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1. Introduction

The geographyf the world economy is changing. The world econoafy
yesteryear was mainly viewed as the sum total diareal economies and
conceived in the categories of periphery and cenTiee new world
economy is marked by competition between local tdus (Nadvi/Schmitz
1999), global cities (Sassen 2000), global cityioeg (Scott 2001) and
global value chains (Gereffi 1999,) that no longeaow national
boundaries. The economy is in part breaking itksimwith territorially and
politically constituted entities and creating fummtal and agglomeration
spaces of its own. The reach of national governmeartds at their external
borders, which have largely ceased to constitutecal boundaries to the
transfer of money, goods, technology, and knowledge

Along with its geography, the world economy's gowance patterns are
likewise in the midst of a process of change: beyahassical international
organisations like the IMF, global regimes like t#éTO; global clubs like
the International Stability Forum; globally operagi firms, organising
transnational production and trade networks; amdeinationally active
NGOs, negotiating with multinational corporationses social and
ecological standards, are growing in significancehaping the dynamics of
the global economy. Against this background of grogly dense global
interdependencies and transnational interactionthenworld economy we
are forced to readdress the issue of whether andhat extent economic
development can be formulated and shaped by pditiceans.

This chapter following study centres @he question of the scopes of action
open to regions (i.e. local firms, public organiigats, and policymakers) in
the new world economy. Which global governance stuues are relevant
for local actors. How do global governance mechardasdetermine local
development? Do local actors have the autonomy thedresources they
need to deal actively with the new demands placgedhe global economy,
to build specific competitive advantages, and toiaely influence and
shape the level of their region's prosperity? Oe kxcal and regional actors
losing their action potentials and becoming passiveeactive adapters to
global framework conditions in the world econonty?

! By “regions” we mean subnational units. The trbad been for locational policies to be formulaethe
subnational (regional and local) level. This trémdf course a function of the size of a given ecow. In
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From the perspective of various views on the rofaagions in the world
economy, for example, research on clusters (Pale£8, Nadvi/Schmitz
1999), systemic competitiveness (Esser et al. 199éssner 1997),
innovation systems (Lundvall 1992, Braczyk et al9O8%_territorial
development (Storper 1997bne can derive a relatively optimistic view of
the scopes of action open to local actors (firmoxal policy networks).

Regional theorists underline two important trendsgtobalisation: - Geléscht: [itwould be useful

v _- to include one or two references
from regional science. None of th

* In the global economy, the international competétess of firms and cited authors are “proper regional

the economic efficiency of regions are increasinbpsed on regional theorsts’d
proximity and regional competitive advantages. Gdbbation does

not devalue or level out local and regional spexsfiindeed it up

values them. The geography of the new world econamtyeasingly

centres on regions.

+ Because geographic proximity and specific instioumtal and business
landscapes are growing in significance, regionsehfagain, in
contrast to the critics of globalisation) considela latitudes to
shape processes of economic development. This espihat
globalisation does not lead to a disempowermenpalitics: regional
governance matters.

The key variable of these approaches is the qualftyocal linkages.
Regions whose local actors, by building businessvioeks and developing
policy networks in their business environment, haweceeded in
optimising their intercluster relationships in tdéeection of "systemic
competitiveness" (Esser et al. 1996) and "colleetefficiency" (Schmitz
1999) are able to develop "specific, geographicalbfined competitive
advantages" (Porter 1990998. In this way they can actively influence
and improve their position in the world economy.dgRens that lack the
collective capacity to develop specific competitisdvantages will find
themselves among the losers in the global econo®®een in this way, the
key to the development dynamics of regions mussbaght at the local
level. It is on this view that the World Bank, UNDFEhe Interamerican
Development Bank, or the German "Gesellschaft ichtnische
Zusammenarbeit" (GTZ) now base their strategieseaimt strengthening
competitiveness and supporting the private sechodéveloping countries.

But the regional theorists and the policy recommatians based on them,
neglect the specific demands made on concrete regly the world

small countries like Uruguay or Costa Rica, lomadil policy continues to be formulated at the ratlo
level; in medium-size countries (like Chile) orlamger countries (like Brazil or Germany), on thkey hand,
subnational regions are gaining in relevance asespaf active locational policy.



market. The frame of reference defined by the wanldrket is perceived in
terms of framework conditions that are beyond imfiece. The world
economy is treated as if it were a "black box". Ramal theorists overlook
the significance of global governance structuresttoe options available to
industrial locations and regions. They tend to aa¢e local action
potentials and the "internal sovereignty" of lo@tors and to ignore the
specific demands of concrete world market contaxtsvhich regions are
integrated.

Thise chapter is an attempt to remedy this defitti$. point of departure is
the idea that regions are tied into specific globerket segments and
global governance systems that significantly inflee the options of local
actors and the demands placed on their strategpalcidities. The study
looks at the impacts of global governance strucsui@ local development
strategies. In other words, the focus is on theeiptay between local and
global governance in the world economy.

Section 1 starts discussing the two establishedalisses on the world
economy with an eye to bringing some light into thdack box" of the
world economy: the neoliberal view of the world e@ony and the
intergovernmentalist perspective on global govermaim the world
economy.

Section 2 looks at the world economy from the baitap perspective of
local clusters. The analysis is based on the encpirstudies, presented in
this book. What emerges is a picture that devidtesn both the neoliberal
and the intergovernmentalist interpretation of gdblgovernance in the
world economy. This is captured in the conceptlod "world economic
triangle" that is based on the process of interactbetween regions, global
value chains, and global networks dedicated toingtstandards (see
Diagram 1). Compared with the established discosree global economy,
the "triangle view" gives rise to new insights abahallenges for regions
in the process of globalization.

strategies in the context of the world economiabmgle. What new demands
do we see emerging in the world's regions? Thentgla concept makes
clear that the efficiency of regions depends nokyoon intracluster
relationships but also and above all on transnadldnteractions and
network structures in the world economic triangluster research has
primarily been concerned with the development ofstemic
competitiveness" in a given region, while the trgde perspective clearly
indicates that for many firms the "relevant systeim"which systemic
competitiveness must be developed and safeguarsléde world economic
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triangle. Systemic competitiveness in situ and sysit competitiveness in
the world economic triangle are linked togetherainense relationship that



Diagram 1: The World Economic Triangle
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opens up new scopes of action for local actors anthe same time new
challenges and limits for local firms and policy keas. The analysis
demonstrates that we can still say: “Regions matteBut we also see that
local development strategies are decisively infloed by global
governance mechanism in the triangle and the inteoas of local and
global governance (Messner 2002).

2 The established discourses on global governance the world
economy

This section outlines the two central discoursestlva world economy as a
means of reconstructing the state of the discus®immmain structures,
actors, and governance patterns in the global eopndt remains to be
seen whether these approaches will prove usefuviarcoming the "blind
spot” that marks the "systemic competitivenes#$'e tcollective
efficiency" and other similar approaches - the tendy to neglect world
economic contexts.

2.1 The neoliberal perspective

The system of choice of neoliberal authors is omeolving a world-wide
economic policy which sets the stage for firms,vasll as states, to square
off against one another in a locational competitibiat is covered by a
minimal regulative framework. In this perspectibe lowest possible
level of political intervention in global financiagoods, and labour
markets is the approach best suited to ensure hgghls of economic
dynamics in both the global economy and its subsyst. Global
governance, international co-operation and co-oadiimn of economic
policies are seen as necessary here, not to shbEymlgmarkets and to
correct their dynamics in social or ecological ternbut rather as a means
of anchoring the world economy in rule systems thatarantee property
rights, safeguard free trade, ensure free movenoérttapital and minimise
state intervention. Neoliberalism's concept of wbelconomic order thus
provides for largely open and unregulated globalrkeas, based on a
"weak" multilateral regulatory framework, developbg international
organizations or co-ordination between states. TWashington
Consensus"” sums up the core elements of this m@déliamson 1997).

Neoliberal authors are fully aware that competitionthe world economy
involves not only business enterprises but courstras well, with their
specific institutional and tax systems. Neoliber#isnk it possible to



transfer the advantages stemming from competitietween different
enterprises to the competition between differensteyns of government
regulation in a growingly networked world econom@drken/Lambsdorff
2001; Siebert 1999). The core idea is as followslividual industrial
locations offer different packages of taxes andvsees. Economic actors
that want high levels of government services widl prepared to choose
locations with high taxes, while actors that prefew levels of public
services will opt for locations with low taxes. Gin perfect and no-cost
mobility, global competition will tend towards a pdo-optimal spatial
distribution of economic activities in the world @@omy. Largely free
world markets and unhindered global competition naty provide for an
optimal level of private economic dynamics and gtbwthey also
contribute to the development of efficiency-oriedtetates at the same
time.

The real world economy diverges in many areas frtbwvm neoliberal model
because a variety of market barriers continue tisieand because of the
fact that mobility is neither perfect nor no-cosmnd it also differs hugely
for individual factors of production and income gms. The money capital
is more mobile than real capital, and the lattettunn is more mobile in the
long run than labour, where high mobility is fouondly in the upper range
of the income scale. Subsequently, these diffemaobilityies translate into
socio-economic effects that remain unconsideredhie neoliberal
perspective: income distribution effects, realldoat of power between
mobile and immobile actors, social and ecologicates to the bottom.

Yet liberal economic theory and reasons bound uthwielfare theory are
cited to justify the model as realistic and so @n¢inues to be pursued.
Some important globalisation critics foresee a @lewnce of a "neoliberal
world economy" as likely and rate the chances am gshat it will prove
possible to politically shape global market dynami®Bello 2001,
Mittelmann 2000). To this extent these authors'wseconcur with
neoliberal views in their analysis of the centra&vélopment trends of
economic globalisation. Yet what, in the neolibepa&rspective, appears to
be the best of all possible worlds is rejected ofihand by globalisation
critics, who point to a neoliberal neglect of thebsequent impacts of
largely untrammelled competition (income-distribami effects, reallocation
of power in favour of mobile actors, democraciesthe corset of global
competition and indications of system-imminent ialsilities, i.e. on the
part of the international financial markets).

Now, what is central to our discussion is that meteyes of neoliberal
authors regions are tied into global, decentralifganized, anonymous
markets to which they are forced to adjust. Theg turthermore faced with
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international regimes designed to guarantee worttbv¢competition, free
trade, property rights, and the lowest possibleeleef government
intervention. These global governance structures aeated by nation-
states, and for regions they thus constitute anothaernal set of
framework data that are beyond their influence amdvhich they have to
adapt. And this perspective fails to address thesiion of interactions
between local and global governance as well assttapes open for active
regional locational policies.

Thomas Friedman, for instance, argues that untrabledecompetition
between states for global mobile investment wiltaha growing
convergence of economic policy designs (monetagbdity, low taxes for
companies and owners of capital, flexible labougikdation, deregulation,
privatisation, lean government, i.e. that politiws$ll soon only be in a
position to act out the constraints imposed by Wld market). The image
in which he visualises this development is the goidstraitjacket."As your
country puts on the Golden Straitjacket ... twontds tend to happen: your
economy grows and your politics shrink ... [The] I@en Straitjacket
narrows the political and economic policy choicefstbose in power to
relatively tight parameters. That is why it is ireasingly difficult these
days to find any real differences between rulinglapposition parties in
those countries that have put on the Golden Steaikjet, its political
choices get reduced to Pepsi or Coke — to slighamaes of tastes, slight
nuances of policy, slight alterations in designaocount for local
traditions, some loosening here or there, but neamay major deviation
from the core golden rules(Friedman 1999, 87).

2.2 The intergovernmentalist perspective

In a departure from neoliberalism and the a prianti-market, anti-world-
market, and anti-globalisation positions embracegdsbeptics, authors like
Fred Bergsten (1996), Dani Rodrik (2000, 2001), ejats Stiglitz (2000),
Vincent Cable (1999), and José Ocampo (2002) haaekied down some
core elements of a global economic order that wolikdcapable of
tempering global market forcesThe dilemma that we face as we enter the
twenty-first century is that markets are striving become global while the
institutions needed to support them remain by aahé national (Rodrik
2000, 348). The core argument is: because econgmicesses are
increasingly international and can, in the end,langer be controlled and
shaped by national means, politics must also orgardffectively at the
international level, and do so either via more demsultilateral co-
operation and co-ordination among states or inrnntg supranational
organisations (e.g. IMF, World Bank, or in the EU. this view, neither
globalisation and growing world economic integratinor global



competition is the problem. The problem is thekad adequate global
structures of co-operation and organisation at lgnel of globalisation.
According to Reimut Jochimsen (2000, 36);he joint objective ... must ...
remain creation of a world-wide market economy gedito responsible
social, economic, and ecological aims, one in whiak far as trade,
capital, technologies, intellectual property rightand national currencies
are concerned, the actors involved can competelyaand efficiently in
free markets. This means no less than constitutfogmulating, the world
market".

There are three patterns of argumentation thatcouwnter to the neoliberal
worldview and lead to a call for a global regulatipolicy:

Securing market efficiencyA world regulative economic policy is
required to create stability (e.g. in internatiofalancial markets),

2000), and to safeguard competition in the globareomy. This is a
task that national anti-trust authorities are innpaases no longer
up to.

Preventing social and ecological "races to the ot World
regulative economic policy must contribute to limmig and/or
compensating for unwanted income-distribution etteand
unintended trends toward social polarisation dueetonomic
globalisation (Rodrik 1997). —At the same timewobuld be essential
to develop world-wide framework conditions gearedpreventing
the overexploitation of environmental resources (vig 1999).

Creating legitimacy for the institution "world ecomy". Every
institution, even the global market, is in the efodced to legitimise
itself in social and political terms. Globalisatios creating new
power imbalances between world-wide mobile actomd anmobile
actors, intensifying polarisation trends within abhdtween societies
(Branko 1999). As a result, it finds itself facedtiwlegitimacy
problems that cannot be resolved in the framewofrklemocracies

__{Geléscht: ,

The discourses on the formulation of a future atebture for the world
economic order is marked by a variety of controvessbut there is also
a large measure of concurrence: that the nationesaad "its"
international organisations and regimes (IMF, WT@ECD, ILO, etc.,
as well as possible new organisations like a Wd&hvironmental
Organisation that has been proposed) will be thg &etors responsible
for global governance and world regulative econompadicy. Where



nation-states reach the limits of their capacityatt, they must delegate
competences to international organisations or reEmT his discourse
on the global economy of the 21st century, therefarentres on the
model of an intergovernmentally and multilaterablgnstituted world
economic order.

The key too global governance is presented as ateteal set of
framework data." Interactions between local andbg@lbgovernance are
— as in the neoliberal paradigm — not addressedm#ssue. States and
"their" international organizations provide for d¢lal governance, while
the field of action open to regional actors appetrde restricted to
their own (territorial) location$.

2.3 Limits of the neoliberal and intergovernmentalperceptions of
governance patterns in the world economy

The established discourses on the world economyaa@ypce the classical
controversies over the issue of "more governmentess" that have
occupied the fields of economics, political econgnand development
studies since their infancy. In essence, we coneiith the arguments
presented by the intergovernmentalists, who pointhte normative and
factual significance of the regulative policies multilateral organisations
and regimes for the functioning of the world econoBut as we will see in
Chapter 2, these views are not sufficient to prédpemderstand the world
economic action context in which regions are fordeddevelop their
strategies aimed at strengthening local competiideantages:

1. The narrowed-down view of global market allocatiand multilateral
regulative structures (in the discourses of neoldde and
intergovernmentalists) overlooks the fact that fermnd states are not
the onlyactorsin the world economy.

2. This being the case, there are in the world econpapart from
anonymous market coordination and multilateral kedngng systems,
other importantglobal governance structurethat are of central
importance to regions.

2 The literature seldom systematically links thegergovernmentalist world economic discourses with
approaches focusing on regions in the world econ@uythey are complementary in nature. As a rthle,
"intergovernmentalists" are not concerned withdhestion of regional scopes of action and local
governance in the world economy, but where thetudotheir attention to the issue, they tend to [sgthize
with concepts that are used to argue that compertiéiss comes about on the basis of the interpkayelee
markets, state, and private governance "on thengfo{Rodrik 1997, 2001). The authors concerned thith
question of regions in the world economy often haveciprocal approach: wherever they addresstates
of the world economy (e.g. Esser et al. 1996; Mes&97), which are for them in essence "black bdxe
they tend to refer to the publications of intergoweentalist theorists of the world economic order.
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3

. Neoliberal and intergovernmentalist authors concatg onuniversal

rule systemghat are obviously relevant for regions (multiledé

rules and standards). Above and beyond these, hewehere are
morespecific global governancmechanisms that must be processed
by local actors. The following section argues thla¢re exist in the
world economy specific global governance structutieat favor local
development and others that restrict local develepmoptions.

. The dominant economic discourses outlined abovesstibe to a

stratified modelof governancelLocal, national, and global levels of
action are perceived as largely independent of anether.
According to this view, regions are concerned wathapting as
quickly and prudently as possible to global ruleslademands.
Global governance patterns in the world economy @eeceived here
as exogenous factors, and regions are conceivatiersense of
quasi-closed containers.

. The following section looks at the interactions Wwetn local and

global governance, which are at cross-purposednatified models.
It demonstrates thaglobal and local governance are closely
interwovenand that transnational networks and governanceéepas
are becoming increasingly important in the worldoromy.

The world economic triangle.

When we look from specific regions "into" the worédonomy, our gaze is
directed to governance patterns in the world econpahat are adequately
considered neither by the neoliberal strand of tlyewor by the
intergovernmental strand of the discussion. The eimpl studies presented
in this volume make it plain that aside from intetimn between firms in
global anonymous markets (arm's length relations, market co-
ordination) and rules of multilateral organisatiofesg. the WTO), there
exist two other patterns of global governance bayomarket and
intergovernmentalism that effectively influence tbkeoices open to local
clusters. Local and regional industrial locatione:a

on the one hand increasingly tied into global vablains that are
characterised by forms of "private global governahbeyond pure
market co-ordination; and

on the other hand, increasingly faced with globt@chnical, social,
ecological, etc.) standards which are as a ruleeti@yed and
monitored, and in some cases even sanctioned, bgalpolicy
networks.
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If we take these two global governance dimensian® iconsideration, we
come up with a far more complex picture than wedfinm the established
discourses on the world economy. The interactioabMeen regions, global

value chains, and “the world of standards” giveeri® a system context,

__{Geléscht: ,

8 The triangle perspective at first leaves integgomental governance structures (like the WTO) out
of consideration, but without underestimating tisggmnificance. The intergovernmental regulative
patterns in the world economy constitute a kintiggébal macropolicy" which the triangle approach
views as a set of external data. What is investiat the triangle are the specifjtobal governance
contexts and world market structures that areitigxithe_specific locations
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Diagram 1: World Economic Triangle
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3.1 Private governance in global value chains

A considerable share of world trade is accountedlp cross-border inter-
company trade, i.e. exchange between units of matibnal corporations
(according to UNCTAD estimates - over 30 per centhe findings of
"global value chain" research (Gereffil999, Humph&chmitzChapters 4
and 13) indicate that substantial share of worlade is organised within
relatively stable networks of corporations legaihdependent of one
another. Exchange in these networks is not effeébednonymous markets;
it is instead co-ordinated in various ways. There,aaccordingly, other
forms of private governance beyond global markéb@dtion and
intergovernmental governance of the world economy.

Michael Porter (1990) uses the term "value chaim'réfer to the different
13



sequences of activities (logistics, packaging, nedikg, after-sales
services) in single firms. Gereffi (1994,1999) foetr pointed out that
specific sequences of value chains may be locanedifferent firms and
different countries (thus, global value chains)dahat these chains are as
a rule organised and co-ordinated by "lead firmgarious empirical

studies show that companies from developing cowstiiin some cases from
OECD countries as well) find access to the markstgother)

industrialised countries in a variety of sectordyif these countries are
integrated into global production and trade netwarBtudies on the
exports of the East Asian garment industries to th& (Gereffil999), the
trade in horticultural products between Africa atiee UK

(Dolan/Humphrey 2000), footwear exports from Chilaazil, and Italy to
the US and Europe (Schmitz/Knorringa 2000; Bazan&asaAleman chapter
5; Rabellotti, chapter 6), as well as on the tradkmtions between Pakistani
manufacturers of medical equipment and importershi@a US and Germany
(Nadvi/Halder 2002) suggest two conclusioisrst, trade in these products
is organised by "global buyers"” in the industrialuntries, who often work
for wholesalers of brand-name companies. In otherds, the local
companies and clusters do not produce for anonymoaskets but for a
limited number of "lead firms", and they are asuderintegrated within
these lead firms' trade and production networksltorger periods of time.
Second these studies clearly suggest that the form afdmiction in local
clusters, their techno-organisational learning preses, and their options
for local upgrading strategies depend on the goaen®e patterns prevalent
in global value chains. Accordingly, for local cless, world-market and
export orientation implies not only competition ghobal markets and
integration into intergovernmental regulatory strures of the world
economy, it means integration into global privatevgrnance structures as
well.

Much of the global value chain research has focusedhese governance
issues. The empirical studies have shown that afien not possible to
describe the interactions between companies in glg@voduction and trade
networks as pure market transactions and that eiadt what we are
observing here are different governance structutes:chain governance
structures are the relationships and institutiomakchanisms through
which non-market co-ordination of the chain is aehéd (Humphrey/
Schmitz 2002, 7). Therefore, the central concernhis attempt to
reconstruct the governance structures in globaligathains.

John Humphrey and Hubert Schmitz (2002,Chapter djkwoutwhatit is
that is governed in global value chains by differéarms of co-ordination
and control. They note that three types of paramsetze defined by the
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lead firms:

"What is to be produced. This involves the desigprafducts, both
in broad conception and detailed specifications.

How is it to be produced? This involves the defiont of production
processes, which can include elements such asdabknology to be
used, quality systems, labour standards and enwvirental
standards.

Physical product flow. How much is to be producaden, and how
the flow of product along the chain is to be handfle

The way in which these decisions are made and tie/idies of different
units within and between firms in a chain, as wa$l the way they are co-
ordinated can be described along a continuum extendrom market co-
ordination (arm's-length market relationships) tertical integration at the
other end (hierarchic governance). We can obsemtevben these two poles
network structures in which companies cooperatepbgling
complementary competences (networks) and othenghiich the lead firms
(as a rule large global buyers) use power resoutbas lead to highly

asymmetrical relationships (quasi hierarchy).Humphand Schmitz g,/{Ge""sc"t: :

(chapter 13) characterise the four patterns ofrim¢éion and governance as
follows:

[Remember check against formulation used in chag@r

e “Arm’s length market relations. Buyer and supplido not develop
close relationships. This implies that the supplies the capacity to
produce the product the buyer wants, and also tthat buyer's
requirements (including quality, reliability, etccould be met by a
range of firms. The product should be standardeassily customised
and any process requirements can be met by nonstaation specific
standards of the sort verified by independent decttion.

 Networks. Firms co-operate in a more informatianténsive
relationship, frequently dividing essential valubain competences
between them. The relationship is characteriseddgiprocal
dependence. In this case, the buyer may speciftaceproduct
performance standards or process standards to kaiated, but should
be confident that supplier can meet them.

* Quasi hierarchy. One firm exercises a high degodeontrol over other
firms in the chain, frequently specifying the chararistics of the
product be produced, and sometimes specifying ttoe@sses to be
followed and the control mechanisms to be enforcddhis level of
control can arise not only from the lead firm's eoin defining the
product, but also from the buyer's perceived risdamsses from the
suppliers’ performance failures. In other word$ere are some doubts

15




about the competence of the supply chain. The fé@ad in the chain
may exercise control not only over its direct supp$ but also further
along the chain.

 Hierarchy. The lead firm takes direct ownershipsawfme operations in
the chain”.

The existence of network governance and quasi-hidrain global value
chains is empirically well documented. But why tsthat firms are willing
to invest in building network structures? "Goverwgah costs time and
money. In a world of perfect information and perfeompetition market
transactions would be the most cost-effective farfninteraction between
firms. Network theory (Powell 1990) as well as soayproaches that
combine network theory with transaction-cost the¢dpnes et al. 1997)
show that often market co-ordination (arm's-lengthrket relationships)
and vertical integration (hierarchic governanceadeto suboptimal
solutions.

Jones at al. argue that markets are inefficient nvitecomes to inter-
company exchange relations that are marked fogduent, complex and
customised exchanges, time pressure and asset f$pi¢g! (Jones et al.
1997, 916). Like Williamson (1979, 249ff.), Jonetsad. show that under
these conditions it makes sense for firms to coapemore closely than
they would under purely market conditions as a nemahmanaging mutual
dependencies and risks (time pressure, frequentcarsdomised exchange)

and complementarities in production processes (aspecificity), //{Ge'ascm: ;

Now, why is it that these considerations are rekgvin the discussion on
regions in the world economy of the 21st centurytey are relevant
because:

First, we observe that in many sectors the challengénfaevorld-market-
oriented companies and local clusters is not to pete in "free,
anonymous markets" but to be able to deal with aehiént private
governance patterns and rule systems and to be ablehis context, to
exploit or extend their own concrete options. Imet words, we find

highly different requirements and options for logadtors(companies, 4,/{‘*6'5“"“ ,

policymakers, intermediate organisations), charseised by specific
governance structures, in different value chainscéss to global markets,
access to global knowledge (technology, productkmow-how, design,
marketing, etc.) and the distribution of profitsdanents between companies
are crucially influenced by the specific governamteuctures in global
value chains.

Second streams of world trade, patterns of global protiorc and
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investment, and the integration of specific locatlustrial locations into
the world economy, or their exclusion from it, as&en significantly
influenced by private global governance structuaesl decisions are
defined by lead firms of global value chains. Thedéective and powerful
forms of global governance find consideration neithn the neoliberal
notions of global market allocation (that can copuelise private
governance only as market co-ordination) nor in thiergovernmental
view of the world economy (in which the perspectiokgovernance
remains restricted to governmental actors).

3.2 Global policy networks and the "world of standads"

In the global economy we cannot help noting a cemfig proliferation of
global standards. Their genesis and meaning fornéw basic structures of
the world economy and their impacts on the actigtions of world-
market-oriented corporations, local clusters, oveleping countries
making their way into the world economy have as geen accorded little
systematic attention in the literatufélhe studies published are mainly
concerned with specific standards (environmentalsiards, ISO 9000,
etc.), and as a rule, therefore, they offer no alepicture of the role
played by global standards in the process of suuetbuilding in the world
economy (Barrientos 2000, Mah 1997, Clapp 1998).

Khalid Nadvi and Frank Waltring (chapter 3) bringder into the
proliferating tangle of global standards, settingt @ comprehensible
panorama for the interested reader. The studgt, illustrates that
different types of global standards are gainingrgasing importance for

companies and industrial locations treate orientego global markets. /,/{Ge"i“ht’ export

Second the study shows that in the "world of global sdands", patterns of
world economic governance are emerging which aregisystematic
attention neither in neoliberal circles nor in thgergovernmental
perspective.

In all developing-country business locations cedeby the IDS-INEF project (with the exception of
Brazilian automotive suppliers), social and envinemtal standards play an increasingly important
role. In nearly all of the locations looked int8Q standards have assumed growing importance.
The material of the IDS-INEF projects indicates tijabal standards are gaining importance in the
world economy, and in particular for export-oriehtéeveloping countries. Thus far, however, no
studies have appeared that provide exact dataedorttad significance of global standards in world
trade or segments of world trade. There is alsxlk of studies that look into how different typés o
global standards affect local firms, regions, ahl governance structures. The studies that the
IDS-INEF projects have prepared in this area pr@gdme first points of departure for this area
(Quadros 2002, Nadvi/Kazmi 2002, Navas-Aleman/B&0R). There is, in other words, need for
research in both fields. The following considemasi@n the significance and impact of global
standards in the world economy are accordinglyeiednof additional research efforts to deepen and
verify them.
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Proceeding from the work of Nadvi/Wéltring (chapt®), this section seeks//{Ge'asc"“ study
to categorise the great number of existing standavith an eye to
outlining trends relevant for our discussion abdaititude for regional
policy. . A first important observation is that tlilee emergence of new
global standards is increasingly driven by privatgors in particular
NGOs and corporations. The ILO core labour standarfdr instance, have
been with us for many decades, although their inipdave been very
limited. On the other hand, in recent years a numdfeindustries and
business networks have developed industry-speaficompany-specific
social, labour, child-protection, and environmensaéhandards that have in
some cases been monitored and certified in an ex¢tg effective fashion.
Such social and environmental standards come abogtobal policy
networks, sometimes in conflict, sometimes in coepgtionbetween

"concerned" companieand NGOs, labour unionsgr consumer groups. ~{Gelsscht: wih

(Fuchs 2000, Blowfield 1999, Hilowitz 1997). ~ "~ "7~ {Gelsscht: wher

) {Geléscht: and

Apart from company- and sector-specific standangxent developments

have also seen the emergence of universal socaldstrds (like SA 80Q97,J/{Ge'55°ht= )

Ethical Trade InitiativéETI), the reach of which is world-wide and cross;//{Ge'asc"t:(

_Ju J U

sectoral. The Ethical Trade Initiative, which seiscial labour standards, is
an indication of the potential and the reach ofnstardisation in
transnational networks. Following negotiations betm British retail
corporations and UK and African NGOS, labour unipasd the British
government, the seven largest UK supermarket chapywmy the ETI
standards in their retail and production networkishwAfrican partners.
These practices are monitored by independent ingtihs. In future ETI
standards are to be verifiably implemented in thieidan companies
involved, which are owned directly by UK supermatilahains, as well as

in supplier companies that produce fresh foods (Bartos et al. 2001). In
the export segments so crucial to African econonttest have interwoven
local supply chains, it has, despite many diffical, proven possible to set
binding social and labour standards that are vedfby independent
institutions.

Aside from these global standards that essentiatigne about due to
pressure exerted by NGOs (sometime backed by gawents, e.g. in
connection with development co-operation), there ather global
standards that have been created or actively precdty (individual,
several, or many) corporations operating in thewnointerests. Four
motives can be distinguished here:

* In sensitive markets, for example, the food indystinternational
corporations are interested in binding standardeksas hygiene
standards) that enable them to secure consumeridemée (motives
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include credibility and promotion of legitimacy);

* In global competition, company-specific social amgvironmental
standards are instruments used to distinguish betmeompeting
firms (examples of company codes of conduct inclikde German
OTTO Versand and Karstadt, Levi-Strauss, Sainskyrgll of which
are certified by independent institutions);

* in global value chains, management systems like B®OO0 or the
ISO 14000 environmental management system, in aséguality
labels", can contribute to reducing the control tsokead firms have
vis-a-vis their suppliers and cut the search caseded to find new
suppliers?

» corporations that are active world-wide and havermh@ressured by
NGOs or other actors into accepting social or egatal standards
are interested in seeing these standards (and abtesadhey entail)
established globally and sector-wide as a meansowofipensating for
competitive disadvantages they might face compawéth their direct
competitors. This process, which is initially set motion politically
and selectively (NGO pressure on individual multioaal
corporations), also gives rise to an inherent dyrmamorking toward
self-generalising standards that result from conipen between
business enterprises and their interest in rules #re binding for
all, i.e. that do not distort competition.

There are many indications that the essential mbthind the
development of global environmental and social si@ms in the world
economy are private policy networks that bring tdge above all
NGOs, labour unions, and firms to reach agreememtstandards on the
model of collective bargaining. We can, howeversabbserve that
governments are becoming increasingly active inabteast initiate or
support, global policy networks that develop or rton global standards
(e.g. the UK government in the case of the Ethitedde Initiative or
initiatives of German development policy; see Ddlldamphrey 2000,
Reichert 2000). Thus, below and beyond the thredadl
intergovernmental negotiation systems (such as WOFQLO), it is also

5

In his study on Brazilian automotive suppliersia@ros (chapter 10) shows that ISO standards are
seen as a necessary condition to qualify as agravfrthe global players. But in this cluster tB©I
standards have not contributed to lowering thealtivansaction costs" in the value chain. Since
there is some doubt as to the reliability and diithi of the Brazilian and the international
certifiers, global automakers are insisting on ctiamge with additional standards defined and
monitored by the automakers themselves. The risuthe Brazilian firms is additional costs for
ISO certification, but no corresponding benefits.
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global policy networks that contribute to the satfiof standards in the
world economy.

Schaubilder von S. 12 und/ oder 23, INEF-Report eifiigen; sonst
Verweis)

The dynamics of standard formation can be well sthated with reference
to African-British trade relations and productioetworks in the
horticulture industry (Dolan/Humphrey 2000, 10):

"Within the last few years, several industry-wideganisations and trade
associations in fresh produce have established smdtcodes of practices
to reduce their vulnerability to consumer and NG@gsure. Some sectoral
codes have their origin in the North, and are beiagopted by African
suppliers either voluntarily or as a requirement $apply certain buyers.
The most significant standard for suppliers of Houiture produce is the
EUREPGAP protocol, produced by a network of Europeatailers to
ensure best practice in the production and sourcafdgresh produce. This
protocol defines the minimum industry wide standard technical,
environmental and social aspects of production, drad been widely
adopted by UK retailers and their suppliers. Morecently, 38 supermarket
chains world-wide have signed up to a global benahlknstandard on food
safety, as part of a new Global Food Safety Initv@t Similarly, a variety
of sectoral codes have been established throughsodma of trade
associations and producers in Africa. In Kenya, 2daay Uganda, and
Zimbabwe, associations and exporters, consciouthefneed to assure
northern buyers of ethical production, moved eatdyintroduce their own
benchmark standards as a means of promoting qualgyurance in the
horticulture sector. ... More recently, UK retailehave engaged with trade
unions, NGOs, and enterprise associations to depatulti-stakeholder
social codes and verification systems. Again, thieagee been increasingly
adopted as UK multiples realise that standards deped in concert with
public stakeholders enhanced their credibility itbgal markets.

The global policy networks in which standards ae¢ san be characterised
with reference to three core notions:

first, there are transnational, multi-actor constellagsahat bring
together private and, increasingly, public actoastimes from
wholly different geographic and politically consiied areas (e.g.
African companies, British retail chains, Europeamd African
NGOs);
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second we can note a pluralism of governance (as a nde
operative or conflictual network governance in gtandard-setting
phase; hierarchic governance, network governancenarket
solutions in the certification phase);

third, global standard-setting takes place in multilegelvernance
systems (collaboration between local actors, gowernts, global
private actors, international organisations).

Why is it that these global standards are emerdimgm the bottom up"”, in
self-organising networks, rather than coming fromemtral institution in
the world economy (this would be the logic of "ing@vernmentalism”)?
Three central lines of arguments can be advanced:he

1. Neoinstitutionalists (North 1990) argue that firrase often forced to
operate with limited information and informationguessing
capacities. In this perspective, standards, rubgs] routines are
essential to creatransparency in this way loweringtransaction
costs

2. In addition, generally accepted standards and rhl@se the function
of creating and safeguarding staldrpectationsn complex
interaction contexts. Stability of expectationstiee foundation firms
need for their long-term activities (e.g. for integent decisions).
When pressure is brought to bear by consumers oOBGt is
therefore more advisable to reach agreements obajletandards
that are binding on competitors as well than itdsaccept a situation
marked by uncertainty, a lack of rules, or constarthanging
standards.

3. March and Olson (1989) point out that standardsy@mal purely
technical rules) always have amientational and sense-giving

not merely marginal, action-channelling conditiofios utility-
maximising actors. They also define b{ic of appropriatenes's a
Seen in these terms, the idea of neoliberalism{ tha market order
can be reduced to defining property rights and gatrding
competition, is simply naive. Just as in the agenafional capitalism
it was national labour unions and other actors thwedught about the
normative framework in which the market is embeddgkbbally
oriented actors are now acting to come up with anmative
framework to tame the global market.

It becomes evident against the background of tine lof argument that the
successive development and generalisation of glabahdards results not
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only from abstract idealism (e.g. on the part oblghl NGOs) but from the
concrete interests of multinational corporationsr@ducing their
transaction costs, in increasing the stability béir expectations, and in
enhancing their social legitimacy.

There are good theoretical reasons for developitagndards in the world
economy; they may be termed 'system-functional’e™horld economy is in
possession of a favourable incentive system workiongard the
"spontaneous" development of global standards itwoek-based
governance structures that are borne by the aactorerned. This is
because: (a) there are at present no central uns$oins that could assume
the task of setting hierarchic standards; (b) lasgeed intergovernmental
bargaining systems (like the WTO or the ILO) operatowly for structural
reasons and are geared to coming up with minimalsemsus’s; and, (c)
governments in intergovernmental negotiation sysdteame a priori
overburdened by sectoral, highly specific standaadion problems
(problems of information and complexity; this isuer above all for
environmental problems),

Why is it that the emergence of global policy netk® in which a variety
of different actors develop a universe of standaiddselevant for our
discussion on the global economy of the’2dentury?

First, the variegated "world of global standards" isc&fhtral importance
for world-market-oriented clusters and local induat locations. Building
competitiveness no longer means only acting on whgables "price”, “on-
time-ness”, and “product quality" under control,aitso increasingly means
having to meet (or even influence) diverse standatttht intervene
profoundly in the production processes and locatiabconditions.

Second together with the policy networks in which globstlandards are
emerging, the world economy is experiencing thealepment of effective
and powerful governance patterns that are not sidfitly perceived by the
established economic discourses. There is muchciatdon that the global
policy networks outlined here are rapidly givingeito generalised
environmental and social standards in the globaneeny, as are the
attempts being made to further develop the ecolaband social rules
established by the WTO.

Third, The governance structures of global value chairs closely
interlinked with those of the "world of global stdards". On the one hand,
we can observe that the existence of global stassidorces lead firms in
global value chains to ensure compliance with thesmdards among their
suppliers, some of whom are active world-wide, asllvas to monitor
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suppliers' activities and offer suppliers their popt in meeting standards.
In other words, global standards call for "chainvgonance". On the other
hand, it is also true that international chain cohtstructures may become
superfluous if relevant standards are increasingbnitored and certified
by external actors (NGO monitoring systems, privagetification
companies).

3.3 The triangle perspective in the context of thestablished
discourses on the world economy

Now we bring together the strands of the preserdeguments in five key
points. First there are two dimensions of globalvgrnance (co-ordination
of global value chains and global standard-settpodicy networks) that are
as a rule neglected in the established economicalisses. When we
observe these two neglected patterns of global goaece, we are forced to
perceive a complex Zicentury world economy which can be understood
adequately neither with the aid of the categoriesvpded by market
theories nor on the basis of the concepts of wanlder advocated by
intergovernmentalism. The neglected global govelwemechanisms work
in very specific ways and are of particular imparta to sectorally
specialised regions. The triangle concept wasadduced to open up these
new perspectives.

Second, against this background, globalisation nahbe described as a
unilinear process of universal "market-economisaf{as done by
neoliberals and many critics of globalisation). hwe observe instead is
that, in parallel to processes of deregulation dbéralisation, new, non-
market co-ordination patterns are emerging in thebgl economy.
Neoliberal theorists should note that these newnf®of governance beyond
the market are being advanced by private actor®b@l production and
trade structures are increasingly organised in glomlue chains in which
market co-ordination is supplemented by privatewmtk governance or
guasi-hierarchic governance. Global technical, alsto social and
ecological, standards, come about in multi-actonstellations which are
marked by co-operation and collaboration among §rMGOs, labour
unions, scientists, and (as a rule in subsidiarkesd governments and
international organisations. The global economyat a giant anonymous
market, but embedded in significant private goveroa structures —which
means coordination distinct from arm’s length mdrkelations. World-
market-oriented companies and regions must be fiamivith these
governance patterns and their modes of operatiamefy are to be capable
of actively building viable competitive advantages.

Third, many advocates of a more regulated worldneaoy likewise neglect
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the new global governance patterns, which are markieove all by
interaction with and between private actors. Thegyd to remain within an
intergovernmental frame of reference in which natistates and their
international organisations represent the centbes involved in shaping
the world economic order. The controversy betweewnliberals and
intergovernmentalists is concerned with the intagphnd the distribution
of power between the "world of the economy" and thwrld of states”,
and continuing with the old controversy over "manarket" versus "more
state". A glance at our world economic triangle eals that "the world of
society" (Czempiel 1993) is incessantly growingsiignificance; i.e. the
basic structures of the world economy and the apphes needed to shape
them can be understood adequately only when wee¢awview in isolation
the "worlds of" the economy, states, and society.

Fourth, our world economic triangle offers regioadlifference view of
how they are affected by and how they can partitepia the global
economy. Compared with intergovernmental perspegxiivieadson the one
hand, to a new consideration of new actors suchN@®©s and companies,
local and global business networks and , local ghabal policy networks.
On the other, this approach focuses our attentinrthee interplay between
different levels of action (e.g. local British adrican NGOs, i.e.
translocal alliances, supported by British devel@pmco-operation, enter
into negotiations with global lead firms on labostandards; the result is
interaction between local and global governancehjlethe
intergovernmental perspective tends to focus abaNen creating and
strengthening international organisations.

Fifth, when intergovernmental discourses on the Warconomy are viewed
together with the triangle perspective, the follagigovernance
mechanisms become visible in the global economy:

» First, international organisations and regimes that hheen created
and are controlled byation-statesare of great significance.
Therefore, the attempt to shape globalisation isoasated with a
shift of state competences and sovereignties tdaigevel
organisations, i.e. are linked withcentralisation of politics two
features characteristic of the governance typeefinational
organisation' aréntergovernmental negotiation systemsdquasi-
hierarchic governancde.g. of the WTO by clubs made up of
advanced industrialised countries).

» Second global market co-ordination is modified by a gteariety of
forms of private governance in global value chainBhe governance
patterns in global value chains shape global inmestt flows,
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technology transfers, learning processes, and ihkslbetween
industrial locations and the world economy, or thay in which such
locations are marginalised in global competition.

Third, global policy networks are an important factovotved in the
setting of norms and standards in the world econoilyis involves
marked interplay between a greariety of private and public
actors, structure-building takes place in cross-bordetueachains,
sectors, or subsectors (such as the forestry od fimalustries);
multilevel structuresandnetwork governancelay an instrumental
role in the "world of global standards".

Fourth, the interactions between local and global goverreanc
mechanisms and between local and global actordhen"tworld

economic triangle" shows that tteachitectureof the global economy
cannot be depicted adequately by a stratified mdxglis best
represented in the form of anterwoven multilevel system

At least, vhile intergovernmentalist (and neoliberal) econotais
focus on the universal rules governing the worldmremy, the |
concept of the world economic triangle indicateatthegions are also |
integrated inhighly specific global governance rule systenifis |
gives rise to the question of whether it is possibin the context of !
the triangle, to distinguish global governance ceflstions that tend |
to encourage, or to block, local developments.

To conclude, intergovernmental economists are riightnot wanting to !
leave the world economy to the markets and calliogglobal regulative |
policies and international organisations as ingdidns of stabilisation and ‘
frameworks for embedding economic globalisationsiocial and ecological |
terms. The "triangle view", however, indicates tliais not alone states “
and their international organisations that have ploever to shape world |
markets: patterns of private governance in globallue chains, the

interplay between private and public actors fronffelient societies in the |
"world of global standards", and complex interactsoin the triangle |
(which will be discussed in more detail below) aneportant building !
blocks of the architecture of the world economytbhé 2T" century. !

4 Local development strategies in the world ;

economic triangle !

Gel6scht: Two main views can
| be distinguished in economic

| theories on the determinants of
international competitiveness,
comparative advantages, and
national competitive advantages
(Wood 2001). Théirst strand
rooted in the tradition of Ricardo's
conception of free trade and still
visible in the work of neo-classical

economics, highlights differences i
national resource endowments, i.e.
economies with favourable
endowments of natural resources
are, in this view, best advised to
gear their activities to exports of raw
materials and agricultural produce:
"surpluses"” of labour and low wag
are assumed to lead to specialisat
in labour-intensive production. The
second strand emphasisesthe
tradition of Friedrich List (1930),
the significance of dynamic
competitive advantages, knowledg
and technology, i.e. countries are
best advised to specialise in fields
production in which they can best
utilise and enhance their
population's know-how. T
These two theories are marked, in
particular, by their contradictory
notions of the importance of
technology, and these in turn lead
divergent recommendations on
locational policy. The first view
proceeds on the assumption that
technology and knowledge is freel
traded in the world market and,
therefore, regards active locationa
and technology policy as
unnecessary. The second view
argues that technological
competence comes about in
geographic spaces by means of
processes of exchange and learning,
and it therefore pleads for local
strategies geared to strengthening
geographically bound technological
competence and dynamic

on

=

to

competitive advantages.

‘[Geléscht: a third view




competitiveness antbcal development strategies. The triangle viewkiha
into account the specific form in which regions an¢éegrated in concrete
global value chains and "worlds of global standdrdsaves a way to a
more precise understanding of the options and I$noif local industrial
upgrading processes, to the scopes of action foall@ctors to design and
implement their development strategies, and for ramands placed on
local development policies.

4. 1 The significance of global value chains for al development policy

Chapters five and six on the Italian and Brazilfaotwear clusters and
chapter 7 on the tile clusters in Italy, Spain ahzil indicatespecific
correlations between the governance structureslaba value chains, the
core competences of lead firms, and local scopedridependent cluster
and development strategies:

e The core competences of lead firms define certaimts (though
limits that can be overcome) on local upgrading qggeses. Local
firms or clusters that attempt to advance into cooenpetence fields
of global buyers are endangering their position aheir existence in
the global value chaiifhis is demonstrated in the case of the
Brazilian footwear producers in the second halftleé 1990s and of
the Italian footwear cluster during the last years.

 The Brazilian footwear producersf the Sinos Valleyare integrated
in global value chains whose governance pattermsdascribed as
quasi-hierarchic The relationships between the Brazilian companies
and the global lead firms may be characterised as/thmetric
interdependencies”. As soon as conflicts of intémesvelop between
local actors and the global lead firms, both themses open for local
strategies and the bargaining potentials of locatbas turn out to be
relatively small.

* Recently the Sinos Valley cluster successively per a strategy of‘//{

diversifying their ties to global value chains. Gigs of local
footwear companies are now increasingly integrated&uropean and
Latin American value chains, characterized by netivand market
co-ordination, in this way significantly enlargirtbe options to the
Brazilian producers to build up competences in neditkg and
design. This example shows first, that it is pos$sito open up new
local scopes of action even in the context of gllobalue chains. In
the second place, it underlines the fact that didfg structures in
value chains define framework conditions essentaalocal
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Geldscht: locational policy
issues: competitive advantages and
technological and organisational
competences develop not only in
local and regional spaces but alsol|i
global value chains in which varioy
locations are connected through
networks. This perspective also
emphasises that technology and
technological competence can ofte
not be bought in markets and
instead develop by means of
interaction and cumulative learning
processes in networks.

[Delete the above 20 lines and add
instead a paragraph which sets out
what section 3 of this chapter tries
to achieve.]f

1

[I have deleted section 3.1 becausg
(1) the chapter is too long and the
pages are the least necessary for
overall argumentation. (2) Section
3.1 only deals with two poles of the
triangle, making the reader wonde
why you do not include anything on
the third pole (global standards).
This problem arises also in section
3.2 but is less apparent.]
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development strategies.

JFor a long phase, Brenta, as a "world-class locdtim the footwear -

-

industry, was integrated imarket-based/alue chains in which the
lead firms hardly set any parameters "from outsidi’ this
framework both the local cluster and local policgtworks have
larger scopes of action.

The governance structures in the "top brand glokele chains” in
which Brenta has been integrated since the mid-59&@ described
as "somewhere in between network and quasi-hiendr¢Rabellotti
2001, 27). On the one hand, the local producersehspecific and
first-class production know-how that cannot simplg replaced by
other suppliers; this seems to indicate balancddtrenships between
lead firms and local suppliers. On the other hatitk lead firms are
in a position to dictate to local firms parameténsstrategically
relevant fields that offer chances of good potehteturns (design
and marketing). This seem to indicate quasi-asymmat
relationships between the local and global actaosaerned. In this
context local scopes of action are smaller thanythvere under the
previous conditions of market governance in thebglbvalue chain,
though they are presumably greater than in the cdsttne Brazilian
footwear cluster.

The tile clusters are integrated in network-likelwa chains. These
relationship patterns can be described as symmailtric
interdependencies. In these cases the options opédocal firms and
policy networks in shaping their locations are largnd these firms
and networks can rely far more on their own locHiagency and
effectiveness (and are far less dependent on eatenfluences).
However, the research also shows that the individua producers’
attempts to control the external marketing operasianakes their
participation in local policy networks less likely.

Linking the cluster perspective with the global walchain approach proves
useful as an analytic frame of reference. The depeient dynamics and
paths outlined for the clusters analysed could betexplained from a
purely "local perspective” (i.e. on the basis oétblassic industrial district
approach). Furthermore, the global values chairspective opens up a
more precise understanding of the limits and poitlstof locational policy
at the local level. This is clearest in the casetld Sinos Valley. The
reason why an apparently reasonable upgrading esgsafdevelopment of
local design and marketing competences) failed waidher the inability of
intermediary local actors nor the project's lackexfonomic feasibility. The
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reason was that a strategy of this kind would haffected the core
competences of the lead firms and was thereforekdd by major local
exporters. Upgrading processes were thus blockethleygovernance
structures specific to the global value chain (qgulaigrarchic governance)
and asymmetrical power structures, both within glebal value chain and
between the actors at the local level. It againame possible to operate an
active and promising local locational policy in tisnos Valley cluster
only when it gradually proved possible to pursusteategy involving
diversification of the value chain. In contrastetexamples in the tile
cluster show that the scopes for local locationalipies and upgrading
processes are large in the context of value chélia$ are organised in
networks. Whether this scope is then used depemdsther factors.

Chain Governance and Scopes of Action in Regions

Arm’s length market High autonomy for local actdosdesign and
implement local development strategies. Absence
of interventions of global firms restricting local
scopes of action coincides with the

challenge to develop local strategies without the
support from global firms and without access to
their strategic knowledge. (Examples: Sinos Valley
cluster integrated in the “Latin American Chain;
Brenta cluster exporting to different European

buyers)

Networks High autonomy for local actors based on
symmetrical interdependences between local and
global actors. Very favourable conditions for fast
learning processes in the cluster, combining local
and global resources (knowledge, information
flows, technological capabilities) and local and
global competitive advantages. (Examples:
Brazilian, Italian, Spanish tile clusters; Sinos
Valley cluster integrated in the “European Chain”)

Quasi hierarchy Restricted autonomy for local astbs define their
own development strategies. Global firms
determine the parameters for local actors; local
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actors have to adjust. Building up local
development strategies is likely only if the
interests of global firms (core competences) are
not touched. Tensions between local and global
interests are transformed in interest tensions
within the cluster , therefore complicating local
collective action. (Examples: Sinos Valley cluster
integrated in the US-Chain; Brenta cluster
integrated in the “Top brand Chain”)

_{Geléscht: 1

us to see the following demands facing local depetent policy that are
neglected in the context of an exclusively locadrre of reference.

» First, local policymakers (in public or private organigms)
should be very familiar with how the global valukains in their
locations are integrated if they are to be abledalistically asses
the specific demands facing locational policies.

e« Second it becomes clear here that local development @oli
should not only be geared to focusing local forbeid must also
seek to actively network local competitive advardagand global
potentials (in the value chain).

e Third, policymakers should realise that local competitive
advantage (of clusters) and global competitive adages (in the
chain) are potential competitors (as is shown imtigalar by the
case of Brenta).

 Fourth, local actors must learn to seek integration iffelient
global value chains to strengthen their bargainpogver vis-a-vis
global lead firms (as is shown in particular by tba&se of Sinos
Valley).

e At least local policy maker should realize that it is preely in
dynamic clusters that more and more relevant actord global
networking more important and occasionally even enoost-
efficient than investments in "local collective &ffency".

These demands on local policymakers have rarelynbemsidered in the
context of the established cluster strategies. Thallenges are

considerable given that local policy networks amereasingly reliant on
know-how on global contexts and need a capaodtynteract with global

policies.
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This means that linking the local cluster perspeetand the global value
chain approach is a good guard against volunta@sbmmendations on
local development that may come about when thewahé actors are blind
to specific structures in concrete global value iolsa which tend to limit
local scopes of action. Conversely, it can alstpht® identify and assess
options which had not been considered before.

Do regions matter in the triangle perspective od thorld economy? The
answer is, Yes, ... but...! The considerations devebbpe this point
indicate that there continue to be geographicalbyihd competitive
advantages and that locational policy can helprsgteen these advantages.
Yet, local development strategies, in order to Hwilp systemic

competitiveness, mugfirst, be viewed in the context of their specific /,/{meatie"t

global value chainsSecond the specific needs, options and limits of
locational policy come better into focus here: Rews matter, but they
form part of a larger, more complex and intertwinednsnationalkconomic
context.

4.2 The significance of the “world of global standeds” for regions

The growing significance of the "world of globalastdards" in the world
economy was addressed at length above. The issueiBewvhat relevance
do global policy networks that develop standardsenéor the development
dynamics of industrial locations and what demandstldey entail for local
firms and policymakers?

The studies presented in this volume as well aepihvestigations permit
us to draw five important conclusions:

First, access of local suppliers to global value chamséncreasingly bound
up with international technical standards (e.g.es@fstandards in the toy
industry) and global quality management standamlg.(ISO 9000, ISO
14000). These standards provide for (technical) patibility in the world
economy and constitute for lead firms an instrum#rdt can be used to
check the efficiency of potential suppliers in ast@®ffective way. In many
industries it is the management quality standamdgarticular that
constitute an initial filter in the process in whiglobal lead firms select
their suppliers (as shown by Quadros in chaptefdrO automotive
suppliers in Brazil; Dolan/Humphrey 2000 for fryptoduction in Africa,;

P {Geléscht: 1

Second the demands on local firms and policymakers dséng against the
background of a proliferation of different globalasdards (Quadros,
chapter 10). Competitiveness does not only meancdygacity to strengthen
technological competence, it also requires locabas to keep an eye on,
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and to comply with, the changing and highly complaxgle of global
standards if they are not to lose market accessamdinue developing new
markets. The permanent task of scanning and momtoglobal standards
is a major challenge for both local firms and logallicy networks (see

Dolan/Humphrey 200; Nadvi/Kazmi 2002; Barrientos 2001). These - {Geféscht: 1
demands are especially high when the task is ndy om adopt global
standards but also to take a hand in shaping themhé context of global
networks. World-market-oriented firms from advancemuntries are as a
rule concerned to be present in the global netwadsponsible for
developing and setting standards relevant to tlo@in operations. Only in
this way is it possible not to fall into the rold the passive "rule taker"
and to ensure that one's own interests are notdeftof consideration in
the process of standard-setting. Companies, thegapisations, and
policymakers from developing countries, should bghiy interested in
bringing their influence to bear in the making dbbal standards, for
example, in preventing such standards from takingtloe character
instruments of a quasi-protectionish\s in the analysis of global value
chains, we see here that the demands placed ogdlhiernance capacities
of local actors are growing at an enormous ratewHwer, the new
challenges facing local actors can also be met wiitd aid of new
alliances, for example, local and global NGOs (stimes together with
bilateral or multilateral institutions of internamal development co- that
join forces in transnational networks with an eyegaining social
concessions from global lead firms or even locabgucer clusters.. From
the perspective of industrial cluster or innovatisystem approaches, local
actors move above all on a local or sometime aaredil playing field.
Whereas, seen in terms of the triangle, local axtare forced to move at
once in both locahnd global arenas. "Think global and act local" is no
longer a viable model in the framework of the woddonomic triangle.
Instead, it is essential to think local and glolaald to act at the local and
global level in networked multilevel systems.

_{Geléscht: 1

and the Dolan/Humphrey (2000) study on African frproducers indicate
that global actors (multinational corporations, N&@nd international
organisations) are increasingly present in localustrial sites to monitor
and certify global standards, to provide help inpilmmenting them, or to
work toward their acceptance (Clapp 1998, Glase®9)9 It is in this way
that in the process of interaction between locadl ghobal governance

® Dolan/ Humphrey (2000) point out that the Kenyauitfimporting industry has succeeded in developing
particularly stringent (sanitary and environmensandards of its own and that these have becomentun
various global sales channels.
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“local networks” become transnational networks itusin which
completely new alliances and political forces maysa. As stressed in
section 1,, the world economy can no longer be @wed in terms of a
"stratification model" in which local, national, drinternational
dimensions and action spaces are "piled" one onabfthe other and
whereby actors largely operate independently frome @nother. Instead,
transnational functional spaces and "cross-borddivities" of actors are
gaining in significance: global actors who influemeconomic and political
dynamics in situ “from the outside”; local actorseking to influence who
must undertake efforts to influence and shape saadsl discussed in global
networks; local and global actors interacting imgimns.

Fourth, the number of global social and environmentalnsitards are
growing rapidly in sensitive sectors (e.g laboutéensive industries,
industries close to raw materials, food industrieBhese are the sectors in
which social and ecological problems and healthevant impacts
frequently occur and are highly visible to the piehlthe consumers, and to
NGOs in advanced countries that are the drivingcés behind the
proliferation of social and ecological standards.dther words, it is
precisely in industries with low levels of techngical complexity (which
include industries in developing countries that edwatural competitive
advantages"), that global standards and the highatads which they imply
for the global governance capacities of local astare assuming ever
greater significance. Thus, building competitiveaes often no longer
dependent only on compliance with the classic pagamns of competition
(time, price and quality of products and servicés)} also requires the
capacity to orient products and production procassigeglobal social and
environmental standards. Even on the "low roadsthd world economy
knowledge-based competitive advantages and goverma&apacities of
local actors are gaining in importance.

Fifth, global standards can have direct impacts on trens in which

labour is organised in local industrial location$advi and Kazmi (20Q) ///{Ge'asc*'“ 1

document that the establishment of global socialnsiards for producers of
sports equipment in Pakistan has led to a situatiowhich global buyers
have basically restructured their supplier struesiin Pakistan. To lower
costs for monitoring compliance with global standsirand to minimise
risks from many small suppliers and many potentators who violate
standards, they have reduced the number of theipkars in Pakistan and
now prefer close co-operation with larger compani&since the 1980s, the
big sports equipment buyers have markedly decergeal their supplier
structures and smaller companies have grown intbgl value chains via
complex supplier networks in producer countries anith an eye to
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reducing costs. In contrast, global social standaade inducing a
reorganisation of the local clusters integratedglnbal value chains that
favour larger firms and show a tendency toward cahsed supplier
structures. No matter whether we view this trenchormative term&or in
economic terms, from the perspective of developiagions and small
companies, one factor that cannot be ignored ischeial forces of social
and environmental standards "in situ".

5 Regions in the world economic triangle - conclusins

Compared with the emphasis of Gary Gereffi (19949pPthat local
development options are primarily determined by #pecific structures of
global value chains, our empirical studies arriteaamore differentiated
assessment. In the context of the triangle, thdigbor inability of local
actors to deal with world economic challenges, tolth independent
techno-organisational competences and global goaece capacities prove
to be important influencing factors for developmeniccesses or failures of
local industrial locations in the world economy. driefore, we can
therefore continue to sayREegions matter!

But the empirical studies also point to the limitats of _concepts of

industrial clusters, innovation systems or systeméenpetitiveness, all of _-- {gsj;";f"“ approaches which

which, concentrated on local relationships witheaking adequate
consideration of the specific global contexts ihieh localities or regions
are integrated. The triangle perspective showshad,tdepending on the
governance structures in specific global value olsathere exist "windows
of opportunity” or "dead ends” for for local dewgiment strategies aimed
at strengthening competitivenesRégions matter, but ...the scopes and
limits for local governance are influenced by thdldéwing global forces
highlighted by the world economic triangle:

» the specific governance patterns in global valuaiob;
» the specific core competences of global lead firmwvalue chains;

» the specific governance structures in global netwgoinvolved in the
setting of standards;

In normative terms there might be disagreemeritam to judge the rise in social standards in
export-oriented companies due to global standartteaexpense of the exclusion of small,
employment-intensive companies in developing céemfrom global value chains.
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e the concrete rules agreed on in standard-settingvoeks and the
manner in which these rules are implemented and8aned, as well
as the impacts they unfold in regions.

Beyond that, the triangle concept is useful to shiénat if regions are to

strengthen their competitiveness, it is not enotghuse locational policy
focused on local forces (intracluster relationshipdt is essential at the
same time:

* to use the analysis of global governance structupeassess the
scopes open for local strategies and to developisBa strategies,
compatible with the dynamics in the triangle, amaans of avoiding
any voluntarist efforts;

* to build up local governance capabilities in orderplay a role in
shaping global governance structures (e.g. glola&lia and
ecological standards);

e to prudently link local competences with global oesces (e.g. local
technological potentials with technological nodasglobal value
chains);

e to use the presence of global actors in local pphetworks (e.g.
NGOs, lead firms, international organisations inw@d in the
monitoring and implementation of global standardstbe ground) to
favourably shape locational factors.

The "playing field" of local actors is thus expandi above all in
complexity (multilevel policy; multiactor constellimns). Furthermore,
local actors are confronted with a paradox: theedbity of options is
growing (e.g. the possibility of diversification sales channels;
networking of strengths and global competence ppotalitions with
global actors, aimed for instance at strengthertimg social and ecological
dimensions in situ). Yet, at the same time denderiaction between local
and global governance gives rise to restrictionslmeal action (e.g. the
power of global lead firms, the growing number dblgal standards).
Whether and how pro-development blockades will @i¢wr structural
development blockades will emerge is a questiont den be answered only
empirically.
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