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1 Why "Participatory Appraisal of Competitive Advantage"?

The concept presented in this paper was formulated as a response to an articulated demand for support for local economic development efforts. The demand came from municipal-level Chambers of Industry and Commerce (Associações Comerciais e Industriais, ACIs) in the state of Santa Catarina in the South of Brazil. Around 1997/98, some ACI directors and executives perceived that it was necessary to promote economic development at the local level – unemployment and a sense of crisis was increasing, and federal and state governments which had traditionally played a leading role in stimulating economic development were less and less active in this field. However, it was not at all clear how to promote economic development at the local level. The prevailing idea was to attract external investors – from other parts of the country or from abroad. But is was an open question how to do this, and whether other activities might be possible as well. This was were Fundação Empreender (FE) came in. FE is an organization maintained by several ACIs in the Northeastern part of Santa Catarina; it emerged from a technical cooperation project between ACIs and the Chamber of Arts and Crafts for Munich and Upper Bavaria in Germany. Its main tasks are training of ACI professionals, other kinds of support for ACIs (e.g. moderation of strategic planning exercises), and dissemination of methodologies to stimulate organization development in business associations to other regions. 

FE's brand label for PACA is "Projeto Marketing Municipal". This label reflects the paradigm which usually prevailed in the places where practical work was conducted – local economic development means projecting the place elsewhere to attract firms. The label facilitates an easy connotation for local actors, unlike other possible labels like "Promoting local economic development" or even PACA itself – the latter are not only somewhat clumsy but it is also unpredictable what local actors will connotate. It is an essential part of PACA to stimulate a learning process among local actors that economic promotion involves more than trying to attract firms, and maybe even that attracting external investors at the moment is a remote possibility. 

PACA has two basic propositions. First, it is an effort to support local actors in formulating concrete activities to leverage the local potential to create growth and employment and to identify locational advantages which can be helpful in attracting external investors. Second, it is designed as an initial intervention – which may be followed by subsequent interventions – with a very limited amount of time and manpower. The idea is to come up with a diagnosis of competitive advantages and disadvantages of a given locale and proposals for practical activities within one to two weeks, based on the work of a team of two or three consultants which are supposed to be accompanied by local actors. This proposal is much less audacious than it may appear. Our experience so far has shown that it is perfectly possible to come up with a reasonably reliable analysis of local conditions in such a short time, provided that methodologies based on the participatory appraisal and the participatory planning schools of thought are competently used. 

Indeed, a critique against traditional methods of strategic planning at the local level is implicit in PACA. What sense does it make to gather an enormous amount of data, come up with an "objective" analysis of the local situation, and suggest a series of initiatives based on "international best practice" if local actors do not believe in the possibility of action, or if local organizations are weak, or if they are not connected? PACA tries not only to analyze the economic potential, but also the potential for collective action. It was developed in a setting where organizational weakness and lack of interaction between institutions are frequent. The explicit aim of concrete applications of PACA was therefore to identify possible points of entry to collaboration and collective action in order to create positive, encouraging experiences and initiate a paradigm change among local actors. Thus the emphasis on short-term effects – this is, in our view, the most promising way to give credibility to such an effort among local actors, especially firms which often have a very short-term orientation (like, for instance, six months as the maximum period allowed as a payback-period in investments). As firms and their associations are key actors in this work, taking their usual time-frame into account is crucial. Another consideration has to do with the observation that it is experience-based learning which tends to render the most sustained effects – preaching the best practice of local economic promotion seems much less promising than promoting projects which initially may appear timid and unambitious but which initiate a learning process, and over time a change in paradigm. 

What is the kind of place where PACA can be applied? So far, we have been working in cities between 50,000 and 240,000 inhabitants. Due to the characteristic features of the PACA methodology, it is unlikely that it can be applied in much larger cities (say, more than about 400,000 inhabitants). One of the places had agriculture as the predominant activity, the other two had a developed industrial base, and PACA worked well in both settings. An important feature of all places was a reasonably well-developed structure at the meso-level, albeit with the usual features of Brazil – a technical school, SEBRAE, a small local university with courses at graduate level, some other supporting institutions relevant for economic development, and some business associations. 

The main actors within a PACA project are local chambers of commerce and industry (ACIs) and local government. Two features must be pointed out in this respect.

· ACIs in some regions of Santa Catarina have achieved a level of competence that is clearly above the average of such institutions in Brazil. This includes, for instance, competence in applying participatory techniques like Metaplan in moderating reunions. ACIs have been taking the leading role in the initiation and implementation of PACA projects. We are very much in support of encouraging them to take a leading role – not the least because they are prepared to sustain a given initiative, even after changes in the presidency and the governing board. Alternatively, one may imagine that similarly competent and respected local non-governmental organizations can take a leading role. 

· Local government is quite a different story. In Santa Catarina, it displays the same features that prevail in most places of Brazil – more or less permanently short on financial resources, personnel at the top levels staying in office only for short periods (it is quite common to have three to five different Secretaries for Economic Development within the election period of four years), a strong tendency to short-termism, opportunism, and clientelism, and a very limited technical competence. It is desirable to have local government in a PACA project even though it may have little to contribute – as it is capable of creating all sorts of obstacles, not involving it may have a negative impact on the overall effort. 

A further precondition for the successful conduction of a PACA exercise is a certain degree of problem pressure which generates among some key actors a determination to do something out of the usual to stimulate economic development. PACA may be useful in a setting where local economic development is already well under way, and local actors are looking for some additional ideas or need an external agent as a kind of arbiter. However, this is not the optimal kind of setting for PACA. On the other hand, PACA is quite useless in a setting where local actors are disarticulated and / or unwilling to question their prevailing mindset, or do not define economic development as a local task. PACA is most useful in a place where local actors want to start local economic promotion activities but do not exactly know where and how to start.

2 Key conceptual issues in local economic development

2.1 Aims of and instruments for local economic promotion

Activities at the local level to stimulate economic development are undergoing a profound change. In the past their main aim was to attract new firms, and the main instruments were oriented at creating a favorable infrastructure, making real estate available, and luring firms by offering incentives. Today both aims and instruments are more diverse. 
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Local business promotion has three aims: strengthen the competitiveness of existing firms, support the emergence of new local businesses, and attract firms. Figure 1 depicts the complementarities between the three aims. The relative importance of these aims differs between places – some places have little chance of attracting firms, other places have little in terms of existing firms, but essentially all three aims should be pursued in any given place. 

Instruments of business promotion have to address three main types of locational factors: tangible factors, intangible factors relevant for firms, and intangible factors relevant for business owners and key employees. The following table gives an overview of the most important factors. For a detailed overview of instruments addressing these factors see Meyer-Stamer (1997a, 1997b, 1999). 

	Table 1: Main locational factors

	Tangible locational factors
	Intangible factors relevant for firms
	Intangible factors relevant for professionals

	Location in relation to markets for purchases and sales

Transport infrastructure (roads, rail, water, air)

Communication infrastructure

Labor (cost, quantity, quality)

Availability and cost of real estate

Environmental regulation

Energy and environmental costs

Local taxes

Subisidies
	Local and regional economic climate

National economic climate

Image of site location

Image of city / region

Contacts with firms of same branch

Cooperation opportunities

Science, technology and higher education institutions

Innovative milieu of region
	Career opportunities

Quality of housing and neighbourhoods

Environmental quality

Quality of schools

Social infrastructure

Recreational opportunities

Attractiveness of city and region

High and popular culture


2.2 Methodological issues 

A key aspect of the concept outlined in this paper is the participatory approach. It is by no means self-evident that local economic promotion, and especially the formulation of a local economic development strategy, is a participatory exercise. Quite often it is delegated to external actors, especially consultancy firms specialized in this field: External consultants parachute in, conduct a series of interviews, collect a lot of data, and present their results to an audience of surprised and impressed local agents. What happens afterwards is unpredictable. 

In order to initiate a process which can be sustained by local actors it is crucial to involve them from the start. It is essential to find an adequate balance between inputs from outside and local activity. External inputs are important, in terms of bringing in both methodologies and concepts of development, especially in places where local actors have little to no experience with economic promotion. However, it must complement and stimulate local activities rather than substitute them. 

The basic idea of the concept outlined in this paper is this: It is possible to undertake a rapid appraisal of strengths and weaknesses in a given locality and to come up with practical proposals. Rapid means: within a few weeks, at maximum three weeks for fact-finding and elaboration, presentation, and discussion of results, and in less complex localities even within days. A key aspect of such an appraisal is that it is conducted jointly by external specialists and by local actors. The appraisal should build on some principles which have been formulated in the participatory rural appraisal work:

· offsetting biases (spatial, project, person - gender, elite etc, seasonal, professional, courtesy...) 

· rapid progressive learning – flexible, exploratory, interactive, inventive 

· reversals – learning from, with and by rural people, eliciting and using their criteria and categories, and finding, understanding and appreciating RPK (rural people's knowledge) 

· optimal ignorance, and appropriate imprecision – not finding out more than is needed, not measuring more accurately than needed, and not trying to measure what does not need to be measured. We are trained to make absolute measurements, but often trends, scores or ranking are all that are required 

· triangulation – using different methods, sources and disciplines, and a range of informants in a range of places, and cross-checking to get closer to the truth through successive approximations 

· principal investigators' direct contact, face to face, in the field 

· seeking diversity and differences

There is no reason why this kind of approach should be limited to rural environments. On the contrary, our experience so far shows that such a perspective renders a very valuable diagnosis of urban economic structures as well, specifically if it is combined with analytical concepts to understand the key determinants of successful development. 

2.3 Sequence of activities to start a local effort

In the following section I will outline a typical sequence of activities within a PACA project. 

2.3.1 Preparatory activities

Before starting the fieldwork, it is important to gather the available data. This is often quite complicated; in Brazil, we have found that systematic data on economic structures are often not available at the local level. Even leaving aside the problems of measuring the informal sector, it was often difficult to identify the sectoral composition and the internal structure of the sectors. However, with some knowledge of the country it was possible to get at least a rough idea. For instance, the Ministry of Labor maintains an excellent statistical database of formal employment by município and branch (which often is unknown at the local level). In larger towns, annual commercial publications with firm data (in Brazil: Gazeta Mercantil's Balanço Anual) are useful to get an idea of the performance of medium and large firms. 

In analyzing these data, there are two main questions. First, what is the economic structure of the locale? What are the main sources of employment and income? This kind of information is one of the inputs necessary to decide which kind of firms and branches to investigate in some detail. Second, what are the main tendencies? In which sectors employment is increasing or decreasing? How are important firms doing, and how is their financial viability? 

Further important questions which should be pursued in advance regard the main tendencies of the main local sectors in a national and global perspective, the possible existence of a cluster, and the kind of involvement in international value chains. Regarding the first point, it is useful to have information about major trends available to be able to discuss competently with local businesspeople, and to compare their interpretation of the sector's reality with the prevailing view in other places. In terms of clustering, it is useful to identify in advance which clusters in the same sector exist elsewhere in the world, and what is going on there, in order to be able to do a rough benchmarking. Regarding international value chains, the opportunity may arise to talk to key actors in the chain (e.g. representatives of foreign buyers in the region) and confront their perspective with that of local actors. 

An essential part of the preparatory activities is to discuss concept, contents, and logistics of PACA with the local agent who organizes the work. This includes discussing who should be invited to the initial workshop, and discussing which firms, organizations, and persons should be interviewed. 

The following actors should be invited to the initial workshop:

· representatives of different sectors and groups within the chamber, 

· representatives of local government,

· representatives of technical schools, university, R&D and MSTQ institutes, technology incubators, and other such institutions,

· representatives of SME and other business support organizations,

· representatives of business and important professional associations (e.g. associations of micro and small firms, association of retail firms, branch associations), 

· representatives of trade unions,

· representatives of local banks and important firms. 

When selecting firms, organizations, and persons to be interviewed, the following should be considered:

· Firms from the main local branches of agriculture, industry, and services. This should include both leading firms (in terms of size and competitiveness) and “typical” firms, especially SME. 

· Firms which have a specific perception of the local business situation – banks, suppliers of key inputs, subcontractors, vendors and local manufacturers of capital goods, consultancy and software firms, transport firms, export agents, but also less obvious candidates like job placement firms, construction firms, insurance agents, or realtors. 

· Supporting institutions, like the local chamber of commerce and industry, important business associations and trade unions, professional associations, SME support organizations, technical schools / polytechnics and the local university, business-related NGOs (including, for instance, agricultural-related NGOs and cooperatives), technology and testing institutes, and the like.

· Local government representatives, preferably the mayor, the secretary in charge of economic development, and representatives of other important branches of government, like for instance the local environmental agency. 

· Key informants, for instance journalists or retired persons who were in important political, administrative, or private sector positions in the past. 

2.3.2 Workshop at the launching of a PACA project

In order to start a PACA project, it has proved useful to organize a workshop with local actors. The workshop has two main aims:

· to spread the news about the project among local actors, and to motivate them to participate,

· to gather information from the participants – to complement the data gathered in advance, to get an idea how local actors perceive their economic situation, and to be able to design an adequate program of visits to firms and support institutions and of subsequent mini- workshops.

The workshop can be organized, for instance, by the local chamber of industry and commerce. We had a good outcome in those cases where the president of the chamber extended a personal invitation. 

The structure of the workshop is as follows. 

1. After a few introductory remarks, e.g. by the president of the chamber, the consultants explain what PACA is about – why an economic development effort at the local level makes sense, what are some key categories and main instruments of local economic development, and what kind of work will be done during the workshop and during the following days. 

2. The consultants explain Michael Porter’s diamond. Among the concepts which aim at identifying key factors of successful development, this has the advantage that it can be explained rapidly (i.e. within 10 – 15 minutes) – its disadvantage, i.e. the neglect of several important factors, is ironically its advantage when it comes to do something quick. But it also has the advantage of introducing some crucial concepts which often have never been considered by local actors. In particular, this applies to the factor “sophisticated demand”. 

3. The participants are asked to note strong points, weak points, and observations regarding each of the four factors of the diamond, i.e. first firms and business strategies, then suppliers, then supporting institutions, and finally sophisticated demand. This is done using the Metaplan method with its three basic rules – one idea per card, up to three lines / seven words per card, and legibility of writing. Each participant will usually write between three to six cards for each of the four factors (though, usually many participants find it difficult to come up with any cards when it comes to sophisticated demand). The cards are attached to the wall, organized by factor and clustered according to strong points, weak points, and observations; in fact, it often happens that discussions erupt whether a given observation denotes a strong or a weak point. The result of this exercise will normally be a wall covered with a large number of cards. This gives the consultants an important input in terms of both information about the local economic structure and impressions of the perceptions of local key actors. An important element of this exercise are diverging views and discussions which erupt between the participants. 

4. Two complementary Metaplan exercises can be useful. The first question is “What is the competitive advantage of your city / region?”, the second “What is going to be the backbone of the local economy in ten years’ time?”. Each participant is asked to prepare one card per question. The first question often gives rise to the observation that there is actually no competitive advantage at all. In any case, it gives rise to interesting considerations because many people have never asked themselves this question. It is crucial to have the participants consider the competitive advantage of their place in relation to comparable places in the region, not in relation to hypothetical places elsewhere (e.g. in less advanced regions of the country). The second question often gives an idea of what is the predominating local discourse regarding economic potentials. 

5. Finally, it is explained to the participants that during the following days a series of individual interviews and mini-workshops will take place. Moreover, an appropriate time for the final presentation is defined. 

2.3.3 Field research

Field research consists of interviews and mini-workshops. Interviews are conducted with several organizations as outlined above. The typical duration of an interview is between one and two hours. The interview is not based on a closed questionnaire, and it usually does not even involve the use of techniques like scoring and ranking or other quantitative methods. Rather, the idea is to stimulate the interviewee to outline the structure, activities, and performance of his organization, including in relationship with other organizations, and to give his view of the local political and economic situation. The interview is based on a schedule to make sure that all important issues are touched upon (see Annex). However, it is preferable not to stick rigidly to the sequence but rather to stimulate the interviewee to unfold his particular argument, in the sequence he prefers, and then to ask specific questions in order to touch upon issues he has not mentioned before. 

In our experience, there are three idealtypes of interviews (or rather conversations, since this is the kind of atmosphere we try to create at the interview – rather than a quick succession of questions and answers).

· Interviews with persons who grasp quickly what the interviewers want, and who try to give their view of the situation of their firm / organization and of the overall scenario. It is useful to let the interviewee unfold his argument and only interrupt him when he starts to wander astray. The interviewers should write down questions which spontaneously come to their mind and ask them at a later point in time.

· Interviews with persons who do not quite know what the whole enterprise is about, or who feel that they have little to tell, or who are suspicious that the researchers might be spies, and in any case are not very responsive. In such an interview, it is even more important than normally to create an atmosphere of trust. The main challenge is to encourage more that just brief responses to questions, i.e. to stimulate the interviewee to unfold his view, experiences, and arguments. Interruptions and an inquisitive style of interviewing are inadequate. 

· Interviews with people who mistake the situation and start a kind of Sunday speech involving lots of rhetoric and little facts. This happens sometimes with political representatives and representatives of associations. In such a situation it is perfectly sensible to interrupt the interviewee, and to try to guide him to more specific and concrete issues. If he is unwilling to get away from rhetoric, it may be necessary to be moderately impolite or to try to provoke him to move to more specific issues. 

It is useful to keep some points in mind with respect to interviews / conversations. First, it may be that the interviewee has never been in this situation before, and therefore feels profoundly insecure as to how to behave and what to say. It depends largely on the sensitiveness of the interviewers to deal adequately with such a situation. Second, it is useful for the interviewers to combine signals to be able to communicate non-verbally during the interview, for instance in a situation where one of the interviewers starts to dominate the discussion, i.e. unfolds his arguments rather than listening to the interviewee. Third, it is crucial to take notes during the interviews, and it is preferable that at least two interviewers take notes to be able to verify disputes on factual issues which occasionally emerge afterwards. 

It is important for the interviewers to realize that a series of interviews involves a rapid learning process on their side. This gives rise to both opportunities and risks. For instance, one of the opportunities is the possibility to form hypotheses in the course of the interviews, and to discuss them with interviewees in subsequent interviews. Probably the most important risk is to confuse facts and perceptions. Interviewees usually report both facts and perceptions, mental models, constructed reality, and the like. It is essential for the interviewer to figure out what information is based on personal experience, and what information is based on hearsay, common wisdom, and the like. It is disastrous if the interviewer assumes uncritically the mental models of the interviewees. In this respect, it is important to note that there is no reason for not contradicting interviewees, even though this may appear impolite in the view of the local culture. In fact, questioning views, perceptions, and mental models of interviewees can lead to important insights – actually on both sides. Interviews are also a learning opportunity for the interviewee, and may even occasionally lead the interviewee to question his mental models. In this respect, it is often useful to confront an interviewee with (non-confidential) information gathered in earlier interviews, and with other information gathered elsewhere (for instance, the consultants may dispose of information on business support programs which are locally unknown). 

One of the aspects mentioned in the paragraph before merits more consideration. In a given locale, there are usually two realities: the “objective” reality and the socially constructed reality. It is not rare that there is a wide gap between the two. This gap may exist in terms of perception of the business climate (it is rational for firms not to report good business, for instance to deter new entrants), or in terms of the economic structure (data on the sectoral composition are often unknown), or in terms of business opportunities (as the media report selectively, and often focus on disasters and crises while neglecting positive news, some dynamic branches may be largely unknown). It is essential for the consultant to unveil both realities, and the relationship between them, and to confront the local actors with the gap between the two. 

Regarding mini-workshops, their structure follows by and large that of the initial workshop. Participants of a mini-workshop should come from a more homogeneous group, e.g. one branch of industry or services. The main difference will usually be a narrower topical focus, with the guiding question of the Porter/diamond-based Metaplan being “What are the strong and the weak points of your segment?”

Some other techniques offer themselves for application in the field research, even though we have not used them so far. Most notably there are some techniques from the PRA/PLA toolbox, like mapping, lifeline, and walkover. 

The duration of field-research depends on the size and complexity of the locale. In smaller places (under 100,000 citizens) it took us a week, in larger places two weeks. 

2.3.4 Preparation of findings

The preparation of the findings starts long before the end of the field research. In fact, it is useful to conceptualize the field research as an iterative process of formulating and falsifying or verifying hypotheses. (In our work, this often took place inside the car between interviews, with the obvious disadvantage being that it is complicated to document discussion processes under such a condition.) In other words, the preparation of findings does not start from scratch after the end of the field research but rather is based on extended hypothesizing.

We found it useful to start the preparation of findings with a Metaplan, asking ourselves for observations regarding each of the important local branches. The result is a collection of cards with observations regarding the strengths and weaknesses of each sector. It is also useful to raise some cross-cutting issues, like entrepreneurial spirit, the quality and responsiveness of supporting institutions, or the behavior of local government. The next step is to discuss these cards; part of this exercise is to go back to the notes taken in the interviews to verify or falsify certain observations. The result of this is then transformed into a Powerpoint presentation. 

The preparation of proposals follows the same sequence: Preparing a Metaplan with proposals, discussing the proposals, and putting them into the same Powerpoint presentation. The first criterion for proposals, quite obviously, is that they make sense, i.e. that their implementation can improve the local competitive advantage. There are, however, further important criteria. The majority of proposals should be implementable within a short period of time. The basic idea is to create a virtuous circle: Implement certain proposals, have a positive impact / payback with a short period of time (one to three months), thus reinforce the credibility of the whole venture and the motivation of key actors. Therefore the main task is not to make as many proposals as possible, but to elaborate a list of not-too-ambitious proposals which is compatible with the number, capacity, and motivation of key actors. Furthermore, it is important to consider how proposals fit into the mindset of local actors. This is not to say that one should avoid proposals which break with established orientations and behavioral patterns. Rather, the point is to take the mindset of actors into account, and to present proposals in such a way that the actors do not feel criticized or alienated. Two further points should be mentioned in this respect. First, there is no reason for not making proposals which have been mentioned by local actors in the course of the interviews and workshops. Second, it can be useful to propose the continuation or amplification of existing activities, especially in those cases where the consultants feel that they make a lot of sense but are facing opposition from certain local actors. 

At the same time, it is important to note that the presentation may, and indeed under certain conditions should, be polemic. In a setting where local activities to shape a competitive advantage are inadequate, a moderate and friendly presentation runs the risk of reinforcing rather than overcoming an adverse mindset. For instance, in two cases we discussed two possible scenarios of future development – one under the “business as usual” assumption which outlines foreseeable disasters, and an alternative based on our proposals. The presentation should also explicitly discuss the consultants’ perspective of both the local situation and local actors’ perception of the local situation. 

A further aspect regards the creation of some key phrases or concepts which summarize local problems, deficiencies, constellations, or options. After the presentation, key actors who want to implement certain proposals can refer to such key phrases rather than having to give complex explanations all the time. Also, the media love key phrases or terms which summarize the argument. 

The overall structure of the presentation is:

1. presentation of the conceptual background, especially the concepts of competitive advantage and systemic competitiveness,

2. the diagnosis of the local constellation, mainly following the branch structure of the local economy and/or the four levels of systemic competitiveness, with an overall appraisal according to the four levels as a conclusion,

3. presentation of proposals (not only regarding what to do, but also naming who might implement them) in a structure that mirrors the diagnosis, with concluding remarks regarding the next practical steps to be taken. This should include an explicit reference to the three pillars of local economic development mentioned in section 2.1. 

2.3.5 Presentation of results

For the presentation of the findings, the same persons and institutions which were invited for the initial workshop should again be invited. Moreover, all those persons who were interviewed or took part in mini-workshops should be invited. (In fact, the invitation should already be extended at the end of the interview / mini-workshop.)

The presentation of the findings should be done by the external consultants; our experience so far indicates that local actors accept the observations of external observers more easily than those of local persons. Our experience so far indicates that the typical duration of the presentation is about one hour. 

After the presentation, rather than opening the floor for questions and discussion, we distribute Metaplan cards and pencils among the audience and ask them to write down questions, remarks, observations, and proposals. The cards are afterwards attached to the front wall of the auditorium and clustered by topic. The consultants then read the cards loudly, and after reading each cluster the floor is opened for a brief discussion. The advantage of this procedure is that more persons can participate and more points be raised than during a conventional discussion. Moreover, the discussion proceeds in a much more structured way. We also observed repeatedly that on some cards answers were given to questions posed on other cards, or that practical proposals on how to implement certain ideas (and by whom) were made. 

2.3.6 Further steps

After the presentation, it is useful to have a discussion with the representatives of the organization in charge of the PACA project, and possibly other local actors willing to get involved, to discuss the proposals in a more detailed way – to explain the background of each proposal, and to discuss possible ways of implementing it. The next steps, i.e. the practical implementation of proposals, is left to local actors.

We suggest that the consultants who guided the initial diagnosis of the PMM project return after four to six months to discuss the progress of the project with local actors. It is useful to organize this in the form of mini-workshops with a duration of two to three hours. First, local representatives present what has been done so far, and they explain the obstacles which emerged. After that, a joint brainstorming is conducted, using Metaplan, to come up with ideas on how to continue the work. It is useful to have two to three days available, depending on the number of initiatives going on. 

2.3.7 Resources necessary for a PACA project

The initial diagnosis of a PACA project involves a limited amount of time and money. The field research has a duration of one to two weeks, plus two to four days for preparation and presentation of the results. As it involves two external consultants, the maximum amount necessary is 28 x (daily remuneration of consultants + per diem) + travel cost. It may be necessary to remunerate local participants, although it was not the case in any of the projects we did so far. Local transport was always organized and covered by the local organization. Further expenses include rental of a beamer (projection device to be connected to a laptop computer for the presentation), possibly rental of rooms for the workshops and presentation, and the cost of the Metaplan material. 

2.3.8 Limits and problems of PACA

PACA has several strengths – it is fast, it is not expensive, and it is action-oriented. But is also has limits and deficiencies:

· We find it hard to imagine that it is applied in larger and / or economically more complex locales than the largest cities in Santa Catarina, i.e. Joinville and Blumenau (380,000 and 230,000 inhabitants, respectively). 

· The consultants who conduct the initial diagnosis have to be experienced, versatile, and highly qualified, i.e. knowledgeable about various concepts of competitiveness and participatory techniques. They have to be imaginative and critical, especially with respect to the difference between local reality and the local perception of the reality. 

· The codifiability of the concept is limited. Whereas the application of the methodology is quick, training consultants in the methodology is a very time-consuming process. 

· In its current form, PACA does not allow a systematic appraisal of the informal sector in a given locale. Conducting a systematic appraisal of the informal sector would involve more time. 

· Because the methodology may appear “quick and dirty”, it gives rise to doubts, and important local actors may question the relevance of the proposals, e.g. based on the argument that the base of the diagnosis is not statistically representative. 

3 Conceptual background

3.1 Topical issues

In developing countries, there is an increasing awareness of the necessity to formulate and implement economic development strategies at the local and regional level. There is a departure from traditional approaches to industrial, structural, and regional policy. Within the traditional approaches, activities were

· formulated (and quite often actually not implemented) by central government,

· formulated and implemented in a top-down manner, without consultation and involvement of the target group,

· based on an external evaluation of potentials and problems, rather than a process of local awareness building and learning,

· often based on huge development projects, like large dams, and huge investments, like petrochemical, steel or other basic industries,

· creating perverse incentives due to the availability of government subsidies for regions with low performance. 

This approach is no longer being pursued for a variety of reasons. One of the most important ones is the inability and unwillingness of central governments to conduct such activities – inability due to lack of funds, unwillingness due to the predominance of the neoliberal doctrine which, in the simplistic / fundamentalist variety, is opposed to active development-oriented policies. Another important reason is the observation that, in leading industrialized countries, development policies are quite successfully formulated and implemented at the local and regional level. 

Decentralization is not the only difference to traditional approaches of industrial policy. Two main aspects of traditional industrial policy are absent in the new approach. First, there usually is no creation of public enterprises. Quite the contrary, not only state enterprises in industry and infrastructure are being privatized but also traditional government activities like economic promotion. Second, there is no infant industry protection. Instead, there is a variety of (mostly supply-side) instruments which aim at improving the environment for firms so that they can create a competitive advantage.

3.2 Michael Porter and competitive advantage

In fact, this is probably the major difference compared to traditional approaches: it is no longer about creating production capacity but about competitive advantage. Competitiveness is the key issue in all these activities. The term competitive advantage was coined by Michael Porter in his work on firm-level factors (1986) and clusters of firms (1990). It marks a departure from traditional economic thinking which was focusing on comparative advantage. Essentially, comparative advantage is inherited (availability of basic factors of production, like cheap labor or energy, or natural resources) whereas competitive advantage is created. Looking back at the history of industrial development, one can perceive a series of firms, regions, and countries busily creating competitive advantage. Sustained industrial growth has hardly ever been built on inherited factors. As a rule is has been the outcome of interlinked factors and activities.

What are these interlinked factors? Porter himself boils it down to four factors: 

1. Business strategies and structures and rivalry: Porter notes that despite all differences and national peculiarities one characteristic shared by competitive economies is that there is sharp competition among national firms. In a static perspective, national champions may enjoy advantages of scale; but the real world is dominated by dynamic conditions, and here it is direct competition that impels firms to work for increases in productivity and innovation; here, anonymous competition often turns into concrete rivalries and feuds, in particular when competitors are spatially concentrated. “The more localized the rivalry, the more intense. And the more intense, the better.” (Porter 1990, 83) This is all the more true, as its effect is to cancel out static locational advantages and compel firms to develop dynamic advantages.

2. Existence or lack of related and supporting industries: Spatial proximity of upstream or downstream industries facilitates the exchange of information and promotes a continuous exchange of ideas and innovations. Porter refers, among other things, to experiences with industrial districts in Italy, whereby, however, he strongly qualifies their specifics (see below). On the one hand, he points out that even upstream industries should in no case be sheltered from international competition; and he notes on the other hand that when certain upstream industries are lacking, recourse can be had to the supply available in the world market.

3. Factor conditions: These include, e.g. the availability of qualified manpower or adequate infrastructure. “Contrary to conventional wisdom, simply having a general work force that is high school or even college educated represents no competitive advantage in modern international competition. To support competitive advantage, a factor must be highly specialized to an industry’s particular needs – a scientific institute specialized in optics, a pool of venture capital to fund software companies. These factors are more scarce, more difficult for foreign competitors to imitate – and they require sustained investment to create.” (Porter 1990, 78).

Here, disadvantages in general factor endowments need not necessarily prove disadvantageous, and they can even stimulate the development of competitiveness. If cheap raw materials or labor are available in abundance, firms will often yield to the temptation to rely solely on these advantages, and even to put them to inefficient uses. Conversely, certain disadvantages (high real estate prices, scarce labor and raw materials) can force firms to behave innovatively. This of course presupposes that positive impulses are generated by the other factors.

4. Demand conditions: The more demanding the customers in an economy, the greater the pressure facing firms to constantly improve their competitiveness via innovative products, through high quality, and so on. And the more localized the competition, the more directly firms feel it, and the better their performance has to be. 

Figure 2: Michael Porter’s “Diamond”
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3.3 Clusters and industrial districts

Porter’s perspective, especially regarding his emphasis on competition and his neglect of cooperation, has not remained undisputed. A different line of argument starts from a similar empirical observation, namely clustering of industrial and service firms. Industrial clusters are spatial agglomerations of firms of the same sub-branch, say women’s footwear, wooden musical instruments, ceramic tiles, or agricultural machinery, plus specialized suppliers, providers of services, and the like. In some places, most notably in several spots in Italy, such clusters are marked not only – as Porter would point out – by fierce local rivalry but also by dense cooperation. Such a cluster where a lot of cooperation and networking is apparent has been called Industrial District (not to be confused with the traditional use of the term which means no more than a area reserved for industrial firms). 

The kind of competitiveness which emerges through deliberate cooperation within an industrial district (ID) has been coined “collective efficiency” by Hubert Schmitz (1995a). He has identified a number of criteria which distinguish an industrial district from a mere cluster (Schmitz 1995b):

· Sectoral specialization: An ID usually has a very narrow specialization profile – for instance, not just shoes but women’s medium-price fashion shoes.

· Dominance of small- and medium-sized firms: Italian-style IDs consist predominantly, if not entirely, of SMEs. 

· Strong division of labor: There is a dense network of business transactions and other kinds of interaction between firms.

· A high degree of specialization among firms: Firms in an ID are highly specialized, both in terms of product and specific steps of the production process.

· Strong competition, especially via innovation: Despite strong interaction there is also fierce rivalry between local firms. However, local competition is not based on factors like predatory pricing but on product and process innovation. 

· Information network: Interaction between firms involves not only business transactions but also exchange of information. Information about changes in market, business opportunities, or product or process innovation spreads rapidly in an ID.

· Highly qualified workers: Both the level of formal qualification and the degree of tacit knowledge of workers tends to be high in IDs. As firms are small and highly specialized, there is little space for low-skilled labor. 

· Socio-cultural basis for trust: Transactions between firms are mostly not based on formal contracts. The trust which is necessary to sustain this is both based on repeated positive experiences in business transactions (and also implicit means of sanctions if trust is misused) and on a wide variety of social transactions in other fields with create and increase social capital.

· Active role of the state: Although IDs emerge spontaneously, the state plays an important role in strengthening them in a later phase, especially by means of creating supporting institutions.

Research on IDs has provided important and valuable insights on the possible of having cooperation and competition at the same time (“coopetition”). It has also demonstrated that SMEs have an enormous potential in globalized markets provided they stick together. However, this approach has also received its fair share of criticism. Main issues are the transferability of the model to different places and cultures, the integration of IDs into international value chains, and the importance of central government policy in terms of opportunities and limits for local development:

· IDs exist not only in Italy. ID-like structures have also been observed in other European countries, in the U.S., and also in developing countries (Sinos Valley / Brazil, Sialkot / Pakistan). Therefore, the criticism that IDs can only emerge based on a specific local culture which has emerged over several centuries can be refuted. However, this does not mean that the ID concept is applicable to any kind of agglomeration of firms of the same sector. In fact, clusters are a typical phenomenon linked to industrial development, and one finds clusters all over the place. However, in developing countries the typical kind of agglomeration of small firms produces low-price consumer non-durables of mediocre quality and without much innovation in terms of new technology or new management concepts. Barriers to entry are low whereas barriers to upgrading are high. This often leads to a situation of oversupply, especially in times of crisis when demand drops and supply increases (as laid-off workers set up their own microfirms), and this in turn leads to predatory pricing. Moreover, there is often not only little innovation but in fact a lot of copying going on. Due to predatory pricing and copying, the local business-culture is marked by a high degree of mistrust. These are serious obstacles to inter-firm cooperation. But opportunities for inter-firm cooperation are also limited. As firms often operate with a low level of technical and managerial sophistication, the potential to reap the benefits of inter-firm specialization is limited. Whereas in an Italian ID each firm is highly specialized and the number of firms doing exactly the same thing is limited, in a typical developing country small-firm cluster essentially everybody is doing exactly the same thing. One might argue that inter-firm cooperation and specialization might precisely be the way out, but this will often be a very long process – it is not easy to move toward a knowledge-based development trajectory with business owners who have completed just a few years of primary school. 

· Clusters and industrial districts are often integrated into international value chains. These value chains are often governed by firms outside the cluster – by large industrial firms, for instance in the case of the motor car industry, or by large sales chains, for instance in the clothing, footwear, and furniture industry. It is important to understand the structure of the international value chain to be able to understand the options and limitations for local action. For instance, local firms may compete for privileged access to foreign buyers; this can be a serious obstacle to local cooperation. Also, outside firms may deliberately play local firms against each other, particularly to prevent local collective action, for fear of losing ground in negotiations on price and delivery conditions.

· National-level policy defines a large part of the framework conditions local firms and clusters have to deal with. Macroeconomic conditions may create an unfavorable environment for cooperation at the local level. For instance, in the case of Brazil frequent macroeconomic stabilization programs in the 1980s and early 1990s created a situation where about 40 % of intra-firm contracts had to be renegotiated, thus creating a climate of opportunism and mistrust in inter-firm relationships. Moreover, macro-regulatory conditions can also create obstacles to inter-firm cooperation. In the case of Brazil, this applies to both taxes (which are cumulative on inter-firm transactions) and labor legislation (which can make a firm responsible for the fate the employees of a subcontractor). It is important to understand such macro factors in order to better understand the rationale of local actors, especially firms. Otherwise, entering into a cluster with an industrial district-perspective in mind one may perceive the behavior of local agents as irrational, and practical proposals may be inadequate to local conditions.

To sum up, it is important to understand both the strengths and the weaknesses of the industrial district approach. If it is possible to create a local milieu which is based on trust and thus facilitates cooperation, or if elements of such a milieu already exist, it makes a lot of sense to initiate a process of turning a cluster into an industrial district. However, such a strategy must be based on a very sober assessment of local factors in order to figure out whether an ID perspective is really a realistic one. 

3.4 The concept of systemic competitive​ness

The concept of systemic competitiveness tries to capture both the political and the economic determinants of successful industrial development. It refers to a pattern where state and societal actors are deliberately creating the conditions for successful industrial development as systemic competitiveness. The concept distinguishes between four levels: The microlevel of the firm and inter-firm networks, the mesolevel of specific policies and institutions, the macrolevel of generic economic conditions, and the metalevel of slow variables like socio-cultural structures, the basic order and orientation of the economy, and the capacity of societal actors to formulate strategies (Figure). It is not meant as a blueprint but tries, based on successful experiences, to give an orientation for both research and advisory work. 

The key ingredients of successful industrial development are

· at the metalevel: firstly, development-oriented cultural values which are shared by a large part of the society; secondly, a basic consensus on the necessity of industrial development and a competitive integration into the world market; thirdly, the ability of social actors to jointly formulate visions and strategies and to implement policies.

· at the macrolevel: a stable and predictable macroeconomic framework. This should include a realistic exchange-rate policy and general foreign-trade policy that stimulates local industry.

· at the mesolevel: specific policies and institutions to create a competitive advantage. This refers to specific, targeted policies to shape industries and their environment (technology institutes, training centers, export finance, etc.). Moreover, it is the world of local and regional industrial competitiveness initiatives to strengthen the firms' environment. Many of the institutions that act at the mesolevel are typically, or can in principle be, non-government entities, e.g. business associations, non-profit entities, or firms. 

· at the microlevel: capable and continuously improving firms, and networks of firms with strong externalities.

The concept is meant to lead beyond sterile discussions of the state vs. market type. Successful industrial development was based on strong states and strong markets in the past, and developing countries typically suffer from weak states and weak markets, i.e. both state and market failure. The secret of successful development is to find an appropriate balance between intervention, i.e. formulation and implementation of targeted policies to stimulate and shape industrial development, and market forces. 

Figure 3: The concept of systemic competitiveness
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It is now well understood that the main objective of structural adjustment programs of the 1980s and early 1990s, namely creating a stable macroeconomic framework, is a necessary but not sufficient condition for successful industrial development. It is also obvious that the specific pattern of state-led industrialization, which was the basis of successful latecomer industrialization in East Asian NICs, is hardly a serious option for today's developing countries. This is so for two reasons. First, most governments have neither the technical competence nor the standing to formulate, let alone implement, grandiose industrialization strat​egies. Second, the other countries (and in particular those countries that have pursued an import-substitution strategy for decades) do not start from scratch, as South Korea and Taiwan did in the 1950s. Rather, they already have an industrial structure. In the very least this consists of small and medium firms producing consumer non-durables for the domestic market, and medium and large state-owned firms in process industries like petroleum refining, steel, fertilizer, and cement. Any industry-related policy will first aim at restructuring these sectors. Therefore, the experience of East Asian NICs does not provide a blueprint for countries which had followed an import substitution-strategy in the past.

Dynamic industrial development requires deliberate action by both government and societal actors in order to stimulate and support firms in their effort to create competitive advantages. In other words, it is the outcome not only of the invisible hand of the market but also of governance. Regarding the term governance, we follow here the World Bank’s rather broad definition as "... the manner in which power is exercised in the management of a country’s economic and social resources for development".
 Just like development in other sectors, governance of industrial development today has to be based on a participative model where societal actors interact with the state in defining strategies and policies. This kind of model has emerged spontaneously in the industrialized countries as a reaction to increasing societal complexity and the limited success of state interventionism. It is emerging, though hesi​tatingly, in the developing world, especially in those countries where democratization processes have opened some scope of action for civil society, and where the limited competence and inactivity of the state has created opportunities for non-governmental organizations. 

3.4.1 Definition and scope of the concept

Definition of competitiveness: At the company level, competitiveness refers to the ability to sustain a market position. This ability requires the simultaneous achievement of several targets. The firm must supply products of adequate quality timely and at competitive prices. Moreover, it must usually be in a position to provide sufficiently diversified products to meet a differentiated demand, and it must respond quickly to changes in demand behavior. Beyond this, success is contingent on a firm's innovative capacity, its ability to build up an effective marketing system, to establish a brand name, and so on.

The concept of systemic competitiveness refers to nations, regions, industrial sectors or subsectors rather than individual companies. It should be noted that the notion of competitiveness applied to such aggregates is not synonymous to the concept of competitiveness of companies, as defined above, although nations (as well as other aggregates) just as corporations do have a more or less sustainable market position. Krugman rightly states that the competitiveness of companies has a clearly defined bottom line: "if a corporation cannot afford to pay its workers, suppliers, and bondholders, it will go out of business. So when we say that a corporation is uncompetitive, ... it will cease to exist. Countries, on the other hand, do not go out of business ... they have no well-defined bottom line".
 Hence the measure for the competitiveness of nations is not sustainability in the market. Empirical evidence tells us that not even the trade balance is a reasonable indicator of a nations competitiveness, since trade surpluses can occur in phases of economic crisis and vice versa.

In the case of nations or regions, a loss of competitiveness does not lead to elimination as in the case of firms, but deteriorating welfare conditions. Therefore, normative parameters including socio-economic and environmental issues are necessary to assess the competitiveness of such aggregates as nations. We define national competitiveness as the degree to which a nation can, under free and fair market conditions, produce goods and services that meet the test of international markets, while simultaneously maintaining and expanding real incomes of its people over the long term. This long-term perspective implies the need to reduce ecological impacts and resource intensity to a level at least in line with the carrying capacity of the nation’s ecosystems.

Why "systemic"?: By using the term systemic we want to point out several factors. First, a firm will generally not become competitive on its own, that is without a supporting environment of suppliers and production-oriented services as well as the competitive pressure of local competitors.
 Microlevel competitiveness is based on interaction. Learning-by-interacting is a key element in firms' innovation processes, and feedback loops between firms and supporting institutions are crucial in order to establish dynamic competitive advantages.

Second, an environment that sustains competitiveness is rooted in a national system of norms, rules and institutions that defines the incentives that shape the behavior of firms.

Third, we maintain that the state has an important role to play in industrial development and restructuring. However, we take for granted that autocratic, hierarchical modes of governance are becoming obsolete. New forms of governance are emerging that are based on a new kind of interaction between state and societal actors, typically in horizontal networks.
 Here we find, again, interaction and feedback-loops.

Scope of the concept: With increasing complexity of industrial organization, the systemic nature of competitiveness becomes more important. Especially the most innovative industries build upon positive external economies such as the existence of world class suppliers of intermediary goods and machinery, demanding consumers, specialized business services and other factors making up a supporting business environment. Nevertheless, certain industries can operate fairly well without such an environment. The systemic character of competitiveness is not equally important to all industries. Two exceptions are especially important with regard to the industrialization prospects of developing countries:

First, some mature production processes can be transferred to greenfields which lack most elements of a modern supporting business environment. This is obvious in the case of those light industries which are typical of Export Processing Zones (apparel, electronic assembly, toys, etc.). Basic infrastructure consisting of access to international airports and ports, electri​city and minimal education of the workforce are sufficient conditions to attract such industries. Recently, even relatively complex state-of-the-art production processes including robots and modern management methods such as kaizen have successfully been transplanted to greenfields in developing countries. But it is important to notice that all these examples refer to mature industries which can be built up by transplanting codified knowledge embodied in blueprints, machines and operation manuals. These industries may be called blueprint industries since they do not depend on more tacit forms of knowledge that are not codified in blueprint form, and therefore cannot be entirely diffused. These blueprint industries do not carry on substantial R&D and will usually not even produce much incremental technological change.

Second, despite the general trend towards tariff reduction, certain industries oriented towards developing countries domestic markets are not fully exposed to international competition. This is especially true for the low-ends of product markets. Therefore, firms can perform fairly well even if the supporting environment is weak. This is due to the fact that there are entry barriers to the domestic market which trade liberalization does not eliminate. Examples are:

· high transportation costs;

· deficient communication systems; 

· a market size too small to be interesting for potential foreign investors;

· underdeveloped marketing systems with large parts of the demand being served by street vendors or on the basis of informal credit arrangements;

· special local consumption patterns.

3.4.2 The roots of the concept of systemic competitiveness

The concept of systemic competitiveness draws on different strands of the discussion in economics and social science. The contribution of the concept is primarily to address the complementarities of largely unrelated discussions in different disciplines. We do not claim that systemic competitiveness is a theory but rather a heuristic framework to overcome the limitations of isolated disciplinary discourses. 

In the field of economics we draw mainly on the contributions of four different schools: innovation economics and evolutionary economics, the post-structuralist school, some elements of institutional economics, and certain contributions from management science. 

1. Innovation economists have done extensive research on the functional logic of innovation processes and innovation systems, to a certain degree continuing along lines established by Schumpeter.
 In this view, innovation is not an event but a process that typically occurs along trajectories. Defining a trajectory implies a de​cision in favor of one and against other technological options. The decision typically reflects a specific historic constellation, including economic, political, technical, and other factors as well as coincidence. Once a trajectory has been established, the latitude for guiding technological development is limited (path dependence). The innovation process is based on continuous learning in the form of learning-by-doing, learning-by-using, and learning-by-interacting, between firms as well as between firms and research- and technology-institutes. Innovation patterns differ from country to country due to different institutional frameworks and different incentive structures; thus emerge different national systems of innovation. Technological knowledge can never be fully codified, i.e. it is crucial to keep in mind the importance of tacit knowledge, which is not easily transferable and mostly person- and firm-specific. Therefore, in order to use a given technology, a firm has to undertake learning efforts to create the necessary tacit knowledge. Due to path dependence and the tacitness of knowledge, neo-classical views that suppose complete freedom to choose, transfer, and switch between technologies do not provide an adequate understanding. Accordingly, policy recommendations based on neo-classic thinking will often be inadequate.

2. A key issue in the post-structuralist discourse is the redefinition of the role of the state in processes of late industrialization.
 Traditional structuralism pointed at the central role of the well-informed, powerful development state in guiding the industrialization process. The experience of the East Asian NICs has shown that this concept was not altogether wrong. However, it depended on a number of specific factors which had to be combined in a sophisticated way. Only few societies succeeded in doing so. In other parts of the world, particularly in Latin America, an etatist, market- and competition-unfriendly model of industrial development generated temporarily high growth rates. In the end, however, it led to mutually reinforcing blockade constellations and a deep economic and social crisis. The post-structural​ist discussion still maintains that the state has to play an important role. At the same time, the importance of economic incentive structures is emphasized, especially the role of competitive pressure in stimulating technological learning and upgrading.

3. The new institutional economics tries (essen​tially inside the framework of neoclassical economics) to identify those rules, conventions, norms, and structures which shape the behavior of economic agents, especially firms.
 Two elements are particularly important in our context. First, institutional economics emphasizes the importance of systems of rules, particularly property rights. Without well-established and enforceable property rights the conditions for entrepreneurship are severely circumscribed. Second, institutional economics points at the importance of transaction costs, i.e. the costs involved in the arrangement, supervision, and enforcement of contracts. High transactions costs, e.g. due to missing or badly-organized information systems (for instance regarding the credit standing of firms), will often lead to suboptimal patterns of organization (e.g. extreme vertical integration as firms prefer not to deal with suppliers and subcontractors due to high transaction costs). 

4. In the view of management science there is no question that firms’ competitive advantages do not emerge randomly but are created by strategic management. It emphasizes that firms should concentrate on their core competencies and outsource other activities and should also strive for creating competitive advantages along the whole value chain. Apart from intra-firm features, management science has increasingly dealt with aggregates of firms over the last years.
 Going beyond this perspective, Porter has argued that the distinguishing element between more and less successful econo​mies is the difference in the quality of industrial clusters (and not just individual firms). According to Porter, successful industrial development has to be created through deliberate action. Sustained industrial competitiveness is based on four factors: competent firms with a strategic vision, a demanding domestic market, highly capable supporting industries, and a well-developed environment of specific supporting institutions. 

In the field of social science, the concept of systemic competitiveness relates mainly to four strands of discussion: economic sociology, industrial sociology, economic geography, and political science.

1. Economic sociology tries to analyze structures and processes, and particularly power relations that shape economic transactions in the real world.
 It aims at explaining outside the world of economic models why economic agents behave in the way they do. Important insights include the observation of the crucial role of trust and relational contracting. Economic transactions, e.g. between a firm and its most important suppliers, are not anonymous market transactions but embedded in a complex social relationship pattern. This insight arose from observations of such different phenomena like long-term supplier relationships in the Japanese industrial system and dense networks with highly differentiated forms of communication and sanction-mechanisms in Italian industrial districts. 

2. Industrial sociology has made important contributions to the understanding of the fundamental changes in firms that have occurred since the 1980s.
 It identified "new production concepts" which differed profoundly from traditional Taylorist concepts. While management science prescribed new organizational concepts (lean production, flat hierarchies, teamwork, strongly reduced division of labor inside the firm), industrial sociology also analyzed the obstacles to their quick introduction, particularly the power structures inside firms.

3. Economic geography has received increasing attention as other disciplines began to realize the importance of spatial concentration of firms and supporting institutions
. Spatial concentration stimulates formal and informal communication, thus facilitating rapid diffusion of information and collective learning – and these are the factors that decide on success and failure in ever tougher competition which is based on continuous innovation. In this context traditional concepts of regional policy that aimed at dispersing industries have increasingly come under criticism.

4. Political science has moved from optimism to pessimism and back again regarding governability, i.e. actively and deliberately shaping the fate, of industrial societies.
 The 1970s were, in many industrial countries, marked by attempts to restructure societies in a top-down manner, using hierarchical governance modes. The success of these efforts was limited, not only due to various sources of resistance but also due to the objective problems of governing across different levels of government and across different sectors, which created extremely entangled structures with mutually reinforcing blockades. The result was deep pessimism regarding the governability of industrial societies, which shaped the discussion in the 1980s. Pessimism was theoretically well-founded, but it was at least partially rejected based on the observation of new, network-like governance patterns in fields like research, health, and telecommunication policy. The main finding was that such sectors were no longer governed through hierarchical struc​tures under the guidance of the state. Rather, there were horizontal, heterarchical structures that involved state and non-state actors. Policy-networks in the shadow of hierarchy served to define problems and to find solutions. Involving societal actors, it turned out, mobilized essential know-how and creativity and improved the perspectives for successful implementation. This pattern supplants the traditional pattern of political organization based on division of powers and helps to overcome some of its deficits. 

The common denominator of these different strands of theory is the notion of networks. The network feature is crucial for both the political and the economic dimension of systemic competitiveness. Firms that compete on globalized markets are not the atomized agents of textbook microeconomic theory. Rather, they are woven into dense networks that consist of other firms (suppliers, customers, and competitors) and of mesoinstitutions. Likewise, political actors that formulate industrial strategy are not the utility-maximizers of rational choice theory. Instead, they are also woven into networks, in this case policy-networks that consist of agents from different public institutions and representatives of different organizations of the civil society. These policy-networks complement the established, hierarchical governance patterns and democratic institutions. They are the place where joint defini​tions of problems are sought and concrete measures to solve them are formulated.

Creating the conditions for systemic competitiveness is profoundly different from the kind of state-led, guided, and interventionist industrial policy of the past. It is a market-friendly approach as it acknowledges that a functioning market is the key prerequisite for industrial dynamism. It is also an approach that can be much less costly than the traditional, subsidy-based industrial policy as it essentially involves stimulation, encouragement, and moderation, plus the creation of specific mesoinstitutions which will not emerge spontaneously due to an initially unfavorable cost-benefit-ratio or problems of free-riding. 

3.4.3 The four levels of systemic competitiveness

Orthodox economics address two levels, namely the macro- and the microlevel. The analysis of successful industrialization processes has shown that a well-functioning mesolevel of specific policies and supporting institutions is a further important dimension. In addition, it is obvious that successful development depends highly on the cultural values, the social composition and the political system in a given country. In trying to understand how competitive industries are being built up it is therefore important to address features at the metalevel.

Macrolevel: Linking Economic Stabilization and Liberalization to the Capacity to Transform

An enabling macroeconomic environment, i.e. well-functioning factor, commodity and capital markets, are crucial to securing the efficient allocation of resources. In view of the experience gathered from the 1970s it is now widely accepted that an unstable and highly biased macroeconom​ic framework (high inflation, persisting high bud​get and trade deficits and a distinct anti-export bias in the economy resulting from an overvalued exchange rate as well as high protectionist barriers) considerably reduce the ability of these markets to function properly, with negative effects being particularly on economic growth and exports. 

Stabilization of the macroeconomic framework must in particular encompass a reform of fiscal, budgetary, monetary as well as currency and trade policies. The sequencing of such measures depends on the specific circumstances. When formulating and launching these reforms policy makers must, however, take into account that there is a latent field of tension between the goals of creating a stable and unbiased macroeconomic framework and securing the basis for future growth and the capacity to compete on world markets. Therefore, stabilization and liberalization measures for the economy as a whole should be linked as closely as possible to parallel, protracted structural reforms as well as the country's short- and medium-term capacity to transform. 

Microlevel: Technological and Organizational Requirements

Firms are faced today with increasing challenges resulting from six different trends: First, globalization of competition in a rising number of product markets; second, an increase in the number of competitors on account of successful late industrialization processes and successful structural adjustment as well as export orientation; third, increasingly differentiated demand patterns; fourth, shortening product innovation cycles; fifth, assertion of radical technological and organizational innovations; and sixth, upheavals in technological systems in which the borderlines between sectors are newly demarcated, for example overlaps between computer technology and telecommunications (telematics) or between mechanics and electronics (mechatronics). 

Firms have to optimize four criteria in order to be competitive: cost-efficiency, quality, variety, and responsiveness. The ability to offer a variety of products without sacrificing quality and efficien​cy is necessary to attend an increasingly differentiated demand. Responsiveness means the ability to react quickly to changes in demand and new opportunities.

In order to meet the new demands, firms must extensively reorganize themselves both internally and in conjunction with their immediate environments. Incremental changes as envisaged in the 1980s with far-reaching automation and information-technological interlinking (recall the "automation of Taylorism") are simply not enough. In order to increase efficiency, quality, variety, and responsiveness at the same time, profound changes in three areas are needed:

· Organization of production: The aims are a reduction of time-to-market and through-put times, for example by replacing traditional conveyor belts and transfer systems by cellular manufacturing in order to be able to respond quickly to customers’ demands, and by a reduction of stocks, in order to reduce the costs of current assets. Further aims are improvements in quality and quality costs (defect and rework ratios), which can be achieved by approaches like total quality management.

· Organization of product development: The strict division between development, production and marketing has not seldom led to product designs which resulted in too high production costs and/or did not meet customer preferences. Parallel organization of various development stages and reintegration of development, production and marketing (simul​taneous engineering) lead to drastically re​duced development times and to products which can be more efficiently produced and are easier to market.

· Organization of the value chain: Firms reduce vertical integration in order to be able to concentrate on their core competence. They reorganize supply and subcontracting, especially by introducing just-in-time linkages. And they reorganize their supplier pyramids by reducing the number of direct suppliers by upgrading some of them to system suppliers and by integrating them also into the product development process.

In all three areas the key issue is the interaction between organizational, social and technical innovations. Reorganization is often what first creates the conditions for the use of new computerized hardware. Social innovations (reduction of hierarchical levels, a much wider scope for decision-making at the operative level) are prerequisites for the functioning of new organizational concepts.

A separate issue that has to be addressed at the microlevel is that of the structure of industry, and the appropriate framework for analyzing it. A traditional view would be to distinguish consumer non-durables and durables, intermediate goods, and capital goods. Another view, addressing technological issues, is the distinction between supplier-driven, scale-intensive, specialized supplier, and science-based industries.
 Yet another view, addressing the interaction between profound changes in the macroeconomic framework and adjustment at the microlevel, is the distinction between resource-intensive, qualified labor-inten​sive, and R&D-intensive industries.
 These concepts are often helpful in analyzing specific circumstances. It is furthermore important to note that hardly any industry, and any firm, qualifies a priori for any of these classifications; the Finnish pulp and paper industry was probably much more R&D intensive than the Brazilian computer industry. It is thus essential not to confuse empirical concepts (How do I order a given reality?) and normative concepts (Which industry should I try to stimulate because it has a particularly positive impact on welfare?)

Mesolevel: Supporting the Efforts of Firms

The increasing challenges to firms go hand-in-hand with increasing demands on their support structures. In the world economy therefore, it is no longer only individual firms that compete with each other but industrial clusters, groups of firms organized in networks, whose dynamic development depends on the potential of the particular location. This potential is shaped by continuous and close contact with R&D facilities, technology formation and dissemination institutions, universities, training institutions, finance institutions, export information institutions, and many other entities. Due to increasing global competitive pressure the demands on the local, regional and national level to create and support the business environment are increasing; this applies to demands on business associations and other non-governmental actors as well as to demands on the state at all these levels.

There are two different ways of addressing the mesolevel. First, there are mesoinstitutions which offer specific services to industrial firms. Second, there are mesopolicies, i.e. selective, targeted policies to shape sector-specific regulatory and other conditions and to create mesolevel institutions.

Mesoinstitutions: A well-developed industrial location hosts a broad set of institutions which offer services and support to firms (Figure 2). This set of institutions is usually the outcome of a long learning and upgrading process of individual firms, institutions, and the interaction among them. Porter's differentiation between basic and advanced factors, and generalized and specialized factors, is useful in addressing a typical sequence of development of a set of mesoinstitutions in a given location:

"Basic factors include natural resources, climate, location, unskilled and semiskilled labor, and debt capital. Advanced factors include modern digital data com​munications infrastructure, highly educated personnel such as graduate engineers and computer scientists, and university research institute in sophisticated disciplines. (...) Generalized factors include the highway system, a supply of debt capital, or a pool of well motivated employees with college educations. They can be employed in a wide range of industries. Specialized factors involve narrowly skilled personnel, infrastructure with specific properties, knowledge bases in particular fields, and other factors with relevance to a limited range or even to just a single industry."

In the early stages industrial development in a given location will be mostly based on basic and generalized factors. Only after a certain period of time advanced and specialized factors will be created, partially through private enterprise (e.g. provision of venture capital or specialized business consultancy), partially through the activities of business associations (e.g. technology information), and partially through government activities (e.g. university research and education). As a matter of fact, a closer look at the elements mentioned in Figure 2 reveals that most factors at the mesolevel can be provided through the private sector, either by specialized individual firms or by business associations. It is thus important to note that shaping the mesolevel does not necessarily, and not even predominantly, involve government activities. 

Mesopolicies: Mesopolicies to create systemic competitiveness consist of three main elements:

· Regulatory policy: Based on the "Washington consensus", one might argue that there should be no mesolevel regulatory policies, i.e. there should be a uniform macrolevel regulatory framework that applies to all industrial branches and sectors. However, there is still a justification for selective regulatory policies. Regarding import policies there is still a case to be made for infant industry protection, albeit on a fixed-term and performance-related basis. Regarding environmental policies, it can be sensible to target different industrial branches in a differentiated way.

· Financial instruments: These are useful in fields like R&D support and export promotion where market failure is likely. Tax incentives and direct subsidies can stimulate intra-firm R&D which would otherwise not take place on the scale that is desirable in a macroeconomic perspective due to external effects and limited appropriability. Export credit and insurance is often provided by state agencies, or reinsured by government, because factors like political risk lead to private underinvolvement in this field. 

· Government activities to create and upgrade mesolevel institutions: These are justified in the case of market failure or if collective action by the private sector fails to happen. Market failure is very likely in R&D and training, certain areas of infrastructure (especially provision outside dynamic centers), and environment. In the particular case of less advanced developing countries, it may also happen in finance due to the small size of the market, high risk, and high transaction cost.

It is complicated to strike an adequate balance between supply- and demand-driven measures in creating mesolevel institutions; this is something that SME support and regional policies in advanced countries as well as national development policies in and technical assistance to developing countries are constantly struggling with. Supply-driven measures, i.e. measures that anticipate a potential or future demand of firms for support by mesolevel institutions, are often not successful. This applies especially to early phases of industrial development when firms are small, are showing deficits in most business functions, and have for exact these reasons no obvious receiving structure for support by mesolevel institutions. The work of mesolevel institutions becomes much easier once firms are highly competent and a culture of micro-meso interaction has been established. It is, however, also risky to rely exclusively on demand-driven measures. Mesoinstitutions like technology demonstration centers are by definition supposed to generate changes in behavior rather than waiting for them to happen. One way of resolving this dilemma is to establish close communication between government, business, and other actors active in the area of mesoinstitutions who should be able to articulate existing and anticipate foreseeable demand.

Competitiveness-oriented mesopolicies should not be confused with certain traditional variants of industrial policy. Mesopolicies to create systemic competitiveness are about stimulating competition, and supporting firms to make the best of a highly competitive environment. Traditional industrial policy often was the exact opposite, for instance protecting domestic industries against foreign competitors or even stifling domestic competition by encouraging the emergence of national champions. Regulatory policies (e.g. import and local content regulations or licensing procedures) and financial instruments (e.g. direct subsidies) were main instruments of such traditional industrial policies. Both are still important instruments, but in a different way. A further traditional instrument, state ownership, has currently fallen out of favor as state enterprises tended to show an unsatisfactory performance.

The interrelationship between the regional and the national level: The locus of industry-related policy-making is changing. Traditionally, industrial policy, technology policy, and other specific policies that shaped industrial development were prerogatives of central governments. The situation has changed. As firms get under increasing pressure due to globalization, their demands on their local environment increase. Consequently, meso​policies increasingly have to be formulated at the regional and local level. In some countries, regional or local governments have the responsibility in key mesopolicies anyway, e.g. in education. 

One crucial aim of mesopolicies is to create specific locational advantages. These are, by definition, highly localized. Decentralization of meso​policies is therefore desirable; it does not make sense if central government starts to define dozens, if not hundreds of policies for different regions. A local policy should be formulated by local actors, tailoring it to the strengths and weak​nesses of the given region. It will often be easier to mobilize locally the know-how for diagnosing strengths and weaknesses of firms and their environment, and to formulate measures to strengthen strengths and overcome weaknesses.

Yet central government can play an important role in stimulating local and regional policy formulation:

· It should check on subsidies offered by regional and local governments, thus inhibiting subsidy races between regions and stimulating creativity races instead.

· It can introduce creative local strategy formulation as a condition for the allocation of subsidies (like regional development funds), thus introducing a performance incentive in this field.

Apart from that, certain mesolevel tasks remain with the national government. These include, for instance, large-scale technology initiatives and the formulation of an overall long-term strategy. 

Metalevel: Governance for Industrial Competitiveness

Demands at the metalevel: At the metalevel, one important aspect concerns the existence of development-oriented cultural values which are shared by a large part of the society. Such values include, i.e., social recognition of economic success, general acceptance of the idea that predatory behavior and freeriding jeopardize social development, a priority for long-term investment in education and training and a high propensity to save. If such values are not rooted in a society, it is very hard to stimulate them through macro- or mesopolicies. This explains why similar instruments designed to promote for instance entrepreneurship, interfirm cooperation, or savings cooperatives perform very differently across countries.

A second crucial precondition for competitiveness is the existence of a basic consensus on the necessity of industrial development and a competitive integration into the world market. Taking into account the increasing internationalization of the economy, societies cannot choose development paths randomly. The key actors have to accept the world market as a framework. This does not necessarily imply a high export ratio. It rather means that firms should aim to get close to international quality and efficiency standards, since even in their open domestic markets they compete with imported goods. As long as there is fundamental disagreement on these issues, macro- and meso​policies will be erratic, and firms will develop a defensive posture in order to be able to react quickly to changes in the rules of the game.

The third basic element at the metalevel is the ability of social actors to jointly formulate visions and strategies and to implement policies. This implies a vision shared by a relevant group of social actors about which position should be targeted in the international division of labor, which comparative advantages should be developed in the long run, how profits and costs of market integration should be distributed among social groups, etc. Such a shared vision is important to concentrate resources. Moreover, long and medium-term orientations are important for asserting future interests against current interests and for generating stable expectations. The construction of such a basic consensus is a complex political process and makes high demands on social actors: entrepreneurs, workers and other concerned members of the civil society have to be ready to get involved in institutions and commit themselves to the achievement of common targets.
 In addition, they must be willing to find a compromise with other interest groups. This makes the difference between democratic and corporatist cultures, because the latter excludes relevant social groups from strategy formulation.

The metalevel in developing countries: Cultural values are obviously very heterogeneous across countries and explain much of their different economic performance. On the other hand, some characteristics of the metalevel are widespread among developing countries. In the following, we will point out some of these common features. 

Until recently most developing (as well as socialist) countries were characterized by centralized political decision-making processes and a bureaucratic, inefficient government apparatus. Often this was even overlaid with rentist-corporatist structures which allowed privileged groups effectively to realize their particular interests.
 These power structures corresponded with forms of social disintegration and fragmentation which were characterized by the exclusion of broad segments of the population as well as by political and social polarization. All this established obstacles to successful industrial development at several levels. Firms did not cooperate as mistrust and predatory behavior was pervasive. Workers and trade unions resisted modernization efforts. Disparities in income distribution led to low savings rates and accordingly low capital formation. Social unrest and political instability favored stop-and-go policies which compromised firms' efforts to a day-to-day struggle for survival.

The economic crisis of the 1980s showed the limited viability of inward-oriented development patterns and created a growing consensus on the necessity to integrate into the world market. Structural Adjustment Programs strengthened the market mechanism and partly eliminated incentives for rent-seeking behavior and clientelist relationships. Moreover, institutional reforms introduced more transparency in institutional decision-making. On the other hand, Structural Adjustment Programs failed to recognize that in most developing countries, markets are not fully developed and the civil society is weak. Under these circumstances, deregulation and the downsizing of the public administration are obviously not sufficient to create a competitive economy and to guarantee social development. Social disintegration may even be further exacerbated if macroeconomic reforms fail to establish regulatory and governance capacities (government reform, formation of complex linkages between strategic actors) and the requisite social structures. 

As systemic competitiveness cannot emerge without social integration, its creation implies a social transformation venture that goes far beyond correcting macroeconomic framework conditions. For one thing, it requires fundamental restructuring of business associations and trade unions, as well as other key organizations of the civil society. The process of restructuring organizations and the creation of new intermediary institutions follow three complementary logics. First, these organizations and institutions need to be restructured internally; second, they must strengthen their ability to represent their interests vis-à-vis government or other societal actors; third, they must shape their own environments through cooperation and networking with public or private institutions. 

Major groups in society must learn that safeguarding government from influential, privileged groups may establish a positive-sum game. Only a relatively autonomous government is able to gear its activities toward overall social and economic interests. Transparency and accountability are crucial. Autonomous functional subsystems are based on a clear-cut division of responsibilities between government, industry, and societal actors. They may then be further developed by intrinsic learning processes, flexibility and responsiveness, and by dialogue and efforts to search co​operatively for optimal solutions involving government and societal actors. This may occur on the national as well as at the regional and local levels. 

The need for heterarchical governance patterns: Although the dogma that government is obliged to assume a strictly subsidiary role vis-à-vis market processes is inadequate, the neo-liberal critique of the traditional ways of government intervention is basically correct. The idea that government alone, as a kind of central control center of a society, can selectively direct technological and economic processes presupposes that government bureaucrats are more capable and better informed than other actors in society, including firms. This may have been the case in some latecomer countries, most impressively in East Asia,
 although even there it is important to note that the pattern also involved strategic action on the side of the private sector, and close interaction between public and private sector. Anyway, as societies get ever more differentiated, and firms as well as other actors undergo learning processes, the ability to formulate and implement joint strategies moves from the public to the private sector. The necessary know-how and the implementation capacities are distributed across a variety of governmental, private, and intermediary agencies. One-dimensional, etatist and centralist patterns of governance are therefore unsuitable for the development and support of complex entrepreneurial networks and specialized institutional landscapes – in OECD countries as well as in industrially advanced developing countries.

Still, the conclusion that the state has no role to play at all is not well founded since this proposition ignores the indisputable fact that new forms of governance have emerged, initially in a number of OECD countries where government policy no longer follows the pattern of a traditional interventionist state. Rather, government acts as a coordinator, moderator and communicator in policy networks with firms and their associations, science, intermediary institutions, and trade unions. It aims at collecting and disseminating relevant information and working out joint medium- and long-term visions that can serve as points of reference for government mesopolicies as well as private initiatives. This makes it possible to relieve the government’s burden by shifting decision-making processes into intermediary arenas, to ensure a higher degree of information availability, to heighten the legitimacy of government decisions, and to mobilize the creativity available among societal actors by involving them and their respective problem-solving capacities in a strategic fashion. Policy networks do, however, presuppose on the part of societal actors a capacity to compromise, to perform and learn, and to accept transformation.

Thus, aside from the forms of governance already prevalent in societies organized along the lines of market economies – hierarchic co-ordination and steering in firms and public institutions, market-like co-ordination among firms, and hierarchic governance of society by government – network-like forms of organization are emerging.
 This is happening in particular at the mesolevel, where the emerging forms are characterized neither by simple market allocation (competition and price) nor by centralist governance mechanisms (hier​archic control and state interventionism).

The predominant discussion in the 1980s of market vs. government overlooked these innovative forms that were involved in the shaping of social structures. They are based on a combination of market, government and a variety of forms of self-coordination, these operating in the shadow of the market, the shadow of hierarchies, and in self-organizing networks. This view of increasingly differentiated forms of social organization and governance surmounts the classical dichotomies of market versus government and of total autonomy of decentral actors (liberalism) versus totally integrated society (socialism).

Successful policy networks are based on six core elements.

· autonomous collective actors capable of internal conflict resolution;

· trust and commitment to fair exchange;

· orientation towards a substantial outcome (problem-solving, beyond minimum consensus);

· joint decision-making based on information-sharing;

· reciprocity, or a just distribution of the costs and benefits of a joint decision (or a given problem solution); and

· voluntary restriction of each actor’s freedom of action because it is accepted that each actor has a legitimate claim that his interests be respected.

Policy networks differ from traditional corporatism in that the role of the state has changed: rather than the state’s organizing private interest and arbitrating between corporatist groups which hardly interact among each other, representatives of associations interact with each other and with state bureaucrats on an equal basis. Policy networks are also different from the 1970s brand of European neo-corporatism which basically involved the central state government and the peak organizations of capital and labor. Yet it is difficult to find a profound difference between ‘meso​corporatism’ and policy networks: both terms describe arrangements that used to have a certain level of institutional (albeit often informal) stability and a set of (albeit often tacit) rules that govern the interaction process. 

Policy networks tend to be organized on a sectoral basis, dealing with fields like science policy, technology policy, or health policy; and they tend to be embedded in political structures where there is some higher level that may intervene in case a policy network runs astray. The state can, for instance, stimulate the build-up of local or regional policy networks that set out to formulate an industrial strategy. It can make sense to support such efforts financially as long as this support is linked to performance criteria. At other levels, for instance a network for technology policy on the national level, the threat that the state might unilaterally devise measures that run counter to the interests of the parties involved is an important stimulus for the proper functioning of policy networks. 

3.4.4 The four levels of systemic competitiveness and different levels of aggregation

It is important to note that the concept of systemic competitiveness does not only apply to countries. It is useful in understanding both sub- and supranational factors that determine firms’ competitiveness. The following table gives an overview.

Table 2: Levels of Systemic Competitiveness and Levels of Policy-Making

	
	Supranational
	National
	Regional
	Local

	Meta
	Competition between different models of market economy

Culture of international cooperation
	National integration

Strategic capacity of national actors
	Regional identity

Strategic capacity of regional actors
	Local identity

Strategic capacity of local actors

Trust

creative milieu

	Macro
	International flow of capital (opportunity + performance-pressure

International trade
	Stable macro-framework

Liberal trade policy

Competition policy

Generic environmental policy
	Solid fiscal policy

Investment capacity
	Solid fiscal policy

Investment capacity

Attractive environment, quality of life

	Meso
	EU industrial policy

EU technology policy

Montreal protocol
	Technology policy

Education policy

Regional policy

Industrial policy

Specific import policy

Export promotion

Sector-specific environmental policy
	Regional economic promotion

Technology demonstration centers

R&D institute

Education and training institutions

Financial institutions
	Local economic promotion

Education and training institutions

Technology centers, incubators

Effective chambers

	Micro
	Transnationals

International firm alliances

Global commodity chain
	Medium and large firms

Disperse networks

Supplier relationships

national alliances
	SME

Cluster

Supplier relationships
	SME

Cluster

Industrial Districts


Most of the elements have already been mentioned before, others are self-explaining or obvious. Nevertheless, it may be necessary to emphasize the importance of addressing meta- and macrolevel issues at the regional and local level. Regarding metalevel issues it is essential to understand that it is not just generic cultural features which shape the behavior of actors. In a given country, regional and local cultures, especially business cultures, are often vastly different; concepts like “innovative milieus” address precisely this issue. Metalevel elements like trust and cooperative spirit are key issues in research on industrial districts. 

Regarding macrolevel issues, it does not need mentioning that government at the regional and local level has little influence on monetary or foreign trade policy. Nevertheless, is has a profound influence on the generic economic framework conditions for firms – especially if it runs huge budgetary deficits, or if its budget practice is guided by clientelism rather than developmentalism. In such cases the state’s capacity to create an adequate business environment suffers, even in terms of basic features like paved roads. 

3.5 Global commodity chains

The global commodity chain concept (GCC)
 addresses the linkages between producing firms, and between producers and traders, both in terms of technical aspects and of power relationships. The concept thus introduces a notion into the analysis of economic development which is obviously important but has been neglected in the past.

Theories of international trade treat the world market as the locus of spot transactions between atomistic agents. This idealized view has been critized for quite some time. For instance, 20 years ago the proponents of the "new international division of labour" (NIDL) approach pointed out that a substantial part of transborder economic transactions occur within firms, being the outcome of firms' attempts to utilize low labor cost advantages in developing countries for certain steps of their production process.
 

However, it has also become obvious over the last 20 years that the NIDL view of the world has severe limitations. It involved predominantly US apparal, footwear, and electronics manufacturers, and it could not account for the larger part of firms' internationalization strategies, namely those activities that were market-oriented. Moreover, it could not grasp a phenomenon that has become increasingly important: the organization of international supply chains, most prominently by firms like Nike, Ikea, The Gap or Otto, which did not involve capital ownership and thus were not reflected in foreign direct investment statistics. 

It is here that GCC comes in. It addresses explicitely the fact that international trade consists of three main types of transactions, namely anonymous market transactions, intra-firm trade, and international supply arrangements. It deals most intensively with the last type.

The GCC concept is one of the approaches that address the fact that the boundaries of the firm are increasingly fuzzy. Other approaches have been dealing with this phenomenon on the local / national basis, e.g. the analysis of just-in-time supply arrangements. The GCC concept deals with blurred inter-firm boundaries in international transactions. The most striking examples are the arrangements of firms like Nike, Reebok, and Liz Claiborne which don't own a singly production facility. They focus on design and marketing, and are managing a vast network of suppliers scattered all over the world (although mostly located in Asia and Central America). 

Global commodity chains are a prominent and increasingly important feature of the clothing and footwear industry. Both have important low-skilled labour intensive segments which are often located in early industrializing countries in the developing world. The increasing important of GCC in these industries reflects a change in the roles played by industry and trade. Whereas in the past, huge Fordist factories have been dominant players, this role has recently been taken over by increasingly concentrated retail firms which now command the sector; this has been labelled a "buyer-driven commodity chain". This kind of arrangement can be found in other sectors as well; Ikea's GCC would be an example.
 The analysis of buyer-driven commodity chains adds a crucial dimension to the understanding of industrialization processes, particularly in developing countries. 

GCC adds a missing dimension to the systemic competitiveness concept. In the latter, world market integration and competitive pressure is taken for granted, and the focus is mainly on the producing firms. It is, however, essential to understand both features thoroughly to understand why competitiveness emerges, or why it does not. 

One of the initial concerns of the systemic competitiveness concept was to understand what happens in closed economies which have to give up their import substitution strategies. The difference between an import substitution economy and an open economy is fundamental, but not all sectors in an open economy are affected equally by world market integration. Analyzing commodity chains helps identifying important elements of the incentive structure firms in a given industry are facing. This refers both to national commodity chains, i.e. the market structure inside a given economy, and international commodity chains. 

Some firms are in a position to control upstream and downstream activities, but most are not. For those firms which are dependently involved in commodity chains, this establishes a crucial determining factor of their competitiveness. It defines the conditions they have to meet, i.e. sets the rules according to which a given firm, or network of firms, in a given location has to define its competitive strategy.
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*( This paper is work in progress. It is based both on earlier conceptual and empirical work and on practical experimentation. The methodology described in this paper has been tested in September/October 1998 and March 1999 in municipalities in the state of Santa Catarina in Southern Brazil – Mafra, about 50,000 inhabitants, with an economic base in agriculture, forestry and resource-based industries, in São Bento do Sul, about 80,000 inhabitants, the leading export cluster in Brazil’s furniture industry and also an important location for medium and large firms manufacturing ceramics, plastic products, textiles, and metal engineering, and in Blumenau, about 230,000 inhabitants, one of the leading textile and garment clusters in Brazil, with a strong presence of metal engineering and software firms. For highly stimulating discussions I am indebted to the colleagues who collaborated in these projects – Pedro Paulo Wilhelm, Sandro Wojcikiewicz, and especially Jairo Aldo da Silva. 
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