Contrato BNDES/FINEP/FUJB
Arranjos e Sistemas Produtivos L ocais e as Novas Paliticas de Desenvolvimento
Industrial e Tecnologico

Estudos Tematicos

Nota Técnica 3

Structure and Development of a Knowledge Based Economy:
The Policy Implications.

Pascal Petit

CEPREMAP/CNRS, France

Coordenacdo do Projeto
José Eduardo Cassiolato
HelenaMariaMartins Lastres

Ingtituto de Economia da Universdade Federd do Rio de Jangro — IE/UFRJ

Rio de Janeiro, Dezembro de 2000




Nota Técnica 3

Structure and Development of a Knowledge Based Economy:
The Policy Implications.

Pascal Petit
CEPREMAP/CNRS 142 rue du Chevaleret, Paris 75013 tel : 33 (0)1.40.77.84.27 email : pascal.petit@cepremap.cnrs.fr

The notion of Knowledge Economy refers to a new growth regime of developed economies in a
post indudtrid era It should not be confused with the more redrictive view taken by the media of
the New Economy which refers to dl the dot.com ectivities that have risen in most economies
around the world in the lagt three or four years. When one spesks of a growth regime it means that
the very dynamics of supply and demand for dl economic activities are concerned by long term
structurd changes.

These changes go beyond the diffuson of internet and the e-business that it generates. It concerns
not only the diffuson of a whole sysem of informaion and communication technologies but aso
the rise in education of the populations and the growing internationdisation of the economies.

Taken in broad terms the change of context has some generd characteridtics a least in developed
economies which are worth being liged and ther policy consequences andysed.  Still this broad
context is aso differentiated among countries, meaning that dl countries are not in Smilar pogtions
to teke advantage of the changes Knowledge economies are likely to follow diverse trgectories and
not one bet way. Conversdy , dthough this knowledge economy is in the first place a growth
phase more relevat for deveoped post indudrid economies it concens as wel deveoping
countries a least by three channds : a diffuson of the new technologica system which has a globd
reech, an intenaiondisaion which connects each economy to some multinational networks and a
rise in education dso to unprecedented leves which changes the internd divison of labour and its
relaion with externd worlds.

But of course the magnitudes and directions of impects are bound to be different and going in
various directions, dl of which will have diverse policy implications

In order to andyse these various effects and their policy consequences we shdl proceed asfollows.

In a fird section we shdl deal the three long tem dructurd changes A second section  will
invedtigate both the linkages between these changes and the configurations that countries of
different development levels and past are facing.

A third section will be devoted to the microfoundations of the core growth modd of such
knowledge economy, eg. how in broad terms the supply and demand sdes evolve with the change
in the dynamics of productivity gains and of economic rents. We then look in section 4 a the main
inditutiond and organisationa changes occurring in the contemporary transformation of growth
regimes.

A fifth section will draw on the characteridtics of this growth modd and on the different Stuations
that countries are facing to assess some policy implications of our andyss.

Section 6 will drav some condusons on the magnitude and feedhbility of the comprehensve



dructurd policies required for the various economies;

l. Three main long term gructural changes.

A) A decisive environment

One could not Ingle out the increese of information and knowledge avaldble to economic agents as
a chaacterigics of knowledge based economies if a specific environment did not support the
diffuson, accumulation and eaboration of these intangibles.

By environment we mean some st of dructurd changes, openly rlated and country specific which
seem to develop over time being only moderatdly curbed up or down by the growth trends of
economies. The st we retain digtinguishes three structurd changes. In the firg place let us mention
the diffuson of a technologicd sysem centred aound the technologies of informaion and
communication (ICTs heresfter). Second is the deady investment in education pursued in most
countries dnce the post war peiod. And third is the growing internationd involvement of nations
brought not only by trade and foreign invesment but dso by the expanding cross border flows of
intangibles, whether information, knowledge or persond contacts and generd accords that threed
the present phase  of internationdisation of our economies.

We shdl dress heresfter the quditative nature of these changes showing how they affect @) the
naure of physca cepitd (PK heresfter) with the diffuson of ICTs b) the qudity of the human
capitd (HK heregfter) and ¢) the internationd implication of countries outlining to what extent
drategies of economic agents are globa or internationa in some respect.

B) Thediffusion of a new technological system.

The diffuson of a new technologicd system centred around the technologies of informeation and
communication is cetanly a centrd feature in the dtructurd change underlying the new growth
regime. A mgor characteridics, as largdy sressed by C. Freeman, is its pevasveness, i.e the
cgpecity it has to concan dl kinds of operations and parts of machinery, thanks in paticular to the
ongoing minigurisation of microprocessors but aso to the capacity to inte- connect and therefore
monitor a lot of different operations The Seady process of miniaurisation’, leading to price
reductions, hes st a rgpid pace of innovetion and  diffuson. This pressure is likdy to be mantained
for a lesst another ten years (see IPTS (2000)). Another important dimension is given by the
devdopment of the tdecommunications. It darted with a large increase in the diffuson and use of
the telephone, where innovations were badcdly reducing the costs and ended with a radicd
innovation such as internet. The globd reach that internet and the telecommunication equipment in
generd  provide congderably changed the economic geography, both for producers but dso for
consumers.

Therefore one of the crucid dimenson of dl this new fix capitd lies in its ability to connect various
parts and monitor or control there running at distance.

Knowing the different uses made of these equipment fadilities, dtogether by firms and consumers,
isacentra element to appreciate the red effect of this structura change.

! Doubling every 18 months the capacity to treat information according to the regularity observed by Moore, afounding
member of Intel corporation, in the early 80s. Nitan and Liskanen (1998) even suggest that this speed could accelerate
in the following decade. See also IPTS(2000) for such an assessment.



The factors that can influence the capability of producers and consumers to put to use these new
technologies will depend as usud on ther know how and on the price of the equipment. The
peculiarity of the present technologicd system lies with the strong externdities that gems from the
connectivity of the equipment. It generates sets of network externdities, the proximity of which has
to be taken into account when assessing the forces driving the diffuson of the new technologica
sysem in a country. This know how of agents and chiefly their knowledge on the capacities of these
ITCs equipment can dso be boosed by a rise in leves of educaion as wdl as by an enlarged
globd reach of the economic agents of one country.

C) Therisein educational levels.

The levd and qudity of education is another big component of the contemporary structurd
trandformation. Not only did most countries developed their system of education to meet the needs
of the period of susained growth (see ILO 1999 for the figures), but education has become an
important societd fact. More precisdy education  has become an important god of sdf redisation
for men and even more for women. This atachment shows in the fact that the rise in scholarisation
rates has not been affected by the depression of most labour markets over the last decades.

The impact of this dructurd change on growth and wdfare is ill srongly dependent upon the
synergy it has with the technologicd system seen aove It is not grictly linked with the share of
technical and professond training. The qudlities required to take advantage of the technologies are
more diverse. They imply some persond qudities as reactivity, openness, cgpacity to innovete as
wdl a to collaborate. These ae individud virtues to be used in various occasons where
individuds are confronted with unknown gtuaions risk and uncertainty as wel as when they ae
forced to update on the job ther traning as these technologies are evolving repidly as we
underlined. But properties of the sydem of education itsdf may adso count such as a good
interaction between universties and firms and more gpedificdly between public and  privae
research.

D) Thegrowing inter nationalisation

Findly the third structurd change characterisng the new growth regime has to do with the many
ways in which countries developed ther internationd rdaions. This goes beyond the liberdisation
and increese of trade and investment flows. Not only did the number of countries involved a
internationd  level increesed, but the range and complexity of trade and invesment flows
augmented as wel. The rise of intra trade flows illusraes this differentistion. Furthermore
international  exchanges of information and knowledge greatly helped to broaden the scope of
economic agents. It implies that an unprecedented number o transactions are teking place either a
internationd levels or in taking full condderation of the international context. Let us notice right
awvay tha the intenaiond devdopment of intermedigion sarvices (banking, trangport,
communications, digtribution) has been a precondition for such evolution.

This phase of larger internationdisation does not mean though that we have reeched a phase of
hyper globdisaion ( where the world would be one big maket and one unique sohere of
production, dissolving dl nationa borders). This period of grester internationdisation is gill much
dependent on naions on mog internationd  issues where nationd  governments have kept ther
legitimacy to intervene.

International bodies have not built up such legitimecy so far that would enable them to monitor the
growth trgectories of countries if only by influencing the diffuson of technology, the deveopment
of education or the internationd integration of countries. reaions,



But the date of internationdisgtion dso severdy condran the old power of governments in
economic policy meking. The new capabilities of agents to act & internationd levels, bypassing
sometimes nationd rules, exert a pressure on nationa regulaion. The wave of deregulation of a lot
of intermediation activities (such as  banking, trangport, communication and didribution) in the 80s
is just one sde of this big tranformation in internationd economic rdaions. More precisdy these
deregulations  tend to shift regulaions from one kind, ssgmenting mearkets, to another kind edicting
codes of conducts (in search of trangparency and accountability). This shift is a long term process
though, which is discussed and chdlenged by judica procedures and ends up building  complex
codesof behaviours,

Mogt of these pressures resdting the frontiers between naiond and internationd condituencies
gem from multinationa businesses or from internationd indtitutions.

In effect this phase of internaiondisation gave way to some reshaping and credtion of internationd
inditutions. The devedopment of regiond blocks played a paticula réle in tha respect in
dructuring the process. Internationdisation is though far from being a mere process of regiond
integration. The globdisation of financid markets if only would make the point. In that respect it is
important to notice that "globdised" markets are in no way pefect: information is not evenly
digtributed and rationdity is not smilarly bounded for dl agents.

Fndly the above three dructurd changes display configurations of materid and relaiond
networks, largdy interrdated. As the qudities of these configurations are bound to be determinant
regarding the development of new growth regimes we shdl heregfter investigate them.

1. A fabricof inter-related changes

The three broad sructurd changes outlined above are in fact occurring in a lot of different and
complex ways, according to countries This metters to assess ther outcome. Comprehensive
dructurd polices can  find in this diversty new means for interventions, providing that the
consequences of such policy interventions are better known. As a matter of fact there tends to be a
broad consensus to favour the diffuson of the above changes (namdy the diffuson of ICTs
educaion and interndtiondisation)  which cetanly account for their widespread and ongoing
nature. But it is dso true tha they don’t conditute universa recipes for economic growth and
wdfare. There is an hint that they may, when taken in broad terms, turn out to be consequences as
much a causes of economic devdopment. There is a quditdive issue there suggesing that
somehow the red naure of these changes may condition drongly their efficiency. The laging
productivity paradox which dresses that  the diffuson of ICTs does not show into a rise in
productivity gains dealy supports such questioning. So does the growing concern over the qudity
of education and its rate of obsolescence in the present context shown in suveys on literacy (see
OECD 1997). And obvioudy internationdisation of economies may have vaious results on
economic performance.

Exploring the characteridtics of these changes and their relative impacts is therefore relevant if one
wants to assess the potentid of the new environment. A key issue in that respect is to consder, not
30 much each change separadly, but ther linkages.

There is a wide recognition that these dructurd changes are inter-rdlated and that the diffuson of
any of the three enhances the diffuson of the others, one way or the other. But the precise nature of



these linkages and how they impact on the growth paterns of various economies is much less
obvious.

A) Thelink between education and | CTsdiffusion.

The mog obvious and universd link ties the diffuson of ICTs with the education of the labour
force. One could see them as changes both corrdated with an economic growth of various origins.
But it is a specific feature of the contemporary changes for technica change to be linked with an
higher demand for <killed labour. This skill bias thess is largdy debated (Berman, Bound and
Machin 1995, Wolff, 1995, Bresnghan, Brynjolfssonand Hitt (1999) as it depends on the definition
of ills and on the nature of the bias (whether it concerns labour demand or wages). It concerns dl
developed countries and sectors even if it is more marked in manufacturing activities (OECD  1996).
Such complementarity between physicad cepitd and human capitd is not that draghtforward. In the
previous “fordist” phase of economic growth there was a widespread fear on the contrary that
technological change would tend to subditute for skilled labour and thus findly deprive work of
interest. In the present phase there is a fear that technical change would increese the demand for
high sills and that unskilled workers could not get proper jobs The downgrading of unskilled
jobs would in this context be largdy the result of the competition of workers of low wages
countries.

Convearsdy it should be mentioned that the rise in demand for skilled workers can dtract foreign
workers. Some professonds are effectively experiencing a globdisstion of ther markets High
skilled workers from low wage countries are atracted in greater numbers by the labour markets of
more developed economies. The pressure of this bran dran movement has incressed, dthough
rather differently according to the country under view (IPTS1999). This move is not drictly tied
with the diffuson of ICTs, but the soread of codified knowledge facilitates such higher brain drain.
It outlines part of a broad link between education and internationdisation. The fact is tha in the
present time labour is a fix factor (and migrations are overdl severdy resricted) while financid
cgpitd has acquired a new mobility, with the deregulation of finandd places and the globdisation
of their activities. Only high skilled professonds seem to experience an extended mohility.

B) Thelinksbetween thediffusion of ICTs and internationalisation

We dressed that one of the man characterisics of the present technologicl sysem was its
pevasveness, here exemplified by its unprecedented capacity to  diffuse world wide without the
precondition of the building of large specific infragructures Of course telecommunications and
banking for ingtance have to meet certain dandards for any business to develop in a modern way.
But in comparisons with the szedble investments required a the time of dectricity or ralways
networking there seems to be rdaivedy few preconditions for the diffuson of the new system.
Devdopments in telecommunications, connecting equipment  internationdly  furthermore  helped  the
multinationd firms to strengthen and expand their dobd reech.

Also the production of ICTs technologies has been intenationdised and the world wide
competition among producers of micro processors explain for ingance why the trend towards more
miniauristion has been steedily maintained.

Of course according to the levels of deveopment of countries, the diffuson of ICTs directly linked
with  internetiondisation will be more or less pachy, eg. locdised in the places with srong
internationd linkeges. There is likdy to be a drong corrdation between the dengty of ICTs
diffuson and the level of development (see OECD(1999), ILO(1999)).



C) Education and internationalisation

We dready mentioned that the rise in education, egpecidly the rise in the number of highly
educated people (with a universty degree), hdped a cetan globdisation of the markets for
professonds. The soread of multinationd firms fird in manufacturing then in services contributed
to this dreulaion of highly educated people To these populations one should add the populaion of
academics and research workers who have benefited from international accords of co-operation and
of a certan extenson a a world wide level of the scientific debates and co-operation. Reich (1992)
rightly stressed the importance of thee “symbolic workers’ as active pat of the contemporary
phase of globdisation.

ICTs hdped in this evolution as internationd co-operaion is boosged when codified knowledge is
large enough ...and maekes dear that tacit knowledge (shared by means of travels and expatriations)
has to be deveoped dl dong. It did hdp to globdize the labour market of these highly educated
people.

Conversdly education itsdf is an activity which in the present phase of internationdisation hes
tended to devdop its internationd markets It tends to atract dudents from abroad with specific
marketing and programs but it may dso develop locd subsdiaies and joint ventures. Here agan
ICTs are hdping these activities to get that globd reach in faclitating marketing, foreign provison
of educationd service$ as wel as after sde on going flows of services The potentid of
internationa devdopment of these adtivities (in international English especidly), whether or not
within joint ventures with loca providers seems noticesbly important.

D) Configurations of structural changes.

The nature of the configuration of dructura changes experienced in eech country findly depends
on the properties of each branch of this triangle of change (this triangle is ecdled on graph 1). But
it is obvioudy an ongoing process of cumulative changes, fed and influenced in many ways by the
actions of economic agents and it is not an exogenous flows of broad transformations.

Ancther way to fesature this process is to acknowledge that part of these Structurd changes combine
aound Smilar issues what results from past actions with the opportunities given in today’s context.
Such perspective refers to the broad past dependency, (which one has in mind when spesking of
trends of long term sructurd changes) with the hazards that precise actions and inditutiondization
may imply & some point in time for the future (the path dependency argument a la Arthur, David
and ... North) that accounts for the diverdty of trgectories fdlowed by dructurd changes and
therefore by nations.

Policies are precisdly teking place a this crossoad, trying to adjust these long term tendencies to
their very contemporary context. In that sense dructurd policies are very generd in naure ..and
sandard macro-economic policies are only a brand of them a a time when dructures were giving
them gzesble room for manoewre (quas dose economies,  centrdly organised, with seady
oligopolies and conggently evolving labour markets). It is therefore a this junction that we shdl
look for the pergpectives opened to the Structurd policies of today.

2 E-education as afield of activity largely internationalised is rapidly developing as shown in the first World Education
Maket (WEM) held in Vancouver in May 2000. The market is estimated to reach some 40 billions $ by year 2005
(according to Credit Suisse First Boston quoted in Les Echos ,june 13" 2000).



Two dimensons are centrd to as=ss these dructurd policies : the sectord dimension which tels
how  activities are concened (with which intensty and in which direction) and the gpatid
dimension which tells which are the geographical and politicd levels of actions

GRAPH 1
A Triangle of InteOr related structural changes
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We shdl of course come back on these issues in the following sections. But it helps to catch the line
of argument of this pagper to dress from the dart that the perspectives for contemporary structurd
policies will ingst on the key role of of intermediation that most sarvices play and on the key new
badance between geographicd levels in favour of the locd and of the internationd levds to the
detriment of the centra levd of nation date (even if this new badance should not be exageraied in
most cases where central state governanceis il largely predominant).

A sectoral perspective.

One can diginguish two phases in the deveopment of services that accompanied the dructurd
changes under view.

In the firdg phase the devdopment of large intermediation services such as  banking,
telecommunication, trangport and digribution redly took place during the phese of intendve growth
of the 50s and 60s. Large network services expanded in terms of employment and vaue created,
providing some basic universa servicesto wide sas of customers.



In the second phase the above intermediation services took advantege of the new technologies and
became ddle to differentiste their services, while keeping roughly congant their employment leves
Meanwhile new services to firms providing hedp a dl dages of ther production processes,
expanded remarkably in the last two decades.

They develop on both ends, as subdtitutes to menid periferic tasks or as complements to hep the
firms to ded with complex issues such as acquiring techndogica know how or  expanding their
reech towards internationa markets..

A geographic per spective.

Conversdly the dructurd changes mentioned above have been accompanied by a reshaping of
economic  geogragphy. Diffuson of ICTs and intendiondistion ae obvioudy mgor fectors in
seting a new baance between locd, nationd and internationd levels.  But this does not imply thet
economic activities and transactions can take place anywhere. Many things gill rely on persond
interactions and tacit knowledge as emphasized by the exigence of agglomerdion effects which
boosted the development of new activities in some large urban aress. But a the same time some
locd territories managed to teke advantage of an  increesed supply of educated people (or of the
exigence of a “modernie” group) to organise locdly and support the development of new activities
or to hdp with the modernization of others These new opportunities a locd leves are dealy
different though from the locd sysems tha the “itdian” didricts condituted if only because
training and knowledge transfers are relying more on externa sources (see Courault, 2000).

The new economic geogrgphy thus combines agglomeration effects in some large urban areas with
some cases of successful locd developments. This devdopment points & two enhanced potentids
in the new context: :@) the potentid of agglomeration which effects have become more rapid,
diverse and far reaching and b) the potentid of locd communities which can learn to draw more
advantages from their local specificities.

Sill some agglomerations and some territories are doing better than others for reasons  that have to
be explaned, a least for dl the reasons which are not directly semming from higtory , be it past or
path dependency.

The following dtempt to assess the changes in microeconomics that economic agents ae
experiencing in the new context may help to darify these conditions of successes and failures.

[11.  An endogenous growth pattern based on New Forms of Competition.

New Forms of Competition

We suggest to condder the microeconomics of the present phase as one where economic agents
have a ther digposd by various means an unprecedented mess of informaion and knowledge
which they can treat sore and communicate.

This quantum legp in the access to knowledge and information means that the average limit on
rationdity and information of agents has been gSgnificantly lifted up. Stll we cannot condude that
this trandformation has led the emonomies closer to a fully rationd and pefectly informed Stuation
and that economies will amply gan from such improvement. The fact tha this development



concansin very different ways the economic agents would by itsdf prevent such conclusion.

How can a lager access to information and knowledge acts, everything dse equas to dimulate
market expanson ?. To concelve precisdly this dynamics for one market one should not see market
smply through the exisgence of a supply and demand functions deperding only on a price vaigble
but more comprenensvdy and effectivdy as functions depending on information and knowledge
detained by buyers and sdles It is dso a dynamic process by which buyers learn on both the
qudities of the product on offer and on the characteridics of their own need, while sdlers learn
gmilarly on the qudlities required of a competitive product and on the evolution of the needs of the
consumers. Price in such pergpective is one qudity of the product but it cannot concentrate dl the
information on the product. Second, no auctioneer can trangmit to al would-be customers dl
information, and even the transmisson of price done could not be logicdly assuumed by this
theoreticd  auctioneer (see Kirman (1998)).

Does it mean tha the non price dimenson of competitiveness has uniformly augmented on dl
product markets ? There is a generd trend increesing this non price dimension of comptitiveness’
but it is far from universd. Paradoxicdly for ingance the markets of new ICTs products, where
prices ae rapidly decreesng with the diffuson of the innovation and its continuous improvemert,
diglay an exacerbated price competition. Highly standardised (and sabilised) products are dso
submitted to fierce price competition (in paticular from low wage countries). But even in these
market:d4 and a fortiori in dl the other markets, niches for qudity differentisted products ae
exploited”.

In fact the change in context has chiefly increased the range of drategic behaviour of agents This
concerns not only strategic pricing but dso strategic product differentiation.

Accessing more information and knowledge buyers are more aware of product characterigics and
of their own needs and producers are themselves more aware of the market niches as well as of the
relaive levels of competition, as given by the vaious productive competencies This presses
towards a gregter differentiation of markets, which dearly shows in the large increase in the number
of products available. It thus presses towards competition on more precisely specified markets.

The changes lead therefore to new forms of compeition more than to more competition drictly
speeking They dso transform the structures of indudtries, of labour markets and of consumption.

New competition and growth.

The chalenge is of course to assess the effect on economic growth of these transformations. The
guestion is likely to be open depending on countries and policies

Still we can try to point at Some of the mgor determining issues.

A firg implication concerns of course the innovaion process More information and knowledge, in
the sense given dove is likdy to dimulae innovaion, and more incrementd innovation, thet
gems directly from more generd informaion and knowledge than radicd innovatiion which
requires more purposed and complex organisation. The new technologicd system may thus in a firg
phase lead more to product differentiation and incremental innovations than to radicd innovetions

But the widespread nature of such changes can lead in a second phase to more radica changes

® Flows of information and knowledge have effectively changed the structure of competitiveness (see loannidis and
Schreyer, 1997, Fagerberg, Guerrieri andV erspagen, 2000).
“1t may concern the intrinsic quality of the product but also the way it is provisionned or serviced.
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according to the cumulaive nature of the interactions between dl these changes.

Interactions among producers are numerous and may lead to mgor changes when networked for
indances but of particular atention in that respect may be the interactions between producers and
consumers. More information and knowledge on the consumers needs do lead the producers to
extend ther productions... and re-organize ther production line accordingly, while consumers are
themsdves learning on innovations potentids. This can be pat of a drictly Smithian perspective if
this dynamics of widepread product differentiation lead to productivity gains which in turns would
favour by meaens of wages and prices changes a new expandon of demend, thus feeding a
cumuletive causation dynamics of economic growth as stressed by Kador (1972).

But this virtuous circle may not teke place. A fird reason is that we are in open economies where
foregn producers may wel benefit from dmilar flows of information and knowledge and take
larger advantage of it. A second reason is that the re-organisation of production lines is looking
more for economies of scope than for economies of scae, an objective which in a more compitive
context leads to diverse reorganisation of production especidly between firms (externdisation, joint
ventures, accords, ..) which trandforms widdy the conditions for the sharing of productivity gains...
Moreover the changes in information and knowledge dso transform the consumer needs then the
vadue of products and therefore the measure of the productivity gains themsdves. A third resson
hampering the cumulative causation dynamics could thus gem from a mismatch between learning
processes on the consumer side and learning processes on the production side.

In fact because economic agents bendfit directly from more information and knowledge they can
adiug their actions (innovete, restructure their production line or more Imply adjust their behaviour
for consumers) without drictly needing the dimulation of market expandon as assumed in a
Smithian framework.® In that respect the dynamics has dso a clear Schumpeterian dimension with
an enlagement of the risks which entrepreneurs are ready to take in innovaing to consolidate or
expand ther markets. This risk frontier issue brings a new dement in the growth drcuit which
clearly depends on the inditutiond context. It is dl the more O when the intangible naure of
activities requires any innovaion to be cetified and “protected” to generate rents for the
innovaors.

Adapting the intdlectud property rights become a centrd issue in this schumpeterian dynamics.
Sill while the Smithian dynamics depended much on the trandfer of productivity gains into wage
increases, the Schumpeterian dynamicsis more profit led.

Findly whether or not the Smithian and Schumpeterian dynamics re -enforce each other is likdy to
be a crucid issue for the new growth regime. We dready mentioned that the Smithian dynamics in
an open economy with differentiated productions (implying an increesed importance of non price
competition and lessening the role of exchange rates to counter the price competition from partner
countries) may not leed to a cumulative growth process. Conversdly the neo Schumpeterian
dynamics implies process innovations as much a product innovations, with both opening
posshiliies of dedruction dther of old outdated products and more often gill of outdated
production processes.

Sill both dynamics can combine in a cumulaive way if, a nationd levd, both learning processes
on the producer sde and on the consumer dde are reenforcing each other or develop pecific
synergies. Grgph 2 recdls the line of questions presented above in combining a amithian and a
schumpeterian dynamics.

® Another way to stress the development of the strategic capability of economic agentsis to speak of a more reflexive
economy (as developed in Beck(1992) or Giddens (1990) works, see Lash and Urry, 1994).
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V. Ingitutional and organisational changes.

I nstitutional changes

In the interplay between dructurd changes and changes in the drategies of agents that we just
dextribed  inditutiond and organisationd changes are playing a mgor role. In effect they
correspond to some changes in rules, codes and norms of conducts that are essentid parts of the
new growth regime. We dready mentioned the key role of intdlectud property rights in the
Schumpeterian dynamics. In essence dl changes in the inditutions which shape the forms of
competition are offering new opportunities for rent cregtion and are dosing old ones. Inditutional
changes are thus crucid to understand the nature of new growth regimes. In that respect the present
emerging growth regime in most developed economies has been accompanied, if not fostered, by a
st of inditutional changes, of trandormations of regulations and ideologies in the 80s. The man
thrus of these changes was to st "freg" the dynamics of market mechanisms and dleviate the
pressure of past commitments. Deregulation has been the main motto of this universd trend. It
occured more or less dmultaneoudy in mod indudridised countries, with the populigt
governments of Thatcher and Reagan forging ahead. Countries have been adjusting more or less
dowly, to these trends, pressed by internd politica forces as well as by externd forces, egpedidly
a the levedl of the regions. These processes affected much the reorganisation of the large network
savice sectors of intermediation (from banking to transport), even if these processes are lengthy
and dill far to be completed.(even in the US, e Catinat, 1999). The concomitant liberdization of
trade has been more rgoid and universd, impulsed by regiond and globd messures The
liberdization of invetment folloved more redrictivdy and controversdly (see the oppostion to
the OECD MAI Multilaterd Investment Agreement proposd in 1998 and the oppogtion to the
WTO Seditle meeting in 1999)

Besdes these mgor inditutiond changes affecting directly the forms of competition, changes in
the wage labour nexus (the inditutions organising the wage labour datus) pressing for a greeter
flexibilisstion of labour markets appear more scatered. The changes towards more liberdization
affected very unevenly countries, dready very different from the dart in that respect. By the end of
the 90s the catching up in tems of labour market deregulation thus remained rather limited (see
graphsin OECD, 1999).

A morediversfied and “ certified “ divison of labour among firms

A whole chan of organisstiond changes follows from the above assumptions on the more drategic
atitude of alot of economic agentsin the new indtitutiona environment.

We gl manly inds on some main traits of change in the organisation of production and will hint
a some of the trandformations that can affect in Imilar directions the labour market and the
behaviours of consumers.

For the firms a clearer view of the norms of competition leads them to concentrate more on ther
core competencies. Knowing what they can do best and what the others can do change in the firgt
place the borders of the firm. In a Coadan perspective the change in information and knowledge
amounts to a decrease in the codts of transactions and a change in therr Structure which determined
the borders of the firm. As a consequence producers will tend to extend their reaions with other

firms They will make more use of subcontrecting, of externd business sarvices and will as wdl
develop accordingly aliances and accords to access technologies, markets or develop innovations.
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This redefinition of the divison of labour among firms goes dtogether with another trend towards
catification and normdisaion of the extended range of products. Differentistion of products would
have otherwise been limited by the capacity of agents to reckon these varieties with their own as
well as to be sure that the properties announced were effective (a problem of asymetric information
between buyers and sdlers often met with services). This trend which led to the devdopment of
specific busness senices and procedures of expertise, normdisation and certification. This search
for reiable information and assessment is not redricted to the forma procedures we jus
mentioned. It dso incdudes more informd reations of interpersond trus or widespread reputation,
traditiond assets which vaue may have increesed in the process. A famous brand name has even
become a marketable asset used as a labd of qudity for unrdated products. All these forma or
informa procedures of catification can thus dlow an extenson of markets and limit the risks taken
by the buyers.

Development of networks

Sill the aove trandformation in the divison of labour and in the practices of certification and
normdisgtion cannot be univesd and cannot act in dmilar ways for dl kinds of transactions.
Means of normdisation and cetification as wedl as externdistion of tasks are likdy to depend on
the concern of agents according to ther market power, technologica capecity, fidds of activities or
locdisaion This expected dratification of interests leads to the devdopment of specific solutions
to gpprehend the externd world within which firms are bound to extend ther rdaions It is on this
bess that one can ground the development of the eguivdent of clubs or networks regarding most
transactions. Such trend is dl the more gpparent that ICTs hdp to materidise these networks. The
recent development of internet in the business world has heped to popularise this idea of a network
economy  which is effectivdy the form under which agents get informaion and drculae
information. But, as important as this notion of network, is the idea of thar multitude and diversty
with various capacities and interests to access these networks. The large diffuson of internet could
in tha respect convey a mideading impresson of universd savices. The redricted dubs of
dliances on technology as wdl as the reduced cirdle of cetified suppliers in large manufacturing
indudtries or the set of dients of a consultancy firm are as important festures of this network

economy than largely open e-commerce organisation.

This process is evolutive meaning tha the solutions found, the new organisations st up will
themsdves learn in the process and devedop cgpabilities which would atract new users, reenforce
their interess or lead them to better solutions (giving access to networks requiring some specific
previous experience or training).

The use of business sarvices may be tdling of such processes. Beyond the peripherd tasks that are
likdy to be externdised for good by the firms especidly if busness sarvices devdop dear
competencies, new tasks requiring new expertise, as it is the case with the use and devdopment of
the new technologies but aso with internationalisation processes, complex service businesses will
be cdled upon but often to cooperate or on a temporary bess to fadlitate some transfer of know
how.

Clealy the driving prindple of new forms of competition induced by the avalability of more
information and knowledge presses towards a new divison of labour between firms with new
learning processes and by means of acomplex fabric of “network” relationships.

But as we sad this fabric is highly segmented in particular according to secors and szes of firms.

In this context of enhanced drategic capabilities of agents the difference between large and smadl
firms remains a priori important. Even if more SMES can go internationd, they have less access to
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international  joint ventures, less ibilities to overcome some bariers to entries, less opportunities
to impose ther own dandards®. But beyond this generd handicgp one can dso find on the
deveoping frontier of the new technologies some highly innovative smdl firms which can vey
wdl teke advantege of rents of innovation and drategic pricing to undercut the competition and
threeten the dominant firms of the sector. The expandon of internet businesses gives a good
illustration of this point. It leads to condder differently a sub st of hitec SMES, highly reactive to
market conditions and to technica change, which could represent a species paticulaly fit for the
new environment’. This explain the success of start up companies ... but dso points a a key issue
in this metter: the role of are structured financia sector

On the new role of the financial sector.

The trandformation of the financia sector has taken full advantage of the new context. Inditutiond
changes have largely launched a process of deregulation of an indusry highly ssgmented in Al
countries after the crigs of the 30s and the second world war, regulations that the deveopment of
ICTs and of internationdisation rendered more and more obsolete The sector has rgpidly become
one of the heaviest user of ICTs and one of the mogt globdised in its own way, eg. by means of
affilistes and joint ventures and in accessing large internationdlised financid places The dructure
of the indudtry itsdf has given full example of the implications of the new principle in sting up
internationd  networks and engaging in vast opedions of mergers and acquigtions. Chiefly the
financid industry has been at the core of the search for expertise and certification. It is a centra
pat of this activity of intermediation to gppreciate the competencies of firms, the soundness of their
asets and the rdevance of their drategies. The present context has helped this industry to develop
this scoring cgpability to such an extent that it has become an important factor a the origin
(atogether with deregulation and internationdisation) of the new predominance of financid capitd
ove indudrid cepitd. Busness savices and ICTs have largey contributed to extend this cgpacity
of assessment which findly grongly influenced the prevalling mode of governance of the firms.
This “finendd” governance of firms ended by giving full priority to the interest of shareholders
over the interest of the other dtake holders of the firms, and chiefly over the workers interests. It
led firms to follow more short term criteria as well as to develop accords and ventures with other
firms. This cgpacity indirectly fuds the speculdion on sock markets A few investors of large
funds are thus sdting the trends of the various stocks on the bass of ther own vaduation criteria
The high norms of profit st by the financid sector (which may wdl be a two digit figure when
inflation is less than 3%) leads the indudtrid sector to search for short term profits or to teke shelter
from this pressure by buying back stocks for ingance (a common practice in the US for ingtance) or
in engaging in mergers and acquistions”. It follows that the huge appreciation of stock markets
(which is pushed dso by the growth of penson funds) does not correspond b a Smilar increase in
productive investment. The discrepancy between the vadue of physcd assets (meassured a their
replacement cost) and the vaue of shares (as expressed in the Tobin g indicator) underlines the sze
of the finandid speculative bubble®. If it does not increase the totd amount of investment, it does
contribute to redlocate finance between firms and sectors according to the expectations of the

® All of which does not prevent SMEs to follow rapidly in using such new means of communications as internet : in
1999 72% of SMEs in Europe were connected (53% in 1998), and around 3% of them had a web site (according to
UFB-locabail, Les Echos, january 26, 2000.

" Another way to look at this phenomenon is to notice that new fast growing firms (over 20% growth per year), the
“gazelles’, were responsible for 70 % of the net new jobsadded to the US economy between 1993 and 1996.

8 According to Thomson Financial Securities Data the world market of mergers and acquisitions reached its highest in
1999 with 2324 hillions of dollars, of which 764 billions for European operations. It represents a sizeable revenus for
the banks of which Wall Street establisments Morgan Sachs, Morgan Stanley, Merill Lynch and JP Morgan are the
main beneficiaries.

® Observers like Smithers and Wright (2000) note that Wall Street may well have to fall by some 60% to recover amore
realistic balance between physical assets and stocks values
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financdd world. Agan it is an important mechanism which here favours the high tec companies (see
the dat up phenomenon) and in paticular the dot.com firms a the turn of the century. This
redlocation does follow a bumpy road and certainly fuels speculative runs but we observed over
the past decade tha the financid sysem has become more resdant to shocks. It is somehow
adjuding to higher levels of risks. One has to take into account this greater cgpacity to absorb

shocks when assessing the posshble impacts of speculative bubbles (which have on ancother side
reached unprecedented levek).

Graph 3 recdls the various links between inditutional changes and organisationd changes that  we
Stressed above.
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Changes on labour markets

The new context has modified the functioning of labour markets aong ways directly influenced
by the changes in the forms of competition surveyed above. In accordance with the changes in
the boundaries of the firm extend labour markets seemed to have gained a greater influence
over labour markets internd to the firms This shows a least in two respect. On one sde
workers have been asked to be more responsve to market changes, to show competencies which
could hep to reect to chdlenges from product markets. On the other Sde workers have been
asked to be able to cooperate with the externd world whether  within accords and joint ventures,
or in relations with suppliers or externd providers of complex sarvices'®.

The demand for such higher and specific competencies may dso sem from a relative uncertainty
of firms regading the on going trandormetion of production processes, as in a kind of
precaution principle.

It does not follow that formd initid education gives everything eguds a full priority in jobs
Given more information and knowledge the labour maket is dso more choicy, bdancing the
criteria of formd education with other dements of the CV (experiences, contects — other
knowledge) with some assessments on persondity. In some countries it will leaed to increase the
length of the trangtion period to access a sandard job, in other countries it will incresse the turn
over in entry jobs. This only would increese the number of precarious jobs. The labour market
has thus become more risky, not only becase of the strengthening of its sdection processes but
adso because a tighter competition on product markets and a more finance oriented governance
have increesed the risks of beng sent back on the externd job market in a more or less fragile
position, depending on the competendies of workers™.

It is in this context that one should see the debate over the skill bias nature of technica change. It
effectivey refers to a mix of issues and may occurred in different ways according to the different
ways in which labour market work in various countries and sectors.

This evolution goes dtogether with a trandformation in the weage didribution. With a more
competitive job market the wage didribution has become more digoersed with a rdative decrease
of the wage of jobs a the lower bottom and a shap rise in the remuneration of high ranking jobs
which have effectively to make risky decisons. These monetary incentives can take the forms of
bonuses or stock options.

The frontiers between employment and unemployment, between in and out of the labour force
ae ds likdy to change in the new context. The man factors pushing for a change are dther
linked with the role of educaion (depending on how far training dl dong the life cyde can be
developed) and sdectivity of the labour market (with a tendency formdly marked in certain
countries to develop unfit for work categories).

All this restructuring of participation rates much depends on the kind of wefare sysems of each
country. The change in demography, with most devdoped economies having become ageing
cidies, is dso gmultaneoudy putting pressure on the wdfae sysems and chieflly on both
hedth care and penson schemes when educationd needs have not decreased but are on the
contrary more demarding in tems of qudity. All these changes impinge of course on the

10 A shift in work organisation underlined also by Zarifian (1995) and Laurent, Raimond, Valenduc and Vendramin
(11998, chapter 4).

™ This may explain why in the last decade in all countries and all categories of workers afeeling of precariousness
has increased (see OECD, 1997)
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petterns of consumption.

Changesin consumer behaviours

The differentiation of products were meant to fill more closdy the needs of consumers. But a
the same time more information and knowledge concur both to develop and daborate this needs
as wdl as to interact with the Strategies of producers trying to condition these needs. In fact the
user-producer relationships have been more or less directly intendfied in the recent period. The
devdopment of the trade sector helped in that respect but dso dl the marketing services and Al
the media deding with consumer goods and sarvices While information and knowledge were
embedded in the various cusoms and habits of wel defined socid classes, the contemporary
process which enlarges and transforms the information and knowledge required on each (new)
product markets leads to new paterns of consumption, corresponding to new “tribes’ of
consumers. A mgor issue is then to know whether these tribes correspond to steady groups with
wel defined patterns of consumption or whether groups and/or petterns are volatile and il
changing. Maketing professonds tend to think that the whole patern has become less
predictable.

In effect consumers ae facing new trade off when in possesson of more information and
knowledge. It is dl the more important that with increased urbanisation and its corollary
congestion, time budgets are more condrained .epecidly for the use of sarvices, dl of whch
require specific (new) skills from the consumers. The transformation of large network services
thanksto ICTs re-enforces thisdifficulty

Producers in those sarvices tend not only to differentiste services but aso to practice some
srategic pricng (such as yiedd management of fixed cods services). Some consumers ae more
smart than others in teking advantage of these practices. Such cgpabilities may become crucid
when usng large networked socid systems of hedth or education. The wdfare of people cannot
thus be gppreciated too directly through ther income, one has to account dso for their respective
capabilities to draw qudlitative advantages of the new context' This may be a new source of
inequdities & atime when wage inequdities are also bound to increase.

These dividing trends may be trandtory leaving to some learning processes the task to catch up.
But the present dynamics is more complex. Beyond the fact that norms of consumption do not
seem to have dabilised, the mechanism of caiching up hes now to encompass an income gep ad
a “knowledge’ gap. While one could expect everyone to access some dandard norms of
consumption when incomes grew, this dynamics of convergence (even if lags tended to
perpetuate themsdlves, they shared more or less the same road ) is more difficult to develop if
information and knowledge leves are in quedion. Presently consumer have not only to be
ranked by means of income levels but dso by types of knowledge and information as well as by
cultureand persond tastes (resulting from diversified individud trgectories).

The chdlenge for redidributive policies has noticegbly incressed, when daidics show that dl

dong the rise of the new context the number of people under the poverty line has been seedily
increasing in most developed countries.

Such dudigm is obvioudy an high risk in the new growth regime but it is by no way a necessity,
if appropriate policy actions are taken.

2Moreover have also different capabilities to take advantage of the new context to manage their assets and wealth.
As stressed with firms, large individual fortunes can easily do well (they can afford intermediaries to help them),
but medium and small asset holders part between those who are doing well and those who are not.
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V. Structural Pdlicies.
Palicy isues have been mentioned a severa stages of the previous development.

Let us recdl in the first place that the new context where agents are enabled to develop more
drategic behaviours precisely concur to limit the efficency of past means of policy making. In
that perspective Luces's argument againgt standard macro-economic keynesan policies has some
relevance. The game has become more complex ; ill it would be contrary to our whole line of
agument to assume pefect information and entire rationdity. Therefore dandard policies should
not be discarded but ther effects should be quesioned more thoroughly and their assessment
cannot be smply drawn from the experiences of the previous phase of economic growth.

We dready assarted on this bass tha policies should be more dructurd and comprehensive to
support economic growth and welfare.

A mgor issue for these policies is to  bdance ther actions between two objectives. One is to
sudan the initistive and development of economic agents forging ahead in their own country.
The other is to hdp those lagging behind to maintain soca coheson and to trander some
impetus to the economy as awhole.

How countries see these two objectives may largdy depend on their levd of development, on
ther internationd compdiitiveness and on the importance given to socid coheson  in ther
development.  Politics in each country congder differently both issues. Some will atach great
importance to indudrid polides of modernisation lagdy bassed on devdoping pionears and
champions. The infant indudry agument in indugrid policy goes in tha direction. Others
drongly emphesse the need to extend the diffuson of modernisation, dressng thet agents
lagging behind hamper the devdopment of the entire economy. Such policies press towards
differentiated actions, whether it is on the diffuson of ICTs in SMEs for ingance or the
development of education in disherited aress.

Beyond the baance between these two perspectives around which most dructurd policies are
articulated, questions on the design and levels of interventions of structurd policies are centrd.

We can from our gpproach diginguish different levels of approach which are more or less  essy
to s up and more or les efficdent in booding economic growth once implemented. This
presentation will help to sdect core policies, rgecting a least those which are not easy to define
and to implement and poorly efficient.

A firg leved of intervention is directly concerned with what we cdled the triangle of Sructurd
changes. Policies a these levels are easy to design and implement, even if it can be very costly
but their efficiency is questionable.

A soond leved  of intervention bears more directly on the very incentives governing the
behaviours of agents but in these cases they are hard to design and to implement.

In both case a risk of the policy is &in to a dead weight loss effect. Badcdly interventions help
to change the behaviours of some agents but they dso lead agents to have opportunist behaviours
and to get an unnecessary support from the policy.
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We ae going heresfter to precise these various trade offs in the new context where economic
agents are more aware of the pros and the cons of various measures.

Direct actionson thetriangle of structural changes.

It is a common assumption that direct interventions to increese any of the three Structurd
changes will contribute to promote economic growth and wdfare.

Such recipes where measures are teken independently and without differentiating — specific
objectives are bound to be expansve and sometimes counterproductive.

Subsdisng diffuson of ICTs may seem draghtforward. Though one of the lesson of the recent
pagt is tha diffuson of ICTs may take various pahs but shifts and catching up are rgpid. Cost
vaiables do not play a grest role, more important are the various learning process helping this
diffuson. In the fira place this issue concern manly the SMEs and the consumers. This
diffuson 4ill is important in the process of networking that will hep to generate externdities.
Some practices may have sometimes deayed the diffuson like Minitd in France, or the supply
sde may have been dow to develop as in Jgpan or in China but we discovered in recent years
how rapidly these countries can catch up on internet. Some countries may on the contrary have
devdoped an ealy diffuson of these technologies for the opportunities of connection they
offered like the Scandinavian countries. The early diffuson of mobile phone may dso condition
the type of access to internet and the development of competenciesin mobile internet.

Sill it is difficult to link a country levd the average diffuson of ICTs with macro economic
performances.

Smilar conclusons could be drawvn from unilaerd adions to accelerate the supply of educated
people. The qudity of education may be more tdling than the rough stock of schooling years
Practices of on the job training or of life long forma education schemes may adso be important
in that respect. This qudity issue tends to emerge once the actud literacy of people with a
catan levd of formd educaion has been teted (see OECD, 1997). One has indeed to take
account of the qudity of initid traning as well as of its obsolescence to vadue a  work force by
formd leves of education. Characteridics are dl the more important that labour markets have
become more sdective (a trend which is dearly supported by the new context) which explains
the fact that the number of specific labour shortages may in some European countries have
increesed & a time when globd unemployment remains higoricaly high. This higher sdectivity
of the labour market is not redricted to education and training criteria done but it may aso teke
into account pesond  experiences demondrating specific responsveness to chdlenges or
persond computer skills for ingance. This finer scoring on labour markets is dso teking more
and more advantage of diverse intermediations from public and private services.

It findly shows that direct policies to increese education in broad terms may be codly and not
very effectiveif it does not meet certain qudity conditions recaled above.

Smilaly internaiondision is not a univesa recipe to support economic growth. Even if
opening an economy to externd competition may hdp effectivdy to drengthen the efficiency
of some activities , it has become cdear that comparatiive advantage can be built up (see
Krugman, 1987) when a country is shdtered from externd competition. Therefore in a dynamic
perspective, increesing internationdisation can be discussed. It may effectivey pay off to protect
for a while markets from externd competition or invetment in order to develop some intangible
assets and know how... or to regp the bendfits of some network externdities a nationd leves.
Sill the advantages of taking pat in internationd networks offering globd reach and specific
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savices to trander technology or access should not be neglected ether  but specific conditions
have clearly to be taken into account.

It is not so surprisng that direct actions in any of the three broad fidds of Structurd change thet
we retained have rather loose effects if they are not desgned specificdly. In a way the generd
change in context has risen the conditions for efficiency. One is thus forced to teke advantage of
the interrdations exising between these dructurd changes to gan some leverage effects and
thus help to reduce the cogts of direct interventions These objections are dl the more vaid with
developing countries  where the high codts of direct interventions may be hampering grely the
projects.

Once these interdependencies are reckoned, policy actions remain  difficult to design centrdly
as they are diverse and specific. It is therefore reasondble to orient policies towards the
development of intermediaries , such as intermediary or business sarvices that would teke care of
this specificity. The devdopment of loca governance, whether by meens of public agencies or
active communities is another way to reach the same target of developing a fabric of inditutions
and organisations that will hdp to trandorm gened polides into gpecificdly adjusted
interventions. .

Developing logistics of servicesand local governance

Developing intermediary services, which were often publidy provided , has long been a mgor
way to “modernisg’ countries. Trangport and communication logidics  have dways been
thought of as essentid infresructures for economic growth Nation dtates monitored their
devdopment and have often been directly involved in ther provison. The trend in the
contemporary period is more supervise ther devdopments by means of  prudentid regulations
and not by means of public provison or regilated segmentations of markets This monitoring is
exactly supposed to facilitate the modernisation and differentiation of these sarvices which  ICTs
, internaiondisation and deregulations have made possble A dmilar view goplies to financid
Fvices to an even greater extent (while it gpplies only partidly to didribution which was less
directly monitored by public authorities). Somehow the new fidd of intervention in the
contemporary period has to do with the logidics of business sarvices. Badcaly these are market
activities which concern both peripherd tasks of the firms and  highly drategic activities , in
research, advisng, marketing, accounting, etc .. dl tasks largey conditioned by the legd and
inditutiond context in which they teke place. This context is essentid in the definition of the
rents of innovaion and therefore on the incentives to innovate, to teke risks and differentiate
production. It includes the definition for ingance of intdlectud property rights , as wel as the
conditions of risk shaing among producers or the protection of consumers. It reguires
catification and expertise procedures to be st up. Setting up and enforcing these regulatory
networks will be codly but will conditute effective support for comprehensve dructurd
policies

This enlargement of the logidtics of intermediation should not be seen as redricted to business
and large network of intermediary services but should aso concern socid and persond services.
Education and hedth savices are obvioudy concerned for their role in the devdopment of a
skilled and hedthy labour force. Policies in these two fidds are highly specific in the sense that
the qudity of the devdopment depends on the comprehensveness of the interaction between
supply and demand. In other words , as in many complex busness savices, the qudity of the
provison of services, its adequacy with needs , is lagey determined by the dynamics of the
interfaces. A rich inteface will hep to differentiate and dassfy the needs and to provide the
relevant sarvices. In less generd terms such a process requires a complex architecture of (socid)
networks and gateways tha rdevant palicies should help to deveop .
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Conditions which are rather obvious regardng such large and crucid socid services as educaion
and hedth , aso goply to services less fundamental such as leisure services but findly important
by the experiences and the training they provide.

All sarvices in the new context contribute to dgpe the broad learning processes @ work on the
production dde and on the demand dde We dressed that technology, educaion and
internationdisation  dl  hdp to organise lagdy  differentited  and  interconnected
intermediations. How to proceed to develop such potentia, beyond some generd recipes , is not
dways draghtforward which explains the time length of some trandtions It dso leads to
diagnose organisationd mismatches  (a frequent reference when accounting for the long
productivity paracbx experienced in most countries during the lagt two decades). An inditutiona
Oeficit is dso often blaned when taking a broad view on economic dsagnation in the new
context. In effect the “golden years of capitdism” of the 50s and 60s had been preceded by
large inditutiond changes which backed the development of wdfare in the fordis period. The
guegion rased by the contemporary evolutions of deveoped and developing economies is
whether a new phase of rapid growth can develop on a large basis without some inditutiona
changes as large as those experienced in the post war period.

We dhdl come back on this issue of inditutiona change but beforehand one would like to recdl
that the new context has led to some reviva of initiative a local levd which should be regarded
asanon negligible organisationd and indtitutiona change.

The limits st on dandad macroeconomic  policies cetanly hedped to increese  the
decentrdisgtion of public governance and to develop a locd leves indudtid and labour market
policies But beyond this trend of decentrdisation, the new context increased naturdly the reach
of locd communities and their abilities to devdop new drategies , teking advantage of both a
clearer perception of locd common interests and synergies and a broader view of the
opportunities offered by the externd world , be it nationd , regiond or globd. The fact that the
st of dructura changes occurred in Smilar ways at locd levels has been a driving force in this
revivd. It meant that locdly three types of conditions were met: a better educated labour force
was avaldble new technologies had diffused (and in particular new tdecommunications means)
and trangportation means and externa contacts ensured  a globd reach. In this trilogy a greet
atention has often been given to the rdaions with an educated labour force under the specific
forms of close ties with universties and subsdised developments of science parks ..most of the
time with good internationd linkages (whether following FDIT  or by means of academic
internationa cooperdtion).

To these preconditions one should add the abilities of locd adminidrations and /or of locd dites
to be the entrepreneurs of these locd ventures. If this locad dynamism is a rather common festure
it is dso obvious thet there are successes and falures dong time in these endeavours.  In other
words the key of economic success of countries does not follow directly from the dendty of
local developments. It seems to resullt from a combination of factors™.

Forging ahead and lagging behind of countries

One of the difficulty is to assess which are the key fectors that would help locd  successful
developments in one country to be the driving force of economic growth &t levels.

2 Oneindirect way to stress this conclusion follows from the fact that new economy indexes, combining some of
the structural changes we retained for the american states are not correlated with their rate of growth or of
employment. (seethe web site:).
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As a maiter of fact 0 fa (eg. up to the end of the 90s) rgpid economic growth and full
employment had only redly resumed in a handsst of countries, even if the pergectives were
good for a large set of others. Countries forging ahead were manly smdl countries in specific
Stuations like Irdand (with its internationd pogtion between US and Europe, Euroland and
the UK, .) , Norway (with its naturd resources) or Finland (with its telecommunication success
story). The take off of the US economy ( a rather late phenomenon in the 909) tells another story.
Its seams to have regored an hegemonic podtion in key modern technologies and be in pogtion
to capture rents of innovation on intelectud properties which may be chdlenged by new
competitors and new rules in the future. A threst which is dl the more sious tha this
hegemonic position hasdso backed the dollar and alowed for a series on huge trade deficits.

In such gtuation the recipes for success are unclear. There has been some cases of traditiona
caching up in Portugd of Korea for ingance in the 90s For the rest of countries one would be
more tempted to assess specific reasons for relative failures.

The financid crigs of 1997 draw dtention on the weeknesses of the financid systems in east
Asa and in the fird place in Jgpan which drongly contrasted with the good pogtion of this
country, regarding the average level of education of the work force and the diffuson of ICTs.

For European cauntries as a whole ther week podtion regarding their capacity to capture rents
of innovation from therr innoveive capacity is often noticed. This ggp can be filled but may
globdly explan some lagging behind of Europeen countries , such as France and Garmany. The
recent years seem aso to demondrate that closing the gap may not be that difficult once you
have good access to finance (both venture capitd and internationd money makets) and
technology.

In last resort it may wel be the case that the rdaive difficulties of countries to take full
advantage of the new context and to resume high economic growth  gem from the new
difficulty of these countries to cope with the dudism tha the trandformation can develop. A
common fedure has been the rise in inequdities (see Gottschdk and Smeeding, 1997) in
developed economies following unemployment  (which is not equdly digributed among the
vaious income categories) and a new disperson of wage eanings and other bendfits. This
ridng inequality has been reenforced by inequdity in knowledge and education . The
chdlenges of societies expeiencing a lage dructurd trandformetion is to find ways to
redistribute the advantages crested by innovating agents without hampering their dynamism

We may experience Studions where the redidributive mechanisms ae not srong enough to
close the ggp and thus diffuse a growth dynamics to the whole economy. It is certainly a threat
for the US where inequdities are important and have for long been growing. It is everywhere a
threet as inequdities are not only in teams of monetary wedth but dso involved a knowledge
dimenson (a human capitd asst) much more difficult to redistribute’®. Even to dose the gap
in the didribution of wedth has been made more complex by the internationd volaility of the
financid assets which oblige the new economies to reconstruct their fisca bases.

It may thus wel be the case that perdging dudisms are locking the devdopments of countries
on dow gronth pahs in the long run. And dl the more so that the potentid of the new growth
regimes would be fully exploited only through a large participation of agents in the faboric of
networks that supports the dynamics of modern growth.

This would festure socid cohesion as the man chdlenge to achieve buoyant economic growth.
The question is then whether sets of incrementd reforms will  progressvely leed countries out

of thexe doldums or whether large inditutiond changes have to be implemented in most

4 Some authors speak of digital divide for thisnew base of inequalities (see Cohen Zysman, 2000)
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countries to ensure that widening accesses  will boost the globd bendfits and resume drong
growth paces. If a nationd levels it may be the case that rdatively margind measures hep in
some cases to resch the objectives™, the question at intemationd level is less dubious and a
magor inditutiond change is required for a new internationd order to bdance fairly between
rents of innovation and free access to generic technologies.

> The US gave such example in the mid 90s, with a negative income tax , little publicised which finally countered
at least the main share of theincreasein working poor.
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