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I ntroduction: The Triunph or Eclipse of the Rhine?

For much of the 1990s, the political econony of globalisation and
regi onal i sm has been focused on the governance of trade. For exanple, in the
i medi ate afternmath of the collapse of conmunism the early 1990s w tnessed a
series of analyses from North American political econom sts which questioned
whet her conflict could be avoid between maj or national and regional trading
partners. Thurow envi saged a 'Head to Head' gl obal contest between the European
Conmunity (E.C.) the United States (U. S.) and Japan, while Garten thought a
"cold peace' might yet be avoided if the 'Big Three' renenbered the damagi ng
consequences for international trade of a |eadership vacuumduring the interwar
peri od (Thurow, 1992; Garten, 1992). For her part, Tyson advocated a defensive
strategy of 'cautious activism in U S, trade policy which would see nani pul at ed
rather than free trade as the appropriate benchmark for action and aggressive
unilateralismas a defensible "interimresponse to foreign tradi ng practices and
structural barriers' (Tyson, 1992: 258). Mre recent and |l ess pol enical anal yses
of gl obalisation and regionalism have suggested that one of the nobst striking
features of regional trading blocs has been their comitnent to 'open
regionalism, i.e. the progressive renoval of internal trade barriers within
regi ons, and the avoi dance of action to aggravate protectionist sentinment
externally (e.g. Anderson & Bl ackhurst, 1996; Ganble & Payne, 1996; Ohnme, 1995;
Cei ger & Kennedy, 1996; Higgott, 1998). However, the recent financial crises in
Asia, Russia and Latin Anerica have rai sed other inportant questions for the
di scipline of international political econony, particularly with regard to the
governance of financial markets in particular. The Asian financial crisis, for
exanpl e, has |led some em nent comentators to question the cult of capita
liberalisation and to advocate the reintroduction of capital controls (e.qg.
Soros, 1998; Radel et & Sachs 1998; Wade & Veneroso, 1998). Qthers, have used the
crisis to plot the anticipated 'collision course' between the rival Asian and
North Anerican neoliberal nodels of capitalism (Stubbs, 1998. 77). Wade and
Vener oso, for exanple, have portrayed the Asian crisis, and the terns and
conditions of the International Mnetary Fund I.MF.)'s 'rescue' packages, as a
battl e between two conpeting nodels of capitalism the Asian 'H gh Debt Mdel'
and the neocl assical orthodoxy of 'the Wall Street-Treasury-1.MF. Conpl ex
(Wade and Veneroso, 1998). Krugnan has gone furthest by suggesting that there
are sone inherent flaws in the East Asian nodel of capitalismwhich have nmade



the financial crisis inevitable, and therefore 'the region's downfall was a

puni shrent for its sins...a dark underside to "Asian values"', encapsul ated by
the term'crony capitalism (Krugnman, 1998:28). (1)

The chal | enges posed to regionalismand conpeting forns of capitalism by
t he causes and consequences of recent financial crises have not been confined to
Asia. Followi ng the collapse of communism Al bert confidently predicted that in
the forthcom ng battle between the 'neo-Anerican nodel' of capitalism (nost
characteristic of the U S. and the U K) and the 'Rhine nodel' (characteristic
nost notably of Germany and Japan), the Rhine nodel would be triunphant because
of its econom c and social superiority, arising froman interpenetration rather
than a separation (as in the U S and UK) of finance and industry (Al bert,
1993). Mdre recent anal yses of Wst European political econony have been | ess
triunphalist. Focusing upon the progressive underm ning of national policy-
maki ng aut ononry by gl obal i sati on, Rhodes, for exanple, has pointed to the inpact
of 'subversive liberalism upon European welfare states, i.e. the erosion of the
principles of universalismand solidarity in welfare provision and the
subj ugation of social progress to the exigencies of economi c conpetition
(Rhodes, 1998: 100). Furthernore, the triunph of the neo-Anerican nodel over
rival nodels of capitalismhas been seeningly denonstrated by recent surveys of
econoni ¢ performance. The 1999 edition of The Wrld Conpetitiveness Yearbook
produced by the International Institute for Managenment Devel opment (1.MD.) has
again ranked the U.S. at the top of its Wrld Conpetitiveness Scoreboard,
refl ecting an al nost uninterrupted expansion of the U S. econony since Novenber
1982. E. U nenber states, by contrast, are variously ranked fromthird to
thirty-first position (I.MD., 1999). The June 1999 O E. C.D. Econonmic Qutl ook
has forecast U. S. real GD.P. for 1999 at 3.6 per cent (following 3.9 per cent
in 1998) conpared with a predicted 1.9 per cent for the E U in 1999 (foll ow ng
2.8 per cent in 1998) (O E.C D, 1999a: 20). Most significantly, for this paper
the two nost recent reports on the conpetitiveness of European industry produced
by the European Conmi ssion have highlighted the fact that 'Europe continues to
lag 20% behind the United States in terns of both productivity |evels and the
enpl oyment rate (proportion of the working age popul ation that is enpl oyed)',
that the E. U econony has generated only 10 million new jobs since 1960 ('l ess
than one fifth of those in the U S.') (European Conmi ssion 1997), and that
"Europe lags behind both the U S A (33% and Japan (13% in its standard of
living, as nmeasured by G D.P. per capita in purchasing power parities of 1997
(Eur opean Conmi ssion, 1998a: 1).

Thi s paper seeks to explore the prospects for regionalismby focusing upon
a case study of the devel opnent of industrial policy in the E.C/E U during the
1990s. This is a period, as the OE C D. has stated, which has seen industrial
policy take new directions as it has nmutated into industrial conpetitiveness
policy (O E. CD., 1997a). Building upon the franmework provided by Sauter, who
has identified four distinct phases in the devel opnment of supranationa
i ndustrial policy in the period fromthe Treaty of Rome to the Single European
Act (Sauter, 1997), this paper identifies two further phases in the devel oprment
of policy during the 1990s. The first phase saw the first formal definition of
E. U industrial policy was marked by anbitions to cut E U unenpl oynent through
a coordi nated programme of investnment. The second phase has been nmarked by an
i ncreasing salience for the entrepreneurial spirit and innovation as the key
drivers of enploynment growh in the E.U The paper seeks to denonstrate how
gl obalisation, and the E U 's perception of the inplications of globalisation
for industrial conpetitiveness in the E U, has acted as a constraint on



supranational policy by steadily pushing policy closer to the North American
neol i beral orthodoxy. While nuch of the enphasis in industrial policy has been
upon t he devel opnent of active supply-side nmeasures to foster innovation, e.g.

t hrough enhancing skills, availability of risk capital etc, the constant and

i ncreasingly salient exhortation to cut regul ation has been | ess of a demand for
a technocratic exercise in legislative and administrative redrafting and nore of
an assault upon the principles underlying postwar European wel fare states.
Industrial Policy: A Leginitate Supranational D nension?

I ndustrial policy has been chosen as a vehicle to explore the prospects
for regionalismfor a nunber of reasons.(2) First, as Sauter has noted, because
the growth of international trade and the gl obalisation of certain sectors of
production has led to the paradox of a renewed interest in industrial policy as
states have sought to identify means of pronoting the internationa
conpetitiveness of the businesses operating within their territory (Sauter
1997: 57). Second, there has been a recent and increasing enphasis on patterns
of intervention nore attuned to regionalism at the sub-national |evel, rather
than regionalism at the supranational |evel. Detail ed studies of best practice
in policies to foster innovation and entrepreneurshi p have enphasi sed the
i mportance of inter-firmand policy networks which enable clusters of snall and
medi um si zed enterprises (S.MEs.) to achieve collective external econom es of
scale in innovation (e.g. OE. C D., 1996; 1997b; 1999b; Porter, 1998).(3) The
enphasi s upon i nnovation and conpetitive advantage as a highly localised process
dependent on networking capacity, i.e. '"the disposition to collaborate to
achi eve nmutual |y beneficial ends' (Huggins, 1997: 102) has cast doubt on whether
the supranational is the nost appropriate |level of intervention, and whether a
conmon European industrial policy is either a necessary or an effective policy
for enhancing conpetitiveness. Third, the collective resignation of the European
Conmi ssion in March, coupled with the intention of Martin Bangenmann, the
Conmi ssi oner for Tel ecommuni cati ons and Industry, to quit his post to becone a
board nmenber with Tel efoni ca, the Spani sh tel ecommuni cati ons conpany, have added
to questions of denocratic legitinmacy surrounding E. U institutions and policy.
These questions have enjoyed a particul ar resonance in the predoninantly
Eurosceptic political culture of the U K, where national and sub-nationa
regi onal actors have identified the same catalytic role in industrial policy as
that clained by the EEU (e.g. D.T.1., 1998. D.E. T.R 1997) and the inplications
of the Conmi ssion's Agenda 2000 progranme have served only to heighten
i ncreasing tensions surrounding the territorial distribution of public
expenditure foll owi ng devol ution (Lee, 1999).

Gven that, by its very nature, industrial policy has to contend with a
multiplicity of innovation-related information flows, which take place through
bot h market and non-nmarket transactions, are able to take the form of tangible
and intangi bl e assets, and involve not only private busi nesses but also a
variety of public institutions (Archibugi & Mchie, 1997: 1-2), it might be
t hought that the nultiplication of market uncertainty by |ocating policy at the
supranational |evel could hinder effectiveness. However, N col ai des has
identified three principal argunents for a common industrial policy. First,
policy coordination at the supranational |evel nay yet inprove policy
ef fecti veness-one of the najor reasons for regional econonic integration
Second, national industrial policies may thensel ves becone ineffective as nmenber
states integrate because trade protectioni smand subsidies which discrimnate in
favour of particular national econonies or conpanies will no |onger be
tolerated. Third, a supranational industrial policy nay be nore effective when
exerci sed over a large single regional market than a policy operating in a
smal | er national or sub-national context (N colades, 1993: 11-12). Furthernore,
Davi es has pointed to the inportance of the creation of the single European



mar ket as an instrunment of industrial policy, not |east because of its

gal vinising effect in reorganising industries and integrating narkets (Davis,
1993: 42-3). At the supranational level, E. U industrial policy has also been
justified in terms of a variety of other broader political, econonic and | ega
reasons relating to the process of economic integration. e.g. the need to
develop an EU industrial policy as a positive denonstration of the progress
towards political and econonic union (Sauter, 1997: 69).

The Devel opnment of E. U. Industrial Policy

The history of industrial policy at the European Community |evel (and
since 1993 E. U level) has been extensively docunented by Sauter. He has
contended that the devel opnment of policy should be understood in ternms of a
nunber of distinct phases. The first phase in policy occurred between 1958 and
the m d-1960s and was characterised by the establishment of the custons union
and the prevalent belief that 'conpetition in the newy integrated narket would
be adequate to foster industrial restructuring' . The second phase, fromthe nid-
1960s to the mid-1970s, saw the creation of European wi de conpanies and the
i neffective pronotion of a single European market. The third phase, fromthe
m d-1970s until the early 1980s, was characteri sed by defensive neasures to
restructure crisis industries. The fourth phase, culnmnating in the Single
Eur opean Act, saw the pronotion of high technology industries (Sauter, 1997:
71). However periodised, Sauter's contention is that fromthe early 1970s, the
devel opnent of industrial policy saw econonic and nonetary union (E.MU.)
sketched as the context for industrial policy, an enphasis on the
conpl ementarity of supranational conpetition and industrial policies, and the
rejection of central planning as the appropriate franework for the proactive or
sectoral dinension of industrial policy (Sauter, 1997: 76). This rejection of
dirigisne was reinforced in certain nmenber states, nost notably the U K, where
the trajectory of industrial policy was towards di m nishing state intervention
and expenditure and the restoration of an entrepreneur-driven enterprise
culture. On the basis of an analysis of economc growh and national relative
economni ¢ decline which had identified six principal obstacles to enpl oynent and
prosperity in the U K (high state spending; high direct taxation
egalitarianism nationalisation; a politicised and Luddite train union novenent;
and the presence of an anti-enterprise culture), the Thatcher Governnent had
published its landrmark 1988 Wite Paper, D.T.l-the Departnment for Enterprise.
Thi s docunent, which asserted that 'The keynote of future D.T.l policies is
enterprise;its two foundati ons are open markets and individuals' (D T.1., 1988:
2), indicated the U K governnment's reluctance to provide any further |arge
scal e assistance to civil manufacturing conpanies. In many respects, the Wite
Paper provided a signpost to the direction of E. U industrial policy during the
1990s.

Sauter has noted how Article 130f(1) E. E. C. of the Single European Act has
frequently been regarded as the introduction of a common industrial policy
because this Article stated that '"The Community's aimshall be to strengthen
the scientific and technol ogi cal bases of Comunity industry and to encourage it
to beconme nore conpetitive at international level"' (Sauter, 1997: 83). However,
it was in 1990 with the production of Industrial Policy in an Open and
Conpetitive Environnent: Quidelines for a Community Approach that supranationa
i ndustrial policy effectively entered a fifth phase when the Conmission first
furnished a definitive statenment of the principles which should underpinits
i ndustrial policy. This statement, known as the Bangemann Conmuni cation (after
Martin Bangemann, the Conmi ssioner responsible for drawing it up), was not only
based on the principle of subsidiarity, i.e. that the Community should only
address those issues which could be done better at the supranational |evel (and
therefore, '"the correct mix of Conmunity, national and |ocal responsibilities




nmust be identified), but also, and nore inportantly, on a clear rejection of the
dirigiste industrial policies of the 1970s and 1980s whi ch had ' shown t hat
sectoral policies of an interventionist type are not an effective instrunent to
pronote structural adaptation' because they had 'failed to make industry
conpetitive by delaying the requirenent to inplenent necessary adjustnents, |ed
to grave misallocation of resources and exacerbated probl ens of budgetary

i mbal ances' (European Conmission, 1990: 19). As an alternative, it was suggested
that the experience of policies conducted in the E.C. during the past four to
five years had largely forged a consensus that an industrial policy was
necessary but that the role of public authorities should be 'above all as a
catal yst and pat hbreaker for innovation' (rather than as the prinme nover of
progress) with the main responsibility for industrial conpetitiveness in future
residing '"with firns thensel ves, but they should be able to expect from public
authorities clear and predictable conditions for their activities' (European
Conmi ssion, 1990: 1).

On this basis, the Conm ssion proposed an industrial policy built around
"an adequat e bal ance' between the |laying down of 'stable and long term
conditions for an efficiently functioning market econony', the provision of 'the
main catalysts for structural adjustnment', i.e. the conpletion of the single
mar ket, and the devel opnent of 'instrunments to accelerate structural adjustnent
and to enhance conpetitiveness'. Fromthese elenments would enmerge a dynanic
industrial policy 'to pronote the nost efficient functioning of markets
(Eur opean Commi ssion, 1990: 5), in which structural adjustnment woul d be driven
by a conbination of 'prerequisites' to initiate adjustnent, i.e conpetition
economni ¢ context, educational attainment, econonic and social cohesion, and
environnental protection; 'catalysts' to act on the wllingness of businesses to
undert ake adjustnment in response to narket pressures and opportunities, i.e. the
i nternal market and 'accelerators' to further devel op structural adjustnent,
i.e. R&D., technol ogy, innovation, training, S.MEs, and business services
(Eur opean Commi ssion, 1990: 7-18). Industrial problens at a sectoral or regiona
[ evel 'should increasingly be resolved by horizontal measures' to inprove the
open mar ket environnent rather than by vertical, dirigiste interventions
(Eur opean Commi ssion, 1990: 21). Al though the Bangemann Communi cation was wi dely
seen as marking the transition to a market oriented industrial policy, Sauter
has suggested that the new policy constituted | ess of a break with the past
i nterventionismthan often assuned because, |like its predecessors, it enbraced
"both active and passive, general and sectoral policies'. Furthernore, the new
policy had taken cooperation with a subsidiarity-oriented approach as a given,
when in practice cooperation night not be forthcoming. It also failed to clearly
identify when the Conmunity should intervene or howits priorities should be
establ i shed. However, follow ng the onission of reference to industrial policy
in both the 1990 Rone European Council and the draft Treaty on European Union
t he Bel gi an del egation at the 1991 Intergovernnental Conference on politica
union put forward a proposal advocating the creation of a Community industrial
strategy wedded to the common conmercial policy. Al though, as Sauter has further
noted, this dirigiste proposal was subsequently diluted by the Luxenbourg
Presi dency, and sectoral intervention replaced by horizontal mneasures, these
actions ensured that the Treaty on European Union would require the E U to
devel op policies to strengthen the conpetitiveness of its industries (Sauter
1997: 92-4).

It was not until Decenber 1991 and Article 130 of the Treaty on European
Union finalised at Maastricht that the European Community actually provided an
institutional framework for industrial policy (Buigues & Sapir, 1993. 24).
However, one of the central problens of Article 130(1) E.C. of the Treaty is
that it attenpted to reconcile two seeningly contradi ctory objectives, nanely



the pronotion of conpetitiveness, through the nodification of market conditions
and or industrial structures, and the guaranteei ng of respect for the system of
free conmpetition in open narkets, which thereby lints public intervention. As a
consequence, 'neither the legal limts to the specific industrial policy actions
of the Menber States and the Community, nor the degree to which the Community
can take industrial policy objectives into account in its pursuit of other
policies are self-evident' (Sauter, 1997: 96). Indeed, Buigues and Sapir
suggested that the Treaty had created a 'no-man's | and between the declining
capacity of Menber States to conduct national industrial policies and the
growi ng conpetence of the Conmunity in this field' , thereby creating 'tensions
anong policy-makers and uncertainties for econom c agents' (Buigues & Sapir,
1993: 33). In effect, the objective of a conmon industrial policy had further

pol ari sed two rival canps, nanely, on the one hand, those in favour of an active
i ndustrial policy and the creation of pan-European chanpions (a vision

associ ated with France and the Sout hern European nmenber states) and, on the

ot her hand, those in favour of linmited sectoral intervention but a strong
conpetition policy (a vision associated primarily with the U K).

G owt h, Conpetitiveness and Enpl oynent

The principles underpinning Article 130 of the Maastricht Treaty were
first expressed in the so-called '"Delors Il package' which specified the
obj ectives of pronoting growth, conpetitiveness and enpl oynent during the five-
year period follow ng the conpletion of the internal market programre. Market
liberalisation was to be acconpani ed by a suppl ementary progranme of industrial
policy neasures to pronote structural adjustnent. These initiatives constituted
the 'flanking neasures' to EMU Following the ratification of the Treaty of
Eur opean Uni on in Novenber 1993, the E U 's strategy was spelt out in the Wite
Paper, G owth, Conpetitiveness, Enploynment: The Chall enges and Ways forward
into the 21st Century(European Conmi ssion, 1993) which began by stating that its
sole raison d etre was unenpl oynment. To assist the 17 million unenployed in the
E. U. nenber states, the principal aimof the Wite Paper was the creation of
enpl oynment through the | ocation of 'a new synthesis of the ains pursued by
society (work as a factor of social integration, equality of opportunity) and
the requirenents of the econony (conpetitiveness and job creation)' (European
Conmi ssion, 1993: 9). Thus, as Sauter has further suggested, supranationa
i ndustrial policy was seeking to align nmacroecononic and structural policies by
remai ni ng consistent with the convergence criteria for EMU while al so
recomendi ng structural actions to pronote industrial conpetitiveness. The task
of industrial policy was 'to create as favourabl e an environnment as possible for
conpany conpetitiveness', while the Conmi ssion's recomendati on was that the
Conmunity set itself 'the objective of creating at least 15 nmillion new jobs,
t hereby hal ving the present rate of unenpl oynent by the year 2000' ( Eur opean
Conmi ssion, 1993: 9, 14, 43). It claimed that the E. U econony was characterised
by 'collective solidarity nechanisns', but that 'the new nodel of European
society' arising fromthe attenpts to cut the costs of the welfare state now
called for 'l ess passive and nore active solidarity'. First, solidarity between
those in enpl oynent and the unenpl oyed, through 'a sort of European social pact
adpated to the circunstances of each nmenber state. Second, solidarity between
generations to ensure that a sufficient nunber of those of working age were
enpl oyed and paying towards the future costs of welfare. Third, solidarity
between the rich and poor regions to confirmeconon ¢ and soci al cohesion 'as an
essential pillar of European construction'.Fourth, and nost inportantly, between
all E.U citizens to create 'neighbourly solidarity' against the social
exclusion of the 40 million E .U citizens living below the poverty |ine
(Eur opean Commi ssion, 1993: 15-16).




It was at this juncture that E. U industrial policy was recast as
'conpetitiveness policy' (Sauter, 1997: 101-2). This was sonewhat ironic, and
perhaps a tacit recognition of the difficulties surrounding the devel opnent of a
conmon agenda, in that only three years before, the Bangenmann Conmuni cation had
condemmed the notion of 'global conpetitiveness, often put forward as the
obj ective of industrial policy' for being 'vague and anbi guous' (European
Conmi ssion, 1990: 1). Mre inportantly, the Wite Paper contended that the
Eur opean soci al nodel was fundanentally sound by proposing that market failures
shoul d be addressed through 'collective solidarity mechani snms' (European
Conmi ssion, 1993: 15-16,). Indeed, the very rationale of pronoting
conpetitiveness was the preservation of the European social nodel because 'Wth
a high living-standard to preserve and inprove, E.C. industry is condemed to
technol ogi cal, conmercial and financial excellence in order to enable the
necessary soci al and environnental expenses to be incurred (European
Conmi ssion, 1993: 3). The Wi te Paper steadfastly clained that the Single
Eur opean Act had helped 'to restore the balance in the devel opment of the single
mar ket by way of joining flanking policies as part of econonmic and soci al
cohesi on' (European Conmi ssion, 1993: 15). However, in practice, by endorsing
further deregulation, liberalisation and the transfer of the tax burden fromthe
conpany and entrepreneur to the individual, the 'flanking policies' incorporated
within the conpetitiveness agenda were threatening to undermnine the drive for
greater social cohesion by attacking the solidaristic principles of European
wel fare states in order to provide a nore advantageous environment for
busi nesses to operate.

In the White Paper, the E U 's poor relative econonic perfornance was
accounted for primarily in terns of two deep-seated causes, nanely 'suboptinma
nmacr oecononi ¢ managenent of the econony and of an insufficient effort of
adaptation to the changes which have taken place in the structure of the
Community's econony and in its international environment' (European Conmi ssion
1993: 39). The 'suboptinmal macroeconon ¢ nmanagenent' was held to have arisen
because of 'certain fundamental inbalances', notably 'The current |evels of
public expenditure, particularly in the social field which had becone
"unsust ai nabl e and have used up resources whi ch could have been channelled into
productive i nvestment' (European Comm ssion, 1993: 40). The structural problens
were held to have arisen froma failure to innovate in the face of new
t echnol ogi cal and market opportunities. At the same tinme, the positive effects
of structural policies to enhance innovation and conpetitiveness would only
beconme apparent and feasible in a sound macroecononi ¢ context (European
Conmi ssion, 1993: 49). As a consequence, the principal task which nmacroeconomc
policy-nmakers had to confront was the elimnation of 'the conflicts anong policy
obj ecti ves whi ch have pl agued the Community over the |ast 20 years and, nore
acutely, over recent years' (European Conmi ssion, 1993:. 50). This classic
technocratic prescription appeared to i magi ne not only that these donestic
"conflicts' were relatively trivial, and thus could easily be surnmounted by nore
rati onal concerted action at the supranational |evel, but also that the
political and econom c pressures exerted on policy-makers by vested interests
beyond the economi c-policy making community could al so be di scounted. Thus, for
exanpl e, the Wiite Paper advocated both changes in national budgetary policy to
establish deficits of between zero and one per cent of GD.P. but also a
real l ocation of public spending towards 'those itens which nost directly
i nfluence growt h prospects: education, R &D., infrastructure investnents etc'
(Eur opean Conmi ssion, 1993: 53). The imense political difficulties encountered
by national governments in previously attenpting such reallocation was
over | ooked.



The White Paper identified four overriding policy objectives to be jointly
pursued by industry and public authorities if the E. U 's industrial
conpetitiveness was to generate the highest possible level of enploynment. First,
" Hel ping European firnms to adapt to the new gl obalized and interdependent
conpetitive situation' by, for exanple, capitalising on the Community's
i ndustrial strengths (it was not apparent why private conpani es woul d not
al ready have done so); devel oping an active policy of industrial cooperation
both with Easter Europe and the Pacific Rim and establishing 'a coherent and
concerted approach to strategic alliances' to ensure that there were European
rivals to the alliances formed by U S. and Japanese conpetitors (although what
shoul d be done where European conpani es had already forned alliances with their
Aneri can and Japanese rivals was not apparent) (European Comm ssion, 1993: 61-
2). Second, 'Exploiting the conpetitive advantages associated with the gradua
shift to a know edge-based econony', for exanple, by adjusting the relative
wei ght of taxation borne by 'the various factors of conpetitiveness' so as to
reduce those taxes acting as disincentives to enploynent. This adjustnment and
the need to reallocate public expenditure from consunption to i nvestnent were
presented by the White Paper as sinple natters of adninistrative reformrather
than as the al nost intractable problens [ong confronted by national policy-
makers. In a simlar vein, the Wiite Paper highlighted the E.U's relatively
poor business investnent in R &. as a percentage of G D.P. and recomended
t hat conpani es shoul d bear a |arger share of research spending 'In view of the
current budgetary constraints in all European countries'. The policy instrunents
to change corporate investnment patters were not identified other than the
i ntroduction of 'Appropriate regulatory and tax neasures' (European Conm ssion
1993: 88). The possibility that businesses' investnent patterns m ght not
respond to even generous incentives, and the need for the state to recoup the
| ost taxation fromother sources without damagi ng conpetitiveness, were again
passed over.

The White Paper also placed greater enphasis upon training, as 'the
catal yst of a changing society', recommendi ng 'appropriate incentives (of a
fiscal and | egal nature)' and inproved coordi nati on between public and private
trai ning opportunities (European Comm ssion, 1993: 121). However, when
addressing the question of the refornms of the |abour market necessary to create
nore enpl oynent, the Wite Paper denied that this would nmean nere deregul ati on
Instead, it was asserted that 'a renodelled, rational and sinplified system of
regul ati on and incentives' would be pronoted (European Conmi ssion, 1993:. 123).
The White Paper did acknow edge that many nenber states were now calling for 'an
exam nation of social protection systens to ensure that they actually encourage
people to work, for benefits to be nore closely geared to the specific market
situation, and for expenditure to be targeted nore accurately to concentrate the
effort on those in real need" (European Conmi ssion, 1993: 125). In other words,
greater selectivity in welfare provision was unavoi dable if past rigidities in
the | abour narket were to be renoved. |ndeed, the Wite Paper suggested that
" Fundanment al economi ¢ and soci al changes' would be required, including 'a
general reformof the systens of incentives which affect enploynent in the
| abour market' (European Conmission, 1993: 130). In this regard, the clearest
i ndi cation of the challenge posed by conpetitiveness policy to European patterns
of wel fare provision was provi ded when the Wiite Paper argued that 'A
coordi nated strategy for rekindling growth and overcoming a structural crisis
cannot disregard the weight and structure of statutory charges, through which
t he equi val ent of 40% of Conmunity G D.P. is channelled' . Statutory charges were
defined as the sum of taxes and obligatory social security contributions. This
E.U figure (the E U average of 39.6 per cent disguised the variation between a
hi gh of 47.1 per cent in Denmark and Luxenbourg and a |ow of 34.4 per cent in
the U K and Spain) was portrayed as an excessive burden when the equival ent



figure was 29.8 per cent of GD.P. inthe US A in 1990 and 30.9 per cent in
Japan. Furthernore, in 1991 these tax and social security costs accounted for
nore 40 per cent of overall |abour costs in the E U conpared with 30 per cent
inthe U S A and 20 per cent in Japan (European Comi ssion, 1993: 137). By

hi ghli ghting these cost di sadvantages, the 'subversive liberalism of the
neol i beral nodel of capitalismhad begun to intrude into supranationa

i ndustrial policy.

Benchmar ki ng: The Institutionalisation of 'Subversive Liberalisni

Rat her than marking the start of a deternined drive to remedy unenpl oynment
t hrough concerted action at the supranational |evel, the 1993 Wite Paper
actually constituted the final industrial policy action of the Comm ssion under
t he stewardshi p of Jacques Del ors. Consensus about the need for conmon action
was acconpani ed by marked sceptici smabout the funding required by the
Conmi ssion to inplenment such a programe, particularly in menber states such as
the U K (Sauter, 1997: 103). As a consequence, the publication of An Industrial
Conpetitiveness Policy for the European Uni on( European Conmi ssion, 1994) narked
the onset of the sixth and nost recent phase of E. U. industrial policy which has
been di stingui shed by the steady advance of Rhodes' 'subversive liberalism into
the prescriptions for enhanci ng conpetitiveness advanced by the Conmi ssion. An
i ncreasi ng enphasi s has been placed on the role of the entrepreneur and
i nnovation in high growh sectors as the neans to generate enpl oynent and
enhance conpetitiveness. Action Plans to foster innovation (European Conmi ssion
1996a) and to pronote entrepreneurship and conpetitiveness (European Conm ssion
1998b) have been |l aunched. In effect, E. U industrial policy has adopted the
rhetoric devel oped by the Thatcher and Maj or Governnents in the U K. during the
| ate 1980s and early 1990s. Al though the E. U has been far nore selective inits
adoption of U K policies, it has drawn upon two U K industrial policy
i nnovati ons, notably the extensive use of benchmarki ng and the publication of an
annual conpetitiveness report. This nethodol ogy has enabl ed studies to be
carried out at sectoral level as well as with regard to particul ar aspects of
i nnovation, notably finance, skills, and the adoption of information and
conmuni cati ons technologies (D.G 111, 1999: 7). These studi es have produced many
unf avour abl e conpari sons with U S. economni c performance and best practice in
i nnovation policy, thereby providing the nmeans to legitinise further novement
away from a social denocratic European nodel towards a neoliberal Anerican node
of capitalism

One of the nobst contentious assertions in An Industrial Conpetitiveness
Policy for the European Union was its statenent that 'an increasingly direct
correlati on between econonic and soci al cohesion and industrial and economic
performance', and that the two could 'add strength to each other' (European
Conmi ssion, 1994: 20) on the basis of the externalities generated by cohesion
for infrastucture, especially in health, education and research (which would in
turn optim se the general level of investnent). In practice, the Conm ssion's
prescriptions for enhancing conpetitiveness have threatened to undernine
econoni ¢ and soci al cohesion. The conbination of the inpact of the E MU
convergence criteria upon nmenber states' public expenditure programes and the
i ntroducti on of regul ar benchmarki ng exercises, which have audited the
performance of the E. U econony against its principal rivals, has acted to
chal | enge rat her than consolidate the viability of the European social nodel (as
defined by the Conmi ssion), especially when set against the (perceived)
superiority of the American, entrepreneur- and innovation-driven nodel of
capitalism |In particular, the desire to increase public investnent in
"productive' capital spending by an (inplicit) reallocation away from
"unsust ai nabl e' soci al expenditure has neant that the frequent denmand for




regul atory reformin Conmission industrial policy docunmentation has been | ess an
arid technocratic exercise in the reordering of |egislation and adm ni stration
and nore of a tacit and creeping political attack upon the principles underlying
the welfare state in Europe.

In An Industrial Conpetitiveness Policy for the European Union, the
Conmi ssi on recogni sed that the E U was experiencing 'severe |evels of
unenpl oynment whi ch endanger cohesion', and that it nust therefore encourage al
neasures ainmed at inproving overall econom c productivity, including ' G eater
privatisation, nore effective regulatory nethods and the new role of the public
services'. Hi gher levels of enploynment would not be feasible unless based on 'an
ef fective regulatory framework conbined with a nore | abour-intensive devel oprent
nodel ' (Eur opean Conmi ssion, 1994: 11-13). After all, the U S. had created just
over 40 million new jobs in the past 20 years (90 per cent of which were in the
private sector), while Europe had experienced a net decline in private sector
enpl oyment, with its 6 mllion net new jobs having been created in the public
sector (Llewellyn, 1996: 91). However, such statistics illustrated the
i mportance of the public sector in Europe to enploynment creation and the
potentially devastating inpact that expenditure cuts (whether driven by E. M U.
or purely donestic factors) night have on attenpts to foster greater cohesion
To bolster its attenpts to inprove productivity, the Comi ssion began a
benchnar ki ng exerci se, suggesting that benchnmarking could provide 'an
under st andi ng of the processes that create superior performance' (European
Conmi ssion, 1996b:16). Citing the earlier findings of its own Conpetitiveness
Advi sory Group, which had highlighted infrastructure quality as the single nost
i mportant factor influencing nmultinational investnment in the E U (European
Conmi ssi on Conpetitiveness Advisory Goup, 1995: 11), the Conm ssion al so
identified the | evel and structure of public expenditure as one of the key
el ements determ ning costs and ultimtely conpetitiveness, concluding that
"public deficits remain too high and expenditure too concentrated on transfers
and consunption with insufficient levels of public investnment in both
infrastructure and intangi bl e investnent' (European Conmi ssion, 1996c¢c: 20).
Wil e the provision of a social safety net was necessary in the interests of
equi tabl e distribution and the avoi dance of social exclusion, direct and
i ndirect taxation (especially of |abour) was neverthel ess a cost to enterprises
whi ch had risen from34 to 43 per cent of GD.P. in the E U between 1970 and
1995. As a consequence, the Commi ssion asserted that concept of security for
wor kers woul d have to be 'reformul ated, focusing nore on security based on
enpl oyability and the | abour market rather than security based on the individua
wor k pl ace' (European Conmi ssion, 1996b: 2-11). At no point did the Conmm ssion
specify how its nenber states were to acconplish the huge reall ocation of public
resources necessary to create the neo-Listian devel opnental state envisaged,
other than its statenent that the Maastricht convergence criteria should serve
as 'a nodel for the application of benchmarking to other areas of inportance for
conpetitiveness' (European Comm ssion, 1996b: 2).

I nnovation, Entrepreneurship and 'Jobless Gowth

The i nmportance of entrepreneurship and innovation to the future
devel opnent of supranational industrial policy was confirmed at the Novenber
1997 European Enpl oynent Sunmit when the E. U adopted a coordi nated strategy for
nati onal enploynent policies. Devel opi ng entrepreneurship and encouragi ng
adaptability in business and their enployees were to be two of the four central
el ements of this strategy (the other two being the inprovenment of enployability



and the strengthening of policies for equal opportunities) (D.GI1II, 1998:7). In
Sept enber 1998, the Conmi ssion published its Action Plan to Pronote

Ent repreneurshi p and Conpetitiveness, as part of its response to the B.E. S. T.
Task Force of entrepreneurs, academ cs and adm nistrators which had been
established a year earlier to consider 'the existing and new | egal and

adm ni strative regulations in order to inprove the quality of Conmunity

| egi sl ation and reduce its admi nistrative burden on European busi ness,
particularly S.MEs."' (European Conmission, 1998b: 2). Anong the Task Force's
recomendati ons were that the sinplification and reformof regul ati on should be
made central to public policy at all levels in the E. U, in order to achieve the
necessary 'change of culture', and that nmenber states should be encouraged 'to
consi der the inpact of the way they finance and adm ni ster social security
schenes, and ot her ways of making social protection nore enploynment friendly’
(Eur opean Conmi ssion, 1998b: 4, 10). However, in its Action Plan, the Conmi ssion
narrowed its consideration of regulatory reformto those regul ations
specifically affecting business rather than contenplating the nmuch w der assault
suggested by the Task Force.

Despite the Commi ssion (especially D.GI1II)'s attenpts to foster an
enterprise culture for entrepreneurship and innovation, the nost recent
benchmar ki ng report, The Conpetitiveness of European |ndustry, has confirmed
that the E U 's |labour productivity (G D.P. per person enployed) renains al nost
one fifth lower than that in the U S. Furthernore, the phenonenon of 'jobl ess
gromh' in the E U has continued as a consequence of the E.U's "inability to
nove quickly into new, promnising sectors'. This failure to innovate, especially
to create S MEs. in new growh areas such as el ectroni c conmerce and busi ness
servi ces, has been particularly damagi ng because such firms, which account for
only 3 per cent of firns inthe US., are held to have created around 80 per
cent of job growth between 1991 and 1995. The report has attributed the E U"'s
poor start-up rate to the 'lack of adequate risk capital' which has neant that
start-ups accounted for only 15 per cent of new investnents in the E. U in 1997
conpared with 29 per cent in the U S The E.U is deened to have been further
di sadvantaged by its 'poor perfornmance in creating lead-tinme in the fast noving
mar kets, where conpetitive advantage is based on intangible investnent in
research and marketing' . Therefore, the report has identified four inplications
for supranational policy. First, the inportance of 'the elimnation of
institutional and regulatory barriers to the creative and fl exi bl e nanagenent of
change'. This is shorthand for further Iiberalisation and deregul ati on of the
| abour, financial and product markets (because del ayed privatisation and
liberalisation are deenmed to have caused hi gher prices). Second, the need to
conti nuously upgrade European industry, through 'innovation, adaptability and
t he upgradi ng of human capital'. Third, the need to pursue horizontal policies
to inprove the general environnent for innovation and entrepreneurship, rather
than to pursue vertical 'picking winners' strategies, which are held only to
create expensive 'opportunity costs relative to private market-based sol utions'.
Fourth, the inportance of the diffusion of best practice because of the great
diversity in labour productivity within the E. U (European Conmi ssion, 1998a: 1-
6, 14). This last point has alluded to the difficulty of fram ng supranationa
pol i cy beyond gentle exhortation given the diversity in European nationa
systens of innovation (O E. C. D, 1997b).

The Conmi ssion has recently suggested that globalisation is a source of
opportunity for enploynent creation rather than a threat of further unenpl oynment
provided that the E U is able to capitalise on it by reinforcing 'the capacity
to stinulate innovation and the spirit of enterprise in Europe'. Portraying
gl obal i sati on as a phenonenon characteri sed by the internationalisation of
trade, the transnationalisation of capital flows and the globalisation of



information flows, the Commi ssion has identified globalisation's driving

el ements as 'technol ogical, entrepreneurial, financial and institutional'. As a
consequence of their inpact, it has further been asserted that accelerating

gl obal i sati on and new forns of conpetition, especially fromS MEs. in dynanic
sectors like electronic conmerce, are transfornming the very concept of
conpetitiveness itself. Thus, the 'true yardstick for conpetitiveness shoul d not
be sectors, but, rather, activities and narkets'; the nmeasurenment of nationa

and regional conpetitiveness is beconing nore difficult because of the diffusion
of the boundaries of conpani es' geographical identity; and conpetitive advantage
can now be based on technol ogies and intellectual property capable of generating
hi gh val ue, but of a nore volatile nature. To conbat the E. U"'s conpetitive

di sadvantage, especially in the many fields where it has 'failed to develop a
services nentality', the Conmi ssion has advocated a new industrial policy which
will '"spread the enterprise culture and encourage risk-taking' (European

Conmi ssion 1998c: 1-21).

Concl usi on

Attenpts to push the frontiers of supranational industrial policy further
in the direction of entrepreneurship nmay prove problematic for, as the OE C D
has recently concl uded, 'the globalisation of R &. has not markedly dim nished
the differences in innovation systens between countries'. Each nation state
continues to provide a unique environment for innovation for which few policy
recomendati ons are equally applicable (O E C D., 1999a: 45). Furthernore, it is
not yet apparent that the inportance attached in recent anal yses of policy and
best practice to clustering and inter-firmnetworking for conpetitive advantage
(e.g. OE C.D., 1997b; 1997c; 1997d) necessarily warrants a supranational rather
than a national or (sub-national) regional response. Mre inportantly, the
i ncreasingly promnent exhortations in Conmi ssion docunentation for further
reductions in the adnministrative and taxati on burden on business, especially
S.MEs. in new, dynanic sectors of the econony, in order to increase enploynent
creation are little nore than disgui sed demands for nenber states to
fundanental |y reassess how their welfare states are financed and whet her
sel ectivity shoul d displace universality as the bedrock principle of service
provi sion. Although, business groups may continue to | obby for further cuts in
governnent spending and the tax burden to pronote entrepreneurship (e.g.
UNI..CE, 1999), the U K should serve as a salutary rem nder to other E. U
nmenber states of the danagi ng ef fects which the pursuit of privatisation,
i beralisation and deregul ation as the basis of industrial policy can have upon
economni ¢ performance and soci al cohesion (Lee, 1997).

In 1996, the Mjor CGovernnent branded the U K as 'the unrivalled
Enterprise Centre of Europe' on account of its possession of the second | owest
tax burden on business in any nmajor industrialised econonmy and one of the | owest
rati os of public spending to GD.P. in Europe. These conpetitive 'advantages
had al | oned non-wage costs per enployee in the UK to be cut to cd8 (per o400
spent by enpl oyers on wages) caonpred with a82 in Gernany, o34 in Spain, o&l in
France and o#4 in Italy (HMS O, 1996: 3-16). \Wat the Mjor CGovernment
negl ected to nmention was that its reforns of the |abour nmarket had not only
failed to raise the long-termgrowh rate of the U K econony above its postwar
average of 2.25 per cent but also dramatically reduced econonic and soci al
cohesi on by increasing the proportion of the population on Iess than half the
average national inconme (after allow ng for housing costs) from9 per cent when
the first Thatcher Governnent had taken office in 1979/80 to 25 per cent (or
14.1 mllion people) in 1992/3 (Child Poverty Action G oup, 1996). Furthernore,



while only Portugal in the E.U was now spending a |l ower share of its GD.P. on
social welfare than the U K, the attenpt to restore an entrepreneur-driven
enterprise culture by attacking wel fare dependency had not prevented total rea
government expenditure on welfare growing by nearly 60 per cent between 1978/9
and 1994/5, outstripping the growmh of GD.P. (Hlls, 1995: 30). In other words,
the net effect of creating 'the Enterprise Centre of Europe' had been to

i ncrease the share of public spending taken by 'unproductive' current wel fare
spendi ng whil e simultaneously cutting the share invested in 'productive' capita
i nvestnment-a reversal of the priorities sought be successive Conmi ssion

i ndustrial policy docunments. Gven that the OE.C. D. has suggested that there is
only weak evidence that enploynent protection | aws have a negative effect on
unenpl oynment, and indeed that tight regulation ensures greater stability and

| ower | abour turnover (O E C. D, 1999b), the tine mght be ripe for a whol esal e
review of the likely benefits of further deregulation on both conpetitiveness
and cohesion in the E U

Not es

(1) The debate about the appropriate roles for the state and market has not
been assisted by the fact that the Wrld Bank's analysis of the politica

econony of the high perform ng Asian economnies, The East Asian Mracle: Econonic
Gowmh and Public Policy, fudged the key issue of the role of the state. It
suggested, on the one hand, that the Asian econonies' strong growh perfornance
was due to a 'a narket-friendly approach' and 'getting the basics right' but, on
t he ot her hand, simultaneously acknow edged that 'In nost of these econonmies, in
one formor another, the governnent intervened-systenmatically and through
nmul ti pl e channel s-to foster devel opnent, and in sone cases the devel opnent of
specific industries' (Wrld Bank, 1993:. 5). The Bank di scounted the

devel opnental state's challenge to its neocl assical orthodoxy by concludi ng that
"industrial policies were largely ineffective' and 'generally not successful'’
despite the fact that it had previously conceded that just such a definitive
concl usi on about the state's role would be difficult 'Because we cannot know
what woul d have happened in the absence of a specific policy' (Wrld Bank, 1993:
312, 354). The problemw th this analysis is that 'a sharper focus on the
fundanental s' did not prevent the Asian financial crisis spreading anong a group
of previously high performng Asian econonies which the Wrld Bank itself had
previously acknow edged to have got the fundanmentals right (Wrld Bank, 1993:

5).

More recently, the Wirld Bank has sought to redefine its conception of the
state by asserting 'the state is central to economnic and soci al devel opnent, not
as a direct provider of growh but as a partner, catalyst, and facilitator'.

For the state to play an effective role in a country's devel opnent, the Bank has
advocated that the state's capability, i.e. its ability to undertake and pronote
col l ective actions efficiently' (Wrld Bank, 1997: 3), nust be increased. The
problemw th this analysis is that it has defined a nore linmted politics in
which the state's role is confined to addressing the needs of entrepreneurs and
firms and increasing their returns fromprivate i nvestnent. The needs of ot her
groups in society, not |east the poor or socially excluded, have been

mar gi nal i sed-an unfortunate tendency gi ven the devastating econom ¢ and soci al
consequences of the Asian crisis for many people.

(2) For the purposes of this paper, industrial policy is defined as 'an
attenpt by a governnent to shift the allocation of resources to pronote econormic
growth' (Krugman & Obstfeld, 1991: 281). Although there a wi de nunber of
supranational policies which directly affect industrial conpetitiveness, not

| east technol ogy policy and conpetition policy, this paper will confine its



anal ysis of industrial policy to those docunents and policy initiatives
identified by the European Conmmi ssion as official statenents of 'industrial

policy'.
(3) For an expl anation of collective external econom es of scale , see Qughton

& Wiittam 1997. For a concise overview of clustering, see Schmitz & Navdi,
1999.
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