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Abstract

The crisis has if anything shown that myopic viesaisfying short-term interests
cannot be the basis for sustainable economic psliéather, this paper calls for a more
holistic approach to understanding and developialystrial policy and develops a tool
to view such policy initiatives. This ‘sundial’ Based on four main pillars: entitlements

(seen here as the right and capability of indivisiti@ take part in the learning processes
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underlying development); provisions (the tangibhel antangible resources necessary
for development); innovation (the necessary dynarharacter of any action supporting
development, adjusting and sustaining learning geses determining development
paths); and territory (as learning processes sustpidevelopment are embedded in
specific territories). We suggest that whatevertdratory under consideration, policy
action must be coherent at all levels, be it reglionational or supranational. We apply
this analysis to the specific case of Emilia-RonaadBR), and argue that the case
shows how a long-term and sustainable vision ofustrébl development can be
effectively defined and implemented if this is dome a process involving local
stakeholders and ensuring consensus. The ER iralystiicy also illustrates a way to
develop beyond the ‘traditional’ Italian model afdustrial development based on
industrial districts. However, we argue that regidevel initiatives could do with more

support from consistent national level policy iaiives.

Keywords:. Industrial Policy, economic crisis, Emilia-Romagentitlements,

provisions, innvoation, territory.

1. Introduction

The aim of this paper is to apply a framework fodtustrial policy decision-making we
have realised on the basis of a reflection in itrialgolicy after the crisis (Bianchi and
Labory, 2011, forthcoming), to the case of the kEaritomagna (ER) region in lItaly.
Very briefly, our starting point is that the crisssprimarily due to the inadequacy of a
regulation model that led to many ungovernable iterss because of the belief in a
market that could resolve, on its own, all probletimked to trade opening and
international political integration. The tensiongre low wages and high debt in the
US; an excessive boom in the financial sector mgéo related to the real sphere of the
economy; the emergence of new powers and the erapofarism in international

relations.



These tensions became acute due to the deep salutttanges occurring as a result of
globalisation: competition has intensified worlddeileading to a rise in the knowledge
content of production processes and changes inuptieth organisation, hence the
division of labour that determines firms’ compe#ness. Business has called for a
renewal of industrial policies in the end of thed@9, spurring in academia and policy-
making circles a debate on the desirability andgaete forms of industrial policy.
According to us, the crisis has confirmed the needndustrial policy and made this
debate even more useful. In this paper, we exmamframework for industrial policy
decision-making and we apply it to regional indiastdevelopment policies, focusing
on the case of the Emilia-Romagna (ER) regionadltyltWe chose this region because it
has been a model of diffused industrialisation diexkible specialisation, where
industrial development is intimately linked to tbeil society and social norms and
values. This model has been much discussed indB@sl What is interesting is that the
region is still a model today, but a different oii@e literature on regional innovation
and regional development indeed present ER asianadgnnovation system (see for
instance, Cooke, 2001). We argue that industribtypbas played and is still playing a
very important role in the region. The regional goyment has indeed involved
interested parties, mainly firms and industry asgmmns but also other stakeholders
such as universities, in order to define a sharemorv of long-term economic
development and appropriate instruments gearetl ttmstantly ensuring consensus.
Networking between the different interested partias therefore always been stressed,
thereby allowing the development of a regional watimn system. The ER industrial
policy is holistic, considering the different regal production systems as parts of a

whole which development requires the coherent eéxwiwof all its parts.

In this paper, we define industrial policy in a #domanner as all actions aiming at

favouring the restructuring of industry and the elepment of new industry (as in

% See for instance the special issue of the IntemmaitJournal of Applied Economics (Cowling, 2006);
the various contributions in Bianchi and Labory@gpn



Bianchi and Labory, 2006; Cimoli et al., 2009, adagsimilarly broad definition). Our
view is therefore neither narrow nor specific: istfial policy is not just state aid or
R&D policy, it is a set of actions supported bytrosments that aim at favouring
particular development paths. It is dynamic andnaBailey et al. (2010a), holistic, in
the sense of considering both demand and suppd feictors and both micro and
macroeconomic factors. Industrial policy is also-pctive, in that policy-makers try to
anticipate changes in order to favour the adaptadiothe production system. Policy
helps change, providing a context favourable toptad®n (providing resources and
entitlements, as we will argue in this paper), 8doés not substitute private decision-

makers.

Whereas discussions of industrial policy have sotdaded to essentially discuss the
availability of instruments and their possible nmxdifferent policy fields of industrial

policy (such as research and innovation, compatiéiod regulation, SMEs and so on)
(Bianchi and Labory, 2006), we argue that whatseeetial in the globalised, post-crisis
world is to define industrial policy taking account all parameters influencing

development, ensuring the sustainability of theeflgyment path induced by the policy
choice, and ensuring the complementarity or coloeresf actions taken at different

levels of government.

We develop a framework for industrial policy deeisimaking in the form of a sundial
representing the different parameters that poliegision-making should account for.
The paper is structured as follows. The secondoseceviews the structural changes
that have been affecting industry in recent decadesto which the crisis has revealed a
lack of adjustment of industry. The third sectioxplains the sundial of industrial
policy. The fourth section applies the frameworktlte case of the Emilia-Romagna
region in Italy. Sections 2 and 3 are based on@iaand Labory (2011), although with

some extensions, while section 4 is based on osgareh and experience.

2. Deep structural changes of globalisation: the great unbundling



We consider globalisation as an intensification wadrld-wide trade in goods and
services. The greatest structural change impliedlblyalisation probably is the setting
up of global production processes, whereby differases of production are realised
in different countries. Baldwin (2006) calls thiket ‘great unbundling’. The new
production processes have been analysed eithdolaal galue chains (GVC) or global
production networks (GPN). The global value chéitesature (Gereffi, 1994; Sturgeon,
2008) primarily examines the governance structidirth® global production processes
and views GVCs as sets of interorganisational néd¢svalong the production process of
particular commodity or product. The GPN literatumglicitly considers the “social
processes involved in producing goods and sendandseproducing knowledge, capital
and labour power” (Dicken, 2001, p. 16). As we vallow below, social processes
involved in production should be explicitly consielé in order to define sustainable
industrial policies. In other words, the divisiori kabour and its relation to and

implications for firms’ strategies and performat@zomes a key research issue.

The territory also takes on renewed importancedyecton processes are global but
made of different locations in different territ@ieshere they have an impact. As Dicken
puts it (2001, p. 18), “An understanding of thariteriality’ of production networks —
namely, how they constitute and are re-constitbyethe economic, social and political
arrangements of the places they inhabit — is cktdran analysis of the prospects for
development at the local level”. Bailey et al. (@B}l also stress the importance of both
the ‘territoriality’ of production networks and theurrent changes that territories,
especially in mature regions, are undergoing assaltr of globalisation. These authors
develop the concept of ‘place leadership’ as degJ¥rom embedded skills, knowledge
and cumulative learning and allowing regional tstons to identify sustainable
growth trajectories.

Production organisation and the resulting divisimnlabour means designing and
creating organisational processes aimed at tramgfgrtangible and intangible inputs
into final products. As explained by Adam Smiththe Wealth of Nations (1776), these



processes are realised by applying knowledge, dapsb and intelligence to
production processes and result in the productiomatue. Production organisation is
determined by the firm’s characteristics, its inmrand external environments, social
and political institutions, the extent of the mdrk@&d products requirements. In turn,
production organisation has implications on theiadpceconomic and political
characteristics of the economic system in whichfiitme is embedded. In other words,
the division of labour determines the productivity labour, but it also determines
working conditions and the living standards of weyk hence their access to education
and to cultural development. Inventions and teddngzogress in turn depend on the
culture and knowledge that originate from expergentis in this respect that industrial
policy has to be determined in a holistic approaatiustrial development is determined
by and in turn influences the characteristics armution of the society and its cultural
development. Hence industrial development policrasst take account not only of
available resources and technologies, but alsohef docial characteristics of the
territory, the training of human resources that udteameously determine social and
economic evolution. We represent this in a framéwfor the definition of industrial
policies, a “sundial” of industrial development.

3. Consequencesfor industrial development policies

Provisions and entitlements

In order to develop our framework, we use the cphoé entitlements and provisions
developed by Dahrendorf (1988, reedited in 2008i}titlEments are socially defined
means of access, namely not only the capabilityuying goods and finding a job, but
also non-economic commodities such as the righibte and the right to be educated:
there are civil rights (basic elements of the mfidaw, equality before the law), social
rights (universal right to real income) and podéticrights (suffrage, freedom of
association, freedom of speech). Entitlements openchoices in our commodity
purchase; the set of such choices are called ‘piavé’ by Dahrendorf. Provisions are
thus essentially resources, tangible and intangigfgtal and their transformation into



goods and services. Both provisions and entitlesnaré determinants of development,
since they determine the available resources amddpabilities of individuals to use

these resources in order to create value.

As we argue in Bianchi and Labory (2011), counttese different trajectories of
industrial development according to their set obvsions and entitlements. Some
countries have levels of provisions and entitlemegeénerating a balanced path of
industrial development (case a in Figure 1), whickhe path chosen by the European
Union in the economic integration process. SomeeHhagh levels of provisions but
low levels of entitlements (case b), which is theeof China. Others have low levels
of provisions but high levels of entitlements (fig.c), which is for instance the case of
South Africa.

Figure 1l around here

Globalisation and the diffusion of global productinetworks imply the need for firms
in any territory to develop international relatipinsorder to govern GPN themselves or
to take part in GPN governed by external leadeesv Nrovisions are required for firms
to be able to do this (knowledge, communicatiomastructure, etc.), as well as new
entitlements (in particular, the ability and powerrelate to people and institutions in
other territories and countries). Hence the impueof the territory, which is discussed

in the next sub-section.

The importance of the territory

Baldwin (2006) argues that the setting up of pradacsystems on global scales lead to
tasks specialisation rather than sectoral speatadis. Competition therefore primarily

arises between tasks rather than between firmsdpors, and the territory takes on
increasing importance. In this context, territor@sould not be intended as simple

administrative units but as places where valuesdstthctive competencies and skills



can be intensified, due to their being territoyiatlefined social aggregations with

economic and political structures (Lovering, 1999).

Task specialisation depends on the availabilithath tangible and intangible assets in
the local territory. Human capital constantly iatets with knowledge to create new
knowledge and other intangible resources, in dynatearning processes. These
processes primarily arise at local level, but cdso abe enriched by external

relationships, be they with other regions in thensacountry or with regions in other

countries. Hence task specialisation, primarilyedeined by the competencies a
territory has put together, is more the consequeheeresource creation process than of
an initial endowment. Task specialisation primaahses at regional level because it is
the level at which certain types of relations ansere easily and densely, knowledge
externalities are more dense and some resourcedeamy rooted (human capital in

particular).

An important question regarding task specialisatbtmmcerns where competence is
embedded. A region may specialise in specific tabksause the competencies
underlying these tasks are held by and controliedhle regional firms. The firm or

firms in this case determine(s) the specialisatibtihe territory. The development of the
territory then depends on the firm and is vulnezaiol the firm’s strategic decisions,
especially if firms located in the region are fgrelowned and may more easily decide

to relocate production phases to other territaxgsonditions change.

In contrast, the competencies underlying a regi¢ask specialisation may lie in the
specific knowledge and interaction processes hihibugh time among different
individuals and institutions of the region, in whicase the region is not vulnerable to
firms’ sudden decision to move to other locatioAscording to Coe et al. (2004),
regional institutions can favour the ‘strategic pling’ of regional firms with external
lead firms by stimulating processes of value cozafproviding appropriate training of
human capital;, promoting start-up firms, etc.), @mement (technological and



knowledge transfer) and capture, at different lexal government: local or territorial,
regional, or national, each level acting in compatary way to the other levels. GPNs
indeed raise the issue of power and governanceetwanks. The diffusion of GPNs
implies the consolidation of large transnationaygks that manage global production
networks and have a strong power to constraintdeal firms in their choices. In other
words, they can reduce the freedom of the firmgigpating in their networks by
making their survival dependent upon their stratetgcisions. Bailey and De Ruyter
(2007) calls this a ‘strategic failure’ and argimattsuch failure could be reduced or
eliminated by monitoring the behaviour of transma#él firms. Monitoring large
transnational firms leaders of GPNs could guaratiteenegative freedom of territorial
players. However, the positive freedom of terrdabrfirms must also be guaranteed.
Positive freedom indeed is the right to, the apitd be somebody or to do. Sen’s
concept of capability stresses the importance sitpe freedom, namely the ability to
be or to do, in economic development, and is adegrtb us what Dahrendorf means
by entitlements. The ability to be or to do is deped by ensuring entitlements, namely
measures ensuring the participation of many adtorstrategic decision-making. For
this purpose, knowledge and people are essentiaesa to knowledge produced
elsewhere in the world, absorptive capacity tograee this knowledge; people because
knowledge diffuses and is created only throughiniteraction of people with different

and complementary knowledge bases and competencies.

There is a role for government policy at differdetels (regional, national and
supranational) in order to promote task speciatisaat regional level. The regional
level is more appropriate to identify possible sgmees and possible competencies to
develop locally, because of its better knowledge both local actors and local
knowledge. It can contribute to providing local@stwith entitlements, making them
able to relate with other actors within and outgitk region. In a globalised world, the
ability to develop links outside the regions isdamental. The national level has a role
in providing resources (depending on the degre@emfentralisation) and favouring
interregional exchanges and synergies when differeggions specialising in



complementary competencies. The supranational léasl a role for instance in

regulating global trade or favouring the sharingexperiences between regions in
different countries, as well as supporting the tlgwaent of particularly backward

regions, as in the Union. More importantly, theioral and international policy level

could have a role in monitoring global actors, duay abuse of dominant position, as
suggested by Bailey and De Ruyter (2007).

Not only therefore is it important to take accoahboth entitlements and provisions to
favour development, it is also important to cooatén efforts at different levels of
government. This is what the framework for indadtrilevelopment policy-making

presented in the next section attempts to illustrat

A development sundial

We therefore summarise our holistic view of indatpolicy building a framework
based on four pillars. Entitlements determine tgbts or capabilities of individuals to
take part in development as well as in productive @ompetitive processes; provisions
determine the resources available for these presess develop. Innovation is the
capacity to create and maintain learning mechantsiaitscan be applied to production
processes, hence an element that directly conésbub the dynamics of the
development process. The territory is where taskcigfisation primarily arises,
although not in isolation from the rest of the cwynnor from abroad, because
productive processes are at least initially embediéerritories.

All four levers or gears to industrial developmean be represented as in figure 2.
Sustainable industrial policy should aim at extegdiall four levers, which are
complementary and not substitute. Sustainable tndugolicy also requires coherent
actions at the different levels of government, ngmeesgional, national and
supranational. The levels of government are reptedeby the fifth dimension of the

picture, namely the bold line, thereby obtainirguadial.
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The areas covered by the sundial represent diffgrelicy focus. The North-Eastern

area corresponds to innovation policies, where vation (or rather knowledge and
knowledge creation) and provisions have to be eddnand directed in appropriate
ways. The South-Eastern area is that of territopalicy, providing resources

(infrastructure and capital) in the territory. TBeuth-Western area is that of social
policies, ensuring entitlements in the territoryhjil the North-Western area is that of
human resources policies, enhancing knowledge angbetencies (the innovation axe)

in order to raise the capability of individualst&ixe part in production processes.

Figure2 around here

A territory’s social structure, economic organisatiand institutional governance
determine the development of certain competentiesgeonal level that lead to specific
task specialisation. Specific instruments have d¢odbsigned in order to orientate or
even change this task specialisation; some insmtsrsccessfully used elsewhere may

be used, but they have to be geared to the tgrstoharacteristics.

A holistic approach means taking account of the levlod which the particular policy
problem is part, in a dynamic way. The whole foransystem determined by different
forces that orientate its development. If certasncés produce non desirable results,
such as social exclusion, instruments must be im@fted to change these forces and
guide development on the desirable path. Therefons, increasingly important for
regions to be able to favour synergies at locatlleo that task specialisation can occur,
and be able to adapt to changing circumstancesatbilte same time to develop their
capacity to create relations elsewhere in the waeddhat the local industry can become
part of or govern global value chains. This repmnéston of industrial policy after the
crisis highlights that policies require adequatditige and coherent polities, namely
visions of the future and social structures that able to sustain its growth through

time. Some cases of rapid growth paths have oatumrthe past, but generally miracles
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also rapidly exhaust, because an unbalanced grgerkrates negative effects on the

social structure (as in the case of Ireland disigs Bianchi and Labory, 2011).

This framework may appear so general that we caanlede that any industrial policy is
fine, whatever the chosen path, the important theigg that it is coherent. This is not
correct, since diverse long-term development patis be chosen, but they have to
consider all the dimensions outlined in the sundakn if they may favour some of
them. The path chosen and implemented by indusbtadicy may not be actually
reached, but the important point is that it defiagmlicy process that activates different
gears towards patrticular, consensually definedablgs of development. This can be
related to the notion of path dependence discusstn literature. In particular, Martin
and Sunley (2006, p. 403) argue that “the pasttbetpossibilities, while the present
controls what possibility is to be explored”. A @y may contain different path
dependence processes, that may be interrelateot,aaatording to the evolution of the
diverse local production systems it is made of. §hestion for policy is to identify
possible development path on the basis of the cusiguation of the regional system
and its historical evolution, which identifies isstinctive competencies, the current
resources and entitlements and the desirable newliatenents. Focusing on single
firms or industries is likely not to be effectivenee the regional system is made of
different parts and the synergic effects they poediogether. Some effects only emerge
at system-wide level (Metcalfe et al., 2006), asgional industrial policy should aim at
potentiating these system-wide effects. The cas¢hef Emilia-Romagna region is
precisely one where regional industrial policy Btempted to potentiate these system-

wide effects, as shown in the next section.

4. The excellence of the Emilia-Romagna region and the limits of the Italian system
The Emilia-Romagna region in lItaly illustrates ase&an which the policy adopted at
regional level appears to be efficient and effextiVhe region has benefited from EU

programmes and has used structural funds to spiona development, although a lack

12



of strategy and appropriate actions has emergethtainal level (Labory and Prodi,
2010).

Difficulties at national level

The Italian productive system has adjusted to tise€ since the 1970s by fragmenting
and adopting flexible organisations such as indalstiistricts, which advantages have
been much discussed in the literature but whicheaperiencing problems to adapt to
globalisation. Competitive weapons such as devalusitwere also extensively used
before the entry into the European Monetary Unis.a result, the Italian productive

structure is characterised by a few large firms mumtherous small and very small firms.
Some medium firms are consolidating but they regresnly about 10% of the total

firms.

The crisis has induced even more fragmentationofting to the Italian Central Bank,

Banca d’ltalia, only about 54% of Italian manufaoig firms had restructured before
the crisis. The restructured firms have sufferess lgEom the crisis, in terms of output
reduction (Banca d’ltalia, 2010). The Italian protive system was already weak when
it faced the 2008 crisis. Thus Italian firms’ steref the world market has been

decreasing since the mid-1990s, and export groasiréduced (Table 1).

Table1 around here

Three major problems of the lItalian industrial sttme are generally put forward to
explain the lack of competitiveness and adjustmenglobalisation of Italian firms.
First, their specialisation in traditional sectorgmely textile and clothing, leather
goods production, home goods such as furnitur@ntes, and so on. In these sectors
industrial districts have prevailed and have maddgenaintain competitive advantages
up to the 1990s. Their reliance on informal netvgogkverning the competition and the
coordination of small firms has been much discuseetthe literature. The increasing
competition from emerging countries in these préidns have induced Italian districts

13



to move to higher market segments by increasindityudany have been able to
survive so far but often at the cost of deep resitining putting the very district form of
organisation into question: district firms have meaffected by productive
internationalisation either by moving some produttphases to lower cost countries,
some district leaders becoming leaders of a glebkle chain, or the whole or part of
the district has allied with external leaders, ¢fwyr becoming part of global value
chains. Hence the changing competitive environrhastinduced district firms to set up
relations external to the districts (see Boschnthlaambooy, 2002, for a review; also
Labory, 2002), whereas in the 1980s the dense l|oglakionships seemed to be

sufficient to guarantee the districts’ competitiges.

Most districts have become more hierarchical, somadium district firms consolidating
and becoming leader using a smaller network ofllficas (Carabelli et al., 2007).
Another development less stressed in the literatuthe setting up of relations with
leaders outside the district, as for instance ¢laéhler good districts in Tuscany that have
been developing relations and become suppliersoofdwvide leading brands such as
Dior, Gucci, and so on (Bacci et al.,, 2010). Aswghdyy Christopherson and Clark
(2007), lead firms’ use of local outsourcing carpiyna tendency for wages to reduce
while the demand for skills rises, thereby creategsions in regional labour markets.
In general, the smallest district firms that used supply very simple parts or
components tend to disappear in these new SMEmgsteecause these simple tasks
are outsourced to lower cost countries. The sizéistricts has therefore tended to

reduce, and locally an increasing need for higkilsdas appeared.

Here again there is a role for industrial polidythie regional authorities are concerned
by a balance and hence sustainable developmenhcfeasing dependence on external
firms may be a problem in terms of positive freedamd entitlements. Regional
authorities may therefore implement policies airmedonsolidating some SME so that
they can become leaders of global production systemparticular (but not only) by
ensuring the availability of knowledge and humasoteces with adequate skills. This

14



type of industrial policy appears to have been itegkin one of the most famous
industrial districts, namely the Prato district,saiessed by De Ottati (2007). The Prato
industrial district has been in decline due to ¢bhenpetition from lower cost countries.
Some medium firms have consolidated locally, suticgein competing in higher
market segments, but these firms have not beentaleaintain many relationships
with local suppliers due to their lack of adaptatitSuch an outcome, however, could
be avoided through deliberate local governancectdice to build, first, a common
understanding of the actual challenges and, theewavision of local development in
which the challenges transform into opportunities revitalization” (Dei Ottati, 2007,
1831).

Notice that the development road has not beerothaging suppliers of Chinese origins
which set up in Prato. Chinese firms have indeedted a “parallel district”, focused on
lower market segments and with little or no relasiavith the traditional Prato district.
In the meantime, large firms have tended to redin@r dimension. The Italian
productive system has indeed experienced a deepatery reform from the 1990s
onwards, characterised by a large privatisatiorganmme and the closing of IRI, the
Institute for Industrial Reconstruction that waarided by the fascist government in the
1930s and played the role of a holding owning nedshe industrial system and which
significantly contributed to the catching up andr&lepment of the Italian economy
(Bianchi, 2002). Regulatory reform was implemenitedetwork industries, such as
telecommunications, electricity and gas, within tframework of the European

Directives.

This deep transformation has generated a new sysharacterised by a few large
firms, highly restructured and with reduced dimensioften incorporated in large
private groups (Telecom in Olivetti, AutostradeBenetton, llva in Riva Acciai). These
do not significantly contribute to the country’s B&unlike the large Italian firms in the
1950s. Among the first hundred European firms imgeof volume of R&D investment
in 2008, only 7 are Italian firms (groups): FIAT7{), Finmeccanica (19, Telecom

15



ltalia (37"), Unicredit Bank (71), ENI (gas, 85) and Intesa San Paolo Bank (Tt
These companies have among the highest R&D grawthe EU in 2008, but they are
few (France has 25 firms in the top 100 in term&&D investment, Germany, 29 and
the UK, 16). In 2008, R&D industrial investmenttime EU is essentially realised by
France, Germany and the UK, which account togdtiveabout 69% of total industrial
R&D investment of the top 1000 EU companies andentban half of the companies
(581 out of 10005.

The Italian industrial system is therefore in sgoreed for modernisation at the turn of
the new century. The existing network relationshaps no longer sufficient, but new
relationships based on knowledge have to be createdrder to generate not only
incremental innovations but also more radical iratmns that could spur the
development of new industries. Industrial policys Hzeen lacking at national level,

although many regions such as ER have made effaegenal level.

Regional industrial development policy in EmiliarRagna

The Emilia-Romagna (ER) region is an interestingechecause this region is to a
certain extent a model of application of our suhdiie ER region has been in the past
a reference for development based on the consolidaif a civil society: Brusco
(1982), Brusco and Sabel (1981), Putnam et al. 19@&ve shown how industrial
development (especially of SME systems and dis)rietas also based on social
characteristics and values. Today the ER regidret®ming an example of industrial
development policies aimed at making the regionnawktedge-based economy and
society, a regional innovation system. Cooke (2@3ws how the region has moved
towards a regional innovation system, building reeks in a consensual way, although
its financial capacity are limited. We show belowr recent policy developments in

the region.

“ European scoreboard of corporate R&D investmdto@/1716, 16 November 2009).
® EU Industrial R&D Investment Scoreboard, Europ€ammission,
http://iri.jrc.ec.europa.eu/research/scoreboard92am
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The Emilia-Romagna region has a high level of dgwalent, being one of the leading
EU regions in terms of GDP per inhabitants (in PH&E social cohesion of the region
is also relatively high, since the unemploymeng iatlow and around the natural rate,
with a high participation of both women and yourgpple in the labour force. The
industrial system is characterised by the presehogany small firms, but these have a
strong tendency to work in coordination. Thus mat@jian industrial districts are
located in the region (the Central Statistical G#fiSTAT counts 13 districts in the
region, out of 156 in the whole country). The miaidustrial sectors, representing about
90% of industrial employment in the region, are hatcal engineering, food
processing, construction, housing and fashion.fireesector is also the most intensive
in high technology. The main activity within meckaal engineering is that of industrial
processes, which is highly complementary to thersiectors of the regional economy.
The region has the highest rate of export per eyeglon Italy and is among the first
fifteen European regions according to the sameatdr. The rate of firm creation is the

highest among Italian regions (ER Region, 2010).

The innovative performance of the region is goad¢es R&D spending by firms has
more than doubled between 1997 and 2003 and théewof employees in R&D
functions increased by 70% in the same period f@sga growth of 9% for the whole
country). The number of employees in R&D functicarsd the number of graduates
(laureates) in scientific and technological discigs is still low however relative to the
Union average (ER Region, 2010).

Economic development in ER is not based on maimgiar attempting to desperately
maintain old systems such as industrial distri¢te ER region has been shown as an
example of industrial development based on flexggpecialisation within industrial
districts in the past (Brusco, 1982; Pyke and Sebeeer, 1992), but the region has
also been critical on the potential for such SMEtems to remain competitive in the
changing environment. Indeed, the regional goventra@thorities had identified the
limits of such models already in the 1990s. Whife thational government was
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implementing policies specific to industrial distd, providing regions with new
competencies in terms of industrial policies faduatrial districts (Law 317/1991), the
ER region was already stressing that they onlyesgmted one type of a diversity of
local productive systems which policy should hetla@ting. The ER region therefore
argued in favour of policies aimed at wider typé$ooal production systems and SME
systems, which was adopted by the national govenhnmethe Bersani law of 1998
(n.114/1998).

In fact, the ER regional government has been ableutld consensus and implement
industrial policies in partnership with local adoas far back as the 1970s. Bellini
(1989) characterised the ER region as one in whidirong state co-existed with a
strong economy. One instrument of the definitioninefustrial policy as a long-term

vision of industrial development has been the aeatf a specific agency, the ERVET
(Ente Regionale per la Valorizzazione EconomicaTalitorio), in effect a Regional

Development Agency (RDA), created as a state-overddrprise in 1973, in order to
provide analysis and support to the definition bé tregional policies. Industrial

associations have been involved in the work of ERVEspecially since 1982, and
thanks to this RDA, the ER region has been ablenfdlement SME policies since the
1980s. In the 1980s and 1990s, the main instrumsed were real services to firms,
business services aiming at favouring their restinireg (professional training, the use
of IT, provision of infrastructure, etc.). ERVETsal provides policy advice, policy
assistance and policy suppbrfter a reform of its statute in 2007 (Law 26/2D07
ERVET is still state-owned, its shareholders beprgnarily the Region, holding

98.64% of its shares, and territorial public easfi holding the remaining 1.36% of
shares, but it cannot take shares in other orgammsa ERVET's mandate and role
enables it to define industrial policy consideritite regional territory in all its

dimensions (social, economic, environmental, refeti, cognitive and institutional) and
involving all stakeholders in negotiations. As paftthis, social policies have been

strong since the 1980s (see for instance, Law 198® for the family), aimed at

® http://www.ervet.it/mission.asp
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securing home, health and child assistance forlisnand working mothers, together

with education to provide the regional labour markigh adequate skills.

Industrial policy in the ER region is therefore cerised essentially by two aspects.
First, it is proactive in that the region tries daticipate the changes that industry is
facing and to favour structural adaptation. Secaing, participative, in that policy is

defined and implemented through discussion and eswmus with all stakeholders,

primarily firms, but also with other regional pubkntities such as towns and provinces.
The policy has been aimed at providing the cond#ifor business to prosper since the
1980s; increasingly emphasis has been put on inieovand on the need to transform
industrial districts into technological districteeaning the use of new technologies by

old districts and the development of new distriothigh tech sectors.

One important element of this innovation policyhis creation of ASTER, a consortium
composed of the Region, together with regional ewsities, other research
organisations, chambers of commerce and businesgiasons in order to increase
innovation and its diffusion in the regional protue system. ASTER has favoured
networking among these institutions through varimitsatives. It evolved into the High

Tech Network of the region in 2002 (Rete Alta Tdog@) in order to increase

innovation and technological transfer, around d#fe technopoles gathering
universities and firms around the main specialsatof the area. The regional
innovation policy actions have been focused on amee with potential industrial

applications, involving universities and researantes undertaking such types of
research together with firms. From 2007 these mstibave been organised into
technological platforms, corresponding to the gjest industries in the region, namely
mechanical engineering, agro-food, biomedical, gnand construction. The aim of the
high tech network is to strengthen interactions mgncegional innovative actors and

raise the critical mass of research.
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In 2000 the region also implemented an initiatireead at favouring both the creation
of new high tech firms and technological transtewvadrds existing firms, namely the
Spinner project. For the first time in Europe, Btlistural funds have been used within
the framework of European Social Funds to finahce froject creating an intermediary
organisation, called Spinner, in charge of definingplementing and managing projects
helping (highly-skilled) young graduates (laurept@sresearchers to create new firms
or transfer technology to existing firms. Spinnsra consortium comprising Aster,
Fondazione Alma Mater (an organisation of the Ursitg of Bologna aimed at creating
links between the university and the society) amiluBpo Italia, now Invitalia, a
national agency promoting investment in Italy. $inhelps young people in these
initiatives by providing financial subsidies, teatal assistance and consulting, as well

as training.

Another phase has been the recent creation of T@dhmgh schools (Istituti tecnici
superiori), with the regional regulation of Decemi#910, GPG/2010/2427. These
schools aim at training technicians useful for fivens operating in the region,
according to the region’s industrial specialisagiohus a high school in Parma will
form technicians with competencies and knowledgduligor the agro-food industry, in
the area where this industry concentrates, whéeRggio Emilia technical high school

will focus on competencies useful to the mecharecgiineering industry.

In terms of the sundial, the ER industrial poli@shevolved through various phases that
have shifted the sundial to different areas. Th& fphase is that of social policies and
real business services in the 1980s and the e@dya the 1990s, the increasing focus
on innovation and upgrading through building tedbgial districts and technopoles
imply an upward movement towards the North-Easéeea of the sundial (indicated by
the bold arrow). The more recent measures cre@pigner and the technical high
schools confirm this move and show an increasinmicem towards entitlements in a
knowledge-based society. This concern has trawklat® first, policies for highly-
skilled individuals aiming at helping their finding job in existing firms or creating
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their own firm; second, policies aimed at lowerliskiproviding specialised school
training workers and technicians. The current daesaddressed in the ER region is
indeed what social policy is most appropriate feegional innovation system, or more
generally in a knowledge-based economy? Overall, dainensions have been
considered and extended, with the focus varyinglifferent phases but allowing a

virtuous circle and dynamic development path tanfggemented.
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Figure3 around here

Industrial development policy implemented in the ilEa¥rRomagna region in Italy is
therefore an example of a holistic and systemicr@h. The ER regional policy-
makers think in terms of a system, recognising rieeessity to build a polycentric
regional system of cities or a system of local piibn system$. The region has been
able to improve both economic growth and socialesodn, pursuing these two
objectives simultaneously on the basis of a redideaelopment model that includes
the whole territory, through a polycentric web maafe (industrial, environmental,

cultural and service) specialisations and coopandietween the poles.

Of particular importance appears to be the Regideatitorial Strategy of the region
(“Piano Territoriale Regionale dell’Emilia-Romagnadefined in 2010 (ER Region,
2010). This Strategy is interesting not only beeatsefines objectives and instruments
for the development of the region, but also becausees so in coherence with the
other levels of policy implementation, namely thational and European levels.
However, there is a lack of strategy at a natideeél, and the latter could in fact

provide a complementary effort to regional develeptr(Labory and Prodi, 2010).

5. Conclusions: industrial policy after thecrisis

The crisis has made the debate on industrial paieyn more important. It has also
shown that specific and focused views are usefuksolve particular problems but a
vision of the whole in which the particular problem part is also essential to its
resolution. In addition, the crisis has shown thmiopic views satisfying short-term
interests cannot lead to sustainable economicipsliin the sense of being sustainable
not only for the economy itself, but also for thevdlopment of its underlying society.
Hence we suggest that industrial policy be defimeda holistic approach, that we
illustrate using a sundial based on four majorapsll namely entitlements, or the right

and capability of individuals to take part in theaidning processes underlying

" www.regione.emilia-romagna énd FESR (2007).
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development; provisions, essentially the tangilolé mtangible resources necessary for
development; innovation, representing the necesdgmamic character of any action
supporting development, adjusting and sustainingrnieg processes determining
development paths; and territory, because the ile@arnprocesses sustaining
development are embedded in specific territorieshai®ver the territory under
consideration, policy action must be coherent hteakls, be it regional, national or

supranational (this dimension is important in thredd).

Given competitive challenges, policy-making hasidentify possible trajectories of
development and gear policy instruments to the desa trajectory. For this purpose, it
is essential to start from production organisatiand its underlying social
characteristics. Industrial development is extrgnuaimplex, much more now than at
the time of the large, vertically integrated firmdathe concentration of whole sectors in
specific regions. Regions must now simultaneoublyns excellence in specific tasks
and be able to create relations with the rest efwiorld. The Emilia-Romagna (ER)
case shows that a long-term vision of industrialetigpment can be effectively defined
and implemented if this is done in a process inwmgi\tocal stakeholders and ensuring
consensus. The region has been able to successhibyplish a regional system of
innovation (as defined and surveyed by Doloreux Bado, 2005), in the sense of a
regional network of public and private institutiossipporting the creation and/or
adoption, the development, improvement and diffuscd new technologies in the
productive system, making it perhaps a true rediomeovation policy space (Uyarra
and Flanagan, 2010).

As shown in the paper, the industrial developmexth gavoured by the ER industrial
policy is — thus far at least - sustainable frorsoaial point of view. This may be the
main reason for its success (as shown by the nw@inoenic indicators of the region
relative to the rest of the country and to the EBlUaavhole). The ER industrial policy
thus illustrates a way to overcome the Italian nh@fiendustrial development based on
industrial districts. Industrial districts are specforms of productive organisation that
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have shown to be efficient and effective in thetp&sit are experiencing many
challenges nowadays as a result of the unfoldinthe@fglobalisation process. The ER
region had in the past - and still has - industdiskricts among its local production
systems, but the regional policy is not aimed airttlesperate maintenance. Instead, the
ER region has identified challenges faced by indalstlistricts and on this basis has
designed a policy aimed at favouring the structaddptation of districts, and their
upgrading by using new technology. Meanwhile, theeyence of new industries has
been promoted by raising the innovation potennhathie region, as well as technology
transfer by creating dense networking between relearganisations and regional
industry, and training human capital to provide nemustry with adequate labour

force, and raise their capability to create retaiwith the rest of the world.

References

Bacci L., Labory S., Lombardi M. (2010), “The evirtun of external linkages and
relational density in the Tuscan Leather IndustinyBelussi F., Sammarra ABusiness
Networks in Clusters and Industrial Distric®Routledge, London and New York.

Bailey D., Lenihan H., Singh A. (2010a), “Tiger,g€ér, Burning Bright? Industrial
Policy ‘Lessons’ from Ireland for Small African Boomies”, in Stiglitz J. (ed.)Africa

Task Force Initiative for public Dialogue VolumeQOxford University Press, Oxford.

Bailey D., Bellandi M., Caloffi A., De Propris L2Q10b), “Place-renewing leardership:

trajectories of change for mature manufacturingareg) in Europe”,Policy Studies

Vol.31, No.4, 455-472.

24



Bailey D., De Ruyter A. (2007), “Globalisation, Ewmic Freedom and Strategic

Decision-Making”,Policy Studies28(4), 383-398.

Baldwin R. (2006), “Globalisation: the great unbling’, Prime Minister's Office,

Economic Council of Finland.

http://www.graduateinstitute.ch/webdav/site/cteatsu/CTEI|/Baldwin/Publications/Chapters/Globalizati

on/Baldwin _06-09-20.pdf

Banca d’ltalia (2010)Economie regionali. L’'economia delle regioni ital@ Roma,
July 2010, n. 85.

Bellini N. (1989),ll socialismo in una regione sola. Il PCI e il gome dell'industria in

Emilia-Romagnall Mulino, Bologna.

Bianchi P. (2002),La rincorsa sfrenata. L'industria italiana dall'utd@ nazionale

all'integrazione europeall Mulino, Bologna.

Bianchi P., Labory S. (forthcoming, 201Industrial Policy after the Crisis: Seizing the
Future, Edward Elgar, Cheltenham.

Bianchi P., Labory S. (2006) (edslpternational Handbook of Industrial Policy
Cheltenham: Edward Elgar.

Boschma R.A., Lambooy J.G. (2002), “Knowledge, nearktructure, and economic
coordination: dynamics of industrial district§&syowth and Change33(3), 291-311.

Brusco S. (1982), “The Emilian model: productivecelgtralisation and social

integration”,Cambridge Journal of Economic8, 167-184.

25



Brusco S., Sabel C. (1981), “Artican Production aadonomic Growth”, in F.
Wilkinson (ed.), The Dynamics of Labour Market Segmentatidwtademic Press,
London, pp. 99-113.

Carabelli A., Hirsch G., Rabellotti R. (2007), ‘lien SMEs and industrial districts on
the move: where are they going?”, in Haar J. aride}er-Stamer (eds.ymall Firms,
Global Markets. Competitive Challenges in the Nevortomy Palgrave Macmillan,
Basingstoke.

Christopherson S., Clark J. (200Remaking Regional Economies: Power, Labor, and
Firm Strategies in the Knowledge EcongrRputledge, Abingdon, Oxon, UK.

Cimoli M., Dosi G., Stiglitz J.E. (2009)industrial Policy and Development: the

Political Economy of Capabilities Accumulatjdbxford, Oxford University Press.

Coe N., Hess M., Yeung H W, Dicken P., Hendersd2@04), “ ‘Globalising’ regional
development: a global production networks perspettirransactions of the Institute of
British GeographersNew Series, 29(4), 468-84.

Cooke P. (2001), “From Technopoles to Regional wation Systems: the evolution of
localized technology development policyGanadian Journal of Regional Science

XXIV(L1), 21-40.

Cowling K. (2006), “Special Issue: Industrial Demginent Policy”, International
Review of Applied Economjc&0(2), 535-536.

Dahrendorf R. (2008)The Modern Social Conflict. The Politics of Libertpmpletely
revised second edition.

26



Deo Ottati G. (2007), “An industrial district fagnthe challenges of globalization:
Prato today” European Planning Studie$7(12), 1817-1835.

Dicken P. (2001), “Global Production Networks anel Analysis of Economic
Development”, Working Paper, Manchester.

Doloreux D., Parto S. (2005), “Regional innovatisystems: current discourse and

challenges for future research”,

http://www-sre.wu-wien.ac.at/ersa/ersaconfs/erd2D&/56.pdf

ER Region (Regione Emilia-Romagna) (2010pjano Territoriale Regionale
del’lEmilia-Romagna, Una regione attraente: L’EraHRomagna nel mondo che

cambig Bologna, May.

ER Region (2007FESR 2007-2013, Piano operativo regiondelogna.

Gereffi G. (1994), « The organisation of buyer-dnwglobal commodity chains : How
U.S. retailers shape overseas production netwqrksGereffi G. and Korzeniewicz M.
(eds.),Commodity Chains and Global Capitalisivestport, CT : Praeger, pp. 95-122.

Labory S., Prodi G. (2010), “La creazione di vagiagompetitivi: nuovi ruoli per la
politica industriale”, in P. Bianchi and C. Poz#dé.),Le politiche industriali alla

prova del futurg Il Mulino, Bologna, pp. 61-92.
Labory S. (2002), (2002), "Relazioni tra grandi nege e PMI. Considerazioni generali

con particolare riferimento al settore moda"]lisistema moda in Toscan&. Labory
and L. Zanni (eds.), Collana IRPET, Florence.

27



Lovering J. (1999), “Theory led by policy: the ireaplacies of the ‘New Regionalism’
(illustrated from the case of Waledlhternational Journal of Urban and Regional
Research23, 379-396.

Martin R., Sunley P. (2006), “Path dependence aglonal economic evolution”,

Journal of Economic Geograph§, 395-437.

Metcalfe S., Foster J., Ramlogan R. (2006), “Adasptconomic growth’Cambridge
Journal of Economigs30, 7-32.

Putnam R., Leonardi R., Raffaella Y. (1998)aking Democracy WorkPrinceton
University Press, Princeton.

Pyke F., Sendenberger W. (199R)dustrial districts and local economy regeneratio

Geneva, International Institute for Labour Studies.

Smith, A. (1976),An Enquiry into the Wealth of Natignseprinted in 1960 by J.M.

Dent & Sons Ltd., London (two volumes).

Sturgeon T.J. (2008), “From Commodity Chains to MalChains: Interdisciplinary
Theory Building in an Age of Globalization”, WorlgnPaper, Sloan Industry Studies,
WP-2008-2.

Uyarra E., Flanagan K. (2010), “From regional syseof innovation to regions as
innovation policy spacesEnvironment and Planning, Government and Poli2§,

681-695.

Yeung H.W. (2006), “Situating regional developmeénthe competitive dynamics of

the global production networks: an East Asian peEgspe”, The International Centre

28



for the Study of East Asian Development, Workingpéta Series n. 2006-15,
Kitakyushu.

29



Figure 1. Therelationship between provisionsand entitlements
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Source: Bianchi and Labory (forthcoming)
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Figure 2. Four leversof industrial development

Source: Bianchi and Labory (forthcoming)

Table 1. Real growth trade of goods and services, Italy (% change)

Innovation: |
Human .
resources Innovation
policies policies
Entitlements: E Provisions: P
Social Territorial
O?I? policies
policies
Territory: T

1995-99 2000-04 2005-08 2008
Exports 4.2 29 21 -3.7
Imports 6.5 34 2.0 -4.5
Goods 4.5 15 2.7 -3.2
Services 2.3 16 3.7 -1.0
Goods share of exports (%) 79.0 80.8 81.2 81.6
FDI inflows (% of GDP) 04 12 14 0.5

Source: World Trade Indicators, 2009/10, info.wbddk.org.
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Figure 3. Direction of 30 yearsof regional industrial policy
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