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2.1. Introduction

Metro-regions are undoubtedly important actors of national economies,
although they are not always synonymous with wealth. Overall, city size is
positively associated with income. Capital cities, with their distinctive range
of occupations and sectors, are at the fore. Thanks to their capacity to attract
labour and firms from elsewhere within and across countries, metro-regions
have a higher GDP per capita than their national average (66 out of 78 metro-
regions). And most metro-regions also have higher labour productivity levels
than their country average (65 out of 78 metro-regions). Metro-regions tend to
have a more favourable demographic structure than their national averages as
well, with lower dependency ratios. Not surprisingly, these regions tend to
have faster growth rates than their countries. Yet, overall performance of
metro-regions does have some limits. First, there are important exceptions to
the group of above national average well performing metro-regions, some
ostensibly “dysfunctional”. Moreover, differences of output, productivity and
employment from national averages are not so large. And after a certain
threshold (around 7 million) the city size and income association becomes
negative, probably due to congestion costs and other diseconomies of
agglomeration. Finally, the generally strong economic performance of metro-
regions frequently comes at a cost: unemployment, inequalities, and various
indicators of a lack of social cohesion (such as crime rates) tend to be higher.

Many policy issues emerge from metro-regions’ performance. In the
present chapter we shall first examine the balance between positive and
negative effects of metro-regions as well as the debate over their impact on
the rest of their country. Does the metro-region draw skilled labour, capital
and other resources away from other regions, which might have been
deployed to enhance local dynamism? Or do other regions benefit from the
spill-over effects of the metro-region? Second, we consider the challenge of
overall strategic vision that seems to be needed if both the potentiality and
problems of these regions are to be addressed. Central to the findings in
Chapter 1 is that labour productivity is the principal determining factor in
accounting for superior performance of one metro-region related to the
others. While detailed comparative statistical breakdowns of the economic
activities in which metro-regions concentrate are not available, there is some
individual empirical evidence that many highly productive metro-regions
specialise in high-tech and advanced services sectors, with R&D and other
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knowledge-related activities at the fore. Access to large quantities of skilled
human capital appears to be the fundamental characteristic at stake. How to
make the best use of existing assets – tangible and intangible? How to foster
the advantages of clustering whilst maintaining those of diversity? Finally,
many social and environmental trends appear to emerge directly out of the
dynamic, complex setting of the city, but their implications are often ambiguous.
How to address “liveability” in highly concentrated urban spaces? How to deal
with congestion, concentrations of social problems and lack of cohesion?

2.2. Dilemma I: positive or negative spillovers?

Metro-regions have become major centres of growth in contemporary economies;
but are they the causes of such growth or its consequence? If the former, they need to
be encouraged; if the latter, does their tendency to attract resources away from other

regions do more overall harm than good? These questions are important, because
metro-regions as such have both advantages and disadvantages.

2.2.1. The benefits of metro-regions

Large urban areas are expected to be associated with particular economic
dynamism because they combine in particularly strong form the classic
advantages of individual cities: accessibility, division of labour and
competition, agglomeration effects, positive externalities for business, high
stocks of physical, human and social capital.

● Accessibility. Individual cities already present advantages of accessibility
over smaller towns; metro-regions multiply many of these. Because of the
concentration of population and business activities, transport links
between cities, in particular those within metro-regions, are usually good
relative to those in the rest of a country. This makes it easier for firms
located in these regions to access a wide range of choice in those resources
(primarily labour, but also some elements of supply chains and research
institutes) where proximity is important. In addition, transportation and
communication networks multiply the connections among large cities
which function in networked systems. The introduction of high-speed
trains on the European continent further alters the time/distance equation.
Urban rail centres are increasingly important as transport hubs within cities
and as retail and commercial destinations in their own right, with a
significant influence on street patterns and transport. Air bridges have been
established between Tokyo-Sapporo, Melbourne-Sydney, New York-
Chicago, and Los Angeles-San Francisco.

● Division of labour and competition. The size of urban labour markets and the
range of firms located in cities permit competition and specialisation,
which in turn raises efficiency. Because the market is large and the turnover
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of goods is greater, producers are challenged to differentiate their products,
thereby creating a demand for innovation. Because more firms are
competing in the marketplace, there is a tendency for standards to rise
progressively as well, with improvements in quality leading to gains in
productivity. Sectoral division and diversification in manufacturing and
services help to limit the effects of external shocks.

● Agglomeration effects reduce transaction costs because customers and
suppliers can deal with each other more directly. In addition, individual large
cities which attract global or regional corporate headquarters provide access
to regional decision-makers; in the case of capital cities this includes national
political decision-makers. Smaller cities located near these cities may have
spillover gains from their proximity, further forging the metro-region. Certain
infrastructure services can be offered sooner or more economically in cities,
as is the case now with broadband telecommunications; other services, such
as direct international air service, depend on a large local market. Certain
specialised business services can only be offered profitably in larger cities
(Quigley, 1998).

● Positive externalities for businesses are produced by the density of
interactions among firms, research and education centres, public
authorities and others within a large urbanised area. Knowledge spillovers
and backward and forward linkages along supply chains are easier to
capture within concentrated urban space.

● Physical capital in cities is not only measured by the equipment of firms, but
also by the stock of buildings and infrastructure facilities. Much of the fixed
capital stock of countries is invested in housing and commercial property;
real estate price movements have a major impact on bank lending and
consumer spending; and local governments often rely heavily on property
taxes in their tax base. The construction sector is a major employer
characterised by a skilled labour force, many small firms, and some major
firms with significant international business.

● Some components of social capital may be directly related to scale and
density of population, creating a multiplicity of local communities and
neighbourhood organisations, and of civic groups that represent interests
that cut across the population. Cities and metro-regions grow large through
migration and immigration, producing a rich diversity of cultural
backgrounds that is often the source of creativity and dynamism.

The association of many metro-regions with growth and innovation also
relates to their resolution of certain paradoxes and trade-offs of contemporary
economic activity.

1. The first is related to the constantly increasing speed of both physical and
electronic communications combined with continuing advantages of proximity.
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Much high value-added growth takes place in services sectors and in forms
of manufacturing that, in contrast with much traditional manufacturing,
are neither labour-intensive nor demanding of large factory sites or specific
elements of physical geography. This gives many firms more choice in their
physical location, from which process a preference for metro-regions is
being revealed. The combination of continued advantages in proximity and
accessibility alongside more rapid communications means, on the one
hand, that there is a continuing need for some concentration of activities,
but on the other, that this concentration can spread over a wider
geographical space than in the past. This pattern favours neither small
towns (which do not provide adequate concentration) nor the single
concentric city with one central business district and a periphery of
residential suburbs (which is an expensive form). Rapid transportation, as
well as developments like tele-working, enable greater diversity of locations
for both homes and businesses; but firms and workers still need easy
physical contact at certain points. The kind of compromise between
concentration and dispersal embodied in the multipolar metro-region
makes this possible.

2. A second resolution of paradoxes typically found in metropolitan areas
concerns demands for change and flexibility in labour markets combined with
expectations of stable personal lives on the part of highly qualified labour
forces. Metro-regions are also suitable for the needs of contemporary labour
markets. Firms want the chance to recruit from large labour pools, and in
many sectors offer relatively insecure employment. This is compatible with
employees’ needs to avoid major upheavals to their lives if they can be
confident of finding new jobs within a certain geographical range.

3. Last but not least, metropolitan areas typically provide contrasting
advantages of specialisation and diversity. The combination of specialisation
and diversity raises important issues concerning agglomerations and
clusters. There is a widely noted tendency for firms in certain industries,
together with their supply chains and various specialised facilities (such as
university research teams) to be geographically concentrated. Sometimes
these are just aggregations of firms drawing on locally available resources;
in other cases there are important knowledge exchanges among the
participants, leading to the formation of clusters. However dependence of a
geographical area on such aggregations in a single type of activity produces
major problems if the industry concerned declines. There is particular
vulnerability in a period of rapid economic change, like the present.
Concentrated, populous metro-regions have a role in the resolution of this
dilemma: these heterogeneous areas are better able than small cities to
contain a number of clusters, ideally in sectors with diverse trade and
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product cycles. If one industry collapses, there are alternative employment
possibilities within commuting distance in other sectors.

Particularly important in the trade-off between specialisation and
diversity is a likely, though not yet fully tested, association between
agglomerations of the size and type of metro-regions and the concept of a
learning region or city (OECD, 2001a) with multiple knowledge applications. The
concept of the learning region centres on the hypothesis that the economic
exploitation of creative and innovative knowledge depends, not just on the
total of educated individuals working within a local economy, but on
interactions among them and the organisations within which they work.
These interactions run across the boundaries of firms, in particular along the
supply chain, but they also involve other key groups. Most important are
relations between firms and higher education and research institutes
(discussed in more detail below). Also significant are links with locally
embedded and specialised lawyers, accountants, venture capitalists and other
professionals who acquire knowledge relevant to specific developments and
sectors. This kind of knowledge is particularly important for innovative
activities, where it cannot be assumed that up-to-date knowledge is readily
available in, for example, general stock markets.1 There is therefore a major
role for the informal and interactive transfer of uncodified and often even tacit
knowledge. These arguments partly relate to the question of specialised
clusters discussed below, but they may have more general importance in
facilitating knowledge transfers across sectors, and even in stimulating new
activities.

This last point suggests a major potential advantage of metro-regions in
harnessing pluralism and diversity in knowledge: until a point is presumably
reached where diminishing returns set in, the larger an urbanised area, the
richer and more diverse are the sources of and channels for knowledge
creation and diffusion. For example, where there are a number of, rather than
a single, university or research centre, there is both less risk of over-
dependence on a single approach or set of programmes, and potential gains
from cross-fertilisation. However, the mere existence of a diversity of
institutions within a space designated statistically as a metro-region will in
itself do nothing to ensure that interaction and inter-dependence occur. Left to
themselves individuals often remain within their corporate or organisational
boundaries. Metro-regions, and indeed individual cities, will only function as
interactive spaces if they possess mechanisms that enable, encourage and
reward groups and individuals to use them in that way. This may be partly a
matter of public policy, partly of informal structures that develop in certain
kinds of urban locations. Increasing knowledge of what these are and how
they operate will be fundamental to determining whether or not individual
metro-regions realise their potential.
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2.2.2. Negative externalities of metro-regions

There are various negative externalities that are also associated with
large concentrations of population. As externalities, they are not internalised
by firms and households, and may only show up as a direct cost in the long
term (e.g., high transportation cost, loss of productivity due to long
commuting time or higher health costs due to a poor environment). They
concern congestion costs, poor quality infrastructure, poor social, political
and fiscal cohesion, and the often perverse impact of spatial planning on
agglomeration effects.

● Congestion costs are particularly prominent, notably traffic congestion but
also other forms of pollution, such as reduced air and water quality, high
noise levels and degradation of green areas. Congestion is also implicated in
high levels of mental illness and infectious disease, and limited access to
recreational facilities, as well as in over-heated property and housing
markets. Some of these costs are reflected in high prices for land, labour
and other resources, which make the cost of living high in metro-regions,
making life particularly difficult for the low-wage populations whose low-
productivity labour is needed by many urban services. Those who can
afford the high cost of commuting respond to these disadvantages of
metropolitan life by living further away from the centres where they work,
adding to time lost through extended journey-to-work times, increased
need for transport infrastructure, and urban sprawl. Other congestion costs
(such as pollution) are externalities, the burden of which is not reflected
immediately in prices, but which can have strong indirect consequences
(for example, in health costs). There are major examples of this, not only in
recently and rapidly developing metro-regions in OECD countries
(e.g., Seoul, Istanbul), but also in such long-established major cities as Paris,
Tokyo and London, and even in some parts of much less densely populated
and well-developed regions as Helsinki and Stockholm.

● Poor-quality infrastructure in some places arises because the costs of maintaining
a good-quality physical environment among large concentrations of people
and activities are high. This is most likely to be seen in a failure to maintain or
improve areas with concentrations of social housing, or in areas where
economic activities are associated with noise and other unwanted
environmental effects. But the effects may not be limited to the directly
affected areas alone. There might even be disinvestment from areas that are
themselves otherwise well-served by infrastructure, but located within the
wider urban environment that includes the neglected areas. In such cases
there may be a relocation of households and firms to greenfield sites.

● Poor social cohesion may result from the anonymity and fragmented
relationships found in large urban agglomerations. Large cities are often
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associated with high levels of crime and anti-social behaviour, as well as
problems of social isolation and negative externalities of distressed areas.
These issues may be particularly important if groups from different cultural
backgrounds remain largely segregated from each other. This is the other
side of the coin of the gains that come from the diversity of large,
heterogeneous populations.

● Poor political cohesion, in the sense that difficulties in mobilising resources to
tackle collective problem, may also result where metro-regions comprise a
number of cities and towns. It is difficult to organise such regions as wholes
to deliver environmental, economic and social objectives. This may lead to
higher overall costs to achieve a given level of environmental quality, which
in turn can have knock-on effects on competitiveness.

● Poor fiscal cohesion. The relationship between taxation and public spending in
metro-regions can become very unbalanced because their growth has
produced patterns of use of urban space that no longer correspond to the
existing administrative and political boundaries of local government and
fiscal arrangements. This may take the form of a fiscal deficit for the major
city or cities, which are responsible for a wide range of services that benefit
the region as a whole, but whose resident populations bear most of the cost.
Parts of the electorate become frustrated by paying for services enjoyed by
others who do not pay the same level of tax. Alternatively, in metro-regions
like the Paris Ile-de-France, where deprived populations live in communes
around the periphery but spend their working lives in Paris, the local
communities in which they live bear the costs of providing support services
that try to compensate them for the low earnings that they receive in the city.

In addition to these negative externalities, the impact of spatial planning

and the organisation of public-service provision on agglomeration effects has often
been perverse. Many negative externalities relate to the interaction between
economic activities and social patterns in space; density and movement are
key parameters for the organisation of cities. For most of the 20th century,
planning resulted in the functional separation of land uses. Zoning set aside
land for residential, commercial, industrial and civic uses; urban services such
as education, water, transportation and health were organised into separate
bureaucracies which worked in parallel, managed by experts whose
professional training reinforced a sectoral approach. This form of
development was consistent with an economy of heavy, labour-intensive
manufacturing, linked by relatively fixed connections by rail and sea. In the
Fordist era, when the reallocation of labour meant that cities grew rapidly
through in-migration (frequently from rural areas, but also from stagnating
urban regions), uniform housing and in general a similar treatment of spatial
structures and commercial and retail facilities meant that newcomers could
more easily find their place in the city. Equally, a zoned pattern of land uses
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corresponded to a pattern of day and night use of space, both in residential
and economically active areas. However, aside from considerations of historic
preservation, this approach to city-building was not adapted to the task
of identifying and enhancing specific local needs and assets such as open
and recreational space, access to rivers, neighbourhoods and districts
distinguished by their architectural and social features. The shortcomings of
the zoned industrial city became glaringly evident as factories and rail yards
closed and many urban sites became abandoned. Social problems became
concentrated in housing estates that were now remote from any sources of
employment, while pressures arose to add new commercial and retail
properties in established urban centres zoned for economic activities.

2.2.3. Metro areas versus national growth?

There is an important and continuing debate over the impact of metro-
regions on overall development within a national economy. This debate has
two aspects. The first concerns whether the normally observed association
between urbanisation and economic growth peaks at a certain point of urban
agglomeration. The second concerns the impact of the growth of metro-
regions on development in other parts of a country. Existing knowledge does
not permit clear answers to this question, partly because, as has already been
stressed, metro-regions are not a unitary phenomenon: cities have become
agglomerations for a number of different reasons. Also, as will be discussed
extensively in this report, there are considerable differences in the ways that
both city and national authorities have dealt with both metro-regions and
their fiscal and other relationships to the rest of a country.

With respect to the relationship between urbanisation and growth, there
is evidence in the academic literature of particular gains from what some
authors accept as being “oversized” cities. Bertinelli and Black (2004), for
example, use an econometric model to demonstrate such gains. They consider
how the trade-off between optimal and equilibrium city size behaves when
introducing dynamic human capital externalities in addition to classical
congestion externalities. They assume that productivity depends on human
capital, that this is solely accumulated in cities (Jacobs, 1985) such that
urbanisation is the engine of growth. At low levels of technology, a
development trap may occur, with levels of human capital and urbanisation
being insufficient for growth to occur; while in equilibrium, urbanisation rates
are too high due to the existence of a congestion externality. However, as
urbanisation encourages human capital accumulation, there are dynamic
benefits of static over-urbanisation. We can further stress here the arguments
of Jacobs (1969) on technological advancement through inter-sectoral
learning. This leads the authors to conclude that: “myopic policies designed to

reduce the degree of over-urbanisation by limiting urbanisation will tend to have an
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adverse impact on economic growth, lowering an economy’s steady-state level of
technology and potentially leaving the economy stuck in a development trap. This

suggests that policies designed to remedy potential over-urbanization may have
adverse dynamic effects. In addition, spatial redistribution, rather than a curtailing
of an economy’s urban population may remedy the costs of over-urbanisation

without these negative dynamic effects.” However, they acknowledge that “a full
understanding of this requires in-depth knowledge of the costs of infrastructure
investments required for urban population decentralisation”. Much also depends
on the initial assumptions, and on the range of negative externalities that are
taken into account.

The validity of the assumption that human capital is accumulated solely
in cities is challenged by Polèse (2005). He argues that it is difficult to
rigorously test the relationship between agglomeration and economic growth,
part of the problem stemming from the difficulty of distinguishing factors that
allow cities to capture a greater share of national economic growth from those
that allow them to add to it. In a study of five Latin American cities, Freire and
Polèse (2003) addressed the same issue, with particular reference to the
question of why cities in developing nations do not create more wealth. They
argue that positive local agglomeration effects can be realised only when there
is a suitable national institutional and public policy environment: the rule of
law, property rights, appropriate macroeconomic policies, appropriate public
sector involvement. The local impact of this environment concerns those
services which have to be consumed (though not necessarily provided) locally.
For example, urban crime, poor traffic management, and poor street and road
conditions reduce the potential for interaction and business meetings, and
consequently for knowledge spillovers, with possible long-range negative
effects on the rate of innovation. The same factors also affect labour
recruitment, particularly of women, and staff punctuality. Inferior public
services proportionally hit small firms the hardest, with a predictable impact
on potential start-up businesses and entrepreneurship. Latin American data
do not necessarily have direct implications for OECD countries, though at least
some of the phenomena discussed are recognisably general: some of the
tensions of economic success of metro-regions can be seen even in the cases
of the largely well ordered Greater Helsinki Region and of the Mälar region
around Stockholm (Box 2.1). 

As to the question of the effect of growth in metro-regions on other parts
of a country, it is frequently claimed that the wealth generated by successful
regions can be of general benefit. Where metro-regions are what were termed
in chapter one polycentric, the interests of both large and small cities within
the metro-region may be more easily reconciled. As land costs rise in the
major urban centre(s), smaller nodes within the region may grow, and may
have more scope for so doing before the congestion and social segregation



I.2. COMPETITIVENESS, LIVEABILITY AND STRATEGIC VISION

OECD TERRITORIAL REVIEWS: COMPETITIVE CITIES IN THE GLOBAL ECONOMY – ISBN 92-64-02708-4 – © OECD 2006 95

Box 2.1. Growth versus equity in successful metro areas: 
the examples of Helsinki and Stockholm

After some very difficult years in the early 1990s, Helsinki and its

surrounding region emerged as an internationally competitive economy that

had seemingly grafted the requisites of the “new economy” on to the bedrock

principles of the Nordic welfare state. The experience corroborates broader

empirical evidence suggesting that a social commitment to equity need not

disadvantage the economic performance of countries. At the same time,

incipient trends observed in Finland and the Greater Helsinki Region (GHR)

suggest that this commitment has become more difficult to implement in the

current environment of economic development. Recent widening of regional

disparities within the country, greater spatial differentiation within

municipalities, and an increase in inequality of the size distribution of

personal income – although modest in all cases – challenge the ability of the

state, regional and local economy to meet its equity mandate while

sustaining economic growth. Along several dimensions, development of the

GHR is best described as transitional, compelling a reassessment of policies

able to pursue competitiveness and equity as multiple objectives. The

success of the ICT sector is a bellwether of a broader set of changes to the

patterns of urban development. At the same time, the growth of Helsinki

means that immigrants dependent on social support and other allowances

are tending to be concentrated, with attendant social problems, in the city,

although they are spread throughout its neighbourhoods, without any

distinctive ethnic area or subculture emerging. Meanwhile, some other parts

of the region are becoming progressively wealthier and more entrenched

enclaves for the affluent, especially highly-paid workers in the IT economy.

Dynamics of the “secession of the rich” can develop quite quickly and lead to

very negative unintended effects in terms of sustainable development, social

integration and economic development. In this light, attempts at regional

co-operation would meet with mixed success, with issues of tax equity, social

housing, cultural life, and economic development as nagging sources of

political friction.

In Stockholm, the low level of housing investment, exacerbated by housing

market distortions, has contributed to the shortages that drive high housing

costs. Changes in the housing finance environment worsened dramatically

during the economic crisis of the 1990s. The tax reform (1990-91) and the

modifications to policy over the last decade have led to higher housing prices

and discouraged housing investment, which is at a very low level in

comparison with some other OECD countries. Municipalities, which are

responsible for the planning and overall implementation of housing

construction, have  been unable to promote the investments necessary  to
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effects characteristic of the larger centres begin to operate. The smaller cities
gain from the growth, while the larger ones benefit from the reduction of
pressure. Within more monopolar regions (such as London and Paris) it is
possible to attempt a similar development of minor growth poles, but more
determined planning is required, as transport structures and patterns of built
space continue to reinforce concentration on the centre.

The strength of large metropolitan areas may also generate many
positive spillovers into other regions through fiscal revenues, foreign
exchange earnings and exports, which pay for infrastructures, services and
wider transfer payments across the entire country. Many of their assets, such
as headquarters of key corporations, infrastructure (e.g., airport) and
information services, actually serve firms and consumers located elsewhere
in the country and (up to the point where congestion costs and high land
prices outweigh the effect) at cheaper costs thanks to agglomeration
economies. Subject to certain negative consequences considered above, the
dynamic region offers opportunities for mobility to young people from other
regions who have the opportunity of moving to take advantage of the job
opportunities there: in no sense are the gains that flow from dynamic regions
kept for existing residents alone. Metro-regions tend to generate a large
number of low-productivity service occupations in both public and private
sectors that offer job opportunities to workers with low education levels. This
occurs because of the particularly high needs for occupations concerned with

Box 2.1. Growth versus equity in successful metro areas: 
the examples of Helsinki and Stockholm (cont.)

meet Stockholm’s in-migration. Cuts in allowances for individuals have also

contributed to the large share of household spending on housing. High rents

in the central parts of the Stockholm Mälar region and housing market

distortions contribute to segregation and spatial mismatches within the

region. The intent of the rent regulations is to ensure affordable housing;

however in general this tool results in considerable efficiency losses. Most

municipalities own non-profit housing companies that allocate apartments

to renters regardless of income, origin or family structure. In other words,

there is no “social housing” in common usage. High housing prices have been

particularly prohibitive for low income people, particularly in the County of

Stockholm, where the price level of housing increased dramatically after the

downturn economy in the early 1990s.

Source: OECD (2006d), OECD Territorial Reviews: Stockholm, Sweden, OECD publications, Paris,
France and OECD (2003a), OECD Territorial Reviews: Helsinki, Finland, OECD publications, Paris,
France.
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maintaining the infrastructure of concentrated urban spaces – for example, in
cleaning, transport, security, and janitorial activities. At a time when mass
manufacturing, which used to provide employment for large numbers of such
people, is declining in its capacity to generate employment, this is a useful
employment gain.

On the other hand, possible negative consequences of the growth of
metro-regions can be seen by their brain and capital drain effect on other
regions. By losing their educated and skilled population as well as capital
resources, these less populous regions then face decline. The ICT sector and
the other dynamic sectors of the new economy have demonstrated a strong
urban bias in location; economies of agglomeration exploiting the diverse
collection of services and economies of localisation exploiting concentrated
specialisation are thought to be dependent on a scale of economic activity
available in medium to large cities. From Portugal, Ireland and Finland to
France and Britain, the major city has faced continuous growth much to the
irritation of the rest of the country. Inhabitants outside the favoured zones
often perceive these developments with a great lack of trust, fearing that any
transfer of resources to the flourishing metro-region will jeopardise their own
resources or marginalise them.

Given that high population concentrations often entail high congestion
and other costs, does a policy of explicitly discouraging metro-regions to the
advantage of others have a positive outcome? Experiences of containment
policies in OECD countries (such as the one conducted in Paris in the 1960s, in
Tokyo from 1959-2002, in London from 1965-1979 and still currently
implemented in Seoul since the 1970s) have provided mixed outcomes
(Box 2.2). There is little reliable data showing whether constraints on the
growth of the major region actually displaced economic activities to other
domestic regions, thus compensating for the loss in the major regions with
higher growth elsewhere in the country. In addition, there is an increasing
concern that such policies and others might hold back international
competitiveness of the major city in the context of an increasingly globalised
economy. For example, the Korean government has pushed “balanced
national development” as a priority, planning to build regional innovative
clusters in regions other than Seoul, and has also designed plans to build a
new administrative capital and to decentralise most of administrative
functions out of Seoul. Meanwhile, a study shows that knowledge-based
industries in Korea and especially in the capital region will experience a
significant shortage of land over the next five years (Kim, Choo and Nahm
quoted in OECD, 2005f). If these industries cannot find suitable sites in the
capital region, it is unclear whether they will relocate to other Korean regions
or go for more attractive regions in competing Asian countries. Similarly, the
Paris metropolitan area was long seen as diverting growth from other regions
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Box 2.2. Monitoring the growth of capital regions 
in OECD countries

France has attempted to achieve “controlled growth” in the capital region

around Paris, which expanded so rapidly compared with the rest of the

country that scholars worried early about “Paris and the French desert” (title

of a 1947 publication by French geographer Jean-François Gravier).

Since 1955, both public and private firms seeking to expand within Paris are

required to apply for an administrative authorisation. Regulations on offices

were considerably loosened in 1985 but restored for larger offices in 1990. The

government also started to levy taxes (redevance) on new offices locating in

the Ile-de-France region to discourage new firm creation after the

2 August 1960 law. The scheme was toned down in 1982 when it was

restricted to specific zones with a regressive pricing mechanism. Evaluations

show that industrial employment in the capital region decreased extensively

but mainly due to sectoral shifts rather than to the efficiency of the

government’s deterrents (DATAR, 1999).

In Japan, the Industrial Relocation Promotion Law (1972) introduced direct

subsidies from the MITI and long-term loans for businesses willing to

relocate to designated areas. The results of this policy are mixed. On the one

hand, the volume of industrial output from Tokyo and Osaka declined from

18% to 15% between 1985 and 1992. On the other hand, there was less success

in fostering dynamism and creative capabilities in Japanese localities outside

of the Tokyo-Nagoya-Osaka agglomeration. Although many prestigious

technology-oriented buildings were constructed, the lack of venture capital

and of other soft infrastructure made it hard for entrepreneurs to take the

risk of launching start-ups (OECD, 2005d).

In the Netherlands, the Randstad is above all a spatial planning concept

that was born shortly after the Second World War and refers to the position

of a belt of cities, in particular four large cities (Amsterdam, Rotterdam, The

Hague and Utrecht) encircling a green open area named the Green Heart in the

western part of the Netherlands. National spatial development policies have

in recent decades switched back and forth between promoting and

discouraging the development of the Randstad into a metropolitan region.

Repeatedly, fears of the Randstad growing together into one “amorphous”

metropolis have led to policy initiatives to limit expansion of the large cities

and urban sprawl around them. This approach had two main consequences

until the 1990s: within the Randstad, planning policies focused on the

preservation of the green heart, seen as a key asset for the region, and the

restriction in housing policy; and policies were focused on dispersing growth

out of the Randstad towards more peripheral regions of the North and the

East of the Netherlands.
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and was largely excluded from regional development policy. However, recently
the region lost some rank against its EU major competitors for its innovation
capacity and competitiveness, partly explained by the decision to relocate
some public research centres outside the region (OECD, 2006a). 

2.2.4. Summary: dilemma I

Resolution of this dilemma involves strategies of assisting metro-regions
to maximise their economic and environmental possibilities, but without
artificially promoting the growth of heavy population concentrations or

Box 2.2. Monitoring the growth of capital regions 
in OECD countries (cont.)

In the United Kingdom, both deterrents and incentives were used to limit

London’s high concentration. From 1965 to 1979, the Greater London Council

required firms to apply for office development permits (ODPs) before

establishing new offices in the London area. A Location of Offices Bureau was

set up and helped companies move away from the capital city. However,

evidence of slowing expansion in London remained quite mixed. For

example, the rate of office floorspace development increased from 14.6% in

the decade before ODPs to 20.4% in the decade after.

In Korea, since at least the 1964 enactment of “Special Measures for the

Restriction of Population Growth in Seoul”, there have been efforts to control

the growth of Seoul and the larger capital region in order to ensure balanced

national development. These efforts include relocation of government offices

outside of Seoul, the relocation of university branches outside Seoul and

financial incentives to relocate firms and regulations to curb the expansion of

industrial establishments and academic institution in Seoul (OECD, 2005f). The

nature of the policies has gone through numerous changes over the years, as

various measures proved ineffective and encountered criticism that curbing

the growth of Seoul was undermining Korea’s competitiveness on the

international stage. Even so, there are many indirect, economic disincentives

against locating in Seoul. For example, the Capital Region Readjustment

Planning Act (1982) divides the area into three main categories: congestion

restraint zones, growth management zones and nature conservation zones.

According to the category, the central government prohibits or controls the

construction of new factories and buildings, levies over-concentration taxes,

and bans or administers the creation of new universities (except for smaller

and vocational colleges). In addition, the registration tax is five times higher in

Seoul than in the rest of the country because of the Capital Region Planning

Law (OECD, 2005f).
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inhibiting the development of other growth models in other kinds of region. In
rapidly changing market economies it is not good public policy to “put all one’s
eggs in one basket”. It is never certain where future springs of innovation will
develop until these emerge through market forces, and it is as important to
avoid becoming over-dependent on particular urban forms as it is on
particular industries. This formulation does not prevent stark specific choices
from emerging: Should major new building be permitted, expanding the size
of a particular city, or should measures be taken to encourage development in
an area of declining population? Should priority in building transport
infrastructures go towards easing congestion within a metropolitan
concentration, or to reducing the economic isolation of a medium-sized city?
(It must here be remembered that the effect of improving transport
infrastructure is often to encourage a further growth of activities, journeys
and population in the area concerned until congestion returns to its former
unacceptable level.)

Evidence from the OECD metropolitan reviews does not produce easy
answers to such choices: the fact that some metro-regions have excellent
growth records does not mean that creating large concentrations of people is
enough to stimulate such a record. On the other hand, the continued
development and world city status or goals of such cities do not necessarily
contradict national plans for balanced economic development. Also, given
that there is uncertainty over what kinds of new economic initiatives will
be successful, metro-regions have the advantage of being areas with
considerable internal diversity and therefore stand a better chance than
smaller, more specialised or less pluralistic areas, of becoming the locations
for successful innovation. At the same time, there are examples of successful
regions outside metro-regions: policies towards the latter need to be balanced
by different ones targeted at different sectors and with different expectations
for other parts of a country.

It is not possible for national or local authorities to address this dilemma
by allowing market forces alone to determine relations between metro-
regions and other parts of a country. A pure laissez faire approach would
involve taking no public-policy measures to address congestion or to
co-ordinate land-use policy within a metro-region, allowing the costs of
inconvenience to mount until the area becomes uneconomic and firms move
to other zones, leaving the metro-region to shrink in size. But that process
would be prolonged and painful, and in the meantime potential synergies
from the existence of the metro-region would be lost. On the other hand,
action to support the infrastructure of a metro-region and ensure its
development will mean ensuring that it continues to attract labour, firms and
capital away from other regions. To pursue this path requires confidence that
the metro-region will deliver the expectations held of it.
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Reconciling national and dominant-region interests in a positive-sum
game requires a new strategy that goes beyond the typical “centre versus

periphery” dichotomy. Under the paradigm shift in regional development
policies (OECD, 2005a), the most effective measures do not consist in
distributing direct subsidies to lagging regions while ignoring the best
performing regions, but in capturing differentiated regional competitive
advantages. The condition is that all of a country’s regions strengthen their own
functional specialisation enough to develop cross-regional complementarities.
Building co-operative exchange networks between the major cities and other
regions could generate synergy effects (e.g., programmes for twinning
universities and other regions, location in two places of different aspects of
major technology projects). Meanwhile, metro areas need a comprehensive
strategy to continue to contribute to national growth, tackle negative
externalities of excessive urbanisation and deliver positive spillovers to other
regions.

2.3. Dilemma II: public strategic vision in a market context?

To view the economic activities of a metro-region as a whole in this way, to seek
to encourage the location of particular activities within the region, to provide an

environment in which both they and the population in general will thrive implies that
there is a strategic vision at the level of the metro-region. This will need to address
such issues as whether and how existing or new specialised clusters are to be

encouraged; the role that will be played by higher education and research as well as
more basic and vocational education; and, further related to education and research,

the strategy for improving the region’s innovation capacity. Public authorities are
central to the generation of such visions; but can they do this without attempting direct
substantive economic planning of a kind which cannot work in a dynamic, changing

economy?

2.3.1. Why a strategic vision?

Strategic visions are highly important, but it is necessary to distinguish
this process from economic planning in the older sense. The argument that
local public authorities, together with other significant economic actors, need
to develop a strategic vision for a metro-region seems to conflict with the
importance of market forces in determining economies, and to hark back to
attempts at planning economies. It is important that authorities understand
that it is not possible to make administrative decisions that particular
economic activities shall flourish in a particular region. The firms that are
attracted to the region and sector need to have the right entrepreneurial and
managerial qualities if they are to succeed, even in the best of environments;
and some niches may already be over-full. This is not to say that public policy
cannot play an active part in changing a region’s comparative advantages, but
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it needs to do this while being well informed about possibilities and
potentialities. Similarly, central to appreciating the scope for regional strategic
vision within free and open markets is a shift from the provision of subsidies
or restraints in trade to indirect support for the business environment and the
provision of infrastructure. It is important that public authorities take note of
what activities flourish already in their region, and what seem, on the basis of
evidence elsewhere, to be new activities that should be able to prosper. In this
process widespread participation by a range of stakeholders will help ensure
both an extensive contribution of ideas and perspectives, and subsequent
commitment to the vision achieved. Strategic visions must also be capable of
changing and responding to new challenges. This is more easily achieved if it
is well understood from the outset that the vision is a permanently developing
process and not something established at one point in time.

There will however continue to be risks in developing policies based on a
strategic vision. Policies that provide resources that may be used by
entrepreneurs may be difficult to relate directly to the performance targets
that are a fundamental part of contemporary public management, for two
reasons. First, some activities may not be linked directly to firms’ actions.
Second, even where a link can be made, by no means all entrepreneurial
activities will be successful. The second presents particular problems for
public administrations who are not accustomed to accepting failure. Older
policies of support, such as protecting, subsidising, guiding special facilities to
well established local industries, rarely encountered this prospect, until the
final years of collapse of the industries concerned. The reaction against that
experience led to a period of withdrawal from any intervention by public
authorities at all levels, who came to believe that they should have no role at
all in supporting economic activity. Neither this nor the old approach are
appropriate for a period in which change and uncertainty are endemic, but
where regional strategic vision and detailed enabling policies can clearly have
a role in promoting the competitiveness of firms within the region. New
means need to be found helping authorities to cope with risk and possible
occasional failure, while still seeking to appraise the quality and success of
their actions.

A valuable means of spreading these risks is the development of a
diversity of specialised clusters, based on a large number of firms. The risks
inherent in radical innovation mean that there is always insecurity in areas
with a large number of such activities; an advantage of clusters (discussed
below) is that they assist in the absorption of this insecurity and therefore
both facilitate risk-taking and reduce its negative consequences. As the high-
tech regions in the United States in particular demonstrate, where there is a
large number of firms, research institutes and other institutions connected
with a sector and its supply and knowledge chains within a region, risks are
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cushioned. If a firm collapses, its high-calibre employees are likely to be able
to find alternative employment that uses their skills without leaving the
region; the capital and plant invested in the firm remain at the disposal of
more successful enterprises, also within the region.

A first step to formulating a vision is to build political commitment and
consensus behind the notion of metropolitan co-operation. This is particularly
difficult to achieve where, as is normally the case, the metro-region is not a
level of formal political competence. This is an issue considered further below
in connection with governance arrangements. Formulating the vision may
involve establishing a clear initial statement of the shared interests of each
entity and of the commitment to work towards a common vision of the role of
the metro-region. Before the development of a strategy and of mechanisms to
implement it, the nature of the metro-region “project” needs to be clearly
defined with the expression of why the different levels of formal government
depend on each other. This regional vision is essentially a statement of
common interest and a commitment to co-operate towards common, agreed
objectives. The vision needs to understand the different identities that it
encompasses, promoting complementarities and interdependencies, but also
recognising differences and distinctive characteristics. To the extent that it is
a political charter, this statement should be accepted by the heads of
government of the different component authorities, but elaboration of the
vision on which it rests could be a more consultative process involving
different public and private stakeholders.

The second main component of a strategic vision is its policy content. In
particular, it needs to encompass how the metro-region will establish a
liveable environment with strong infrastructure and avoidance of the creation
of areas of social segregation and inclusion, but it will also need to say
something about the kinds of economic activities that the infrastructure and
other public policies intend to support and encourage. Formulations of this
kind need to combine vision and ambition with realism, and to include sober
assessments of what such policies are likely to be able to achieve. It is very
likely that there will be attempts to associate the region – or to take advantage
of existing associations – with specific sectors. Some such specialisations are
based on small numbers of large firms, though the experience of the Fordist
period of manufacturing embodied salutary lessons of the risks of over-
dependence. This concerned not just over-dependence on a sector, but on
large organisations that often left areas with skill specialisations that
excluded entrepreneurship and adaptability. In the light of this experience, it
is not surprising that many local and regional development plans now include
roles for SMEs and other forms of enterprise that will strengthen local
capacity. This has often implied a concentration on specialised clusters, as
these enable SMEs to take advantage of innovation. As noted above, metro-
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regions have the further advantage of being able to contain a number of
specialisations, avoiding the form of dependency that comes from the single-
cluster development often associated with smaller towns and industrial
districts.

The experience of the most successful metro-regions suggests that a
number of key themes need to be addressed by strategic visions. For reasons
already noted above, the encouragement of specialised clusters and their
distinctive infrastructural and networking needs is one of these. Clusters do
not involve only firms, but a number of other supporting institutions,
prominent among which are local higher education and research institutes
that interact regularly with creative enterprises, exchanging both ideas and
personnel with them. The examples on which these conclusions are based
come mainly from highly publicised high-tech sectors; but not every metro-
region can specialise in what is a relatively narrow range of activities, within
which success may be difficult to achieve. It is essential also to address viable
strategic visions that do not depend on high-tech activities.

2.3.2. Cluster development policies

Characteristics and advantages of industry clusters

Industry clusters are tied into a spatial economic context and contribute
to building metropolitan competitiveness. They can be defined as
geographical concentrations of groups of industries within which firms and
other actors in the spatial economic systems are formally or informally
interlinked through their activities. An industry cluster is both functional
(economic) and spatial. Consistent with their general concept, industry
clusters in a metropolitan context show several major characteristics:

● They specialise in certain kinds of economic activities. Businesses in the
cluster can be linked through a wide range of channels, ranging from a
supply chain, same knowledge base (human resources, research
institutions etc.) to common policy environments.

● They have a geographical scope, but the size of this depends on how closely
firms or industries interact with each other and the overall size of the
cluster. Often, spatial industry clusters spill over beyond jurisdictional
boundaries and thereby are functionally rather than politically defined. In a
metropolitan context, industry clusters often exist beyond smaller
jurisdictional units (counties, etc.) and sometimes even go beyond a
metropolitan region to a certain extent. Consistent with a functional
metropolitan region, an industry cluster also spatially expands over time.

● Despite the focus on certain industry groups, industry clusters are tied into
a much larger interlinked economic system where formal and informal
interactions among businesses and other local actors are considered.
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Learning, knowledge creation, and technology innovation and diffusion are
particularly observed in this process. Overall, a combination of these
characteristics leads to economic synergies and contributes to metropolitan
competitiveness.

Different kinds of  industry clusters function differently in
competitiveness building, with traded clusters engaged in export activities
showing distinct advantages. Industry clusters are not all the same kind. They
may differ in the products or services they produce or deliver, stages of
development (young, mature, present or potential) and other dimensions
involved. Due to the various differences, the effectiveness of industry clusters
in building regional competitiveness therefore varies across clusters and
regions. This may at least partly explain the conflicting outcomes in cluster
practices. Porter (2002) identifies three types of clusters based on their roles of
serving local economy: traded clusters, local service clusters and resource
clusters. Traded clusters refer to export-oriented clusters, often associated
with higher productivity and higher wages. Local service clusters and resource
dependent clusters are location dependent even though the latter may serve
national or global resource markets. Although local services clusters are more
evenly distributed within metropolitan regions to access a wider range of
customers, their development is strongly coupled with the growth and
expansion of traded clusters (manufacturing or services). All these clusters are
important components of metropolitan economies, but traded clusters are
what are really fundamental to building metropolitan competitiveness. A
number of cluster cases studies show that traded clusters show more value
added (measured by wage levels) than the average for the region in which they
were located (Table 2.1). These clusters tend to concentrate better local

Table 2.1. Wage levels of US metropolitan traded clusters (2002)

Metropolitan regions
Average wage 

of traded clusters
Regional 

average wage
Difference

(%)

Boston-Cambridge-Quincy, MA-NH 62 350 45 709 36.4

San Francisco-Oakland-Fremont, CA 68 418 49 720 37.6

Seattle-Tacoma-Bellevue, WA 61 391 43 193 42.1

New York-Northern New Jersey-Long Island, NY-NJ-PA 73 838 50 172 47.2

Denver-Aurora, CO 51 988 39 322 32.2

Washington-Arlington-Alexandria, DC-VA-MD-WV 59 363 44 152 34.5

Dallas-Fort Worth-Arlington, TX 50 518 39 359 28.4

San Diego-Carlsbad-San Marcos, CA 50 147 37 412 34.0

Los Angeles-Long Beach-Santa Ana, CA 48 169 38 732 24.4

Houston-Baytown-Sugar Land, TX 51 033 40 435 26.2

Source: Porter, M. (2000b), “Location, Competition, and Economic Development: Local Clusters in a
Global Economy”, Economic Development Quarterly, Vol. 14, No. 1, pp. 15-34.
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resources (knowledge, skills and capital, etc.) with competitive advantages.
Set in a well-balanced metropolitan economic context, policy practitioners
should therefore turn to traded clusters for building regional competitiveness.

The main advantages of clusters are that they present both various
economies of scale as well as the production of tacit and unformalised
knowledge that flows among those engaged in related activities and in
frequent work and social contact with one another. Cases are reported from
both traditional artisan production of, for example, fashion goods, to the most
modern high-tech industries and services. Innovation seems inherent to
clustered production. Also important here is the idea of untraded
interdependencies (Storper, 1997) in labour markets, regional conventions,
norms and values, public or semi-public institutions, etc.) that foster an
environment conducive to trust, cooperation and innovation, often
synonymous with social capital. Within dynamic high technology clusters,
levels of personal exchanges between firms appear to be higher than in non-
clustered locations. This type of cross-pollination of ideas and innovation is
put forward as one of the main drivers of the success of the Silicon Valley
model (Saxenian, 1994), and also the successful Stockholm ICT cluster, which
exhibits higher rates of inter-firm labour mobility than the rest of the labour
market (Power and Lundmark, 2004). In addition, clusters can combine
flexibility and stability in the labour market, when key workers can be
confident that, in the event of corporate collapse or redundancy, they can find
new firms in which they can exercise their skills without major residential
upheaval.

Knowledge of the advantages of clusters is however often dependent on
case studies rather than large-scale statistical analysis. Other studies have
questioned the validity of the cluster hypothesis, asserting that problems of
definition and measurement make empirical evaluation of the relative
performance of clusters and, in particular, the origins of any difference with
non-clustered industries statistically dubious (Martin and Sunley, 2003). What
is certain is that much of the evidence to support the view that clusters are
more productive is case specific. Large scale empirical reviews are extremely
rare, with the review of the Bank of Italy standing out as the most extensive
research effort. The problem from an international perspective is that Italy
already provides the best evidence of external economies derived from
clustering, though there is also considerable evidence from California and
other parts of the United States specialising in information technology and
biopharmaceuticals in particular.

Clusters within metro-regions present specific challenges and
opportunities because of the large size of these regions. Cluster characteristics
and advantages develop most easily and autonomously in towns and cities
with dominant specialities, and a more conscious strategy may be needed to
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identify clusters and the locations within a metro-region where they can be
cultivated. The concept of locational advantage that has been used by some
theorists to focus attention on the crucial role of geographical cumulative
causation (Myrdal, 1957) and positive feed-backs (Kaldor, 1967 and Krugman,
1992), as well as the embeddedness of investment in generating competitive
advantages (Dunning, 1992) seem to imply close geographical proximity of a
kind that cannot be found across a metro-region except in small district-based
industries. However, especially within high-tech sectors, there is also strong
evidence of more widely spread networks that stretch along transport corridors
or are scattered across a region. Examples of the latter are found particularly
in the biosciences in the United Kingdom and United States (Cooke, 2004;
Swann, Prevezer and Stout, 1998) and more recently in the Munich-Ingolstadt
metropolitan region (Jong Kon Chin, 2006). The exchanges among these
scientists, working in both firms and universities, are organised more formally
than in a classic, concentrated industrial district, and can therefore be
arranged across a wider geographical area.

Popularity and suggested principles of cluster development policies

Policies for the encouragement of clusters have proliferated over the past
decade, with manifestations ranging from policies to encourage low-
resourced, small-group business networks without a particular sectoral focus
to complex, large-scale programmes of co-ordinated measures that target a
specific, geographically cohesive industry. There have been many examples,
with varying success, of public policy targeted at the cultivation of clusters.
Table 2.2 lists some examples implemented in different types of metropolitan
regions and in some smaller urban areas. These cluster strategies vary in
terms of their prioritised competitive industry, focus and policy tools. The
table suggests that an industry approach has been widely accepted as an
effective tool of local (and in the UK cases national) governments’ targeting
competitive industry groups as a way of building and strengthening
metropolitan competitiveness. Specific cluster policies and focuses however
vary. For example, given the differences (strengths and weaknesses) in their
metropolitan clusters, the TAMA association in Tokyo stresses the importance
of fostering SME growth and building university-firm linkages whereas the
Montreal metropolitan region takes a more comprehensive approach, ranging
from identifying industry clusters, developing action plans and preparing a
regional innovation strategy (Box 2.3).

Cluster policies are most likely to be effective when they constitute a
holistic approach, bringing together separate policy instruments. Different
from traditional sectoral policies or regional (or metropolitan) policies which
focus strongly on building physical infrastructure, these policies pay
particular attention to building linkages between local actors and more
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Table 2.2. Examples of industry cluster policies in metropolitan regions

Metropolitan region Starting year Brand name of the cluster strategies Targeted clusters

Established regions

Boston 2004 2004 Comprehensive Economic 
Development Strategy by Boston 
Metropolitan Planning Council

Knowledge creation, IT, financial services, 
health care, traditional manufacturing

Montreal 2003 Charting our international future: building a 
competitive, attractive, independent and 
responsible community (overall 
metropolitan strategy)

Competitive clusters (aerospace, life 
sciences, information technologies, and 
textiles and clothing); visibility clusters 
(culture, tourism, and services); emerging 
technology clusters (nanotechnologies, 
advanced materials, and environmental 
technologies); and manufacturing clusters 
(energy, bio-food, petrochemicals and 
plastics, and paper and wood products). 

Munich Various Loosely structured cluster policy programs, 
including BioM (1997) and Software-
Offensive Bavaria (1998) 

Mechanical engineering/automotive, ICT, 
finance/insurance, medical, biotechnology, 
and aerospace

Capital cities

Ottawa 2002 Innovation Ottawa Tourism, telecommunications, 
microelectronics, professional services, life 
sciences, software and communications and 
photonics

Seoul 2002 Seoul Digital Media City Digital media industry and related industries 
such as software and IT-related service 
industries, IT manufacturers, R&D centres 
dealing with media and entertainment 
technology, as well as industries distributing 
and consuming digital contents.

Stockholm Various Various, including Stockholm Bioregion 
(2003) and Kista Science Park (2000).

Biotechnology (life science), ICT and 
environmental technology

Tokyo 2002 Regional Industry Revitalization Project (for 
Northern Tokyo metropolitan area), 
Fostering Bioventures, and IT venture forum 
by Meti-Kanto

Transportation and electric machine, 
biotechnology, and IT

Newer technology centres

San Diego 2002 Community and Economic Development 
Strategy (FY 2002-2004)

Telecommunications, biomedical/
biosciences, software, electronics 
manufacturing, financial and business 
services, and defense and space 
manufacturing

Phoenix 2002 Turning Point: New Choices for the Future by 
Greater Phoenix Economic Council (GPEC)

Aerospace and aviation, high technology, 
bioindustry, software, and advanced 
financial and business services 

Inner cities

Milwaukee, Minnesota, US 2003 The Initiative for a Competitive Milwaukee 
(ICM)

Manufacturing, business process service 
centres, construction and development, and 
health services
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broadly developing social capital. Effective industry cluster policies should
integrate different aspects of regional development into a holistic policy
framework: e.g., technology innovation, regional productivity advantages, and
growing versus declining sector balancing (Bergman and Feser, 2002). The
cluster approach requires policy consistency across local actors. In particular,
facilitating inter-firm linkages and linkages between private sectors and
research institutions involves many actors, such as different industry sectors,
higher education and research institutes and development agencies. Policy
co-ordination and consistency are necessary in order to make the approach
effective. This entails new partnerships between government, business and
communities with business and communities playing a more direct role in the
formulation of strategy and economic development process (Stimson, Stough
and Roberts, 2002). For example, although not strictly structured, cluster
development in Munich pays attention to the consistency and complementarities
of cluster initiatives from the private sector, the science world, the city-
government and the government of Bavaria. Munich’s IT cluster shows
collaboration between Munich and Bavaria through the software-offensive
initiative driven by the Bavarian Land government. In summary, although
there has been somequestioning of the degree to which cluster policies are

Lousville, Kentucky, US 2002 The West Louisville Competitive Assessment 
and Strategy Project (“The Strategy 
Project”)

Automotive cluster, transportation and 
logistics cluster, and life sciences 
(biomedical research and health care)

Newark, New Jersey, US 2004 Opportunity Newark: Jobs and Community 
Development for the 
21st century(Opportunity Newark)

Education and knowledge creation, 
entertainment, arts and retail, health services 
transportation, logistics and light assembly

Reading, Pennsylvaina, US 2005 Initiative for a Competitive Greater Reading 
(ICGR)

Entertainment, hospitality and tourism; food 
processing; and professional and shared 
services

United Kingdom 2001 City Growth Strategies (CGS)
Pilot areas include St. Helens, Nottingham, 
Plymouth and four areas of London

Various clusters identified, for example, 
prioritised clusters in Plymouth includes 
advanced engineering, business services, 
creative industries, marine industries, 
medical and healthcare, tourism and Leisure. 

Sources: City of Ottawa (2002), Innovation Ottawa: a Strategy for Sustaining Economic Generators, available at
www.ocri.ca/about/assets/export_plan.pdf; City of San Diego (2002), Community and Economic Development Strategy
(FY 2002 2004), available at www.sandiego.gov/economic development/contacts/pdf/cedstrategy.pdf; Metropolitan
Community of Montreal (2003), “Charting Our International Future: Building a Competitive, Attractive, Independent
and Responsible Community”, available at www.cmm.qc.ca/vision2025/vision2025_enonce_en.pdf; Greater Phoenix
Economic Council (2002), Turning Point: New Choices for the Future, available at www.greaterphoenix.net/work/files/
Pocketsummary.pdf; OECD (2006d), OECD Territorial Reviews: Stockholm, Sweden, OECD publications, Paris, France; OECD
(2005f), OECD Territorial Reviews: Seoul, Korea, OECD publications, Paris, France; Inoue, H. (2003), “Activating Industrial
Clusters – On The Spot Experience”, available at www.rieti.go.jp/users/cluster seminar/pdf/005_p.pdf; Newark Alliance
(2004),  Opportunity Newark: Jobs and Community Development for the 21st Century, available at
www.opportunitynewark.com/default.aspx; as well as other local development strategy reports including from Munich and
Boston.

Table 2.2. Examples of industry cluster policies in metropolitan regions (cont.)

Metropolitan region Starting year Brand name of the cluster strategies Targeted clusters
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Box 2.3. Examples of different metropolitan cluster approaches 

TAMA (Technology Advanced Metropolitan Area) Association in Tokyo. TAMA is an

association, founded with the encouragement of the Ministry of Economy, Trade and

Industry (METI) (particularly through the Kanto Regional Bureau). The association focuses

on the revitalisation and development of industries located in the western parts of the Tokyo

metropolis, creating new technologies, products and businesses. Between 1996 and 1998,

the TAMA association was created to link almost 200 enterprises and a large number of

other actors in a range of joint activities designed to enable these small or medium sized

enterprises to access new technology, market information, product development facilities

and export information, among other things. In establishing TAMA, its industrial and

governmental founders, considering the local circumstances and potentials, referred to

models elsewhere, including the Greater Washington Initiative (a public-private regional

development organisation in Washington, DC, and parts of Virginia and Maryland). The

TAMA region, which stretches over three prefectures and 74 municipalities, contains more

than 300 000 small businesses and about 40 universities. Of these, about 300 area companies

and 34 universities are members of the TAMA association. The association promotes

industry interaction and seeks to strengthen traditionally poor industry-university linkages

through exchange and joint R&D projects, with the broader goal of creating synergies that

will foster new technological development and commercialisation. TAMA has established a

Technology Licensing Office to assist in patenting, licensing, and R&D commercialisation.

The TAMA region has significant strengths in mechatronics, instruments, and control

systems. TAMA founders report that they have been successful in raising the concerns of

companies in these sectors to policymakers, in catalysing academic-industry links

(important because many of the region’s universities are small and not experienced in

technology transfer), and in creating a unifying hub in an otherwise fragmented region.

Cluster development strategy in the Montreal metropolitan region. The economic

development of the Montreal metropolitan region, particularly its rebound in the 1990s, has

been based on its strong specialisation in a number of clusters. As the first step in

developing its cluster strategies, the Montreal Metropolitan Community 2005 (CMM) – the

regional planning body serving 82 municipalities which covers the functional geographical

area of the metropolitan region and which is responsible for the planning and the financing

of economic development, transport and housing – examined the metropolitan economy

and identified 15 clusters essentially based on their degree of development and

interlinkages (Montreal Metropolitan Community, 2005). These clusters are classified into

four categories: 1) competitive clusters (aerospace, life sciences, information technologies,

and textiles and clothing); 2) visibility clusters (culture, tourism, and services); 3) emerging

technology clusters (nanotechnologies, advanced materials, and environmental

technologies); and 4) manufacturing clusters (energy, bio food, petrochemicals and plastics,

and paper and wood products). These clusters accounted for 1 280 000 jobs (79% of the total

jobs in this area) in 2001 (Montreal Metropolitan Community, 2005). The rest of the jobs in

this region mainly concentrate in local services industries such as personal services, public
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Box 2.3. Examples of different metropolitan cluster approaches (cont.)

administration and most health care and social assistance services. These regional

clusters have stemmed from their ability to produce high-value added products and

services and together created a hub of innovation in the rather diversified metropolitan

economy. The first step was launched in the fall of 2003 and finished in late 2004.

The second and third steps involve developing an action plan for each cluster and

preparing a regional innovation strategy and are carried out simultaneously. The point of

departure in the case of Montreal is that the strategy should take a metropolitan-wide

perspective to avoid the risks of heightening the tensions that exist between smaller

municipalities in the region and the new largest city of Montreal (OECD, 2004c). A second

principle of the cluster strategy is that it should address problems of duplication among

institutions, streamlining interventions according to an agreed set of priorities. The CMM

cluster plan intends to ensure that the entire community is committed to the course of

action. The CMM selected a bottom-up approach with the cluster development initiative

coming from the firms involved and their institutional partners in development. In

addition to building the competitive capital of the clusters, the CMM proposes giving an

organisation the mandate to support the dynamics of innovation for all the firms, whether

they belong to a cluster or not, and to improve the region’s overall innovation performance.

In co-ordinating the cluster development plan, the CMM suggests assigning each cluster a

secretariat “to activate the cluster, safeguard the common vision, make good use of the

competitive capital, see that the strategic plan is carried out and in the process, help improve

the economic growth of the metropolitan area” (Metropolitan Community of Montreal, 2005).

The secretariat will provide expertise in research and networking, cluster expansion,

innovation and technology, education and training, commercial cooperation and policy action.

Further, the CMM has decided to: 1) build an Integrated Transactional Information System

(ITIS) to facilitate fast circulation of information among involved cluster partners; and 2) create

a Metropolitan Competitiveness Fund through financing from the municipal, provincial and

federal governments and the private sector primarily for value-added projects to stimulate

and foster cluster development. The CMM, the Government of Quebec, the Government of

Canada and the private sector are investing a total of CAD 6 million per year to finance the

creation of industrial cluster initiatives as well as value-added projects to make these clusters

more competitive and thereby make the metropolitan region internationally competitive. The

cluster strategy has been developed with wide spread support and consultation from the

CMM’s Economic Development Commission (mayors and city councillors), the Technical

Committee (Executive directors of the region’s economic development corporations), elected

officials on the CMM Board of directors and Executive Committee and the representatives of

all the municipalities of the CMM, and the public.

Sources: OECD (2004c), OECD Territorial Reviews: Montreal, Canada, OECD publications, Paris, France; Metropolitan
Community of Montreal (2005), “Charting Our International Future: A Competitive Metropolitan Montreal
Region”, Economic Development Plan (February), www.cmm.qc.ca/pde/documents/pde05_english.pdf; OECD (2005d),
OECD Territorial Reviews: Japan, OECD publications, Paris, France.
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more than a reformulation of traditional sectoral policies (Raines, 2002), they
are widely regarded as innovative in bringing together formerly separate
policy elements (Benneworth, 2003).

Identifying niches of excellence or competitive industry clusters is the
first step before designing and implementing cluster policies. Cluster
development policies often lack clear and well justified cluster identification
approaches. Public authorities tend to develop clusters around knowledge-
based industries (information technology and communications and
biotechnology, etc.) without going through a well defined cluster identification
process (i.e., carefully checking the cluster size, structure and competitive
advantages). For example, in the OECD metropolitan reviews, only Melbourne
and Seoul were found to have relatively clear methods of identifying industry
clusters (location quotients, etc.) (Box 2.4). Policy makers need to be in a
position to map industry clusters, better understand their potentials and
obstacles, and design and implement effective development policies. There
are both quantitative and qualitative approaches to identify industry clusters.
Both are necessary for mapping and complementary to each other. A
combination of different approaches will allow policy makers to benefit from
their respective advantages for clearer mapping results. Adaptation to local
economic contexts is needed in the mapping practice.

Quantitative approaches measure industry specialisations or trade flows
between firms and may not be fully able to capture the inter-firm linkages
(formal and informal). Quantitative approaches typically analyse industry
sector data using methods ranging from simple measures of specialisation/
industry size and change (e.g., employment, wage level, location quotients,
establishments and related dynamics) to inter-industry linkage analysis
(e.g., correlations of industry employment, economic base or input-output
tables).3 Measure of specialisation alone are not methods of identifying
industry clusters as they only measure single and multiple industries with no
linkages involved. They therefore provide very limited information about
inter-firm linkages if there are any. On the other hand, although estimates
exist for quantitative linkages (particular trade flows on the supply-demand
chain), they tend to be available at the national level. And they may not be able
to capture the informal linkages whose importance in the new economy has
been increasingly recognised. Therefore the application of these methods
should be either used as a reference or combined with qualitative approaches
for a more definite identification of metropolitan clusters. Quantitative
approaches are particularly important for industry cluster benchmarking,
which will help position industry clusters in relation to each other and
understand their respective competitive advantages.

Qualitative approaches are able to capture information about informal
inter-firm linkages and are complementary to quantitative approaches.
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Box 2.4. Methodology for identifying clusters in Seoul 
and Melbourne

An example of first identifying clusters and moving from there to policies

for strengthening them and then associating the area concerned with those

products can be seen in Seoul, whose metro-region has promising industrial

clusters, both in high value-added services (finance, business services, ICT,

and digital content), and manufacturing activities (fashion and clothing,

printing and publishing). These clusters have the potential to serve as drivers

of the Seoul capital region’s economy, and the city has conducted exceptional

research in detailed mapping of these clusters and their location within the

metro-region. They have a relatively tight spatial integration, niche

specialisation and good cross-sectoral linkages; all of which make success

more likely. The major challenges these clusters face stem from the fact that

the capital region has lost its competitive edge in production costs in

comparison to low cost countries (fashion and clothing), sometimes lacks

economies of scale (printing and publishing), and needs ever faster

technological upgrading and innovation diffusion (ICTs). Seoul has targeted

financial support towards new strategic industries, including business

services, finance, IT/bio-tech/nano-tech and digital content. Seoul

Metropolitan Government (SMG) took the initiative to identify its industrial

clusters using location quotients, which are imperfect tools but provide a first

basis for analysis. Five major industry clusters were identified in Seoul City:

two manufacturing clusters (fashion and clothing, printing and publishing),

three services clusters (financial industry, business services and IT) and one

emerging industry cluster (digital content). Despite the growing recognition

of the Seoul capital region as a functional metro-region, no cluster mapping

had ever before been conducted at this level.

For measuring localization and clustering of industries, Melbourne uses

squared deviation of one industry’s employment share within one local

government association (LGA) from its employment share within the overall

Melbourne Region. Based on this index, there are some indications of some

form of high-tech clustering such as manufacturing equipment which

comprises electronics and automotive manufacturing in Monash and to a

lesser extent in Moreland. This is also the case for health and recreational

services which are concentrated in Stonnington and to some extent in

Boroondara. However, whether this is mere coincidence or whether there is

already ongoing cooperation between firms and universities cannot yet be

confirmed.

Source: OECD (2005f), OECD Territorial Reviews: Seoul, Korea, OECD publications, Paris, France and
OECD (2003b), OECD Territorial Reviews: Metropolitan Melbourne, Australia, OECD publications,
Paris, France.
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Qualitative approaches include interviews, expert opinions, focus groups and
surveys.4 The expert opinion approach often aims to debrief experts including
industry leaders, public officials, and other key decision makers about
regional economic characteristics and trends to validate hypothetical or
assumed strengths or weaknesses. It is especially valuable for the
identification of a region’s potential opportunities for new products. Surveys
of local firms may be used to identify local and non-local economic linkages.5

Although this provides some insight for cluster analytic work, this approach is
labour intensive and thus relatively expensive unless its modified fast version
is adopted (Stimson, Stough and Roberts, 2002).

Qualitat ive methods provide a complementary approach in
understanding functional interdependence and knowledge spillovers. They
are particularly helpful in understanding informal linkages among businesses
and local institutions. Simplified versions of these approaches are more
applicable for cluster mapping to accommodate a short timeframe compared
to other methods, particularly in studies conducted for immediate policy
relevance. Qualitative approaches are particularly important for industry
cluster policy studies for metropolitan regions because the dynamism in these
regions is often dramatic, especially in terms of knowledge- and innovation-
led growth. Data for these changes are always lagging behind the trends.
Detecting the new trends requires knowledge and observations from
businesses directly involved in the changes.

The ambiguity of cluster identification thresholds does not however
prevent the development of certain criteria for cluster membership. Despite
the various cluster identification methods, the identification process turns
out to be somewhat arbitrary: which sectors should be included in a cluster
and which should not? The ambiguity arises because industry clustering is
characterised by the continuum of linkages or relationships among firms and
institutions, and there is no clear cut point to declare their boundaries. This is
especially true with the rise of the new economy where fusion of different
technologies has become a trend, for example the interactions between ICT,
media and entertainment in AOL Time Warner. The situation is even worse for
rapidly growing metropolitan regions such as San Diego and Johannesburg
whose functional (economic) boundaries have become less clearly detected.
Quantitative thresholds may be able to be developed, but their credibility is
doubtful due to data unreliability and a limited grasp of the dynamism of an
economic system. In this respect, an ideal cluster threshold would be unlikely,
and cluster analysts or policy practitioners are encouraged to act as
entrepreneurs in developing their own cut off criteria based on their
interpretation of the network and economy. Policy considerations will thus
play a part. For example, two industries can be considered as parts of a cluster
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as long as they share the same type of barriers in their external environment
that can only be removed through joint action (Ketels, 2003).

Once industry clusters are identified, tailor-made cluster development
approaches should be adopted to accommodate cluster and metropolitan
peculiarities. The logic underlying clusters discussed earlier suggests the
importance of exploring the specific characteristics and capacities of
individual areas in order to determine what is most likely to build and
enhance their competitiveness. Currently much effort in this field
concentrates on building high tech clusters (e.g., ICT) and science parks
irrespective of these factors. There are no effective “one size fits all” policies:
tailor-made approaches are necessary. Regional differences not only refer to
different socioeconomic contexts but also to different types of clusters
(manufacturing versus services, knowledge intensive versus capital intensive,
etc.) and their development stages (young versus mature, existing versus

potential [embryonic]), etc. These differences have to be factored in when
designing policies. Similarly, there are limitations to the possibility of applying
successful lessons (or very specific policy instruments) from other regions to a
particular case. If they are applicable, they have to be tailored to accommodate
the differences. This is especially true for cluster policies which focus on
building subtle relational assets.

Incorporating sectoral differences is needed in designing and
implementing cluster policies. Industries show differences in their “capital
requirements, sunk costs, competition in factor and product markets, mixture
of speed and maturity in product development, influences of the demand side
such as that of businesses requiring intermediate products versus end-users,
the speed of adjustment and hence for skills upgrading, and so on”
(Andersson et al., 2004). In broad categories, Wyatt (1998) shows different
requirements of such industries as manufacturing, high-tech, health care,
energy, finance and services for organisational skills, creativity, ability to deal
with ambiguity, ability to influence or persuade, communication skills,
interpersonal skills, technical knowledge and flexibility. More differences will
be revealed when more detailed classifications are used. For example, in the
Stockholm metropolitan area, biotechnology needs more investment, and the
outcomes may take more time to realise than the ICT cluster, another high-
tech sector. Research shows that the development of the biotechnology
industry relies on two major sources – pre-commercial medical research and
continuing private sector investment in product development (Cortright and
Mayer, 2002). This industry is different from many others in that it is time- and
resource- consuming with low odds of success. Further, different metropolitan
industry structures and relations also imply adopting different policy
approaches. For example, on the one hand, metropolitan economies heavily
dependent on big firms in Helsinki, Stockholm and Seoul need to pay extra
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attention to fostering their SME growth. The sectoral differences therefore
entail different policy instruments to fulfil the requirements of specific
clusters. On the other hand, the dominant presence of SMEs in Milan creates
an environment where R&D activities seem unsustainable, posing a challenge
for the region’s cluster development. The recent attempt to face the challenge,
the Metadistrict policy, may turn out to be effective (Box 2.5). 

Policies should also fit clusters at different stages. Different policies are
needed for reviving old clusters, upgrading established ones, or encouraging
or assisting embryonic ones (Martin, 2002). Research shows that the general
creation and nurturing of networks and partnerships seems important at
early stages of cluster development whereas for mature clusters more
purpose-specific networks may be more useful (DTI, 2003). Partnerships or
networks remain important for sectors in decline, to help firms face
challenges or potential threats on the market. For example, as the focus of the
competition in the clothing industry shifts from production factors and costs
to creating designs and brands, the fashion and clothing industry cluster in
the Seoul metropolitan region faces challenges of how to stay responsive to
market demand. Partnership and networks among member firms may enable
them to pool resources in order to access expertise. For the emerging digital
content cluster in the region however, growth potential lies in the fusion of
traditional content industry and advanced information technologies, and
networks would aim at furthering this mission. Research is needed on the
possibly different forms that should be taken by clusters and policies towards
them in these different circumstances.

Industry cluster policies should be accompanied by diversification
policies for a well balanced industrial growth environment. The issue of
diversity versus specialisation has always been a debate in urban development
and the popularity of industry clustering in metropolitan regions has further
stimulated this debate.6 There are concerns that the general focus on the
creation of high technology clusters tends to leave other economic activities in
obscurity and therefore devalued (Sassen, 2003). The debate on the role of
industrial composition in the growth of cities is far from reaching a definite
conclusion. There may never be one, as suggested by the coexistence of both
specialised and diversified cities (Duranton and Puga, 2000), but evidence
tends to suggest that big metropolitan areas with much internal diversity spur
innovation.

In addition, cluster policies can be significantly better tailored if
government authorities understand how specific framework conditions work
for different industries (or businesses). One important lesson learned from
Danish cluster policy for metropolitan areas is the necessity of a dialogue
between the authorities and the cluster industries (Rasmussen, 2003).
Cooperation between different authorities is also a crucial part of this dialogue
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Box 2.5. Metadistricts to strengthen the SME growth in Milan 
and the Lombardy region

The metadistrict is a territory, identified by the regional government of

Lombardy in 2001, containing all activities involved in a supply-chain rather

than a certain sector. The aim of identifying metadistricts is to improve local

networks of firms and to promote meso-institutions able to support

collective action and then innovation throughout the supply-chain as a

whole. Clusters of small firms are a looser organisational entity than a

corporate hierarchy, thus they need meso-institutions to produce a shared

vision to co-ordinate their activity and to innovate. Furthermore, through

metadistrict policy, the Lombardy Region aims at enhancing high-tech

sectors in its territory by promoting linkages among SMEs and such

knowledge-intensive institutions as universities and research centres.

Six metadistricts have been identified: food and non food biotechnology, ICT,

new materials, fashion and design.

Qualitative and quantitative approaches were sequentially implemented in

defining the metadistricts. The regional government first implemented a

qualitative methodology to select key sectors. The qualitative approach takes

into account the territorial contiguity (but with less intensity than in a true

industrial district) of activities involved in the same supply chains, the

supply-chain’s relevance within regional economy and the presence of

leading firms (not necessarily in terms of size) within the supply chain. When

it comes to selecting knowledge-intensive supply chains, the regional

government specifically considered the location of universities and research

centres and related yearly patent registrations. It then took a quantitative

approach to define borders of metadistricts. This measures the specialisation

of municipalities in selected sectors. Sectors on each supply chain are first

classified with two-digit NACE codes (each supply chain is often composed of

more than one sector). Then, the shares of the numbers of firms of more

detailed sectors (three or four digits) are compared across the two-digit

sectors and municipalities to determine local (municipal) specialisation in

the Lombardy region. Based on this approach, the municipality of Milan is

identified as part of each metadistrict.

The presence of firms and other institutions within the Milan metropolitan

area in the geographically more widely defined metadistricts is a remarkable

improvement on the former (statistical) definition of industrial districts.* The

former approach concentrated on small geographically concentrated areas.

The new approach makes it possible to develop policies to enhance

important linkage between specialised metropolitan suppliers and SMEs in

the less populated part of the region.
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process. Co-operation between labour unions, professional associations,
cultural and social organisations is also involved in the process of cluster
formation and development. A dynamic network among public and private
actors is essential for the development of the economic drivers of
entrepreneurship and innovation (Parkinson in ODPM, 2004). Building and
enhancing these linkages thus help create and maintain the dynamics of
these driving factors in order to ultimately build competitive advantages. This
issue demonstrates the importance of governance capacity and of new flexible
forms of governance, as will be discussed in the following chapter.

Important to the strengths of clusters and other networked production
systems is the existence of “local collective competition goods” to favour
business growth and help clustered activities flourish.7 Local collective
competition goods are locally provided services and public goods that
companies can use to develop their competitive strategies, but that they do
not have to acquire through the market. Firms, especially SMEs, are dependent
on the environment in which they are located to provide them with different
types of these goods. Some of them are general (such as the transport
infrastructure), but many are sector-specific (for example, links between
particular university research departments and science-based industry). Local
collective competition goods are not necessarily made available as public
services or as deliberate products of public policy: they may be provided

Box 2.5. Metadistricts to strengthen the SME growth in Milan 
and the Lombardy region (cont.)

Metadistrict policy also provides public financial incentives for joint

research and development projects presented by networks of firms and

knowledge-intensive organisations (such as universities, research centres, or

other high-tech firms). Given the dominance of SMEs in the region, a

concerted effort and linking with main R&D actors is needed. Within a

metadistrict, firms and R&D institutions have to build a network and plan

together for specific research projects in order to be evaluated by the

Lombardy regional government and receive public funding.

* The Italian government had defined industrial districts between 1991 and 1993. The process
of quantitative definition of industrial district started in 1991 when Istat (Italian Statistical
Institute) divided the entire Italian territory into LLSs (Local Labour Systems). LLSs were
defined by merging municipalities containing their labour market (commuting flows).
In 1993, LLSs were used as base units to define industrial districts according to 5 indexes:
1) percentage of manufacturing firms on total; 2) entrepreneurial density (local units/
population); 3) specialisation of local production (workers in a sector/workers *100); 4) weight
of the sector of specialisation; and 5) percentage of SMEs in the sector of specialisation (SMEs
workers/workers). In metadistricts the base unit are municipalities instead of LLS.

Source: OECD (2006b), OECD Territorial Reviews: Milan, Italy, OECD publications, Paris, France.
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through local business associations, or even emerge informally and implicitly
within the working community (as in the case of the tacit knowledge
mentioned above). However, it is possible for policy makers to explore what
scope there may be for encouraging and stimulating the production of such
goods within their regions. Particularly in the knowledge-based sectors of
the contemporary economy, important sources of local collective
competition goods are the networks that bring together entrepreneurs and
those working on innovation within a region’s higher education and research
institutes.

Higher education institutions, research institutes and regional economies

Often as an aspect of networking construction and clustering, virtually all
economically innovative regions exhibit close links between economic
institutions and universities and other centres of advanced research and
study. The contribution of higher education institutions (HEIs) and research
institutions to regional economies is exhibited in various ways, including local
consumption, housing, human capital and innovation etc. For example, in
both OECD and non-OECD countries, empirical studies show that the most
efficient policy tools for encouraging the development of the biotechnology
industry were not necessarily those that required extensive real-estate
projects, but rather initiatives to facilitate mutual learning and flows of
human capital. Since the emergence of DNA techniques in the 1970s, several
OECD countries opted for biotechnology as a strategic industry. Biotechnology
has very distinctive characteristics in the sense that it is not defined by
particular products or services, but has commercial applications in products
and processes across a wide variety of industrial sectors, including
pharmaceuticals, food processing and waste water management. It also
implies very close connections between basic scientific research and
commercial biotechnology (Box 2.6). While much policy development in this
field has involved national governments, there is important scope for action at
the metro-regional level, which combines both the proximity at which
detailed collaboration is easiest and sufficient scale to capture diversity and
high quality. The scale of a centralised system in a large state is not essential
to scientific performance, as is shown by the federal character of higher
education policy in Germany and the USA and the strong records of the small
Nordic countries.

With rapid technology changes, single universities or research institutes
may not be able to accommodate the needs of business development for skills,
knowledge and innovation. It is therefore notable that the most successful
high-science locations today are those that take a multiple form, rather than a
link between firms and a single university (e.g., Boston, San Francisco, the
Cambridge/Oxford/London triangle, Munich, Stockholm, Helsinki)8 (Box 2.7)
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One particular case is the often cited Research Triangle Park of North Carolina.
The park is owned and developed by Research Triangle Foundation, a non
profit organisation, which consists of three universities in this area – Duke
University (Durham), University of North Carolina (Chapel Hill), and North

Box 2.6. Examples of industrial liaison programmes 
in OECD countries

One of the best known models of linkages between universities and

companies is the Massachusetts Institute of Technology (MIT) Industrial

Liaison Program in the United States. After paying a membership fee that

varies according to their size, companies have unlimited access to specialised

information services and seminar series, a monthly newsletter that includes

details of ongoing research and outlines new inventions, the directory of MIT

research activity organised by area of expertise to make it easier to track

down by specific interests, faculty visits and expert meetings for companies

that often result in consultancy or research sponsorship. The programme is

particularly attractive to companies because it is managed by a panel of

Industrial Liaison Officers (ILO), each one being responsible for a focused

portfolio of companies with the responsibility to serve their unique interests

and needs.

While this fee-paying model might be perceived as a special case by

smaller universities that do not expect to derive the same level of

commitment from companies, other universities have developed

“community clubs” for companies interested in the university’s work. In the

UK for example, Cambridge University’s Computer Laboratory and

Newcastle University’s Centre for Software Reliability have both created a

club that invites companies to seminars and symposia or distributes copies

of technical reports and organises exchanges of materials.

On a more individual basis, companies can also sign consultancy

agreements with an academic. There exist many various forms of

consultancy agreements, from small-scale private arrangements to

broader collaborative work that may result in the hiring of graduate

students in the consulting company, future research sponsorship

agreements or grants of equipment. This also represents a way for SMEs

and universities to link together despite the lack of a natural basis for

collaboration because an increasing number of small high-tech companies

are becoming research-focused and many start-ups are born out of

specific knowledge transfers.

Source: Quoted in OECD (2004b), OECD Territorial Reviews: Busan, Korea, OECD publications, Paris,
France.
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Box 2.7. Co-operation among higher education institutions 
in Öresund and Melbourne

An example of the role of universities in high-tech development can be

found in the Öresund. This is a cross-border region comprising the Danish

island of Zealand including Copenhagen the capital city and the Skåne region

of Sweden, with Malmö, Sweden’s second largest city. Since 2000, the

two cities have been linked by a rail and road bridge. This new transport

infrastructure has resulted in a single functional region spanning two

different countries. The Öresund region has developed significant strength in

knowledge-intensive activities including the medical and pharmaceutical

industries and certain segments of information and communication

technology industries. It is also strong in food processing, and has developed

an environmental cluster with companies that either produce environmental

technologies or make production, of products and services more

environment-friendly. The education sector seems to be in the forefront of

promoting co-operation among knowledge generators and users. With a total

of 20 universities with 130 000 students, the Öresund Region has many

strengths in the education and research sector. More important than simply

the existence of these resources, however, is the co-operation between

universities that has developed over time. Long-term informal co-operation

was formalised in 1997 with the creation of the Öresund University. This

institution has been a leading actor not only around formal scientific

research and education, but also around the creation of institutions to

promote more informal networking activity and information sharing for

economic activities. Working in collaboration with researchers, business

leaders and policy makers throughout the region, the university has helped

in identifying critical driving growth clusters and facilitating the

development of networking associations in these areas. The organisations –

Medicon Valley Academy, Öresund IT Academy, Öresund Food Network, and

Öresund Environment – are already playing an important role in promoting

networking and integration across the region, and show a great deal of

promise for the future.

The economy of Melbourne is similarly characterised by a strong presence

of universities, non-profit health research agencies, and Australian

Commonwealth institutions, matched by an above-average share of the

labour force with a tertiary or university degree and, compared with other

states, a high proportion of employees in management and administration or

other professional occupations. Melbourne’s multicultural atmosphere and

immigrant communities are an asset for international trade, innovation and

entrepreneurship, reinforced by the success of Victoria in attracting more

undergraduates from abroad than other Australian states. Major universities
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Carolina State University (Raleigh). The park (collaboration) has contributed to
the prosperity of companies in this park such as Cisco, IBM and Sony/
Ericsson, etc.

In addition to their research contribution, higher education institutions
contribute to human capital development. This includes both their production
of graduates and staff training that they often provide for local economic
actors. Retaining graduates in the region is a key issue in human capital
development. Incentives such as job placement through university-firm
linkages should be provided to help maintain a quality labour force. Also,
metropolitan regions in OECD countries often face shortages of highly skilled
workers. Attracting international students and researchers to local higher
education institutions is a good means to obtain international talents.
English-speaking countries like Australia do not rely solely on the inherent
advantage of language but rather implement thoughtfully planned policies to
attract talented students, while Finland offers comprehensive benefits to
targeted foreigners with key skills (Box 2.8).

Box 2.7. Co-operation among higher education institutions 
in Öresund and Melbourne (cont.)

have a clear emphasis on providing business relevant education and

research, with an increasing emphasis on commercialisation of intellectual

property. The state’s overall research and development intensity is above-

average within Australia. However, the share of research and development in

universities is lower in Victoria than in other states, which could undermine

their role in basic research. Melbourne’s challenge is to further improve its

role as a base for knowledge research in order to reach a higher performance

in all forms of education as well as basic and applied research in universities,

research institutions and firms as compared to international standards. More

attention should now be paid to high-tech or high-growth industries. For

instance, Victoria’s manufacturing industry is concentrated on sectors such

as motor vehicle and transport equipment. While some R&D-projects have

been introduced, this is not yet reflected in the level of research and

development; meanwhile, industries like photographic equipment and

chemicals have a high R&D intensity, but still only a relatively low share of

overall manufacturing employment and output.

Source: OECD (2003c), OECD Territorial Reviews: Öresund, Denmark/Sweden, OECD publications,
Paris, France and OECD (2003b), OECD Territorial Reviews: Metropolitan Melbourne, Australia, OECD
publications, Paris, France.
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Regional innovation system strategies

Perhaps the most fully developed form of cluster development
incorporating higher education and research alongside firms and other
relevant agencies is the idea of a regional innovation system (RIS). This
concept was introduced in economic theory during the early 1990s. It
describes a “concentration of interdependent firms within the same or

Box 2.8. Making higher education institutions more attractive 
to international students and researchers: 

the example of Australia and Finland

In the post-Second World War period, universities in Australia offered free

enrolment to international students from the Asia Pacific region under the

Columbo Plan policy. Fees were charged again on international students

after 1986 but a significant scholarship programme was maintained and

Australia is currently the third most popular destination in the world (after

the United States and the United Kingdom) for young people wishing to study

overseas. Australia has made a concerted promotional effort to attract

international students and has supported these marketing efforts by

providing very quick visa issuance (sometimes in one day) and allowing

people to change their status from tourist to student without leaving the

country. 40% of Australia’s international enrolments involve students

studying both at Australian universities and colleges operating in other

countries. For example, Australian universities have numerous partnerships

and joint programmes in Japan.

Attempts to attract international talent to the Greater Helsinki Region

(GHR) in Finland were aimed at responding to two problems: the declining

domestic labour share in an ageing society and the shortage of highly skilled

labour in the region. Up to 2.1 million foreign workers were forecast to be

needed by the year 2020. Policies for upgrading the skills of immigrants as

well as attracting new skilled foreigners were prioritised. First, the

Immigrants’ Employment and Family Support Projects, an Open Learning

Centre and a Youth Activity Centre were established in order to improve the

employability of immigrants. Second, some teachers and researchers from

certain countries were entitled to full tax exemption in Finland if their

employment met specific criteria. Finland also lowered the income tax

burden down to 35% (instead of progressive tax) for “foreign key persons”

residing in Finland for more than six months. “foreign key persons” target

teachers or researchers in an institution of higher education in Finland, or

persons whose monthly salaries are at least EUR 5 800 throughout their stay

in Finland and whose employment in a Finnish enterprise requires special

skills.
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adjacent industrial sectors in a small geographic area” (Isaksen and Hauge,
2002). This systemic approach to innovation recognises that innovation stems
from interactions within a network of different actors including firms and
institutions, whereas it is seldom the result of efforts within a single firm.
While national systems of innovation are invoked to explain differences in
innovation performances between countries, regions are increasingly
recognised as the cradle of networks of innovators, local clusters and cross-
fertilising effects of research institutions (Lundvall and Borras, 1997). A RIS
can stretch across several sectors and clusters as long as their constituent
firms interact. At the same time, clusters can develop close links with
knowledge organisation outside the RIS (Asheim, 2002).

A regional innovation system development strategy should follow a
holistic approach. The concept is closely linked to that of industry clusters. In
modern innovation theory, the strategic behaviour and alliances of firms, as
well as interaction and knowledge exchange among firms, research institutes,
universities and other institutions, are at the heart of an analysis of
innovation processes. Innovation and productivity capacity upgrading is
considered a dynamic social process which evolves most successfully in a
network where intensive interaction exists between those “producing” and
those “purchasing and using” knowledge (Roelandt and Hertog, 1999). The
exchange of knowledge and information in industry clusters is most
important in updating firms’ products or services and producing new products
or services and thus maintaining their competitiveness on the market. This
primarily Nordic concept has been applied in the most direct way in Finland,
particularly in relation to the Greater Helsinki metro-region. At the heart of
this is the Centre of Expertise Programme of the so-called “Triple Helix Model”
(Figure 2.1 and Box 2.9).

Inter-firm linkages constitute a key component in technology innovation
and industry growth. The benefits of inter-firm co-operation have been
considered a central topic in cluster policies. In an industrial system, firms
may interact with each other through joint development, resource sharing,
structural knowledge exchanges, informal contact and monetary business
transactions (Andersson et al., 2004). According to the Australian Bureau of
Statistics Survey (2005), about 27% of innovating firms collaborate with other
firms. Collaborations take the form of joint marketing, joint R&D and licensing
agreements. The collaborators are in many cases located within 100 km of the
responding firm. Large firms usually have the advantages of playing a leading
role in overall cluster development due to their greater capability to carry fixed
costs and therefore strong analytical competencies than SMEs, a critical mass
of experienced managers and leaders and established supplier customer and
supplier base (Andersson et al., 2004). For example, in Mountain View (San
Jose), California, Google, the leading internet search engine, signed a deal in
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September 2005 to build a technology-research complex on land owned by the
NASA Ames Research Centre. It is expecting the new USD 300 million centre to
attract leading scientists and technology experts, and foster collaborations on
research ranging from supercomputing to biotechnology and to
commercialise any discoveries.

In building inter-firm linkages and facilitating regional innovation, SME
growth needs particular attention. Evidence suggests that research and
development undertaken by old large firms in mature industries tends to be
weighted towards incremental and process innovation, rather than
transformational innovation, which is more likely to come from new firms and
new industries. A US Small Business Administration Survey Report (2005)
shows that small firms in the United States (fewer than 500 employees)
produce 13-14 times more patents per employee than large patenting firms
and that these patents are twice as likely as large-firm patents to be among
the one per cent most cited.9 Building inter-firm linkages, particularly among
SMEs, is however to a large extent a process of trust building, which often
needs third parties with no direct interest to foster. SMEs in many cases start
as sub-contractors or spin-off firms to large firms as in the case of Silicon
Valley. Spin-off firms tend to compete fiercely against each other rather than
co-operate. They may be reluctant to do so because of fears that their ideas or
resources will diminish in collaboration (Andersson et al., 2004). They tend to
co-operate either when there is great pressure from the market or when the
collaboration clearly supports their interests. These concerns are particularly

Figure 2.1. Finnish (Helsinki Region) Centre of Expertise Programme

Source: Laurila, T. (2005), “Innovation Strategy Process in the Helsinki Region”, Baltic Sea Region Micro/
Nano Technologies Seminar, available at www.fmnt.fi/berlin/Lectures/Laurila.pdf.
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Box 2.9. A well-functioning triple helix model: 
the example of the Helsinki Culminatum Ltd.

For 15 years, the City of Helsinki and the University of Helsinki have built

up their co-operation, the most important ingredients of which are:

promoting science-driven business enterprises with the aid of a common

business incubator and science park, cooperating in urban planning and

traffic planning to develop campuses and transport and logistics between

campuses, creating a common Student City concept to increase international

attractiveness, promoting urban research by creating initially six (today nine)

professorships in urban research, and collaborating with the city’s own think-

tank Helsinki City Urban Facts.

Besides their international co-operation, the University of Helsinki and the

City of Helsinki have been initiators in establishing the Helsinki Region Centre

of Expertise Culminatum Ltd. This public-private organisation is based on the

Triple Helix model, which means that one-third of its shares are owned by the

local universities and research institutes, one-third by the City of Helsinki, its

neighbouring municipalities and the Uusimaa Regional Council, and one-

third by the business community, financers and science park companies.

Helsinki Culminatum forms a cooperation forum and a basis for the

development of common projects. It focuses on two main missions, namely:

● Managing regional cluster building activities in six selected sectors of the

knowledge-based economy. Development programmes and actions are

funded mainly by the cities and by national innovation organisations. In

sharing their knowledge, universities and polytechnics play a crucial

catalysing role in development projects. One of the focus areas of

Culminatum is to help university spin-off companies grow. Cluster

building activities by Culminatum combined with the funding from the

National Technology Agency (Tekes) have contributed to increased

interaction between SMEs and higher educational institutions.

● Developing the Helsinki Region as a world class innovation eco system – as

an Ideopolis. Early 2005 saw the birth of Yhdessä Huipulle (Together to the

Summit), a common innovation strategy by Culminatum’s owners

presenting 26 common development projects of the universities, cities and

the business community on four key issues: 1) to increase the

international appeal of local research and education; 2) to develop strong

clusters and create test beds and living labs for product service

development; 3) to apply innovations to renew the welfare services

provided by the cities and to consolidate the role of the cities in the R&D;

and 4) to support university-driven business growth by, for example,

developing a second generation science park concept.

Source: Quoted in OECD (2006d), OECD Territorial Reviews: Stockholm, Sweden, OECD publications,
Paris, France.
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valid when SMEs collaborate with large firms, as the dominance of the latter
may pose threats growth of SMEs.

One way to foster entrepreneurship and SMEs’ growth is through public
private partnerships. The importance of PPPs in regional development and
SMEs growth has been widely recognised as a way of ensuring the application
of the power and efficiency of the private sector to develop initiatives at all
levels. PPPs can also be important for the formation of regional networks.
Government authorities can function as a broker to facilitate the development
of clusters and local incubation centres, developing an informal venture
capital through Business Angel Schemes, and specialist skills in education
and technology support with priorities determined in partnership with local
clusters, and resources on a long-term basis. Certain types of inter-firm
linkages are less inclined to thrive via spontaneous interaction; they need
institutional inducement. An example is to make firms eligible to apply for
certain public support funds for R&D or networking under the condition that
they engage in joint projects with other firms.

PPPs have often helped and played catalytic roles for creating regional
innovations, provided the public authorities have a clear idea of the region’s
priorities. In order to stimulate this role for PPPs, the public sector first needs
to initiate long-term master plans of regional development and prioritise
infrastructure projects based on their external benefits for regions. It next
needs to establish implementation policies for the partnerships, which are
consistent with the plans and do not sacrifice the public interest. During the
above processes, the public sector needs to identify or create more favourable
regional conditions for PPI. For example, it needs to have enough capacity to
further improve schemes and proposals from the private sector and to be able
to incorporate innovative policy measures whereby the combination of the
public plans/resources and private expertise/resources creates synergy for
enhancing not only regional competitiveness but also regional attractiveness.
If the private firms of a region are keen to invest in infrastructure facilities and
manage them or even initiate the projects with enough financial and
managerial capacity, it can be assumed that the region’s economic needs for
infrastructure are fully identified and understood by private partners. These
can be regarded as positive indications for the regional impact. Local firms
should be involved in PPPs devoted to local development. As users of collective
services, they have views on their needs in terms of infrastructure,
training, etc. And as suppliers of services, they will often be more attuned to
improving outcomes than other actors that are less directly involved. Without
infringing rules of competition, it would be worthwhile to provide them with
the support and incentives necessary for them to participate in this way. This
is particularly important with respect to SMEs. A similar logic should be
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applied with respect to citizens’ groups and other non-profit organisations
(OECD forthcoming c).

The creation of an organisation can be a good idea to support the
development and implementation of a holistic innovation strategy. For
example, the creation of a Competitiveness Council could be a concrete
initiative to support regional innovation through political leadership and
public/private dialogue as was experimented in the US State of Massachusetts
(Box 2.10). Such a Council could be formally led by a region, county or
municipal political leader (depending on the governance model in place) and
a leading business executive. The council would include key representatives of
the regional “triple helix” (public, private and research sectors). The Council
could be given a key role in the development of an overarching economic
strategy for the region. It could guide a number of working groups focused on
specific clusters and cross-cutting issues. In these working groups, specialists
from companies, government agencies, universities, and other institutions
would identify specific actions and define responsibilities to execute them.
The public sector’s role in the Council should be carefully assessed, as
experience suggests that the private sector should have a key operational role
if genuine partnership is to develop. 

2.3.3. Alternative futures for non-high-tech regions

The success of science-led, high-value-added regions is likely to lead policy
makers almost everywhere to seek to imitate these successes, and to use the
role of higher education and research institutions to ensure that their regions
are competitive in high-tech sectors. However, as noted above, it is not possible
for more than a small number of regions to succeed in this task. Further, the
sectors concerned are usually capital-intensive, leading to relatively low
employment creation for a given unit of investment. It is therefore necessary to
examine a wider range of activities, and a wider range of engagements between
the economy and higher education and research than is featured in the most
prominent examples. Earlier work by the OECD (2005a) identified attempts to
found technopoles as particularly vulnerable to over-ambitiousness and
distinguished between “real” and “quasi” technopoles. The latter did not really
display the networking and cross-fertilisation aspect of the technopole concept
and were essentially industrial parks, business support or information centres.
The construction part of such interventions is easy to design and is a tangible
political achievement, but the cross fertilisation and value added aspects are
much more complicated to generate, slow to emerge, difficult to measure and,
as a result, difficult to fund. They appear to work best when the “raw materials”
of the system are already in place, such as a highly regarded R&D centre or some
co-location of linked industries.
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Box 2.10. Competitiveness councils

The main purpose of establishing a competitiveness council is to provide a

dialogue mechanism between the public, private, labour and academic

sectors. Particularly by tapping the expertise and knowledge of those non

public sectors, a competitiveness council is able to provide the government

with well-substantiated and concrete policy recommendations and program

of actions. It can also help to effectively mobilise the unique skills and

resources of these non-government partners in implementing action

recommendations. The establishment of a competitiveness council however

should be deeply rooted in the national and regional socio-economic and

institutional context. The experience of building national competitiveness

councils shows that they may differ in their institutional forms, membership,

funding and focused areas when making policy recommendations. For

example, in terms of the institutional forms, the Irish competitiveness

council was instituted by an act of government. The council in Singapore was

created based on a directive of the President of Singapore to the Ministry of

Trade and Industry to study the future of Singapore’s competitiveness. And

the US Council on Competitiveness was created by a coalition of company,

university, and trade union leaders to work with government to “elevate

national competitiveness to the forefront of national consciousness”. The

membership of each council represents a wide range of sectors including

senior levels of the government, private and public sector. Competitiveness

councils may also vary in their specific duties and reporting requirements.

The Irish council reports directly to the government to provide their work

plans and specific recommendations on policy improvement. Ireland shows

a most comprehensive reporting by providing an advisory benchmarking

report and an annual policy recommendation report. A distinctive character

of a competitive council from other forms of partnerships may be that rather

than simply providing consulting and training services, it works hand in

hand with the government in building and strengthening competitiveness

policies. It should be noted however that although the councils provide

strategies to the government, they do not supersede the ability and necessity

of industries to get their own action agendas and strategise for industry

competitiveness.

Competitiveness councils can also be built at the regional level to address

local needs of facilitating local economic growth and building regional

competitiveness. A particular example is the establishment of regional

competitiveness councils in the State of Massachusetts. In 2003, in order to

adopt a well co-ordinated approach to identify the state’s strengths and

weakness and maximising regional growth potential, Mitt Romney, the

Massachusetts governor, set  up  six  regional  competitiveness  councils,
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It would be particularly unwise for decision makers at the level of an
entire metro-region to make major speculative strategic investments to try to
encourage new sectors for which there was little evidence of past success;
even radical innovations usually develop from existing capacities and
recognisable potential. Entrepreneurial activity is bound to include some
cases of failure; it is the job of the market to clear the failures and advance the
successes. It is more difficult for public policy innovation to deal with failure,
when the innovation has risked setting down a set of general conditions that
affect large numbers of firms and people. Policy makers therefore have to work
interactively with the business environment, concentrating at first on two
kinds of measures. First are those that enhance general infrastructure that
might be of value to various high value added sectors without a prior specific
commitment – such as general improvements in transport and environmental
quality, or in collaboration opportunities for firms and university research
institutes. Second are measures to identify innovative sectors that seem to be
developing in the region, and which could advance more prominently and
quickly with certain kinds of public intervention measure. These latter are
likely to be more promising than sectors that have not found any comparative
advantages in the region. An example is the up-grading of the textile industry
being planned in Seoul (Box 2.11). In Milan, the development strategy is now

Box 2.10.  Competitiveness councils (cont.)

representing the following regions of the state: Berkshires, Cape and Islands,

Central, Northeast, Pioneer Valley and the Southeast. Each of the six councils

consists of about 25 members representing private businesses, higher

education, and key elected officials in the respective region. They are each

co-chaired by a local business leader and by the State of Massachusetts

Secretary for Economy Development. The key difference (noted by Romney)

between existing organisations and the new competitiveness councils is the

inclusion of higher education leaders. Responsibilities of the regional councils

include conducting an in-depth analysis of their regional climate, assessing

local abilities to attract new companies, identifying companies and jobs

currently at risk, and developing a strategy to create opportunities by building

on regional resources such as human capital, infrastructure and financial

investments. The councils are expected to develop strategy documents for

their regions that identify action priorities for government agencies as well as

for the private sector and the research and education community. These

regional councils were build in many ways on the experience from about a

decade ago when Massachusetts created a Governor’s Council on Economic

Development for the entire State in response to its severe economic downturn.

Source: The Commonwealth of Massachusetts Executive Department (2003).



I.2. COMPETITIVENESS, LIVEABILITY AND STRATEGIC VISION

OECD TERRITORIAL REVIEWS: COMPETITIVE CITIES IN THE GLOBAL ECONOMY – ISBN 92-64-02708-4 – © OECD 2006 131

focussing the region’s established base in textiles (14 570 local units in 2003)
that in recent years have been suffering because of the increased international
competition. Specifically local authorities have launched the so-called
“Metadistrict policy” with the objective to promote firms’ backward linkages
with knowledge intense universities or research centres, thus promoting the
added value of their output (OECD, 2006b). If such policies succeed, the

Box 2.11. Upgrading clothing and textile industry in Seoul

After many years of trying to support its textile and clothing industry

through subsidies, the government of Korea has recently encouraged more

innovative approaches, with particular interest in the Seoul area. At least the

high value-added segment of the industry is seen as having a future, despite

the growth of new competitors in China and other newly emerging

economies. The clothing industry fits well into an urban environment and it

is non-polluting. It also conveys a cultural value that could become an image-

builder and thus contribute to the international branding of Seoul. Korean

firms have remained weak in design and planning skills. Therefore, one of

Seoul’s measures to revitalise existing fashion business agglomerations was

the creation of the Seoul Fashion Design Centre in 2000. This offers more

comprehensive assistance than traditional industrial centres do. Its 720 m2-

large facilities provide both hardware and software support to local fashion

and clothing SMEs by offering various types of product development and

planning infrastructure, an exhibition hall, a monthly fashion magazine

(Fashion Focus) and a fashion-related information centre. Recently,

specialised events have been organised in Seoul to promote designers both

domestically and internationally. Seoul Collection Week (every spring and fall

since 2000), Seoul Fashion Week and Dongdaemun Festival are starting to

attract interest but need to gain prominence and to overcome intra-industry

rivalries. The Seoul Fashion Design Centre also organises design contests to

select promising fashion designers and sponsors them to participate in

international collections and exhibitions (for instance in Paris, Milan, London

and New York). It promotes overseas marketing by providing funding to cover

booth rental fees as well as advertising and interpretation services.

More systematic and active networking between the Seoul Fashion Design

Centre, fashion firms and the numerous local universities that offer

specialised courses in fashion and design could help better promote talented

domestic fashion designers. Although Seoul-based universities send some

45 000 designers every year onto the labour market, examples of

internationally successful local designers have remained rare so far.

Source: OECD (2005f), OECD Territorial Reviews: Seoul, Korea, OECD publications, Paris, France.
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distinction between the two kinds of measures diminishes as measures at the
general level begin to be more tailored towards the kind of sector that is
flourishing. It will however remain valuable for a metro-region to sustain an
environment in which a diversity of sectors flourishes, with different trade
and product cycles, and employing different kinds of labour.

Lower productivity metro-regions have particular problems, as their large
scale is not necessarily associated with significant locational advantages. An
example is Mexico City, which has a GDP per capita 48% below the OECD
average for these regions.10 This is related to the weaknesses of the labour
market and to overall difficult framework conditions linked with poverty and
low levels of infrastructure and basic services. Only a limited number of
industrial branches (pharmaceutical, automotive, printing and publishing),
characterised by high capital intensity, higher inflows of foreign direct
investment, and trans-national operations have been responsible for some
sector-specific growth and productivity gains. These examples of good
performance do not appear to be spreading across the metropolitan area
where significantly weak levels of productivity prevail due to low educational
attainment and investment in human capital development as well as to
insufficient links between research and industry to facilitate and diffuse
innovation. Overall, the most defining characteristics of the metropolitan
economy are the consolidation of the tertiary sector as the driving force of the
regional economy (in 2003, it was estimated that 75% of the workforce was in
the service sector), a decline of manufacturing, a reduced capacity of large
firms to generate employment and to compete successfully in international
markets, and the increasing reliance (about 42% of the active population
employed) on micro and small firms in both the formal and informal sectors.
Only half are firms with an established workshop, (the rest being home- or
street-based). These firms capture the smallest share of financial credit and
invest the least in formal training and technology.

The informality of the labour market is often a characteristic of poorer
metro-regions, and demonstrates that the transition from manufacturing to
services is not always synonymous with economic up-grading of the city
concerned. Although the decline in manufacturing is often accompanied in
such cases as elsewhere by an increase in service sector employment, the
ability of the formal labour market to absorb former factory workers in such
contexts is often limited. The gap between labour supply and demand leads to
the development of a high proportion of informal activities, in the case of
Mexico City around one-third of all employment. If informal labour is
considered in a wider sense, to include also people employed by enterprises or
households, but having no work contract and no payment, the figure rises to
almost half of total employment. A large informal labour market can have a
high social cost, being closely linked with low levels of education and implying
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little access to adult education, on-the-job training, and other human capital
development mechanisms. To take another example, the informal sector
accounts for almost half of the Istanbul economy, creating high negative
externalities for the firms that remain in the formal sector. The activities
involved include casual day labour, petty trading, street hawking, letter typing,
knife sharpening, load carrying, street vending, and shoe shining. It is
reported that there are about 500 000 street vendors in the city,11 one of its
largest sectors. Recent immigrants from Africa are particularly likely to find
this kind of employment in that city.12

There are however sectors in regions with lower productivity where
competitive advantages can be exploited and where there are resources on
which development can be built. For instance, many firms establish head-
office functions in Mexico City, but carry out their main operations in areas
bordering the United States. This has enabled the city itself to develop rapidly
certain advanced producer services, in particular accounting, law, finance,
advertising, distribution, and communications. In terms of output, these
sectors have consolidated as the drivers of the economy. The high specificity
of advanced services, the availability of skilled workforce coming from the
local notable universities, and the concentration of their main costumers
provides these industries with strong incentives to agglomerate in Mexico City
rather than elsewhere in the country, leading to the city being regarded as the
only Latin American city with a major global services centre.

Micro-firms, an important and valuable source of employment in many
large cities, often have difficult connections to public authorities: partly
because there are so many of them; partly because, being so small, they have
few resources to devote to relations with authorities; and partly because many
of their activities are in the “black economy”. In many cities there is a wide
technology gap between these firms and the sector of internationally
competitive, export oriented firms. (In the wealthier metro-regions, the latter
sector is large; in the smaller ones it is small.) While lack of access to modern
equipment is a clear problem for micro-firms, lack of information about
production methods and processes also appears to undermine the
productivity of individual firms and whole sectors. Strong co-operative
production chains, including links between SMEs and larger more competitive
firms are hampered by weaknesses in areas such as standardisation and
quality control. Addressing the technology and information gaps is critical to
enabling small industries to achieve higher levels of productivity and reduce
polarisation of the economy. The challenge for public policy is to reach these
firms through a cost-effective enterprise development strategy. The difficulty
is that the enterprise base is large and geographically diffused and the firms
can be informal or semi-formal and, as such, hard to influence through public
policy. The most effective way to help micro-firms overcome their low capital
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structure and access technology is to facilitate their access to finance, partly
by creating a venture capital system. They would also benefit from research
institutes that they could access without paying high fees. However, it is often
difficult for micro-firms to know how to gain access to financial or research
institutions. There can be an important role for local public policy in finding
means to help them solve this problem.

At the same time, it has to be recognised that even in the most successful
regions not all workers will find employment in high value added sectors;
indeed, one of the advantages of large urban agglomerations is that they
produce forms of employment in services sectors for low-productivity
workers. The problem is to enhance the quality of such employment, not to try
to eliminate it. An advantage of Fordist mass-production industry was that, by
putting highly productive plant at the disposal of low-skilled workers, it
enabled them to achieve relative prosperity and security. In the post-industrial
economy these workers find work in services sectors that do not reinforce
them with capital, and in which very small firms and informal employment
are often concentrated, bringing conditions of high insecurity. Many of these
services are typically urban and related to large concentrations of people, such
as cleaning and maintaining infrastructure, the provision of food outlets, and
private services to households. Some of these services are provided publicly,
which makes possible some stability of employment. In large urban
agglomerations there may be sufficient business to enable stability also in the
private sector. For example, labour-only contracting enterprises may have a
sufficiently extensive customer base to enable them to provide stable
employment conditions while being hired out to a succession of firms.

2.3.4. Summary: dilemma II

In today’s economies former ideas of planning have been replaced by
concepts of public policy marshalling support for the business environment.
This includes providing necessary infrastructural support for economic
activity, which for successful cities and regions crucially includes linking
businesses to high-quality institutions of research and higher education.
Concepts such as the regional innovation system will be key. These
relationships are often based on specialised clusters of related sectors of
production. To fulfil these tasks requires the formulation of a strategic vision.
This becomes particularly important in metro-regions, which have been
identified as economically functional areas that are typically not contiguous
with existing political and administrative boundaries.

While this form of strategic vision avoids the risks of former approaches
to planning, it remains vulnerable to the risks of failure always attendant on
entrepreneurial activity. These will be reduced if a wide range of informed
stakeholders is engaged in the process, but more importantly by ensuring that
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diversity is built into all objectives: the large size of metro-regions equips
them particularly well to combine both the specialisation of clusters and
diversity. Risk is further reduced when policy makers build on existing points
of strength and avoid unrealistic expectations. This includes facing the reality
that by no means all metro-regions will become world leaders in high-tech
activities, and therefore the need to search for strong, viable niches outside
this range. Even in the most advanced regions, large proportions of the labour
force will not work in high-tech activities; general and vocational forms of
education and knowledge-building will need to be parts of the vision
everywhere.

The new agenda of spatial development is broad. Competitive positioning
in a new global economic geography shapes strategic preoccupations,
particularly as regards major infrastructure investments and locations for new
concentrations of business activities. It also highlights the importance of the
cultural assets of a place to attract the skilled workers of the new knowledge
industries and tourists. The need for environmental sustainability highlights
both new conservation priorities and new ways of thinking about the flows of
people, goods and waste products; the need for social cohesion leads to
concerns for the quality and accessibility of particular resources, amenities
and opportunities in the city-region. Housing remains the biggest single use of
land, with impacts on health, safety, and the environment. As a result, spatial
development strategies must go beyond merely indicating where major
material investments should go and what criteria should govern land-use
regulations. In other words, they have to be more than merely an aggregation
of considerations and policy principles collected together in a plan or document.
This suggests that their key task now is to identify the critical relations among
many agents which are likely to shape the future economic, social, political and
environmental qualities of territory. Spatial development strategies exert
influence by framing ways of thinking about and valuing the qualities of a place
and of translating plans into reality. This work in turn helps to mobilise the
many actors inventing the futures of places by shaping their understanding and
guiding their investments towards more sustainable outcomes.

The visionary and long-term view of the new territorial policy is best
reflected in a long-term strategic plan. In addition to the critical function of
promoting policy coherence and identifying obstacles to implementation, its
main purpose is to send signals concerning government policy priorities and
desired outcomes to the private sector, which after all is responsible for most
of the investment in property and housing, and increasingly, infrastructure
provision. The role of planning is not to dictate what goes where; rather, when
linked to expenditure on infrastructure and to policies and programmes for
SMEs, housing, education health and the like, flexible spatial planning
strategies can help to leverage private investment and civic involvement.
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These challenges however are difficult, given the inherited professional
specialisations in the public and private sectors that deliver space-based
services and goods, the frequent lack of multi-year and multi-sectoral budget
for major projects, and the problems of co-ordinating private and public
finance with different time horizons. Strategic plans should also include
exploration of the synergies that can result from bringing together large firms
and SMEs, universities and other research centres in order to develop local
potential for regional innovation systems.

2.4. Dilemma III: Economic dynamism or liveable city?

Concentrations of population that account for part of the dynamism of some
metro-regions also contribute to typical urban problems of congestion, poor
environment, housing shortages and the formation of ghettoes. Is there a choice

between economic dynamism and having a liveable city?

Even in the most prosperous metro-regions there is strong evidence of
the negative consequences of heavy concentrations of population. These
include traffic congestion, pollution, urban sprawl, generally high levels of
criminality, lack of open space and other deficiencies of the physical
environment, housing shortages for poor people, the residential and social
segregation of the immigrant populations who are attracted to large urban
centres, especially when these are also capital cities. Poor people in large cities
often have to cope, not only with their low personal incomes, but with
enjoying lower levels and poorer quality of the collective goods available
within the urban infrastructure. For example, although residents in the
metropolitan region of Mexico City are endowed with the highest levels of
access to basic services (water supply, electricity and drainage) of all Mexican
cities, with a very high proportion of households having access to them,
several poor municipalities in the State of Mexico face levels of access to basic
infrastructure below the national average. These problems are common to all
large OECD metro-regions, including the wealthiest. Yet, how to strike the
right balance between policies for increasing the competitiveness of cities and
policies for social cohesion and liveability is a major dilemma for the
metropolitan areas of OECD countries.

● On the one hand, it is often argued that policies pursued by cities to
redistribute wealth might dampen economic growth. In particular, in a
global environment where cities and metropolitan regions are increasingly
autonomous, cities are likely to be faced with the dilemma of devoting
resources toward economic development or putting them into social
spending. In the same vein, strong compliance to environmental norms
might be advanced as an obstacle to the attraction of firms and thus to
competitiveness.
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● On the other hand, it is clear that competitiveness and economic growth
will in the long term suffer if the major social and environmental problems
outlined below are not resolved. In some cases it is easy to see their
negative implications for competitiveness.

2.4.1. Attractiveness and sustainability

There is considerable evidence that a good and attractive environment,
including well-performing urban infrastructure, is not an alternative to
metropolitan economic success but in fact fundamental to its continuation.
This seems to be so for two reasons. First, many of the problems that result
from crowding impose heavy costs and inefficiencies: the most obvious are
traffic congestion and poor transport networks. These problems are
particularly acute in new developing cities such as Seoul, Mexico and Athens,
but even in Stockholm, a metro-region noted for the quality of its overall
infrastructure (Box 2.12). Second, advanced economic sectors are often
engaged in a global competition to attract good staff, and these people would
sooner choose to work in a pleasant city than a polluted, ugly, and crime-
ridden one. The latter argument also applies to the attraction of tourists, an
important form of actual or potential economic activity for many cities. Good
infrastructure and attractive environment are also crucial components of
clusters, innovation and territorial branding policies. 

Although large cities are often associated with pollution and various
forms of environmental damage, they also represent a scale of activities
sufficiently large to permit the launch of serious positive policies for
sustainability. Public authorities at city level have important powers over land
use, transport and traffic, building codes and waste management. These can
be used to have an impact on air pollution, energy utilisation and
conservation, renewable energy use, and water conservation. The Habitat
programme of the United Nations develops policies for application on these
issues at all levels of government. More specifically at the local level, the
International Council for Local Environmental Initiatives seeks to promote
policies for “eco-efficient cities”.13 Among its 450 local government members
are several, but by no means all, major cities within metro-regions.

The OECD case reports provide several examples of policies to meet the
challenge of reconciling environmental quality with economic success. An example
of such strategy is provided by Seoul with the Cheonggyecheon Restoration
project that replaced an elevated expressway and its disadvantaged
neighbourhoods with a fresh water stream and green spaces (OECD, 2005f).
The objective was not only to help solve the inner city environmental
problems, but also to reduce socio-economic disparities between the northern
and southern parts of the city. Both public transportation reforms and control
of private automobile use were implemented at the same time. During the
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Box 2.12. Environmental concerns in some metropolitan areas

In Seoul, traffic congestion costs increased over the years 1999-2002 (from

KRW 4.18 trillion in 1999 to KRW 5.31 trillion in 2002). The share of public transportation use

dropped slightly (from 62.6% in 1999 to 60.6% in 2002) despite huge investment in subways

and the introduction of bus-only lanes. The share of passenger cars increased from 19.6%

to 26.9% over the same period. More commuters chose to drive due to the increasing

commuting network and the lack of efficient public transport across the capital region. Out

of all vehicles crossing the city boundary, the share of passenger vehicles and SUVs rose

from 69.1% in 1996 to 72.9% in 2002. The proportion of those vehicles with only one

passenger increased from 68.9% to 79% over 1999-2002. Traffic congestion has raised severe

pollution issues within the capital region. According to the Ministry of Environment, the

emission shares of the capital region are 42.7% for carbon monoxide (CO), 31.1% for NO2,

38.1% for volatile organic compounds (VOCs), and 18.1% for PM10 (excluding road dust)

in 2001. In 2002, the city’s ambient concentration of PM10 was the highest (76 ug/m3 among

all the major cities densely populated up to 5-10% of national total population within the

OECD area. The NO2 concentration in Seoul was at the second highest level (only next to

Bratislava) among all the major cities reported in OECD (2002f). Vehicles are the largest

pollution source of CO, NO2 and PM10 (90.8%, 79.4% and 66.9% respectively). The continued

increase in traffic congestion cost and air quality deterioration poses challenges of

improving the transportation system in the capital region.

Transport infrastructure in Mexico City is representative of the problems that urban

development without systematic integration of spatial planning and transportation system

development can generate. The fact that around 83% of the total number of trips is

undertaken in low capacity vehicles (cars, minibuses) is significant, particularly when

combined with the sheer number of trips (over 4 million intra-metropolitan trips per day).

The relative level of private car use is rather low for a major city, but this is somewhat offset

by having 58.6% of the total number of single trips carried out in public transport vehicles

with very low capacity, such as “minibuses” and “combis”. The metro system is well-used

but it is mostly based in the Federal District. While there are metro lines that extend out to

heavily populated municipalities in the State of Mexico, residents in the rest of the

metropolitan area must first take minibuses to terminus metro stations and then take the

metro into the centre. Perhaps the most significant fact is the almost complete absence of

train travel as a major form of transport, indicating a very under-developed commuter train

system. Given the increasingly long distances involved as the region expands, the lack of

effective train links and the reliance on relatively inefficient low capacity buses will continue

to be significant handicaps for commuters. Commuting distances and travel times have

increased significantly since 1987 as a result of both expansion of the urban economic area

and, probably, slower traffic flows as a result of congestion. Significant differences in the

quality of transport services across the metropolitan area will tend to produce disparities in

terms of access to employment, levels of investment and so on, which are self-reinforcing.

These changes in urban form and function that Mexico City is experiencing imply the need

for significant new investment in metro-wide infrastructure.
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Box 2.12. Environmental concerns in some metropolitan areas (cont.)

Accessibility problems and congestion in the Stockholm region are mainly due to

insufficient public investment. In fact, investments in transportation remain low in Sweden

overall and below the OECD average. Transportation network capacity has not kept pace

with either local population growth or changes in the economy. From the 1960s to the 1990s,

no major investments were made in the road network in the Stockholm region. Many of the

small and medium-sized local labour market regions around Stockholm experienced in

the 1990s an increasing population and an expanding economy. The more peripheral cities

and labour markets in the Stockholm Mälar region often have a commuting time of one hour

or more to the centre of the City of Stockholm. The fragmentation in the responsibilities for

public transportations between national and local governments, and between counties is a

serious obstacle to the implementation of a coherent infrastructure development policy.

In the continuing absence of comprehensive regulatory planning for the entire urban area

and in particular due to poor implementation of planning laws, urban sprawl has continued in

Athens since before World War II. The settlements which sprang up outside the planned areas

were in due course integrated into the official city plan. This a posteriori process resulted in a

mixture of incompatible land uses characterised by the coexistence of industrial and

residential areas, high densities, lack of social amenities and green spaces, poor infrastructure

facilities, particularly for mass transport, traffic congestion and air pollution. For many

decades, Athens was credited with one of the lowest values of attractiveness and

competitiveness indicators compared to other European metropolitan areas. Since the mid-

1990s, however, major changes have and continue to occur which are substantially enhancing

the potential of Athens to stake its claim as a modern European metropolis. But although

reform is well under way, it is not yet clear whether all opportunities for improvement will be

grasped. Both positive and negative factors of change are currently at play in Athens. Some,

such as higher than average levels of economic growth in Greece compared to other European

countries, are contextual, but nonetheless important in reinforcing the Athenian economy;

others, such as transport congestion, car use and on-street parking control or planning failure

in Athens, must be tackled at the level of the urban region.

To fight against extreme pollution in the Marmara Sea and to fulfil European

environmental standards as part of Turkey’s negotiation process for entry into the EU,

Istanbul needs a consistent environmental policy with a comprehensive monitoring and

inspection mechanism. In Istanbul, municipalities and other authorities have not

established environmental standards for industrial waste and sewage, of which there is

wide deposition. Solid waste is not well managed and this damages the environment.

Almost half of Turkish industry is located around the Marmara Sea, and industrial waste

waters are removed without phosphate and nitrogen treatment requested by EU

directives. In particular, there is a need to remove phosphorus deposits. In order to fulfill

EU directives on the environment Istanbul needs new investments of EUR 60 billion.

Source: OECD (2006d), OECD Territorial Reviews: Stockholm, Sweden, OECD publications, Paris, France; OECD
(2005e), OECD Territorial Reviews: Mexico City, Mexico, OECD publications, Paris, France; OECD (2004a), OECD
Territorial Reviews: Athens, Greece, OECD publications, Paris, France; OECD (2005f), OECD Territorial Reviews: Seoul,
Korea, OECD publications, Paris, France; and OECD (forthcoming a), OECD Territorial Reviews: Istanbul, Turkey,
OECD publications, Paris, France.
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process of suburbanisation, traffic congestion in the capital region was
aggravated with the explosive growth of private automobile use between
Seoul City and the suburban ring. This situation may have even deteriorated
with the additional loss of roads resulting from the initial Restoration Project.
The government comprehensively restructured the bus system in 2004. Both
physical infrastructure and institutional governance were remodelled to make
bus routes more direct and to simplify the fare system. Although it may be too
early to evaluate the environmental and economic impact of the reform, a
significant shift from private to public transportation modes is expected
gradually to take place.

Good transport infrastructure policy can also help assure balanced
economic development across a region. Melbourne is an example of a metro-
region where the transportation, distribution and logistics services industries
are themselves an important aspect of economic activity. The port industry is
a unique and complex business operating, but also impacting simultaneously,
on inland, coastal and marine environments. The port economy is
characterised by the great range, diversity and volume of traffic, and linkages
with firms throughout the state of Victoria and beyond. Inter-modal
integration and development of access roads and rail links are a priority if the
potential gains are to be maximised. In such cases, consideration should be
given to developing inland ports, central places where freight could be
handled via rail, and which can be sited in areas where there is already some
indication for localisation of industries. Inland ports can also alleviate
pressure in central urban areas of such cities, and are compatible with efforts
to improve the movement of road freight around the city.

An increased supply of infrastructure itself is not sufficient for long-term
effective transportation management. A multi-nodal approach, favouring the
development of mixed-use areas with many transport options, can help guide
investment in ways that can increase public transport usage. Improvements to
rail links with other regional cities give people more options about where to
work and to live, creating larger functional labour markets while preserving
the essential characteristics of a polycentric, networked region. But all the
proposed policies and strategies may not work if the incentives are not right.
Road pricing, or urban congestion charges as introduced in some cities
(including London), for example, could deliver further opportunities for
efficient transport management. What is necessary is to ensure the quality
and efficient management of transportation, ensuring the freedom of people
to travel without creating negative externalities. Changes in travel behaviour
associated with the objective of increasing the proportion of people using
public transport, walking, biking, etc., will only happen if the alternatives to
the private car are made attractive, and are linked to changes in land use and
the provision of affordable housing. In the Randstad-Holland region for
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instance, the introduction of a road pricing system has long been debated and
will not been introduced before 2012, at least. There are some doubts that this
will have much effect on congestion unless there are convenient alternatives
to the use of the main arterial roads. Everything needs to be seen in network
terms, and the integration of different forms of public transport is crucial. For
instance, most train users travel to the station on a bicycle, but there are
limited secure facilities for bikes at stations and insufficient coordination of
bus timetables at the other end. The same point applies to cars: there are
limited parking places, thus not facilitating the combined use of cars and
public transport (OECD, forthcoming b).

A major change in recent years that has transformed living conditions in
many cities, several of them parts of metro-regions, has been the re-emergence
of inner cities as desirable places to live, thanks in part to entrepreneurial
property development and in part to major public projects of rejuvenation.
Development strategies build on the interest in places captured by the
construction of new, dramatic museums and cultural facilities designed by
world-famous architects in depressed areas in cities such as Glasgow, Bilbao,
Cleveland and Kitakyushu. Events such as the Olympic Games or World Cup
often play a catalyst role in revitalisation programmes for city centres as part
of an integrative economic development strategy. The Unification of the
Archaeological Sites project, hotel upgrading, improved transport and the
Athens 2004 Culture Programme, had coincided with the Athens 2004 Olympic
Games. Istanbul is taking similar advantage of its designation as European
Capital of Culture in 2010 (Box 2.13). While European cities have usually
sustained important historic centres and have rarely experienced the decay of
central areas familiar in US cities, many of them have also benefited from
these major new projects. The theory behind these developments, particularly
those based on iconic buildings and cultural features, is fully compatible with
the idea of the learning city: by providing a context for social interaction, and
above all, by supporting large labour markets, cities should be able to nurture
an environment in which tacit knowledge can circulate. They might in
particular enable cities lacking a strong historical identity to attract creative
and innovative populations. Whether this strategy is really effective in
achieving these goals will be a matter for evaluation in future research. 

An increasing number of cities and regions pursue a strategy of territorial
branding to associate their area with specific high-quality products or
approaches. In the case of many traditional products, particularly food, wine,
and some types of clothing, a place name is often formally included in the
name of the product (Champagne is probably the most famous example.)
Similar, though probably less deeply rooted, associations can be promoted for
more modern products and for larger areas like metro-regions (Silicon Valley
is an example, where rather than the product taking its name from the place,
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Box 2.13. Urban regeneration based on cultural assets: the cases 
of Athens and Istanbul

Athens, as a capital city with an important cultural heritage, has a strong asset base which

it is seeking to ameliorate in order to capture its real potential. It has long been realised that

Athens was a means to getting to other places in Greece and not a destination itself. Various

interventions have created a new opportunity but the process is in its infancy and will

require sustained efforts to fully establish the city as an international tourist destination in

and of itself. Progress is being made, as the Programme of Unification of the Archaeological

Sites shows. All the main archaeological sites and monuments of the capital will be

presented as an extended archaeological park which, united by a broad network of

pedestrian routes, will be incorporated into the historic centre of the city (Plaka, Psirri,

Theseio) and the downtown commercial area. The Programme as a whole involves some

60 major or minor interventions across a geographical area which more or less coincides

with the traditional centre of Athens. The archaeological sites and the monuments of

Athens are of great value and importance for visitors and residents contributing to the

historical and contemporary local identity. Several benefits can be identified from historical

preservation and more specifically from the implementation of the Unification of the

Archaeological Sites project with respect to the development potential of the area and to the

upgrading of the quality of life. Positive impacts for the environment will result from direct

(i.e., construction of pavements, increase of open/green spaces) and indirect interventions

(improvement of road network, increase of average speed, decrease in the emission of air

pollutants and noise pollution). The intention is to create a network of public spaces,

cultural venues, open spaces, amenities and recreational areas which will link the major

cultural landmarks of the capital and integrate them into the everyday life of the city.

Authorities in Turkey plan to make use of the designation of Istanbul as “2010 European

Capital of Culture” to launch a re-grading programme and attract 10 million tourists to the

city, making use of co-operation between local administration and non-governmental

organisations. Private initiative has already overseen the construction of the Formula 1

Istanbul Racing Circuit, with the city first hosting Formula 1 racing in 2005. Istanbul’s future

in terms of its sustainable development requires restructuring the central functional areas

of the city, protection of natural resources and historical city centres as well as rehabilitation

and transformation of the urban structure on the basis of the legal framework of EU

legislation. Particularly after the Marmara earthquake of 17 August 1999, studies made of

current housing stocks have shown that the problem lies not in the amount of available

housing but in its quality. Local authorities have focused on planning these renewal projects

in two types of area. The first is the city centre and the historical urban structure – those

areas where global demand is highest and which carry the potential of satisfying the

conditions for the city to be globally and economically competitive. The second area of

activity involves the regions of low-quality housing areas and squatter settlements, where

the aim is to create healthy and modern conditions.

Source: OECD (2004a), OECD Territorial Reviews: Athens, Greece, OECD publications, Paris, France and OECD
(forthcoming a), OECD Territorial Reviews: Istanbul, Turkey, OECD publications, Paris, France.
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the dominant material of the production process has become the unofficial
name of the area). Territorial branding associates a place with a successful
range of products, advancing the reputation of the place; and it also becomes
a marketing tool of firms in the sector concerned that they can boast of their
place of origin. Firms, local trade associations and local authorities can
combine to produce territorial branding strategies. These need to involve, not
simply the production of logos, but specialised local facilities for the sector –
for example, technical college courses, or museums relating it to the region.

Again, these developments are most likely to take place in smaller, strongly
specialised locations than metro-regions. Strategic vision at the metro-
regional level needs to be aware of existing and potential territorial brands
within the wider area, which implies a general willingness of other places
within the region to accept the special character of these locations and not to
seek to lose them within the wider whole. Tourism is often at the heart of
territorial branding, especially when this concept can be expanded to include
such elements as hosting conventions and displaying local culture (Box 2.14).

Box 2.14. Strategies for territorial branding: 
the example of Busan

The tourism industry has been widely identified as one of the most

promising next-generation economic bases for regional development in

Busan. The second largest metropolitan area in Korea intends to benefit from

its strategic location as a crossroads and a gateway to Pacific and Northeast

Asia to develop a “trademark image”. The objective is to develop an integrated

strategy for tourism and branding in order to move away from its austere

image as an industrial port-city and be seen as a modern maritime city.

Busan is already endowed with the nationally very popular Haeundae Beach

and other natural assets. Because there are nevertheless inevitable limits to

physical or hardware elements, Busan would be well-inspired to invest more

in software elements, i.e., thematic events and festivals. For example,

building on the assets of the port city, one of the niches that Busan could

cultivate is “thematic tourism”, mainly maritime tourism including cruises,

yachting and bathing activities, but also other activities related to typical

local assets such as the increasingly wide-known Busan International Film

Festival, beauty surgery holidays connected with hot springs and historical

tours around the 1 000-year old Gaya Dynasty. A promising option would be

to connect tourism with other aspects, notably convention tourism. The

institutions of Busan’s urban governance already effectively undergird this

strategy since city administration has integrated tourism, culture and

conventions within the same department.

Source: OECD (2004b), OECD Territorial Reviews: Busan, Korea, OECD publications, Paris, France.
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Attractiveness is also a major component of a strategy to attract FDI.
There is clearly a problem here: while firms may demand a high-quality
environment and advanced infrastructures, they may be deterred by the high
taxation that is needed to sustain these qualities, as these will raise their costs
of production. At the same time, there is recent evidence, particularly from the
Nordic countries, that taxation is not so important to inward investors at the
high added value of activities, if they find in return a good infrastructure
(Jensen, 2006; Kiser, 2001; and Campbell, 2004). For firms at this end of the
market, the ability to attract staff and the efficiencies that flow from certain
elements of infrastructure may well outweigh added taxation costs. However,
in the light of the widely perceived risk, governments often strive to keep
taxes as low as possible in areas where they are trying to encourage business
investment. In some cases, particularly in emerging economies, they have
explicitly introduced special enterprise zones where inward investors pay
little or no tax. An example among the OECD metro-regions is Busan. In some
countries a distinction is made between different kinds of such zones. For
example, in Istanbul there are “industrial zones” and “free zones”.14 In many
cases of special enterprise zones, either little or no infrastructure will be
provided, or the rest of the country subsidises activities in the zone.
Experience of the OECD metro-regions project would caution against
extensive use of policies of this kind, whether or not they concern specially
designated zones. First, particularly where low taxation has been used to
encourage inward investment, there is a risk that the investors may at some
stage withdraw, leaving little behind of lasting benefit in exchange for the
fiscal privileges they have received. Second, activities that are willing to accept
poor-quality infrastructures are likely to be down-market activities, not
seeking high overall efficiencies or to attract highly skilled labour to live and
work in the area.

2.4.2. Social cohesion

Particular problems are posed by the social exclusion and loss of cohesion
that follow the creation of socially segregated zones of poor people, often
immigrants or ethnic minorities. There are two, related, aspects to the issue.
First, given the growing disparities between rich parts of the world and those
that still have massive problems of poverty, there are very strong incentives
for people living in the latter to move to the former. Legal barriers to
immigration and the poor opportunities that probably face them if their
immigration is successful, do not outweigh the advance in living standards
that they might expect to find. While these immigrants sometimes move into
rural areas (as with North Africans moving into southern Italy or Spain), these
immigrations most often concentrate on big cities, metro-regions, as it is here
that the typical low-productivity jobs available in urban agglomerations will
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be found, often in the shadow economy. This links with the second factor,
mentioned in Chapter 1: the tendency for metro-regions to develop both these
kinds of employment as well as the high-income activities associated with
advanced services and the knowledge economy. Successful cities therefore
become sites for extreme inequality, leading to some areas becoming trapped
in more general criminality. In recent years London, Paris, Rotterdam in the
Randstad-Holland region and other less prominent cities have seen major
eruptions of social disorder rooted in tensions, some but not all of them
ethnically and culturally related. The last EU Urban Audit confirms similar
trends and advances the hypothesis that disparities within a given city have
largely surpassed disparities between cities. It also concludes on the fact that
most immigrants cluster in cities, particularly in large cities, and on the strong
link between urban poverty and ethnic origin (foreign born and immigrant
citizens).

It is apparent from major cities across the OECD that metro-wide
economic growth depends not only on economic interdependencies but also
on social cohesion, for which policies have to be designed. In other words,
areas that are detached from the economy and labour market of the metro-
region constitute a drag factor that reduces the competitiveness of the region
as a whole. For these reasons, metro-regional economic and social
development policies need to be elements of a single coherent strategy. Very
frequently it is economic dynamism itself that creates this detachment and
lack of cohesion. For example, cities which have faced strong industrial
restructuring processes, like port cities such as Rotterdam, have experienced
rapid losses of many basic port-related industries in the 1980s, contributing to
significantly increasing social cohesion problems in the area, in particular for
ethnic minorities with little education. Dynamism produces losers as well as
winners, such as those whose skills are made redundant by sectoral change.15

Further, dynamic areas attract population from other parts of a country or from
other countries, who often have difficulty in adapting to a new life and making
social connections. Public authorities with responsibilities across a metro-
region or large parts of it cannot avoid responsibility for people and areas and
people either left behind by change or having difficulty adapting to it, as they
constitute parts of their overall constituencies.

Different policy approaches have been experimented to tackle urban
poverty and spatial polarisation within metropolitan areas. An instance can
be taken from Mexico City, where, as elsewhere, the problems are
metropolitan-wide, but the solutions are often top-down and organised
according to political jurisdictions (OECD, 2005e). There, the federal
government launched the Habitat programme in 2003 that intends to improve
public infrastructures and services in nearly 60 cities. A more integrated
approach that will include other social measures is currently being developed.



I.2. COMPETITIVENESS, LIVEABILITY AND STRATEGIC VISION

OECD TERRITORIAL REVIEWS: COMPETITIVE CITIES IN THE GLOBAL ECONOMY – ISBN 92-64-02708-4 – © OECD 2006146

In France, there has been an attempt to reduce the social isolation of these
areas (mainly through large urban renovation projects) and to attract
economic activity to them (mainly through the “urban free zone” policy).
However, it has proven very difficult to link the two objectives – social
cohesion and economic development – in a single comprehensive policy
package led by a single ministry (Box 2.15). 

Viewed differently, areas and populations left behind by economic
change constitute resources for development in the next stage of growth, as
they are clearly not fulfilling the full potential of their contribution to the
region.16 This indicates a need for redevelopment programmes to move
beyond city-centre projects to encompass hitherto excluded districts and
populations. The large numbers of people employed in low-productivity urban
services, often in the informal sector, constitute a similar resource. Their work
makes a contribution to the urban environment, which would benefit if it was
performed at higher levels of skill. This indicates a need for good-quality
technical colleges and similar institutions providing lower-level skills, and not
just advanced high-tech education, in metro-regions and for other strategies
for improving the quality of the whole labour force.17 There is also a need for
creative policies to bring activities currently embedded in the shadow
economy into normality (Burroni and Crouch, 2006). US experience
demonstrates that local business leaders often see opportunities to work
alongside local authorities in tackling this wide range of issues.18

Particular difficulties are experienced by immigrants from social contexts
and cultures very different from their country of arrival, though the
importance of at least some groups of these to the economies of dynamic
areas is widely recognised. Declining birth rates in wealthier countries
(especially in Europe), combined with good technical and scientific education
in India, China and many other parts of the developing world, means that
employers in the former countries increasingly look to the latter for talented
young people to work in high-tech sectors. (In many cases these often return
to their country of origin after a number of years, helping to diffuse advanced
scientific and corporate practices.) These immigrants are often able to live in
the wealthier cosmopolitan districts typically found in dynamic metro-
regions, protecting them from some of the difficulties typical of immigrant
life. However, in cities and countries with reputations for prejudice and
discrimination this may not be enough to protect from all negative
experiences, which may limit the ability of cities so located to attract them in
the first place.

More problematic is the situation of the large numbers of poor
immigrants and their descendants, large numbers of whom live in nearly all
metro-regions. So long as extreme disparities exist in living conditions
between these regions and the third world people will come to seek better
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Box 2.15. Fighting urban poverty and distressed neighbourhoods 
in Mexico and France

The Mexican federal policy in urban areas

Recognising the need to foster the fight against urban poverty, the Habitat programme,

launched by the federal government in 2003 was essentially designed to combine federal

and local budgetary resources to finance physical infrastructure (streets pavement,

construction of sidewalks, expansions of networks for water, drainage and electricity, and

also building of community centres, day-care centres for the elderly, shelters for victims of

family violence, etc.), in well defined zones (poligons) within cities, that concentrate large

shares of urban poverty.

A more coherent and integrated approach to urban poverty alleviation has recently been

launched to complement the existing Habitat programme with other types of poverty

alleviation measures and better involvement of local actors. The SUMA con Habitat

programme seeks to articulate the objectives of social policies with those of territorial and

urban development in a framework that includes all regional and local government actors

and joint funding responsibilities between federal, state and municipal governments, as

well as private investors. More specifically, the new programme will combine existing

measures to improve physical and social infrastructure and public services delivery with

subsidies or income transfers for poor households for basic consumption of private goods

(food, healthcare, etc.), as well as more long term policy actions such as basic education

and labour training for adults, financial supports to small businesses and self employment

and other types of measures to support capital accumulation (family dwellings, etc.). In

terms of implementation, innovative governance mechanisms would be developed to

secure both horizontal co-ordination among programs from different sectoral authorities

and vertical collaboration between different levels of government that have distinct

responsibilities at the local, regional or national levels. A particular focus would be put on

providing adequate schemes of social participation around the design, monitoring and

evaluation of the programs. Two surveys will be conducted, at the beginning and at the end

of the pilot test, to assess the impacts of this co-ordinated strategy and compare its

effectiveness (impacts) relative to those obtained in other local contexts where policy

interventions are not integral and are not co-ordinated.

French policies for urban distressed areas: the city contract and Urban Free Zones policies

Until the 1970s, France’s urban policy goals were essentially quantitative. They sought to

promote the construction of as much housing as possible. This approach led, to some

extent, to problems of spatial segregation which had to be addressed in the 1980s with

targeted initiatives. In some areas these took the form of new infrastructure and social and

environmental measures (rehabilitation of large estates, neighbourhood social

development). The rationale behind urban policy today is to progress beyond merely

renovating problem neighbourhoods and, using comprehensive development plans, foster

genuine social and urban development in these “disadvantaged” areas that are home to

5 million people. As a result of the French urban policy – territory-based and contractual
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Box 2.15. Fighting urban poverty and distressed neighbourhoods 
in Mexico and France (cont.)

initiative – specific procedures have been developed since the 1990s leading to the creation

of: 247 city contracts for the 2000-2006 period, 751 sensitive urban zones (ZUS), 416 urban

revitalisation zones (ZRU) and 85 urban free enterprises zones (ZFU).

City contracts (which reflect a commitment on the part of one or more local and central

authorities to jointly implement a multi-annual programme, designed to deal with the most

disadvantaged neighbourhoods areas at urban area or municipal level) were introduced under

the 1993 Urban Revival Plan, with the aim of promoting a comprehensive strategy rather than

the previous sector-specific policy. City contracts are first and foremost viewed as contributing

to urban social development. More than 1 300 neighbourhoods and 6 million inhabitants are

now benefiting from the initiatives introduced under the 247 city contracts.1

The urban “free zones” (ZFUs). The 1996 Urban Revival Pact (1996-1998), introduced as part

of a programme of affirmative action on behalf of specific urban areas in difficulty, was a

more significant effort to tackle their disadvantages from an economic perspective. In

particular, it set up the mechanism of the urban “free zones” (ZFUs). The 44 ZFUs

(0.8 million inhabitants in 1999) were designated by decree by the Conseil État, “taking

account of the factors that will attract enterprises or foster the development of economic

activity”. The principle is to offer reductions in taxes and social contributions to

businesses that set up in these zones and recruit at least 20% of their personnel from those

living in the ZFU (or in other sensitive urban zones (ZUS) in the same urban area).

Several reports give a favourable assessment of this policy, in terms of enterprise and job

creation and of achievements in terms of investment.2 They also emphasise the technical

problems involved in precisely gauging the specific impact or cost-effectiveness of the

attendant tax and social exemption measures. However, it should be noted that the latest

enterprises to set up in the ZFUs are most often concentrated on the edges of the zones,

because of the lack of sites available in the more central districts. It is therefore on the

periphery of these areas that economic development is the most marked, and the impact

of the ZFUs on the more central areas is limited.

The generally favourable assessment of the first generation of ZFUs prompted the

government in 2003 to give the current list of 44 free zones a five-year extension and

broaden the scheme further. As from 1 January 2004, a regime of tax and social exemptions

for 41 new free zones was created under the framework law of 1 August 2003 on urban

renewal. It grants 5-year tax exemptions to small enterprises with fewer than 50 employees

that set up business in ZUS districts, provided that one-third of the jobs created go to people

living in problem neighbourhoods in the larger urban area. Opinion remains divided about

their value. According to one study by Ernst and Young, the average cost of tax and social

exemptions for one job in a ZFU (whether created, transferred or already existing) ranges

from FF 33 753 (EUR 5 158) to FF 44 832 (EUR 6 838). However, the ability of ZFUs to create jobs

in the long term is regularly questioned. To date, urban policy has not markedly closed the

gap in development and inequality between the ZUS areas and the rest of the country.
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lives, legally or illegally. With the exception of the special groups mentioned
above, their labour market position is usually weak, their unemployment rates
typically being higher than those of the rest of the population. They lack
connections to informal and community sources of support within local
institutions, except those within their own communities, which can lead to
ghettos and social exclusion. They also often lack access to publicly provided
social support, either because they lack citizenship entitlements or because
services are not geared to their specific needs. As the OECD Territorial Review of

Stockholm showed, even a welfare state as strong as the Swedish one is
inadequate for immigrants’ needs. New and innovative public policies at
urban level are clearly needed, as recent examples from Stockholm show
(Box 2.16). 

Most city and national authorities accept some responsibilities for
tackling these issues, but rarely is their political will to devote resources
adequate to the challenges posed, while the cultural cleavages that develop
can sometimes reach a point where simple material redistributive policies
cease to address the issues as they are redefined. This can in turn lead to
major problems of governance, as will be discussed in Chapter 3. Only those

Box 2.15. Fighting urban poverty and distressed neighbourhoods 
in Mexico and France (cont.)

In addition, an urban renovation program, comprising 52 major city projects (GPV), three

of which are located in the overseas territories, and 70 urban renewal operations that will

soon be extended to over 165 sites has been launched. To complement its action, the

government has created recently the National Urban Renovation Agency, a public

corporation that allocates substantial grants to local communities planning to carry out

urban renovation projects. A far-reaching five year nationwide urban renewal program has

been launched to improve housing and environmental conditions in priority areas. It

includes the building of 200 000 new subsidized rental housing units, the rehabilitation of

200 000 rental housing units, the demolition of the same number of run-down housing

units and a program to rehabilitate common areas.

1. Following criticism of the earlier programme of grands projets urbains (GPUs) a programme of 110 more
numerous and ambitious city projects and urban renewal schemes designed as an integral part of city
contracts was introduced in 2001. These seek, among other things, to promote social revitalisation and
upgrading, in order to restore the economic value of the areas. They include schemes to introduce public
and community services, make certain districts less isolated and incorporate them into the urban area
(improving transport, improving the distribution of urban functions across the area) and breathing new life
into the economy (reinforcing the existing fabric, assisting local people with business creation).

2. Including the report to Parliament by the Minister for cities in July 2001, the urban policy report by the Audit
Office in 2002 and the information report by the Senate Commission for Economic Affairs and Planning in
July 2002.

Source: OECD (2006a), OECD Territorial Reviews: France, OECD publications, Paris, France; OECD (2005e), OECD
Territorial Reviews: Mexico City, Mexico, OECD publications, Paris, France and OECD (forthcoming b).
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Box 2.16. Policies for integrating immigrants into the labour market 
in Stockholm

Sweden has invested heavily in programmes aimed at integrating immigrants and is one of
the only countries in the world where immigrants are entitled to social assistance
immediately upon arrival. However, better immigrant labour market integration requires a
paradigm shift from a model of assistance and entitlement to a model that recognises the
social, cultural and economic value that comes from diversity. Tackling discrimination, forging
partnerships with the private sector for programmes aimed at immigrants and creating
incentives for early labour market participation need to be part of this paradigm shift.

The Swedish government has taken several useful steps to promote better labour market
integration of foreign-born workers. Sweden has increased protection against
discrimination in employment such as the Act of 1 July 2003. In 2004, Sweden established a
foreign diploma equivalency and validation board. This measure should assist immigrants
upon arrival to find employment that matches their qualifications. Vocational training in
fields where there are labour shortages has also been offered to skilled foreign-born workers
who hold jobs for which they are overqualified. One successful programme facilitating
labour market entry is the Job Centre Southwest in the Skärholmen district in the Stockholm
County. This Skärholmen model has generated national and international interest because
the number of households receiving social welfare benefits has dropped by half since the
program started six years ago, the best results of any Local District Council in Stockholm.
However, it has been reported that this experience has provided short-term solutions, with
some people coming back to unemployment in some cases after six months. The Kista
Matching is another example of an area that offers an opportunity to move forward on the
issues of integration and inclusion. The area’s robust business sector and concentration of
immigrant and ethnic minority residents makes possible a unique synergy between
business development and an under-utilised labour force. However, housing in the area is
segregated and local residents have relatively high rates of unemployment. Services, for
example those provided by the Kista Science City Information Centre (Motesplats), have
focused on labour market, such as improved placement services and career enhancement.

To improve coherence and co-ordination of actions among central government and the

municipalities, county councils and regions, Sweden launched in 1998 a Metropolitan

Policy aiming to “end the social, ethnic and discriminatory segregation in the metropolitan

areas and to work for equal and comparable living conditions for people living in the

cities”. The initiative focuses on 24 housing districts in the three major urban areas

reaching 250 000 individuals. The main policy tools for achieving these objectives are the

local development agreements (LDAs) elaborated by the state, the municipalities and the

districts but implemented primarily by municipalities. First evaluations of the programme

suggest success increasing employment rates and reducing benefit dependency. Tangible

results in reducing segregation, a phenomena based on a complex set of issues, have not

yet been observed despite improved neighbourhood conditions. Furthermore, there are

still several distressed districts within the Stockholm Mälar region that have not benefited

from LDAs, including those located in Västerås and Uppsala.

Source: OECD (2006d), OECD Territorial Reviews: Stockholm, Sweden, OECD publications, Paris, France.
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authorities that are able to tackle emerging problems of major urban
inequalities while they remain defined in material terms stand a chance of
avoiding future crises of cultural as well as social exclusion and hostility that
are far more difficult to confront.

2.4.3. Summary: dilemma III

The challenges to liveability presented by large urban agglomerations are
well known, but there are also strong associations between economically
successful metro-regions and high-quality environments, which policy-
makers need to grasp. The attractiveness of a city or region has economic
relevance at a number of points. One relates to branding the area, whether in
order to associate its characteristic products with a desirable image or to
attract inward investment. Further, both existing and inwardly investing firms
in the advanced sectors identified as characteristic of successful metro-
regions are competing strongly for skilled workers, who want to live in
attractive environments with good public services and urban infrastructure.
Although metro-regions face particular environmental problems, their
advantages of scale are also positive elements for many aspects of
sustainability, such as the development of energy-efficient public transport.

Given that metro-regions attract both the most highly skilled and
rewarded workers and large numbers of people in either low-income work or
living on the margins of urban society, they are frequently highly unequal.
Some of these inequalities take a geographical form, with different parts of
the population being segregated in parts of the region with strongly contrasted
environments. Such characteristics are associated with many indicators of
lack of cohesion, with a number of negative consequences. Those planning
renovations and improvements in different parts of metro-regions need to be
aware of implications of this kind of their projects.

Gains will accrue to regions that are proactive in creating liveable cities,
rather than wait until a problem has already appeared. Because economic
dynamism is driven by the market, while public policy has to deal with its
externalities as these appear, the latter will usually trail behind. It is
important that urban governance structures are able to break out of this trap,
as problems are often far more difficult and expensive to resolve after they
have developed than when they could have been prevented. Delayed
investment in transport networks imposes years of congestion costs, while
ghettos of poor housing are almost impossible to eradicate once they have
developed without massive disruption to people’s lives that causes new
problems.

The positive and negative aspects of metro-regions are closely related to
each other, requiring new forms of urban governance if the former are to
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dominate. In the knowledge-based economy, highly qualified professionals
can choose where to live from among different cities on the basis of their
appearance, lifestyle and ambience. From this perspective, quality of design
and more efficient use of infrastructure become critical in an overall strategy
for competitiveness. A more sustainable approach to the uses of space, to
infrastructures and to buildings seeks to enhance the assets – and hence the
liveability and attractiveness – of particular cities. The growth of inner-city
residential populations, which seemed utopian ten years ago, is now a
commercial reality in a number of cities. These spaces should provide a
context for social interaction nurturing an environment in which tacit
knowledge can circulate.

Notes

1. See, for example the studies of Silicon Valley in Kenney (2000) and
Saxenian (1994).

2. Initiatives for a Competitive Inner City (ICIC) (2001), UK City Growth Strategies (CGS),
(examples) available at www.plymouthgrowth.org.uk/documents/executive-
summary.pdf.

3. (Plymouth), www.citygrowthsthelens.com/. 

4. (St Helens), http://gnp3.polestar.demo.eibs.co.uk/EasySite/lib/serveDocument.asp?doc=3594
&pgid=1014 (Nottingham), and www.northlondon.org.uk/2/index.asp?id=130&page=
business. 

5. Initiatives for a Competitive Inner City (ICIC) and the City of Louisville (2001), “The
West Louisville Competitive Assessment and Strategy Project: Creating Jobs, Income
and Wealth in the Inner City”, available at www.icic.org.

6. The Initiative for a Competitive Milwaukee (ICM), available at www.isc.hbs.edu/pdf/
ICM_FinalReport_v2.pdf.

7. Metropolitan Area Planning Council (2004), 2004 Comprehensive Economic
Development Strategy, Boston, Massachusetts.

Initiatives for a Competitive Inner City (ICIC) (2005), “Initiative for a Competitive
Greater Reading” (ICGR), available at www.icic.org.

1. Biotech Region Munich (1997), BioM available at www.bio-m.de/web/index.php4?
sx=b2.0.0&lg=en.

2. Bavarian State Government (1998), Software-Offensive Bavaria, available at
www.software-offensive-bayern.de/english.xml. 

3. Blin and Cohen (1977), Campbell (1972) and (1975), Czamanski (1971), Dahal and
Dalum (2001), Feser and Bergman (2000), Munnich et al. (1996), Porter (2000), San
Diego Association of Governments (2000).

4. Austrian (2000), Stough (2002), Stimson and Roberts (1997).

5. Kilkenny, Nalbarte and Besser (1999), Kilkenny and Nalbarte (2000), Rosenfeld et al.
(2000).
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6. Jacobs (1969), Henderson, Kuncoro and Turner (1995), Romer (1986), Barro and
Sala-i-Martin (1991).

7. This concept is discussed in detail in the paper by Crouch in Part II.

8. An account is given in the paper by Lawton-Smith in Part II.

9. Available at www.sba.gov/advo/stats/sbfaq.pdf.

10. Data here refer to the year 2000 based on a former Metropolitan Database
including 66 metro-regions with 2 million and more inhabitants (OECD, 2005e). 

11. See NTV/MSNBC (2002) at www.ntv.com.tr/news/144050.asp.

12. Results from the Istanbul Chamber of Commerce’s (ITO) survey show there are
5 500 African immigrants in Istanbul, half of them working as street vendors.

13. www.iclei.org/.

14. In the former the municipality provides infrastructure and also some reduction in
energy costs, but not tax exemption. In free zones there is tax exemption, but only
exporters can benefit from this. The main aim of a free zone is to promote exports,
and of the industrial zone to promote specialisation in industrial production.

15. See Turok paper in Part II.

16. See Jacquier paper in Part II.

17. See Gordon and Turok papers in Part II.

18. See Pastor in Part II.
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