorden in the 

adjacent county of Sogn og Fjordane local associations have assumed the 
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role of the local government in Olen to map resources and elicit ideas to 

be implemented at the local level. 

To conclude this survey and as a link to the analysis of 

preconditions for local strategies generally, a 1DObilization attempt from 

Sweden, the so-called Krisestad-grupper (problem-solving groups in cities 

in crisis) should be mentioned. These groups, organized to solve acute 

problems caused by comprehensive closures, are manned by key persons from 

the local and regional areas. They took on a more permanent character 

when the structural nature of problems became clear. The groups dispose 

of some resources beyond those usually available at the regional level, 

and have been of great psychological value as they involved legislators 

and authorities in serious work on industrial alternatives. In a 

modified form the groups have been transferred to the county level in 

Norway, notably to Oppland - a county whose industry, in the recent 

years, has felt the impact both of the new international division of 

labour and the rise of the cost level in Norway. 

After this survey, we can proceed to an analysis of the general 

validity of the approaches, evaluating their preconditions and assessing 

factors leading to improvement if not success, and factors restricting 

the scope of the development strategies. 

5. Analysis of some cruc~al factors in making mobilization of local 

initiative viable 

In the cases where local people have turned to unconventional means 

of development promotion there bas frequently been a background of 

crisis. This was the case with the initiatives taken in the prewar 

perioa referred to above, and bears out Schumpeter's (1912 1 1942 1 1961) 

contention that innovation increases as a result of stronger motivation 

in times of crisis. What is important, however, is not the crisis 

itself, but the awareness of a threat to the local community. In 

Schumpeter's model the organization of new activities was restricted to 

the purely entrepreneurial level as a more or less spontaneous response 

to the altered situation. According to Lambooy (1984) there has in the 
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present economic crisis been a growing realization that the organizatioi. 

of the economic process and its external determinants can be influenced, 

sometimes planned, by conscious efforts. Huch of the direct municipal 

engagement and the promotion of development corporations is in accordance 

~ith this presumption. 

Mobilization in such circumstances depends very much on the 

existence of entrepreneurs within the milieu. "Han must take initiative 

on his own conditions with a territorially limited platform as starting 

point" (Johannison 1983). The limited success of the idea-bank project 

in the two municipalities adjacent to Olen, Etne and Sveio, was probably 

due to lack of indigenous motivation. Business entrepreneurs are 

naturally crucial. Hore important, however, are what might be labelled 

social entrepreneurs. These are persons, mostly operating on their own, 

who are not only preoccupied with the establishment and management of 

firms and primarily motivated by the prospect of profit. Their interests 

are mainly centered on the viability of the local community, and their 

reward is, 1n the first place, acceptance by local people. These 

entrepreneurs are indispensable in the initial pha~e, making people 

conscious of what is at stake end thereby mobilizing local involvement. 

The person in question must, however, also be prepared to lead during a 

stage of exposure, during the process of seeking legitimacy for the 

efforts in established institutions. Finaily leadership must be 

prolonged through a consolidation stage, when enterprises are developing 

a long-term strategy. Entrepreneurship of this type is reported from 

numerous local mobilization projects. It was the key to success of the 

first development corporations. It also lay behind the most successful 

idea-bank project. Of further importance is the development of a certain 

local (regional) autonomy in a broa~ sense. In Norway, as in most 

Western countries, entrepreneurship has traditionally been considered as 

belonging to the private domain. But these principles have never been 

rigidly imposed, as an ideology. Unlike in some other countries, 

absolute barriers to entrepreneurial efforts by local government have 

never existed. On the contrary, a certain flexibility and ad hoc 

organization has characterized the Norwegian system. There are, to be 

true, restrictions on the scope of intervention by local government 1n 
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economic matters, parti~ularly when municipalities and counties are 

dependent on money transfers from the state. But the will to act is the 

most crucial factor, and an expansion of the public domain 1n the sense 

that the local government level has assumed greater responsibility for 

promoting industrial development has come to be accepted. The solution 

involving public intermediaries in an otherwise private development 

process (the right hand model in Fig. 3) has indeed a long-standing 

tradition in the country, and has often worked well. In many projects 

certain traits of the lower model can also be found, particularly of what 

we labelled "municipalism". 

1. Private initiative 

2. Private intermedi
aries (financing) 

3. Private management 

The Liberal Model 

1. Private initiative 

2. Public intermedi
aries (financing) 

3. Private management 

The model of inter
mediaries 

1. Municipal initiative 

2. Public intermediaries 

3. Public/private 
management 

The model of 
"municipal ism" 

Fig. 3 Models of local development. 
Elaborated from Teigen 1983. 

The political power structure, a centralized versus decentralized 

political framework, is also important when discussing this type of 

initiative and implementation. Norway, with its traditionally polarized 

politico-administrative system - a strong central government and 

extensive self-government at the municipal level - has strengthened the 

intermediary, regional level in recent years. This has had implications 

for decision-making, when granting aid to entrepreneurs and when 
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fostering closer Jinks between clients and promoters. Authorities on the 

one hand can discriminate positively by se~rching for innovation-hungry 

and particulary product-innovating entrepreneurs, to use Stoehr's 

terminology ( 198f:.). On the other hand it has increased the probability 

that both infrastructural and development planning in municipalities that 

are too small co voice demands on their own in "a prescribed manner" will 

be taken care of. Examples can be cited of recent successful, 

collectively planned regional development measures in small municipalities 

where the regional (county) authorities have acted as intermediaries. The 

BUK Commission, covering the three smallest municipalities in Rogaland 

(Bokn, Utsira and Kvitsoy), is the most notable case and was described by 

Sjoholt (1979). Substantial local and regional aulonomy is also crucial 

for capital supply and ~he provision of different kinds of services. This 

is also desirable for a maximum of iLtraregional backward and forward 

linkages in the production process. The maximizing of local flows was one 

of the notions behind the idea-bank approach, the results of which it 

would be somewhat premature to assess. It al~~ loomed large in the 

development corporations. A certain regional autonomy in access to 

knowledge and expertise is likewise desirable. The recently developed 

Regional Colleges may be a step in decentralization of R + D functions. 

They have already function~d as such to some extent, having served both as 

research and development initiators and transmitters. The most noteworthy 

example is found in Oppland county, where contact between the college, the 

county authorities and private enterprises has been intensified to combat 

the consequences of the crisis. 

This leads us to the field of competence, a precondition which is a 

particularly important factor in local development in our time. In this 

context competence means something much broader than a personal or a firm 

quality. As a matter of fact it is also an environmental asset. As 

stated by two Norwegian industrial researchers, interaction among 

entrepreneurs is indispensable; the key to success very often ies in 

entrepreneurs learning from each other and acti~g as resources to each 

other (Hernes & Selvik 1983). Competence of the type referred to here 

comprises both functional, territorial and network competence. 
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Functional competence means knowing how to manage, plan and develop 

the busin· ,s or institution, making it survive and even grow, often in a 

tough competitive environment. The highest possible level of such 

competence is needed if the new enterprises are going to be viable under 

the strains imposed on them in modern economies. This competence 

includes technological, managerial and marketing skill, the 

first-mentioned also including an understanding of product-cycles and the 

last-mentioned not only requiring marketing techniques but also knowledge 

of markets, as far as future possibilities and constraints 3re 

concerned. This functional competence is very often a real problem in 

local development and must somehow be solved. Besides training 

programmes as the one sketched under (2) above, an interesting practical 

innovation in this field in Norway has been the development of local 

technological centres in recent years. These are organized as 

association~ stimulating the transfer of appropriate technology to 

enterprises with which para-statal technology institutions like STI have 

communication problems. The associations can point to some success, 

although the effects have been rather localized. The INSA association in 

Sunnmore and TESA in Jaeren have achieved most; in other words, success 

was restricted to districts with long-standing traditions in small-scale 

entrepreneurship. Spread effects were minimal. 

Territorial competence results from the knowledge of the local 

economic and social environment and its actors possessed by the s?cial 

entrepreneur and other key persons in the deveopm~nt process. It enables 

them to perceive social assets of the conununity and to put them to 

appropriate use. It reinforces territorial development in addition to 

and even at the expense of the functional. This type of competence is 

closely linked to network competence, which me~ns knowing wnerP. to find 

support, how to get it, and through whom. This type of competence is 

indispensable when the development strategy includes transferring 

external resources to the local conununity - external resources taken in a 

wide sense, not only comprising foreign capital and branch plants. In 

the cases where the development corporation model was successful and the 

direct municipal initiatives were realized, success could very often be 

attributed to this competence asset. Where it was absent, efforts more 

often than not came to nothing. 
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Fig. 4. Development of employment in manufacturing 
industry in Norway 1970 - 1982. 
Source: Aftenposten 22.09.1984. 
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"· ~·. mary and final f'valuat ion 

What I have been trying to show above is nor a theoretically 

coherent alternative system of development promotion. Neither has ic 

been possible to analyse very elaborately the ways of organiziug 

development using the new approaches and how the enterprises function. I 

have primarily tried to point to some new ways in which small iocal 

communities can find a way out of crisis. These are only some of the 

attempts and solutions. 

Despite these analytical shortcomings we may attempt an 

evaluation. how substantial are the achievements, how robust 1s the 

structure and what are the prospects of continuing alon3 this road to go 

on succeeding? 

Many observers hold that the achievements 1n development areas 1n 

Norway are great, indeed. Skogstad Aamo (1984) thus m2intains that there 

has been a substantial growth in manufacturing industry over the last 

ten-year pcciod in these areas, an epoch which we labelled stagnant, even 

a period of decline for the country as a whole (Fig. 4). He also argues 

that closures have been fewer in these areas than elsewhere and that 

samples of accounts show the existence of many economically sound 

enterprises. Aamo operates with vexy aggregate figures, however. It is 

impossible to extract development due to local initiative from other 

types of strategies used. Aarsaether (1980) is more in doubt. Very 

little is a~hieved, 1n ~is opinion, in relation to the resources which 

have been used. Llis conclusions are somewhat on~sided, however, 

pertaini~g mostly to the strategy of municipalism. 

Gei.erally speaking, it seems that much of the local initiative 1s 

marginal indeed. On the oth<:r hand little more than marginal grow~' · s 

needed in many of these commur,ities to keep them viable. In ct .... 

municipality of MoQalen, referred to above, only a handful of small 

enterpr~sas are sufficient to keep the local corr~unity going. lmportant 

is a g~nuine belief that something can be done, a belief still fou~d 1n 

mar.y '.llaces. The Rost experiment (;ited above is a good case i: · ,, . 

where a r: . onsolidation &eems to have taken place. 
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It is furthermore characteristic of these projects and the 

enterprises which have followed in their wake, that they are often 

characterized by innovation rather than r~production of traditional 

skills and what traditionally were believed to be comparative 

advantages. Even electronics anJ information systems are part of the new 

industrial structure. Development is not only confined to manufacturing 

industries. A concern for modern services and for making the local 

environment more competent is part and parcel of some of the new 

strategies. In a more general Norwegian perspective the impact may have 

been marginal. Growth in Norway, as in other countries, has largely 

taken place in central locations in recent years, the oil economy 

~einforcing development in the Oslo region (particelarly R + D functions) 

and the Stavanger area (broad oil-related activities). However, some of 

the new promotion efforts, if applied at the right time and in the right 

place, may open important niches in more marginal -areas. 

An important question is whether the enterprises and facilities 

which are created will endure the strains of the 1980s, with the return 

to more market-oriented approaches. It depends on the robustness of the 

structure and the ability of the leaders to adopt new ideas and systems 

and on their position at the R + D and marketing frontier. It is 

probable that limits to local approaches which have a territorial rather 

than a functional basis will remain as long as society at large, the 

frame of reference for local development, mainly consists of 

institutions, organizations and decision-makers working from functional 

premises. Neither do some of the me~sures reviewed, especially those of 

the "bootstrap-pulling type", automatically produce good indust~ial 

environments, concen:rating as they do on the sin9l~ entrepreneur. 

Entrepreneurs with success ~tories, even Lfi -~ present tough 

industrial clifuate, are generally people belonging to a network of 

industrial collaboration, concentrating on early product-cycle ~roducts 

with a growing international demand. These industries, still relatively 

scarce in Norwa1 as compared to neighbouring Sweden, are often the rceult 

of local initiative, even in small places. Aqua-~ulture or fishfarming 

is a good cas~ in point, an industry increasingly being linked t0 
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regional research and development. Niches of high tech production, 

particularly in engineering, provide other examples. Products are often 

sold in combination with services and are competitive internationally, in 

Si>ite of the high cost level in Norway. 

The most obvious local initiative failures are those involving 

traditional products with rather limited markets. Substant;~· parts of 

the clothing industry, e.g., were unable to maintain their position 

during the trade liberalization process which strongly exposed high-cost 

~orwegian producers to foreign competition. But export industries which 

were insufficiently aware of international lllc'lcket developments have also 

been hit, mainly by competition 

cited above is an example of both. 

lC-countries. The Rjukan failure 

et even in traditional lines of 

production well-managed enterprises have remained successful. 

If we are going to cultivate development in a territorial context, 

which in my opinion is necessary if local initiative is going to succeed 

in the long run, this will also depend on finding good territorial 

referenc~ units. Municipalities may form such a level, but thac unit 1s 

not without its problems, because we shall still be confronted with a 

scale problem: municipalities in Norway vary from a few square 

kilometres to 9,500 km2 1n size, and from two hundred to 450,000 in 

population. Thus there i~ a necessity for more integration in case of 

the small communities and for differentation in case of the larger ones. 

This is necessary to exploit scale economiec, not only in production, but 

also 1n producer services such as R + D and fiuancing and in 

infrastructure. This type of planning and development promotion however 

does net fit into the formal administrative syste~, which is more 

concerned with control and regulation than with the generation of 

development. The moul1\ing of a system should, i:i this case, be left to 

sound judgement rather 1an strict rules. This is, in essence, what the 

new regional rlevelopment style sketched above represents. Although 

elements of this approach were inherent in earlier regi~nal develo~ment 

strategies, the recent trends reflect a more consistent flexibility, more 

fit for industrial readjustment. It will, ther~fore, he interesting to 

monitor more closely the impact of this development in the years to come. 



- 371 -/Jtl 
References 

Bivand, R., 1984-:. ''Endringer i industriens regionale sysselsetti~sstruktur 
Norge 1951-1981", in-:. NOU, 2 lB, Oslo, p. 226-237. 

0 0 Brox, O., 1982-:. "Fem fors/>k pa a planl~ge Nord-Norge". In: N. Veggeland 
(ed.), Planleggingens muli~heder (2), Oslo, p. 13-44. 

Kernes, G. and A. Selvik, 1983; ''Hva skal vi forstg med et bedre 
foretaksklima?" Bedrifts/>konomen 9, p. 452-454. 

Johannison, B., 1978; Foretag och narsamhalle. En studie i organisation. 
Hogsko lan i Vaxjo. 

J\Jhannison, B., 1983; ''Loka l och regional sjalvutveckling som prosess", in: 
B. Johannison and o. Spilling (ed.), Stratestier for lokal och regional 
sjalvutveckling, Oslo, p. 30-44. 

Lambooy, J.G., 1984; "The regional e~ology of technological exchange". In 
J.G. Lambooy (ed.), New Spatial nynamics and Economic Crisis, 
Finnpublishers. 

Hj/>s L. and B. Jevnaker, 1978: Samarbeid i Oster/>yindustrien. 
Arbeidsrapport nr. 22. Bergen, Industrihkonomisk lnstitut. 

Sj/>holl, P., 1979: "Survival under extreme marginal conditions", 
Heddelelser fra Geografisk lnstitutt, Norges Handelsh/>yskole og 
Universitetet i Ber~en, nr. 54. 

Skogstad Aamo, B., 1984-:. Achievements of Norwegian Regional Policy, 
disc~urse at the Norwegian Social Science Resear~h Council, Asker. 

Smedc1l, H., 1979; "Bedriftsetablererprosjektet", Rapport pr. 31.12.1979, 
Bergen, Utviklin~sselskapet for Haeringslivet pa Vestlandet. 

S6rlie, J., 1979: Distriktenes Utbyggingsfond og s~ industriforetak. 
Rapport 7, Bergen, lndustri/>konomiek lnstitut. 

Schumpeter, J.A., 1912: Theorie der wirtschaftlichen Entwicklung, Berlin. 

Schumpeter, J.A., 1942~ Capi~?.lism~ocialism and Democracy, New York. 

Schumpeter, J.A., 1961: The Theoty of Econanic De~elapment, London. 

Stohr, w., 1~84-. 
strategies. 
Vienna. 

"Industrial structural change and regional development 
Towards a conceptual framework", pa~er IGU/UNIDO Symposium, 

Teigen, H., 1983: "Kva er tiltaksarbeid". 
tiltakskonferansen, Lillehammer, juni, 

0 In Foredrag pa 
p. 10-27, Oppland fylkeskommune. 

Aarsaether, N., 1978: Kommunalpolitikk og naeringsutbygging. Prosjektrapport 
33 Troms/>, lnstitutt for samfunnsvitenskap, Universitetet i Troms/> • 

.f\.a:-s.:.ether, N., 1980; "Fra lokal-korporativisme til kommunalisme. Kommunalt 

naeringscngasjement i 1970-~ri:l", in Snsiologi i dag. 



- 373 -

Jean Claude Perrin 

LOCAL DYhAHISH, THE INTERNATIONAL DIVISION 

OF THE LAP.OUR AND THE 

THIRD INDUSTRIAL REVOLUTION 



- 374 -

l. Introduction 

''Local dynamism vis-l-vis the international division of labuur resultinR 

from the Third Industrial Revolution'' could be seen as a new episode in the 

controversy "development from above versus development from be low". But the 

new techno-scientific revolution, which profoundly modifies the process of 

spatial-economic specialization, and the renewed interest for local dynamism 

{particularly strong in France, since the introduction of decentralized 

planning) invite a new approach which transcends the usual research objects in 

this field. 

Territorial dynamism, whether one focuses on systems 3t the local level 

or on the region, is generally considered to consist of a driving force and an 

induced dynamism. The latter only amplifies the impulses generated by the 

driving force, in a quasi-mechanical way. The basis of the driving force is 

formed by the export activities of a territory, nowadays integrated in the 

international, global divisi~n of labour. The only option territories have, 

accordinR to the theory of comparative advantage, is to specialize in those 

products tor whLch they now possess comparative advantaReS (or have the lesser 

disadvantage). In other words, they are forced to adapt themselves within the 

limits set by their resources (man-made ·:ather than natural, nowatiays) and the 

conditions created by the technologici>j, system. Local dynamism, active local 

policy, has no pl3Ce in traditional analysis. Given the unequal territorial 

distribution of resources, nation-states thus have to intervene to support the 

.east favoured 1.ocal systeii:s, e.R. by providing inirastructure or by 

relocati~ industries. The industrial system and the nation-states are 

considered to be the two sources of "developmeJ't from above", the only 

recognized way of development. 

The confrontation with this typ" of thinking which obscures the existence 

and even the possibility of lO<'al dynamism, ga•re rise to a new concept~ 

dev"?lopment "from below". lt manifested itself most clearly, so it was 

thought, in local dynami11ci. 'fo avoid logical and analytical traps, however, 

this ant11goni1~r ic way of thinking must be overcome, and the models which have 

geuerated it must be abandt>n(d. "What we need to know a:.,out regiom; a;1d 

regional change will come let:# from prevailing approaches than from approaches 

tha;; are ;till in the process of emerging" (Malecki 1983~ cf. also Stohr 1982). 
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T~e approach to local development which is presented her~ is based on a 

model which the author has called "functional-territorial" (Perrin 1983c, 

1984). The analysis here will continue along that line while the paradigm 

will be defined more closely. In "Planning for an urban world" (1974, 

p.25-27), Meier writes on the subject of urban systems (which represent a tyve 

of local system)~ 

"Cities (as social reactors} produce the opportunities that stimulate the 

appearance of new autonanous units called organizations, with 

larger-than-human capabilities. Human organizatons are created much more 

readily in the city because density promotes frequent interactions among 

individuals ••• vital active groups will achieve a higher degree of 

organization since the transactions of city life produce both an 

accumulation of knowledge and a diffusion of it •.• In an u~ban milieu 

organizations are continually.formed -and others dissolve ••• Over time, 

we see an enhancement of the number and variety of human organizations in 

cities; they can be organizations of organizations as well, which try to 

cap the pyramid with still further organization". 

We propose to analyze local dynamism alonP, tbe same lines, as an 

organzational process with the following b<!.sic characteristics: 

1) It is a process which basically manifests itself in the formation of 

microstructures (enterprises, a.:sociations, etr..); these .1re its modus 

operandi. Sut their establisbnent does not take place in a vacuum, by 

"entrepreneurs" only. The territorial organzat ion provides a sort of "matrix" 

in the sense of ecolastical models, where the e~osystem to whir.h individuals 

belong provides a matrix for their live$. 

2) Territorial and local dynamism generates micro- and macro-organizations 

through the same organizational process, a "dual" µrocess of micro-macro 

structurin~, so to speak. In a synchr~nic view, micro- and macro-structures 

are interdependent - this is not brought out by the 11sual concepts and 

methods. Therefore one is forced to resort to metaphorical language; thP. 

local environment can, e.g. be compared to a magma. The intervention (energy, 

know-how) of certain particularly active agents (entrepreneurs, e.g.) combines 

elements of thia magm.1 to form micro-organizations which then crystall~ze into 
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micro-structures. Depending on the quality of the magma, this is a more or 

less intensive process which is more or less rich in technological content. 

If, e.g., micro-structures already abound in the loeal enviromiert and/or if a 

macro-organization is operati~ in the area (e.g. a planning a~ency), the 

crystallization process can be quicker and may have a stronger high-level 

technology content. Diachronically, it can be hypothesized that 

micro-organizations play an important role in acquainting individuals with the 

global organizational process, and that this determines the cApacity of a 

loeal system to improve its macro-structure. 

3) Technological progress is part of the general organizational process, 

which it embues with the capacity for self-generated develapment, a 

fundamental property of systems' dynamics. Technological progress within the 

general process is generated in a systematic, non-random way through 

experimental methods. Individual and collective, cumulative learning is also 

part of the general process. These devel0pments are generated both by micro

and macro-structures. 

4) To pass from potential to actual self-generated development, however, the 

guidance of plan!ling, of the "organization of organizations" (Meier), is 

needed. Planning completes the organizational process; it therefore has to 

harmonize with the existing micro- and macro-structures. 

5) This organizational paradigm and the type of symbiosis it establishes 

between micro- and macro-structures is associated with mesa-analysis. 

Two case-studies on local dynamism will serve to refine this paradigm. 

The first, dealing with Ales, some 100 kilometres northwest of Marseille, 

foe uses on a predominantly industrial environment. The second deals w~<.~. the 

predominantly rural envirorunent at Apt 50 km north of Masseille. Both have 

been the subject of publications (Chevalier 1983, 1984~ Perrin 1983c, 1984) 

and ot studies by the research team vi the Centre d'Economie Regionale ot the 

University of Aix-Marseille III. In both cases, the local dynamism is almost 

independent of the dynamism of adjacent territories, which makes it easier to 

isolate its specific characteristics. 
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In both examples, two fundamental characteristics of local dynamism will 

be highlighted; 

local systems do not just incorporate technological progress but also 

produce it; 

- local dynamism tends to reinforce itself. 

These general characteristics are differentiated in time and space. In 

chronological analysis, the effects of the Third Industrial Revolution have to 

be taken into account. Spatially, the only distinction made in this case is 

between a predominantly industrial and a predominantly rural system. The 

analysis takes place at the meso-level tu highlight the symbiosis between 

micro- and macro-organization, that is, the unity of the organizational 

process. 

2. Local dynamism and the restructuring of an industrial basin (Ales, 

1960-1983) 

During the 1950's, the Ales Basin was a medium-size industrial area, a 

typical product of the First Industrial Revolution, situated in a m3rginal 

region of France. Its structure was the product of more than a century of 

economic change (Perrin 1983c, 1984; Lazzeri 1983), but it was still 

characterized by the extraction and processing of natural resources. The 

spatial polarization ot these activities was the result of the geographical 

proximity of iron, bauxite and salt reserves and of the energy resource of the 

first generation of industries; coal. These formed the basis of the 

engineering, chemicals arid building materials industries and of some textile 

manufacturing~ vertical integration, however, was limited. 

The crisis of this industrial area was in the first place the result of 

the almost complete closedown of the Cevennes coalmines in the tramework of 

goveMment energy policy from the 1950' s onwards. In 1954, more than 15 ,000 

persons, or almost SO per cent of the labour force (agriculture included) of 

area under study and more than 32 per cent of the total labour force of the 

arrondissernent worked at the coalmines. In 1980, only 1,200 persons - 2 per 

cent of the total labour force - worked in the sector. To these 14,000 jobs 
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lost the employment loss in r-iated activities {forestry, etc.) must be 

added. The employment crisis was aggravated by the loss of jobs in 

agriculture resulting from the modernization which took place during the same 

period. Obsolescence affected the whole industrial structure, the whole local 

economy. How did restructuring take place? 

Two key issues will now be studied from the point of view of local 

dynamism. First, the question of the incorporation of technical progress {the 

motive force of restructuriOR) and of the new specializations which are its 

concrete expression. Second, the strengthening of the autonomy of the local 

system in its relation to increased external contacts. In both cases it will 

be shown how recent innovations linked to the Third Industrial Revolution are 

integrated. 

2.1 The promotion of technological progress and new specializations 

a) Stages in restructuring {cf. Table 1) 

Large {dynamic) local enterprises in the engineering {Ducros, Gard, Saft) 

and chemicals (Rhone-Poulenc) branches with a long tradition of 

innovation have continued to develap more specialized and advanced 

products. 

The establishment of large- and medium-size subsidiaries of 

externally-controlled finns belonging either to the more developed 

segments of the textile br~nch {clothing - Eminence, Furon, Cacharel, 

Hom, Levis), or to the electric goods branch (Herlin-G~rin, Crouzet, 

Cables de Lyon, etc.) - a newcomer in the region (a result of spatial 

redeployment), which, however, is represented by mass production using 

low-qualified labour. 

The recent establishment (since 1975) of electric goods plants which are 

still externally controlled but produce more technologically 

sophistic,'ited goods and uses better qualified labour (Alstiv>m, CGE). 

The establishment of mecl.ium- and small-to-medium siLed plants, externally 

controlled, which belong to highly diverse sectors and produce 

specialized goods using new technologies and a qualified labour force. 
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From 1979 onwards, small-to-medium size local enterprises which export 

from the region are involved in this process. 

b) The methods of restructuring: analysis of a meso-process. 

The establishment of enterprises using sophisticated technologies is at 

the same time a micro- and a macro-process. The interaction of these is 

relatively complex because the enterprises, the micro-structures, operate in a 

double environment. They are on the one hand associated with their sectoral 

environment which has a transterritorial economic structure - from forward and 

backward linkages to the whole industrial system - while on the other they 

intervene in a local environment enveloped in a regional territorial 

environment which itself is envel0ped in a national territory. 

The decision to establish ar enterprise, a decision taken on the 

micro-level, results from a strategy which relates the characteristics of the 

sectoral environment to the advantages of various territories. From the point 

of view of the local territory and the existing industrial structure, an 

enterprise establishing a plant representing an advanced branch or technology 

effects a "branching out" (Perrin 1984). If the decision leads to success, it 

will of course be imitated. New plants will be established (imitation, from a 

micro-view, diffusion from a macro-sectoral and macro-territorial point of 

view). Beyond a quantitative threshold, the general industrial structure of 

the area changes qualitatively; the general structure chan~es under the 

influence of behaviour at the micro-leve 1. Conversely, each new configuration 

of the local system facilitates new offshoots. The conditions under which the 

pr0cess can become cumulative and its various elements converge will be 

described below. 

Meso-level analysis allows an understanding of the dual nature of 

ev01ution. On the one hand, evolution is discontinuous; innovations 

introduced at the micro-level produce separate off-shoots. But there is also 

a continuity in the sense that each of the development stages ot the local 

system sums up all previous stages. 
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c) Specific actions of the local system 

The local system of Ales has also played an active and direct role in 

technol~ical innovation, jointly with the enterprises and in a way consistent 

with the sectoral organization of the industrial system. Examples are: 

The promotion of technology transfers among enterprises 

Outside the tonnal subcontracting networks, kno1rhow and experience is 

transferred from enterprises (usually rather large) which have already been 

involved in factory automation (CNR, Herlin-G~rin) to interested ~-mall- and 

medium-scale enterprises (SHE). Spatial proximity favours cotmnunication and 

transfers of this kind. The contacts have, however, been made more systematic 

through the intervention of the planning agency charged with the supervision 

of the restructuring process, ADIRRA (Association pour le d~veloppement 

industriel et la reconversion de la r~gion al~sien ) • A "creativity club" 

has been established with, among others, a working group on automation. In 

co-operation with specialized national and regional institutions and 

groupings, ADIRRA also organizes the transfer of t. · enced personnel of 

outside firms to establishments within the Pa··; - • 

Local activities i.n the field of high- 1 -- services and education 

This bein; a well-known type of activit" we will only mention the work 

on new technological processes carried out a .. _,les Technical College for 

industries in the Basin. 

2.2. Reinforcing autonomy 

A second important characteristic of local dynamism is the re~nforcement 

of its autonomy, which is an essential property of systems, local or 

otherwise. It has nothing to do with isolationism; on the contrary, it is the 

result of an organizational process the development of which is linked to th~ 

development of external contacts. The conditions of this complex process 

change as a consequence of the Third Indus~rial Revolution. Two aspects of 

the process deserve special attention: 
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a) The formation of a locallrbased "population" of SKE' s 

This phenomenon, which has been observed at Al~s (cf. Table l), deserves 

special attention in that it is typical fer all medium-sized local systea>~. 

It is natural enoURh for SME's created by local initiative and serving a 

regional market to have their headquarters in that zone. But for 

export-oriented firms established by outside entrepreneurs it is rather 

unusual. Initially an exceptional phenomenon at Al~s. it has repeated itself 

over and over again during the past five years. at the end and partly as the 

result of a wider evolutionary process (see below). At the same time, a 

burgeoni~ of business servi~es (especially o~ the consultancy type) could be 

witneseed, a result of the demand created by the multiplication of local 

enterprises. Their existence in tum has made the area more attractive for 

industrial SME's. 

The presence of a group of local SME' s (industries and services) 11a1st be 

regarded as an essential factor in a medium-sized territorial system and for a 

greater internal dynamism of this system. The location of decision-making 

centres in Al~s reduces the external dependence of enterprises and enhances 

their integration in the local environment, particularly their participation 

in formal or informal modes of collective planninst. When there is a 

sufficient number of local enterprises, they form a "population", an entity 

which addresses its survival and development problems spontaneously and 

orstanizes itself to deal with them. 

b) A "local environment" effect superior to traditional sectoral and 

polarization effects 

With the Third Industrial Revolution, a new type of specialization 

emerged. Table 1 shows that the en:erprises which were created at Al~s durinst 

the last ten years are active in many different fields; r~structuring has been 

"all-round" (cf. Perrin 1984). The new type of specialization and its 

contribution to the spatial division of labour cannot be explained in terms of 

sectors (and branches) or of polarization, as in the past. The Third 

Industtial Revolution has made industrial SME's more footloose, and Rand D 

activities which are among their basic resources have become mobile as well 

and can be mobilized by local systems (Perrin 1984, Planque 1983). The 
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general characteristics of the local envirorment are also iq,ortant for SKE's 

eq,loying relatively highly qualified labour. 

In the case ot Al~s. micro-(business) organization and local 

macro-organization are well-adapted to each other. The enterprises in the 

survey exploited the size of the Basin well. A new unit can become integrated 

in the industrial structure without losing its identity. Male and female 

specialized and qualified labour are available. The Basin's -e guarantees a 

sound industrial work routine. Technical and high-level education have a good 

reputation and a long tradition and have prov~d adaptable to new 

technol~ies. The interviewed man-ers highly value the entrepreneurial 

envirorment, which is coq,osed of a sufficient number of small, mediwrsized 

and large uni ts. The labour market, as a consequence-;-- is not dominated by a 

few firms, and therefore has every .;hance of remaining flexible and open in 

the long run. Small- and mediunrsize enterprises do not find themselves 

isolated; they can bP. sure that their voice will be heard, especially in the 

entrepreneurial associations. Before enterprises establishing themselves in 

the area can actually benefit from the good business climate, there is the 

problem of "entry" into the Basin. In Al~s an agency assists entrepreneurs in 

findin~ good locations, submitting and following up requests for the prope~ 

type of financial assistance, and introducing them to professional 

associations. It also helps to settle eq,loyees from outside the Basin. The 

setting for everyday life, finally, has to be taken into acc~unt as well: ~ 

dyOdlllic mediwrsize agglomeration, rer.~vation which has erased the mining 

landscape, of the Cevennes and the Mediterranean, the proximity of cities like 

Montpellier, Nlmes and Avignon - all these amenities are highly appreciated by 

qualified personnel and managers. 

These various properties and their combination within one territory are 

not the result of chance (Gould 1984, Cloyd 1984, Oakey 1984, Paelinck 1984, 

Potter 1984). As has been shown P.lsewhere (Perrin 1983c) re~turcturing in 

Ales had been pioneered by ADIRRA, a uniqu~ organization in ite associational 

set-up. It arrived at the proper planning method by conscientiously learning 

from past '!Xperience. A "think tank" of this kind, both the product and the 

ins~rument of collective organizatiun, assures that the strengthening of 

territorial autcnomy becomes an ongoing process. 
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3. Local dynamism and the regeneration of a rural zone - local planning in 

the Pays d'Apt.!/ 

The analysis of local dynamism can also be applied to the regeneration of 

a rural zone. The problem confronting local dynamism in Apt, as in Ales, is 

the restructurinst of a stagnatinst economy. During the past decades the 

dee line of traditional life in a predominantly rural "pays" characterized this 

relativel: re1.1ote micro-zone. As in the first case, local dynamism will be 

defined as an organization process during which micro- and macro-structures 

are developed in symhiosis, incorporating technological progress in a way 

which allows the local system to become a co-producer of this progress, not 

just to adapt. The case-study of Apt, then, presents evidence on different 

but equally sig!lifica •• l forms of local dyn.1mism. Attention will focus on the 

way in which the creative capacity of local society had been restored. 

Micro-structure building has not been based on enterprises (as in Ales), nor 

has it been undertaken by • ~ocal government. In Apt a third type is found 

which is the result of a specific planning process. Analysis will again 

concentrate on two characteristics of local dynam~sm: the reinforcement of 

autonomy and the ii.corporation of technological progress. How does a 

declining rural area become creative again by itself? How is this creativity 

deployed at the technological level? 

3.1 Restoring local creativity: a third type of planning and micro-structure 

building 

Two stages can be distinguished. At first, there was a new type of 

micro-organization in which the planning "collective" learned to run a 

project. This embryonic organization became the basis for the growth of local 

dynamism in a second stage. 

!/ The Centre for Regional Economics (CER) at the university of 
Aix-Marseille has participated in this micro-local planning experiment, a 
pilot project both at the regional and national levels, since the start. 
A staff member was involved fulJ.-time in the decision-making process. 
Progress reports covering five years provide an in-depth study with a 
wealth of details and a basis for methodological discussions with the 
planning group (cf. Chevalier 1983, 1984). 
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a) Stage one:. the formation of a SUpervisory association 

To function properly, the "collective" which initiated local planni02 -

originally a simple liOrking group under an elected chairman - had to acquire a 

more formal strucutre. It chose an original institutional for.a, the 

association. It established a concrete objective, the supervision of a 

~roject. It worked out a non-technocratic way of functioning which was 

radically different from the usual planning procedures. Its various aspects 

will now ha reviewed briefly. 

i) A micro-organization representing the whole local system. 

The group is a collective in the sense that it consists of permanent 

representatives of all the institutions which constitute local society; 

council members, businessmen, representatives of the local govermaent 

departments involved in the project, technical counsellors of local investment 

promotion agencies, representatives of the principal parastatal and goverDDent 

institutions (Chambres Consulaires, the Conseil R~ional) and a staff member 

of the Centre for Regional Economics of the university of Aix-Marseille for 

sc ient if ic guidance. All parti.cipant s are volunteers, and their motivation 

guarantees a dynamic atmosphere. 

ii) An original institutional structure. 

Not only the traditional sectoral and administrative f~amework was 

discarded; the same happened to the planning commissions where these 

consultations usually take place. The association, a more neutral, 

~alitarian, free form of organization which would be better suited to 

stinailate creativity and collective involvement, was chosen instead. It seems 

paradoxical to use a private organization for a public activity. But to break 

with the local networks of tutel~e, hierarchy and domination, to create new 

conditions for constructive communication wtaich respeets the autonomy of the 

participants, this was necessary. The association as an organizational form 

also entails greater flexibility in the execution of projects and in tackli~ 

the environmental constraints. ~hen a projecc has been carried out, an 

association can be easily dissolved. Associations determine their goals, 

aperatinK and funding methods themselves. This very apen s~ructure forces the 
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members to be creative; anyway, benefits and responsabilities are shared by 

all. Given the high degree of freedom, an association can both produce the 

best and the worst results; a concrete objective should therefore guide the 

activities of tte members. 

iii) The objective: vertical integration 1n the ceramics branch. 

The characteristics of this project, notably the way in which it 

integrates the activities in the private sector, will be stressed rather than 

the reasons for its selection. It contrasts with the coDDOn French method of 

more or less direct, mechanical intervention 1n private enterprises by public 

authorities using the carrot-and-stick method. 

The objective the planning grouv (transformed into the Association 

Ceramique du Pays d'Apt-ACPA) set itself was ·the reorganization of the whole 

economic process in which declining local enterprises were involved, from the 

production of basic inputs to marketing. Production units which contributed 

their exp?rience to the design of the project· benefited from scale effects, 

mutual as~:~~ance, the technological renewal of int~rmediary activities (cf. 

3.2) and from infrastructural improvements and services provided as part of 

the overal plan. Thus, private and collective interests coincided. 

iv) A non-technocratic planning method. 

In France, and generally speaking in all centralized systems, plannin~ is 

confronted with a major obstacle: the rigid specializatoin separating the 

parties in a planning 0peration, the consequence of a division of labour which 

is reinforced by centralization. Those who conceive projects (scientists), 

decision-makers (politicians) and actors (civil servants, entrepreneurs, trade 

unionists) are involved in separate tasks. Generally, scientists and civil 

servants combined iq,ose their models on, and block the true participation of 

the others. The result is a technocracy, something the ACPA has managed to 

avoid becoming. With the assistance of the research team, eXperiments have 

been made with a non-technocratic project organization method, which has been 

the subject of a study (Chevalier 1983) and a full report (Chevalier 1984). 

Through its collective set-up and the all-inclusive nature of its project, 

ACPA is both a micro-organization end an embryonic macro-organization. Its 
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incubator role with respect to local planning has resulted in the remarkable 

develapment which took place during recent years. 

b) StaJte two: the developzent of organizational dynamism 

- Combir.ing micro- and macro-structure building (see Diagram l). 

Micro-structure building manifested itself in a multiplication of units: 

Project groups (below in the diagram). ACPA was followed by groups 

"'Orking in other branches: construction (Groupement des Artisans du 

8ltiment du Pays d'Apt - GA8EPA), agric·ilture (irrigation projects 

carried out jointly with specialized agencies: the Groupement de 

DE~eloppement Agricole - G°'- - and the SociEtE d'AmEnagement 

Hydraulique du Canal de Provence), tourism (expansion of the activities 

of the Tourist Agency). 

- Service organizations (midd.~ level of the diagram): educational and 

training services (the task of the Association pour Ja Formation 

~rofessionelle et l'Education Permanente - ANPEP - is to improve the 

adaptation of vocational training to local needs and to stimulate local 

dynamism throug:1 permanent education), spatial planning (Collectif 

AptEsien pour l'Habitat - CAR). A financing agency (SEVAPT) and a 

c0111DUnications systems centre (Centre lnformatique Polyvalent - CIP, 

cf. 3.2) have also been planned. 

The macro-structure for planning and development consists of the 

following components (see Diagram 1): 

- the improvement of the most important services; 

- the tripartite ComitE Local pour l'Emploi (CLE) which is charged with a 

coherent eq:,loyment policy, emplO)ment schemes and vocational training; 

·· connections between the various ar.tivities. 
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Dia§ra• 1. Apt - •icr~- and macro-structures in local planning 
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CU, an institution created by the central government, has been made more 

effective through its inclusion in this integrated system; it also widens the 

scope of local planning because it introduces a trade-union com,onent (trade 

unions are represented in CLE's) and expertise on employment problems. 

Intra-institutional mobili~y of participants - a key fat:ror 

(see Table 2) 

The creative process described above is part;.y the result of productive 

planning methods mastered by the various units. Another factor is the great 

mobility of participants, which has ensured a transfer of competence and 

know-how from old to new or~anizations. The exemplary caP• of Apt proves that 
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technology transfer, which is more and more the heart of development policy 

(especially in the new French Development Plan), can only be successful if 

those with eJiperieoce who ar~ its actual agents are inte~rated completely and 

over a long period of time in the organizations which are to be transformed. 

This mobility will have to be institutionalized, because the transfers take 

place between the private and public domains and between production units, 

research, training, and planning organizations. At Apt, technolo~ transfer 

and mobility take place as follows: 

Those who have gathered eitperience in the proje..:t gorups move on to the 

service organizations (especially the AHPEP); this process is then 

repeated a:ao~ the service organizations. 

- Temporary assigoaent of eJiperts from service units (trainers, spatial 

planners, financial and computer eitperts) to units carryi~ out 

projects. 

3.2 The incorporation and stimulation of technological progress 

The impact of "development from above" models is so great that the 

capacity to incorporate and praaote technological progress is thought to 

decline with the size of a territory. The Apt micro-zone proves that this 

notion is incorrect. Technological progress is incorporated in many ways and 

the contribution of a territory can be very important. 

- Integration of technical progress in production 

Diagram 2 shows how the restructuring plan for the ceramics branch aimed 

at expanding the intermediate-level activities in the branch. The projects 

include a clay treatment centre and local subcontracting of intermediate 

i~puts, using technologies which will improve quality and lower prices to make 

local p~~ducts more competitive. J£PA has relied on outside expertise from 

specialized firms to design and build these units, but, supported by local 

enterprises, has retained control over the project. The irrigation projects 

will benefit from the eXperience and competence of the Sociftf du Canal de 

Provence and fr01D the support of nearby research centres of the Inst itut 

National de la Recherche Agronomique (INllA). 
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Table 2 Mobility of f.artici.pants 

From To 

Lo rut-term 

DNRL 
Apt municipality 
Apt municipality 
Apt municipality 
Apt municipality 
GOA 

AN PEP 
AN PEP 
ACPA 
GABEPA 
Tourist services project 
Ag::-icultural projects 

ACPA 
ANPEP 
ANPEP 
ANPEP 

AN PEP 
CLE 
Ceramics restructuring prograume 
Youth projects 

Ceramics restructuring progranne 
Youth projects 

AN PEP 
CLE 

ANPEP 
ANPEP 
ANPEP 

Legend: 

ACPA 
ANPEP 
CAR 
CIP 
CLE 
GAB EPA 
GDA 
SEVAPT 

EXperts' assistance 

Ceramics restructuring progra11DDe 
GABEPA projects 
Tourist services project 

Association Ceramique du Pays d'Apt 
Association pour la Promotion de l 'Education Permanente 
Collectif Aptesien pour l'Habitat 
Centre Informatique Polyvalent 
Comite Local pour l'Eq,loi 
Groupement des Artisans du Bitiment du Pays d 'Apt 
Groupement de Develcppement Agricole 
Societe d'Ex)loitaLion et de Valorisation Technique d'Apt 

Source: Chevalier 1984, p.73. 
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DiaJtram 2. The ceramics branch 
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- Technological progress in the services sector. 

For a small, remote territory like Apt, the ?rojected hi~hly advanced 

Centre Informatique Polyvalent is quite remaritable. Its tasks will be both to 

acquaint the population with the information industry and to provide services 

to firms. I~ illustrates the willingness of this micro-zone to adapt to new 

technologies and its understanding of the fact that develapment is not 3ust a 

matter of material and financial resources, but more and more also a quest:on 

of ooman resources and know-how. 

3.3 Decentralizing planning 

Scientific pro~ress cannot only be applied to the production process but 

also to all aspects of organization. Decentralized local (economic and 

spatial) planning is a new, coq,lex organizational problem (Perrin 1983b). 

The Apt e:xperience and its contribution to planning in general are of great 

importance in this respect. The urgently needed fandamental change in 

planning methods, which could not be brought about successfully at the 

national level because of the rigidity of centralized administrative 

structures and accepted planning models, was accomplished in a local 

framework. It may indeed have been easier in an integrated community (the 

"pays" is the territory of everyday life), where c lo:;ie contacts permit 

continuous communication and guarantee social control. 

4. Conclusion: Local dynamism and creative destruction 

The present industrial revolution once more shows that technological 

progress accelerates the obsolescense of existing structures. ~erritorial 

systems are are forced to restructure, just as enterprises. The outcome can 

be taken as an indication of the level of dynamism. Restructuring has to be 

carried out in a planned fashion, but the inadequacy of the technocratic 

approach and of the tools of macro-economics force local planners to formulate 

their own paradigms and invent ~heir own tools. 

Local dynamism has been defined here as an organizational process taking 

place on both the micro- and macro-levels. The proper analytical methods 

therefore have to be found at the meso-level. At that level two case studies 
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of local planning have been made. These studies ~o beyond the usual 

observation of a phenomenon from the out side: the research tea was complete l~· 

integrated in the local planning process, especially at Apt, and ha~ 

participated in it from the be~inning. These are experiences rather than 

studies. 

Experience shows that, in contrast to what is commonly thought, local 

systems (i.e. small territories) are not incapable of dealing with ~lobal 

technological evolution c~ with the global division of labour. They do not 

have to endure the consequences mechanically but can be creatively involved in 

these processes (Maillat 1983). It has been shown here that both in 

industrial and in rural areas local dynamism can reinforce local autonomy 

whilst external contacts become more intensive. 

A ,_ew words about the problem of "creative destruction", which is 

generally associated with restructuring. It is often used in a quite dramatic 

way in descriptions of regions which prospered during the First Industrial 

Revolution and which have not only been left behind by new industrial re~ions 

but also have t!l face the "sav~e" c<>q>etition of the new industrialized 

countries in what used to be t!1eir specialty (Hucchielli 1984). But creative 

destruction is a permanent and r .. atural fact of life ar.d can be handled well at 

the local level, in the smallest socio-spatial unit. Only at the higher 

spatial level (the region, e.g.) does creative destruction seem destructive 

only. This would also seem to hold for enterprises: what for an SHE is a 

permanent adaptation process becomes a re~oubtable problem for a large firm. 

Large entities, it appears, have more trouble adaptin~. ls the real problem 

of many regions not that their traditional industries have been monopolized by 

a few large concerns and that government has intervened to keep alive these 

declining industries? Both these factors prevent the activation of 

territorial dynamism. The best thing to do for these regions is not to bet on 

the intervention of large external enterprises or to rely on unrealistic 

development plans, but to systematically return the freedom to be creative to 

the local economies of which regions consist. 
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1. lr.troduction 

Apparently, State industrial policy in Belgium has unde1gone some major 

changes sine~ the end of the Second World War. 

In the 1950s and 1960s, the Belgian Goverllllent :allowed the general 

policy trend in the Western economy to liberalize trade and capital 

movements. As of th·~ 1960s, industrial policy began to play an important part 

in a strategy which was meant to improve the industrial structure of the 

country as a whole. A conceptually racher siaple and geographically 

qu;isi-indifferent system of subsidies and infrastructure works served to 

attract foreign fil'llls importing new t~chnology, thus contributing to the 

·national expansion· and the •transfol'lllation· of the Belgian industry, which 

was (and is) overspecialized in basic materials and semi-finished goods. In 

the middle of the 1960s, the crisis in the coal mines and the textile 

industry, which hit the regions with different intensity, made it clear that 

the geographical dimension of the ·expansion laws· was too weak. Regions 

which suffered a structural economic crisis needed an extra investment 

support. Thus, in 1966, a strongly discriminative and selective regional 

expansion law was voted and applied. In 1970, a new, less selective expansion 

law and other industrial policy instruments, meant to speed up innovation in 

technology and enterprise organization, were established and integrated into a 

national economic planning prograD1De. But industrial development very soon 

showed the ineffectiveness of this policy, which caused dissatisfaction among 

social groups with often divergent regional roots. This dissatisfac~ion 

strengthened the call for regional decentralization (regionalization) and 

liberalization - in reaction to national centralization and State 

intervention, respectively - in industrial policy. 

Thus, in the course of the last 30 years, the cycle of industrial policy 

has moved from liberalization to stronger State intervention and back to 

liberalization and from a national approach to a regionally flavoured policy, 

to a call for a true regional approach. However, when we wrote at the outset 

that "apparently", industrial policy has undergone some major changes, we have 

done so because we were not sure of the effective character of these changes. 

The following questions come to mind: 
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Laws and regulations have changed. But has the impact of industrial 

policy, especially with respect to the complaints uttered by the 

different pressure groups, become more effective? 

Have laws and regulations changed in response to the major structural 

needs of Belgian industry, or rather to lobbying by the dominant 

pressure groups? 

What is the real impact of industrial policy on industrial 

development? Has it provided an answer to the disintegration of the 

national industrial tissue caused by the changes in the international 

division of labour? 

Do social scientists, when examining the impact of industrial policy, 

not confuse the impact of industrial policy on industrial structure 

with the rhetorics on this issue proclaimed by pressure groups or 

government authorities? 

We hope to provide a partial answer to these questions. 

2. The position of Belgian industry in the new international division of 

(industrial) labour 

Until the end of the 1950s, Belgian industry kept its traditional 

structure based on basic metals, metal products and textiles. This structure 

characterized the social formation which once led the industrial revolution on 

the European continent. Post-war economic growtn ~as low as compared to other 

Weste~n industrial countries. 

The real pest-war take-off for the Belgian economy came around 1960, when 

direct foreign, primarily US, investment began to transform the economy into a 

trade and production "relay" for US enterprises in their regional European 

network. Their investment policy partly turned industrial Belgium into a 

centre for products feeding or originating from recent product cycles, such as 

automobiles, electric and electronic home equipment, synthetic fibres, 

petroleum derivatives and their finished products. While the restructuring of 

the old industrial sectors was endlessly delayed, the new sectors began to 

constitute the modern, dynamic part of the industrial structure. 
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This structure acquired a more and more international character. The 

·relay· function gave an enormous impetus to exports to other countries in the 

West European region; but at the same time it implied strong international 

backward linkages with the US, fr~m which country the transnational 

subsidiaries imported their advanced means of production (Coomans 1981, 

p. 81 f.). 

The traditional sectors (steel, metal products, textiles, etc.) also 

became increasingly dependent on the neighbouring countries, both as outlets 

and as furnishers of technology and means of production. All this forcibly 

led to 2n extreme openness of the national economy vis-a-vis the rest of the 

world. Significantly, the share of exports in GDP rose from 32 per cent in 
I 

1958 to an average 45.2 per cent in the period 1968-1977 (EEC; from 19 per 

cent to 24.8 per cent). The negative consequence of this internationalization 

process is the relatively decreasing importance of interregional trade flows. 

A comparative illustration of international versus interregional trade flows 

is given in Tables lA and lB. But the disintegration of the lndustrial tissue 

is more ominous: the dominant spatiality of production branches is no longer 

Belgian, but international. International in this specific sense that the 

spatial structure of the production of advanced products, high technology 

production and production of (computerized) machinery more and more transcends 

the boundaries of the Kingdom of Belgium. In addition, the control of 

industrial capital rests more and more with foreign firms and financial 

groups. One-fifth of Belgian industry is under dir~ct American control; in 

Flanders, about 6C per cent of industry is controlled by foreign or ~ixed 

groups (Coomans 1981, p. 82; Polekar 1982, p. 32). Foreign capital's control 

of Belgian industry explains to an extent why the more progressive part of 

industry has only limited access to markets outside Western Europe; these are 

the protected markets of other daughters of the same transnationals which have 

made direct investments in Belgium. Of course, limited entry to third world 

countries and to North .America ~s also connected with the fact that the 

traditional branches of Belgian industry are in direct competition with base 

and intermediate production in the NICs and with the traditional sectors of US 

industry. On the whole, the Belgian industrial structure is typical of a 

formation with an intermediary function which has lost control of the 

production of high-technology capital equipment and hence, has lost its grip 

on its own industrial development (cf. Palloix 1978). This poses severe 

problems for domestic industrial policy: 
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l"able lA 

lnterre~ional and international trade flows as a ~ercentage of Gross 
Regional Product at factor costs of the importing region 

to Flanders \lallonia Brussels Foreign 

from 1965 1976 1965 1976 1965 1976 1965 

Flanders 8.4 30.8 11.5 35.9 

Wallonia 4.0 9.6 15.7 13.6 

Brussels 3.9 9.7 5.4 11.9 

Foreign 26.2 70.6 23.5 60.9 8.2 52.4 

Source: Van Waterschoot, et. al. (1973), (1979). 

Table lB 

Interregional and international trade flows as a percentage of Gross 
kegional Product at factor costs of the exporting region 

1976 

to Flanders Wallonia Brussels Foreign 

from 

Flanders 

Wallonia 

Brussels 

Foreign 

1965 

6.7 

12.0 

1976 

20.7 

40.1 

1965 1976 

5.0 14.4 

9.9 27.5 

Source: Van \laterschoot, et. al. (1973), (1979). 

1965 

3.7 

4.5 

1976 

7.3 

6.0 

1965 1976 

24.0 66.3 

23.3 53.2 

13. 7 31.5 

'" ••• national industrlal policy is made more and more difficult by these 

new spatial configurations of industry with their concomitant chains of 

dependency, loss of autonomy, external determination of the realization of 

capital, disruption of the coherence of the national productive system and the 

multiplication of bottlenecks for which no domestic solution exists" (Coomans, 

1981, p. 26). 
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But at th£ same time, it is an urgent challenge, because: 

"Country with a long industrial history which is relatively small aust 

respond to the new configurations of transnational capital with a national 

industrial policy; otherwise, the uncontrolled effects of these polarizing 

confiturations will, in the long run, lead to a major industri~l regression 

for such a country" (Coomans, 1981, p. 126). 

We will see in section 4 whether Belgian industrial policy has given an 

answer counterbalancing the threat of industrial disintegratiQn; or if, 

instead, this policy has followed the logic of international capital, thus 

channelling government funris along the new spatial network of invest•ent 

decisions. 

We will now discuss some elements o~ a theory of the functioning of the 

State, in an attempt to acquire a better understanding of the place of 

1ndustrial policy, its effectiveness and political acceptance or 

legitimization. 

3. Some elements of a theory of industrial policy 

3.1 State, social formation and political regime 

To deal with Belgium's industrial policy, we need some elements of a 
1/ 

theory of the State and its institutions.- The following is based on our 

interpretation of Mathias and Salama (1983) and O'Connor (1973, 1981). 

Mathias and Salama distinguish between the State and the political regime. 

According to them, the State, in a capitalist society, guarantees and helps to 

establish capitalist relations of production. It does have its own goals, but 

in the present context we will concentrate on its role as a mediator in the 

class struggle (representing, in the final analysis, the interests of capital) 

and as a supporter of capitalist development. In its latter function, it 

provides an infrastructure, eases the consequences of economic crises, 

For more 
Moulaert 
Belgium: 
Hopkins, 

details on the theory of the state and its institutions, see F. 
and F. Willekens "Decentralization in industrial policy in 
Toward a new economic feudalism?". Working Paper No. 6, John 

European Center for Regional Planning and Research, Lille, 1984. 
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stimulates their restructuring functions, supports the developr:.ent of new 

technologies, etc. State intervention takes on various social forms, 

depending on the mode of accU11ulation and on the dynamics of class struggle in 

its diverse aspects and in its manifestations on the political level. This is 

the real• of the political regime. 

This theoretical concept is incomplete in the sense that it restricts the 

concrete social forms of the State to the intermediary role of the political 

regime. Gther aspects of the social formation in question are not taken into 

account. In fact State inter1ention can be influenced by the concrete forms 

of all social relations in a s~ciety: relations of production, as well as of 

reproduction and cultural interaction. Opposition to e.g. an economic 

policy, will therefore not only depend on factors directly relating to the 

political regime: the material well-being of individuals in various social 

groups, interpersonal relations, political and ethnic ideologies, cultural 

identification and religious conviction also play a part. Moreover, widening 

the concept of social relations does not necessarily mean violating the 

concept of the dominance of the economic structure (Harkusen, 1983, p. 33 f.); 

rather, it offers an interesting perspective from which to examine the 

relation between the economic and cultural-ethnic aspects of a regional 

political movement. 

3.2 From political struggle to public intervention: a thread analysis 

The way from political claims via political struggles to public 

interveation is usually long and complex. Analyzing the dynamics of 

interaction between the functions of the state and the concrete forms of 

social relatlor.s (including the political regime) in social formations will 

help to understand thea. Obviously, we cannot study all details of these 

dynamics and we will confine ourselves to those elements which are relevant 

for a better understanding of Belgian industrial policy and its regional 

manifestation. We have made an attempt to summarize the priorities in our 

empirical approach by way of a "thread of analysis". Our study of theories of 

public intervention and our value judgements, substantiated by empirical 

findings, have inspired us to guide our analysis along the following lines: 
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With regard ~o interest groups: 

a) Industrial policy measures are, among others, the outcome of 

political interaction (conflicts and co-operative efforts) between capital and 

labour; 

b) The intecests of capital and labour are predominantly defended by 

institutionalized interest groups, i.e. employers' and bankers' associations 

and workers' or employees' unions; 

c) There is often a strong divergence between the rhetorics used by the 

pressure groups and the real goals which the~· pursue; 

d) The position of the capitalist lobby has been dominant throughout, 

especially in periods of cyclical economic crises; 

e) The interest groups are not homogeneous. Both employers' and labour 

organizations are more or less fractioned along lines which go back to 

different stages of the developm.nt of capitalism in the Belgian social 

f~rmation. The spatial configuration of these different stages of 

accumulation to a large extent coincides with the spatial configuration of 

ethnic and cultural relations between groups of population. But it also 

partly coincides with the "regional" distribution of direct investment by 

transnationals in Western Europe; 

f) This coincidence has fostered a regional struggle (regionalism) 

(cf. Uarkusen 1983, p. 40), in which ethnic and cultural differences are 

confused with the dynamics of industrial take-off and decline in Flanders and 

Wallonia; 

g) The internationalization of production has not eliminated the strong 

ethnic dimension of this struggle. 

With regard to political issues: 

h) The following issues are at stake in indust~ial policy: 

The sectoral distribution of national government funds for 

industrial policy; 
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The spatial allocation of funds (regional and national levels, 

interregional distribution keys); 

Politico-ideological values behind such major policy options as 

collective or private, democratic or centralized decision-making 

and selective or global approaches. 

The strategies selected to deal with these issues have importa~t consequences 

for the choice of policy instruments (e.g. tax cuts versus subsidies or 

shareholding by the State). 

i) Issues and pressure groups may change over time. Value judgements may 

change if their functional effectiveness with respect to policy goals changes; 

j) Policy decisions and their implementation are not merely the outcome of 

the class struggle. The executive levels and State institutions (parliament, 

ministerial departments) are al~o involved; 

k) During economic crises, long-term public intervention to find 

profitable outlets for capital is hard to distinguish from short-run crisis 

policy meant to soften the pain of restructuring; this tends to foster 

disarree.aent between defenders of s~bsidies to old sectors and the propagators 

of exclusive support to new, progressive sectors. 

In the next section, we will make an attempt to use this framework to 

reconstruct the making of Belgian industrial policy. We will examine: 

To what extent it embodies the interests of pressure groups (including 

the "autonomous" State and administration); 

Whether it has merely followed the "natural" course of the 

internationalization of capital; and 

To what extent there is a divergence between the rhetorics used by 

pressure groups and State institutions and the real impart of 

industrial policy. 
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4. A historical reconstruction of industrial policy 

We will now try to explain the concrete development of industrial policy 

in Belgium on the basis of the theoretical elements developed in section 3. 

Since most scholars are not familiar with the social formation of 

Belgium, we will first provide a diagram of the most important pressure groups 

and political parties, together with factors which explain their historical 

dynamic~. 

4.1 The actors: socio-economic pressure groups and political parties 

In the 19th century the industrial revolution on the European continent 

started in two coal and steel basins in the southern, French-speaking part of 

Belgium (Wallonia). It gave birth to a prospero~s bourgeoisie, settled in 

Brussels, a predominantly French-speaking enclave in the northern, 

Dutch-speaking part of Belgium (Flanders). The rourgeoisie controlled capital 

groups organized in holding companies and affiliated banks, with one leader 

and a fr!nge of smaller holdings. National capitalism reached its zenith at 

the beginning of the 20th century (Goorden 1982, p. 6-21). The main opponent 

of the new Belgian capitalist class in the early industrial era was a strong 

socialist movement which, in Wallonia, had certain anarcho-syndicalistic roots. 

In the first half of the 20th century, a modern textile and metal 

industry emerged in rural areas in Flanders. Industry here was organized in 

small companies and only weakly controlled by the holdings. 

The growth of the harbour of Antwerp (Flanders) generated a prosperous 

service sector, where the holdings and especially their banks were better 

represented than in small-scale Flemish industry. Thus in Flanders a rather 

diffuse network of small private enterprises with direct or indirect links to 

the holdings arose and gradually became more powerful (Goorden 1982, p. 

22-34). At the same time, in the rural .~nd stmi-industrialized parts of 

Belgium, a religiously-based social-democ•atic uovement with a rather 

well-organized labour union emerg~d. 
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Figure 1 Social map of pressure groups and political parties in Belgium 
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Social pressure group Political party Social pressure group Political party 

Dutch Dutch-speaking Dutch-speaking 
Christian Democrats Socialists 
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Christian Labour Socialist Labour 
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French Christian Democrats Socialists 
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(a) Flemish entrepreneurs are also members of the Belgian entrepreneurs organization. 

l:"· 
0 .... 



- 408 -

The unequal development over time and space and the different sectoral 

distribution of the ac~ivities of capital groups explains why some of these 

groups began to take divergent stances. Especially the more independent 

fractions of the Flemish "network", which were also organized in a regional 

entrepreneurs' organization, have taken aore and more divergent rositions in 

the discussion about the regional distribution of costs and benefits of 

Government expenditures and regulations. Nevertheless, capital has remained 

quite homogeneous in its rhetorics with regard to the ideal socio-economic 

model for the Belgian society. 

Superimposed on the conflicts in the economic sphere, other conflicting 

interests exist. The 19th century ideologic~l conflict between religious and 

non-religious groups remains unsolved and the cultural linguistic differences 

between the regions, strengthened by differences in economic development, have 

become a permanent source of political conflicts. The main interest groups 

and political parties could be mapped out along th~ee conflict lines: capital 

versus labour, religious versus non-religious and French- versus 

Dutch-speaking regions (Huyse, 1981) - see Figure 1 • 

After World War 11 this structure acquired its present form through the 

regional splitting of political parties. This is mainly to be interpreted as 

an answer to the rise of regionalist parties in the 1960s, when ethnic 

contradictions flared up again. These parties receive electoral support of 

dlscontented voters of the biggest parties in the various regions 

(Christian-Democrats in Flanders, Socialists in Wallonia and Liberals in 

Brusdels). These "one-issue parties" force the regional fractions of 

traditional parties to take more definite stances on ethnic issues, which 

ultimately leads to the splitting of these latter parties. 

4.2 The liberalization era (1945-1959) 

a) Policy issues 

~rom 1945 until 1948 natiL•al economic growth was very high because 

Belgian industry, specializing in basic products and semi-finished goods, 

delivered a substantial part of the materials needed to rebuild the European 

continent. But as soon as the impetus stemming from reconstruction was over, 
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the growth rate lowered significantly. The disadvantages of 

overspecialization in products with slowly growing markets and the 

underspecialization in gro~th industries (automobiles, electromechanical 

products, petro-chemicals, etc.) became more and more apparent in the 1950s: 

slow growth, high cyclical unemployment and structural unemployment in 

semi-agricultural regions, where birth rates and expulsion from agriculture 

are high (see Lamfalussy 1961, p. 10-15). 

b) Policy instruments 

All political parties, supported by the employers' organizations and 

labour unions, came up with the same rather simple answer. They follow the 

trend set by the United States to liberalize trade and capital moveme~ts. The 

main US Government arguments for promoting this policy also hold for Belgian 

traditional industry: realizing economies of scale by serving bigger markets 

and exploiting competitive advantages in the formerly closed markets of the 

colonial blocks. Moreover, growing competition on the home market fostered 

industrial adjustment to new d£_11&nd patterns. Direct State intervention in 

investment decisions was completely rejected. 

In this liberal, coamercial view, the need for regulation of monetary and 

financial problems and of competition between national and international 

capital groups arises (Boyer 1979, p. 50 f.). These problems can only be 

handled by supranational organizations and regulating agencies, and therefore 

the Belgian Government has always been a strong defender of European 

integration. At the national level, capital-labour relations are regulated by 

the integration of the labour movement in the socio-political system through 

the institutionalization of collective negotiations over wages and work 

conditions and the granting of strong advisory competences over social policy. 

c) Consequences 

This economic policy was questioned by the strongest fractions of the 

socialist labour union, which have their base in the traditional industry in 

Wallonia, where the need for industrial reconve~sion to safeguard standards of 

living was most sharply felt. These fractions asked for more control by the 

State over industrial development through nationalization and planning (FGTB 

1954, FGTB 1956), demands which culminated in a major political strike in 
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1960-1961 against the •tree-market• policy. It had very limited political 

results and even weakened the position of the radical fractions in the socialist 

movement, to the advantage of tendencies fav~uring integration in the ·mixed· 

economy. The radical fractions now coupled their claims for structural changes 

to clai~s for regionalization. This change in their political and union 

progra111111e was largely brought about by the virtual absence of the Flemish labour 

movement in the 1960-1961 strike. For the Walloon socialist labour movement, a 

more autonomous Wallonia seems to be the only way out of the structural crisis 

of its industry (Vandenbroucke 1981, p. 149-151). 

4.3 The economic expansion policy (1960-1965) 

a) Policies: issues and instruments 

To counter the widespread discontent about slow growth and high 

unemployment, the incumbent Liberal-Christian-Democratic Government began to 

display a more selective economic policy in 1959 (CCI 1959, p. 64-83). A rather 

simple and geograhically quasi-indifferent system of investment subsidies was 

established to channel industrial restructuring into new growth sectors and to 

promote adaptation to the Common Market system (Law of 17 July 195~). This 

instrument also meant to attract international productive capital, in particular 

US corporations seeking to benefit from the new European market. The Government 

attempted to exploit the good geographical position of Belgium within the EEC 

and the reserves of (semi-)skilled and highly productive labour. It enhanced 

these locational advantages by public expenditures for infrastructure works, 

graduate education and scientific research (see Table 2). 

Table ~ 

Some governr~nt outlays in percentage of GNP 

1950 1955 1960 1965 1970 1973 1980 

Subsidies and capital to 
enterprises 

Transport infrastructure 

Graduate education 

R & D 

0.9 

2.2 

2.0 

0.1 

0.5 

1.6 

2.4 

0.2 

2.4 1.6 3.0 3.5 

2.6 3.3 4.6 5.3 

4.0 .8 5.0 6.6 

0.4 0.6 0.7 0.9 

Source: Ministerie van Financien, Functionele en economische classificatie van 
overheidsuitgaven. 

3.8 

5.4 

6.4 

0.8 
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The institutionalization of the labour-carital relations reaches a climax 

from 1964 on with successive interprofeseional agreements on direct and 

indirect wages and work conditions. A pragmatic social consensus on economic 

development is reached. The so-called ·end of ideology· seems to be near in 

Belgium. This can partly be explained by the success of the new economic 

policy, and by the unprecedented economic boom of the first half of the 1960s 

which even r.aused severe labour shortages (Koulaert 1975, p. 344). 

b) Consequences 

The success of this active expansion policy did not only strengthen the 

fractions in the labour unions that strive for integration of the unions in 

the capitalist economic decision-making structure. As already pointed out, 

the export-based growth also leads to a tremendous internationalization of the 

Belgia~ economy and a relative weakening of linkages between Belgian economic 

s~ctors and enterprises. Belgium becomes more and more a ·follower· on the 

international market. The multinational corporations particularly settle 

around the Flemish ports, because they are heavily dependent on imports and 

exports. In Flanders, a new industrial tissue grew, largely controlled by 

foreign capital groups (Van Den Bulcke 1979, p. 69 f.). In their margin u;any 

small firms controlled by national or regional capital emerge. They deliver 

inputs, especially services, to the predominantly foreign giants. This 

phenomenon is rather rare in Wallonia, where industrial activity remained 

based on traditio~l sectors controlled by holdings, diversifying production 

especially to serve the oligopsonic markets of government purchases (large 

infrastructure works, defense, utilities, communications) and transport and 

financial services (Willekens and Zeeuwts 1983, p. 464). The differences in 

ecJnomic development between the regions become greater. As a consequence, it 

becomes more and more dif:icult to define an economic policy that is equally 

beneficial to the regions, both from the point of view of capital and of 

labour. 

Regional policy and the accompanying economic boom in the early 1960s 

covered up the structural weaknesses oi traditional Belgian industry, which in 

vain waited for an active reconversion policy. Obviously, Wallonia suffered 

most fr~m this failure. 
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Which groups have propagated the internationalization of the Belgian 

econ011y as the soluci~n to structural economic problems? In the 1960s this 

policy has been most beneficial to Flanders, but the backgrounds of this 

orientation have not been sufficiently analysP.d. Later, it has been argued by 

Walioon economists that this new industrial policy was the result of changes 

in power relations between capital groups. The political regi•e aore and aore 

proaoted the interest of capital groups based in Flanders because Flanders 

conquered a dominant position on the political scene (Siaons 1980, p. 

226-270). Specific goverruaent policies and the growth of -Flemish· capital 

g~oups reinforced each other. In any case it is clear that after world War II 

the ·old- caational bourgeoisie controlling the holdings gradually loses its 

hegemony. New capital fractions becoae stronger: Flemish entrepreneurs 

organized around the Kredietbank and the VEV in Antwerp; managers leading 

divisions of transnational corporations and aore independent technocLats in 

government involved in economic policy (Mo ... en 1982, p. 123-125). Perhaps the 

aost important development is the growth of a nation-based international 

capital fraction, playing an intermediate role between leading international 

capital groups and some fractions of the trad1tional national and co1m11ercial 

bourgeoisie; this feeds the trend toward fragmentation of and antagonism 

among Belgian capital groups, a fragmentation reflected in new developments in 

economic policy. 

4.4 Regional policy (1966-1974) 

a) Regional selectivity: its birth 

The economic crisis in the coal mining and textile industries in the 

mid-1960s, which hit specific areas severely and was left unsolved by 

na~ional economic expansion, ~as the basis of coalitions between locally 

organiz~~ networks of capital, middle-class pressure groups and local 

labour unions. These coalitions demanded a more selective regional 

policy. In 1966 a strongly discriminative regional expansion law based 

on extra investment subsidies for the affected areas was passed by 

parliament (Law of 14 July 1966). 
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b) Nev probleas for governaents 

At the end of the 1960s three topics relevant to our subject constitute 

the core of the political discusion: (1) a claia for a more elaborate 

regional policy for all depressed areas; (2) a demand for long-term planning 

of industrial development and public investment by the socialist movement as 

an answer to the structural weaknesses of industry; (3) a demand for 

involvi~ the region ·as such· in the formulation and implementation of 

economic policy after a flare-up of conflicts about ethno-cultural issues froa 

1964 onwards. At the same time, the regional conflict in Belgium shifts from 

cultural issues to open econo.ic confrontations between fractions of classes 

and interest gro11ps which take very divergent positions in the social spectrua. 

How does one explain this shift? As already stated, the industrial 

policy of the 1960s stimulated the further internationalization of the 

econoay, leading to relatively weaker linkages within the Belgian econo.y and 

a further divergence of the economic structures of the regio~s. Moreover, no 

restructuring of traditional sectors in Wallonia took place. This interacts 

with the rise of new capital fractions in Belgium, whose inter~sts often 

conflict with those of traditional holding capital. In a context of ethnic 

conflicts, pressure groups often redefined their interests in terms of 

regional claims to the central government, preferably against other regions 

(Plasschaert 1983 1 p. 16-17). The ·popular" identification with the ·regional 

cause" had a great mobilizing effect on pressure groups which are not directly 

involved in the basic socio-economic conflict and on public opinion in 

general. Where ethnic conflicts and opposed economic interests prevail a 

growing belief could be witnessed that regional solutions to a crisis are 

better than a lo~keyed process of national compromise (Paddison 1983 1 

p. 22). Claims for regional decision-making become stronger. The Flemish 

entrepreneurs put it in the f olloving way: 

"It is often argued that narrow economic linkages between ~he 

regions speak against regionalization. A study by Tejano shows that this 

argument is not very convincing ••• The rather weak linkages between the 

regions are probably largely due to different economic structures. This 

is an extra argument to pass on to regionalization." (VEV, p. IV) 
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It seems promising to evaluate further changes in the regional 

decentralization of industrial policy fr~m this point of view and to examine 

to what extent the dividing lines between social classes can be traced in 

regional claims. 

c) Consolidation of regional policy 

under a socialist-Christian-Democratic government, two important laws 

were formulated to deal with the above-mentioned tensions. The extra 
1/ investment subsidies were extended to all depressed areas.- These 

subsidies could also be granted to technologically innovacive projects (Law of 

30 December 1970). Regional industrial policy became less selective. 

The planning of regional development, technological innovation and public 

investment was delegated by parliament to a planning bureau with national and 

regional sections, advised by a.o. regional forums of politicians and 

representatives from all important economic pressure groups (Conseils 

Economiques Regionaux/Gewestelijke Economische Raden). The bureau was to be 

assisted by a "broker" in innovative ideas (Offices pour la Promotion 

Industrielle/Diensten voor Nijverheidsbevordering) and local agencies for 

planning and implementation of industrial infrastructure which also could 

promote public enterprises (Scietes de Developpement Regional/Gewestelijke 

Ontwikkelingsmaatschappijen) (Law of 15 July 1970). 

With the exception of the regional extra investment subsidies, the new 

planning system has never worked. First of all, the planning procedures are 

too unwieldly and give too much power to non-elected technocrats. This has 

never been accepted by the Ministers and their staff. Secondly, Liberals and 

right wing Christian-Democrats did not accept such far-reaching State 

intervention in enterprise investment decisions (Willekens 1979, p. 161-174). 

Moreover, the beginning of the economic crisis and its varying repercussions 

on the regions shifted political attention to short-term adaptation policies 

and to the growing demand for effective regional control over conversion and 

innovation policies. 

lf Depressed areas are officially defined as areas with actual or projected 
structural unemployment, slow growth, low regional income and an actual 
or projected decline of regionally important industrial sectors. 
According to these criteria two categories of development zones with 
different characteristics are delineated. 



-------------~-~--~-------

- 415 -

4.5 Crisis and regional decentralization of industrial policy (1975-1984) 

a) Problems 

Economic recovery from the cyclical slump at the end of the 1960s lasted 

from 1970 until 1974 and was abruptly interrupted by the oil shock, which hit 

Belgium more than most other Western countries. Profit rates collapsed. Old 

industries such as coal mining, basic metals, metal products, ship-building 

and textiles were worst hit by deficits. The threat of massive unemployment 

urged entrepreneurship and unions in the traditional manufacturing sectors to 

claim and to (successfully) lobby for immense amounts uf subsidies to their 

unprofitable firms. In most of these sectors, private capital sought to 

disinvest and refused to finance the corversion of industrial activities. 

Many firms were gradually taken over by the State. Thus, a conservative 

coalition of unions (in a short-term social reflex) and of traditional 

nat!onal capital (in a portfolio rearrangement reflex) forced the State into 

the role of managing old, unprofitable firms, an extremely bad start for the 

newly-born "entrepreneurial state" was aggravated by the lack of competent 

State managers. These two factors fed the image of an inefficient central 

State, which becomes the target of liberalization and regional decentralization 

claims. 

b) Consequences 

Claims for liberalization 

In the short run it is more profitable for the State to subsidize 

unprofitable firms than to pay unemployment benefits. Entrepreneurial 

organizations however, especially those mainly representing prof~table firms, 

argue that these subsidies are granted at the expense of "progressive" 

activities. These, they argue, are restrained in their growth by the rise of 

tax and interest rates, which are due to growing government deficits. They 

further argue that instead of "subsidies to losses", incentives should be 

given to profitable management and innovation; and finally that this policy 

reinforces the grip of an ineffient government on industry (Hoden and Sloover 

1980, p. 199-201). The ent•epreneurs develop an ideological offensive to 

lower real wages and to reduce government deficits. They propagate the 
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cutting back of social expenditures and defend general tax cuts which are 

beneficial to the aost profitable and aost innovative firas, as well as 

deregulation aeasures which aight iaprove the entrepreneurial cliaate (ibid., 

p. 171-198). 

Froa 1977 on, governments react to these demands with a diversified set 

of teaporary tax cuts for all kinds of investaent. In 1978 the regionally 

differentiated investaent subsidies were extended to all investaents aade by 

small .:oapanies. The aain reason vas that their eaployaent tends to remain 

quite stable during the crisis. This considerably weakens the possible 

effects of regionally selective aid (Law of 4 August 1978). In this period, 

planning and regional policy on the national level coapletely aove to the 

background of the political scene. 

But in spite of these aeasures capital's reactions to the falling profit 

rate were capital outflow and a treaendous drop in the proFensity to invest. 

All organizations of entrepreneurs and ideologically allied institutes ask 

for a aore liberal economic policy of detaxation and deregulation coabined 

with a strongly restrictive wage policy, a policy which was hardly acceptable 

for the unions (ibid., p. 171-225). The Liberal-Christian-Deaocratic 

government, which caae into power at the end of 1981, has realized aany of 

these claims: devaluation and a partial freeze of nominal wages, permanent 

tax cuts for enterprises, temporary income tax cuts for purchasers of new 

shares, tax cuts on income from capital and the establishment of free 

enterprise zones. 

Claims for regional decentralization 

Since the second half of the 1970s, the demands for a substantial 

decentralization of regional economic policy have even become stronger. 

The diverging Flemish, Walloon and Brussels economies do require 

different policies. Wallonia needs a complete industrial restructuring in 

order to preserve existing employment, and a re-industrialization to absorb 

unemployment. Wallonia is poorly integrated in the "new" production lines 

organized by the multinational corporations, and there is a regional consensus 

to create a new industrial tissue based on its specific industrial traditions 
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and skills. For this purpose, the Walloon economy needs a vast aaount of 

investaent capital; te11porary subsidies from the national Covernaent are 

needed to aEsure une11ployaent coapensations and aaintain incoaes. In 1979, 

36.3 per cent of the outlays for social security went to Wallonia and 53.l per 

cent to Flanders, whereas 32.l per cent of the contributions coae from 

Wallonia and 56.7 per cent from Flanders (Van llompuy and Van Cayseele 1981, 

p. 9). 

The Walloon econoay is strongly dependent on govero11ent purchases: in 

1982 about 58 per cent of governaent purchases was placed in Wallonia and 

Brussels, where 43 per cent of the population lived (Studiecentrua Politf eke 

Instellingen, p. 8). Flanders, in contrast, has a aore aodern industrial 

sector, strongly integrated in the international trade flows controlled by 

transnational corporations. The dominant philosophy of econOllic policy in 

this region is that in the short run it aust reaain a favourite production 

site for TNCs. In the longer run it aust look for a policy aix promoting an 

export-based growth by providing locational comparative advantages to l'NCs and 

by exploiting its technological and intellettual potential to pick up 

revolutionary innovation patterns. It aust diversify away from 

electromechanics to electronics and from cheaistry, aetal and non-ferro 

products to new aaterials and biotechnology. 

The strongly divergent economic needs of regions make it particularly 

hard for the central state to develop a policy mix that benefits both 

regions. There are two ways out of this problea. Firstly, national 

Government can look for compromises by involving itself in log-rolling 

procedures and developing compensatory policies. In this way, the consensus 

policy that baa been iapleaented in Belgiua since the end of the var can be 

extended to industrial policy. Secondly, it can opt for regional 

decentralization. This is an optimal strategy as long as the net benefits of 

faster decision-making and a better adaptation to various regional constraints 

and pref P.rences are greater than the net benefits of national compromises. 

These latter benefits can take such forms as weaker external constraints on 

macro-economic policies, aore effective redistribution policies, higher 

allocative efficiency through uniform tax rates and subsidies, better 

internalization of external effects and the distribution of the cost of public 

goods over more tax payers. 
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On the basis of the trend towards an ever-growing regional division of 

labour one can predict an even greater deaand for economic decentralization. 

Firstly, on the national level the above-aentioned costs grow and benefits 

fall when differences in economic structure grow. Social positions which 

differentiate under the influence of the progressive territorial division of 

labour lead to diverging preferences with regard to regional economic 

structures, which again will contribute to increased regional economic 

differences. (Paddison 1983, p. 9-10). Secondly, in an international system 

with an ever-growing regional division of labour, the optimal level for global 

regulation and co-ordination of policies is supranational. Unfortunately, 

small States like Belgium have little influence on the promotion of more 

efficient, internationally organized decision-making (by e.g. EEC, OECD, 

IHF). Small, open regions may be better off ~cting as free riders on the 

international scene than if they accept national compromises. 

Two other factors strengthen the trend towards economic decentralization. 

Firstly, ethnic conflicts make interregional log-rolling procedures 

difficult because of the mistrust between various (political) groups, 

especially when shifts in coalitions are limited by a small number of 

regions. Also, radical groups force other groups inclined to compromise to be 

more radical. When ethnic groups geographically coincide with regions, 

log-rolling within the region becomes easier and groups support each other in 

negotiations between regions. There is a stronger identification with the 

"regional interest". This leads to "conspiracy theories" of one region 

against other regions (Simons 1980, p. 270) further strengthening mistrust and 

regional identification. Decision-making costs become higher and 

decentralization seems a way out of the problems. Arguments in favour of 

decentralization are often heard in Wallonia: 

" ••• (there is) a reaction which favours negotiating a more extensive 

State Reform with the aim of guaranteeing the Walloon regio11 the means 

for coherent initiatives supporting its economic restructuring. The 

proposals brought forward by the North of the country are considered to 

be detrimental to the interests of the Walloon region." (Deschamps, 

Quevit and Tollet 1984, p. 2). 
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Secondly, government income tax systems and expenditures have 

redistributive aspects. There will be net transfers of income over regions. 

when patterns of identification change through ethnic conflicts, leading to a 

decreasing sense of solidarity among the regions, there is a growing call for 

regionalization of these systems. It is also argued that redistribution 

decelerates economic recovery; this weakens the legitimation of institutions 

which organize income transfers, and the central State disintegrates as a 

maker of efficient policies. Impl~citly, this argument is often put forward 

in Flanders: 

a desire (exiscs) to concentrate the financial means obtained from 

the Flemish population on development objectives which are specially 

Flemish. The present economic crisis also affects the Flemish economy 

( ••• ) and that situation reinforces the general feeling th~t the 

financial burden represented by Wallonia is a heavy obstacle to 

redeplQyment efforts by the Flemish authorities." (Ibid., p. 1). 

This sketch of the arguments for decentralization doP.s not answer the 

question which groups are the strongest supporters of decentralization (or 

whethe~ decentralization is effective). The standpoint of the national 

holdings and the FEB-VBO is unclear. Officially, these oppose 

decentralization, but little is known of their effective positions and 

lobbying on this topic in day-to-day politics (Hoden and Sloover 1980, 

p. 249-257). Capital groups and related management groups who finance and 

administer the production lines organized by TNCs, mostly located in Flanders, 

favour decentralization the most. They seek adjustment to changing 

international conditions and benefit only in a limited way of regulation 
1/ policies at the national level.- They also expect tax cuts when transfers 

to poorer regions are halted. 

A link can be made between the tendencies toward liberalization and 

regionalization. If the national institutional context does not allow a freer 

hand to capital groups, regionalization may provide greater freedom, 

especially for Flemish entrepreneurs, through a change in power relations (the 

negotiating power of labour unions will be weakened), a more favourable 

ll E.g. wages policies and a macro-economic equilibrium, monetary and financial 
policy, public purchases and subsidies, regulation of competition. 
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climate for fr· terprise and lower costs of liberal, free-rider policies 

for Flanders. la.~cefore it is quite surprising that the socialist •oveaent in 

Wallonia is one of the biggest promoters of econoaic decentralization. It 

apparently considers the costs of realizing their clai•s in Wallonia (where 

they have a near-aajority) to be lower than the benefits. On the national 

level they are too weak to realize their industrial conversion programae for 

Wallonia. But how is this programae to be realized in an open economy like 

Wallonia? Capital is spatially mobile, and an increased regional independence 

does not necessarily mean an increased ability to capture investments. The 

labour move•ent may be the biggest victim of economic decentralization because 

national wage policies become more and •ore difficult; their monopoly power 

in the labour market is undermined. This seems to be an important reason why 

the Dutch-speaking wings of the labour unions are so quiet and moderate - they 

are just "followers" in the decentralization process. 

e) Regionalization policy 

The decentralization process started with the official recognition of the 

regional fact in political institutions in 1970 (cultural autonomy, advisory 

competence for the regions in industrial policy). During the 1970s the 

tendency toward economic decentralization was consolidated in new 

institutional arrangements: official recognition of the regions as economic 

entities with their own authorities in 1974, a preliminary economic 

decentralization in 1978 and a definite arrangement in 1980. The following 

competences were decentralized: implementation of regional policies (extra 

investment subsidies, industrial infrastructure), subsidization of innovative 

projects, public participation in industrial activity, support to the 

restructuring of unprofitable firms (with the exception of the large, 

declining traditional sectors) and labour market policies (Laws of 8 and 

9 August 1980). The monetary union was left untouched. 

There is no clear division of competences between national and regional 

authorities. This leads to numerous conflicts and to contradictory 

decisions. When policies at the national and regional level or policies of 

regions clash, a solution must be sought through C)mplex negotiation 

processes. Because of the growing demand for even more regional 

decentralization (especially of public investment, research and education), 
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conflicts tend to be automatically solved by further decentralization. This 

is ~articularly clear in the sectoral policies for steel, coal mining and 

textiles. 

This absence of a clear administrative hierarchy could lead to a new kind 

of economic feudalism, where every region runs its own little e~onomic 

prograame under the wings of a national authority, which remains very powerful 

in the doma~ns of monetary and fiscal policy, but has no real ~rbitration 

power in regionalized policy matters. 

5. Three concluding remarks on unions and regionalism 

Throughout its post-war history, industrial policy in Belgium has been 

sensitive to the pressures exerted by various fractions of capital. 

Traditional national capital, in control of the industrial sectors which form 

the predominantly Wallonia-based backbone of Belgian industrial structure, was 

successful in promoting an expansion policy during the 1960s and the early 

1970s. New direct TNC investments and small dynamic enterprises closely 

connected with the major Flemish banks (Kredietbank) also benefited from this 

policy during the 1960s. But when pressure of traditional capital and the 

involved unions caused this policy to be shifted to supporting declining 

enterprises, the "new" capital groups began to lobby extensively in favour of 

a drastic regionalization of industrial policy. 

5.1 The unions: followers in regionalism 

The unions are mainly "followers" in this important political struggle. 

During the expansion period, they defended a national policy of preserving and 

partly restructuring existing production activities and of support to TNCs. 

An important exception to this rule was the more radical fractions in the 

Walloon FGTB who favoured regionalization as an instrument of a sor.ialist 

industrial restructuring policy, especially since the beginning of the 1960s, 

When economic crisis shifts the power balance from national to regional 

forces, unions in both regions begin to support regionalization more 

actively. This even leads to a complete involvement in (Flemish) capital's 

deregulation strategy, of which regionalizat!on is just one aspect. Even the 
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Walloon FGTB has become a partner in a Walloon coalition for a regionalized 

economy. 

The lack of a proper union profile on "regionalism" in Belgium has not 

been explained yet. Is it due to the absence of a socially progressive view 

on regionalization? Or is it the consequence o~ the weakness of the unions in 

political matters which reduces them to the role of followers? 

5.2 Liberal regionalism: i.neffective for Wallonia? 

With the gradual dominance of the free enterprise regionalist lobbies, 

the Flemish economy assumes the role of a "free rider" on the world market. 

Wallonia, in contrast, now experiences the decline that so many enclaves of 

earlier stages of capitalist development have undergone. The answer to one of 

the main questions formulated in this essay therefore is that industrial 

policy in Belgium has not given a creative answer to tte disintegration of the 

national industrial tissue. Continued and intensified "liberal regionalism" 

lets Flemish capital enjoy the fruits of the technological revolution, but it 

leaves Wallonia without financial means and without appropriate policy 

instruments to recover from its structural •·•f:!aknesses. 

5.3 Rhetorics blanketing reality 

It is puzzling that many union analysts who are aware of the strong 

dependence of the Belgian economy on the world economic situation in general, 

and on decision-making by international capital in particular, have defended 

regionalization as a partial way out of Belgium's economic crisis. This would 

make sense for a capitalist lobby defen~ing a free-rider policy for the 

Flemish economy, and arguing that Flanders is at the mercy of international 

capitalism and that its relatively healtny economic structure, which may be 

its salvation, should be made as attractive as possible. But it does not seem 

to make sense for a union, especially a Walloon union, to advocate greater 

independence for a declining region with few economic endowments (which will 

even be reduced by a "liberal regionalization "). Of course the blueprint for 

socialist regionalization differs essentially from the "free enterprise" 

model. But union and sociali~t party leaders should know perfectly well that 

this is not the way to create the preconditions for a socialist 

regionalization. 
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In our view, the confusion is partly a consequence of rhetorics. Union 

leaders are too easily captured by savoury presentations of the fruits of 

regionalization, and feed this confusion. Two hypotheses may explain why they 

do so. One is that this confusion offers an easy escape from the malaise 

which has struck unionism. The other is that regionalization, even if not 

socialist, ma~ increase the power of a fraction of the Walloon socialist 

establishmer.t, which is becoming a new dominant class in Wallonia. 
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l. Evolution and present situation of the Portuguese manufacturing industry 

1.1 Growth without structural adaptation 

Portugal is a semi-industrialized country where industry dominates 

productive activities but where the l~vel of industrial development is far 

below that of aore advanced countries. 

Although, just as in other semi-industrialized countries, real growth 

rates have been high - 6 .3 per cent per year between 1960 and 1970 1 4 .8 per 

cent between 1970 and 1977 and 3.7 per cent from 1977 to 1982 (from 1970 to 

1982 Gross Domestic Product (GDP) grew at an average yearly rate of 4.5 per 

cent) - structural deficiencies on the technological plane, in the quality of 

production factors and in the integration of the productive systea still exist. 

Portuguese industry has grown strongly during three periods. The first 

of thea was the postwar period with its import substitution policy for 

intermediate basic products (fertilizers, steel, etc.). The second phase was 

introduced by the integration of the country in the European Free Trade 

Association (EFTA), which led to a great expansion of industrial exports. 

Hore recently 1 towards the end of the 70s 1 there was a new period of import 

substitution with large investaent efforts in sectors which were predominantly 

oriented towards the hoae aarket; these efforts also resulted in some export 

growth. 'Dlis third phase was made possible by a regime of special protection 

for a wide range of products of the aechanical, aetallurgical and chemical 

industries, under the Stockholm Convention. 

In spite of the (relatively) high levels of growth achieved by the 

country, its heavily distorted industrial structure was not even marginally 

corrected. Indeed, when looking at the classical groups of light industry and 

heavy industry and considering two traditional indices - gross value added 

(GVA) and eaployaent (EMP) - one finds that between 1954 and 1980 no 

significant transformation at the Portuguese manufacturing industry took place 

(cf. Table 1). 
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Table 1: Portuguese manufacturing industry, 1964/1980 

Gross value added and employment shares 

L. h a/ ig t-

b / Heavy-

GVA 

50 

50 

(per cent) 

1964 

EHP GVA 

59 49 

41 51 

1972 1980 

EHP GVA EHP 

61 47 57 

39 53 43 

a/ Food, beverages, tobacco, textile, clothing and leather, 
wood and wooden artifacts, including furniture, typography, 
graphic arts and connected industries, rubber, artifacts 
of plastic materials and other manufacturing industries 
producing for final consumption. 

b/ Paper and paper articles, chemical industries, other 
chemical products, oil refining, oil and coal derivates, 
non-metallic minerals, basic metallurgy and machines, 
metal equipment and metal products. 

Source: "Plano de Hedio Prazo 77180"; "lndustria e Energia 
- Evolu~ao Recente, Situa~t'o Actual e Algumas 

Perspectivas de Desenvolvimento", Instituto 
Damiao de Gois, December, 1983. 

The distortions become even more evident in a sectorial disaggregation 

based upon the capital intensity of the production process and the level of 

labour qualification (cf. Table 2). 

Tabh 2 shows that, in value added terms, only the German Federal 

Republic and Prance have clearly succeeded in adjusting their industrial 

structure, reducing the weight of the groups with a low labour qualification 

(LLQ) and reinforcing the importance of the sectors with highly qualified 

labour, .. inly those in which concoiaitantly capital intensity is low 

(LCI/HLQ). In Portugal, the weight of the group LCI/LLQ h•s substantially 

grown and the iaportance of the LCI/HLQ group has diminished. This latter 
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group encompasses those activities which are more compatible with financial 

restrictions and corresponds with the dynamic sectors from the viewpoint of 

world demand. But in contrast to countries with a similar degree of 

industrialization, the HCI/HLQ group has grown in Portugal~ a similar 

development took place in the German Federal Republic and in France. 

In ~erms of employment, the country did not achieve a substantial 

reduction of the clearly excessive weight of the !.CI/LLQ group, as Table 2 

shows. Almost half (about 56,000) of the approximately 127,000 jobs created 

in the manufacturing industry were offered in the group LCI/LLQ. Obviously, 

decreased international demand has caused great difficulties in some of the 

sectors in this group comprising activities which are, in general, oriented 

towards the foreign market. The proportion of the total labour force employed 

in the LCI/LLQ group is lllUCh higher than in Ireland, Spain and even Greece. 

The small and relatively favourable adjustment which occurred in the other 

groups did not mitigate the problems in this group, which will have to figure 

prominently in an active labour policy for the industrial sector. 

'nle main conclusion to be drawn here is that although the manufacturing 

industry registered an average rate of growth which is clearly greater than 

generally found in OECD countries, no substantial improvement of the 

industrial structure took place. In 1980, 57 per cent of industrial output 

was produced in industries with low labour qualification employing more than 

two-thirds of the industrial work force. 

1.2 Imbalanced foreign trade structure 

'nle Portuguese economy suffers from various deficiencies, essentially 

due to the insufficient industrial transformation potential for natural 

resources. 'nle weakness of the productive system leads to an imbalanced 

foreign trade structure. ~bile the country is Decoming more and more 

dependent on certain imports - especially of electric power, food products and 

equipment goods - exports are restricted to a small number of trading partners 

and largely consist of products for which demand in the world market is 

decreasing. 
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Table 2: Develoement of caeital intensity and labour 

9ualification during the 1972-1980 eeriod 

(per cent) 

Gross value added Emeloyment 

LCI/LLQ LCI/HLQ HCI/LLQ HCI/HLQ LCI/LLQ LCI/HLQ HCI/LLg HCI/HLg 
a/ b/ cl d/ a/ b/ cl d/ 

Country 1972-1980 1972-1980 1972-1980 1972-1980 1972-1980 1972-1980 1972-1980 1972-1980 

German 
Federal 23 16 34 40 19 17 24 27 24 21 42 44 10 11 24 25 
Republic 

France 22 17 37 38 20 21 21 24 27 25 43 43 14 15 16 17 

Spain~/ 29 29 23 24 19 20 29 27 37 38 24 24 22 21 17 17 

el Greece- 31 33 19 17 26 26 24 24 41 41 19 18 24 25 16 16 

e/ Ireland- 19 19 18 21 40 40 24 20 28 29 20 23 32 33 20 15 

Portugal 31 36 24 21 24 21 21 22 47 46 18 20 22 21 13 14 

a/ LCI/LLQ: industries in which low capital intensity and low level of labour qualifica
tion are predominant (textile, clothing, tanned hides, footwear, wood and cork, 
furniture, metal products and other manufacturing industries); 

b/ LCI/HLQ: industries in which low capital intensity and high labour qualification are 
predominant (typography, rubber, machines (electric and non-electric) and transport 
material); 

cf HCl/LLQ: industries mainly characterized by high capital intensity and by lcw labour 
qualification (food, beverages, tobacco and non-metallic mineral products); 

~I HCl/HLQ: capital intensive industries with highly qualified labour (pulp and pape", 
chemical industries, refining and derivates of mineral oil, basic industries of 
iron and steel and of non-ferrous metals); 

el Values relative to 1978. 

Classification from H.B. Lary - "Imports of manufactures from less developed 
countries", Material Bureau of Economic Research. The classification of Portuguese 
industries is slightly different from the others, mainly with regard to capital 
intensity. 

Source: Yearbook of National Accounts Statistics, U.N. 1972 and 1980 - Estat{sticas 
lndustriais (Table by the lnstit11to Damiao de Gois). 
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Table 3 shows SOiie Portuguese foreign trade indices for the 1960-1982 

period. 

Table 3: Foreign trade indices 

a/ Opening Weight of 
Covering rate Terms of tramF Coefficient deficit 

AEPI (b = e + i) (b = i - e) 
(C = e/i) S = AIPI x 100 v v 

1960 o. 77 0.40 0.06 

1965 0.84 0.51 0.05 

1967 o.91 0.55 0.03 

1970 0.63 0.54 0.07 

1974 0.49 94.0 0.52 0.18 

1975 0.50 86.0 0.40 0.13 

1976 0.42 82.0 0.39 0.16 

1977 0.45 85.0 0.43 0.18 

1978 0.51 84.0 0.43 0.16 

1979 0.59 82.0 0.48 0.13 

1980 0.54 80.0 0.55 0.17 

1981 0.47 75.3 0.56 0.20 

1982 0.48 75.0 0.54 0.19 

!1 Base year: 1973 

e export value (in Escudos) 

i = import value (in Escudos) 

AEPI Average Export Price Index, in volume 

AIPI = Average Import Price Index, in volume 

v = gross domestic product at market prices 

Source: Banco de Portugal, Relat6rios Annuais. 

The terms of trade, indicating the relation between the average unit 

values of exports and imports, may be affected by the manipulation of the 

prices of these movements. lklder-invoicing of exports and over-invoicing 
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of imports lead to a more accentuated deterioration tha 1t be inJicated by 

the real situation. Anyhow, the terms of trade with foreign countries have 

worsened c~nsiderably~ in the 1973/82 period, the index fell by 25 per cent. 

The external trade deficit was bearable during the 60s, but it has grown 

alanaingly after the first crude-oil shock. l1lough the index has remained 

relatively stable since 1974, the cumulative effects on the external financing 

capacity of the economy 1m1st no~ be forgotten. During the 1960s, the increase 

in exports brought the export/import covering rate close to unity, but as from 

1970 it began to fall and established itself near the value of 0.5. 

The values of the "opening coefficient" during recent years indicate the 

same orders of magnitude registered during the golden 1960s, but they have a 

different significance now. Due to the low trade deficit in the 60s the e/v 

and i/v coefficient¥ contributed equally to trade relations with foreign 

countries. During the 70s and especially during the more recent years, as 

imports grew to twice the level of exports, this ~alance was sev~rely upset. 

1.3 Persistent regional discrepancies 

Portugal suffers from pronounced inter-regional and intra-regional 

discrepancies, especially with regard to industrial production. The districts 

of Lisbon and Oporto jointly account for almost half of total production in 

the manufacturing industry and almost half of industrial employment (see Table 

4). The Lisbon district des~rves special mention, since it represents by 

itself the following shares in production by sector~ 

Per cent Per cent 

typography 67 metal products 37 

beverages 58 cement 32 

electric materiol 49 fertilizers 27 

chemicals 48 furniture 23 

non-electric machines 45 non-me ta 11 ic minerals 23 

transport equipment 39 other manufacturing industries 51 
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Table 4: Manufacturing industr;r 

GCF GPV 
Region (1) (1) 

Aveiro 12.1 9.9 
Beja 0.3 0.2 
Braga 8.1 8.4 
Braganfia 0.1 0.1 
Castelo Branco 1.1 1.4 
Coimbra 2.9 3.0 
E•Jora 0.6 0.9 
Faro o. 7 1.0 
Guarda 0.5 1.0 
Leiria 4.9 3.8 
Lisbon 12.8 23.4 
Portalegre 0.3 1.0 
Oporto 18.0 20.9 
Santa rem 2.5 3.4 
Se tubal 31.6 18.1 
Viana do Castelo 0.5 0.8 
Vila Real o. 7 0.3 
Viseu 1.2 1.1 
Azores 0.9 0.8 
Madeira 0.2 0.5 

Total 100.0 100.0 

Legend: GCF Gross Capital Formation 
GPV = Gross Production Value 
GVA Gross Value Added 

Source: Estat{sticas Industriais. 

(1979) 

GVA 
(1) 

9.5 
0.2 
9.2 
0.1 
1. 7 
3.5 
0.8 
1.1 
0.9 
4.3 

25.3 
o. 7 

21.1 
3.3 

14.6 
1.3 
0.3 
0.8 
o. 7 
0.6 

100.0 

Emelo~ent 
(1) 

11.0 
0.3 

11.4 
0.2 
2.1 
3.4 
1.0 
1.5 
1.3 
5.1 

20.8 
0.7 

23.8 
3.7 
9.7 
1.0 
0.5 
1.0 
0.7 
0.8 

100.0 
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If Lisbon and Oporto are considered jointly with the three remaining 

industrializ;d districts, Braga, Aveiro and Setubal, an enormous concentration 

of production and industrial employment emerges~ 80 per cent f both is found 

in five of the twenty districts of the country. It should also be noted that 

the great majority of the under-industrialized districts have an undiversified 

structure. 

Table 5: Regional distribution of gross value added and industrial employment 

with reference to capital intensity and labour qualification, 1980 

(per cent) 

Gross value added Employment 

Region LCI/LLQ LCI/HLQ HCI/LLQ HCI/HLQ LCl/LLQ LCIIHLQ HCl/LLQ HCl/HLQ 

Influence areas 85 90 69 78 81 89 58 83 
of Lisbon and 
Oporto 

Coastal 
a/ region- 93 96 88 87 89 95 83 93 

I . b/ nter1or- 7 4 12 12 11 5 17 7 

a/ Braga, Viana do Castelo, Oporto, Aveiro, Leiria, Santarem, Lisbon, Se tubal 
and Faro. 

b/ Bragan~a, Vila Real, Viseu, Guarda, Castelo Branco, Coimbra, Portalegre, 
Evora and Beja. 

Source: lnstituto Damiao de G6is, op. cit. 

The enormous regional disparities in the country also stand out clearly 

when labour qualification and capital intensity are considered~ 92 per cent 

of gross value added created by capital intensive industries, and 95 per cent 

of industrial production by highly qualified labour are concentrated in the 

coastal region. 
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But it is not only in terms of productic:.n that the country suffers from 

regional discrepancies. There is a general imbalance which again leads to 

substantial differences in production, productivity, profits and living 

conditions between, roughly speaking, the coastal region and the interior of 

the country. If .1e consider only the two coastal districts of Lisbon and 

Oporto we may conclude that "in less than 6 per cent of the total surface area 

we find 40 per cent of the populaton and more than 50 per cent of the gross 

domestic product, 40 per cent of the production of the manufacturing 

industries and more than two-thirds of the production of services" (Simoes 

Lopes, Regional Development and Integration, in "Economic Studies" Vol. l, 
0 

n l, 1980). 

More preoccupying yet is the fact that according to some authors, in 

particular Simoes Lopes, regional imbalance in Portugal has become a 

cumulative process which systematically reproduces itself. 'nlis situation is 

the result of a historical process of development and location of activities, 

w~ich was never counteracted or even regulated in the smallest degree. 

Portugal is perhaps the only country in Europe which until now has never had a 

regional development policy which might have reoriented the spar.ial 

configuration of the labour market and of economic activities. A constant 

theme in official stu~ies and documents and in the definition of regional 

policies based on Development Plans since 1962 at the latest, the 

discrepancies were never reduced because, in most cases, policies were carried 

out in an atomized way or were not even implementer'. 

One example is the growth pole policy, part of the 1970 "Spatial 

Organization of the Territory" plan. It foresaw the establishment of five 

growth centres, but resulted in the realization of only one (Sines, in the 

coastal region) which became a manifest failure as it did nothing to improve 

the economic structure of the south of the country. In 1972 the Public 

Enterprise for Industrial Estates was created, which planned the development 

of si~ estates, of which four would be situated in the interior regions. So 

far, only one i~dustrial estate (situated in Braga in the coastal region) has 

been finished and occupied (by 25 plants with 1,000 employmees); four estates, 

for which no significant demand exists, are still under construction and the 

establishment and construction of the last estate have not even begun. 

Another example·. the "Regional Development Societies" law promulgated in 1981 

has until now not resulted in the effective formation of any development 
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organization. Finally, an Integrated System of Investment Incentives (ISII) 

was set up after 1980 to support the modernization of Portuguese industry and 

its spatial diffusion. 'l'he objectives, however, were based on a system of 

weightings which was heavily biased in favour of general productivity growth 

and sectoral development. Very few incentives were available for spatial 

diffusion. After two years, it was found that the new investments integrally 

reproduced the existing location pattern. 

'l'hus, although regional discrepancies have been detected and recognized 

as important obstacles for the development of the country, no regional policy 

has been defined and implemented. Nor have the mo~est instruments and 

measures which were applied been used in an integrated way. 

2. Brief characterization of foreign investment in Portugal 

In this part we will formulate a brief analysis of the principal 

characteristics of foreign investment in Portugal. It is based on studies and 

investigations on foreign enterprises recently carried out by the Foreign 

Investment Institute (FII). 

2.1 Chronology of foreign capital penetration in Portugal 

It is usually stated that Portugal "opened" itself to foreign 

investments in the middle of the 1960s. This idea is essentially correct, but 

it should be pointed out that more than one quarter of the existing foreign 

enterprises and almost half of foreign capital entered the country before 1960 

(cf. Table 6). Until 1945 foreign capital was largely concentrated in the 

manufacturing industry (50 per cent) - above all in the food, beverages and 

chemicals sectors - and the wholesale trade. From 1946 to 1960 the 

manufacturing industry an the wholesale trade continued to be the preferential 

investment sectors with an increase of the relative weight of the wholesale 

trade, which by itself absorbed 40 per cent of foreign capital in this period. 

-
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Table 6~ Chronological distribution of foreign investment 
{per cent) 

Number of Percentage of total 
Period enter2rises forei~ investment 

Until 1945 11.3 26.6 
1945 to ~M 14.9 20.4 
1961 to ~n 65.2 49.3 
1974 to ~n 8.6 3.6 

Source~ Instituto do Investimento Estrangeiro. 

Table 6 shows that foreign investment acquires a greater prominence 

after 1960 - two-thirds of the foreign establishments were set up between 1961 

and 1974. It is to be noted, however, that the average amount of foreign 

capital investej per establishment is low in comparison to the pre-1960 

~~iod. During the 1961-1974 period, the manufacturing industry absorbed 

about 45 per cent of new foreign investments. The main branches involved were 

textile and clothing, chemicals and metal products, machines, equipment and 

transport material. The wholesale trade maintained its strong position, 

absorbing about 38 per cent of foreign capital, and another sector, banking 

and insurance, came to occupy a relatively important position. 

After 1974 a marked alteration occurred. The manufacturing industry 

only absorbed one quarter of new foreign investments, while the wholesale 

trade {ca. 38 per cent) and the sector banking and insurance (28 per cent) 

gained more weight. Interestingly, there was a certain return to the pre-1945 

foreign investment structure~ food, beverages and tobacco, textile and 

clothing once more dominated. 
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Table 7: Foreign investment by sector 

(per cent) 

Percentage Percentage 
of total of total 

investment foreign Share of the 
Sectors Enterprises per sector capital Employment national market 

Agriculture 1.1 0.1 0.1 0.2 1.2 

Mining industries 1.6 3.4 2.1 0.9 31.0 

Manufacturing industries 43.1 58.0 50.3 75.4 19.5 

Building industry 3.6 1.0 1.0 2.1 9.8 

Wholesale trade and 
retail trade, hotels 31.8 27.0 35.5 15.0 12.5 
and restaurants 

Transports, warehouses 
and communications 3.4 2.2 0.9 0.9 4.4 

Banks, insurance and 
services 14.0 8.3 10.2 4.9 8.1 

Other services 1.3 0.1 0 .1 0.6 2.1 

Total 100.0 100.0 100.0 100.0 14.9 

Source: Instituto do Investimento Estrangeiro. 

2.2 Countries of origin of foreign capital 

Investment from member countries of the European E~onomic Coaanunity, 

represents Almost half of the capital owned by non-residents, as Tabie 8 

shows. More tllan half of the investments came from four countries~ 

Switzerland (18 per cent), the U.S.A. (15 per cent), the United Kingdom (12 

per cent) and the Federal Republic of Germany (10 per cent). 
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Table 8: Foreign direct invesaent by countries of origin 

(per cent) 

Countries Enterprises Foreign capital 

EEC 

EFTA 

U.S.A. 

Spain 

Japan 

!_/ Stock in 1978. 

54.2 

21.8 

10 .7 

12.3 

1.0 

Source: Instituto do Investimento Estrangeiro. 

50.6 

25 .3 

16.2 

6.2 

1.7 

!.1 

In the manufacturing industry, the principal countries of origin of 

foreign investment are Switzerland, France and the thited Kingdom. Swiss 

investment has mainly taken place in tbe food, beverages and tobacco, basic 

metallurgy and "other" manufacturing industries. French investors preferred 

chemicals, non-metallic minerals and basic metallurgy. Investors from the 

United Kingdom have preferred the textiles, clothing and leather, papermaking, 

metal products, machines, equipment and transport material industries. In 

order of magnitude, Belgium, the Federal Republic of Germany, Spain and the 

United Kingdom are the main investors in the important sub-sector of machines, 

electric appliances and "other" materials. 

2.3 Foreign enterprises in the manufacturing industry 

Table 9 shows that the chemical, metal products, machine, equipment and 

transport material sectors absorb the far greater part of foreign investment 

in the manufacturing industry. '11lese sectors also represent major market and 

employment shares. In the electric material sub-sector, foreign capital 

accounted for two-thirds of employment and for more than two-thirds of the 

gross production value. Host foreign enterprises in Portugal are strongly 

export·-oriented, as Table 9 shows - in two other countries of Southern Europe, 

Spain and Greece, 90 per cent of production found its way to the home market 

in 1974 and 1977, respectively. 'Dle exceptions are food, beverages and 
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Table 9: Foreign enter2rises in the manufacturing indust!I -
some indicator.3 

(per cent) 

Percentage Percentage 
Number of total Import of 

Sectors Employment of foreign Ex2ort + total 
enter- direct sales ex2ort sectoral 
prises investment sales sales 

Food, beverages 6.2 34 6.8 10.9 21.8 18.4 
and tobacco 

Textiles, clothing 14.4 49 3.2 48.2 69.4 8.2 
and leather 

Wood and cork 1.5 10 0.6 49.8 56.7 1.1 

Paper and graphic 5.5 15 7.9 43.2 54.6 7.6 
arts 

Chemical products 18.8 68 13.2 9.1 39.3 22.6 

Non-metallic 4.8 7 2.4 2.3 6.8 4.0 
minerals 

Basic metallur- 4.0 5 2.3 38.6 59.3 5.2 
gical industries 

Metal products, 
machint:s, equip-
ment and trans-
port material 43.4 47 12.9 39.7 77.9 32.1 

Other manufac-
tu ring 
industries 1.1 4 0.2 7.7 44.5 0.5 

Manufac-
tu ring 
industry 100.0 240 49.5 26.8 52.0 100.0 

Source; Institute do lnvestimento Estrangeiro. 
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tobai:co. chemicals. non-metallic ainerals and 91other91 
.. nufacturing 

indus- tries. It should be pointed out that. as a consequence of EFTA-

aellbership. the eZpOrt intensity of foreign direct investaent in the 

aanufacturinst industry trebled after 1960 (0.38 41tainst 0.12); interes~instly. 

the export covering .. rgin of foreign enterprise i11pe>rts also trebled after 

1960 (1.2 against 0.4). 

Finally, a fev points of c0111parison between foreign and national 

enterprises. Multinational groups ovn a large number of the principal foreign 

enterprises. which strengthens the position of the latter vis-a-vis national 

enterprises. Fra. the point ot view of eaployaent. foreign enterprises in the 

aanufacturing ir-"ustry (~ in general) are on average alaost 10 tiaes big~er 

than Portuguese enterprises (334 against 36 eaployees). If only the 

enterprises with at least ten employees are considered. the proportion is 

approximately 5:1 (356 against 73). Productivity levels of foreiRn industries 

are generally higher than those in national enterprises. owing to better 

management techniques and the availability of more sophisticated equipment and 

technol0tties. Wa~es are also higher than the national average. above all in 

sectors with a relatively tigh labour qualification. such as metal products, 

machines. equipment and transport equipment. chemicals. and paper and graphic 

arts. In these sectors• averaste foreign enterprise wages are 1.6, 1.3 and 1.5 

times as high, respectively, as in those PortURuese firms. 

2.4 Location of foreign industrial enterprises 

Foreign firms locate where external economies can be realized in the 

market or as a consequence of a~laneration. This has resulted in the 

following spatial pattern (cf. Table 10). 
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Table 10: Distribution of foreign direct inv~stment and 

comeanI caeital bI district (1983) 

(per cent) 

Foreign Company 
direct capital 

Districts investment 

Aveiro 2.26 2.95 

Beja 1.93 2.34 

Braga 1.39 1.69 

Bragan'ia 

Castelo Branco 0.68 0.55 

Coimbra 5.42 5.31 

Evora 0.59 0.43 

Faro 2.06 1.52 

Guarda 0.15 0.10 

Leiria 0.30 0.33 

Lisbon 11.10 68.46 

Portalegre 1.86 J.33 

Oporto 8.24 i; .43 

Santa rem 0.74 0.67 

Setubal 2. 71 4.44 

Viana Do Castelo 0.40 0.28 

Via Real 0.17 0.17 

Vis bu 

Total, Portuguese 
mainland 100.00 100.00 

Angra Do Heroismo 0.87 0.60 

Funchal 69.80 67.47 

Horta 

Pont a Delgada 29.)) 31.93 

Total, Islands 100.00 100.00 

Source: lnstituto do lnvestimento Estrangeiro. 
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Four-fifths of foreign establishments and of total capital investment 
are concentrated in Lisbon, Oporto and Setubal~ 

More than 90 per cent and 85 per cent, respectively, of enterprises and 
investment are found in these three dist=ics plus Aveiro and Braga~ 

Foreign firms are only represented in the modern industrial sectors in 
Aveiro, Braga, Evora, Faro, Lisbon, Oporto, Santarem, Viana do Castelo 
and Viseu. 

Altogether foreign investment is spatially highly concentrated, higher 

even than productive activity in general, thus reinforcing regional 

imbalances. In certain districts, foreign capital has dynamized industrial 

activity, e.g. by raising labour productivity. In others, any industrial 

activity deserving the naae is carried out by foreign firms. Examples can be 

found in Portalegre (synthetic fibres), Coi.mbra (paper pulp, glass) and 

Castelo Branco (mining). 

3. Brief analysis of the influence of foreign investment lll Portugal 

3.1 lbe internati'Onalization of the Portuguese economy and foreign investment 

lbough Portugal has offered the foreign investor conditions which were 

as profitable as those of well-known fiscal havens (Liechtenstein, Panama, the 

Bahama Islands, etc.), the results for the Portuguese economy were 

disappointing until the beginning of the 70s. 

Portugal had much to offer~ uncommonly low wages, extensive internal 

protection (restricted access to industrial activity by competing firms) and 

extPrnal protection (by PortugJese import duties), cheap credit, exceptional 

gee ;>hie location, absence of severe administrat,:ve checks on profit 

repatriation, socio-political sta'>ility, access to the resources and markets 

of Portugal's African colonies, etc. But these hardly attracted foreign 

investors before Portugal became a member of EFTA, in the early 1960s. 'Ibis 

leads to the conclusion that the principal motives for relocating enterprises 

in Portugal were less related to the attractions of the country than to 

specific firm strategies, especially in response to competing investment. 

lbough foreign establishments are not strategically relevant for the groups to 

which they belong - few of them contribute more than 5 per cent of the total 
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sales of theiL respective firms - those established in Portugal belong, to a 

significant extent, to companies which are classified among the top 1,000 in 

the entire world. 

l1le internationalization of the Portuguese economy gained momentua after 

1960. l1le country was stimulated to become a aeaber of EFTA and to open 

itself to foreign influence mainly because the spin-offs of the import 

substitution policy were exhausted and because international support for the 

continuation of the colonial war was needed. Ihe growth of foreign investaent 

following Portugal's entry into the EFTA played an incontestably i.aportant 

?8rt in the export boom of manufactured goods of the 1960s. But foreign 

investment did not transform the Portuguese econ<>11ic systea. It mainly wished 

to profit as much as possible from the most important comparative advantages 

offered by the country~ the availability of unqualified and semi-qualified 

labour and particularly low wage costs. Ihe country converted itself into a 

kind of entrepot where industrial operations were carried out whose added 

value exceeded wage costs only marginally (e.g. in the clothing and 

electronics industries) and which did not contribute much towards improving 

the industrial structure. Although this was mainly a problem of the sectors 

with low capital intensity and low labour qualification, even the so-called 

modern foreign enterprises working with highly qualified labour showed no 

signs of assimilation and technological diffusion on a national level. Ry the 

1980s, foreign capital played a significant role in the following sectors~ 

In terms of employment: 

rubber, chemicals and transport equipment (approximately 25 per cent of 
total employment in each of the sectors mentioned); 

mining (about 40 per cent); 

electric material (about 65 per cent); 

In terms of production~ 

transport equipment (about 30 per cent); 

rubber (45 per cent); 

mining (about 50 per cent); 

electric material (about 70 per cent). 
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3.2 No structural iaprovement through foreign invest.aent 

The first part of this essay shoved that the Portuguese industrial 

systea is strongly dependent on external influences - with a pronounced 

dependence on foreign equipaent goods and upstream inputs. Specialization is 

based on products for which deaand is decreasing on a world scale, the (direct 

and indirect) import content of Portuguese exports is particularly high and 

regional discrepancies conetitute an extra burden for the development of the 

country. Foreign invest•ent has aggravated the imbalanced structure of the 

economy. Due to the liaited home market, it has few opportunities to realize 

scale economies, which partly explains its outvar~ orientation. An efficient 

and selective import-substitution policy, which aight have improved the 

industrial processing of national resources, does not exist. With few 

exceptions, raw materials are exported for processing, which limits the 

benefits to Portugal. 'nlis export orientation could have had positive 

effects, but it would have required an entrepreneurial policy of 

differentiation and diversification of Portuguese exports. 

An analysis of the technical and technological spin-offs of foreign 

investment shows that firms working with foreign capital have in general 

contributed modestly to total research and development expenses, which in 

Portugal represented only 0.34 per cent of the gross domestic product in 

1980. On the other hand, expatriate firms are responsible for the greater 

part of transfers to foreign cJuntries - data for the food, beverages and 

tobacco, of textiles, clothing and leather, chemicals and basic metallurgy 

sectors are revealing. (Table 11). 

Given the export orientation of foreign investment and its promi~ent 

presence in labour-intensive sectors, it is not easy to foresee a situation in 

which location decisions will no longer privilege the coastal zones and, in 

particular, the densely populated urban areas of L:sbon and of Oporto. Apart 

from port facilities and the prescence of abundant qualified and unqualified 

labour, factors such as the proximity to major decision makers (national 

administration, banks, etc.), urban markets and the quality of infrastructure 

(the beat in the country) have reinforced the tendency of forQign investmt:nt 

to concentrate there. In large areas of the north and in the interior of the 

country, foreign investment is practically absent. 



Table 11: Exeenses for research and develoement and transfer ealments in the manufacturing industrl! 1980 

Exeenses for research and develoement Transfer ea~ments 
Variables Enterprises Enterprises 

Nat icma 1 with fore!y" National with foreai,.gn 
entererises caeital- Total entererises caeital- Total 

1,000 % tc 1,000 'Y. to 1,000 'Y. to 1,000 "I. to 1,000 % to 1,000 % to 
Sectors Escudos total Escudos total Escudos total Escudos total Escudos total Escudos total 

Food, beverages 
and tobacco 21,050.5 68.8 8,981.2 29.4 30,577.7 3.5 66,267.0 19.5 236,918.0 69.8 339,473.0 9.7 

Textile, clothing 
and leather 255,657.0 98.8 - - 27,937.0 3.2 60,215.0 54.4 47,276.0 42.7 110,688.0 3.2 

Wood and cork 2,750.0 100.0 - - 2,750.0 0.3 2,222.0 83.7 443.0 16.3 2,665.0 o.o 

Paper and graphic ,,. 
120.0 o.o 7,687.0 98.5 7,807.0 0.9 79,804.0 44.9 95,203.0 53.6 177 ,580.0 5. 1 ~ arts " 

Chemicals 319,975.7 88.1 39,930.2 10.9 363,263.9 42.1 724,206.0 45.1 710,567 .o 44.3 1,604,196.0 46.0 

Non-metallic 
minerals 28,263 94.0 - o.o 30,062.0 3.5 61,648.0 77.3 772.0 1.0 79,756.0 2.3 

Basic metallurgy 68,934.0 94.9 3,662.0 5. 1 71,796.0 8.3 113,652.0 50.2 101,134.0 44.7 226,317.0 6.5 

Metal products, 
machines, 
equipment, 
transport material 170,328.3 51.8 138,937.0 42.3 328,337.3 38.0 178,500.0 19.6 627,946.0 68.9 911,878 26.1 

Other manufacturing 
industries - o.o 634.0 100.0 634.0 o.o 4, 742.0 12.8 32,389.0 87.2 37 ,131.0 1.0 

Total 636,278.5 73.7 199,831.4 23.2 863,164.9 100.0 1,291,256.0 37.0 1,852,648.0 53.1 3,489,648.0 100.0 

--
!1 Enterpri3cS in which foreign capital participates for more than 50 per cent. 

Source: Instituto Damiao de Gois, op. cit. 
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Labour availability. especially the availability of female labour. and 

low wages became major location factors after the adhesion to EFT~; the 

electronics and clothing industries are outstanding examples. Typical 

locations were the rural outskirts of Lisbon and of Oporto, where alternative 

employment for women was absent; heavy industry concentrated in certain areas 

for identical reasons. 

In some municipalities foreign investment resulted in the first 

industrial activities beside cottage industry. In these cases modern plants 

were virtual "islands" in a predominantly rural environment, having almost no 

relation to other economic activities in the area. The only positive aspect 

was the improvement of i&1eomes through wage labour. The economic crisis 

strongly affected these industries; a number of plants had to be closed down. 

4. Development. European integration and foreign investment 

4.1 Recent developments in international investments 

The structural crisis of the 1970s significantly altered the flows and 

orientation of internaticruil foreign investment. The dominance of US 

transnationals was partly reduced in favour, mainly, of transnationals based 

in the FRG and Japan. 

Yet, some classical tendencies in the orientation of foreign investment 

have been confirmed: 

There is an accentuated tendency in developed countries to invest among 
themselves; 

the manufacturing industry is still the favourite sector for foreign 
investment; 

international trade to a growing extent takes place within 
transnationals, between their various branches. 

Inter-European development and it:ttegrat ion have not been enhanced during 

the present crisis - heterogeneous national policies prevent co-operation 

which would strengthen the competitiveness of European industry as a whole in 

the new technological era. One could even envisage a new international 
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Table 12: Main participants in world direct investment 
(percentage) 

1967 1973 1980 

u~ 54 51 40 
United Kingdom 17 14 14 
Federal Republic ~~~~ 3 6 9 
Japan 1 5 8 
Switzerland 5 6 7 
France 6 4 5 
Canada 4 4 4 
Netherland~ 2 3 4 

Source: Centre d'Etudes Prospectives et d'Informations 
Internationales, 1983. 

division of labour dominated by a US-Japanese partnership, based on the 

technological leadership of these countries, which would more or less reduce 

European economies to the role of subcontractors of US and Japanese firms. 

4.2 Portuguese industrial development and foreign investment 

It is against this background that the future role of toreign investment 

in Portugal must be judged. Much depends on what European unity will achieve 

and on the tormulation and application of an adequate strategy of industrial 

development. Portugal is a candidate for admission to the EEC, and its 

economic policy will have to focus on Portugal's adaptation to the new 

developments in the international economy. In the middle of the 1980s, the 

Portuguese productive system still presents marked vulnerabilities which, 

unless overcome, will reinforce its subaltern position in the new 

international hierarchy emerging from the technological revolution. 

The process of structural adaptation and of industrial development will 

have to be designed, organized and applied within the framework of a long-term 

development strate~y, which aims at a coherent productive system. Portugal's 

EEC membership and the establishment of a niche in the current redefinition 

process of the international division of labour will require an increased 

mobilization of the country's resources and, consequently, the definition and 
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application of a new investment policy which privileges the formation of human 

capital and research and develcoment. But science and technology are at a low 

level and the system of professional training is inadequate. National savings 

are too low to finance the transition. This means that foreign investment 

will have to play an important role in the development and modernization of 

the country. 

The restricted home market will naturally continue to be a handicap for 

foreign investment. But with Port~al's admission to the EFJ: a large external 

market can be tapped and investors may be attracted by opportunities in 

Portuguese industrial sectors having a high export intensity. The country, 

however, will only benefit from such investments if the competitivity of 

Portuguese products will no longer be based on cheap labour. New production 

methods and conditions will in the future radically alter the profitability of 

lo~skill labour intensive industries. It is therefore a~solutely necessary 

that concentrated efforts should be made so as to promote gra~ually but firmly 

industrial activities based on high technical and technol~ical levels and 

qualifications. 

What kind of role could foreign investment play in regional development 

policy? The location of new foreign investments ought to be considered 

jointly with the location of indigenous economic activities and a reigonal 

policy. But it is certain that a continued export orientation of these 

investments will keep favouring locations with a high accessibility to the 

international markets. Portugal's EFJ: membership will not significantly 

change this pattern - at least not in the short or medium run. Support from 

the European Fund for Regional Development and adaptation to the regional 

policy of the Community should however make resources available for economic 

activities and infrastructPre in the least developed regions. Lack of 

experience will no doubt be an initial handicap, but only t'ae implementation 

of an effective regional policy which concentrates on prov .ding a good 

infrastructure in marginal regions will make these areas sufficiently 

attractive for investors and only in that case will foreign investment 

contribute to a better economic structure in Portugal. 
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Districts 

1 Viana do Castelo 

2 Braga 

3 - Vila P.eal 

4 - Braganca 

5 - Porto 

6 Aveiro 

7 - Viseu 

8 - Guarda 

9 Coimbra 

10 Castelo Branco 

11 - Leiria 

12 - Santarem 

13 Portalegre 

14 - Lisboa 

Se tubal 

- :evora 

17 - Beja 

18 - Faro 
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1. Introduction 

The international division of labour which followed the 19th century 

industrial revolution in the advanced countries turned the less developed 

countries (LDCs) into exporters of primary products and raw materials while 

they became importers of finished manufactured si:oods from the developed 

countries. However, within the last few decades, particularly with the 

attainment of political independence, many of these LDCs have attempted to 

break out of this international division of labour by embarkins: on an 

industrialization campaistn based largely on import substitution. The main 

factor which stimulated these countries to industrialize was the vulnerability 

of any economy based on one or two principal e:xport products (as is the case 

in many of these countries). Where such a principal export product is 

a~ricultural the economy is elq>osed to the vicissitudes of ~oth climate and 

market over which the government ~s no control. Similarly, international 

market conditions for mineral products can adversely affect the economy of a 

country that relies solely on the export of an extractive commodity. The 

recent oil dut on the world market and its devastating impact e:1 the Nigerian 

economy is a case in point. 

An import substitution strategy initially emphasizes the "final st~e" 

production of man~factured goods with the ultimate ~oal of domestic production 

of incermediate and finally basic industrial goods. This approach has the 

potential of stimulating domestic agriculture through backward linkages from 

secondary to prim ... ry production. There are however a number of 

prerequisites. These include the existence of a number of "final stage" 

establishments, vhose demand is large eno~h to :it imulate the emergence of 

intermediate and basic industries. Secondly, there should be a growth ~n 

capital formation resulting from re-investment of profits accruing from 

activities in the final sta~e industries. Thirdly, there is the need for 

improved efficiency and productivity of labour, while fourthly, export must 

continue to rise (Mab~unje, 1971). 

In many less developed countries there have been difficulties in meeting 

all the abmre prerequisites. The problems have emanated mostly from the fact 

that the bulk of the capital, raw material and skilled labour needed for 
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industrialization have had to be secured from outsid~ hese countries. and 

such factors as the Political situation in the recipient country. taxation. 

import duty relief. repatriation of profits and the n1.aber of exoatriate 

personnel allowed affect the voluae and the continuity of the capital and 

skilled labour supply. Again. if a substantial pr0portion of profits frOll 

i8'>ort-substitution is repatriated from the country. not much capital 

formation will take place. Similarly, if aost of the hi'h level personnel are 

recruited from foreign countries and stay for only limited periods the 

benefits in terms of efficiency and labour productivity will be limited. 

In this essay. we shall e1tamine the industrial policies ad0pted by 

Hi~eria and the impact of the import-substitution strategy on the structural 

and spatia::. pattern of aanufacturi~ activities and on developaent at the 

regional and local levels. Special attention is given to a case study of 

Kwara State. 

2. Industrial policies in Nigeria 

Prior to the late 1950s, when industrialization can be said to have begun 

in earnest in Nigeria. there was no deliberate effort to eocouraste industries 

in the CO\intry. In the colonial economic structure controlled by foreign 

trading enterprises, agriculture and trade were the major economic activities 

and provided the most significant connections of the Nigerian economy with the 

outside world. This situation changed in the late 1950s after the attainnent 

of self-~overnment by the souther:i half of the country. The indigenous 

~overnments, aware of the potential role of industries in devel0pin~ the 

economy and raisi~ the living standards of the p0pulation. embarked on a 

deliberate policy of encouraging the establishment of local industries. A 

series of policies were adapted to attract foreign private inve•tors, 

particularly those who could participate in mixed ventures with the various 

Nigerian governments. This trend became pronounced with thP- attainaent of 

political independence in 1960. The strat~ies adopted involve the use of 

fiscal and monetary policies and incentives, infrastructural support and 

indigenization of and ~overnaent participation in industri~s. 
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Fiscal palicies included the ~rantinR of pioneer status which coaes with 

a two to five year profit tu holiday, dependinst on the aaount of initial 

investaent. This was incoroorated in the Industrial Develooaent (Incoae Tax 

Relief) Act, 1958 aaended as Decree Ne. 22 of 1971. The 1971 aaendaent 

stipulates 80re conditions under which profit tax relief aay be ~ranted. 

Companies 1mst invest a certain aaount of capital, show si~ns of de-velooaent, 

use local raw aaterials, imoleaent realistic plans for staff trainin~ and 

aanpover developaent, particularly with respect to N~erian pen1onnel, and be 

iaportant nationally. Provision vas also aade for tax relief for small 

enterprises durinst the first six years of Gperation. Under the I.,ort Duties 

Relief Act (1957) a new or ezpandi~ fira can obtain total or partial relief 

froa import duties on raw materials imlP•">rted for use in aanufacturinst 

production. This aay be enjoyed for a period of up to ten years. This act 

was amended under the Approved Users Scheae of 1964. Under this scheae a 

..anufacturiQR firm may import certain raw aaterials completely free of import 

duty or with hi~h concession on duty. The Customs (Drav-Back) ~ulation and 

Doaped and Subsidized Goods Act, 19.58, were des~ned to encour~e the 

development and expansion of manufac turi Ult industries in N~eria. Other 

financial incentives were provisions for accelerated depreciation on capital 

investment and tariff protection and the ~uarantee of unrestricted 

repatriation of profits and dividends. Monetary policies and incentives 

included the establishment of financial institutions such as the N~erian 

Industrial Develapment Bank (NIDB), The Federal Loans Board (FLB), and the 

Ni~erian Bank for Commerce and Industries. 'nle latter tends to Gperate as an 

industrial promoter rather than a bank, and is moribund as a consequence of 

~rantinst loans on political rather than commercial ~rounds. Infrastructural 

develovment has backed up financial and monetary policies. Huch was done to 

imorove the electricity and water supply, ocean transport facilities and to 

provide modern road facilities, industrial estates and industrial sites. 

In order to increase the retention of profits, increase the net 

contribution of manufacturi~ to the national economy and reduce the dan~er of 

excessive dependence on forei~n investment, the Ni~erian indi~enization policy 

was formulated. The Ni~erian Enterprises Promotion Decree was pr0111Ul~ated in 

1972. Subsequent amendments in 1973, 1974 and 1977 reflect cha~es in 

~overnment Policy resultin~ from experiences in imolementin~ the Decree. 
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Briefly, it catestorizes enterprises which are reserved exclusively for 

H~erians (40 unufacturinit types by 1977), those that aust haw at least 

60 per cent equity particioation by N~erians (57 .. nufacturing tyPes by 1977) 

and those in which N~erians must have at least 40 oer cent participation 

(39 by 1977). In addition, actual stovenment capital exoenditure on 

industries increased froa about H60 aillion in 1962-68 to approxiaately to 

H2,569,667 aillion!/ in 1975-1980. 

No doubt 1toveTI11Bent industrial Policy aeasures have streat ly facilitated 

the diversification and ezo,ansion of the H~erian aanufacturiog sector. By 

1978, 93 per cent Cl, 120 out of 1, 200) of the enterprises affected by the 

Niiterian Enterorises Promotion Decree had c~lied. An esti.aated N350 aillion 

worth of shares were sold in the process of comoliance with the Decree. But, 

despite the chaotte in ownership pattern, aost enterprises in the aanufacturinst 

sector are still heavily deoendent on forei.itn technol0stY sources. 

3. Structural and spatial changes in aanufacturing 

In 1958, about half of the production of the manufacturinst sector 

consisted of semi-processed raw materials des~nated for exoort. The main 

industries were palm oil processinst, rubber crepinst, saw milli~ and veneer 

production. The products which accounted for the remaininit half were produced 

by infant industries. By 1967, value added generated by upgradinst 

astricultural and forest products had fallen considerably in relative terms, 

accountiott for leas than 25 per cent of the value of the total output in the 

manufacturinit sector. Other manufacturing activities accounted for the rest. 

These included cement, building materials, metal products. textiles, shoes, 

beer and soft drinks, soap and detergents and the like. An increasing 

proportion of the final consumer goods was beiDlt produced locally rather than 

imported. By 1978, the range of manufacturin1t activities in N~eria had 

expanded to cover 54 industry stroups (Table 1). There were 1,066 

establishaents emoloying 306,275 pee>ple. Total gross output was N4,908.4 

million and value added was N2,261.7 million. These f~ures compare 

favourably with those of 1963 which were 649 establishments, 65,798 employees, 

!/ At the time of the survey 1 Naira (Nigeria) • $US1.57. 
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Table 1: Nanufacturlna Activities la Riaeria, 1971 

ISIC Number of Number 
Code Industry establishments employed 

311 lleat products 
3112 Dairy products 
3113 fnalt cannlna etc. 
]115 Vegetable oll •llll"& 
3116 Crain •ill products 
3117 Bakery products 
3111 Sugar ref lnery 
llt• Cocoa, chocolate 
3122 Miscellaneous food preparations 
llll Splrlt distillery and beer 
3134 Soft drinks and tobacco 
3211 Splnnlaa, weaving and iiniskina textiles 
3212 Made-up tecyile goods (wearing apparel) 
3213 ~niJting aills 
32141, Carpets, rugs 
l2t5J Cordage, etc. 
3220 Wearing apparel 
3231 Tannery and leather finishing 
3233 Travel goods 
3240 Leather footwear 
33101 Wood and cork 
llllj Sav •tiling 
]]19 Other vood and cork products 
3320 Wooden fixtures and furniture 
34ll}Pulp, paper and 
3412 Paper boar , etc. 
3419 Other paper products 
3420 Printing and publishing 
35ll}lasic industrial che8Clals 
3512 Fertilizers, etc. 
3521 Paints, varnishes, lacquers 
3522 Drugs and medicines 
3523 Soap, perfume, etc. 
3529}0ther chemical 
3540 Products, petroleum and coal products 
3551 Tyres and tubes 
3559 Other rubber products 
3560 Plastic products 
3610 Pottery, china, etc. 
3620 Class products 
3691 Bricks and tiles 
3692 Cement, lime and plaster 
3710 Concrete prooucts 
3720} Iron and steel 
3810 Metals 
3111 Cutlery, handtools, etc. 
3812 Metal furniture and fixtures 
3813 Structural 11etal pruducts 

4 
6 
3 

32 
10 

123 
3 

12 
5 
I 
7 

49 
11 

6 

6 

21 
10 
10 
13 

120 

6 
82 

16 

10 
61 

11 

6 
12 
19 

10 

3 
23 
31 

3 
9 

28 
10 
41 
9 
6 

10 
31 
36 
38 

4 

3819 farbicated metal products 
3822}Agricultural aachinery and equipaient 
3823 Metal and wood working .. chinery 
3884 Industrial 11achlnery and equipment 8 
3829 Machinery and equipment except electrical 7 
3832 Radio, television and coanunication equipment 5 
38)) Household electric apparatus 3 
31139 J.lectrlc•l •rper.cu11 and ourrltas 8 
)841 Ship building and repairing 7 
3843 Motor vehicle assembly 
3844 Motorcycles and bicycles 
3909 Miscellaneous products 

Total 

10 
3 

l4 
1,066 

1,798 
1,573 

492 
21,aaa 
1,347 
1,997 
5,207 
5,598 
1,394 
9,080 
7 ,135 

63,374 
16,501 

2,409 

2,466 

1,105 
1,436 
1,331 
4,931 

10,154 

901 
10,452 

4,367 

2,808 
1,079 

2,007 

l ,638 
2,615 

10,331 

4,074 

3,'H4 
1,642 
8,:-n 

216 
1,912 
2,610 
5,912 
7,032 
1,846 
2,199 

965 
6,524 

13,657 
10, 168 

211 

1,203 
4,304 
1,215 

648 
2,3111 
1, 159 
2,978 

869 
97S 

306,275 

Croas 
output 

Value 
added 

la I thousands 

70,314 
111,733 

711 
12,179 
56,129 
10, 120 
64,196 
97,798 

149,239 
345,218 
102,545 
513 ,107 
130,499 
42,954 

14,605 

12 ,872 
24,506 

7,229 
49,641 

49,222 

4,217 
89,314 

10,036 

55,224 
69,821 

46,105 

57,802 
90,294 

379,676 

312,049 

86 r 737 
65,169 

116 ,611 
l ,276 

23,394 
9,337 

59,587 
121,100 

37 ,430 
90,451 
14,t.65 
?S,941 

241 ,973 
166,487 

1,873 

12,785 
112. 776 
48,669 
18,324 
56 ,l·39 
6,112 

330,441 
75,768 
13,642 

4,908,419 

56,224 
27,701 

]4] 
32,903 
22,526 
46,144 
24,744 
43,333 
71,177 

262,530 
59,822 

240,647 
62,393 
15,769 

4,561 

4,615 
10,920 
1,930 

29,985 

30,8287 

2,132 
44,777 

37,528 

21,668 
36,326 

20,369 

24,830 
59,551 

140,997 

141,156 

38, 718 
24,316 
41,142 

739 
13,905 
4,552 

33 ,157 
78,007 
24,758 
41,533 
6,124 

31,001 
84,844 
52. 562 

1,183 

4, 765 
67,022 
20,514 
8,328 

11 ,4B~ 
3,410 

41,011 
)) '523 
6,585 

2,261,709 

federal Office of Statistics: Industrial Survey of Nigeria 1975-1978, LaP.01, 
1982. 
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Fig. 1: The spatial pattern of manufacturing in ~igeria, 1962 
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Fig. 2: The spatial pattern ~f manufacturing in Nigeria, 1973 
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a gross output of Nl36,7 and a value added of N54 1 9 aillion. Manufacturing 

alone experienced a 12.2 per cent coapound rate of growth between 1962/63 and 

19l2/73. Between 1975/76 and 1979/80 1 the growth rate of the manufacturing 

sector was 18.l per cent per annua. 

Significant changes have also occurred in the spatial pattern of 

manufacturing activities in Nigeria. In 1962 1 the bulk of such activities in 

Nigeria were located south of the river Niger with only Kano, Jos and Zaria 

having any substantial activity north of the river. However, by 1973 1 the 

activity had diffused to a auch wider spatial extent (Fig. l and 2). This has 

been the result of a deliberate governaent policy of industrial dispersal as 

well as the active encourageaent of aanufacturing activities by each of the 19 

state governaents created since 1967. 

4. Case Study: Kvara State (see Fig. 3 and 4) 

As an example of the trend in spatial patterns of economic and especially 

man~facturing activities, Kvara State is analyzed in greater detail. Kvara 

State was created out of the old northern region in 1967 and Ilorin became its 

C3pital. The state incorporates part of what is known as the Nigerian aiddle 

belt which is typically an underdeveloped area. It has an area of 

60,388 sq.km. In 1963 its population was 1.7 million, the 1980 projection was 

2,898,552, based on a population growth rate of 5 per cent and 2.5 per cent 

for urban and rural ar~ ~ respectively. 

The first (1970-1974) Kwara State Development Plan succeeded in laying 

the political and administrative infrastructure for the state. The second 

State Development Plan (1975-1980) had among its objectives the promotion of 

labour-intensive industries as well as promoting the development of agro-based 

industries. However, the 1981-1985 Kwa~a State Development Programme declared 

that during the previous plan period, the state failed to achieve a 

significant rate of expansion in the manufacturing sector despite its many 

agricultural and natural resources. Among the reasons adduced for this low 

performance were the shortcomings of such essential infrastructure as the 

electricity and water supply and the road network; shortage of financial 

resources; the dwindling productivity in the agricultural sector and delays 

in the production of feasibility studies of projects earmarked for 
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iapleaentation. The 1981-1985 Kwara State Development Plan addresses some of 

these problems. The policies and objectives of the state in the 1981-1985 

Plan relevant to this study include the establishment of at least one industry 

in each of the 12 Local Government Areas (LGAs), the promotion of agro-based 

industries, priority to labour intensive industries and encouraging indigenous 

participation in industrial investments. 

In September 1982, a field survey was conducted in Kwara State with the 

assistance of undergraduates. One student was assigned to each of the 11 LGAs 

while 6 students were assigned for the survey in Ilorin LGA. In each LGA the 

headquarters as well as the next two important settlements in terms of 

population and economic activities were included in the survey. The only 

exception was the Ilorin LGA which is the city itself. The survey lasted for 

one month. Two sets of questionnaires were used - one for management and the 

other one for the workers. The management questionnaire sought, among other 

things, information on establishment ownership, the number of employees, 

initial capital and present value of the establishm~.·t, input sources and 

destination of output, expenditures on salaries and local purchases per 

month. The workers' questionnaire sought from each employee information on 

age, origins, income, previous employment(s), ed1.cational status, home 

remittances (if any), skills learned on the job, etc. All oanufacturing 

establishments employing 5 or more people were surveyed. 

A general review of the state's industrial structure is given in 

Table 2. Note that in 1962, only Ilorin had any manufacturing establishment 

that employed 10 people and above. However, by 1982, such establishments were 

recorded in 9 of the 12 LGAs. If we consider establishments employing 

5 people and above, 11 of the LGAs had manufacturing establishments. Although 

this confirms a diffusion of activity to a much wider area since 1962 thP.re is 

still a concentration in the stat~ capital - Ilorin: it accounts for 29.3 per 

cent of the total establishments. This may be explained by a number of 

factors. Every state government in Nigeria has adopted a deliberate policy of 

modernizing its state capital by upgrading infrastructure such as electricity 

and water supply and transportation, which attracts firms. Locating in the 

state capital also has the advantage of being close to the decision-making 

machinery of the state. The existence of a high number of salaried workers in 

the state capital increases effective demand and provides an adequate 

threshold population for many manufacturing activities. 
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Fig. 3: KW ARA STATE OF NIGERIA 
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Fig. 4: The spatial pattern o~ manufacturing activities in Kwara State, 1982 



Table 2: Manufacturing Establishments In Kwara State according to local government areas 

No. 
Surveled 9 13 I 7 54 I 7 30 4 I 7 12 I 7 13 
No. gual !fl I ) 7 )9 - 20 2 17 15 9 6 

Nature Local government 
ISIC of 
code activity Area c 

" ... c c ... .. 
00 .. I :> I :J . .. 0 .c c .. .. " 0 ..... ..... 00 .. .. .. 

~ ~ 0 ... - .... 0 ~ g_ ,9 ~ l!!! l!!! "" ... ... --
3117 llakery I - 5 4( I) - 4 - 10(2) 4( 2) 2(2) -
3121 Hise. food preparation - 1 (I) 2(2) 2 - 1(1) - 3 - - 1(1) 
3133 lleer and stout - - - - - - - - - - -
3134 Soft drinks and carbonated waters - - - I - - - - - - -
3140 Tobacco products - - - I - - - - - - -
3211 Spinning, weaving and finishing 

textiles - - - I - - - - 5 - -
3212 Hade up textile goods ex~ept 

wearing apparel - - - - - 1 - - - I (I) -
3311 Sa-tiling - - - 5(3) - 4 I - - - I 
3320 Furniture and joinery - - - 4( I) - 2( l) - - - 2(1) I 
3420 Printing, publishing and allied 

Industries - I - I (I) - - - 1(1) \(IJ - I (I) 
3691 Structural clay products - - - 17(15) - 5(5) - 1(1) 2( 2) 2(1) I (I) 
3813 Structural metal products - - - 2(2) - 2( 2) I 2 2 I I (I) 
3909 Industries not otherwise 

classified - I - I - 1(1) 2 - - I -
4240 Footwear - - - - - - - - - I -

Total I 3 7 39 - 20 4 I 7 15 9 6 

't t >ta 0.8 2.2 5.3 29.3 - 15.0 3.0 12 .8 11. 2 6.7 4.5 

Source: Author's fieldwork, Sept~mber 1982. 

Figures In brackets relate to the number of establishments employing 10 people and above. 
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Apart from actively promoting medium and small scale establishments, the 

state government has embarked on direct investment in industrial activities. 

Among such enterprises are the Kwara Brewery Ltd., which was established in 

1979 • the Jakura Marble Industry and the Kwara Paper Converter Ltd.• to 

mention but a few. Table 3 gives a selection of establishments from 6 LGAs. 

The establishments ra~e from Slllall-scale bakery enterprises through 

medium-size plants such as the Tate and Lyle (N~eria) Ltd., to a la~e scale 

establishment - the N~erian S~ar Company Ltd. Similarly, ownership ra~es 

from so le proprietorship to partnership with the itovermaent or fore~n 

interests to sole go•1ernment owner.-hip. Initial capital varies from N3;4oO 

for a bakery to N9.5 million for Kwara Commercial Metal and Chemical 

Industries Ltd. Many of these establishments rely in varyi~ deitrees on 

imported raw materials (Table 3). An i..,ortant problem facinit many of the 

manufacturi111t establishments in Nigeria today is the difficulty of securi~ 

imported raw materials due to Federal GoverBDent restrictions on i..,orts 

consequent upon foreign exchaDlte difficulties. 

4.1 Impact of industrial activi~ 

The impact of industrial activity in the state is analyzed in terms of 

backward and forward linkaites (within and outside the industriaJ sector) and 

in terms of employment (Table 3). Manufac turiDlt activities only have a 

develoJ)lllent effect on the areas surrounding their locations when they have 

adequate multiplier effects within and outside their own economic eector. A 

look at table 2 reveals that almost two thirds (65.5 per cent) of the 

establishments in the state are geared towards the production of food and 

shelter. Thirty-two point two per cent produce food and bever~es for final 

consu..,tion while bakery alone accounted for 23.3 per cent. Another 22.5 per 

cent of the establishments produce structural clay products for the 

construction industry, while another 9.8 per cent are classified as furniture 

and joinery. 

It was found that most of the establishments had no backward linkages 

with other establishments located within their areas. In Moro I.GA for 

example, 56 per cent of the establishments were bakeries, which obtained their 

raw materials from Ilorin (115 km away) and also from Jebba within the same 
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'Dible ); Select8d IW!uf..:turlnq ~I .._. State 

. ... . . " :: c .. c c 
~ . . ... w ; > ; ... 0 • o-

0 ... . 
~ ; w • 

-:: a. ... ~- > ,._ 
~. ~ .! . 

~- . . 0 • u .. 0 ... .., ""- ..... .. . . . 0 .. 
0 • cw .. .. .. .... . 0 • c 

:! • 0 .. • w 0 w • . . . . ~ ... . . . .... oL .. "' 
c •• c • Ow ... . ! . . .. . *in 

Blbbl. Locatlar.~ : , c - ... .... . ... 0 .... 0 > ... ,. . . .... 0 ... . . ~ .. E •"' l'rdll91•1 % "'"' .. ... .. E "' > ... ..... _ 
lb*'- Ola lategi Pri ... te 9>la 1960 5 113,400 ID,COO !"lour, Il«in an.I lategi ll300/ n.a. n.a. D.tec:t.iw 
llE9d (till ~ ~ ftate ..... flour 

oocuianally 

Jdioa Wi - Pri- lld. 1969 12 lll,1'0 il7,560 Fiah Jl:ainji Piah - 11120/ n.•. n.a. Slor .... - dmm - ..... demllll 
(llar')ll) 

llilUllbo - Pri- Ltd. 19··~ I 111.,200 ... ooo Plain .W:ta Print.ml - ll205/ n.a. n.a. Iznqular 
Printing - PP"" *tt9r - ci-111 
lab 

OJarllm Bld.U Sole 1974 7 m,ooo .:1,000 na.r. llllciu, llEeK! llllc:iu 112511/ n.a. n.•. n.a. 
lllllmy (till Plqaimx ..... Il«in Bwbm ..... 
lliNa Erin-lit· 

--- Stata 
1982 100 115 n .. a. !elite Statiat- All 1125,000/ 11140,000 n.•. JMufficlmt 

l\oper (Oyun) Gtwt. 111.1. MXld- ~ cy ~-- Kllth flft!a 
oaa..rt.er t r..·r Ri.geria 
Ltd. pmper 

outed Ilorir Pri'Ullte Ltd. 1962 365 • n.a. n.a. Doportm Safety All 112.2 n.•. n.a. n.a. 
Match (Ilarinl &11. •ut.9 ,_. 1111. in 
O>. lll.geria 1981 

lliNa Il<rin Pri'Ullte Ltd. 1974 450 119.5 111.1.5 Bil~. Doportm nm All 114.l n.•. n.a. <Dpt..itim 
a-. (Ilarin) 111.l. 111.1. Cl:dlle- rada, owr ml. in f rca ilpxtad 

Mital ' p1at:ea flat' 111.geria 1981 rads, lack 
a-teal .,.re of.., 
In!. ad. rads •terlala, 

pawer tailun 

,_te. Ilorin 80• Nigeria 1964 500 112.5 115 1111. Grmiu- Lagam, ~ All 1115 1111. tl90. 000 n.a .. n .. a .. 
Lyle Ulorinl 20• Pbrei.911 ail. lat.ii n.:lm\ • cube. Clllllal' in 1981 
(ld.g.J ..... Birqie ~. Nigeria 
Ltd. -
-1 Ilori.n Pri'Ullte Lt.d. 1978 l,50C MC.5 115.2 Cold a..er.aa a-1 All JD. 7 n.a .. 112.S <Dptitim 
(111.g.l Ulori.nl llil. ail. Rolled - owr 1111. 1111. in f rca iloported 
Ltd. -1 Rigeria 1981 ~1 tiaiws, 

ct.eta, powr f•ilun 
-1 

ac:1da • 
Olddell 

Nigerian Jet*- .....i Gtwt. 1968 1,300 "··· n.•. Plllp, ewr... Staticn State n.a. 1167,000 n.•. 
l'llpm" (MDml chalcala -ery, Gtwt.' 
Mlll ODR\1- other 
Ltd. 911ted large 

pmpel' establ. 

111.CJlll'i.an Bid.ta ftlrtnenhip 1961 ),000 1110 11400-· ~ Q\ tJw Wu.d JmlCI .about Abaut n.•. DlplftaS 
a.r latul with Plldenl full- lldl. en the fttete -.r. Ilorln ll20 Id 1. 11583. 000 -.r ('.,. Q:wt. U..+ ..ute aola- l!adte 
Ltd. 2.000 !:8CJll-

part-
u.. 

Jalmra Idojll -n State 1968 190 111.05 12 ml. u-- Jakun lmbla Lagam, 1162,7771 n.a. n.•. 
*">l• (Jogi.J ll(Wt •• 3 1111. - and l'Ort· ..... 
llldustry other lligaricn ternao lllraiurt 

~-... lja'JbO ~ lltata 1979 427 114 1111. 110 ~ .... , ;:.1.1 n.a. n.•. n.•. 

~- l~I Q:wt. llll. -Ltd. lll'Jlrla 

• 1. 'ftli• caipny- initially -.iiu.r.s u • aocial mntoe . 

2. Ola •in (1111 at the U.. c4 the turwy in s.ptAllbm' 1H2 - U.S. fl.57. 

). n.a. • not awilable. 'ftw lOOll ~ Ar9• are in ~. 

!!l!!!:E!• Author'• field~, s.ptaar 1982. 



- 466 -

LG!\, but the flour purchased was manufactured either in ~os or Kano, using 

imported raw materials. The output consisted of final consumer products sold 

locally. Hence the llllltiolier effect of the activity was very limited. 

Similarly, in Oyun LGA, 25 per cent of all the establishnents were furniture 

firms, the raw materials for which mostly came from Ibadan, 250 km away and 

Ilorin, 50 km distant but in a different I.GA. Some material was obtained 

locally, but 33 per cent of the enterprises involved were sawmills whose raw 

materials came from the forest zone in Ondo state. The distance to the 

sources ranged from 150-200 km. Part of the production was sold locally, part 

of it was expon;ed to the state capital and to Okene, as well as to Zaria and 

Katsina in Kaduna State. 

While these 3re all small-scale, privately-owned establishments employing 

less than 40 peaple, the two most important, medium-scale establishments -

Kwara Paper Converter Ltd. (with 150 employees in 1982) and Kwara Breweries 

(employing ~27 peaple) - are owned by the state goverBDent. The latter was 

established in 1978 and ~he former in 1982; boch their establishment and 

their loration are the result of political decisions. The two plants depend 

heavil.v on it~orted raw materials obtained principally from Europe. Their 

output is sent to various parts of Nigeria. 

The Nigerian Sugar Company Limited which is located at Bacita provides a 

contrast to the above general trend. The company was planned as an inte~rated 

establishment with backward and for.,ard linkages. The principal input, 

sugarcane, is grow.1 on the estate where the factory is sited. In 1981/82 the 

c01111>any empJoyed 2,741 regular staff and an additional 1,511 people during the 

neak perioJ whfch ri0r.nally extends for six months a year. EXpenditure on 

wages and salaries per mo::tth was approximately N500,000 and could rise to 

Nl million per mor.th during the peak period. This reprr.sents a si~nificant 

financial injection ir.to the local economy. In 1981/82 the facto·:"'r produced 

about 300,vOO tons of granulated sugar, sold to different pa:· · r •• ~ria. 

Forty to sixty per cent of total factory output consisteJ of bai4.::. • .,;.; ~.aich was 

used 1s fuel by the factory. Five to ten per cent of the output consisted of 

filter cake (which ;_s currently not used) and another 5-:..c per cent of fir.er 

molasses used by the Nigeria Yeast and Alcohol Hanufacturin~ r , ,,~ ·,:w located 

inBacit<> 

N20 mj. 

In that year the value of the company 1 s output w., 
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On the whole, the majority of the establishments have no backward 

linka~es with other activities in their LGA, and as producers of final 

consumer goods they generate no forward linkai;;es with other activities. In 

consequence, most of these activities have limit~d multiplier effects on the 

local economy. 

An examination of the labour impact of the activities was also carried 

out. The focus was on the sourCf!S of labour in Ilorin LGA. Two hundred and 

forty-eight industrial employees in 18 establishments took part in the 

survey. Table 4 reveals that while 65 per cent of the eQ>loyees were already 

worki~ in the town before they were recruited only 22.2 per cent of them were 

indigenous to the town. Another 37.3 per cent have their home towns in other 

parts of the state. Altho~h none of the workers was of Lagos State origin, 

4.6 per cert of the workers were previously employed in that state before they 

movea to Ilorin. This indicates that emergi~ centres of manufacturing 

activities in Nigeria are succeeding in attracting labour from established 

core centres of national industrial activity such as Lagos. It also indicatea 

a positive impact of the decentralization policy of the Federal Govermient. 

An interesting feature is the proportion of Ghanaians (3.9 per cent) who were 

employed in the town. 

An analysis of the correlation between the size of p0pulation of the LGAs 

and the number of pe0ple eQ>loyed in manufacturing in each of them yields a 

Pearson correlation co-ef fie ient of 0 .6 2 which is significant at the 0 .05 

confidence level using Student's 't' test. 

The relatior.ship between the two variable~ was plotted on a scatter 

diagram (Fig. 5). The regression equation i• 

Y • 912 + 0 .t lx 

from which we deduce a ?Ositive relationship. 

This does not mean tlUtt given a specific papulation, a given number of 

people will be employed in manufacturing activit;.es~ other factors such as 

the local resource endowment, P.O?ernment policy, type of manufac turi~ 

activity, infra•tructuial facilities, etc., distort any direr.t relationship 
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Table 4: Place of Origin and Previous Town of Employment 
of Industrial Workers in Ilorin, Nigeria 

Home town Previous town of emploiment 

State/Town (As percentage of sampled workers) 

Ilorin 22.2 65.0 

Other parts of Kwara state 37.33 8.0 

Ondo state 6.5 3.0 

Ogun state 5.2 2.0 

Oyo state u.o 6.0 

Bendel state 3.9 0.5 

Imo state 3.2 

Sokoto.> state 2.0 1.5 

Kano state 0.65 2.0 

Anambra state 0.65 1.0 

Cros~ River state 0.65 

Niger state 0.65 0. 5 

Kaduna state 0.5 

Lagos state 4.6 

Gahana 3.9 4.6 

Total percentage Q9.8 99.2* 

Source: Author's fieldwork, 1982. 

* The total ~rcentage figure may not be exactly 100 because of rounding 
errors. 
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theoretically derived. But Ilorin 1 the state capital, vith the highest 

papulation amorut the LGAa 1 also has the greatest maber of employees in 

manufacturing activities. Bo~u. the I.GA vith the lowest n1.mber of people 

employed in mauufac turi~ ac ti vi ties ranks ele-venth (that is 1 next to the 

least populated I.GA) in terms of population size. A n1.1Dber of factors account 

for the relatively underdeveloped status of Bo~u I.GA. Amorut these are its 

peripheral location within the state relative to the state capital and other 

centres of modern de-velapment in the south, e.g. llorin, Oyun and lrepodun 

LGA, the ecological characteristics of the I.GA, located in the savanna belt, 

its poor infrastructural facilities and its relatively poor resourc~ endo~ent. 

5. Sumary and cone lusions 

This paper has a•ined the pattern of manufacturi~ activities in 

Nigeria vith a more detailed analysis of Kvara State. The national industrial 

policies adapted by the Federal Government are examir.ed as well as the impacts 

of these policies, particularly with regard to the decentralization of 

activities. It was found that \!bile areas of concentration still exist, 

especially around metropolitan L&god, manufacturing activities have diffused 

over a much wid~r area of the national territory since the attaiRDent of 

national independence. A similar pattern is noted with respect to Kwara 

State. Whereas in 1962, only the state capital I lorin had any ir.anufac turi~ 

establishment employi~ 10 people and above, by 1982, 9 of the 12 LGAs in the 

state had such est4blishments. Furthermore, the indigenization policy of the 

Federal Government has resulted in a ~reater involvemenl of N~erians in the 

ownership and management of manufacturing sctivities. Many of the enterprises 

are however still technol~ically dependent on foreign sources. 

The Kwara Ptate analysis reveals that most of the establishment• have no 

backward linkage effects on activities in their surrounding areas and have 

only very limited forward linkages: the majority of establi11hments ere ~eared 

towards findl consumption ar.d rely on raw materials iq,orted freon foreign 

countries or o~. inputs obtained from or.her stateJ in Nigeria. Dependeoce on 

foreign raw naterials makes these ePtablishments vulnerab!e in the present 

period of foreign exchange restrictions. Some of the establishments already 

face clcsure becau11e of the lack of iq,orted raw materials. 
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Overall, there is a n.eed for increased emphasis on manufact'l. in~ 

activities vhich use local raw mater~als. Special incentives should be given 

to st:;ch activities. Ventures such as the Jalura Marble Industry which uses a 

local natural resource should be further developed. 

In terms of e111>loyaaent, the greatest favourable iq,act occurs in Ilorin 

where 59.5 per cent of the industrial workers are either ind~enous to the 

town or are ind~enES of other towns in Kwara State. The analysis also 

reveals that other centres of manufacturi~ activities in Ni~eria are 

succeedin~ in attractin~ labour away from metrapolitan L~os, a positive 

result of the decentralization efforts of the Federal Government. 
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l. lntroduction.Y 

Tt1e purpose of this paper is to analyse the structuring and significance 

of the frOfltier in the context of the contemporary world. It deals with 

Brazilian .Amazonia, one of the last frontiers on earth, whose rapid 

appropriation in the last 15 years has been a concrete manifestation of the 

tendencies of the new international division of labour (IDL). 

The international division of labour expresses the character of the 

reorganization of the capitalist accumulation model. 'nle IDL, however, is not 

restricted to Lhe level of techno-economic considerations - it also expresses 

the geopolitical framework which conditions economic restructuring, i.e. the 

correlation of forces and strategies of the different actors for control of 

the international seen~. 

The new international division of labour which emerged from the process 

of crisis and restructuring of capitalism during the last decade is 

characterized basically by the extension of the process of industrial 

production from advanced capitalist economies to peripheral ones. Analysis of 

the specific forms of integration of peripheral societies in IDL is a 

difficult task by reason of the very characteristics through which global 

restructuring operates - the magnitude ot the rate and the scale of 

transformation, and the simultaneous and combined globalization/fragmentation 

movements which generate an interactive growth among elements which are 

ignorant of one another and of the logic of the totalities of which they ~re 

part. 

The present IDL is determined by an economic restructuring led by high 

technology - a new form of production and social organization (Castells, 

1984) - and operated by competitive multinational corporations and financial 

organs on a world-wide scale. The growing internationalization of the 

capitalist economy, based on high fact1r mobility, is the basic element and 

the most general te~1dency of economic restructuring. 

1/ The author is grateful to Professor Lia O. Machado f~r the English version 
- o f th is pa per • 
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High capital and labour mobility constitute the basic condition for the 

globalization of the economy. Labour as an organized force is fragmented as a 

consequence of the polarization of skilled/unskilled vis-l-vis high technology 

activities. Capital mobility is associated with the segmentation of 

production and with financial manipulation. Financial manipulation, 

facilitated by modern information and COlllDunication technology, has a strong 

political component. The growing debt of capitalist peripheral societies in 

which financing by the big international banks and organs has been accompanied 

by exLraordinary high rates of interest, reduces their autonomy 

(Becker, 1984). The segmentation of production is based on the modern 

technology of production and transport which make the corporation independent 

of its inmediate environment, enabling it to combine resources on a world-wide 

scale (Becker, 1982, 1984). 

The territorial division of labour is thus facilitated. High-level 

operations - information, research, design - which require highly qualified 

labour and whose location is restricted to certain areas, become spatially 

dissociated from routine operations - manufacture and as~embly - which, thanks 

to simplification and standardization, can ~se unskilled labour and can 

therefore be set up in a wide range of localities. Other areas are exploited 

for their raw materials (especially m~nerals) and their agricultural 

potential. Th~ extent to which internationalization negatively affects 

nations depends on their degree of integration in the IDL. The specific forms 

assumed by this integration, however, are not only determined by economic 

restructuring; they also depend on the amount of indetermination inherent in 

politics, which varies in different social formations. Nations are not 

homogeneous - they express the variety of social conditions of capitalist 

reproduction; the alliance of classes determines a country's margin of 

manoeuvre for a more or less advantageous integration in global capitalism. 

The capacity of each nation to draw up its own geopolitical map is thus a 

basic element of changes in th? IDL. 

What are the conditions for the integration of peripheral capitalist 

societies in the new international division of labour? What is the role of 

the State in this process? At the ~oment when Brazilian society is undergoing 

a severe economic, social and political =risis while trying to recover civil 

rights, the discussion of these questions is basic to the formulation of 

alternative solution~ to an authoritarian model of developm~nt. 
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The frontier presents the clearest examples of these integration 

tendencies. It continually attracts new private enterprise and government 

projects. In the large scale and swift rate of spatial transformation in 

Brazilian Amazonia, partly controlled by the State, the mechanism of the 

international division of labour and of the coutradictions inherent in it may 

be identified. 

I h . . h . . ff l/ n t is essay eig t propositions are o ered.- They refer to s~ of 

the main controversies that have dominated the debate on the Amazonian 

frontier and at the same time attempt an up-to-date overview of the conditions 

for regional reorganization. 

2. The Amazonian frontier space is not fully structured while sharing with 

the rest of Brazil the results of a technology-prone growth model 

characterized by intensive State mediation. 

The term "frontier" here does not designate unoccupied public lands the 

appropriation of which is open to pioneers, but a not fully structured space 

which generates new kinds of reality endowed with high political (historical) 

potential (Velho, 1976). Its evolution will depend on the mode of unoccupied 

land a~propriation, on the social relations established there and on the type 

and interests of the social agents involved. Hence the frontier cannot be 

considered as an isolated phenomenon. It is defined in relation to a national 

spatial structure and its alternative potential is circumscribed to limits 

imposed by the social formation within which it finds itself. 

The scale and rate of transformation of the Amazonian frontier can only 

be understood in the context of contemporary globalization. The concept of 

globalization refers to a new scale of labour-capital relationships pertaining 

to the production of a planet-wide economic space in which nation-states 

!/ These propositions are the result of a research project largely based on 
field work. This project began as an individual project by the author in 
1970. Since 1977 a research team has been formed by the author and 
Prof. Mariana Miranda and Lia O. Machado, the former in charge of settlement 
issues and the latter of urbanization issues. Prof. Luis Eduardo Soares is 
a project consultant. 
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retain their controlling, hierarchy-forming and regulating functions while 

assuring the country's insertion in a global capitalist system (Lefebvre, 

1978). This involves the State in a set of contradictions. The main 

contradiction would seem to be that while assuring ideal material conditions 

for the perpetuation of bourgeois political dominance, the State cannot reduce 

itself to being a mere reflex of this class. It can only assure the ideal 

material conditions through economic interventions if it preserves its own 

legitimacy as mediator of class interests (Altvater, 1981). Thus it tends to 

gain a certain degree of autonomy, setting limits to the process of 

modernization (Furtado, 1981) and developing reform programmes in strategic 

areas so as to reconcile the many conflicting interests. 

Another contradiction is brought out by Lefebvre's notion of the State's 

fundamental role in late capitalism. For Lefebvre space is the main 

instrument of the State. The eccnomic, the politic~l and the ideological are 

reconsidered in spatial terms. The economic is translated in flows and stocks 

and the State's role is to control and co-ordinate the movement of flows and 

stocks through existent space. In other words the State imposes a spatial 

order. This spatial order is bounded by a global conception of space that 

results from a strategic and generic social practice. A contradiction 

develops between this global spatial order and the practice and conception of 

local space, private interests and individual aims. As a result the State 

"does not engender a new space but a specific product of the public/private 

cleavage expressed as a global/fragmented space" (Lefebvre, 1978). 

The frontier is precisely in the process of being incorporated into 

global/fragmented space. It offers new possibilities for the territorial 

expansion of capital. In contemporary globalizati~n, corporate strategy for 

the domination of the international economy and the selection of localities 

for investment centres on~ (1) investments in high technology and markets for 

high technology products; (2) control of the world financial market; 

(3) controlling means of production - raw materials, land and labour. 

It is easy to see the attraction of the frontier in this context~ without 

organized resistance from the workforce or local society, it is possible to 

combine, on an unprecedented scale, the exploitation of the means of 

production with investments in high technology for such exploitation and, at 

the same time, to open up a large market for high technology products as a new 
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space is constructed. At the same time the capitalist social forms that 

accompany the expansion are imperfectly realized and unstable, and hence 

problematical. Hybrid forms are quite fluid and very sensitive to the effects 

of economic and political globalization. 

1be Amazonian frontier can also be considered as an ideological space in 

the sense that its existence and its future has become a syui>ol of possible 

alternatives which aim at more harmonious social development for the nation. 

Manipulated by the State as an "alternative" space, the Amazonian region 

nevertheless has become a major political issue in its own right. 

3. Although the scale and rate of land appropriation grow, it is not total 

nor uniform nor irreversible - the frontier is not closed. 

Occupation of such an extensive territory obviously demands State 

sponsoring. In agreement with capitalist int -eats the method chosen was to 

favour large estates as the main form of rura. _ttlement. Income tax 

reduction and low-interest credits were ~ to spur on private corporations. 

Owned by urban Southeast-based comn~rci... ..1d industrial firms, these 

Brazilian and multinational concerns appr "ed most of the newly-opened 

territory. But the State also developed ~- reform prograones in strategic 

area~~ to meet the needs of different s< .1 interests and to co-opt rural 

masses. ntis led to the emergence of large areas of tenant farming, just as 

one finds in the rest of the country, :., the mid-1970s. The land 

appropriation process however has not been completed. Consider the following~ 

a) 1be existence of a large amount •>f unoccupied public land. 1be 

front\er is far from closed for future landowners. The total area occupied by 

landowners and squatters (including farming, ranching and non-productive 

units) only amounted to 24 per cent of Amazonia in 1980; 

b) Large estates are the dominant but not the only mode of land 

appropriation. Other modes of appropriation are also present. A tentative 

classification of the various and rather unstable forms of app~opriation would 

include~ (a) private settlement projects encouraged by indirect State 

sponsoring; most of these are managed by land merchants from northern Parana, 

a farm frontier area; veritable heads of mini-States, they trade large and 
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small urban and rural holdings and monopolize the marketing of the main 

CODBDercial products. The State has also encouraged land appropriation by 

individual farmers, most of them traditional stockoreeders and small crop 

producers who are steadily migrating from the south-east; (b) direct 

State-sponsoring following two main procedures~ large settlement projects 

such as the Transamazonian project aiming at the distribution of small 

holdings to impoverished and prospective small capitalist settlers and 

directly government-managed territories where conflicts have ensued between 

squatters and landowners; (c) an association between the federal government 

and private corporations, the most recent mode of operation on the frontier, 

which on a regional scale has created planned territories for extensive 

exploitation (e.g. the Grande Carajas Progranme Area); 

c) Changing priorities and strategies of producers and landowners may 

alter the present regional settlement pattern. As new political and eco~omic 

events such as the present financial crisis develop, it can be noted that~ 

Multinational capital shows signs of withdrawal from agriculture 

(Sawyer, 1982), shifting to more selective investments in mineral 

undertakings; this process offers opportunities for other types of 

agricultural investment; 

Individual stockbreeders and farmers must look for new stratagems to 

maintain their holdings, especially where credit is concerned. As the 

balance-of-payment crisis restricts credit, many ~arge landowners tend 

to group themselves with private corporations and urban-based 

shareholders. Medium and small landholders facing the same problem 

substitute cattle raising by cash crop farming for foreign markets 

(rubber, cocoa, guarana, etc.); 

Small settlers and producers with limited means are also changing 

their tactics. They tend to abandon crop farming as interest rates 

for agricultural credit become higher, and try to survive through land 

leasing, investment in trade (trucking or urban trade), joining the 

gold rush and consuming their savings. In many cases the various 

members of the family engage in different occupations; 



- 480 -

The traditional peasant sells his tract of land, moving on deeper into 

the interior or else migrates to the towns or joins the interregional 

migration flow. Some of them hold on to their land through 

intensified occupational mobility which provides minimum co~ditions 

for survival. An example of internal migration which is modifying the 

regional settlement pattern is the organized flow from the Sao Paulo 

industrial area to northern Mato Grosso, consisting of unempl~yed 

metalworkers of the automobile factories who sell their belongings and 

purchase plots in search of new opportunities. 

4. Labour mobility has been a condition for spatial reorganization and 

migration and is a politically-induced process. 

According to the classical Marxist i..abour-market formation model, the 

expansion of capitalist forms of production leads to proletarianization. In 

so far as this is considered as an historical tendency the statement is 

correct. 'Die Amazonian frontier however sho~s a rather different situation 

which can only be explained by an alternative hypothesis~ labour mobility is 

the main condition for the expansion of capilalist forms of production. The 

labour force consist of wage-earners (temporary and permanent) and of 

smallholders whose income is supplemented by wage labour in agriculture, the 

transport sector and the urban economy. The labour market is partly the 

result of a process of migration and mobilization. 

a) Labour mobility is the spatial aspect of a process of social 

fr a pen tat ion. 

It is the spatial aspect of the transformation of the peasantry into a 

labour reserve, into eventual rural and/c~ urbar. wage-earners. Labour 

mobility is also part of the formation of intermeJiate class-layers 

that CCllllplete the capitalist framework. Labour mobility ia a plastic 

quality, it enables the adaptation of the labour force to the needs of 

prorluction~ it is a condition for the existence of capital as it 

dynamizes the production of the workforce, its utilization in the 

productive process and its occupational circulation (Gaudemar, 1976). 
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On the frontier labour mobility is intensified. In the task of 

promoting rapid occupation of a vast area, relative labour shortage 

occurs. The creation of a dynamic, versatile workforce accanplishing 

various tasks and also producing food becomes a fundamental condition 

for the organization of a regional labour market. 

Relative labour shortage is thus Eolved by a high degree of spatial/ 

occupational mobility of labou-~ part of the peasant population loses 

its lands and becomes "free" 1 while others support themselves as 

peasant proletarians on a seasonal basis. 

b) Labour mobility is a politically-induced economic imperative moulded 

by the strategies of social agent~~ 

1) State strategy is implicit in all State policies. Sometimes it is 

explicit, as in the case of the national mobilization of migrants 

for the Amazonian frontier. The establishment of an urban and 

highway infrastructure reducing distances and at the same time 

offering employment in construction provides a precondition for 

migration flows. Another precondition is fulfilled by 

agricultural modernization in the depressed areas of the Brazilian 

north-east region which creates reservoirs of manpower. 

Regional policy subsidized the transfer of industrial and 

coDDDercial capital into agriculture, assuring monopolistic land 

appropriation via fiscal incentives.!/ 

Land policy is now more or less distributive, aimed at the 

non-monopolistic fraction of capital and at landless migrants. It 

produces a labour force by means of a mechanism of 

!/ The tax-incentive package comprised~ (a) a 50 per cent income tax 
deduction for legal entities with head offices in Brazil to finance 
projects approved by SUDAH (Amazonia Development Agency); (b) total 
exemption or reduction of up to 50 per cent of income tax for 10 years for 
enterprises already estab!isted or established in Legal .Amazonia by 
31 Deceai>er 1974; (c) exemption from a01y taxes or dues on the import of 
v~chines and equipment by enterprises Located in SUDAM'• area (Brazil, 
SUOAH, 1 ~f\6) • 
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appropriation/ expropriation of lands occupied by the small 

peasant producers~ access to land is offered through &overnment 

or private 

settlement projects, but land allotment discrimination and 

bureaucratic sinecures which regulate title deeds leads to 

expropriation. If years ago peasants received incentives from 

government agencies, today peasants become squatters oi lose their 

squatter status because they must pay a price for land. Thus part 

of the migrants become proletarianized or have to settle as 

peasants in less fertile or lese accessible tracts of land. 

A selective agricultural credit palicy reinforces the process of 

peasantry proletarianization/differentiation. Long-term loans 

favour cattle raising and expoit production, ensuring monopolistic 

land appropriation by entrepreneurs and the formation of a small 

rural bourgeoisie, while short-term loans for food production 

frequently lead to indebtedness and the expropriation of small 

peasant producers. 

Urban policy creates a spatial condition for set~lement/mobility 

and for the socialization of migrants. Urban nuclei offer 

services and an alternative labour market for rural migrants~ in 

the towns socialization takes place through the learning of trades. 

2) Private settlement schemes also have a strategy to control the 

migration flow. By scattering numerous agents in depressed areas 

of the southern and south-eastern regions they organize the 

migration of larg~ groups made up of families and neighbours all 

coming from the same district. In addition to selling land they 

also see to the regulation of land titles in notaries' offices, 

build roads and townships, and finance production in exchange for 

a marketing monopoly. In this manner a large part of the settlers 

is tied doWTt. Some settlers, however, sel~ to wealthier ones or 

to the settlement company itself as soon as land prices go up. 

'nley are resettled in more distant areas ot the settlement 

project, thus gradually pushing up land values~ the small 

producer's mobility is extremely advantageous to these cowpanies. 
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3) Finally, capital{st production Jnits also have a complex 

strategy, determined by the type of undert&kirig, the degree '.'>f 

c~pitali7.ation, government ~olicies and the socia~ relations of 

production (Becker and Machado, 1980; Becker, 1982 and l9~3a). 

lnits belonging to the non-monopoly fr.,ction of capital seek to 

reduce wage expenditures by 

renting out land to peasants who bec .. e unpaid labourers and by 

seasonally employing small far~P.rs' fa~ilies who need to 

supplement their monthly income. 

c) 'nte occupational structure of the population is altered in the 

migration process. 

'nte group that has been most affected by migration is formed by 

unskilled labour~rs who have become socially differentiated in the 

courge of migration. Ute north-east is the l'lllin reservoir of 

~nskilled labou•, follo~ed by eastern Par4 and southern Goi4s. But 

the number of skilled workers migrating from small and medium-sized 

towns in the centre-south has also increased owing to the 

mechanization of farming and stockbreeding enterprises and to the 

growth of urban services using skilled labour only. According to 

field survey figures, migrants today mainly come from the south of 

Brazil. 

Field data show that for migrants in general a downward social shift 

pre1ominat~s (Becker, 19?,3)~ there is a clear tendency toward 

proletarianization, the occupational categories that originally had 

~loser ties to the land being reduced by half while the proportion of 

wage-earners (28 per cent) and multi-occupational workers (16 per 

cent) baa increased. Labour has attained a rural-urban mobility and 

has gone in for labour contracting and urban trade. Mobile labourers 

shifting upward socially a=count for 35 per cent of the cases 

studied; they become smallholders/tradesmen or owners of 

rice-processing machines. Mobile labourers shifting downward 

correspond to 65 per cent. of the cases~ they become "rendistas" 

(peasants paying land rent) and squatters who are also part-time 

labourers/peddlers/labour contractors. The net result is that the 
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tr;.ditional peasantry is reproduc~d i.n new forms:. the small 

ca1.italist family pc-oducer and the peasant/labourer. 

Labour 111obility points to a dissolution tendency of traditional labour 

relations while at the ~ame time setting a limit to the proletarianization 

process - a limit regulated by the peasant's survival strategy and by tb~ 

capitalist prod ... -:ers' labour de:aand for land-clearing and production units. 

l'he cont~adiction between capital an~ labour has more aspects. It is 

char~cteristic of ~apitalist concerns depe3de!lt Qn facilities offered by the 

State t~at they appropriate a maximUll\ of !and with a minimum of investment. 

111.is means that their expansion does not generate the wide range of production 

and employment which are a historical feature of the organized capitalist 

system. Moreover, the alternatives are insecure. they depend on government 

policies which change very rapidly as a result of the dynamics of the world 

system and are determined by contradictions between th~ economic and political 

institutions of the States and the various social groups. 

'Ihe negative impact of this situation is felt by migrant labourers:. the 

inherent instability of the capitalist system is magnified, the greater 

insecurity of labour facilitates its exp lo i tat ion. 

Mobility is a pa~nful process of cocial apprenticeship. Migrants become 

socially differentiated from permanent residents, learn new trades, raise 

their level of expectation at the cost of being uprooted and of suffering 

great instability, and are thus prevented from organizing political resistince. 

5. Peasantry differentiation has been a condition for the physical expanaion 

of the frontier. 

The frontier is not only the locus of the traditional pea;antry~ it is at 

the same time the place of dissolution of the peasantry. 

three points must be ::onsidered for a.~ analy•is of t.hia point, taking the 

previous pr~position into account as wgll (8eckec-, l983b):. 
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a) Political condiLions - generally neglected in the excessively 

econony-cen~red discussion, poiitical conditions are especially important in 

peripheral countries where authoritarian States have been establishen and 

where the peasantry constitutes a substantial proportion of the !>Qpulation. 

St•te legitimation is a 7ery important question nowadays. Capitalist 

development in agriculture createa not only an industrial proletariat but also 

an imaense rural labour reservoir. Tt.e State strengthens its legitiancy in 

the areas that matter most to it by means of agrarian reform and rural 

developaent programaea, assuming a social function. This social function 

engenders conflicts between Governaer>.t and enterprises. 

(b) Economic conditions - refer ~o ~he cost of reproduction of the labour 

fo~ce. Caoital may be able to increase the accumulaticr. rate by pz)ing only 

part vf the reproduction coat ~f manpower. The rest is provided by peasant 

producers ir. non-capitalist "enclaves" wt.ere land is :iot exploited for 

coaaerci~l purposes. 

(c) Spatial conditions~ the frontier. l'he exi&tence o~ accessible land 

at low coet andior lan~ that cannot be negot~ated :>n the marLet allCNs the 

peasant to stay l.n but he does not aca,mulate capital or does so very slowly. 

~'hen ac~~~sible land becomes valuable it also tecomes marketable. ntis 

provokes disputes over ownership and stimulat~s the diff~r~ntiation process of 

the peasantry (peasants are not economically equal to bP.gin with). 1be 

interplay of dissolution/ differentiation arad reproduction e;.pl1'ins the 

specific ~haracter of peas•ntry transformation. 

Both State and private colon1za~ion pL·oject~ contributE: to pe~santry 

differenti~tion. Two types of settlers are found on these projects. The 

first can be defined as th.;.. poor settler. Generally born in the r.orth-east he 

is the pioneer uho is soon obst:.ucted in his ef4:or:s to maintai.:l hi•elf 

through lack of technic~l know-how and caniral, the rise in land value and 

State manipulation of colonization projects. The second type is the petty 

capitalist settler. With a small amo1JDt of initial capi~al he :ries to exp,nd 

and capitalize hu h<•lding. This settler type u&ually comes from the 

araziljan south a~d fr.equently replacE:s thP. North-Easte~ne1s. 
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On the frontier the reproduction of small semi-ca·1>ita list producers is 

linked to economic conditions such as the expansion of the industrial inputs 

market (raw material for biomass fuel plants, e.g.), comestic and foreign 

markets and credit expansion. Political conditions are important since small 

producers carry electoral weight.!/ Cultural conditions ar~ also 

fundamental - the peasantry derives its survival and r•!production from the 

preservation of the "family labour complex". 

It remains to be seen whether the latter type of settler will be capable 

of maintaining thecselves. In any case - and this is a basic fact - the 

peasantry is not a monolithic group~ various groups p1rsue different 

strategies that may conflict with one another (Soares, 1981). 

6. Frontier expansion takes place within an urbanization context which is in 

itself a condition fo~ regional labour market organization and regional 

sett:!.ement. 

The expansion of the frontier is not entirely due to agricultural 

production. The national and world frontier is a super-position of fronts -

an agricultural and pastoral, mining and forestry, financi~l aad, finally, 

urban frontier. 

'nle latter is more than a logistic base for rapid regional settlement. 

Urban nuclei form the basic spatial units used by the State in overall 

regional spatial structuring. From the start, the regional occupation project 

specified the need for urbanization in order to attract migrants by offering 

living conditions similar to those existent in their areas of origin. 

Cities can be regarded as built-up areas "generated by the mobilization, 

extraction and geographical concentration of significant quantities of surplus 

product" (Harvey, 1973). Their specific forms as well as the configuration of 

!/ The rural population is a politically important factor in the State's 
distributive strategy which is implemented through official or private 
settlement projects. An example from the north of Mato Grosso~ in the 
1982 legislative elections large settlement companies (SlNOP and Alta 
Floresta) rounded up settlers' votes for the incumbent party while 
squatters - who had fled another badly admjnistrated, bankrupt settlement 

project - voted for opposition parties. 
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the urban net~ork are linked to their role in the global pattern of surplus 

circulation, i.e. ec1Jnomic and social relations developed under global 

capitalism whict loc"tes all cities in t:he wo1·ld in a hierarchy according to 

the new division of labour (Cohen, 1981). The circulatic•n of the labour force 

is one of the oasi~ tasks of the tlements in this hierarchy. 

lbe overexplitat:iou of labour is a major way of accumJlating profits in a 

time o! great capital mobility and heavy competition. This, however, is in 

contradiction with the high social cost of maintaining lahour reservoirs 

concentrated in the largest urban centres. Therefore new ways to maintain 

manpower concentrated a1.-id diffused at the same time are sc1ught. Sy means of a 

set of policies labour is kept dispersed in small towns and villages, while on 

the national level the labour force is reg1ouped (Damette, F., 1981). 

Rene~ the urbanization process on the frontier assumes multiple forms, 

from the explosive growth of old and new towns to the mtJltiplication of highly 

unstable small urban settlements, which constitute the local basis of economic 

operations, the first link in the great chain of s~rplus mobilization. The 

basic aspects ot urbanization on the frontier may be summarized as follows~ 

1) The urban nucleus is the logistic basis of territorial crganization. 

It is the basis for the organization of the labour market, a point of 

concentration and redistribution of the workforce in certain parts of the 

territory. Circulation of manpower is therefore added to the circulation of 

goods, conmodities ar.d information. The smaller the nucleus, the more 

exclusively it serves the functi~n of manpower circulation~ its 

infrastructure and "life e1pectancy" are minimal. 

But urban nuclei do not only play an economic role. They are also the 

locus par excellence of the resucialization of the population, of adaptation 

to dominant serial values and t~ a new occupational structure. People come to 

the towns in search ot information and the means to ensure their survival. 

Services (co11DDunal, iudivi~ual, trans,ort) are ar. important factor in the 

socialization process. Trading stands out as the main form ot social 

co-optation, i'..ducinp the ropulation to does ire and consume goods, services and 

information of all kinds (Machado, 1983). 
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If on the one hand the urban nuclei are the spearhead for the occupation of 

the territory, on the other they become a factor of social change as loci of 

manpower circulation in themselves. As a place of residence and of the 

production and consumpti~n of services, as a permanent or seasonal labour 

mar~et (20-30 per ~ent of migrants have an urban occupation) and as a source of 

new opportunities for capitalist accU111Ulation in conmerce and in the processing 

of rural products, the town attracts landless migrants and mobile labourers. 

It b~comes the locus of occupational change of migrants who learn new trades. 

These new skills must be adapted to both rural and urban labour demands for 

rlywood 11'.akers, truck drivers, carpenters, car mechanics, bricklayers, building 

workers, electticians, etc. A vast informal sector also develops - tailoring, 

tin-working, brickmaking, etc., along with petty trading (Ber.ker and Machado, 

1980); petty traders are frequently small landowners and producers. 

The urban nuclei also stimulate the peasantry because they can market food 

for the labour force, including such higher-priced products as vegetables and 

milk for the better-off urban groups. Thus, regional urban nuclei 111&y become 

more than just manpower circulation, and cross a threshold in the urbanization 

process. 

2) CoDDUnication networks determine the rapid organization of che urban 

network which is a condition and a consequence of the structuration of the 

frontier. The not fully structured character of the frontier is expressed in a 

still undefined network segmented in isolated sub-systems, with rather 

precarious services linked to consumer and productive activities, and an 

impressive urban growth in terms of the number of nuclei and of demographic 

concentration. Roads substitute river traffic. The hierarchy of towns and 

cities is indicated by the complexity of the traffic system. 

Between 1970 and 1980 four developments may be identified in reference to 

urbanization~ (1) the expansion-consolidation of regional and local centres 

which are the basis ior productive operations on the frontier along the main 

roads; (2) the expansion-consolidation of State capitdls, resulting from the 

circulation of capital, information, goods and people; (3) the reproduction of 

small settlements linked to labour mobility, which disappear when the frontier 

moves on and reappear close to the new front lines; (4) the decline of 

traditional centres linked to river traffic. 



- 489 -

1bis analysis of urbanization explains the apparent paradox of an 

agricultural frontier with .itn intense urbanization process~ between 1970 and 

1980, ~rban population grew from 1,652,688 to 2,720,140, 1.e. from 36 per cent 

to 43 per cent of the timazonian population, while in the same decade rural 

population grew from 2 ,948 ,324 to 3,982,194 - mt•ch slower than land was being 

appropriat~d (Becker and Machado, 1982). (1bese figures are certainly an 

u:i.derestimation since they do not inch-de pioneer nuclei which are emerging 

and growing at a fast rate). 

The urban frontier takes shape in step with or even before the 

agricultural frontier (Machado, 1983). Towns and highways are the physical 

framework which spatially structures the expanding frontier. 1be regional 

urban network, forming a giant arch round Amazonia, is rapidly growing~ in 

eastern Amazonia the regional centres are on average 300 km apart and local 

centres 100 km; villages &prang up roughly at a 20 km interval (Becker, 

1979). In official and private settlement projects planning also includes 

regular~y spaced urban nuclei as a territorial basis ot occupation. 

7. Rapid rP.structuring of regioc.al space i~ the result of and the condition 

for che integration of the nacional territory 

Amazonia is not a homogeneous space and ia not being destroyed in a 

senseless way. Under State management a project of national territorial 

integration and a precess of spatial differentiation is going on. Both the 

project and the materialized process strengthen t~e Stete. 

1be integ=a~ion of extensive Amazonian subregions into a spatial order 

imposed by the State implies~ 

a) A new spatial logic (see propositicm l} in which, however, the logic 

of the homogeneous whole is belied by the fragmentation of the parts. This 

insight is derived from LP.febvre's theoretical analysis c.f the production of 

space (Lefebvre, 1978). According to Lefebvre "global spao:e" (a specific 

product of the public/private cleavage) is both homogeneous (since everything 

it contains is equivalent and can be exchanged in the market) ar.d fral!Jllented 

(because it ie sold piecemeal, and different kinds of capital with various 

degrees of organization and power carry out selective territorial 

appropriation). 
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b) Spatial organization of economic activities on a new and much larger 

scale. Local activities and establishment become extensions, parts of 

organized complexes on a national and/or planetary scale. 11ie connection 

between the components of the whole is stronger than their connections with 

their immediate envir~nment. Separate activities and establishments are so 

large that they themselves form giant units of production and consU11ption, 

homogen~ous/fragmented ccmplexes. 

An example~ the transnational fraction of capital generally Jpe=ates in 

establishments with areas over 300,000 ha. These form fairly self-sufficient 

units with their own urban centres. 11ieir connections with enterprise offices 

and plants in 1 ther parts of the world are as a rule closer than with the 

particular arta in which they are located, resulting in minimal linkages; 

their investments in the region depend on decisions taken by the firm as a 

whole, whose headquarters are outside the country. 11ieir exports bypats 

regio~al markets. Examples of homogeneous/fragmented wholes at the local level 

are the public and private settlement projects. 

c) 11ie destruction/reconstruction or articulation of earlier spatial 

orders. 'nlrough space management the State exercises its role of a mediator 

between "globalization" and the frontier. Space management leads to the 

destruction of previous spatial orders, allows them tc coexist with the new 

order, or links different scal~s of the spatial order. In each new space a 

different social structure emerges. Space thus differentiated is vital to the 

State as a basis for political negotiation. 

The creation of "Legal Amazonia" represents the first homogeneous/ fragmented 

entity on a regional scale. The region's homcgeneity was fragmented by State 

action and State-empowered agents. TWo subregional entities were created~ 

easte£n Amazonia where State action is more intense and southern Amazonia where 

private enterprise is stronger. Investors further fragment thes~ subregional 

units as they selectively appropriate parts of the territory. 

In eastern Amazonia where State c:~ •_ion 

b . . . hed l/ structured areas can e dist1ngu1s ~-

f,s stronger, four differently

(!) the Belem-Brasilia highway 

!/ See Becker, 8.K.~ "The State and the Land Question on the Frontier~ a 
Geopolitical Contribution", (1981) for a more detailed analysis of 
subregional differentiation. 
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area where colonization spreads along the highway. Land is divided among 

individual farmers who have received credit for cattle raising and rural 

smallholders, some of whom constitute a mobile labour force for the farmers; 

(2) an area of occupati.>n stimulated by tax incentives, where the dominant 

element is the large concern employing wage labour (south of Par4); (3) an 

area of official settlement projects along the Transamazon Highway where 

domestic rural production units dominate; (4) earlier occupation enclaves 

where landownership disputes between traditional estate owners and recently 

arrived squatters have provoked direct intervention of the State which then 

appropriated enormous slices of land. 

In southern Amazonia (northern Mato Grosso) three territorial structures 

can be distinguished: (1) a large-enterprise dominated territory in the 

north-eastern sector, contiguous to that of south Par4; (2) private 

settlement projects territories located within the orbit of the 

Cuiab4-Santarim highway, characterized by ditferent settlement policies and 

variable degrees of capitalization; (3) combined State-private enterprise 

settlement projects (the most recent mode of occupation, referred to in 

proposition 2) where settlement is undertaken by private co-operatives and 

INCRA (the National Institute for Colonization ~~J .\grarian Reform). The 

former is responsible for technological innovations and produce marketing and 

the latter for the establishment of settlers on plots and the regularization 

of land titles. 

8. Conflicts on the frontier are intrinsic to Brazilian society and are a 

result of, and a condition for, territorial integration. 

Conflicts are not limited to landownership; nor are land conflicts 

exclusive to the region. Land conflicts may be more violent and more frequent 

on the frontier but they arise within the contradictory framework of Brazilian 

society. 

State co-ordination of the production of space does not eliminate 

conflicts, quite the opposite~ it aggravates them. In the process of 

infrastructure-building and reappropriation land conflicts become more acute, 

since the rising use value of land also raises its exchange value. 
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Labour mobility, stimulated by the State, is another source of conflict. 

Labour mobility is a survival strategy and a form of peaceful resista~ce of 

the peasantry against its dissolution. Although it hampers the organization 

of labour movements, it paradoxically tends to politicize peasants~ they turn 

to defence and attack-invasion (squatting) tactics and to armed struggle. The 

form and degree of resistance depend {a) on land rent differences (land values 

are higher near highways and urban nuclei or on rich soils) and (b) on the 

settlement's historical and cultural heritage which influences the 

population's social behaviour (Becker, 1981). Peasant differentiation 

generates different strategies that may conflict with one another. 

Conflicts are inherent to any society. In Brazil private enterprise and 

Government both co-operate and collide. The economy is fragmented because 

power is divided between mercantile, industrial and banking capital which 

sometimes follow divergent and conflicting strategies. According to the 

particular social groups involved and the trouble areas concerned, types of 

conflicts can be roughly systematized (Becker, 1981)~!/ 

1) Conflicts between landowners and labour 

a} Conflicts between capital-owning producers and the peasantry over 

for public lands. Clashes involve landgrabbers, farmers and entrepreneurs 

on the one hand, and squatters on the other. 

b) Conflicts between peasan~s and traditional latifundia owners who 

are incapable of negotiating settlements and/or defending their land. 

2) Conflicts between labour ana the State in urban nuclei 

Manipulation of peasants and wage-earners generates undesired 

consequences; "invasion" is a main aspect of the frontier today, not only 

in rural but also in urban areas. The State tries to use these invasions 

by transferring the burden of opening up trails and clearing plots in 

areas earmarked for settlement to the population. But as land becomes 

~/ For further details regarding the conflicts see Becker, 1981 and 1983b. 
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more expensive, squatters invade unoccupied tracts of farmland and also 

town areas reserved for urban expansion. Urban infrastructure expands 

sl<>"ly, and 11B1nicipalities are unable to cope with the growing needs of 

the steady influx of migrants. These uncontrollable invasions undermine 

the State's administrative capacity and create social tensions that reduce 

land prices. 

3) Conflicts between labour fractions 

These conflicts also result from ~abour mobility. Social 

fragmentation or the peasantry has set different social expectations and 

goals between peasants and wage-earners. For peasants, landownership and 

the erosion of their basis of social organization, family labour, are the 

main issues. In the latter issue they are supported and stimulated by the 

church. ttie main problems for wage-earners are low wages and the length 

of working days. 

4) Conflict& within the power bloc 

Conflicts within the power bloc have multiplied and become clearer in 

recent years. They may be enumerated as follows~ 

a) Conflicts deriving from a growing centralization of decision

making. Within the federal administrative apparatus a conflict exists 

between national and individual State power. Locally it becomes visible 

in the overlapping of landownership titles issued by individual state and 

f~deral land distribution offices; in areas where conflict is intense, 

central government's power is heavily r~:.t as directly managed areas 

(covering e.g. 70 per cent of the State of Pari) compete with state 

jurisdiction and even older federal institutions such as INCRA; 

b) Conflicts resulting from divergent planning interpretations~ 

within one single government orfice such as INCRA some officials may be in 

favour of a rigidly implemented settlement project while others vrefer 

releasing title deeds grants to squatters who are able to face private 

entrepreneurs; 
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c) Conflicts between the State and the church, which compete for 

leadership of social movements. 11ie church is critical of private 

enterprise which in turn is stimulated by the State; 

d) Conflicts between financial and mercantile capital have become 

sharper. The hegemony of mercantile and usury capital, responsible for 

the peasantry's ''modernization", is disputed by banks financing 

crop-growing and building projects; 

e) Finally there is a contradiction between large (private and State) 

enterprises which are becoming larger and more autonomous and central 

government which no longer controls their locational decisions. 

11ie pressure of all these contradictions results in a fragmentation of 

the central State's power; the State is quickly losing control over large 

enterprises (Becker, 1982). 

9. The alternatives - mobilization versus mobility - are complex and 

contradictory 

Labour mobility has contributed to the emerging national economic 

structure, but social costs have been extremely high. Workers are heavily 

exploited and they are continuously forced to look for new employment. 

Therefore workers are hardly able to organize themselves in trade uni,~ns. 

Labour mobility also generates contradictions which are being felt at the 

national level. In conjunction with urbanization it causes a growing demand 

for infrastructure and basic services which the State cannot meet. As a 

process of learning and politicization, it has generalized social conflicts, 

from struggles over land with owners of large estates to urban land and job 

struggles against the Govern~ent. 

Are there alternatives to the present-day social and political structures 

which would not reduce or would even enhance economic efficiency? 

11ie concept of the frontier as an alternative to an agrarian structure 

dominated by large estates or as the locus of the peasantry is re-emerging in 
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the form of peasant coamunity organization and rural and urban conmodity 

movements. Popular mobilization as an alternative to mobility, however, is 

proposed by social groups with divergent ideologies~ it therefore seems a 

doubtful prograame for action. 

The church (in many cases the mainstay of this type of mobilization) 

envisages social justice based on the preservation of "land for work". 

Regional development authorities have also formulated proposals aiming at 

popular participation through coamllllity organization~ their strategy would 

comprise the exploitation of local factors with a minimum of outside 

investment, capital accumulation within the peripheral regions, local 

org1nization of production and labour mobility control inside the region 

(since mobility at the national scale causes tensions that the State can no 

longer easily control). Finally, the World Bank has also made a community 

programme a requisite for its financing. 

On the frontier, mobility ensures the availability of labour but social 

costs are high because of the volatile labour market. If the frontier is a 

territory in a state of flux, could it become the locus of social change? In 

this case a fully organized labour market with safe jobs and union 

organization would be the main social goals. 
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The is:.ue 

The recession followirl2 the oil shocks ot the early 1970s ;.ras initially 

considered to !>e amere cyclf·al depressii>n. By the 1980s, it was realised 

thdc it was ~o be the beiinnirut ~{ a deeo-seaced retrenchme~t phase in a 

~rld-vide structuDl transfcrmztion c-..~ SU¥>oly ana demand networks, of 

e~viro!Denttl and t~chnol01tical parameters, and of h1.1Dan values. On-2oin2 

shifts ana redeploY1Dent of pro>Juctive activities amon2 hi2hly develooed core 

areas, their hinterlands and nati~~"lal 1>erioheries - both between aad within 

the industrialized and the develos;in2 countries - su22est that the new spatial 

division of labcur w':lich emened durin2 the strowth phase of the 1960s and 

1970s is beiOR consoiid~ted. The massive close-down of plants in many 

traditional indu"itri al zreas, the centralized use of new ''histh" technolo2ies, 

the stastnation ~f indust>ialization in many develooin2 countries, are 

particularly vi3ible symutons. 

As shown in the articles by Bluestone, Castells, Moulaert/Willekens and 

~ecker presented in this docunent, or.e major result ot these chan2es is that 

the role of local, re2ional and national communities has become exceedin2ly 

unstable. T.n other words, re2ional and national 2rowth prospects outside the 

core areas are birut undermined. Particularly since the reduction of a1t2re2ate 

economic strowth rates around the middle of the 1970s, a conflict has broken 

out between the 2ovemments of cities, re2ions, and nations to retain or 

attract private and oublic investment and thereby jobs (Bluestone) • This new 

political and economic reality - with its actual and potential socio-cultural 

and ecolo2ical consequences - has, as evidenced by the contributions in this 

reoort, stimulated a broad re-examinacion of established conceotic:1s of the 

international as well as ot the inter-·restional divis;on of labour and 

therefore of re2ional develooment policy and str~te2ies in both the develooed 

and the developin2 countries. The residents of r~ions and the citizens of 

nations are be2innin2 to consciously and JCtively worry about their fate. It 

is no lonster a question ot hi2her or lower 2rowth rates, but a question of 

inclusion or abandonment by the forces of retrenchment and consolidation in 

the intr.rnational economy. 
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The histc.rical ptrspective 

As e111t>hasized in the contributions to Part I. industrial development is 

the history of increasina. footlooseness and the systematic pursuit of 

innovation within individual units of oroduction (Stuckey, Tichy). This 

footlooseness increased dramatically as the use of electric oower spread and 

transport and coam~nications networks were imoroved. The inter-connected 

eXDansion of production units within some nation-states into a network of 

world-wide production, trade and finance systems followed. What bea,aJ\ as 

local or rea.ional economic activities m~ved on to form national economies and 

then to weld themselves toa.ether into a 2lobal ecnonomy, a process clearly 

illustrated by Miyakawa's essay. In this process, not only land, water, air 

and enr2y were turned into industrial resources. As we 11, men and women 

became human resources and political units became ora.anizational reso•Jrces or 

parameters influencin2 rather than directin2 economic 2rowth and expansion. 

Local resources, oolitical processes and socio-cultural life were subjected to 

the demands of the economic forces of the competitive market economy. But 

this subju2ation did not take place evenly. The inclusion of peoole, 

political units, and resources into the vast network we now call the 

internationalized division of labour was sometimes 2radual, sometimes sudden, 

sometimes brina.in2 w~alth to a re2ion, sometimes poverty. In other words, the 

dramatic wealth-creatina. potential of industrial develapment - the key element 

in the internationalization process - was not equally distributed nor was the 

pattern of unequal distribution historically stable. 

The world was divided into the developed countries where industrial 

Production has been concentrated and develooin2 countries whose role - until 

recently - was limited to sUt>pJyina. raw materials for the industrialization 

process of the North. Durina. the 2lobal phase of expansion and 2rowth of the 

1960s and 1970s, however, it became clear that the constant process of 

industrial innovation and restructurin2 had entered a phase in which the raw 

materials/manufactures trade pattern between South and North shifted towards a 

a.lobal division of labour within man~facturina.. Industrial production was 

transnatior:.alized. but from the perspective of 1985 we today are clearly in a 

phase of consolidation and retrenchment. Se•1eral papers in this voll.llle 

(Houlaert/Willekens, Townsend/Peck) are an attempt to shed li2ht on the 

r~ional consequences of the transitions from expansive internationalization 

to retrenchment. 
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The resultin2 structures and their si2niticance 

The exoansive internationalization of industrial production pursued by 

the major actors - lar~e compar.ies, ~ovenunents, financial !"'!Stems - and the 

subsequent retrenchment has led to new constellations, destroyin~ old myths 

and creati02 new ones. The old myths - that natural resources brou2ht local 

wP~lth, that an industrial past was the harbi11ster of an industrial future, and 

that there would be eno1.1sth 2rowth and eTPansion to ~o arolmd - have been 

eroded. "ineral deposits, tor exa.,le, in a r~ion do not necessarily imply 

opportunities to:- upstream/downstream activities in that re~ion: raw 

materials are shipped O'..•.t, others becCAne technol0stically obsolete (coal ~s an 

obvious exa:oole). At the same time, the possessioo of industrial 

infrastructure and an industrial tradition do not 2uarantee an indastrial 

future - .ar..tire re2ions and their hi2hlv trained labour forces in En2land, 

EuroD•:! and north America are bein2 abandoned by industry (New En2land, a1eas 

of the "idlands, the Swiss Jura, the Styrian valleys ~n Austria, etc.). 

The decentralization ot industrial activities on a 2lobal scale -

includin2 the locaton of industry in the developin2 countries (cf. a.o. 

~iyakawa and Abiodun) - is now bein2 followed by the concentration ot the 

inno·1atio=t process in a relatively few number of areas in the world. As a 

result of ~ new pattern of locational preferences for industrial activities, 

transnationalization was coupled with the rise of new 2rowth poles (Atlanta, 

Stutt2art, Silicon Valley, Sin2aoore, Sydney, Tokyo), added to the major old 

2rowth poles - New York, London, Paris - which retained their importance. The 

successful 2rowth poles, centres of innovation in industrial processes are 

actively linked to one another within a 2lobal network of what Ftiedmann calls 

world cities. This leaves the majority of sub-national re2ions to compe~e 

world-wide with other re~ions for the location of employment-brin2in2 

industrial activities inside their boundaries. One-time centres of industrial 

2rowth - the Ruhr, Liverpool, Pittsbur2, the Lorraine - are declinin2. 

Outside these old centres of industry, emolovment in areas which have become 

the locations for 11 hi2h-tech" based production tends to be subject to stron2 

fluctuations as a consequence of the rapid succession of innovations and 

instable markets. The TNC's, firmly established at preferred locations in 

develooin~ countries, show little interest in further expansion in the Third 
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World. The many incentives provided by develooin2 country 2owrments to 

forei2n capital haw in most countries not led to a sustained, inte2rated 

process of industrialization; even countries on the periphery of the develaped 

world have few opportunities of succeedinst at that task under the present 

circumstances (cf. Lilaia/Pinho). 

Government policy in developed countries does not, at present, seem much 

more successful. Support of declinin2 industries has actually hindered the 

process of restructurirut in many countries (cf. Haier/Todtlin2, 

Houlaert/Willekens) and where 2overments are involved in pranotin2 innovative 

activities, their policy seems in fiteneral to be 'lne of "bettin2 on the 

stronstest" re2ions rather than an attempt at equitable spatial distribution of 

the develooment potential of innovative activities. The Jai>ane11e Government's 

approach - 2eneralized develooment initiated at dispersed locations (cf. 

Miyakawa) - seems untypical. In short, many subnational re2ions, both in the 

developed and the deve looin2 countries, are mar2inal, "excess" oarts of the 

international network. As is.:>lated actors they have no control over policies 

and assets which would enable them to re2ain a level of rr~ionally-2enerated 

economic activity 2uaranteein2 their viahilit1, not just economically, but 

also ~c.cially. 

A clear, 2e02raphical perspective on the enornous chanstea in the spati;il 

patterns cf develooment durin2 the indur.trial aste ~av be acqu~red by ret~~rin2 

to von Thiinen's hierarc~y of COlllDlementary economic ~ctivities formin1t rin~s 

around the centre of an ima2inary "isolated state". Von Thiinen' s mocel wa:J 

~ssentiallv static - but it was vaJ.id for his time aru! his world. Today, von 

Thiinen' s ana Jysis maintains its val id ity only when one places the cores with 

their ri nsts of activity in a 2~obal persoec·tive. The confi2urat ion of the 

ri.nu is now n".lt only determineG by the availability and tyce of raatur,,1 

resources, but also by manpower and infrastructure and their qualities, 

2overnment oolicies, ~inancial flows, et~. Rc2ions are locked in a 

competitive stru~~le ;it the 1tlobal scale - core areas -:~petin2 with core 

areas, hinterlands coq.etin~ with hinterlands. The resl· lt has been a 1trowin1t 

concentration of power in core areas, and the 2rowth of di~parities between 

re2ions at the sub-national level, between nations and betveen restions at ~he 

supra-national level, deoendir12 nn their positior in the rin2s vis-l-vis core 

areas. 
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In a world characte~ized by econanic sta2nation and hi2hly uncertain 

2rowth cro$oects (even in the most oowerful economies), by a concentration of 

ec..lnanic pcuer an.& a reversal ot the oro2ressi ve tl-ends in 2 lobal co-ooeration 

wltich ~ isted durir,~ the 197<~s, the 2enera ::.ly acceoted theories of economic 

develoom~nt seem to h~ve }~st much of Lheir usefulness. In fact, remote 

control at the !lh>bal level <1nd fac!:ory robotization invite a fundamental 

re-assessment of '..:: -~ whole notic • of ind;tstrial develooment. ls a country 

industrially d.:veln;'!d i.;he~1 its manufacturin2 sector consists of robotized 

factories staffed only b~ servic~ oers..)nnel and mana2ed ~nd <>otrated by oeoole 

at terminals at the o.:her side ot the 2lobe'! 

A Third-World Penoective 

The failure of economic develoomet:t p:>licies and the rise of various 

theories of •mequal develoom.?nt (Frank, Galtun2, Amin, Emmanuel) weakened 

Tnird World belief in an economic staircase of naticns which would safely take 

all ~o a landin2 at the too. Even in the devel0ped world belief in stable, 

pro2ressive 2rowth has been heavily eroded. The new technolo2ical revolution 

so far has shown few si2ns of providin2 a solution to the hi2h unemployment 

rates in CECO countries; the position of the millions of unemplnyed 

low-skilled workers is especially problematical. The 2radual decline in some 

countries or the state's rcle as a redistributor durin2 the present crisis has 

made it especially clear that r~ions and pooulation 2roups with weak market 

positions may in fact very well slip ~ the staircase. 

For 'i'hird-World countries the situation is ·vorse. The lack of national 

(economic, social and cultural) inte2ration and tbe absence of domestic 

know-how and entrepreneurship have a2ain and astain resulted in comoletelv 

unstructured processes of develooment, of whict1 Becker's contribution 2ives us 

a dramatic example. Under the circumstances, attemots to arrive at a 

retliooally balanced develooment process are confronted with 2reat obstacles 

even in a country as rich in resources as Ni2eria (cf. Abiodun), and in 

cuuntries on the develooed periphery, such as Portu2al (cf. Lilaia/Pinho). 
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Development oo!.icies for Third t.iorld countries have been based on the 

belief that the locomotive - the drivinst force for develooment - was the 

inteitration of develooin1t countries into the international market econoomy. 

The Policies followed durinst the first and second development decades -

includinst the Lima Declaration - were steeoed in this conviction. The 

retrenchment of the 1980s, however, puts a da111Per on this conviction or uoends 

it altastether. Concern for national interstration and for maintaininst a basic 

level of self-sufficiency is bestinninit to become a ooint of serious debate. 

Global competition wita other reitions and with the centres of strowth will not 

provide a itenera l way out of the present crisis. Restions are aitain beinst 

viewed by themselves and by national interests as ootential buildi~ blocks of 

a national economy. Not only political Pressures resultiOll from continued or 

new poverty are lendinit credibility to a national-oriented stratesty of 

deve looment; the failure of aitricu lture to keep pace with urban and rural 

hufiller, the burden of financinst hue.e international debts, a concern for 

maintainirut ecolastical balance and the inteitrity of resources, and a 

realization of the psycho-social aspects of develooment "quality of life" are 

movin2 consciousness in the same direction. In the develooed world, where 

entrepreneurs and political power exist at the restional level, rl!2ional 

co-operation has beitun to take shaoe at the sUPra-national level: amonst the 

restions of Scandinavian countries, in the Dutch-Belstian, Austro-Hun1tarian and 

Aust ro-Bava rian border reit ions. 

The scone for such initiatives is much smaller in develooin1t countries. 

Such co-ooeration as exists, tends to be restricted to the core restions~ 

3etworks centerinst on the capital cities are bestinninst to emerste as a result 

of the work of orstanizations like ASEAN, SADCC and ANDEAN. Given the hi1th 

destree of concentration of economic activities in core areas, the 

infrastructural weaknesses and the priority which has to be accorded to 

national intellration in develooinst countries, such supra-national 

interdependence amonst more marstinal re1tions is unlikely, althousth less 

formalized economic contacts across the borders may well exist,esoeciallv 

where national boundaries created in colonial times cut across older ethnic 

and tradinit networks. &ut at the national level, it is certainly possible to 

stimulate the reitions. In astriculture, serious efforts should be made to 

counterbalance the monocultures of export croos, which have oroved to be 
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hi2hly vulnerable both from the point of view of international price 

fluctuations and natural disasters; renewed efforts to stimulate the 

production of foodcroos (for local aud national consumption) in a form which 

is inte~rated into the local social and natural environment are necessary. 

For industry, the stimulation ot small- and medium-size enterprises 

outside the core re2ion deserves more attention. These enterprises are often 

admirably suited to use and further develop the entrepreneurial talents 

available in the so-called informal sector which at present lar2ely produces 

for direct household consumotion; they are also better adapted to the task of 

processi~ locally p~oduced raw materials, savin2 scarce forei2n currency 

resources. Roth the local and r~ional develapment of a2riculture and 

industry, will have to be stJDported by the development of physical and 

cultural infrastructure at these levels. Such measures could not only lead to 

economic 2ains at the re2ional and national level, but could also reduce 

social disruption. The sine qua non of a new strate2y of national 

inte2ration, however, must be a full understandin2 of the decision-makin~ 

processes which are reshaoin2 the internationalized economy from day to day 

(the international academic community could make an important contribution 

here) and a willin2ness of the major decision makers to support 2eneral 

develapment across the 2lobe rather than overdevelopment which is restricted 

to core areas. This document is submitted to an international readership to 

fuat end. 
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