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Abstract 

 

Enhancing competitiveness is at the top of the EU Commission policy agenda. Its view is that  

competitiveness is at the heart of economic growth and in the current crisis much of the policy 

advice from Brussels has focused on ways to restore the competitiveness of weaker countries. 

Following the insights of official reports (European Competitiveness Report by DG Enterprise, 

2013) as well as of recent literature in this field (Landesmann et al. 2013; Ginzburg et al., 2013), 

this paper challenges the mainstream notions of wage-driven price competitiveness as a determinant 

of export success od EU countries. The role of technology, product quality, immaterial capabilities 

and characteristics of goods and sectors are crucial factors explaining the dynamics of productivity 

and competitiveness in Europe. This paper will rely on the empirical studies which have used more 

comprehensive tools and indexes - accounting for the role of technology and the international 

fragmentation of production - to measure countries’ productivity and competitiveness  (e.g. Tiffin 

2014). Finally, the EU Commission policy agenda is reviewed and the competitiveness implications 

of alternative industrial policy proposals (EuroMemo Group 2013; Pianta, 2014) are discussed. 
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1. Introduction 

 

Introducing the last European Commission Competitiveness Report,  the Director General of 

DG Enterprise and Industry stated: “This year’s European Competitiveness Report coincides with 

the first preliminary signs that Europe is finally joining the rest of the world on the path to steady 

recovery, leaving the worst years of the crisis behind..”. Despite these hopeful beliefs, the everyday 

chronicles as well as the sequence of figures daily reported by Eurostat (In the EU-27 GDP growth 

was flat in the second quarter of 2014 compared with the first one and that translates into 0.2% 

growth in annualized terms) depict a situation of never ending depression with also the “core” 

countries (the group of countries following the slow recovery of German exports) beginning to 

suffer manifestly
1
 due to the chronic stagnation of the “periphery”.  

The crisis started in the 2008 has unveiled the traits of the dangerous polarization
2
 taking place in 

Europe: a strong “core” composed by a group of Central (Germany, Austria and, to some extent, the 

Netherlands), Northern (Sweden and Finland) and Eastern countries (Czech Republic, Poland and 

Slovakia) with a modest growth trend but with political and financial power; a weak “periphery”, 

populated by most of the Central and Mediterranean countries (France, Italy, Spain, Portugal and 

Greece) as well as by those Eastern countries which didn’t manage to integrate themselves in the 

industrial system of the “core”(Romania and Bulgaria among the others), trapped in a never ending 

recession and loosing fundamental parts of their industrial base (Pianta, 2014). More than being a 

worrisome picture in itself, this economic balkanization of Europe is turning in a serious threat for 

the future of the whole Union which is constantly losing position with respect to its main 

international competitors
3
.  

In this context, a deeper understanding of the concepts of growth and competitiveness - as the two 

has been promoted in Europe so far and as they can be alternatively interpreted- appears crucial to 

disentangle both the route which brought to the present crisis as well as the failures of the policies 

adopted until now to achieve the recovery. Moreover, the mission of enhancing competitiveness is 

at the top of EU Commission’s political agenda as it is considered at the hearth of a strong and 

sustained economic growth (European Competitiveness Report (ECR) - Enterprise & Industry DG , 

2013 ). To complete the picture, the role and the health conditions of European manufacturing 

industries must be pointed out now that their fundamental role as drivers for competitiveness, 

growth and innovation is widely and officially recognized (see the Report “A manufacturing 

imperative in the EU: Europe’s position in global manufacturing and the role of industrial policy”, 

WIIW June 2013). 

The analysis and the policy proposals proposed of the EU Commission regard the present situation 

in Europe as if it is only about a price competitiveness problem, neglecting to consider the crucial 

role of innovation and technological competitiveness (for an extended analysis of the 

Schumpeterian distinction between competitiveness strategies see Pianta, 2001). Such strategy of 

                                                           
1
 German GDP shrank an annualized 0.6% since the beginning of 2014 and it felt by 0.2% in the second quarter. The 

other core countries haven’t performed better in the same period with Austrian GDP growing only of the 0.2%, Poland 

at the 0.6% and Czech Republic stagnating at a 0%. 
2
 The impact of the crisis on the European industrial production has been frightful. Among all the member states only 

Austria and Polonia have go beyond the pre-crisis levels while countries like Italy, Spain and Greece have lost about the 

25% of their 2008 industrial production.   
3
 The US had been growing at 2.8 and 1.9% in 2012 and 2013 respectively, Japan at 2.0 and 1.4% while the EU-27 

grew at -0.7 and -0.4%,  in these years. On the competitiveness side, between 2007 and 2012, the US labour 

productivity growth was approximately 2 percentage points higher than the EU.  
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competition - technological competitiveness – should be, on the contrary, one of the major 

European challenges for the next years.          

Reviewing  jointly the European Commission’s official reports on competitiveness and industrial 

policy as well as the most recent contributions in the related scientific literature, this work aims to 

answer to four key questions: i) What does traditional and advanced indicators of industrial 

competitiveness tell us about the strengths and the weaknesses of European industries? ii) What 

kind of structural change took place and which relations are detectable between the European 

“growth model” and the present condition of stagnation and polarization across the EU economies 

after twenty years of tempted economic integration iii) Which kind of industrial policy agenda is 

proposed by the EU Commission and which coherence is recognizable between the latter and the 

evidence provided by the data as well as by the advices of the scientific community? iv) Which are 

the proposals on the ground for an alternative European Industrial Policy that will not only provide 

a recovery but could also shift our economies towards a sustainable and convergent growth path? 

 

 2. The competitive performance of EU industries 

 

Our analysis of European competitiveness focuses on the industry level  looking first at the 

dynamics of technological competitiveness and then at that of price or cost (labor) competitiveness 

(Montobbio, 2003; Soete, 1981).   

Using traditional (as the Revealed Comparative Advantages (RCA) indicator
4
) indicators to 

measure European industries competitiveness
5
, the ECR finds that the European Union as a whole 

has comparative advantage in most of the manufacturing sectors. Such sectors include such vital 

high tech and medium tech sectors as pharmaceuticals, chemicals, vehicles, machinery, other 

transport equipment (which includes aerospace) but also low and medium tech sectors as food, 

beverages, tobacco, paper and plastic. This is the state of play of competition in broad categories of 

industries grouped according to technology intensities. Taking the analysis further down to product 

level, however, presents Europe in a much better position globally. In 2010, 67% of European 

exports had revealed comparative advantages, while China had comparative advantages in 54% of 

products, and US and Japan export 43% and 24% respectively of their products with a comparative 

advantage (European Competitiveness Report, 2013 p. 8). 

In order to deepen the analysis of European industries competitiveness a step forward is needed. 

Another component of competitiveness in trade is related to the degree of complexity of products 

which allows firms to better defend themselves form imitation ensuring at the same time a 

technological leadership. Moreover, competitiveness of an industry in a certain country is expressed 

through its ability to produce relatively sophisticated products. (ECR, 2013;  Reinstaller, 2013).  

 

 

                                                           
4
 The RCA index traditionally compares the share of a sector’s exports with the share of the same sector’s exports in the 

total manufacturing exports of a group of reference countries. A value higher than 1 means that a given industry 

performs better than the reference group and has comparative advantage, while a value lower than unity indicates 

comparative disadvantage. In the ECR the RCA index is computed for both export and patent data. 
5
 A methodological issue must be pointed out here. Using RCA as a tool to measure industries and countries 

competitiveness could be misleading. RCA is an indicator looking at a relative weight of industries in each country 

acrtually comparing  the relative sectoral specializations (in the case of the ECR it could be appropriate to use also the 

RCA to measure technological competitiveness since the country aggregates are quite homogeneous in terms of 

dimensions).  
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Table 2: Revealed comparative advantages by technological intensity,  

manufacturing industries 2011 

 

 
Source: European Competitiveness Report, 2013 p. 22 

 

 

Using a recently developed set of indicators (a wide methodological review of those indicators is in 

Reinstaller, 2013) the ECR shows that the higher share of complex and sophisticated products 

belongs to high-tech manufacturing sector (the role of manufacturing as a crucial driver for 

innovation in the whole economy is deeply stressed by WIIW Report,  2013). The ECR shows that 

in most of the sectors where European industries have a comparative advantage the products are 

characterized by more than average complexity. It is shown that quite a high share of product with 

RCA>1 like machinery and equipment n.e.c. (NACE 29), office machinery and computers (NACE 

30) and motor vehicles (NACE 34) are products of higher than average complexity. For example, 

more than 90% of the products for which the manufacturing industry medical, precision and optical 

instruments (NACE 33) have revealed comparative advantages are more complex than the average 

products sold on world markets by the same industries in other countries (ECR, 2013 p. 24).  

Another remarkable result emerges from the review of the European Competitiveness Report. 

Apparently, the “myth” related to the need of pushing wages downward due to the unsustainable 

competition performed by the emerging economies – namely, the BRICS - is unconfirmed.  

 

Table 3: Domestic and foreign value added content of gross manufacturing exports  

by source country in 1995 and 2009 (%) 

 

 
Source: European Competitiveness Report, 2013 p. 25 
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Even though industries in the BRIC countries managed to upgrade their products considerably 

between 1995 and 2010, the majority of industries in these countries still produce less complex 

products than their counterparts in the EU. In fact, manufacturing industries in the EU have a 

relatively higher degree of complexity. This is further confirmed by the observation that the EU 

exported about 67% of products with revealed comparative advantage in 2010. In comparison, the 

US only has a comparative advantage in 43% of products, China in 54% and Japan in 24%. 

products. Chinese manufacturing industries are however still predominantly competitive in product 

categories with lower complexity (ECR, 2013 p. 26). 

Reinstaller et al (2013) show that EU exporters, together with those in the US, Japan and South 

Korea are more able to capture larger shares of the world market by offering more exclusive 

products which rely on a broader knowledge base. 

Continuing to enlarge the picture regarding the ability of European industries to compete on the side 

of quality and innovation another issue appears to be relevant. The issue of separating the domestic 

content of production from foreign content is related to the increased international fragmentation of 

production which gives rise to increased intra-industry trade in intermediate goods. Using a measure 

of value added content in trade closed to the one proposed by Hummels (2001) the ECR reports 

foreign value added embedded in gross exports distinguishing it by source. This will show whether 

countries and their industries succeed in selling intermediate inputs to be used in the gross exports 

of other countries. Between 1995 and 2009 when Chinese exports increased dramatically, EU value 

added in Chinese manufacturing exports increased more than that of industries from other parts of 

the world. Japanese and Korean value added in Chinese manufacturing exports decreased during the 

same time (ECR, 2013 p. 26).  

 

Figure 1: Lower extent of foreign value added embedded in EU manufacturing 

 

 
Source: European Competitiveness Report, 2013 p. 26 

 

One reason for a relatively lower foreign content of EU manufacturing gross exports is that most of 

the value chains in which EU firms participate are regional, i.e. within the EU. Considering those 

results the arguments of those who suggest wage compression and labour flexibilization as a 

strategy to compete with the main emerging economies are hardly sustainable. 

The importance of a strong manufacturing sector as a base to guarantee competitiveness appears 

clear from the evidence provided. The tradability of manufactured goods as well as the natural role 

of the manufacturing industries as innovation loci constitutes the traditional arguments in favor of 

the manufacturing imperative (ECR, 2013). A recent literature has also pointed out how a strong 
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and technologically advanced manufacturing base is a fundamental driver to spread out innovation 

also towards the service sector (see among the others WIIW Report, 2013).  

The following figure (Fig. 2) depicts the dynamics of Unit Labour Cost (ULC) across the European 

Member States.  

 

 

Figure 2: Unit Labour Cost dynamics across the major EU economies 

 

 

Source: Own calculation on OECD data 

 

 

The trend shown in Fig. 2 depicts an dramatic divergence – partly narrowed during the crisis era 

with the exception of Spain and Portugal where unemployment exploded - in terms of ULC 

between Germany – and to some extent Poland and Austria - and Southern EU economies. If this 

evidence could explain a part of the of the polarization across core and periphery, it could also bias 

a deep understanding of competitiveness dynamics across the EU.  

Moving to a new kind of recently developed ULC indicators (Bayoumi et al., 2011) – alternatively 

to the standard CPI ones, these indicators are computed using Wholesale Price Indexes and Export 

Unit Prices (PPI) - the picture appears quite different (see Fig. 3). Using a PPI-based measure the 

gap between core and periphery countries is considerably narrower. Italy, for example, is not 

materially less competitive than it was in 1999 (Tiffin, 2014). As depicted above relatively to 

export-based indicators, also the price-cost competitiveness picture could change if the complexity 

of current systems of production and trade is taken into account through proper indicators. 

Therefore, labor-cost measures may present an incomplete picture, and should perhaps be 

complemented. Part of the discrepancy between the different types of measures may again reflect 

the changing nature of global production. In an era of globalization and international supply chains, 

the share of domestically employed labor in total production costs is decreasing, albeit to a different 

degree in different countries 

With respect to the cost or price competitiveness dimension the results of the ECR are possibly 

more striking. Considering the fundamental role of European firms operating on medium and high 
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tech sectors, providing sophisticated and complex goods and competing mainly on technology and 

quality the EU Commission analysts state: “..Unit Labour Cost (ULC) may however not be a good 

competitiveness indicator for firms producing goods with some characteristics that allow them to 

have some room of adjustment to set the prices themselves. Such firms producing goods with 

higher value added are more frequently found in high-tech and medium-high-tech manufacturing 

industries. Their goods are often combined with some kind of services aiming at satisfying demand 

for differentiated goods in high income segments of different markets. Labour normally constitutes 

a smaller proportion of total costs and input factors for such firms, rendering the ULC less useful as 

a measure of competitiveness..” (ECR, 2013 p. 26). 

    

 

Figure 3: Comparison between Unit Labour Cost dynamics across the major EU economies  

using different ULC indicators 

 

 
 

Source: Tiffin A. (2014) European Productivity, Innovation and Competitiveness: The Case of 

Italy. IMF Working Paper Strategy, Policy and Review department  

 

ECR finally points out the importance of an healthy high tech manufacturing industry working as a 

pillar for the present and the future of European competitiveness. Considering this, the present 

distribution of such industries across and within European countries must be analyzed. Given the 

polarization and the strong loss of productive capacity – which interested mainly the manufacturing 

industries of the periphery – due to both the unbalanced growth before and the recession after the 

2008 crisis, this feature should be extremely relevant.  

A partial good news is founded in two recent IMF reports (Lissovolik IMF WP, 2008; Tiffin IMF 

WP, 2014) analyzing the competitiveness of the Italian manufacturing industries before and after 

the crisis. Tiffin (2014) tries to explain why Italian manufacturing exports have held up relatively 

well until recently despite a constant shrink in labour productivity. According to the author: “..Italy 

still maintains a high-quality export mix, and  the adaptability of Italian firms is still a source of 

strength..” (Tiffin, IMF WP 2014 p.15). The role of technology, product quality, immaterial 

capabilities and peculiar characteristics of Italian goods and sectors are recognized in the final 

section of the IMF paper as crucial factors for explaining the observed dynamics in productivity and 

competitiveness.  Thus, technology and high-end products – where wages have to be higher - do 

play a role in preserving export markets. And the role of innovation is indeed important, so much so 
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that the IMF paper suggests that for Italy the “small firm size is becoming less of an asset” (id. p.1) 

because small firms rarely have the resources for carrying out R&D and innovation.  

So, the picture of the Italian economy – strongly paradigmatic for the whole EU periphery - is one 

of a country which resists thanks to a preexistent strong and dynamic manufacturing base. 

Nevertheless, in the conclusion the author recognizes that the losses experienced in Italy after the 

2008 could be a serious threat for this residual ability to resist.   

    

The take home message of this section could be synthetized as follows: 

 

 Despite the effect of the austerity regime adopted by the European authorities after the 2008 

crisis – which increased the polarization between core and periphery widening also the 

productivity gap between EU and US – the legacy of a strong and technologically advanced 

production base in the European Union allowed to maintain important positions in the 

international markets  

 

 Technological competitiveness matters and continues, despite the impact of the crisis, to 

remain one of the main strength of European industries 

 

 There is a manufacturing imperative in the EU: manufacturing industries remain the main 

drivers of innovation and technology diffusion  

 

 Unit Labour Cost dynamics explain a marginal part of the competitiveness performance of 

European Member States    

 

 

3. Structural change across the European Union    

  

The development of an economy is strongly linked with the composition and the evolutionary 

path of its structure. The opportunity to produce the same goods and services at higher levels of 

productivity or to produce new ones depends mainly on changes in technology and skills (the main 

references in this field are Pavitt, 1984; Dosi, 1988; Malerba 2002 and 2004 among the others). At 

the same time, consumer demand and derived demand for intermediate goods and services could 

contribute to shift the economy towards different sets of goods (Pasinetti, 1981). This process of 

long-lasting changes in the set of goods and services produced and in the composition of 

capabilities – the physical and human capital base as part of the factors of production – is called 

structural change.  

Structural change – in terms of output and employment composition of sectors – could also affect 

the growth potential of the economies. Change in the share of sectors within an economy are mainly 

due to the fact that the long-term growth potential of industries is strongly heterogeneous. However, 

it is important to note that the structure of the economy can also change with no positive impact on 

economic growth, if structural change increases the share of sectors with low growth potential.  
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Growth-enhancing structural change is thus associated with increased capabilities and with the well-

known Schumpeterian process of “creative destruction” (Schumpeter, 1942). Advanced economies 

would tend to produce sophisticated products with a high degree of complexity replacing the old 

industries. Nevertheless,  shifting towards more advanced sectors requires always a specific 

knowledge-base as well as a peculiar specialization of the economy (ECR, 2013).  

The ECR contains a dedicate chapter to structural change across European member states (ECR, 

2013 p. 47-66). It emerges a rising disparity across the EU-27, for both the employment and value-

added share of manufacturing industries (see Tab.4). Also at the EU-15 level a reduction in 

disparity – heterogeneity in sectoral composition across Member States - of services shares, along 

with an increase in disparity for the production sectors, especially manufacturing both in terms of 

employment and the value added share. The evidence provided by the EU Commission Report 

confirms a considerable heterogeneity in economic development across Member States. 

As recognized at the end of the chapter (ECR, 2013 p. 61), the differences for the manufacturing 

sector are striking, showing a polarization process with an increasing disparity across Member 

States (see Tab. 5). As already pointed out, a continuous trend of contraction in the share of the 

manufacturing and tradable sectors is observable in the periphery where at the same time services 

like finance and insurances are grown remarkably. 

 

 

Table 4: Dynamics of structural change in the EU-27, 1995-2011 

 

 
Source: European Competitiveness Report, 2013 p. 60 
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Landesmann (2013) shown that the model of growth adopted in Europe before the crisis impacted 

in a relevant way on the industrial structure of Eastern and Southern European countries. The data 

provided by Landesmann (2013) show that manufacturing and manufacturing-related services 

started to reduce their contribution to the overall GDP in South and Eastern Europe – with the 

exception of those countries as Czech Republic, Poland, Hungary and Slovakia strongly integrated 

in the German value chain – many years before the crisis. The reduction in the manufacturing share 

has been accompanied by a rise of the non-tradable service sectors such as finance and insurances 

(NACE 65). 

 

Table 5: Heterogeneity of structural change in the EU-27, 1995-2011 

 

 
Notes: Inequality is measured using the Gini index 

Source: European Competitiveness Report, 2013 p. 60 

 

 

The dimension of such reduction in manufacturing share is more remarkable in the Southern 

European countries which after the crisis reached level of contraction near to 25% (as in the case of 

Italy and Spain). However, looking at the period immediately preceding the crisis break (2005-08), 

there is evidence for the contribution of manufacturing declining quite strongly in a range of 

Eastern economies (Estonia, Latvia, Lithuania, Hungary) while that of construction and market 

services increasing significantly.  

Thus, if the contraction of the industrial base in the South has been increased by the effect of the 

economic recession – a substantial contribution to this contraction has also been given by the 

austerity measures aiming to fiscal consolidation – the overall phenomena of structural change must 

be linked to the model of growth originally adopted in European Union. 

The European integration and growth model has been founded on a high degree of liberalization of 

external economic relations. Trade relations were strongly liberalized and there was a commitment 

to free international capital movements. From this point of view to different models of growth could 

be identified from the beginning of the European integration until now (Stockhammer, 2014). The 

first one – defined as a debt-driven growth – is based on rising household debts. Fostering financial 
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deregulation – thanks also to the activism of the EU Commission - a massive flow of financial 

flows coming from the core fuelled housing and speculative bubbles in peripheral countries like 

Spain or Ireland. The second model – the export led one – based on the fixed exchange rate and on 

the aggressive wage moderation policy adopted in Germany produced the dramatic trade 

imbalances between core and periphery. Both the two models produced – beside their negative 

macroeconomic impact observed after 2008 – relevant consequences in terms of a perverse 

structural change –  mainly identifiable with the loss of production base - occurred in the periphery 

(Landesmann, 2013). 

Furthermore, behind the scene of those two unbalanced growth models there is also the story of the 

huge  industrial reorganization started in Europe with the German reunification. Ginzburg and 

colleagues (Ginzburg at al., 2012) emphasized the role of German industrial reorganization in 

shaping the divergent pattern between core and periphery in the European Union. Their analysis 

moves from the consideration that in the first decade after the German reunification the economic 

performance of the country was remarkably poor (in particular, between 1999 and 2005 the average 

growth rate was 1.1%) while on the other side a strong activism in terms supply side policies was 

observable in that country. In particular, they firstly emphasized the huge labour market 

flexibilization which – as Carlin and Soskice (2009) pointed out – brought since the late nineties to 

a strong segmentation between insiders and outsiders in the German labour market.   

 

 

Figure 4: Structural change and crisis impact in the EU periphery  

(Sectoral contributions to GDP growth (%); Dark bar: 2001-04; Yellow bar: 2005-08;  

Grey bar: 2008-11) 

 

 
Notes: Based on NACE rev. 2 classification scheme: C (Manufacturing), F (Construction), G 

(Wholesale and retail trade), H-N (Other market services). Contributions are calculated by 

multiplying the share in total GDP at current prices by real growth at preceding year prices.  

Source: The new North-South divide in Europe: can the European convergence model be 

resuscitated? (Landesmann, 2013 p. 16) 
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However, despite such labour market reforms – favored by the fundamental collaboration of 

German Unions, as correctly noted by Ginzburg et al. - are strongly relevant in order to explain 

German exports boom at the end of the nineties,  they constitutes only a part of the whole picture. 

The German export boom – in particular the incredible performances observed after 2005 – could 

be properly explained only considering a long term reorganization of production which leads to a 

major role of non-price competitiveness.  

The authors – referring to a previous work by Danninger and Joutz (2007) – have identified five 

critical factors explaining, on the German side, the incredible export boom and, on the European 

side, the explosion of unbalances and divergence between core and periphery: “..the main 

determinants of the German export boom can be identified in four circumstances: (i) improved cost 

competitiveness through wage restraint; (ii) linkages with high-growth markets of emerging 

countries (especially China and India) through an appropriate mix of products or the use of previous 

established links; (iii) an increase in exports of capital goods in response to the increased 

investment in emerging countries; and (iv) formation of a regionalised pattern of supply by 

relocating abroad (offshoring) part of the production..as a fifth point, the evolution of German 

income distribution (characterized by a substantial wage compression), set a general framework 

helpful in explaining—at an aggregate, national account level—the persistent accumulation of 

German current account surpluses after the introduction of the euro..” (Ginzburg et al., 2013 p.7).  

Considering the aim of this work – which is to disentangle the concept of competitiveness in a 

stagnant and polarized Europe – the iv an v points deserve to be stressed a bit more. With respect to 

the fourth point (iv), the thesis putted forward by the authors is twofold: on one side Germany 

benefited from cultural ties and closer borders – as well as by the legacy of production and trade 

networks of the former GDR with the rest of the Socialist States – managing to enlarge its value 

chain towards the East; on the other side, the German value chain enlargement produced a 

weakening of the previous ties with the Southern Europe impoverishing the matrix of production 

and the trade network of those countries (Italy among the others) (Ginzburg et al., 2013).  

The consequences of such a reorganization at the continental level – having Germany as a gravity 

center – assumed the form of a dangerous structural change in those areas – Southern and Eastern 

European countries -  defined by Ginzburg “two peripheries”. The Eastern countries (Czech 

Repubblic, Poland, Slovakia among the others) turned out  to be the providers of most of the 

medium and low tech intermediate inputs in the German value chain; Southern Europe (in particular 

Italy and Spain) increased enormously the imports from Germany without finding alternative outlets 

for their exports within and outside the Eurozone (The Italian case, as shown by Tiffin (2014), 

demonstrates, however, that what has been shown is an ongoing process with part of the Italian 

comparative advantages continuing to resist despite the effects of such a perverse mechanism).     

Referring to the fifth point (v), Ginzburg et al. (2013) stressed that another important reasons for the 

current account imbalances after 2001 considered as a crucial turning point for the process of 

polarization across Europe. The reason could be found in the sharp fall in domestic private 

investments over the German GDP while a strong flow of foreign direct investments (FDI) started 

to grow in those Eastern countries (as the Czech Republic, Poland or Slovakia among the others) 

joining the new German system of production.  

Beside this, savings increased due to corporate profits while German households started to 

substitute their consumption with precautionary savings. Landesmann (2013) noted that in the same 



12 
 

period German household not only started to save more than before but also switched part of their 

consumption to low cost and low quality goods imported from China and other emerging countries.       

The evidence provided in this section highlights the dangerous road on which Europe is positioned. 

Deepening the structural dimension of the crisis and unveiling the role of the European “growth 

model” – ideologically born in a strong neoliberal framework as the policy measures adopted until 

now to counteract to the crisis – could give some hints about the kind of Copernican revolution we 

need in Europe today.   

  4. The EU Commission policy response to stagnation and polarization 

The ECR policy conclusions move from the evidences which call for urgent and well-

targeted industrial policy measures to build on the identified strengths and upgrade the 

competitiveness of EU manufacturing (ECR, 2013 p. 11). Recognizing the relevance of non-cost 

competitiveness – quantitatively assessed through the indicators shown in the previous section – the 

Report underlines the need for an upgrading of EU comparative advantages through the diffusion of 

knowledge intensive product and services.  

However, the focus of the ECR is mainly on the dynamics – considered weak with respect to the US 

one - of private R&D investment. The level and the dynamics of private R&D investment is 

retained at the root of the better performance of the US in terms of high tech patents as well as a 

primary cause of the widening of EU-US productivity differentials. Nevertheless, the ECR policy 

conclusion seems to neglect a number of relevant contributions (Mazzuccato, 2013; Pianta, 2014) 

which rediscovered the fundamental role of the State – or of the public intervention in general – as 

an essential driver of innovation and growth-enhancing structural change.  

In the Policy implications of structural change (ECR, 2013 p. 12) the orthodoxy of the EU 

Commission’s Report don’t seems to diminish. Once stated the crucial role of institution to 

positively shape economic structural change, the set of measures proposed don’t make a move from 

the well-known supply side field. Following the EU Commission, the core of the policy 

implications derived after a deep analysis of structural change are: “ .. Microeconomic evidence 

suggests that credit market imperfections are important sources of differences in productivity across 

countries. Market frictions can also hinder structural change due to the existence of regulations and 

administrative burdens that inhibit the reallocation of resources across sectors and firms. Many 

factors can be identified such as certain types of taxes, labour market regulation, size-dependent 

policies or trade barriers in addition to regulations and costs of doing business in the formal 

sector..The centrality of institutions and policies in the process of structural change leads to a view 

that the general quality of institutions is important to structural change. Policies that foster structural 

adjustments should therefore be conceived in a broad way and cover such different areas as 

education, research, technology and innovation policies, while also focusing on the general quality 

of governance..” (ECR, 2013 p. 13). 

As usual, what clearly emerges apart from a number of vague claims - like the need for a better 

education system or a wider diffusion of technology – is a mono-directional market oriented view 

where all the policy issues collapse into the need for a market with less “barriers” and “frictions”. In 

particular, labour market deregulation seems to obsess European commissioners despite all the 

evidences suggesting that the roots of European competitiveness problems are elsewhere.  

The official Commission’s document named “Labour Market Developments in Europe 2012” 

(LMR) points out clearly one of the main policy strategies of the European institutions in order to 
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enhance competitiveness across the Member States. An enlightening synthesis of the “Policy 

Priorities and Plans Looking Forward” paragraph could be the following: “..Member States are 

recommended to ensure that their wage setting mechanisms appropriately reflect productivity 

developments, so as to boost competitiveness and support labour market adjustment..While some 

countries have introduced far-reaching reforms of their wage setting systems in this direction (e.g. 

Greece, Spain, Portugal), limited progress has been made in others, where the functioning of certain 

wage setting and wage indexation systems has been identified as a possible threat to 

competitiveness (Belgium, Cyprus, Italy, Luxembourg, Malta). In other countries, a balance needs 

to be struck between ensuring that minimum wage levels are not too high to discourage the 

recruitment of the young and low-skilled but not as low as to risk creating in-work poverty 

(Bulgaria, France and Slovenia)..” (LMR, 2012 p. 52). In this statement we can find, on one side, 

the settled assumption among European Commissioners that the way towards competitiveness 

passes through further labour market deregulation; on the other, the belief that the aggressive labour 

market deregulation implemented in Spain and in Greece after the 2008 crisis is showing positive 

results.     

Strictly related to the evidence provided by the ECR is the recent and official EU Commission 

document named “For a European Industrial Renaissance” (EIR). Here, the technical considerations 

as well as the policy implications contained in the ECR are translated in political terms making the 

intentions of the EU Commission more clear and explicit.  

The policy agenda proposed in the EIR could be summarized in six focal points: i) increasing 

European industrial competitiveness operating in particular – through further deregulation of the 

labor market which could “help the mobility of workers” – to improve the productivity of the 

service sector; ii) maximizing the “potential of the internal market” through the harmonization of 

the normative, financial and educational systems at the Union level iii) Accelerating the adoption of 

the existing financial instruments – the new 7 years program of Union funds – to foster innovation 

both at the regional and at the Union level; iv) adopting a set of national and international policies 

to ease and make cheaper the firms access to energy and raw materials v) helping firms to enter into 

the Global Value Chains where they can gain in terms of technology and new demand vi) reaching 

the 2020 objective of an industrial sector accounting for the 20% of European GDP (EIR, 2014).  

If, on one side, their vagueness allows to share, in principle, some of the points proposed by the 

Commission; on the other, what “misses” in the Commission’s policy agenda brings to a general 

pessimistic feeling. The rationale of the official communication continues to be inscribed in a kind 

of religious faith in market forces. In particular, it seems that the main recipe to give new strength to 

the European industrial system is made of further market deregulation looking in particular at the 

labour and the financial ones.  

No words are spent about the role of demand as a crucial element to shape growth-enhancing 

structural change. Nothing about the unavoidable role of a public demand able to select and push 

the development of strategic sectors. No lights on the contradiction between the fiscal constraints 

imposed at the National level and the need to enlarge the provision of fundamental public goods as 

education, health and welfare in general (recognized in the same Communication as fundamental 

instruments to enhance competitiveness). Nothing on the inadequate dimension of the European 

Union budget if compared to the objectives of the 2020 agenda. 

Summing up, an analysis of the coherence between statistical figures, scientific literature, declared 

objectives of European institutions and the reality of their industrial policy proposal turns out to be 
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a demoralizing exercise. It urges a strong inversion in the cultural framework allowing to 

completely reshape the industrial policy agenda proposed in Europe until today.                     

 

           

5. An alternative industrial policy for Europe 

 

 This section is dedicated to synthetize the main features of an alternative proposal for a new 

European Industrial Policy. We follow the work of Pianta (2014) who tried to summarize in a 

unique and coherent plan a number of industrial policy proposals (among the others the “Marshall 

Plan for Europe” proposed by the German Trade Union Confederation and the “New Path for 

Europe” of the European Trade Union Confederation (ETUC) or the Euro Memo Group, 2013) 

emerged in Europe during the recession era.   

The proposal for a new wide European industrial policy is build up on three main lines: i) 

institutional arrangement; ii) funding of the industrial policy; iii) the governance system.  

The institutional arrangement would be settled within the European Union being characterized by a 

strong coordination between the new industrial policy and the other dimension of economic policy: 

macroeconomic, fiscal, trade and competition. The role of the Union – and where necessary of the 

Nation States – as producer and provider of a larger set of public good  will be strongly reinforced.  

The funding of the new industrial policy should come from Europe-wide resources. The order of 

magnitude of the funds coincides with the prevision of the ETUC proposal: 260 billions of euros 

per year, near to the 2% of European GDP over a period of ten years. This effort should be 

distributed across the European countries without the imposition of a burden over those countries 

which are already characterized by troubled national budgets. (Pianta, 2014 p.9). 

The governance system. Different hypothesis of governance systems are associated to the options 

outlined above. One of these assumes a two-level system with a European Public Investment (EPI) 

Agency at the EU level coordinated with National Public Investment (NPI) Agencies operating in 

each country. An important caveat regards the need of accountability for the EPI from the European 

Parliament. (Pianta, 2014 p.14). 

The industrial policy proposal is also calibrated to counteract the polarization between European 

core and periphery: “..the countries and regions where such investments could be carried out have 

to be defined in advance, with the explicit aim to reduce the polarization that is weakening the 

industrial base of Europe’s “periphery”. For instance, 75% of funds could go to activities located in 

“periphery” countries; at least 50% of them should be devoted to the poorer regions of such 

countries; 25% could go to the poorer regions of the countries of the “centre”..” (Pianta, 2014 p.15). 

 

6. Conclusions and policy implications 

 

 

  The summary of the evidence provided in the previous sections could be synthetized as follows: 

 

 Technology is the main source of European industries competitiveness. From this point of 

view a wide manufacturing base, product complexity, immaterial capabilities and a strong 

position in international value chains are crucial assets which must be preserved. 
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 Labour cost is no longer a relevant component determining the ability to maintain 

international market positions. 

 

 The objective of maintain and increase positions in the international markets should be 

obtained pushing European economies towards a virtuous – namely green, high tech and 

labour friendly – structural change. 

 

 There is a need to update the analysis of competitiveness introducing new indicators able to 

account for complexity – namely fragmentation, offshoring and patterns of global value 

chains - in international production  

 

 The European growth model – namely export and debt led growth – has negatively affected 

structural change in European industries, in particular in the periphery. Price competition 

among the member states, credit bubbles and austerity measures contributed to: i) a strong 

polarization characterized by a fall in investment – especially technological ones – in 

particular in the periphery;  ii) a dramatic loss of the production base in the periphery; iii) 

the beginning of a structural change characterized by a loss of relative weight of high tech 

with respect of medium and low tech industries. 

 

 

  The present configuration of a polarized European production and trade system – with a 

German centered core, able to exploit a network with some of the Eastern newcomers, and a 

periphery lagging behind and working as a final market for goods and capital  – seems to be 

a threat for the growth prospect of the whole Europe. 

 

This work highlighted the fundamental role of technological competitiveness as a determinant of 

European industries’ ability to maintain and increase international market positions. Immaterial 

capabilities and skills – strongly related with product quality and complexity- emerged as a crucial 

element explaining the good position of EU industries in Global Value Chains. Beside this, the 

scarce relevance of cost competitiveness – at least regarding the competition between EU and Extra-

EU industries – has been shown. 

Nevertheless, five years of depression and the increasing polarization between core and periphery 

are seriously endangering the future of European industry. The growth model followed in Europe 

until today – export and debt led growth – has pushed part of the Member States towards a 

structural change –shifting from manufacturing towards non tradable services -  harmful for their 

ability to compete in high tech sectors. The loss of production base experienced in the periphery is 

contributing to reduce the whole dimension of EU manufacturing which is recognized as a crucial 

asset to foster and diffuse innovation.  

The present EU Commission’s industrial policy – as well as the strategy adopted since the 

beginning of the crisis -  don’t seems to be an adequate response to the needs emerged in this work. 

Moreover, the continuous emphasis on cost competitiveness – identifiable with the claims for 

further labour market deregulation – and the lack of a strong demand side policy could contribute to 

worsen the trend of stagnation and polarization in Europe.       
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An alternative industrial policy for Europe must move from the points and the considerations above. 

The transition towards such kind of policy must take the form of a cultural reshape based on the 

rediscovery of the fundamental role of public institutions both at the European and at the National 

level.  

The main points of the industrial policy proposal are synthetized as follows: 

 

 A Europe-wide plan of public investments aiming to increase the demand of high tech goods 

Such plan should be selective in order to foster those sectors – like ICT, health and renewables – 

characterized by a high degree of product complexity. Firms belonging to those sectors are able to 

better defend themselves from imitation and could gain technological leadership in the international 

markets. Fostering high tech sector will also increase the share of high skilled workers’ producing a 

double effect: i) augmenting capabilities and strengthening the knowledge base; ii) pushing 

aggregate demand due to the relative higher wages of skilled workers.  

 A direct and selective public intervention aimed to facilitate a virtuous structural change.  

Unlike the horizontal and indirect industrial policies adopted in the EU so far – mostly made of 

subsidies and tax incentives – an alternative plan should foster directly new, innovative and large 

scale activities. Such activities will provide - in particular in the periphery – new job opportunities 

contributing to reduce the dramatic level of youth unemployment. 

 A massive plan for the production of public goods must be coordinated between the 

European and the national level. In particular, public investment in knowledge, 

environmental quality, well-being, social integration and territorial cohesion are crucial to 

sustain the above mentioned structural change. 

As documented in Section 2, a positive structural change can be stimulated by having the right 

institutional framework in place, covering education, research, technology and innovation policies. 

Therefore,  reversing the constant trend of reduction in all the components of public expenditure 

seems to be an unavoidable  part of a new industrial policy for Europe.  

 

 The industrial policy proposal must be calibrated to counteract the polarization between 

European core and periphery through a specific distribution of the expended resources. For 

instance, 75% of funds could go to activities located in periphery countries; at least 50% of 

them should be devoted to the poorer regions of such countries; 25% could go to the poorer 

regions of the countries of the core. 

The dramatic polarization - and the number of steps behind made in the peripheral countries – is the 

result of a perverse industrial reorganization – as shown in section 3 - born in a context of 

competition among Member States. In this light, a new industrial policy should be part of a new 

institutional arrangement easing a process of true convergence and cooperation across the European 

Union.   
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